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Figure 1 Systemic Linkage in Chinese Stock Market
Based on the Measurement of the CoVaR Approach
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Figure 2 Trend of the U. S. Economic Policy Uncertainty Index
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Chinese Stock Market to the Economic Policy Uncertainty Shock
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Time-varying Characteristics between Uncertainty and
the Systemic Linkage in Stock Market
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Abstract :In the context of the increasing complexity and systematicness of the stock market, individual stock has become more
closely correlated with each other, which is easily to cause a situation of an overall collapse in the stock market. In order to effec-
tively prevent and cope with this situation, it is necessary to study the characteristics of the systemic linkage in Chinese stock
market. Meanwhile, due to the strengthening of the interconnection mechanism between Chinese stock market and external mar-
kets, the economic policy uncertainty originated from external environments, especially the U.S. economiec policy uncertainty,
may bring new impacts on the systemic linkage in Chinese stock market.

To explore the influencing mechanisms of the U. S. economic policy uncertainty impacts on the systemic linkage in Chinese
stock market, this study selects 1 109 stocks on the Shanghai and Shenzhen stock exchanges dating from October 2002 to Decem-
ber 2016 as samples, and utilizes the asymmetric CoVaR approach to measure the risk spillover degrees of individual stock on the
systemic linkage in Chinese stock market. Then, the Bayesian dynamic latent factor model is adopted to extract the systemic link-
age in Chinese stock market based on all stocks. Lastly, this study employs the TVP-VAR model to discuss the dynamic and
time-varying relationships between the U. S. economic policy uncertainty and the systemic linkage in Chinese stock market.

The resulis of this study indicate; First, the positive effect of the U. S. economic policy uncertainty impacts on the systemic
linkage in Chinese stock market is prominent and persistent, and it obviously presents the characteristic of cyclical fluctuation.
Second, this dynamic effect is relatively ambiguous in the medium and long terms. While the short-term risk prevention against
the impact arising from the U. S. economic policy uncertainty has a more realistic significance. Third, the higher the systemic
linkage in Chinese stock market is, the more the uncertainty impact increases. That is to say, more attention should be paid to
the risk impact of uncertainty originating from external emergencies when monitoring the systemic linkage in Chinese stock market
is high. Fourth, the effect of external economic policy uncertainty on the systemic linkage in Chinese stock market is gradually
deepened as the association hetween Chinese stock market and external markets increasingly tied. Thus, it is necessary to pay
more attention to the impact of external economic policy uncertainty on the systemic linkage in Chinese stock market within the
context of the enhancing of the interconnection mechanisms in capital markets and the continuous promotion of Renminbi interna-
tionalization.

By exploring the dynamic relationships between external uncertainty impact and the systemic linkage in Chinese stock mar-
ket, it can helpful to precisely measure the systemic linkage in Chinese stock market, and provide new experiences and refer-
ences for preventing the outhreak of systemic risk. And the related results also has important theoretical values and practical sig-
nificances for the operation of macro-economy and the safety of financial system under the circumstance of China’s new normal.
Keywords ; economic policy uncertainty;systemic linkage ; stock market; asymmetric CoVaR ;time-varying characteristics
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