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Abstract

This thesis examines the movements of the GBP/USD and EUR/USD exchange rates during major
economic and political distress namely the 2008 financial crisis which influenced the worldwide
economics and Brexit. Also, with regards to Brexit, this thesis emphasizes the causes which

dramatically decreased the value of the pound to the lowest historical value by

providing answers to the following research questions and objectives: 1) An examination of the

behaviour of volatility considering GBP/USD and EUR/USD exchange rates from September 2008



to December 2015 in order to assess the impact of the financial crisis and further, to compare the
results with period before the Brexit vote; 2) assess the effectiveness of the univariate GARCH
models used namely GARCH (1, 1), EGARCH and GJR-GARCH; 3) a comparison between the
results of these 3 models from September 2008 to December 2015 and January 2016 to November
2019 will be made in order to verify how the Brexit vote from May 2016 influenced the volatility
of GBP/USD and EUR/USD exchange rates; and 4) to analyse the impact of sterling’s fall on the
UK equities, gilts and UK current account. Furthermore, the answers to these questions will help
identifying whether the slump in the value of GBP was a domestic problem or could spread

internationally, especially within the European Union.

Furthermore, this thesis investigates whether different specifications of univariate GARCH models
can usefully forecast the volatility in the foreign exchange market. The study compares forecasts
from both symmetric and asymmetric GARCH models for GBP/USD exchange-rate and
EUR/USD exchange-rate with the realized volatility for the same currency pairs obtained from
Bloomberg and Investing. The data set covers the period between September 2008 to November
2019. The data is divided into two periods; one for the period between September 2008 to
December 2015 encompassing the 2008 Great Recession as the major event and the other for the
period between January 2016 to November 2019 encompassing the slump of the pound to a 31-
year low as the major event. The results of this paper reveal that the GARCH (1, 1) and EGARCH
estimations are close to the realized volatility. However, the EGARCH model provides the best fit
for the sample used while the GJIR-GARCH provides the worst. The results strongly suggest that
the EGARCH is the best model out of the three presented above to forecast exchange-rate volatility
followed by the GARCH (1, 1) model.



