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Table 1 The results of model estimation

a B Mg Me Y1 Y2 0

~1L 11 15.76 0.23 5.96 8.27 3.04 0. 05
(0.024) (0.427) (0.001) (0. 008) (0.023) (0. 009) (0. 000)

p < 0.000 1 < 0.000 1 < 0.000 1 < 0.000 1 < 0.000 1 < 0.000 1 < 0.000 1
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Modeling RMB exchange rate determination from the perspective of behav—

ioral finance

LI Xiaofeng' CHEN Hua'’

1. Department of Finance School of Economics Xiamen University Xiamen 361005 China;

2. Shanghai Head Office The People’ s Bank of China Shanghai 200120 China

Abstract: From the perspective of behavioral finance this paper models the determination model of RMB ex-
change rate with cosideration of factors like central bank intervention macroeconomic fundamentals and micro—
individual heterogeneity behavior. Based on the model this paper applies unscented Kalman filter method to
study the traders” heterogeneity behavior in RMB foreign exchange market after the reform of RMB foreign ex—
change rate regime in 2005 as well as the influence of traders behavior on exchange rate fluctuation. The re—
sults showed that remarkable traders” heterogeneity existed in RMB foreign exchange market after the reform
and that there are two categories of traders—Fundamentalists with regressive expectation and Chartists with ex—
trapolating expectation. The results show that the Chartists are more risk averse than the Fundamentalists that
dominated in the market most of the time after the reform. However the choice of trading strategies for the
trades was uncertain after April 2009. Chartist dominated in the market whose and their noisy trade put pres—
sure on RMB appreciation when China Central Bank restanted the refrom of RMB foreign exchange rate regime
in July 2010.

Key words: RMB exchange rate; behavioral finance; Unscented Kalman filter



