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Abstract

Real effective exchange rate refers to the relative price of a country’s goods and
services. As an important economic indicator, it is usually used to measure a country’s
competitiveness in the international market. Since China’s accession to the WTO, the RMB
exchange rate has been fluctuating slightly. In order to explore the long-term trend of the
RMB, this paper uses the data from 1990 to 2021, applying Grey Correlation analysis and
linear regression analysis model, to study the long-term fluctuation trend and correlation
between China’s real effective exchange rate and the current account balance of payments,
capital and financial account balance of payments, unemployment rate, inflation rate and
consumer price index under the open economic model. The conclusion of this paper shows
that the real effective exchange rate can be self-regulated through the capital and financial
account balance of payments, unemployment rate and consumer price index, and is not
easily adjusted through the current account balance of payments and inflation rate. This
paper also analyzes in detail the policy tools under the open economy, which provides a
direction for China’s future reform of the exchange rate formation mechanism and the
adjustment of internal and external equilibrium.

Keywords: Open Economy Model, Real Effective Exchange Rate, Balance of Payments,
Grey Correlation Analysis
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% 6. Lt RE B Granger Fl¥ & E% (Fisdh=2) (&)

F TBK | P ig S
UEM does not Granger Cause ACC 0.9520 0.3995 BB
ACC does not Granger Cause UEM 2.4056 0.1108 * IE3
INF does not Granger Cause ACC 0.2236 0.8012 *IER
ACC does not Granger Cause INF 1.3533 0.2767 * IE
CPI does not Granger Cause ACC 0.1716 0.8433 RS
ACC does not Granger Cause CPI 0.7562 0.4799 * IE%
INF does not Granger Cause UEM 0.9142 0.4138 *IE%
UEM does not Granger Cause INF 2.6217 0.0925 * IE%
CPI does not Granger Cause UEM 0.0174 0.9828 *IE%
UEM does not Granger Cause CPI 0.3848 0.6845 *IE%
CPI does not Granger Cause INF 7.7509 0.0024 E3
INF does not Granger Cause CPI 10.5013 0.0005 EE

FHKR A2 pFgEm
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wE ‘}*E}fr“ ('Vector Autoregressive Models » VAR ) #_fk 3¢ #icdp st it (2 Fras =
Fﬂ’#ﬁ@aﬁ—%w4%%ﬁéﬁﬁﬂ%jmi%iwﬁ@ﬁm&&kﬁﬁﬁ
A KA RH R E P “"Efﬁ%‘”“]ﬁ% Id AR A “’fé‘ﬂ it £ “"f@ﬁfﬁ:”"‘l °

W R SRR Y o Ao BRI T o N R B J SR R R RN

gl ol P = AR NE R N S %Er‘rﬁvﬂu%s-a%ﬁfrfiai/w\#fr » VAR #7338 F @ * B
S IR A B o M PER R 7 e i?%&aﬂé% L#ﬁ+%<w@ﬁﬁ§§
& (Impulse-Response ) 4 +fr o KRB R AR SLahds B o trF @ %%ﬁﬁ*ﬂ] o d A
VAR #A Rl E 0 f s Gl > Fla v 2 7 NRFELALGHEHEKX > @
D oAFR B B RAR

*°%E§E?¢*%‘ﬁ&mwﬁ%&%fv B AT

REER = a,BOP + a,ACC + a3UEM + a,INF + asCPI (1)

3RS o~ B A SR

H ¥ REER ~ BOP ~ ACC ~ UEM ~ INF{v CP[ » %] % % 2 F 3
#%Vﬁﬁ’maﬁﬂw%

E - R et Fhamm 2 £ @EFnz ey
J& et i o
\MRﬁﬂ%?P%KnP AL AR A& fRfR E B 0§ B Ta o
R 7|5 ualﬁém, ‘”“]%‘m—jﬁ T WiET fREAL L ﬁ)&m*ﬁ'ﬂ E e BT N
#}'1*5:" Feefl b H N B o LA AR dTarfE o A rE 2 e £ W F il T
3 PR ﬁx"& A ) “'PJF*K S H IR (4oB 4977 )0 B iR S e o
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et ; Roots of Characteristic Polynomial
Inverse Roots of AR Characteristic Polynomial Endogenous variables: REER BOP ACC
15 UEM CPI INF
= Exogenous variables: C
Lag specification: 1 2
1.0 Date: 08/22/22 Time: 16:47
Root Modulus
0.5 . . 0.982588 0.982588
. . 0.546465 - 0.508119i 0.746196
0.546465 + 0.508119i 0.746196
0.0 . . . 0.730963 - 0.039554i 0.732032
0.730963 + 0.039554i 0.732032
. . 0.412512 - 0.339006i 0.533939
05 = o 0.412512 + 0.339006i 0.533939
0.121255 - 0.516188i 0.530239
0.121255 + 0.516189i 0.530239
-1.04 -0.232418 - 0.325532i 0.399987
-0.232418 + 0.325532i 0.399987
-0.146808 0.146808
1.5 I J J J No root lies outside the unit circle.
-5 -10 05 00 05 10 15 VAR satisfies the stability condition.

FAKGR A AT
M4 ¢ RERG s htier &) v iFRARAEL

K2 Eh 5 Aw IR R A 1T R T

REER = C + a,BOP + a,UEM + a3INF + a,CPI (2)
REER = C + b,REER_; + b,BOP + b;UEM + b,INF + b.CPI (3)
REER = C + ¢;REER_, + ¢,BOP + c3ACC + c,INF + csCPI (4)

REER = C + d,REER_, + d,BOP + d3ACC + d,UEM + d<INF + d,CPI (5)

# ¢ REER ~ BOP ~ ACC ~ UEM ~ INF 4v CPI /> %] TX%E‘? f oS s FME A o
PR BB TAERE - AL R F R B A %” % tada ¥ REER_; ; 2
FIRFDOFE-D CLFERE a b~ dirwi ﬁf@mw«ﬁp‘; % Hic o

# 7HEm 03] 1 PR? 2 R? A w] 5 0.7916 £ 0.7608 z ﬁ_?"“] 1 ‘?"ﬁ?? % e i
B & ¥ > A& Durbin-Watson & /' i< » & 2 " L8 2 s p M2
(autocorrelation) & A 74p B o R e ticd] v §F 55 % Aor BOP—EE? CPI %> REER &3&
Be'd 50 > UEM 82 INF $28 REER cro e 5 f 0 52 ¥ % 2B kT -

YEEF o FF S - Pl 20 HRZERZA WA 0.9331 2 09198 > AT
FAvEFS S aRER & A E EFs- B8 { &2 Durbin-Watson fE:cd H 5 > 5E
FREWIEARLE B ifwsé B AP MR AL o W) 2 wiR R R S A 1 - &
# ¢ 3 REER doc e d 5 0 BF 16 - 05 8 REER el 5 56% » H 45 ik
$#0 REER s fies ~ 9% 5 52 030 1 69 50% 2+ -

TEILFRG RS F S - BT R L ”‘7'\'}’?]%?5%1—\«3{ ¥ H#A 3
IRZL R2 4 %] 5 0.9340 22 0.9208 » A7 Ho3) w % % e & > Durbin-Watson

B AT X R B3 e R E A 1 10312 - &0 2 ¢ T REER vt
MG ’BOP 27 ACC #1** REER e 5 it ¥ G8cApiT > 8o Rt 2 S F B R
K?S

et F A lﬁﬁwEiﬁ*»‘ REER 5% fis % & £ %] » & CPI $43% REER ez + 4% 3
V-;“J 2m50% - r' °
FRYEEF IRl -0 RERLEVE  AERLFTAemE 4

*(
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FFoURFNUZEZEAGNTHR ﬁ‘ﬂiﬁﬁim;fw”“] 4> HRZ2R2 w5 0.9408 27 0.9260 >
Bom Al v e % e & v i > Durbin-Watson 77 %8 2 SEHSF A L BT e &P 4P
BEfe BsAp B R AE - 03] 4 2R 2 Shw i R AR R hA AR A < T
4 '*’1‘3“—‘“‘] 3w FE R BRI T A ERROLRIE L - R o4 BT AR

SRR CHERFAEREAY T %é#gﬁ”zéf’“JE:"J‘igﬁf? TRy - R PEE
i ]v+ Bar o

Sy

275 Aw Al %

2 =1 c3l 2 03 3 fical 4
C 92.3971 35.1529 42.1968 48.9307
(t-22+ ) (8.0408)™" (3.2974)" (3.3318)" (3.7939)™
0.5603 0.3903 0.3983
REER- (5.7888)" (2.8837)" (3.0427)"*
BOP 0.0019 0.0013 0.0077* 0.0063*
(1.1469) (1.3219) (2.5975) (2.1075)
0.0071 0.0051
ACC (26317’ (1.7576)
-14.6685 -6.7519 -4.6547
UEM (-3.6253)" (-2.5558)" (-1.6598)
INF —0.97421 —0.4361* —0.4485* -0.521 1*
(-3.2561) (-2.2813) (-2.3458) (-2.7438)
CPI 0.1282** 0.0690** 0.0335** 0.0537**
(7.3375) (4.2577) (2.4877) (3.0127)
R? 0.7916 0.9331 0.9340 0.9408
Adjusted R? 0.7608 0.9198 0.9208 0.9260
Durbin-Watson stat 0.7481 2.2165 1.8089 1.9777

TR KR A2 FEE
LT RAE B 0.05 KT F RS B AT & 0.01 KT RS BR

3.5 % ir B A 47

R S 4 D I FIR RN e RO L Pl
MARORE TR L F BT FEER . L@W@Ffﬁ“l@ﬁ‘vﬁxﬁ HETIER G oE
% (REER) 4w 3| R4 =% pE (BOP)~ K 13:;?71\%“5 (ACC)~ %
%% (UEM)~ % % (INF) "2 &3 GF 3 mﬁ& (CPI) &+ B % chiteff ps -
) b R P LB I

d B 5 ¥ 4r> BOP ¥ INF 4>t REER 7% ir 8 L Bl f— & %35 5 1t rau;» o of
Lu Ay THEY S58:iEF Jrg‘lé is 33 5 ACC &2 UEM #t** REER &% “3}@555]12\
FHRET DL RE T ,ﬁr»]mfr“ﬂfﬁ“jﬁv CPI #¥t*> REER #7% rﬁrfi‘)‘%glxzd
W3HEL R FADPEEL e BRI BBHCROTE T fh o U ARFEP B
f’”ﬁ L & w Uﬁﬁ ACC~UEM £ CPIl:i&{7p A3 & > @ # % i 1§ BOP ¥ INF &

(it B
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Response of REER to BOP Response of REER to ACC
8+ 8
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Response of REER to UEM Innovation
using Cholesky (d.f. adjusted) Factors
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