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Fig. 2 Simulation 2 of the theoretical model




&6 4

PN MRS

S 5 U S AR R E

— 7 —

3.2 MRTUIHCERHNE

1 R 2 K T R 25 1A, ] L i )
22 BT AT IR B AL S vith
{ECFIBE AL AR B 5 AR, T LA 2o 028 A [ ) o
(1447 G (L5 2 DT A 72 9G] 2.

S T HERCR BB B, ARSI K T AR [ A
AL B IX 8] ] 3a ~ & 3d J& A [ 490 85 F) R 4
S1470.0.0.2.0.4 F10.6 B XIS4T (g R 4]
FLA IR AR AR R T 03, P A 2 AR 3R 5
AR T AR A0 G {E R 0. 01, Fl

ZEBIE R 0. 03, 728 3a i, S E AT ER M A 0,
) g ] ) 22 S A7, A R ARSI ) A o R A
2T B VA AT G, NI, 1553135 F AR
BEHEATHK - 72 3b ~ [ 3d R, i TR0 U6 H 22
R L, )22 52 5 47 R (A5 T 03 R AE A0 Uy ik
Za 6 HEAR T KA P 5, LG O B R EE B ey 1Y
S RO JEHS TE 3d BRI, B ot =
5 700 LAJ , 149 [ A1) 22 B IR A A5 17 371 A 4k 22 i
BYHEARTAT YL IR — P R LIRS, =AU 4,
H, LRI R B FEA K-

0.10 1 010
Q%Mﬂywﬁ#\\Mﬂ\NMﬂw“wmwuw 0.08
0.06 1 006
0.04 1 004
0.02 2000 4000 6000 8000 10000 0025 2000 4000 6000 8000 10000
(a) (b)
0.10. 0.10
0.08 0.08
0.06 0.06
0.04 0.04
0.02 7000 4000 6000 8000 10000 020 2000 4000 6000 8000 10000

(c¢) (d)
B3 FZEINGCENH N

Fig. 3 The effect of interest rate on exchange rate
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Carry trade, heterogeneous expectation and micro exchange rate determina-

tion

LI Xiao-ping' , WU Chong-feng’
1. School of Finance and Business, Shanghai Normal University, Shanghai 200234, China;
2. Antai College of Economics & Management, Shanghai Jiaotong University, Shanghai 200052, China

Abstract; This paper models the determination exchange rates considering the fundamentalists, chartists and
carry traders. The heterogeneous equilibrium properties and stability conditions are investigated within the
framework of the traders’ heterogeneity behavior. The results show that there are seven types of equilibria, in-
cluding three fundamental equilibria and four non-fundamental equilibria. Besides, non-fundamental equilibria
are caused by carry traders. The stability conditions depend on the mean-reverted coefficients of fundamental-
ists, the extrapolation coefficients of chartists and the discount factors of exchange rates. Finally, the simula-
tion shows that carry traders’ activities are largely affected by the interest rate differential between the two cur-
rencies and cause exchange rates to deviate from the fundamental equilibrium.

Key words: carry trade; heterogeneous expectation; fundamental equilibria; non-fundamental equilibria; in-

terest rate differential
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