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Table 1 Preliminary OLS Estimation Results
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(1K (2)&X (3)K (1)K

o, 1.179(0.000) 1.095(0.000) 1.099(0.000) 1.092(0.000)
r -0.254(0.009) -0.233(0.014) ~0.229(0.017) -0.237(0.012)
e, -0.676(0.003)
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RO 3.589(0.000) 3.806(0.000) 3.793(0.000) 3.817(0.000)
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Table 2 OLS Estimation Results of Improved Model
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(1) "X (2)°K (1)K
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Growth Pattern of Foreign Reserve in China.
Under the Background of Continuous Trade Surplus

MA Jie'* XIN Xing',QIAN Jin-yu'
1 School of Economies and Management, Beihang University, Beijing 100191, China
2 Ross Business School, University of Michigan, MI 48109, US

Abstract : Based on BS model, this study constructed a model to probe the relationship between reserve’s growth and exchange
rate; and referring to the RS model, this study constructed another model to consider the asymmetric effect of exchange rate on
reserve’s growth. Furthermore, this study amended the original models through the cointegration analysis and the introduction of
error correction model. The empirical results show the effect of trade volatility on reserve is much larger than that of opportunity
cost of holding reserves, and this is in line with the economic development of China that is driven by export sector. This paper
finds the PBC will intervene with the foreign exchange market more positively when facing the equivalent pressure of appreciation,
compared to the central bank of India. Different from the situation in India, there is no significant effects of RMB depreciation on
the reserve’s growth, which indicates PBC would like to tolerate the RMB depreciation within a mild scope. Since China intends
to change the economic growth pattern, PBC need not intervene the foreign exchange market asymmetrically any more.

Keywords ; growth of foreign reserve;export trade ; opportunity cost; asymmetric effects; error correction
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