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ABSTRACT

Since up to 30 years’ reform and opening, especially after China joined the WTO,
China and US economic and trade relations has undergone considerable development.
With the constant expansion of Sino-U.S. trade, trade imbalances have become
increasingly prominent, and the trade deficit continued to climb. It lead to a Sino-US
trade disputes, the core issue in this dispute is the RMB exchange rate.

Changes in exchange rates contain two aspects: One is its Level-change; second
is its volatility. Since the exchange rate reform, the appreciation rate of RMB against
U.S. dollar has reached 31%. At the same time, the reform process on the volatility of
RMB is also accelerating. RMB against U.S. dollar trading price floating range
expanded by 0.3% in 2007 to 0.5%, and in 2012, it further adjusted to 1%. Ethier
(1973) shows, unexpected volatility of the exchange rate increasing will affect foreign
trade policy of risk aversion vendors; it may reduce their output and trade. In other
words, as exchange rate volatility increases, it will generate negative impact on
bilateral trade. Along with the volatility became larger, the extent of its influence will
increase. Therefore, we should take account of the impact of exchange rate volatility.

Meanwhile, because of the quantitative easing policy and four trillion economic
stimulus plans, the imported inflation in China is increasingly significant. As the
impact of inflation to nominal exchange rate has been gradually increasing, we should
use the real effective exchange rate to instead the nominal exchange rate to research
the impact on bilateral trade. That will be more theoretical and practical significance.

After the exchange rate reform in 2005, in spite of the steady appreciation of the
RMB, Sino-U.S. trade imbalances became larger and larger. Obviously, Chinese
exchange rate policy does not play the anticipated effect of the U.S. government. Well,
the U.S. trade deficit with China is not caused by the undervaluation of RMB? How
much RMB REER volatility affect Sino-US trade balance?

To explain these questions, the paper gets the volatility of RMB REER by
GARCH-M model at first. And then, we choose not to consider the total imports and
exports, instead make use of HS classification, and divide the Sino-US trade goods
into 22 categories for analysis. Finally, the paper use cointegration method to study

the long-term RMB REER movements and Sino-U.S. trade relationship.



We found: RMB REER movements and Sino-U.S. trade has a long-term stable
cointegration. However, the RMB REER level-changes can’t solve Sino-U.S. trade
imbalance problem. The impact of the volatility of RMB REER on import and export
commodities differ in the direction and degree, but the overall level is still relatively
small, not as much as the impact of RMB REER on the Sino-U.S. trade. It is worth
noting that, with the gradual expansion of the range of the RMB volatility, we can’t
ignore its potential increasing negative impact on our export trade to American.

Key Words: REER; Sino-U.S. trade; trade imbalance; trade structure
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