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An Empirical Research on the Relationship Between Foreign Exchange

Market and Stock Market under Background of Financial Crisis

Abstract: Based on multivariate vector autoregression model including SSE Composite index,
exchange rate, interest rate and Dow Jones Industrial Average index, this paper applies Granger causality
tests, impulse response function and variance decomposition technique to examine the relationship
between foreign exchange market and stock market under background of financial crisis. We find that
exchange rates lead stock prices in short-run, whereas stock prices doesn’t impact on exchange rates in
China. The impact of US equity market on Chinese equity market more than that of RMB exchange rates.
There isn’t the impact of interest rate on stock prices in China , interest rate lead exchange rates in
short-run.

Key words: Exchange rates; Stock prices; VAR model; Impulse Response Function; Variance

Decomposition.



