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Disclaimer

The views, opinions, findings, and conclusions or
recommendations expressed in this presentation are strictly
those of the author. They do not necessarily reflect the views of
the Swiss National Bank (SNB). The SNB takes no
responsibility for any errors or omissions in, or for the
correctness of, the information contained in this presentation.
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Overview
Methodology:
Identification of FXI shocks during intervention spells
Measurement of persistence using local projections
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Overview

Methodology:
Identification of FXI shocks during intervention spells
Measurement of persistence using local projections

Main results:
FXI has 90 percent “success rate” on impact
Shocks persist for about 40 to 60 trading days
Average depreciation of between 2 and 3 percent

Main comments:
Emphasizing persistence is important
Robust methodology able to detect complex decay patterns
Impact potentially underestimated due to endogeneity bias
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|dentification methodology
m Intra-daily exchange rate components:

Ayt = Ayt + Ayar + Ayt
N~ N—— N——
before during after FXI
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|dentification methodology
m Intra-daily exchange rate components:
Ayr= Uit + Ayst + Ust
~~ N~~~ ~~
before during after FXI

m Random shocks uy; and us; driving rate before/after.

2017-12-07 Discussion of Caspi, Friedman and Ribon (2017) | Lukas Frei | © Swiss National Bank SNB BNS =-



|dentification methodology
m Intra-daily exchange rate components:
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m Random shocks uy; and us; driving rate before/after.
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Aygt = FX/t(Xt, 61,9) € L Xt
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|dentification methodology
m Intra-daily exchange rate components:
Ayr= uyr + FXlE +  us;
~— =~ =~
before during after FXI
m Random shocks uy; and us; driving rate before/after.
m Change in intervention spell fully attributed to intervention:

Aygt = FX/t(Xt, 61,9) € L Xt

m Local projection coefficient for h = 0 should be close to 1:

Ayt = aoy + By FXI( AL, €4, 0) + 0y Xt + Yoyt
~——

h Uqt+Ust
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|dentification methodology
m Intra-daily exchange rate components:
Ayr= uyr + FXlk + us
~ =~ =~
before during after FXI

m Random shocks uy; and us; driving rate before/after.
m Change in intervention spell fully attributed to intervention:

Ayt = FXIi(Xt, Ut ,€1,0) e L A

m Local projection coefficient for h = 0 should be close to 1:

Ayt = o) + Boy FXI(Xt, Ure s er,0) + o)Xt + Ugo).t
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|dentification methodology
m Intra-daily exchange rate components:

Ayr= uyr + FXlk + us
~— ~—~ ~—~
before during after FXI

m Random shocks uy; and us; driving rate before/after.
m Change in intervention spell fully attributed to intervention:

Ayt = FXIi(Xt, Ut ,€1,0) e L A

m Local projection coefficient for h = 0 should be close to 1:
Ayt = o) + Boy FXI(Xt, Ure s er,0) + o)Xt + Ugo).t
~—~—

AN
1 U1t +us;

m Selection on variables = include uq; in X}?
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Example of potentially endogenous intervention
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Simulation study of endogeneity bias

Simulation settings:
m Linear decay of FXl up to h =50
m Random component uy; and us;
m HAC standard errors
m 100 repetitions with T = 1857

T T T T T T T T T
—— FXI random with probability 0.2
1 ERPTO— 1 —

_1q | | | | | | | | |
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Simulation study of endogeneity bias

Simulation settings:
m Linear decay of FXl up to h =50
m Random component uy; and us;
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Bias or decay in empirical results?
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Other comments

m Decay may be offsetting probability of intervention, such
that exchange rate is unpredictable.
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Other comments

m Decay may be offsetting probability of intervention, such
that exchange rate is unpredictable.

m Direct identification of FXI as change in exchange rate
does not address intervention efficiency.
m Interesting theoretical discussion about portfolio balance

versus signaling channel, but little connection to empirical
results.
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Other comments

m Decay may be offsetting probability of intervention, such
that exchange rate is unpredictable.

m Direct identification of FXI as change in exchange rate
does not address intervention efficiency.

m Interesting theoretical discussion about portfolio balance
versus signaling channel, but little connection to empirical
results.

m Why not identifying the shock on the NEER instead of
USDILS? Weight of USDILS in NEER will result in
coefficients below 1 as well.
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