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The role of extreme value has several important applications in risk management, such as Value-at-
Risk, margin level, the estimate of volatility, and capital requirement. This paper uses extreme value
theory in estimating unconditional and conditional tail index of five exchange rate returns. We explore
three questions concerning exchange rate returns: the amount of tail-fatness, the structural change of tail
index and the effects of time aggregation. The sample period is from 1992 to 2002. Our empirical results
present that: (1) the five major exchange rate returns follow a Frechet extreme value distribution. (2) The
daily tail index is time varying and tail index of weekly is constant over time. (3) The conditional tail
index is more accurate in estimating Value-at-Risk than unconditional tail index. The results here suggest

that the manager should consider conditional tail index to further control extreme exchange rate risk.
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