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Figure 1 Trend Charts of Logarithm Yield of the Exchange Rate of RMB

against USD and Stock Market Prices of USA and China
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Table 2 Impulse Reponses of Stock Markets in USA and China to One Unit Shock
of the RMB Exchange Rate ( Mean Values of a Posterior Estimate)

HEEER) 2006 2007 2008 2009 2010 2011 D RD

1 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000
2 1.248 1.265 1.243 1. 089 0. 942 0. 931 0. 334 0. 359
3 0. 581 0. 535 0. 539 0. 599 0. 563 0.574 0. 064 0.120
4 -0.322 - 0. 309 -0.291 -0.254 -0.217 -0.222 0. 105 0.473

RMB/USD—

; 5 -0.011 - 0. 008 -0.013 -0.025 -0.024 -0.025 0.017 2.120
China

6 0. 050 0. 047 0. 045 0. 039 0. 034 0.035 0.016 0. 452
T - 0. 005 - 0. 005 - 0. 005 -0.003 -0.003 -0.003 0. 003 1. 000
8 - 0.003 -0.003 - 0.003 - 0.003 - 0.002 -0.002 0. 001 0. 500
9 0. 001 0. 001 0. 001 0. 000 0. 001 0. 001 0. 000 -
1 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 - -
2 - 0. 666 -0.672 -0.683 -0.761 -0. 851 -0.880 0.215 0.323
3 0.611 0.640 0.679 0.767 0. 804 0.802 0.193 0.316
4 0.014 0.011 0. 006 -0.003 0. 005 0.007 0.017 5.667

RMB/USD

—USA 5 -0.079 -0.082 -0.086 -0.098 -0.103 -0.105 0.025 0.316
6 -0.005 -0. 004 —0. 004 -0.002 -0.004 -0. 004 0.003 1.500
7 0.015 0.016 0.016 0.019 0.020 0.020 0. 005 0.333
8 -0.002 -0.002 -0.002 -0.002 -0.003 -0.003 0. 001 0.500
9 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 0.000 0.000
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Figure 3 Impulse Response of China’s Stock Market to One Unit Shock
of the RMB Exchange Rate ( Posterior Sample Interval )
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Table 3 Impulse Reponses of the RMB Exchange Rate Market to One Unit Shock of Stock Market
and in USA and China ( Mean Values of a Posterior Estimate)

WEB(X) 2006 2007 2008 2009 2010 2011 D RD
1 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 -
2 -0.001 -0.001 - 0.001 -0.001 -0.001 -0.001 0. 000 0. 000
3 —0.004 - 0.004 —0.004 - 0. 004 —0.004 - 0.004 0. 000 0. 000
China—
0. 001 0. 001 0. 001 0. 001 0. 001 0. 001 0. 000 0. 000
RMB/USD
5 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000
6 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 -
7 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 -
1 0.009 0.010 0.011 0.010 0.009 0.009 0.002 0.222
2 —-0.006 —-0.006 -0.006 -0.006 —-0.006 —-0.006 0. 000 0. 000
3 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 0.000 0.000
USA— g
0.001 0.001 0.001 0.001 0. 000 0. 000 0. 000 -
RBM/USD
] 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 =
6 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
7 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -
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Research on Time-varying Impacts of Impulse Response
between China’s Exchange Rate Market and Stock Market

Cao Guangxi'?
1 School of Economics and Management, Nanjing University of Information Science & Technology , Nanjing 210044, China
2 School of Finance, Shanghai University of Finance and Economics, Shanghai 200433, China

Abstract ; The study on the dynamic relationship between stock market and exchange rate market can provide important reference
value to the macro-financial policy setting and micro-investment decision making. Taking the long memory character of financial
time series into account, long memory dynamic VAR ( Vector Auto-regression) model is proposed to improve the time-varying pa-
rameter VAR model stated by Primiceri (2005). Based on the long memory dynamic VAR model, dynamic relationships of im-
pulse response among China's exchange rate market and stock markets in the United States and China are empirical analyzed by
using the daily close prices of RMB nominal exchange rate and stock prices of Shanghai stock exchange composite index and S&P
500 index from August 1, 2005 to October 20, 2011. The results show that long memory characteristics exist in China’s exchange
rate market and stock market while anti-persistence feature exists in the US stock market and there is a significant directional im-
pulse response of stock markets in the United States and China to RMB exchange rate shocks. These impulse responses present
time-varying characteristics in the first three days with the characteristics of structural breaks and last about 7 days totally. The
results also indicate that the time-varying characteristics of impulse response of stock markets to RMB exchange rate shocks is re-
lated to the RMB exchange rate mechanism reform in the short term and the drastic changes in financial environment in the long
term.

Keywords: RMB exchange rate;long memory; impulse response ; time-varying ; dynamic VAR model
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