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Summary of this paper

• Objective: 

– This paper addresses the RMB’s rise as a 
reference currency.

→A greater degree of co-movement of other currencies 
with it.

→ Major 4 groups of currencies included
12 Asian economies: ASEAN10+Korea and Chinese Taiwan;

6 developed economies;

Major G20 developing countries;

Some Belt and Road economies
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Summary of this paper

• Methodology:

– Frankel and Wei (1994, 2007)

– The time varying parameter estimation based on 

state space model
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Time varying co-

movement coefficients



Summary of this paper

• Main results:

– 12 Asian economies: the co-movement coefficients 
relatively big but has declined after 2015-2016

– 6 developed economies: the role of RMB is creasing 
from 2008-2009, and keep quite stable after 2015-
2016 

– G20 developing economies:  the increasing role of 
RMB can be observed since 2016

– Some Belt and Road economies: the increasing role of 
RMB can be observed until 2016 in Central and eastern 
Europe, it tends to decline after that. 
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Comment 1

• How to interpret the coefficients?

– Policy elements or market driven?

• What explains the change currency linkage of the 
RMB with other currency (the co-movement 
coefficient) ?

𝑊(𝑡)𝑖,3 = 𝛼 + 𝛼1𝑡𝑟𝑎𝑑𝑒 𝑙𝑖𝑛𝑘𝑎𝑔𝑒 + 𝛼2𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑙 𝑙𝑖𝑛𝑘𝑎𝑔𝑒 + 𝛼3 real 
shock linkage+…+
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Comment 2

• The solution of two stage regression for the 

multicollinearity problem is not appropriate.

– Multicollinearity: de facto peg of the CNY to the US dollar
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Comment 2

• “Partialling out” effect of multiple regression

ො𝑦 = መ𝛽0 + መ𝛽1𝑥1 + መ𝛽2𝑥2

መ𝛽1 = ൙ Ƹ𝑟𝑖1𝑦𝑖  Ƹ𝑟𝑖1
2 ,

• where Ƹ𝑟𝑖1 are the residuals from the estimated
regression ො𝑥1 = ො𝛾0 + ො𝛾2 ො𝑥2

• Check the correlation of CNY/CHF and USD/CHF
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Comment 3

• How about conduct a regional indicator?

– Average or weighted average of co-movement 

coefficients 

– Country-level results is quite hard to interpret.

– A regional indicator could reflect characteristic.
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Comment 4

9

R should be variance of 𝑣𝑡


