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< Abstract >

Exchange Rate Volatility for the Korean won :

Causes and Future Tasks

Exchange rate volatility for the Korean won reached its
highest level during the global financial crisis and has subsided
since then. Despite some benefits, it causes risks from FX

exposure, impedes the real sector, and damages financial stability.

There are three main reasons for high won volatility: high
capital market openness, large dependence on foreign capital,
and an immature FX market infrastructure. Various
macro-prudential measures implemented by Korean authorities
help to address the structural problems from radical capital
movements and calm down the volatility. However, exchange
rate volatility originates from herd behavior under the immature

FX market structure and needs to be managed further.

In order to reduce excessive exchange rate volatility and
keep the FX market stable, the market-oriented FX market
structure should be improved by raising market makers and
broadening  participants. =~ While maintaining the current
macro-prudential policy is important, strengthening economic
fundamentals and enhancing resilience to external shocks is also

essential.
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