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Abstract

Since December 2001, China formally joined in the World Trade Organization, China's market
economy has greatly developed, international trade has also been increasing and the exchange rate
of RMB is more and more marketization. At the same time, Hongkong's offshore RMB market, as
the representative of the RMB offshore market, has greatly developed and the RMB is more
international. With the marketization and internationalization of RMB, the role of the RMB
exchange rate in China's economy is becoming more and more important, and the study of RMB
exchange rate is more meaningful.

This paper chooses the RMB exchange rate, interest rate, stock market and commodity as
objects, and constructs the VAR model to test the interrelationship among them. Firstly, this paper
studies the relationship between the spreads of onshore and offshore RMB spot exchange rate,
interest rate spreads, stock index and commodity price index and we find that the spreads between
the RMB interest rate and spot exchange rate of onshore and offshore market has a strong mutual
influence, and the RMB exchange rate spreads have a significant impact on the commodity price
index. Secondly, we study the relationship among spot exchange rate, interest rate, stock index and
commodity price index of the onshore market and the offshore market respectively. Comparing with
the more marketed offshore market, we find that interest rate, stock index and commodity price
index have a significant impact on RMB exchange rate of the offshore market, but not obvious in
the onshore market.

Finally, we summarize the results of the above study and reconstruct the VAR model to verify
the previous conclusions, based on the offshore RMB spot exchange rate, the RMB interest rate
spreads among the onshore and offshore markets, the Hongkong stock index and the commodity
price index. We find that RMB exchange rate on the offshore market presents a vicious cycle of
devaluation expectations. We also construct the GARCH (1,1)-BEKK to examine the mean and
volatility spillover effects among them, and find that there is a significant two-way mean spillover
effect among the spot exchange rate of RMB offshore market and Hongkong stock market, and a
significant one-way mean spillover effect of offshore RMB spot exchange rate to the RMB interest
rate spreads. However, the volatility effect among them is not obvious, and there is a significant

two-way volatility spillover only between RMB spot exchange rate on offshore market and



commodity market.

Key Words: VAR-GARCH(1,1)-BEKK model; RMB Exchange Rate; Interest Rate;

Stock Market; Commodity Index
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