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In the context of a severely volatile global financial market in 2020, the Ren Min Bi (RMB) 
has also experienced dramatic fluctuations. We examine the impact of the COVID-19 
pandemic on the status of the RMB as an anchor currency in countries along the “The Belt 
and Road”. The results show that the pandemic has caused a continuous adverse impact 
on the anchor role of the RMB. 

I. Introduction 

In this paper we examine the impact of the COVID-19 
pandemic on the status of the Ren Min Bi (RMB) as an an-
chor currency. Our hypothesis is that COVID-19 has exert-
ed a continuous adverse impact on the RMB as an anchor 
currency. This hypothesis is proposed based on the perfor-
mance of the RMB exchange rate and is motivated by the 
theory of market sentiment, according to which, a major 
shock would cause panic in the market. The foreign ex-
change market will be amongst the first to be affected, thus 
will experience heightened exchange rate fluctuations. This 
hypothesis test is important because it will help to study 
how to promote and facilitate the steady internationaliza-
tion of RMB. 

Based on the recent literature, it is found that COVID-19 
has influenced the capital market (see Padhan & Prabheesh, 
2021; Phan & Narayan, 2020; Sha & Sharma, 2020; Sharma 
& Sha, 2020). The outbreak of COVID-19 not only dealt a 
heavy blow to the stock market, but also had a temporary 
impact on the exchange rate (see Iyke, 2020; Narayan, 
2020). Exchange rate is a statistically significant determi-
nant of stock market returns, and during the COVID-19 
pandemic, the role of the exchange rate has become 
stronger (see Iyke & Ho, 2021; Narayan et al., 2020). Iyke 
(2020) uses the total number of infections per million peo-
ple as a measure of COVID-19 information and shows that 
COVID-19 contains important information that can en-
hance exchange rate return and volatility predictions. How-
ever, the main contribution of this paper, is to study from a 
new perspective whether COVID-19 will have an impact on 
the status of RMB as an anchor currency. 

The current global trading and geopolitical environment 
has revealed both opportunities and challenges for the RMB 
as an “invisible anchor”. The “oil price war” of April 2020 
has driven some oil exporting countries to actively seek al-

ternatives to the United States dollar as new settlement cur-
rencies. China, as the largest oil consumer in the world, may 
have a greater influence on oil pricing. Overall, the RMB re-
acted negatively during the early stages of the outbreak par-
ticularly driven by the negative sentiment that the outbreak 
started from China. In the mid-to-late January and Febru-
ary 2020, when the pandemic was rampant in China, the 
U.S. dollar rose, indicating that the status of U.S. dollar as 
a conventional safe-haven currency will not be easily chal-
lenged. 

In general, the impact of the pandemic on the status of 
the RMB as an anchor currency is uncertain. Based on data 
from countries along the “The Belt and Road”, we find that 
a negative impact exists. Our contribution to the literature 
is precisely in testing the effects of the COVID-19 pandemic 
on the currency anchor status of the RMB, which is very im-
portant to the internationalization of the RMB. 

II. Empirical Methodology and Data 
A. Empirical Methodology 

In order to measure the actual impact of the pandemic on 
the RMB’s status as a currency anchor in the region along 
“The Belt and Road”, we implement a regression based on 
the classic model of Frankel & Wei (1992, 2008). Our pre-
liminary model is as follows: 

In the above equation,  is the exchange rate of the cur-
rencies of countries along “The Belt and Road” with refer-
ence to the Swiss franc after logarithmic difference in the 
period t, and  and 
are, respectively, the exchange rate of Euro, Japanese Yen, 
British Pound, the U.S. Dollar and the RMB vis-a-vis the 
Swiss Franc after logarithmic difference in the period t. 
Therefore,  are the weight of the five Special Draw-
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ing Rights (SDR) currencies in the currency basket of coun-
tries along “The Belt and Road”, and  is the random dis-
turbance term. 

Since there are other SDR reserve currencies in the cur-
rency basket officially recognized by RMB, to avoid multi-
collinearity, the method of Balasubramaniam et al. (2011) is 
used here to run the following auxiliary regression of RMB: 

In the above equation, the residual  of the auxiliary re-
gression is the part of the RMB exchange rate that is not af-
fected by other SDR reserve currencies, and the residual es-
timated value  is used to replace  in formula (1), 
then the model is further expanded to: 

Finally, we use total cases per million (TCPM) as a 
COVID-19 indicator to measure the severity of the pandem-
ic in each country. We add an interaction term between 
TCPM and  in the model, and the final model is: 

In Equation (4), we need to pay attention to the interaction 
coefficient . If  is significantly positive, it means that the 
currency anchor status of the RMB in the country has risen 
after the pandemic; however, if  is significantly negative, 
the pandemic exerts an adverse effect on the RMB anchor 
effect, and the weight of the RMB in the country’s currency 
basket is declining. 

B. Data Description 

The sample countries are selected from 65 countries 
along “The Belt and Road” as specified in the document of 
the Ministry of Commerce of China. After excluding those 
with missing data or that failed the unit root test for the 
residual series, data for 40 countries were finally obtained 
for use in the basic regression, and data for 42 countries for 
use in the robustness test. 

The sample data of exchange rates have been retrieved 
from the Standard & Poor’s database, and the statistics re-
lated to the pandemic have been extracted from the John 
Hopkins Coronavirus Resource Center. The selected interval 
of the exchange rate sample data is consistent with the in-
terval of the TCPM data for each country. 

III. Result analysis 
A. The trends of USD/CNY and USDX 

The trends of exchange rate can inform us of some pat-
terns. We first compare the trends of the onshore RMB and 
the U.S. dollar index, and briefly analyze the impact of 
COVID-19 on the status of the anchor currency of RMB. Fig-
ure 1 plots the development trends of the onshore RMB and 
the U.S. dollar index. The two-way fluctuations of the USD/
CNY is obvious. When the pandemic initially broke out in 
China, the sensitivity of the foreign exchange market raised 
pressure on the exchange rate, and the RMB showed an ob-
vious trend of depreciation. By comparison, the U.S. dollar 
rose sharply in March 2020, driving other currencies to de-
preciate under pressure. Afterwards, as China took effective 

Figure 1: The trends of USD/CNY and USDX 
This figure plots the trends of the onshore RMB and the U.S. dollar index. The 
data is daily and covers the sample period from 01/01/2020 to 07/10/2020 for a 
total of 202 observations. 

measures in prevention and control, the economy rebound-
ed, and investors purchased a large volume of RMB bonds 
for risk aversion. At the same time, the U.S. dollar weakened 
and the RMB began to appreciate continuously after June 
2020. Figure 1 shows that the RMB is appreciating. 

B. Stationarity test 

The results of unit root tests on the exchange rates and 
the TCPM data of each country show that not all time series 
reject the hypothesis that there is no unit root. Only the 
first-order difference of the sampled data show that all the 
time series can reject the null hypothesis at the 10% level of 
significance. 

C. Results 

On the basis of the classic model of Frankel & Wei, we 
further add the interaction term between TCPM and RMB 
exchange rate changes to measure the impact of the 
COVID-19 pandemic on the status of the RMB as an anchor 
currency in the “The Belt and Road” region. See Table 1 for 
the regression results. 

With respect to the impact of the pandemic on the status 
of the RMB as an anchor currency, the regression results 
show that under the impact of COVID-19, RMB’s currency 
anchor status has declined in 22 countries, compared to on-
ly 7 countries where the weight of RMB has increased in 
their currency basket. This shows that the outbreak of the 
COVID-19 has caused a continuous negative impact on the 
status of the RMB as an anchor currency in the countries 
along the “The Belt and Road”. 

The samples from each country are regressed again using 
the TDPM data as a COVID-19 indicator. According to the 
results, the number of countries where the impact of the 
COVID-19 reduces the status of the RMB as an anchor cur-
rency in them halves to 11 countries. The reason might be 
that the TDPM data appeared later, when China was get-
ting the pandemic under control and its economic perfor-
mance improved. Therefore, the countries might have in-
creased their confidence in China and the RMB. 
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Table 1: Basic regression results 

Country LEUR LJPY LGBP LUSD LCNY TCPM*LCNY R-squared ADF value of residual sequence 

Mongolia -0.3812*** -0.0026 0.0373 1.2299*** 0.4050** -0.0053** 0.9887 -4.951 

Singapore 0.7072*** 0.1463*** 0.3544*** 0.4898*** 0.4423*** -0.0002*** 0.9195 -3.347 

Malaysia 0.5177*** -0.1103** 0.5034*** 0.6253*** 2.8891*** -2.4047** 0.9409 -5.087 

Myanmar 0.5170*** 0.4068*** -0.3547*** 0.1890** 0.7412*** 0.0070*** 0.7176 -4.191 

Laos -0.2380*** -0.1353** 0.1227*** 1.2238*** 0.3474 -0.2009* 0.993 -5.027 

Cambodia -0.2326*** -0.0342 0.0036 0.9993*** 0.5585*** -0.0440*** 0.9751 -6.092 

Vietnam 0.3132*** -0.0256 0.0083 0.9761*** 0.2519*** -0.0284*** 0.9819 -3.249 

Brunei 0.5318*** 0.2126*** 0.0980*** 0.4141*** -1.4727** 0.0050** 0.8572 -3.116 

Philippines 0.2290** -0.2165** 0.0111 0.6035*** -0.3621** 0.0004*** 0.7409 -3.903 

India 0.2825 -0.3648*** 0.5669*** 1.0136*** 1.4014*** -0.0001** 0.9248 -3.834 

Pakistan 0.4886* 0.9864*** 0.0578 0.9351*** 2.6359*** -0.0019*** 0.8695 -3.155 

Bangladesh 0.0204*** 0.0011 -0.0056* 0.9840*** 0.0499*** -0.0002*** 0.9998 -7.012 

Afghanistan -0.3132*** 0.1129*** 0.0490** 0.9390*** 0.5805*** -0.0004*** 0.9865 -5.505 

Sri Lanka 0.9753*** -0.0344 0.2543*** 0.9945** 1.3627*** -0.0095*** 0.8185 -3.214 

Nepal 0.3780** -0.3470*** 0.5513*** 1.0563*** 1.6145*** -0.0003*** 0.9231 -5.033 

Turkey 0.3522 -0.7282 -0.4400** 2.6638*** 0.7753 -0.0011** 0.8805 -5.212 

Syria -12.7223*** -13.1665*** 5.8351*** 23.5735*** -30.2172*** 0.2036*** 0.8682 -3.889 

Jordan -0.0047 0.0168* -0.0035 0.9939*** 0.0181*** -0.0003* 0.9997 -9.807 

Israel 0.6761*** -0.3160** 0.5176*** 0.7626*** -1.0303*** 0.0004* 0.5662 -2.894 

Bahrain 0.005 -0.0001 0.0138*** 0.9748*** 0.0430** -1.42e-06** 0.9991 -6.208 

Yemen -0.1160** -0.0795 0.1829*** 0.9459*** -0.3963*** 0.0079*** 0.9856 -8.228 

Kuwait 0.4476*** 0.2342*** 0.0669** 0.7272*** 0.4644*** -0.0002*** 0.9635 -2.656 

Kazakhstan 1.4580*** 0.0088 0.4421*** 1.3130*** -3.9509*** 0.0004*** 0.6992 -3.279 

Tajikistan -0.0586*** 0.0250** 0.0656*** 1.0397*** 0.0719*** -0.0001* 0.999 -3.118 

Uzbekistan -0.5399* -0.6784** -0.3493** 1.7393*** 1.5017*** -0.0013*** 0.887 -3.631 

Belarus 2.5689*** 2.7361*** 0.0178 0.1428*** 3.9874* -0.0010*** 0.7871 -2.772 

Poland 1.7636*** 0.5335*** 0.0643 -0.6152 1.0870*** -0.0012*** 0.8296 -2.876 

Croatia 1.1939*** 0.1156** 0.0651** -0.1901*** 0.3731*** -0.0002*** 0.9333 -3.612 

Romania 0.9626*** 0.0375* 0.0650*** -0.0320*** 0.1480*** -0.0008*** 0.9796 -4.125 

This table shows the regression results for the 40 countries along “The Belt and Road” by region. The ADF value of the residual series is the unit root test of the estimated residual value after each regression and can be used to judge whether there is a cointegration relationship between the 
explanatory variable and the explained variable. Due to space limitations, we only show countries with significant results. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. 



IV. Conclusion 

In this note, we empirically test the impact of the 
COVID-19 pandemic on the status of the RMB as an anchor 
currency in the “The Belt and Road” region. The empirical 
results show that the pandemic has a continuous adverse 
effect on the anchor effect of the RMB in the “The Belt and 
Road” region. However, as the world regains its confidence 
in China, the demand for RMB assets would increase and 
the adverse impact is expected to diminish. Since the RMB 
is still on the rise, research can be conducted in the future 
to examine whether the negative impact of the pandemic on 
the status of the RMB as an anchor currency could possibly 
be reversed. 
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