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The Linkage between Foreign Exchange Intervention
Signaling Channel and Speculative Position:
An Empirical Evidence

XIE Chi,ZHANG Yuan-yuan, DING Hui

(Management School s Hunan University ,Changsha 410082 ,China)

Abstract: This paper studies whether daily intervention operations are
related to changes in expectations for the stance of future monetary policy
and investigates the effectiveness of the central bank sterilized intervention
in the foreign exchange market.The central bank has inside information,and
the speculators have private information of fundamentals. Using a GARCH
model,we find that the evidences do not support signaling hypothesis, where
expectations are proxied by speculative net position in the foreign exchange
futures market.Changes in net position reflect the actions of speculators,who
are reacting to their own interpretation of public and private information.
Empirically, the results show that the foreign exchange market will more
likely to move in the direction opposite to the central bank’s intervention di-
rection,and the intervention depends on how speculators had their positions
in the past.
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