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Table 1 Proxy Indicators of Cross-border Capital Flows
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Table 3 Investment Weights
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Figure 1 Trend of RMB Index
from July 2005 to May 2019
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Figure 2 Trend of RMB Index and CFETS
RMB Exchange Rate Index from
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Table 5 Descriptive Statistical Characteristics
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Table 6 Results for Granger Causality Test
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Table 7 VAR Results between RMB Index and Various Indicators of Cross-border Capital Flows
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Table 8 VAR Results under the Condition of Adding Control Variables
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Figure 4 Equal Interval Impulse Responses of Cross-border Capital Flows to the RMB Index Shock
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Figure 5 Time Point Impulse Responses of Cross-border Capital Flows to the RMB Index Shock
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RMB Index Construction and Its Impact on Cross-border Capital Flows

WU You', HAN Liyan®, LIU Yiye’ , ZHAO Qingming’

1 School of Economics, Beijing Technology and Business University, Beijing 100048 , China
2 School of Economics and Management, Beihang University, Beijing 100191, China

3 CFFEX Institute for Financial Derivatives, Beijing 100033, China

Abstract ; The scale of cross-border capital flows in China is expanding nowadays, and it has gradually become one of the impor-
tant sources of the outbreak of systemic financial risk. In order to clarify the influence and its characteristic of the comprehensive
value of RMB on cross-border capital flows, this study attempts to build a new RMB index and deeply study its impact on cross-
border capital flows.

This study selects six currencies, namely the Dollar, Euro, Japanese yen, Won, Pound and Singapore dollar, to construct
a new RMB index. By following the principle of current account as the dominant while capital account as the auxiliary, this study
chooses the bilateral trade volume between the countries of sample currencies and China, and the FDI from them to China as cur-
rency weight base. And then this study discusses detailed the influence degree and direction of the RMB index on various kinds
of cross-border capital flows, and further distinguishes the static and dynamic characteristics of the above influence.

The results show that; first, the RMB index constructed in this study can reflect the change of RMB value. And it is basi-
cally consistent with the CFETS RMB exchange rate index. Therefore, it can be considered that the RMB index has sufficient va-
lidity. Second,the RMB index is the granger cause of various kinds of cross-border capital flows, while the reverse causal rela-
tionship does not exist. Third, the RMB index can indicate subsequent changes in cros-border capital flows. Specifically, when
the RMB index rises( falls) , the change of capital inflows will decrease( increase) after one quarter, while the change of capital
outflows tends to increase( decrease) after two quarters. Fourth, the impact of the RMB index on cross-border capital flows has
time-varying characteristics, especially for the impact on the changes of cross-border capital inflows.

Given the new political and economic context, it has two implications by proposing a new RMB index and analyzing the char-
acteristics of its impact on cross-border capital flows. On the one hand, it can provide reference for monitoring and early warning
of eross-bhorder capital flows, so as to effectively prevent and control systemic financial risk. On the other hand, it can provide a
new perspective and guidance for the process of RMB internationalization.

Keywords : RMB index ; cross-border capital flows; RMB value; time-varying characteristics ; systemic financial risk
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