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A New Explanation for Interest Rate Fluctuations in Offshore RMB Markets
HE Li-ping MA Wei

Abstract This paper puts forward a new explanation for the “abnormal interest rate fluctuations” in the offshore RMB mar—
kets in recent years. The authors of this paper argue that such interest rate fluctuations could reflect not only the difference
in trends of RMB exchange rate between onshore and offshore markets, but also the impacts of the changing cross—border
capital flows between the two markets. Unlike the conventional interest rate parity model applicable to two different onshore
markets, the interest rate parity model proposed in this paper specifically aims at the relationship between the onshore and
offshore market. The econometric test of Hong Kong offshore market shows that the RMB exchange rate differential be—
tween the two markets impacts both the amount of RMB deposits and the interest rate of RMB in the offshore market.
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