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Abstract 

Recently, global stock markets have experienced significant turbulence. In contrast, 
China’s stock market has performed relatively firm and has less volatility. Analysis of the 
reasons for this turbulence can be attributed to two points: (i)the global spread of  new 
coronavirus; (ii)sharp decline of crude oil price caused by the Saudi crude oil price war. 
The impact of global financial market turmoil on China is mainly manifested in the bond 
market and stock market. China's measures to deal with this turbulence include: (i) 
maintain basic stability of the RMB exchange rate against the US dollar; (ii)accelerate the 
pace of long-term capital entry into the market; (iii) prepare for policy reserves to deal 
with further overseas overshoots; (iv) adopt a loose monetary policy in a timely manner 
to hedge the current and future US dollar liquidity. 
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1. Introduction 

As of March 15, 2020, in the past week, major global stock markets have experienced significant 
declines, and there have been many circuit breakers during the session. First, European and 
American stock markets: Italian MIB, Spanish IBEX35, German DAX and other stock indexes 
have fallen more than 20% weekly, Stoxx 50 in Europe and CAC40 in France have fallen nearly 
20% each week, FTSE 100 in the UK has fallen by 16.97%, and the Dow in the US has fallen 
10.36%; followed by Asia-Pacific stock markets: Nikkei 225 fell nearly 16%, South Korea’s 
KOSPI index fell 13.17%, Thailand set fell 12.4%, Philippines Manila fell 14.42%, Pakistan 
Karachi fell nearly 5%, Indonesia’s Jakarta composite fell 10.75%. Compared with major global 
stock markets, A-shares performed relatively well, with the Shanghai Composite Index falling 
only 4.85%. At the same time, gold fell by 8.64%, and crude oil prices fell by more than 20%. 
The global market is turbulent. What are the reasons for this turmoil? What kind of impact or 
impact will it have on China's financial market? What about China's possible future policies 
regarding financial markets? Next, I will analyze these issues.  

2. Reasons for turbulence of global financial market 

From the point of my view, there are two main reasons for the consistent sharp drop in the 
global financial market: (i)the global spread of the new coronavirus ;(ii)the sharp drop of crude 
oil prices caused by the Saudi crude oil price war. 

2.1. Global spread of new coronavirus 

Geneva local time on March 11, 2020, the World Health Organization (WHO) officially 
announced at a press conference that the new coronavirus (COVID-19, referred to as "new 
crown pneumonia") was listed as a global pandemic (Pandemic). The WHO daily epidemic 
report shows that as of 12:00 on March 15th, Beijing time, a total of 74,225 cases of new 
coronary pneumonia have been diagnosed in 140 countries and regions except China, and more 
than 1,000 have been diagnosed in 10 countries except China. This number is still increasing, 
Italy has become the "epicenter" of the epidemic area, and the number of confirmed cases has 
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increased to 21,270. At the same time, as of 8:00 on March 15th, Beijing time, a total of 81,059 
cases of new coronary pneumonia have been diagnosed in China, and 20 new cases have been 
diagnosed. 

In fact, the virus itself will not have much impact on the economy, and thus spread to the 
financial market and cause its turmoil. The real impact on the economy is the various measures 
taken to prevent and control the virus (such as the cancellation of large gatherings, restrictions 
on the movement of people, lockdowns, etc.). Because economic production and transactions 
are accompanied by the flow of people, materials, and funds, and measures to limit the flow of 
people to prevent and control the epidemic will slow down the economy, investors are worried 
about the economic slowdown that led to violent turbulence in the financial market . 

2.2. Sharp drop of crude oil price 

At the OPEC+ policy meeting on March 6, 2020, Russia refused to cut production, and then on 
March 7, OPEC’s main country Saudi Arabia took the initiative to start a crude oil price war and 
announced that it would significantly reduce the price of crude oil sold to markets such as 
Europe, the Far East, and the United States. It is the largest in 20 years. At the same time, Saudi 
Arabia also privately informed market participants that it will increase production if necessary, 
and does not even rule out reaching a record level of 12 million barrels per day. Affected by 
related events, on March 8, the Saudi stock market fell by 7.15%, the Kuwait stock index fell by 
more than 10%, the Dubai DFM index fell by nearly 8%, and the Cairo EGX index fell by nearly 
4%. In the early morning of March 8, the US and Burundi crude oil opened sharply lower, Brent 
crude oil fell 31%, and WTI crude oil fell more than 27%. Saudi Arabia’s move to discount and 
increase production means that future crude oil supply will not be subject to any restrictions. 
In the context of the spread of the new coronavirus worldwide, crude oil demand has become 
weak, and unconstrained supply means that crude oil prices may be substantially in the future. 
The decline will affect many crude oil exporting countries. 

The global spread of the new coronavirus and the decline in crude oil prices are only the 
incentives that triggered the consistent decline in the global financial market. In-depth 
exploration of the cause is the fragile nature of the global economy. The fundamental reason 
why the financial market is so turbulent is also due to factors such as insufficient global 
economic growth momentum, limited policy space, and high early market valuations. In this 
context, once emergencies occur, large fluctuations in global financial markets can easily be 
triggered. 

3. Impact of global financial market turmoil on China’s financial market 

3.1. Impact for China stock market 

In this round of global financial market plunge, the A-share market has shown different 
resilience. Does this mean that in the context of the spread of panic, the A-share market will 
serve as a global "safe haven"? I think otherwise. 

In the era of globalization, the stock markets of various countries influence each other, and the 
degree of influence depends on the degree of openness of the country's capital market. Against 
the background of global financial market volatility, China’s A-share market will inevitably 
fluctuate. It’s just that the A-share market’s volatility is relatively small. It’s hard to say whether 
it’s due to the good fundamentals of the A-share market or China’s degree of capital market 
opening is limited. In 2019, MSCI announced the implementation of the third step of the 
expansion of the inclusion of A shares, increasing the inclusion factor of all large-cap A-shares 
in the index from 15% to 20% in the MSCI emerging market index, and at the same time 
increasing the mid-cap A-shares to 20% at a time. The inclusion factor is included in the MSCI 
Emerging Market Index. In 2019, Chinese government bonds and policy bank bonds 
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denominated in RMB were included in the Bloomberg Barclays Global Composite Index. After 
Chinese bonds are fully included in the global composite index, RMB-denominated Chinese 
bonds will become the fourth largest currency-denominated bonds after the US dollar, the euro, 
and the Japanese yen. 

In the future, to determine whether A-shares are worth investing, investors still have to make 
corresponding investment decisions based on the operating conditions of China's economy, and 
it is China's real economy that is decisive. At present, in the context of the global spread of the 
new coronavirus, the domestic epidemic in China has basically stabilized. Compared with other 
countries, A shares are less likely to be impacted by the epidemic, and it is relatively safer to 
invest in A shares. At the same time, China’s stock market has sufficient liquidity. Currently, 
there is basically no high-leverage operation of securities institutions and the risk of forced 
liquidation. The direct impact of overseas markets on the Chinese market is limited. 

3.2. Impact for China bond market 

Under the current panic, investors have strong demand for hedging. However, judging from the 
fact that the interest rate of U.S. ten-year Treasury bonds has not fallen but increased, investors’ 
demand for U.S. bonds has not been strong. At the same time, the price of gold has also fallen. 
Under this background, the yield of Chinese government bonds has a clear advantage over the 
world’s major developed economies. The subsequent further loosening of monetary policy and 
a steep yield curve will continue to drive down long-end interest rates, and investors have a 
strong demand for allocation of Chinese government bonds. 

4. China’s possible response policies in the future 

In order to cope with the impact of global financial market fluctuations on China's financial 
market, stabilize China's financial market, and accelerate the recovery of China's economy after 
the epidemic, China may adopt the following policies. 

Firstly, maintain the basic stability of the RMB exchange rate against the US dollar. In the case 
of a shortage of offshore U.S. dollars, the exchange rate volatility of emerging markets has a 
rising trend and will be transmitted to the stock market. Therefore, maintaining the basic 
stability of the exchange rate, especially the basic stability of the RMB against the US dollar, will 
help stabilize the flow of foreign capital. 

Secondly, accelerate the pace of long-term funds entering the market. Accelerating the entry of 
long-term funds such as social security funds and occupational annuities into the market can 
form strong support for A shares in anticipation and funding. 

Thirdly, make a good policy reserve to deal with further overseas overshoots. On March 13, the 
United Kingdom, South Korea and other countries have announced the prohibition of short 
selling. If there is a further decline overseas, it may consider introducing unconventional 
policies such as a ban on short selling and some effective stability maintenance measures. 

Fourth, timely adopt loose monetary policy to hedge against the current and future lack of 
liquidity in the US dollar. On March 13, the Central Bank announced that it would implement a 
targeted RRR cut for inclusive finance on March 16, with a targeted reduction of 0.5 to 1 
percentage point for banks that meet the assessment indicators. In addition, the qualified 
shareholding commercial banks will be reduced by an additional 1 percentage point to support 
the issuance of loans in the inclusive financial sector. The above targeted RRR cuts have 
released a total of 550 billion yuan in long-term funds. The sharp adjustment of U.S. stocks has 
brought about the lack of offshore dollar liquidity, and the decline in international trade and 
investment will bring about a decline in trade dollar liquidity. If the situation is severe, the 
central bank may need to take further easing measures to hedge in a timely manner. 
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5. Conclusion 

The spread and outbreak of the new coronavirus is a global event. As an external factor, 
economic uncertainty has increased. The effectiveness of the epidemic's prevention and control 
determines the level of market uncertainty. Compared with other countries, my country has 
adopted timely and effective prevention, control and isolation measures since the outbreak of 
the new crown epidemic, thus effectively controlling the degree of market uncertainty. Data in 
April showed that the rate of resumption of work in my country has reached 97.8%, and the 
economy is recovering steadily. This is the basic factor that supports the strong capital market 
in my country. But today with capital opening up, the turbulence of the global market has 
undoubtedly affected the domestic capital market, so my country must take effective measures 
to control this impact within a controllable range. 
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