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Abstract

Under the influence of global economic integration, balance-of-payments imbalances
among countries reflect the allocation and structure of factors of production in countries. In
order to reduce current account deficits, countries generally use devaluation measures to
increase export competitiveness and maintain balance of payments. A review of recent
interference in countries’ trade relations reveals that this view cannot be firmly supported.
This paper measures the relationship between the real effective exchange rate indices of
RMB, JPY, EUR, and USD for 1998-2018 with CA/GDP and BOP/GDP of China, Japan,
Germany, and the US to measure the existence of a causal relationship based on the
“Bergsten-Mussa Expectations”. Results found that each country’s exchange rate variables
functioned more than the time trend variable, while China was more in line with the
“Bergsten-Mussa Expectation”. The conclusion shows that since it is difficult to expect the
US current account deficit to decrease accordingly as a result of the depreciation of the US
dollar, the appreciation of the RMB against the US dollar will also be difficult to play a role
in helping the US to improve its balance of payments.

Keywords: Effective Exchange Rate, Current Account Deficit, Balance of Payments,
Bergstein-Mussa Expectations
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