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The Time-Varying Impact of China’s Financial Market
Fluctuations on the Exchange Rate of RMB: Based on
TVP-VARModel

ZHAO Xi-jun , YAO Yue-yue

Abstract: Through analyzing several sub markets of China’s financial markets changes this article
concentrated onthe fluctuation of exchange rate and foreign exchange market, using the TVP-VAR
model for empirical research in bond market, money market, and the stock market in China after the
exchange rate reform in 2005, and the analysis was also included on transmission mechanism from
financial market to the exchange rate changes. The study found that the impacts of the three sub markets
in financial markets on exchange rate have some typical time-varying characteristics. Besides,

along with the deepened interest rate reform, the impact of financial market is increasing on exchange rate
changes. Therefore, we put forward our possible solutions such as internationalization of bond market,
money market and other financial markets, expansion of financial markets, improvement of the depth and
breadth of financial market, so as to continue to open up China and to improve the internationalization of
the RMB. At the same time, we should appropriately reduce foreign exchange shocks and make some
other related policies.

Keywords: R MB rate; financial market; bond market; money market; stock market; time-varying impact;

TVPVA R model
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