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Abstract

Due to the rapid growth of economic strength, China’s trade policy has also been
improving and resulted in the rising effective exchange rate of the RMB which will not be
conducive to China’s exports of goods and worsen the balance of payment. The J-curve
theory points out that in the process of RMB depreciation, there will be a short increase in
imports and a short decline in exports. Conversely, in the process of RMB appreciation,
whether there will also be an increase in exports and a decrease in imports, which results in
improvement of trade balance, that is, the so-called “Inverse J-curve” effect.

This paper selects China’s import volume, export volume and trade balance amount
from 1995 to 2019 as the subject of study. RMB exchange rate, real GDP, GDP index of
trading partners, and trade policy are chosen as explanatory variables to explore whether
there is a real Inverse J-curve effect in China and to propose some theoretical analysis and
policy suggestions on China’s current economic situation. In terms of exchange rate, the
real effective exchange rate is selected instead of the commonly used exchange rate against
the United States dollar, which excludes the different factors of different countries’
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exchange rates. Secondly, this paper will use the combination of theory and empirical
methods for comprehensive analysis along with the use of econometric analysis on unit root
tests, co-integration tests, and Granger’s causality tests to set up a multi-regression model
for completing the analysis of the Inverse J-curve effect. The results show that RMB
appreciation in the short term will not lead to the increase of foreign trade imports and export
reduction, that is, will not cause the reduction of China’s external trade surplus. The time
lag effect will cause RMB appreciation on China’s trade balance to an Inverse J-curve effect.
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