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A Comparative Study of Co-movement between Stock and Bond Markets in China and the US
——Based on the Perspective of Tail Risk Spillover Effect
CHEN Xue-bin, ZENG Yu-feng
(Fudan University, Shanghai, 200433, China)

Abstract ; The interconnection among financial markets is the fundamental conditions for monetary policy im-
plementation. Meanwhile , systemic risk result from cross-market spillover effects has attracted widespread attention
of the policy makers and practitioners. As two important parts of capital markets, stock and bond markets are the
main channels of asset allocation to the financial institutions. Faced with the current huge fluctuation in the domestic
financial market,having a better understanding of the relationship between China’s stock and bond markets not only
contribute to dig into the intrinsic risk transmission mechanism of the two markets, but also beneficial to asset alloca-
tion and risk management of large financial institutions,as well as financial regulation.

Using the data of the stock indexes and bond indexes(including aggregate bonds ,government bonds and corpo-
rate bonds ) about China and the USA ,this paper adopts MVMQ-CAViaR model to study the tail risk spillover effect
based on different stock market condition (including bull,bear and shock ). Furthermore , Quantile impulse response
function is used to analyze the market shock’s effect on the dynamic process of different markets’ tail risk. The re-
sults indicate that .

(1) The stock market and the bond market in China have not significant tail risk spillover effect either in a
bull or a bear market. More specifically, the tail risk stemmed from stock market can significantly spread to the bond
market , while the tail risk of bond market cannot transmits to the stock market,which indicates relatively segmented
bond market avoid the contagion of tail risk from stock market, But with the deregulation of financial policy and the
rapid development of financial markets,the institutional investors can arbitrage and hedge in different markets seg-
ments,so the extreme risk transmission effect between stock and bond in recent years has become significant.

(2) However, the invest restriction in US to all investors is relatively limited. A large number of professional in-
vestors hold different types asset simultaneous to construct effective portfolio, so the degree of interconnection US
stocks and bonds is relatively high. The tail risk spillover effect between stock and bond market in US vary in bond
credit rating. More specifically, corporate bonds and stocks remain a significant tail risk spillover effects all the
time , while government bonds and stocks maintain the relationship only in a bear market condition, which is consist-
ent with flight-to-quality hypothesis.

All in all, our conclusions provide an important theory basis and direction for developing China’s bond mar-
ket. Due to the institutional assurance of "rigid payment" ,the risk exposure of many lower-rated corporate bonds is
still small despite of facing financial distress. Therefore ,our country should acceleratory promote the development of
corporate bond market. At same time,financial liberalization reform should reduce the restriction and administrative
control to the market participants.

Compared to the domestic existing literatures , the main contribution of this article is: (1) Research Method : we
adopt structured MVMQ-CAViaR model proposed by White et al. (2015) to directly study extreme risk spillover
effect between stock and bond markets, Then we first construct Wald statistic to test tail risk contagion. (2) Re-
search Perspective ; we are first to explore the difference between China and the US to stock-Bond relationship under
the same framework , which provide a good reference to better develop the bond market in our country. (3) Research
Content ; this paper divided the total sample into three subsample ( bull \bear and shock) and separate the bonds into
aggregate bond | government bond and corporate bond according to the credit rating, which provides a more useful
and comprehensive complement to what we know about the stock —bond interconnection.

Key Words:tail risk spillover; Value-at-Risk; multivariate quantile model; stock-bond relationship
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