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Why Are The Renminbi Exchange Rate Policy and Its Behavior Reasonable?
——Asymmetric Loss Preference Function and the Test of “Fear of Appreciation”
Hypothesis
Wang Jinbin  Li Nan

This paper first use asymmetric loss preference function to test the exchange rate
policy and behavior of China's Central Bank. The results indicate that the Central
Bank'’s performance does not manifest the asymmetric loss preference on the nominal
exchange rate, but on the nominal effective exchange rate, and the Central Bank's
performance displays a smoothly asymmetrical loss of preference. These findings are
in keeping with both the established model of China’s economic growth and the truth
of asymmetric international financial and trading system. How to manage foreign
exchange reserves more effectively to reduce the loss of valuation effect and to
maintain the external demand through the management of the nominal effective
exchange rate will be a major concern of China’s exchange rate policy and behavior.

Key Words: Asymmetric Loss Preference Function; Nominal exchange rate; Nominal
effective exchange rate
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21 ®EHeXAHFHEFOREFES (K AP 1 1999-01-2009-12)

set ex B~ g 15 %K H a Y23 4 J-test R?
1) average CR(-1to -5, -8, | 2.189*** | -2.779** | -1.744** | 1.255*** | 11.097 | -0.019
(7 T 35 -10) ex(-1 to -5) | (0.148) (1.083) (0.879) (0.186) [0.746]
) ex’(-1to -5) [0.000] [0.012] [0.049] [0.000]
) end ¢ R(-1 to -4) |2.051** | -1.646 -0.393 0.478 13.334 | 0.004
(* %) | r(-6)ex(-1to-5) | (0.188) (1.610) (1.329) (1.163) [0.272]
ex’(-1 to -3) [0.000] [0.309] [0.768] [0.682]
A (1) set(1)ig * » Tiowm ko oset(2)iE * P R F  LEFIEAT T A7 eh
B AR MER B* FE 410 mNewey—West E kR L
(2) Hansen's J 5t3- 8 PRI R B3K 5 @R BB G L A5 »eeh 2 (L-k)~» > # ¢
LK &A% 51 B g & B3 S lcn i (3) TR P ERER LI DE =9
Wkt E (FRAITER > & F 255 u%\%‘bfrﬂfﬁ&ﬁ R ) &P A 1%enkg
FoRBT LTEE ] (4) f¥ky mﬂ—ﬁ%i B Delta 112342 5 ()40
VoA b A TR L ol F BRSO P E o s w106 ~ 5% e
10% kg % K I o
%2 REHxEAHFHRBEOARFES (kD 2005-08-2009-12)
set ex B~ g 1B ik H a £ 4 J-test R?
1) average ¢ R(-1 to -5) | 1.686*** -1.585 -0.301 0.380 5.933 0.120
(7 T 35| ex(-1,-2,-8,-10) | (0.189) (1.122) (0.888) (0.861) [0.747]
) ex?(-1,-2) [0.000] [0.166] [0.736] [0.661]

) end ¢ R(-1 to -5) | 1.441** | -2.802 -1.039 0.742 7.209 | 0.089
(" %) |ex(-1,-2,-8,-10) | (0.243) (1.687) (1.292) (0.490) [0.615]
ex’(-1,-2) [0.000] [0.105] [0.426] [0.137]
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set | neer B~i& | 1 & %k H a Yy /4 J-test R?

(1) | FromBIS | cR(-1to-5, -8, | 2.494*** | -0.479** | -0.135** | 0.566** | 15.129 | 0.134
-10) neer(-1 to | (0.134) | * (0.052) | (0.275) | [0.299]
-4) neer’(-1 to | [0.000] |(0.113) |[0.010] | [0.042]
-4) [0.000]

(2) | FromIFS |cR(-1to-3,-5, | 2.161*** | -0.439** | 0.243*** | -1.104** | 11.318 | 0.032
-7) neer(-1 to | (0.189) |* (0.082) | (0.499) |[0.61]
-7) neer? (-1 to | [0.000] | (0.113) | [0.004] | [0.029]
-4) [0.000]
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% 4 ¥ neer 2| FB R hT RS (2B 1 2005-08-2009-12)

set | neer P~ & 15 %K H a Y3 4 J-test R?

(1) | FromBIS ¢ R(-1 to -5) | 2.432*** -0.352*** | -0.085*** | 0.484** 8.200 0.273
neer(-1 to -5) | (0.093) (0.079) (0.028) (0.214) [0.514]
neer?(-1 to -5) [0.000] [0.000] [0.004] [0.028]

(2) | FromIFS C R(-1 to -5)|2183%** | .0.631*** |-0.109** |0.347** 9.361 0.112
neer(-1 to -5) | (0.171) (0.082) (0.044) (0.167) [0.745]
neer?(-1to -5) [0.000] [0.000] [0.017] [0.043]
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