The thesis explores relationship between volatility and liquidity of ten selected exchange rate pairs.
Several volatility and liquidity measures are computed and the relationship between volatility-liquidity
pairs is tested for cointegration and Granger causality; impulse response functions are computed as well.
We find that volatility measures provide similar information (are cointegrated), while volatility measures
differ to a large extent. A few cointegrating relationships between volatility and liquidity are found, but
they are specific to only some currency pairs. Granger causality tests give different results for different
currency pairs, but in general, the relationship between volatility and liquidity is two-way (feedback).
Shocks in volatility or liquidity have little impact on the other and quickly fade away, usually within one
or two days.
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