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Motivation 

 

 

 



The battle of midpoint 

When the PBoC initiates 

market reform of its 

currency in August 2015, 

the RMB's midpoint 

immediately fell by 1.9%, 

the biggest single-day drop 

in the RMB's modern 

history, and global currency 

market has braced for 

renminbi weakness since 

then.  

 



RMB joins SDR 

• Is SDR entry akin to China joining WTO? 

• Will this be a blessing for China? 

• Is RMB increasingly important and if so, in 

what sense? (our research question) 

  Pre-Inclusion 

Weights (2010) 

Original IMF 

Formula (2015) 

New IMF Formula 

(2015) 

U.S. Dollar 41.9 38.7 41.7 

Euro 37.4 31.7 30.9 

Pound 11.3 7.6 8.1 

Yen 9.4 7.8 8.3 

Renminbi - 14.2 10.9 

 
 



Contributions 

• Use daily exchange rates (FX) to identify      

network structure of FX spillovers 

 

• Develop a new set of RMB important indices 

to see spillover from RMB to other currencies  

 

• Yes, RMB is increasingly important in the 

sense that its spillover effects have intensified 

in recent years 
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Data 

• Daily FX of 18 currencies from Bloomberg. 

– Three RMB exchange rates 

• onshore Chinese Yuan (CNY) 

• Midpoint (CNYMUSD) 

• offshore RMB in Hong Kong (CNH). 

– Seven major developed market currencies. 

– Eight major Asian currencies. 

• Our sample starts on August 23, 2010, and ends on 

September 15, 2015  

– CNH data is only available from August 23, 2010 

– We are updating data to include recent developments 

 

 



Summary Statistics of FX change 



Methodology  

• Construct FX spillover network based on      
forecast error variance decompositions of 
generalized VAR (Diebold and Yilmaz, 2014)  

– measure the direction and intensity of FX spillover from 
one market to others  

– percentage of variation of one or more FX change series 
explained by innovations in another FX change series 

 



Methodology (continued) 

• The dynamics of FX spillovers is based on 
recursive variance decompositions  
– Recursive estimation uses the full sample information 

and is not sensitive to the rolling window length 
(Diebold and Yilmaz,2009, 2014) 

– Yang and Zhou (2016) use recursive estimation to show 
stock volatility spillover from US to others as follows  

 

 



Result on Network Structure 

• RMB is NOT at the center of global FX 

spillover network yet 



Result 1 on RMB spillover effects 

• Aggregate NET RMB spillover indices with all 

other currencies 

 



Result 2 on RMB spillover effects 

• Aggregate NET RMB spillover indices with 

developed market currencies 

 



Result 3 on RMB spillover effects 

• Aggregate NET RMB spillover indices with     

Asian market currencies 

 



Result 4 on RMB spillover effects 

• NET RMB spillover indices with  the DXY              

(US Dollar index) 

 



Conclusions 

• RMB is NOT at the center of spillover network        
of global currency system yet 
 

• RMB spillover effects have intensified during our sample 
period of greater exchange rate flexibility and RMB 
internationalization. 
– Highlight that RMB is increasingly important as China initiates 

market reforms of its currency 

 
• CNH spillover effect appears to be much stronger than 

mid-price and CNY counterparts  
– offshore markets for a currency provide an important dimension 

when measuring the regional and global influence of that 
currency 

– But, who controls pricing power of offshore markets?  



Future research 

• Is RMB at the center of spillover network  of  Asian 
currencies? 
– estimate VAR-based network using Asian FX data separately 

 

• Is RMB increasingly important in other emerging 
markets? 
– include more currencies such as latin American countries 

 

• Is RMB still important in the recent FX market turmoil? 

– update the data to include the most recent period 

 

•Why is RMB increasingly important? 
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