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Abstract: After the collapse of the Bretton Woods system, the foreign exchange rate show a more compli-
cated and diversified characteristics. One country’s foreign exchange rate regime has a critical relationship to
the country economy’s balance and stable development, exchange rate has an important influence to the coun-
try’s trade balance. China began to implement Exchange rate Merger System in 1994, and in 2005 China
further reformed the exchange rate system. In this paper, we analysis the exchange rate fluctuations between
1994-2010 of China by ARCH models and GARCH models, and use of cointegration test and Granger cau-
sality test to analysis China’s foreign exchange market intervention’s effectiveness. By analysis of 1994-2010
RMB against the US dollar exchange rate fluctuations, we can see that there are particular relationships be-
tween the fluctuations of exchange rates and the nation’s macroeconomic situation and monetary policy. By
testing the effectiveness of the central bank intervention, we can find that our central bank’s intervention is
part effective. Therefore, we should improve the RMB exchange rate formation mechanism, and enhance the
effectiveness of the central bank’s intervention policy control to maintain china’s RMB exchange rate stable.
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Figure 1. RMB exchange rate difference sequence diagram
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Date: 07/01/11 Time: 09:42

Sample (adjusted): 1994M06 2010M12
Included observations: 199 after adjustments
Trend assumption: Linear deterministic trend
Series: HUILY GANYULIAMG LMNHUILY

Lags interval (in first differences). 110 4

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
MNo. of CE(s) Eigenvalue Statistic Critical Value Prob.**
Mone * 0122377 4387733 2979707 0.0007
Atmost1* 0.085720 17.90015 15.49471 0.0213
At most 2 0.000332 0.066047 3.841466 0.7972

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
==MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
Mo. of CE(s) Eigenvalue Statistic Critical Value Prob.*>
Mone * 0122377 2597718 21.13162 0.0096
Atmost1* 0.085720 17.83410 1426460 0.0131
Atmost2 0.000332 0.066047 3.841466 0.7972

Max-eigenvalue testindicates 2 cointegrating eqnis) atthe 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level

*ackinnon-Hano Michalic (10003 noaliie

Figure 2. Cointegration test results
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Pairwise Granger Causality Tests
Date: 07/0111 Time: 10:09
Sample: 1994M01 2010012

Lags: 10

Mull Hypothesis: Obs  F-Statistic Prab.
GANYULIANG does not Granger Cause HUILY 194 261111 0.0056
HUILY does not Granger Cause GANYULIANG 218064 0.021

Figure 3. The causal relationship between the exchange rate and
amount of intervention
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Table 2. The causal relationship under different lag

£2. FTRABEHTHERXR 1

1Bt k=9 k=10 k=11 k=12 %

GANYULIANG does not Granger
4
Canse HUILV 2,65 261 251 233 4
HUILV does not Granger Cause

GANYULIANG 209 218 172 1.67 %

it T a1 R R I, 2wk
HE R ATANC T TR A R, AN T R A
A BRI TR

R, MMESN 2,5,15,20,30 5625 I
5, SERWEK 3 fios:

MM



154 JAT T R 5 3N R sh W 7T

Table 3. The causal relationship under different lag
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