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Analysis of Risk Contagion Effect of Stock Markets
between China and the US:
A Perspective of Correlation Structure

ZHENG Yanting' LUAN Xin' & HUANG Feng’

( 1. Beijing Technology and Business University Beijing 100048 China; 2. CITIC Futures( Betjing) Beijing 100010  China)

Abstract: The spillover effect in the stock market is a central issue constantly arresting academic attention. Given the in—
creasingly complex global political and economic landscapes it is of practical significance to study the contagious effect of stock
markets between China and the US. Based on the daily closing price data of Shanghai Stock Exchange Composite Index and S&P
500 Index from January 2001 to July 2020 this paper employed the patched bivariate Fréchet copula model to decompose the cor—
relation structure between Chinese and the US stock markets and identified the contagious direction of risks. We came up with
the following findings. Such a contagion effect is asymmetric when the two stock markets are at the extremes depression and pros—
peity. During the alteration of the two extreme conditions the contagion effect is likely to occur. Regarding contagion intensity
the post2005 period has witnessed a salient contagion effect between Chinese and the US stock markets which peaked during the
2012 — 2019 period. With respect to the contagious direction prior to the subprime mortgage crisis it flowed from the US stock
market to Chinese stock market. After the subprime mortgage crisis the leading position of the US stock market has been weak—
ened and for a time China’s A-share market exhibited a unilateral contagious effect on the US stock market. Therefore seeking
more correlation structure information is good for investors to enact precise risk management schemes.

Key Words: Chinese and the US stock markets; correlation structure decomposition; the patched bivariate Fréchet copula;

risk contagion effect; contagious direction
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