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• The spillover effect of the Fed's quantitative easing on other economies has been the focus of academia. 

For a long time, as China has a relatively strict capital flow management, and the spillover effect of Fed 

quantitative easing on China mainly focuses on the real economic channels such as trade and investment 

(Liu and Zhai, 2011; Sheng Xia, 2013; Zhang et al. 2015; Sun et al. 2016), with little evidence of the 

effectiveness of financial channels through empirical data. In the discussion of the financial channel 

(Blanchard et al., 2015; Bruno and Shin, 2015), foreign empirical studies have deliberately excluded 

Chinese data, and domestic studies on the spillover effects of the Federal Reserve's monetary policy on 

China after financial liberalisation have mostly used macro-financial models to simulate it (Zhang Liqing

and Zhong Xi, 2020), lacking empirical support.
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• After the opening of the "bond pass" in 2019, the scale and proportion of foreign investors' holdings of 

China's government bonds have rapidly increased. The financial channels of spillover from the Fed's 

quantitative easing to China may emerge as the scale of capital flows under China's portfolio 

investment increases after the new round of financial opening. 

• Three rounds of quantitative easing after the 2008 financial crisis all occurred before the opening of 

China's bond market, while the quantitative easing under the Covid-19 epidemic occurs after the 

opening of China's bond market. Thereby, we have the opportunity to study the changes in the spillover 

effects of the Fed's quantitative easing on China before and after the opening of the bond market.
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• Question: 

• Against the background of a new round of financial opening in China and unlimited quantitative easing by 

the Federal Reserve, have the spillover effects and spillover channels of the Federal Reserve's monetary 

policy on China's long-term interest rates changed?

• Has the opening up of the capital account become a key factor affecting the spillover effect, and has the 

increase in exchange rate flexibility eased the spillover from the Fed's monetary policy to China's long-

term interest rates?

• In this paper, we will take the Fed's quantitative easing under these two big shocks(financial crisis and the 

epidemic) as an example to measure the changes in the spillover effects of Fed’s QE on China's long-term 

Treasury yields in different periods and screen the spillover channels to determine whether the financial 

channels of the Fed's QE on China's long-term interest rate spillover after the opening of the bond market 

are visible and whether the increased exchange rate flexibility can weaken the spillover from the financial 

channels. 
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• Long-term Treasury yields are the benchmark for pricing in a country's bond market, and also the main

intermediary for the transmission of quantitative easing (Bernanke, 2010), and an important variable

affecting the independence of monetary policy.

• Research on the spillover effects of the Fed's monetary policy on China's long-term interest rates and the

channels of spillover will influence the policy choices of China's monetary authorities in response to the

Fed's policy spillover, and will also provide a reference for the pace of China's capital account opening.

• In addition, under the massive capital flows brought about by quantitative easing, the validity of the "The

Impossible Trinity" has been challenged empirically (Passari and Rey, 2015), and the research in this

paper will also provide a new empirical basis for theoretical exploration of macro finance under open

conditions.
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In the aftermath of the 2008 financial crisis, a large empirical literature has focused on whether exchange rate

floating under quantitative easing can weaken the impact of the Federal Reserve's monetary policy on policy

rates in other countries. Although the discussion has not reached consensus, the literature has argued that the

presence of financial channels affects the safeguard of monetary policy independence from exchange rate

floating.

Studies by Hofmann and Takats (2015) and Han and Wei (2016) also suggest that exchange rate floating does not weaken the transmission of the Fed's monetary

policy to the home country's policy rate. Zhang and Zhong (2020) construct a two-country DSGE model that includes banking and financial frictions, arguing that

the financial channel transmits faster than the real economy channel under the global financial integration, a floating exchange rate regime does not insulate against

shocks from the global financial cycle nor does it guarantee monetary policy independence. Georgiadis and Zhu (2019) demonstrate the validity of the triadic

paradox based on cross-country panel data for 47 economies from 2002-2018, where both capital controls and exchange rate floating can reduce the sensitivity of

domestic policy rates to the Fed's policy rate; it also demonstrates that the presence of financial channels reduces the degree of monetary policy independence

available to the home monetary authority under a flexible exchange rate regime.R. Ahmed (2020) argues that the previous literature weakens the impact of

intermediate exchange rate policies such as managed floating exchange rate regimes, proposes a continuous measure of exchange rate flexibility, and empirically

verifies that the spillover effect of Fed monetary policy on the domestic policy rates typically increases with exchange rate stability.
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With the difficulty in reaching agreement on the spillover of the Fed's monetary policy to policy rates of

other economies, some scholars have focused their research on the spillover of the Fed's monetary policy to

long-term interest rates in other economies. The empirical research sample is dominated by small open

economies and the vast majority of the literature observes spillovers from the Fed's monetary policy to long-

term Treasury yields in small open economies and that financial openness and capital flows weaken the

monetary authority's control over long-term interest rates and exchange rate floats do not mitigate this

spillover effect, but little literature identifies specific channels of spillovers.

Miyajima et al. (2014) find that unconventional US monetary policy reduces the Treasury yields and stimulates domestic credit through a panel VAR model with a sample of small

open Asian economies; financial openness does not mitigate the control of short-term policy rates by the home monetary authority, but weakens its control over long-term rates.

Jain-Chandra and Unsal (2012) use a dynamic factor model and SVAR models to demonstrate that long-term interest rates in open Asian economies are mainly driven by global

factors and that monetary policy transmission, as represented by the short-term policy rate, remains effective, but that a surge in capital inflows weakens the effectiveness of

domestic monetary policy transmission. In terms of the relationship between exchange rate elasticity and spillovers, Obstfeld (2015) shows that the spillovers from the Fed's

monetary policy to long-term interest rates across economies are not affected by exchange rate elasticity. Kharroubi and Zampolli (2016) even find that the more elastic the

exchange rate of a sample country is, the more its long-term interest rate is affected by the base country's monetary policy. Albagli et al. (2019) examine the spillover and spillover

channels of the Fed's monetary policy on long-term interest rates in other countries through high-frequency data identification, testing for the existence of information and financial

channels, but their study sample is also mainly small and open economies.
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This paper systematically compares the spillover channels of the Fed's monetary policy on long-term interest

rates in other countries based on the historical literature, and examines the changes in the spillover effects

and spillover channels of the Fed's quantitative easing on China's long-term interest rates during the capital

account liberalisation, using Chinese Treasury yields of major maturities from 2006 to 2021 as a sample.

The innovations of this paper

• identifies the spillover channels of the Fed's monetary policy on China's long-term interest rates from an empirical

perspective, and finds that the spillover channels of the Fed's monetary policy on China's long-term interest rates

during the new round of quantitative easing are mainly financial channels.

• Based on an affine term structure model containing risk factors (Adrian et al., 2013) decomposing Chinese 10-year

Treasury yields into risk-neutral rates and risk premia, this paper describes for the first time the impact of the Fed's

monetary policy on China's long-term interest rate implied risk-neutral rates and risk premia.

• This paper determines that the main channel of spillover from the Fed's monetary policy information to China's long-

term interest rates during this round of quantitative easing is the financial channel, rather than the information channel

generated by the cycle synchronisation under the epidemic shock.
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The innovations of this paper

• Unlike most of the domestic literature, which still constructs VAR models through specific policy variables or uses

event studies to measure policy shocks, this paper uses high-frequency data identification to quantify the policy

information released at each Fed meeting during the quantitative easing period, and constructs regression models to

measure the policy spillover effect using this variable.

• finds through empirical data that in the financial channel, an increase in exchange rate floatation mitigates the spillover

to our risk-neutral interest rate and enhances the spillover to the risk premium. During the quantitative easing process

during the current epidemic, increased exchange rate flexibility did not, on the whole, significantly mitigate the

spillover from the Fed's policy message to China's long-term interest rate.

• uses a non-linear LP-VAR model to verify that as the degree of capital account opening and foreign investors'

participation in China's treasury market increase, the short-term shocks to China's long-term interest rates from the

Fed's monetary policy increase significantly, but the shocks are not strong and sustainable enough to affect China's

monetary policy independence for the time being.
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• Main spillover channels

• Financial Channel

• Asset Portfolio Channel（Blanchard et al. ，2015；Albagli et al. ，2019）

• Risk-taking Channel（Bruno & Shin，2015）

• Difference: whether the central bank is targeting exchange rate stability or not, risk premium adjustment 

is only one part of the risk-taking channel

• Information Channel

The Fed's spillover 

channel to international 
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• Channel identification

• Financial Channel

• Asset Portfolio Channel ：risk-neutral rate, risk premium

• Risk-taking Channel ：risk premium

• Whether the central bank aims for exchange rate stability and what regulatory effect the exchange rate 

plays

• Information Channel

• Risk neutral rate：Impact of other macro information variables on risk-neutral interest rates
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• Yield decomposition

In this paper, we decompose the long-term Treasury yield 𝑦ℎ into the risk-neutral rate𝑅𝑁ℎ (monetary policy

expectations) and the risk premium 𝑇𝑃ℎ.

Based on the affine term structure model with risk factors proposed by Adrian et al. (2013), with reference to the 

approach of Albagli et al. (2019). 

Unlike the traditional three-factor interest rate term structure, Adrian et al.'s (2013) model introduces a risk factor. 

Albagli et al. (2019) define the difference between the model-predicted bond yield ෢𝑦𝑡
𝑛 and the risk-neutral rate ෤𝑦𝑡

𝑛as the 

risk premium (TP), which this paper argues is implicit in the model setting and ignores the real information in the 

transactions. Due to the availability of transaction data, the risk premium TP is defined as the difference between the 

return on a real transaction and the risk-neutral rate calculated by the model, i.e. 𝑇𝑃𝑡
𝑛 = 𝑦𝑡

𝑛 − ෤𝑦𝑡
𝑛.
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• Model  and variable selection

• The use of high frequency identification (HFI) monetary policy surprise was first introduced by Cook & Hahn (1989) and Kuttner (2001). In the aftermath 

of the 2008 financial crisis, as central banks in major developed economies triggered the zero interest rate floor and introduced unconventional monetary 

policies such as quantitative easing, a growing body of literature discarded the original benchmark interest rate change indicator and adopted the method to 

measure changes in monetary policy, and the interest rate indicator chosen was no longer limited to the implied rate of return on forward federal funds rate 

contracts (Gertler & Karadi 2015; Stedman, 2019; Albagli et al, 2019; Hoek & Yoldas, 2021).
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• Impact of Fed policy changes on Chinese 10-year Treasury yields during quantitative easing
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• Impact of Fed policy changes on Chinese risk-neutral rate and risk premium during quantitative easing
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• Information Channel

From the available empirical results, there is

insufficient evidence to suggest that the

Federal Reserve's monetary policy can have an

impact on our long-term interest rates through

the information channel.
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• Financial Channel

• The spillover of the Fed's monetary policy on our term premium during the post-epidemic quantitative easing period has largely 

confirmed the existence of a financial channel for the spillover of the Fed's monetary policy on our long-term interest rates. This 

paper will examine the impact of the exchange rate on the risk-neutral interest rate and the term premium as well as further 

identification of the mechanism of action of the financial channel by examining the moderating effect of the exchange rate.

• During the new round of quantitative easing, the widening exchange rate float somewhat 

weakened the spillover from the Federal Reserve's monetary policy to our long-term and risk-

neutral interest rates, but strengthened the spillover to the term premium.

• With the information channel not in effect, the Fed's monetary policy generated significant 

spillovers to our risk-neutral interest rate, suggesting that the asset portfolio channel played a 

role. However, exchange rate floating in turn weakened that spillover effect, an empirical result 

that suggests both an increase in the PBoC's tolerance for exchange rate volatility; and that the 

risk-taking channel may play a more pronounced role in the context of exchange rate floating.

• During the Fed's conventionalised easing period, exchange rate floating did not completely fail 

to safeguard monetary policy independence. Increased exchange rate flexibility weakened the 

spillover from the Fed's monetary policy to our risk-neutral interest rate and, in turn, the 

spillover from the Fed's policy to our long-term interest rate. In contrast, during this post-

epidemic period of quantitative easing, or as a result of the increased scale of capital flows and 

the enhanced spillover of Fed policy on term premia, although exchange rate floating weakened 

the spillover of Fed monetary policy on risk-neutral interest rates, it did not significantly weaken 

the spillover of Fed policy on our long-term interest rates.
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• Short Summary

• The spillover effect of the Federal Reserve's monetary policy on our long-term interest rates during both the

quantitative easing after the 2008 financial crisis and its withdrawal was not significant.

• The spillover effect of the Fed's monetary policy on China's long-term interest rates was significant during the

regular easing of the Fed's monetary policy and the quantitative easing under the new epidemic crisis that started in

2019.

• The timing of the significance coincides with the opening of the "bond pass", and the paper speculates that the

reason for the significant spillover may be related to the increased openness of China's bond market.

• Moreover, according to the decomposition of the term structure, the Fed's monetary policy has a spillover effect on

China's risk-neutral interest rate and risk premium.

• In terms of the moderating effect played by the exchange rate and the spillover of other US macro information on

the risk-neutral interest rate, the spillover channel is mainly the financial channel, with both the asset portfolio

channel and the risk-taking channel playing a role, and the risk-taking channel probably playing a larger role, which

does not support the effectiveness of the information channel for the time being.

• An increase in exchange rate float will to some extent weaken the spillover to the risk-neutral rate, while enhancing

the spillover to the risk premium. Overall, during the quantitative easing period of the epidemic, increased exchange

rate float did not significantly weaken the spillover from Fed policy information to our 10-year Treasury yields.
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From the research in this paper, it can be seen that the time when the spillover effect of the Fed's monetary

policy on China's long-term interest rates becomes significant coincides with the opening of the "bond

pass", and the spillover channel is mainly the financial channel.

In order to determine whether the emergence of the financial channel and the salience of the immediate

spillover affect monetary policy independence, and to measure the impact of capital account openness on

the spillover effect of Fed policy, this paper will describe the relationship between spillover sustainability

and the degree of capital account openness and spillover effect through a non-linear LP-VAR. Referring to

Iacoviello and Navarro (2019), the empirical model of the article is set up as follows.
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• Capital account openness and the impact of Federal Reserve policy on China's long-term interest rates
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• Foreign investor participation and the impact of Federal Reserve policy on long-term interest rates in China
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• As capital account openness increases, the impact of the Fed's monetary policy on China's long-term Treasury 

yields increases significantly, and this is more pronounced when foreign investor participation increases.

• According to the empirical results of the LP-VAR model, the impact of the Fed's monetary policy on China's 

risk-neutral interest rate increases significantly when capital account openness increases and foreign investor 

participation increases, but only for about three periods.

• At the higher quartile of capital account openness, the impact of the Fed's monetary policy on China's risk 

premium is not significantly different from that at the median level of capital account openness, which may be 

related to the index of capital account openness chosen in this paper.

• When the share of foreign investors holding China's Treasuries is at the higher quartile, the impact of the Fed's 

monetary policy on China's risk premium is significantly slightly stronger in period zero than when the share of 

foreign investors holding is at the median, but the difference in the impact on the risk premium is not persistent.
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• With the increased openness of the capital account, the spillover effect of the Federal Reserve's monetary policy on 

China's long-term Treasury yields has increased significantly.

• The financial channel is the main spillover channel.

• The mitigating effect of increased exchange rate flexibility on short-term shocks declines

• Spillover sustainability is not strong and the Fed's monetary policy is not sufficient to determine the long-term trend of 

China's 10-year Treasury yields.

• In November 2021, the Federal Reserve announced a reduction in asset purchases and a turnaround in Fed policy 

expectations. With the expansion of capital account opening, the monetary policy authorities should both fully consider 

the impact of capital account opening on the independence of monetary policy and prudently promote capital account 

opening; at the same time, they should maintain policy stability and need not panic too much over short-term market 

volatility, and need not overreact to short-term spillovers from the Fed's monetary policy when the shocks are not 

sustainable.
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Appendix

This paper conducts a cross-country panel empirical study of long-term 

interest rate spillovers from Fed monetary policy to 24 sample 

economies based on the model of Albagli et al. (2019), which finds that 

for all sample economies, emerging economies, and developed 

economies, the significance of spillovers from Fed monetary policy to 

long-term interest rates in other economies during the quantitative 

easing exit after the 2008 financial crisis is stronger than during the 

post-2008 crisis quantitative easing period. 

DE:Australia, Canada, Germany, Eurozone, France, Italy, Japan, Korea, 

Singapore, Switzerland, Taiwan China, UK

EM:Brazil, Chile, Colombia, India, Indonesia, Mexico, Malaysia, 

Russia, South Africa, Thailand, Turkey, Poland




