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On the Risk Formulation Mechanism

in the Global Foreign Exchange Market under Large Shocks
FANG Yi, (Renmin University of China, 100872 ; Central University of Finance and Economics, 100081 )
JTA Yanyan, ZHAO Yang ( Central University of Finance and Economics, 100081)
Abstract: In the context of frequent occurrence of large shocks, it is of great significance to study the causes of
risks in the global foreign exchange market under different large shocks to guard against and defuse risks in the
financial market. Based on the dual risk perspectives of volatility risk and contagion risk, this paper first
considers the internal risk caused by the contagion of global foreign exchange market and its own risk
accumulation, and then examines the external risks caused by the transmission among financial markets, the
transmission of policy implementation and the transmission of real economy. The results show that; (1) in
terms of volatility risk, the impact of the global financial crisis and COVID - 19 on risks in the global foreign
exchange market is relatively consistent and large, while the impact of the European debt crisis and China-US
trade friction is relatively consistent and small. (2) In terms of internal risk causes, during the global financial
crisis, the European debt crisis and the COVID - 19 pandemic, risks in the global foreign exchange market are
mainly driven by contagion risks. In the China-US trade friction period, the global foreign exchange market is
mainly driven by its own risk accumulation. (3) In terms of external risk causes, cross-market contagion
factors contribute the most in normal times, during the European debt crisis and China-US trade frictions,
policy implementation transmission contributes the most in the global financial crisis, and real-economy factors
contribute the most during the COVID - 19 pandemic.
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