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Abstract

This study compares the efficacy of the Relative Strength Index (RSI) vis-à-vis the

Moving Average (MA) trading rules on the daily exchange rates of six currencies. The

results indicate that the trading rules can yield positive risk-adjusted returns, and the

profitability of these trading rules is positively related to central bank interventions. It is

also found that the impact of interest rate differentials on the trading rule return is

immaterial.

Acknowledgements

We thank Christopher Neely for helpful comments, and the Board of Governors of the

Federal Reserve, the Reserve Bank of Australia, Deutsche Bundesbank, Swiss National



 

We Care About Your Privacy

We and our 880 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting I Accept enables tracking technologies to support

the purposes shown under we and our partners process data

to provide. Selecting Reject All or withdrawing your consent

will disable them. If trackers are disabled, some content and

ads you see may not be as relevant to you. You can

resurface this menu to change your choices or withdraw

consent at any time by clicking the Show Purposes link on

the bottom of the webpage .Your choices will have effect

within our Website. For more details, refer to our Privacy

Policy. Here

We and our partners process data to provide:

Use precise geolocation data. Actively scan device

h t i ti f id tifi ti St d/

I Accept

Reject All

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/rael20
https://www.tandfonline.com/loi/rael20
https://www.tandfonline.com/toc/rael20/14/5
https://www.tandfonline.com/toc/rael20/14/5
https://www.tandfonline.com/journals/rael20
https://www.tandfonline.com/author/Shik%2C+Thomas+C
https://www.tandfonline.com/author/Chong%2C+Terence+Tai-Leung
https://doi.org/10.1080/13504850500426269
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F13504850500426269&pubId=41194380&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/13504850500426269?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/13504850500426269?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/13504850500426269?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/13504850500426269?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/13504850500426269?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/13504850500426269?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/13504850500426269
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F13504850500426269&title=A%20comparison%20of%20MA%20and%20RSI%20returns%20with%20exchange%20rate%20intervention%3A%20Applied%20Economics%20Letters%3A%20Vol%2014%2C%20No%205
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


Bank and the Ministry of Finance of Japan for the provision of data.

Notes

 For a comprehensive study on trading rule returns in the foreign exchange market,

one is referred to Taylor and Allen (1992).

 LeBaron (1999) used intervention series from the Federal Reserve and showed that

the Sharpe ratios reduced dramatically after removing the intervention periods. Other

studies on interventions include Sarno and Taylor (2001) and Neely (2002).

 Neely (2002) defined intervention as transactions made by central banks.

 Neely (2002) did not include the Euro series.

 The present authors thank Christopher Neely for the provision of daily interest rate

data for the DEM, JPY, and USD.

 The exchange rate of Australian Dollar (AUD) was floated in December 1983.

 The Swiss National Bank has not intervened in foreign exchange markets since 1995.

 The intervention data for Japan are obtained from the Ministry of Finance Japan

website: http://www.mof.go.jp/english/e1c021.htm

 The value of date 1 depends on the window width and the rule used.

 Panel A of Tables  show that the RSI rules usually have higher Sharpe ratios

than the MA rules for the Deutsche Mark, while for the Japanese Yen, the Sharpe ratios

under the MA rules are in general greater than that under the RSI rules.
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