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Abstract

The article investigates the impact of the Federal Reserve’s interest rate cut in September
2024 on China’s financial development, especially policy adjustment in the context of
slowing economic growth. The article primarily employs such methods as historical data
analysis, policy analysis, capital flow analysis, and exchange rate impact analysis. The paper
investigates the impact of the Fed’s interest rate cut on RMB exchange rate, capital flows and
foreign exchange reserves, and also analyses the specific impact on China’s stock market and
foreign exchange market. By using historical and financial market data in 2024, the direct
impact of the interest rate cut on the stock market and exchange rate is assessed, and the
risks caused by increased capital liquidity are discussed. The paper concludes that interest
rate cuts can attract capital inflows and push up asset prices in the short term, but they also
increase market volatility. The RMB exchange rate has been facing upward pressure, and
foreign exchange reserve management has encountered challenges. China should strengthen
financial market risk management and maintain the flexibility of monetary policy and
exchange rate management to cope with the new opportunities and challenges caused by
global monetary policy changes and ensure economic and financial stability.
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AnHOmMauus

B craTtbe nccienyercsa BAIuAHNE CHUMKeHUA nporeHTHO ctaBku PPC B cenTsaope 2024 ro-
Ia Ha (puHaHCOBOe pa3BuTue Kuras, 0cO0eHHO KOPPEKTUPOBKY HOJUTHUKU B KOHTEKCTE 3a-
MeIJIeHU S S9KOHOMUYECKOTO pocTa. ABTOP B OCHOBHOM MCITIOJIB3YeT PAJ METOM0B, TAKUX KaK
aHAJIU3 UCTOPUYECKUX MaHHBIX, aHAJIU3 MOJUTUKN, aHAJIN3 IIOTOKOB KallUTaJa U aHAJIU3
BO3JIEICTBUS OOMEHHOTO Kypca. B craThe mcciaenyeTca BAUAHNE CHUMKEHUSA ITPOIEHTHOM
craBku @PPC Ha 00MeHHBIN Kypc I0aHdA, IIOTOKY KaIlluTajla U BaJIOTHBLIE PE3EPBHI, a TaKiKe
aHAJIUBUPYeTCA KOHKPETHOe BIUAHINE Ha (POHIOBBIA PBIHOK M BAJIOTHBIN PHIHOK Kurasd.
C moMoIIbI0 NCTOPUUECKUX JaHHBIX U TaHHBIX (HAHCOBOTO phIHKA B 2024 rony oneHuBa-
eTcsd IPAMOe BJINSIHNE CHUKEHUA IIPOIeHTHON CTaBKU Ha (DOHIOBBIN PHIHOK M BaJIOTHBIN
KypC, a TaK:Ke 00CYKIAal0TCA PUCKU, BhI3BaHHbBIE IIOBLIINIEHHON JIUKBUIHOCTHIO KAlTUTAaJA.
B craTbe mesmatoTced cienyolye BBIBOAbI: CHUMKEHIE ITPOIeHTHON CTaBKU MOJKET IIPUBJIE€Yb
IIPUTOK KaIlnTaja v IMOATOJKHYTh IIeHbI Ha aKTUBBI B KDATKOCPOYHOM IIEPCIIEKTUBE, HO OHO
TaKKe YBEJIMYNBAET BOJIATUJIBHOCTD PhIHKA. OOMEeHHBIN KypC I0aHs CTAJIKMBAETCA C JaBJe-
HUEeM IIOBBIIIIEHNA, a YIIPpaBJIeHNe BAJTIOTHBIMU pe3epBaMu — c mrpobaemamu. Kuraio cie-
IyeT YCUJIUTD YIIPaBJIeHUe pUcKaMu Ha GMHAHCOBOM PhIHKE U COXPAHUTh T’MOKOCTD JTeHeXkK-
HO-KPEIUTHOM IMOJUTUKYU U YIIPABJI€HUA BAJTIOTHBIM KyPCOM, YTOOBI CIPABUTHCSA C HOBBIMU
BO3MOJKHOCTSIMU W BBI3OBAMU, BbI3BAHHBIMU IVIOOAJTHLHBIMU M3MEHEHUAMU JITeHEKHO-Kpe-
IVUTHOU ITOJIUTUKU, & TAKIKE 00ECIIeUYNTh 9KOHOMUUYECKYI0 1 (DMHAHCOBYIO CTA0OMJIBHOCTD.
Knrmouesvie cnosa: mpoleHTHAsA CTaBKa; (DMHAHCOBOE Pa3BUTHE; KypPC; IIOTOKM KalMWTaJa;
BOJIATUJILHOCTH PBIHKA; SKOHOMHUYECKas CTa0MJIbHOCTbD.

1. INTRODUCTION

The Federal Reserve’s monetary policy adjustments have profound and far-reaching
effects on global financial markets, particularly on emerging economies that are closely tied
to U.S. capital flows and exchange rate dynamics. In September 2024, the Federal Reserve
initiated an interest rate cut!, marking a shift from its previous tightening cycle aimed
at curbing inflation. Prior to this rate cut, in order to combat soaring prices, the Federal
Reserve had raised the benchmark interest rate to 5.5% through 11 rate hikes, and inflation
fell from a peak of 9.1% in June 2022 to 2.5%][1]. This policy change represents a new phase in
global monetary policy, influencing capital allocation, exchange rate stability, and investor
sentiment on a global scale.

Historical trends suggest that U.S. rate cut cycles have led to notable fluctuations in
global asset prices, capital flows, and currency valuations. For instance, past rate cut cycles
in 2001-2003, 2007-2008, and 2019-2020 demonstrated initial downturnsin the U.S. stock
market, followed by eventual recoveries as liquidity conditions improved. These patterns
highlight the significant impact of U.S. monetary policy on global financial markets,
including emerging economies such as China.

The influence of U.S. monetary policy on China’s financial sector can be understood
through several key factors. First, as the world’s largest economy, the U.S. serves as
a benchmark for global interest rates and financial stability, shaping cross-border capital
flows. Second, the U.S. dollar’s status as the dominant global reserve currency affects trade
balances and international investment decisions. Third, China’s increasing integration
into global financial markets exposes it to external monetary fluctuations, amplifying the
spillover effects of U.S. policy shifts.

1 Vkas Federal Reserve Announcement on September 18, 2024. URL: https://www.federalreserve.gov/newsevents/

pressreleases/monetary20240918a.htm (Visit date: 20.09.2024.)
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Figure 1: The change of the US’s Federal Funds Target Rate in the history?
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Based on historical evidence and market responses, the Federal Reserve’s 2024 rate cut is
expected to have significant implications for China’s financial development. Specifically, its
impact will be observed in three key areas: exchange rate dynamics, capital flows, and foreign
exchange reserves. The RMB exchange rate may face appreciation pressure, potentially
weakening the competitiveness of China’s exports and increasing the operational costs
for enterprises. Additionally, the rate cut could attract international capital inflows into
China, temporarily boosting asset prices while also heightening financial market volatility.
Lastly, the depreciation of the U.S. dollar may introduce risks related to fluctuations in
the value of China’s U.S. dollar-denominated assets, complicating foreign exchange reserve
management.

The following sections will analyze the specific transmission channels through which the
Fed’s rate cut impacts China’s financial development. These include capital flow dynamics,
exchange rate adjustments, and the policy responses necessary to manage associated risks
and leverage potential benefits.

2. METHODS

Thisstudyusesamulti-dimensional approach toanalyze theimpact of the Fed’s September
2024 interest rate cut on China’s financial development. The methods used in this study
include historical data analysis, policy analysis, capital flow analysis, and exchange rate
impact analysis. The following sections provide details on the specific methods used in each
research area.

1. Historical Data Analysis
Historical data analysis involves studying past interest rate cuts by the Fed and their
subsequent impact on the US and global economies, with a particular focus on stock market

2 Source: Fed’s interest rate history: The federal funds rate from 1981 to the present. URL: https://www.bankrate.com/bank-
ing/federal-reserve/history-of-federal-funds-rate/ (Visit date: 06.12.2024.)

Source: Federal Funds Rate History 1990 to 2024. URL: https://www.forbes.com/advisor/investing/fed-funds-rate-history/ (Visit
date: 06.12.2024.)
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performance and economic indicators. This approach provides a comparative context against
which the impact of the current interest rate cut can be assessed.

2. Policy Analysis

Policy analysis seeks to understand the Fed’s monetary policy decisions and their impact
on China’s financial sector. This includes reviewing official statements, policy documents,
and academic literature to explain the policy’s intentions and potential outcomes.

3. Capital Flow Analysis

Capital flow analysis involves tracking international capital flows following an interest
rate cut. The approach uses financial market data, including stock indices and foreign
direct investment statistics, to measure capital inflows and outflows and their impact on
China’s financial markets.

4. Exchange Rate Impact Analysis

Exchange rate impact analysis focuses on the impact of interest rate cuts on the RMB/
USD exchange rate. The approach uses foreign exchange market data, including historical
exchange rates and current market trends, to assess potential appreciation or depreciation
pressure on the RMB.

3. RESULTS

Financial development is the process of expanding the scale of financial transactions
and upgrading the financial industry, leading to a continuous improvement in financial
efficiency[2]. Stock market the foreign exchange market is an important part of the financial
market, sowe have selected some datafrom China’s stock market and foreign exchange market
since 2024 to illustrate the impact of the Federal Reserve’s rate cut on the development of
China’s financial industry.

Figure 2: Shanghai Composite Index YTD. (Shows the index trend for the past 9 months)?
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3 Source: YAHOO FINANCE. URL: https://finance.yahoo.com/quote/000001.5S/ (Visit date: 20.09.2024.)
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Figure 3: Shanghai Composite Index: 3M. (Shows the index trend for the past 3 months)*
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1. The impact of the Fed rate cut on China’s domestic stock market.

From the perspective of capital flows, the Fed’s interest rate cut will also help ease
external pressure on emerging market economies and boost risk appetite [3].

Data on China’s A-shares show that on September 19, after the Federal Reserve
announced a 50 basis point interest rate cut, the three major A-share indices bottomed out
and rebounded in the morning. As of the close of the day, the Shanghai Composite Index rose
0.59 %, the Shenzhen Component Index rose 1.25 %, and the ChiNext Index rose 0.99 %.
From the market perspective, the big consumer sector performed well, with liquor, dairy and
other sectors leading the gains [4].

We can find from the above, the Shanghai index since September 19, 2024, both volume
or gains, ushered in the larger gains, the cause of this situation must contain multiple
aspects, I think one of the reasons is that after the Federal Reserve’s capital overflow,
part of the American capital is optimistic about the Chinese stock market and is willing
to invest. For example, Goldman Sachs showed strong investment interest in China after
the Fed cut interest rates and further purchased Chinese assets. Its analyst Lau believes
that “Chinese stocks are still trading at a valuation discount to other benchmarks®. “In
addition, China’s stock market has been slightly weak since May 2024, and the stock value
of various enterprises is low, which more attracts foreign capital to invest. Before the fed
to cut interest rates, China’s domestic central bank has lower deposit rates, deposit ratesin
China into the era of 1 %, and the entry of foreign capital in China’s domestic stock market
caused a chain reaction, ignited the passion for stock investment, China’s stock market
into the “bull market”, ushered in the wave shown in the figure 3. On the last trading day
before China’s October 1 holiday (September 30, 2024), the trading volume even exceeded
RMB 2.6 trillion, which was in sharp contrast to July 30, when the single-day trading
volume was only around RMB 500 billion.

4 Source: YAHOO FINANCE. URL: https://finance.yahoo.com/quote/000001.SS/ (Visit date: 20.09.2024.)
> Source: Why China’s stock market may be poised for further gains. URL: https://www.goldmansachs.com/insights/
articles/why-chinas-stock-market-may-be-poised-for-further-gains (Visit date: 6.12.2024.)
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Figure 4: The RMB against the US dollar is 3M. (Shows the price trend for the past 3 months)°®.
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Figure 5: RMB / USD exchange rate YT'D. (Shows the price trend for the past 9 months)’
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2. The impact of the Fed rate cut on China’s foreign exchange market.

The Fed’s interest rate cut has eased the depreciation pressure on the RMB, and there
has been a certain appreciation since August 2024. As the United States enters an interest
rate cut cycle in the future, the interest rate gap between China and the United States will
further narrow. Under the premise that other conditions remain unchanged, such as trade
frictions not significantly escalating, geopolitics becoming stable, and the domestic economy
continuing to recover, The exchange rate of the RMB against the US dollar will be relatively
easy to maintain within a stable range, thus supporting Sino-US trade in the future [5].

Inthe foreign exchange market, the Fed rate cut causes the development of China’s foreign
exchange market: first, the economic recovery will be further consolidated and strengthened;
second, the balance of payments will continue to remain basically stable; third, the
construction of the foreign exchange market has made great progress.

Onthemicrolevel,therecent foreignexchangemarketsupplyanddemandismorebalanced.
According to the foreign exchange data released by the SAFE, the cross-border payments
of enterprises and banks such as enterprises and individuals have changed from a previous
deficit to a surplus of us $15.3 billion in August [6]. At the same time, in recent years, the

6 Source: YAHOO FINANCE. URL: https://finance.yahoo.com/quote/CNY=X/ (Visit date: 20.09.2024.)
7 Source: YAHOO FINANCE. URL: https://finance.yahoo.com/quote/CNY=X/ (Visit date: 20.09.2024.)
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resilience of China’s foreign exchange market has been increasing, and the hedging rate of
enterprises and the proportion of cross-border RMB settlement have increased significantly.
Market participants are more rational in the face of exchange rate changes, which helps to
reduce the possibility of large exchange rate fluctuations.

4. DISCUSSION

The Fed’s interest rate cut is a “double-edged sword” in economic fluctuations. On the one
hand, increased economic activity can create more jobs and promote moderate inflation when
the inflation rate is below the target. On the other hand, interest rate cuts may also bring
some potential risks and may stimulate the formation of asset bubbles [7].

China’s financial market volatility has increased. The loosening of US monetary
policy may lead to an increase in global capital liquidity, which may attract more hot
money to flow into my country’s financial market, and the financial market will face huge
uncertainties [8].

Interest rate cuts usually bring about expectations of a depreciation of the US dollar,
pushing up asset prices in China’s domestic market, and interest rate cuts may drive local
economic growth in the short term. However, the volatility of capital flows also brings risks.
Once there is greater uncertainty in the global economy or a rebound in the US economy,
capital may quickly withdraw from the Chinese market, causing violent fluctuations in
domestic financial markets. Therefore, when facing the opportunities brought by interest
rate cuts, China’s domestic financial markets must also be vigilant about the short-term flow
of speculative capital.

At the same time, the depreciation of the US dollar caused by interest rate cuts also
increases the risk of competitive depreciation of global currencies. In response to the
depreciation of the US dollar, some countries may adopt similar monetary easing policies
to maintain the competitiveness of their currencies, forming a “competitive depreciation”
situation, and the volatility of global exchange rates may increase.

With the Fed’s interest rate cut, my country’s monetary policy environment may face
the following changes: First, theinterest rate gapbetween Chinaand the United States will
narrow and my country’s capital outflow pressure may be alleviated to a certain extent.
In addition, the US dollar index will weaken after the interest rate cut. It is expected
that the RMB exchange rate will stabilize and rebound. The pressure of stabilizing
the exchange rate will gradually ease the constraints on the loose monetary policy
orientation, and there may be more room for loose monetary policy in the future. Since
the beginning of 2024, the People’s Bank of China has successively adopted policies such
as changing the monetary policy anchor, Loan Prime Rate(LPR) reform, and establishing
a temporary interest rate corridor. Subsequently, it has further reduced the capital cost
of the real economy through measures such as lowering the reserve requirement ratio and
interest rates, which is conducive to the continuation of the economic recovery[9]. Loan
Prime Rate(LPR) is a basic reference loan rate calculated and announced by the National
Interbank Funding Center authorized by the People’s Bank of China, based on the loan
interest rates of the most high-quality customers of each quoting bank, in the form of
open market operation interest rate plus points[10]. Second, with the appreciation of
the RMB, the pressure of economic recession in the United States has increased, and the
pressure on the export side is expected to rise, while the recovery of domestic demand
cannot be achieved overnight. It is expected that the need to strengthen countercyclical
regulation will remain high, and it will still be necessary to increase the use of loose
monetary tools in the future.
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5. CONCLUSIONS AND RESPONSE RECOMMENDATIONS

5.1. Conclusions

The findings from this analysis highlight the substantial impact of the Federal Reserve’s
2024 interest rate cut on China’s financial markets. The primary conclusions include:

Increased Capital Inflows with Elevated Market Volatility: The rate cut has facilitated
greater capital inflows into China, leading to a temporary boost in stock market performance.
However, the influx of speculative capital has also heightened financial market volatility.

RMB Appreciation and Export Competitiveness Challenges: The depreciation of the
U.S. dollar has placed upward pressure on the RMB, potentially reducing China’s export
competitiveness and exacerbating trade balance uncertainties.

Foreign Exchange Reserve Management Complexity: Changes in U.S. monetary policy
influence the valuation of China’s U.S. dollar-denominated assets, complicating foreign
exchange reserve management and increasing exposure to currency fluctuation risks.

5.2. Recommendations

Strengthening Financial Market Stability Measures: China should enhance regulatory
oversight and risk mitigation frameworks to manage increased capital inflows and reduce
speculative market activity.

Implementing Adaptive Monetary Policies: Policymakers should maintain flexibility
in monetary policy to counteract exchange rate fluctuations and sustain macroeconomic
stability. Targeted interventions in the foreign exchange market may be required to alleviate
excessive RMB appreciation.

Diversifying Foreign Exchange Holdings: Reducing dependence on U.S. dollar-
denominated assets by incorporating other stable currencies and commodities in foreign
exchange reserves can help mitigate risks associated with U.S. monetary policy shifts.

Advancing RMB Internationalization Efforts: Expanding the global use of the RMB
can decrease reliance on the U.S. dollar, improving China’s resilience to external monetary
policy changes.

Stimulating Domestic Investment and Economic Growth: To counterbalance external
financial volatility, China should promote domestic capital investment, particularly in
technology, infrastructure, and emerging industries.

By implementing these strategic measures, China can enhance its financial stability,
mitigate risks associated with global monetary shifts, and capitalize on new opportunities
arising from changes in international capital flows.
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