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2007 4F 1y 19.063% T B % 2008 4F % 2011 4F 115 0. 898% ,
B W BE 95.289% ; [8] B M, %t CPI #) T3 ik BE 32 A0 5
4 FFT73.546% , 3K $)21.570% . | G T LLULEA , Ab
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Figure 5 Charts of Variance Decomposition Results

|5 2003FFE2007 FFR2008 FE01 FHEENSFELBR
Table 5 Table of Variance Decomposition Results from 2003 to 2007 and from 2008 to 2011

CPI J5 72 53R SRR E (% ) M, F7 2 53R TRk (% )
i
fit M, M, FR FR FR FR
(2003 4E~ 2007 4E ) (2008 4E~ 20114E ) (2003 45~ 2007 4F ) (2008 4~ 20114 ) (2003 4F~20074F ) (2008 £~ 20114F)
2 1.740 1.574 22.829 2.406 2.898 0.119
3 2.268 11.249 22.813 5.412 6.009 0.231
4 4,273 11.985 25.062 5.520 9. 804 0.243
5 8.363 15.568 25.623 6.271 11.650 0. 366
6 8.492 17.030 26.592 7.801 13.249 0.476
7 9.203 18.516 27.092 7.802 14.308 0.532
8 11.149 19.516 27.612 7.982 15.569 0.624
9 11.414 20.274 27.982 8.534 16.618 0.709
10 11.922 20. 840 28.304 8.603 17.456 0.769
11 12.208 21.257 28.555 8.670 18.338 0. 836
12 12.429 21.570 28.765 8.857 19.063 0. 898
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PrEIG S VAR BB X 2003451 H 20114812 A 1
BOE #E A7 SLE , 19 P E SN 6 & LT 3OS T R
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4 32007 52008 4F 2011 fY 404 HE A7 L 8. AR %
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R B ) 1 25 30. 048% o ShL 5 2 X 90 4 7K °F B4 B
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Fo
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I, o 2 B SN 68 & R R 3F R R K B B % 2 O R IR
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An Analysis of Impacts of China’s Foreign Exchange Reserves on Inflation

Hui Xiaofeng' , Wang Xinrun’
1 School of Management, Harbin Institute of Technology, Harbin 150001, China
2 School of Mathematics, University of Birmingham, Birmingham B15 2TT, England

Abstract ; From the perspective of money supply, this study combines qualitative analysis with quantitative methods to explore the
conductivity relationship between China's foreign exchange reserves and inflation. This study builds VAR model to empirically
study the relationship among China's foreign exchange reserves, money supply and inflation based on the data from 2003 to 2011
in China. The results show that 1% increase of foreign exchange reserves will cause 0. 048% growth of inflation and the growth
of foreign exchange reserves positively contribute 19.679% to inflation with two times of maximum hysteresis. In addition, for-
eign exchange reserves and money supply are Granger causes to each other, while money supply is the Granger cause of inflation.
The relationship among China's foreign exchange reserves, money supply and inflation demonstrate distinct stages and the equi-
librium relationship between foreign exchange reserves and inflation disappeared from 2008 to 2011. Meanwhile, money supply is
an essential intermediate variable of the conductivity relationship between foreign exchange reserves and inflation, and the in-
crease of foreign exchange reserves in a short term does not exert a direct influence on inflation. The conclusions in this study
provide a new perspective of objective understanding of the relationship between foreign exchange reserves and inflation.
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