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Table 1 Statistical test of the conditional volatility of forward exchange rates
1 3 6 9 1 2
1.02E -06 | 1.40E - 06 | 3.05E - 06 | 5.68E - 06 | 7.96E - 06 | 9.36E - 06 | 4.17E - 05
9.25E -07 | 1.72E - 06 | 5.37E - 06 | 9.63E -06 | 1.42E - 05 | 1.52E - 05 | 6.88E - 05
1.576 226 | 3.567 706 | 7.259 967 | 4.665010 | 5.901 527 | 4.763 075 | 5.057 341
5.846 013 | 21.506 36 | 80.356 63 | 31.32281 | 50.658 08 | 34.26245 | 40.337 98
JB 1112.327 | 24259.64 | 382017.4 | 54 835.89 148 654.0 | 65865.44 | 92279.95
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Table 2 Curve fitting degree of conditional volatility of forward exchange rates

1 3 6 9 1 2
SSE 2.99E -09 | 2.91E-08 | 8.11E -08 1.89E - 07 | 2.00E -07 | 6.18E - 06
R 0.3209 0.317 2 0.409 3 0.3630 0.4153 0.116 9
Adjusted R 0.3200 0.316 3 0.408 5 0.362 1 0.414 5 0.1157
RMSE 1.42E =06 | 4.44E -06 | 7.41E - 06 1.13E - 05 1.16E =05 | 6.47E - 05
:SSE R Adjusted R RMSE
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Partial U-shaped curve of forward exchange rate volatility

LI Xiaoping' WU Chong-feng’
1. China Lixin Risk Management Institute Shanghai Lixin University of Commerce Shanghai 201620 China;
2. Antai College of Economics & Management Shanghai Jiao Tong University Shanghai 200052 China

Abstract: From the perspective of heterogeneous trader behaviors the paper constructs a model of forward ex—
change rates which includes rational traders and noise traders and analyzes the characteristics of volatility
curve of forward exchange rates in equilibrium. Then based the model we apply the method of curve fitting
to investigate the relationship between the volatility of RMB NDF exchange rates and expectation of premiums
and discounts. The results show that it is a partial U-shaped curve relation which is consistent with the con—
clusions of the theoretical model. The paper provides a theoretical explanation to volatility mechanism of for—
ward exchange rates and a new empirical basis for the central bank to smooth the exchange rates volatility.

Key words: heterogeneous traders; noise traders; expectation of premiums and discounts; volatility of forward

exchange rates
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