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The Impact of Exchange Rate Communication and Actual Intervention on
RMB Exchange Rate and Exchange Rate Expectation
HUANG Xian, FU Ying-jun
(Economics and Management School, Wuhan University, Wuhan, Hubei, 430072, China)

Abstract ; China has began to implement a managed floating exchange rate system based on market supply and
demand since the July 2005 reform of the RMB exchange rate. The marketization and internationalization of the
RMB exchange rate has gradually increased, and the volatility of it has reflected the changes of China’s economic
fundamentals more and more. But on the other hand ,the RMB exchange rate is affected by short-term capital flows,
international risk aversion, exchange rate expectations and other disturbing factors which increases the possibility of
sharp fluctuations in the RMB exchange rate. This will increase the instability of the financial system and trigger
macroeconomic risks. Therefore how to use actual intervention or exchange rate communication to influence ex-
change rate avoiding exchange rate sharp overshooting or abnormal fluctuations is a key problem for China’s mone-
tary authority under the condition of open economy.

Monetary authorities intervene in the foreign exchange market in two ways; actual intervention and exchange
rate communication. In the past two decades,the exchange rate policy of many countries has undergone significant
changes. Exchange rate communication has gradually become a more and more important tool for foreign exchange
market intervention. Foreign study on exchange rate policy has also began to gradually shift from the actual interven-
tion to exchange rate communication. However, in the face of this change ,domestic scholars are still mainly focused
on the actual intervention in the impact on the foreign exchange market,only a few scholars explore the impact of
exchange rate communication on exchange rate changes from the perspective of empirical research. The points that
this study is different with the existing exchange communication literatures are: (1) Considering the effect of ex-
change rate communication on exchange rate expectations; (2) The written communication also included in the
scope of exchange rate communication research ,rather than just oral communication. (3) Considering the impact of
monetary policy operations on the RMB exchange rate and exchange rate expectations.

This paper is mainly to analyze the impact of exchange rate communication, actual intervention and monetary
policy operation on RMB exchange rate and exchange rate expectation,using EGARCH model. The empirical results
show that; (1) Oral communication on exchange rate and actual intervention move RMB exchange rate and it’ s ex-
pectation in the desired direction,the effect of actual intervention on RMB exchange rate is stronger than oral com-
munication while the effect of oral communication on RMB exchange rate expectation is stronger than actual inter-
vention. (2) Oral communication decreases the volatility of RMB exchange rate and it s expectation , however, actu-
al intervention increases the volatility of RMB exchange rate and it’ s expectation. Written communication on ex-
change rate doesn’t exhibit a significant effect on RMB exchange rate and it’ s expectation. (3 ) Quantitative and
Price-based monetary policy operations exhibit a significant effect on RMB exchange rate and it’ s expectation. (4)
With the exchange rate market-oriented improving, oral communication and actual intervention significantly enhance
the impact on RMB exchange rate and exchange rate expectation. Unilateral RMB exchange rate expectation is ex-
pected to weaken the effect of oral communication and actual intervention while bilateral RMB exchange rate expec-
tation is expected to strengthen their effect. (5)The time delay of oral communication is shorter,and the effect of o-
ral communication lasts longer. The central bank should strengthen the important role of communication in the man-
agement of RMB exchange rate and exchange rate expectation, constantly improve the degree of RMB exchange rate
marketization , and should pay attention to the operation of monetary policy.

Key Words: exchange rate communication ;actual intervention ; RMB exchange rate ; exchange rate expectation
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