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Economic assim'ation in t"t*""n world economies has been advancing rapidly, r

growing intra-regional trade, increasing investment and financial integration. Recent dir
on regionar and bilaterar free-trade agreements arrd o, einerging financiar coc
arrangements rn4ke this process likely to.deepen over time resultirg the business cycl
ecotiornies in the world more interrelated. l-he behavior of Excha'ge Rate (ER) mo

- among economies does reflect how deepen the assirriiration is. Thus, this study attr
investigate the exte

neasuredo"r*"",,:(:;:'r::;:;::'"tffiJ"fi J::::;J;
Sri Lankan Rupees as the base currency. Econometric models ofAutoregressive Con.t,
Heteroskedasriciry (ARCH), Generarized ARGH (GARcH), Joha'sen cointegrarit
vectorAutoregression (vAR) uno'viR Variance Decornpositions are employed. Montr
crvertheperiod fram200Ttozdto(48montls)wereusedfortheinvestigation.Theen

re sults indicate that ER co-movement is significant since most of the considered ERs
nrore than 46Ya of tl-reir forecast erroryariance is exprained by the other ERs uncJe
while Japan Yen depicts only 37%.There is a high degree of co-movement between ER i

stelling Pound a'd w{th that of Japa. %n, US Doilar, I.dian Rupees ard E[,fRo, sr
declining order of ER co-movement respectivery. .rapan yen showed a negative respor
all the chocks given to other ERs while the response of Sterling pound is persistent
shocks of Indiarr Rupees.
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