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Advancement and Empirical Research of Nonlinear FTR Model as
Central Bank’ s Foreign Exchange Intervention Reaction Function

ZHANG Zai mei', XIE Chi"?, SUN Bo'
(1 College of Business Management, Hunan University, Changsha 410082, China;
2 Center of Finance and Investment Management, Hunan University, Changsha 410082, China)

Abstract: T he foreign exchange intervention reaction function of central bank is an important tool to de
scribe the relationship of intervention behavior and some market conditions, and it is significant for revea
ling the rules and characters of intervention behavior. At present, the models of reaction function provided
are not good enough to meet the need of explaining the infrequency of intervention, and acquiring high pre
cision simultaneously. Based on the analysis of related research, and from the view of practical significant
and high precision, this paper provides a new nonlinear FTR model, and executes experiments based on
the intervention data of Japanese central bank. Experimental results demonstrate that, comparing with lirr
ear model and tworegime T R model, the FTR model provided by this paper has smaller errors both in irr
sample fitting and outof sample forecasting processes, that is, it is more precise in describing the inter
vention behavior, and is more suitable to be the central bank’ s intervention reaction function.

Key words: foreign exchange intervention; reaction function; nonlinear; FTR model; exchange rate



