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Abstract

Before the establishment of CNH market, RMB foreign exchange market is
mainly composed of domestic foreign exchange market and NDF market, so the
interaction between domestic and overseas RMB foreign exchange rates is
characterized by the interaction of the above two markets. After the establishment of
CNH market, the CNH foreign exchange market became the third component of RMB
foreign exchange market. Consequently, the interaction between domestic foreign
exchange market and CNH foreign exchange market as well as the interaction
between NDF market and CNH foreign exchange market are new important relations
in terms of interaction among domestic and overseas RMB foreign exchange rates.
Moreover, Newly established CNH foreign exchange market may also affect the
interactive relations between the previous two markets.

This thesis examines the interaction among domestic and overseas RMB foreign
exchange rates before and after the establishment of CNH market, applying methods
of Cointegration Test and Granger Causality Test. The research suggests that after the
establishment of CNH market, NDF starts to granger cause domestic spot rate,
domestic spot rate and CNH spot rate are long-term equilibrium and bi-directional
relationship, CNH forward exchange rate doesn’t granger cause domestic spot rate, as
well as CNH and NDF foreign exchange rates are long-term equilibrium and
bi-directional relationship. In addition, this thesis gives explanation to the the
empirical results, and brings up relevant suggestions, including domestic exchange
rate formation mechanism reform, deepening and enlargement of CNH market as well

as promoting monitoring and early warning mechanism of CNH market.

Keywords: RMB foreign exchange market; Foreign exchange interaction; Cointegration Test;

Granger Causality Test.
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