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ABSTRACT

There are two factors to explain the trade balance effect of exchange rate variate,
one is exchange rate pass-through, which describes the influence of exchange rate var-
iate on trade price, the other is trade elasticity, which describes the influence of trade
price on trade quantities. Most of early theoretic research papers assumed the perfect
exchange rate pass-through to trade price, such as domestic currency depreciation will
decrease export price in foreign currency and increase import price in domestic curren-
cy with same fluctuation, and domestic currency appreciation will increase exprot price
in foreign currency and decrease import price in domestic currency with same fluctua-
tion. These researches only considered the elasticity relationship between trade price
and trade quantities, and concluded that domestic currency depreciation will increase
trade balance and appreciation will decrease trade balance if Marshall — Lerner condi-
tion exists. But subsequent researches did not testify this conclusion. And then re-
searchers turn their steps to exchange rate pass-through, and come a conclusion that
the exchange rate pass-through is not perfect, and there are distinct differences among
industries, trade forms and bilateral trade partners. The research on trade balance
effect of exchange rate variate becomes to be complicated.

Ultimately, the effect of exchange rate variate on trade balance relies on the com-
plicated influence of three factors: the range of exchange rate variate, the extent of the
exchange rate pass-through and trade price elasticity. If the range of exchange rate
variate is given, the effect will rely on the extent of exchange rate pass-through and
trade price elasticity. Up to now, most of researches on this subject only analysis the
effect of one factor by assuming the other factor. Few of them concentrate on both of
two factors to ananlysis the effect of exchange rate variate on trade balance systemeti-

cally. The aim of this book is to analysis the influence of trade elasticity factor and ex-
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change rate pass-through factor at one time based on the exchange rate pass-through
theory and trade elasticity theory, and come a conclusion on the trade balance effect of
exchange rate variate, and analysis the reason of those effects.

The frame of his book is following: backgrounds of this research are the realities
of RMB exchange rate variate and the development of China’s foreign trade; principal
parts of this research are the exchange rate pass-through to trade prices in different in-
dustries and trade forms, and whether the Marshall — Lerner condition exists according
to industries and trade forms; the theoretic base of this thesis is exchange rate pass-
through theory and trade elasticity theory. This book applies monthly China datas from
1995. 5 to 2008. 8 and some popular econometric and statistical mehtods to research
four contents: (I) to measure the nominal effective exchange rate of RMB. In this
part, firstly I calculate the bilateral nominal exchange rates and the trade weights of
China’s 14 trade partners, including import weights, export weights, and total trade
weights. (2) to use cointegration method to estimate the exchange rate pass-through to
import prices, export prices totally and in different industries and different trade forms
in the long run, and then compare and analysis these exchange rate pass-throughs.
) to use pool data method to estimate the import demand elasticity and export demand
elasticity totally, in different industries and different trade forms, and judge whether
the Marshall — Lerner condition exists in different industries and different trade forms.
@ to model directly on the exchange rate and all kinds of trade volume, and estimate
the exchange rate elasticity of import value, export value, total trade value and trade
balance totally, in different industries and different trade forms by applying cointegra-
tion method. Another subject in this part is to deduce the theoretic relationship among
exchange rate elasticity, exchange rate pass-through and trade elasticity by using sym-
bolic logic, and testify this theoretic relationship by empirical conclusion.

According to the conclusion of above research, based on the realities of RMB ex-
change rate variate and foreign economic development, this book brings forward some
policy suggestions about exchange rate adjustment, foreign trade structure adjustment

and other related matched policy suggestions at the end.

Key words: effective exchange rate, exchange rate pass-through, trade elastic-

ity, exchange rate elasticity
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