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Trade Policy Uncertainty, Economic Fundamentals and Expected Exchange
Rate Volatility
——Empirical Analysis Based on Nonlinear MS Regress and TVP-VAR

PAN Chao' & LI Ji-gang’

(1. Institute of Chinese Financial Studies, Southwestern University of Finance and Economics, Chengdu 611130, China;
2. School of Finance, Xinjiang University of Finance and Economics, Urumchi 830012, China)

Abstract: In recent years, the uncertainty of global trade policy has continued to increase, and the degree of
RMB exchange rate volatility has increased. The change of trade policy has affected the public's expectation of
exchange rate fluctuations. This paper builds an empirical model based on the macroeconomic characteristics
of China and the United States and the exchange rate expectation theory. The results show that there is a
nonlinear effect between the expected fluctuation of exchange rate and the economic fundamentals and policy
uncertainty, and the influence of trade policy uncertainty on the expected fluctuation of exchange rate is different
in different economic environments. In the long term, expected exchange rate fluctuations are more driven by
relative changes in domestic and foreign economic fundamentals, while in the short run, expected exchange rate
fluctuations are mainly impacted by uncertain factors such as trade policies.

Keywords: trade policy uncertainty; expected fluctuation of exchange rate; nonlinear effect; TVP-VAR

(FTHE%HRE: H%)



