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An Analysis of Exchange Rate Dynamics
on the Artificial Market Approach
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In this study, in order to examine the Artificial Market approach’s effectiveness on analyses of real
economic phenomena, we construct a new model of a foreign exchange market as a casestudy of this
approach and evaluate our model in forecasting and explaining of an actual rate dynamics. As a resuit,
our model can improve other existing models’ forecasts over 10%. Moreover, our model suggests that
the growth and collapse of the rate bubble between 1988 and 1991 were caused by bandwagon effect and
coincidence of all agents’ expectations. Therefore, this study shows that the Artificial Market approach
can be effective in quantitative analyses of real economic systems.
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