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Exchange Rate Fluctuations.,Central Bank Bills
and Sterilization Costs: from 2004 to 2009

TANG Wen-jin, XIE Hai-lin

(School of Finance s Zhongnan University of Economics and Law .Wuhan 430073 ,China)

Abstract: In the process of sterilization operation of central bank bills,
the higher costs have been considered by many scholars at home and abroad
as an important reason for the non-appropriateness of central bank bills
taken as long-term sterilization instruments. The evidence from the data of
China from 2004 to 2009 shows that, without the consideration of exchange
rates,sterilization operation of 3-month or 1-year central bank bills makes
profits; with the consideration of exchange rates, financial costs derived from
the sterilization operation of central bank bills makes profits or losses. Ex-
change rates have important effects on financial costs derived from the steri-
lization operation of central bank bills. With the consideration of exchange
rates,as a whole, sterilization operation makes losses, but the losses are lim-
ited,so we can not challenge the sustainability of sterilization operation of
central bank bills from the cost angle.

Key words: central bank bill; sterilization; exchange rate; financial cost
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