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Foreign Exchange Market Pressure,Foreign Exchange Market

Intervention and Sterilization

——An Empirical Study on the Effectiveness of Foreign Exchange Market Intervention in
China

Liu Lin,NiYu-juan
(Department of Finance, Xiamen University, Fujian, Xiamen, 361005)

Abstract: Since China has implemented a single exchange rate regime reform, in 1994,the RMB has
experienced four stages of appreciation or depreciation. In order to avoid large fluctuations of the RMB
exchange rate affect exports, as well as the domestic economy, the monetary authority intervenes the
foreign exchange market actively, at meanwhile, for purpose of preventing the intervention affects the
domestic money market, the authority sterilizes the intervention. This paper firstly builds a model of the
index of foreign exchange market intervention via ex-ante and ex-post foreign exchange market pressure.
Then we use the LS,E-G cointegration, ECM and State-Space model to estimate the structural parameters
in the model, and get the index of effectiveness of intervention. We find that, the intervention conducted by
China’s monetary authority is effective, and in some periods, there exists the overhang intervention.
Besides that, sterilization is also partly effective.

Keywords: Foreign Exchange Market Pressure, Foreign Exchange Intervention, Sterilization, Overhang

Intervention
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