
Accepted Manuscript

Do short-term international capital movements play a role in exchange rate and stock
price transmission mechanism in China?

Xin Li, Chi-Wei Su, Hsu-Ling Chang, Ji Ma

PII: S1059-0560(18)30142-4

DOI: 10.1016/j.iref.2018.02.010

Reference: REVECO 1587

To appear in: International Review of Economics and Finance

Please cite this article as: Li X., Su C.-W., Chang H.-L. & Ma J., Do short-term international capital
movements play a role in exchange rate and stock price transmission mechanism in China?,
International Review of Economics and Finance (2018), doi: 10.1016/j.iref.2018.02.010.

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and all
legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.iref.2018.02.010


M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Do Short-term International Capital Movements Play a Role in 

Exchange Rate and Stock Price Transmission Mechanism in China?☆☆☆☆ 

Xin Li a, Chi-Wei Sub, ∗, Hsu-Ling Changc, Ji Mab 
 

a Antai College of Economics and Management, Shanghai Jiao Tong University, China 
b Department of Finance, Ocean University of China, China 

c Department of Accounting and Information, Ling Tung University, Taiwan 

 
ABSTRACT 

This paper applies wavelet analysis to investigate the role of short-run international 
capital movements (SICM) in the interaction mechanism between the exchange rate 
and stock prices (SP). The bilateral co-movements between these three variables are 
time-varying and inconsistent in some periods, and the flow of SICM is insufficient to 
explain the difference between the results obtained by testing SP and exchange rate 
nexus alone and then testing it taking SICM as a control variable, thus indicating a 
limited mediating role for SICM. However, SICM still cannot be ignored with the 
process of Renminbi internationalization and capital account liberalization. 
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1. Introduction 

The exchange rate, short-term international capital movements (SICM) and stock 
prices (SP) are crucial variables in the macroeconomics of the open economy. From 
the perspective of international finance, the sensitivity of capital flows to the 
exchange rate has been extensively studied in the literature (Calvo, Leiderman & 
Reinhart, 1993; Combes, Kinda & Plane, 2012). With increased globalization and 
financial integration, capital flows now account for the largest share of cross-border 
transactions (Hau & Rey, 2004). Moreover, Lane & Shambaugh (2010) indicate that 
trade-weighted exchange rate indices are insufficient to explain the financial impact 
of currency movements. In particular, the movement of SICM has always had a 
speculative characteristic (Arndt, 1968). The rapid movement of short-term capital 
can cause fluctuations in the exchange rate and further influence the decision making 
of international speculators. Theoretically, large inflows of short-term international 
capital aimed at the stock market, the real estate market or other assets cause 
increased asset prices (Sarno & Taylora., 1999). The pessimistic expectations of 
speculators on the capital market can cause large outflows of international capital and 

                                                             
☆ This research is supported by the National Social Science Foundation (Grant number: 15BJY155), and Ministry of 

Education’s Humanities and Social Science Research Project (Grant number: 14YJA790049). 
∗Correspondence to: Department of Finance, Ocean University of China, 238, Songling Rd., 

Qingdao, Shandong, China. 
E-mail address: cwsu7137@gmail.com (C.-W. Su). 
 



Download English Version:

https://daneshyari.com/en/article/11007920

Download Persian Version:

https://daneshyari.com/article/11007920

Daneshyari.com

https://daneshyari.com/en/article/11007920
https://daneshyari.com/article/11007920
https://daneshyari.com

