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Abstract Using the daily USD/CNY exchange rate time series data from January 4th, 2006 to July 18th,

2008, this paper proposes a semi-parametric approach to model the conditional mean and conditional volatil-

ity simultaneously. A nonparametric functional-coefficient model is employed to estimate the conditional

mean, and a GARCH-type model with a policy change dummy is adopted to describe the dynamics of the

conditional volatility. Moreover, the corresponding policies play a significant role on both mean and volatil-

ity. Finally, a nonparametric quantile regression estimation is applied to compute prediction intervals. The

empirical results demonstrate that the proposed semi-parametric model has good performance in terms of

in-sample goodness of fit and out-of-sample forecasts.
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x)�u&U Yi ∈ R
1��_&U Xi ∈ R

p�2N&U Ui ∈ R
k�� (Yi,Xi,Ui)
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aj(u0)+ a′j(u0)(u−u0)�wr&21K-pU� âj = âj(u0)�̂bj = â′j(u0) �� (âj , b̂j) Sn*�pUT=
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∑
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[Yi −

p
∑

j=1

{aj + bj(Ui − u0)Xij}]
2Kh(Ui − u0) (2)�:�Kh(·) = h−kK(·/h)�K(·) ℄wr�gF R
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Kn,j(Ui − u0,Xi)Yi (3)�:�Kn,j(u,x) = eTj,2p(X̃
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εt = νt
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ht (4)�: σ2
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ht = α0 + α1ε
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p
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4.1 u!)!�.p|�te+�!tS��7m AIC �pUkjT�lS; 0.003 hT�9LÆ 5�i;(j?�lsf�*j�lsfy��_Æ;�P�

rt = µt + εt (10)

µt =
5
∑

j=1
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