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Abstract :

Using a new high-frequency data set consisting of real-time executable
prices, macroeconomic expectations,

macroeconomic realizations, and unscheduled announcements, we
characterize the conditional volatilities of the three major foreign

exchange rates, vis-a-vis the dollar: the Euro, the Pound sterling, and the
Japanese Yen. In particular, we implement a multivariate GARCH-type model
and an impulse response analysis to estimate and decompose the simultaneous
impact of eight categories of scheduled and unscheduled news surprises on
volatility.

Our model allows for volatility spillover from one rate to another.

Moreover, it specifies potentially different degrees of persistence for

the various exogenous news effects.

We find that scheduled US news surprises have the most significant effect

on the volatilities of the three exchange rates, and most importantly on

the Euro/Dollar. Moreover, in the case of the Pound and the Yen,

an important fraction of the total accumulated news effect are induced

by volatility spillover from the other two currencies.
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