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Table 1 Descriptive statistics of RMB exchange rate and Trade Policy Uncertainty
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Attentions to the tail risk: Trade Policy Uncertainty expectations and vari-
ations of RMB exchange rate
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Abstract: Trade is the primary factor determining the exchange rate. How does Trade Policy Uncertainty affect
the bi-directional changes in the RMB exchange rate? Based on the uncovered interest rate parity this paper
introduces the impact of the tail risk of Trade Policy Uncertainty on exchange rate expectations and establishes
a theoretical model of the relationship between Sino-US Trade Policy Uncertainty and the RMB exchange rate.

The quantile-on-quantile model is employed to explore the short+term impact of Sino-US Trade Policy Uncer—
tainty on the RMB onshore and offshore markets. The empirical results show that the impacts of Trade Policy
Uncertainty in China and in the United States on onshore and offshore RMB exchanges have asymmetric and
tail characteristics with the impact of China Trade Policy Uncertainty on the RMB exchange rate playing a
dominant role. Finally Trade Policy Uncertainty further affects variations of RMB exchange rate by changing
investors” expectations in the foreign exchange market. Therefore the central bank needs to strengthen the
proactive responses to tail risks and investors need to pay attention to the uncertainty brought about by trade
policies and adjust their hedging strategies accordingly.

Key words: Trade Policy Uncertainty; exchange rate expectations; onshore and offshore exchange rates;

quantile-on—quantile approach; tail risk



