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Analysis of Influencing Factors of China’s Real Effective Exchange Rate
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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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FhE w37 X ¢ ahp w5 FlA v o @ ¥ R B3R EE gk 4p
<o pw i3 pla @A E- TEW e denip XL o

% 6 %% Y. or CPl # REER ¢4 » Granger &t #] > m CPI & INF % ** » Granger
4% o H %él’fé_rn“ra» Granger F]% £ P E 'y A2 &1 5% T ehf F-LT > Fa
AFAERHAALT P 2P F AP R FlEX o

2@ Granger F]% I LI L P L EME > H 3 AT LT 5 AT R
Xk AR E TR AFREESL 45”’1‘?%9?"']% AT ¥ RZAFIR I
TR E TR ek A P RERSNAB T AT T A E R ERE
AFEHHE A2 % 4 ent ﬁr}#abuw,% LR AS%PE EFKT V0 - hE
FE? > 2d-MEL x4 THREF 222 SOPEFEEZRLT2 THTEN 5
BB ko .rﬂﬁ“ A2 ETRP X AAN AR w i - Ik

#. 6. £ T &3 ehGranger Fl % £ 2% (F 28=2)

J Bok F s+ § PiE =27
BOP does not Granger Cause REER 1.8435 0.1791 * IE%
REER does not Granger Cause BOP 0.1295 0.8791 *iE 4
ACC does not Granger Cause REER 1.9415 0.1645 * %
REER does not Granger Cause ACC 0.2124 0.8101 * iE %
UEM does not Granger Cause REER 1.1706 0.3266 * IE%
REER does not Granger Cause UEM 0.0999 0.9053 * IE %
INF does not Granger Cause REER 1.8163 0.1834 * %
REER does not Granger Cause INF 0.4949 0.6155 * B %
CPI does not Granger Cause REER 6.5509 0.0052 %
REER does not Granger Cause CPI 1.8419 0.1794 *iE %
ACC does not Granger Cause BOP 1.7814 0.1891 * %
BOP does not Granger Cause ACC 1.1906 0.3207 * I %
INF does not Granger Cause BOP 0.2138 0.8090 *IE%
BOP does not Granger Cause INF 1.0682 0.3588 * IE%
CPI does not Granger Cause BOP 1.2549 0.3025 * %
BOP does not Granger Cause CPI 0.6056 0.5536 * IE %

FHRER Avp AER
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% 6. £ 74 chGranger Fl% 2% (M 2dh=2) (%)

Yl F 2+ P i 4
UEM does not Granger Cause ACC 0.9520 0.3995 * IE %
ACC does not Granger Cause UEM 2.4056 0.1108 * IE %
INF does not Granger Cause ACC 0.2236 0.8012 * IE %
ACC does not Granger Cause INF 1.3533 0.2767 * IE %
CPI does not Granger Cause ACC 0.1716 0.8433 * %
ACC does not Granger Cause CPI 0.7562 0.4799 * B %
INF does not Granger Cause UEM 0.9142 0.4138 * B4
UEM does not Granger Cause INF 2.6217 0.0925 *iE 4%
CPI does not Granger Cause UEM 0.0174 0.9828 * B4
UEM does not Granger Cause CPI 0.3848 0.6845 *IE 4%
CPI does not Granger Cause INF 7.7509 0.0024 iE %
INF does not Granger Cause CPI 10.5013 0.0005 iE %

TR KR A2 p FREE

34w ¥ p v AR

w & g w2 (Vector Autoregressive Models » VAR ) &k~ i chZiit b & =
Al f % ‘;‘u“ F - P ATRIEL FAP A p AT R G BB dik o i
Ao AaRE TR pw L AR Fd S AR BAT R 2SS 278 v -
EN L BERDEaN] m’f”‘"'] P ek AR 2 e R B A Rk *3‘— J T S ST PRI
SethEh R EM 4 R R B T SR or R A T o » VAR -3 § @ # &
L% NI ESR 0 U B AR, S b i ﬁ"“f ZN i iEe 2
2. (Impulse-Response ) ~ 47 > % 7 f&# %7 s aeh= 3 & fer & 3 5 4eq) o E’ =
VAR B3 €7 Bt 2 cnah S 8P Fla 03 ~7 URSEL 4T L Bk 0 @
A4 Eiﬁ\*s-ifU B e}; ,L,j,\rf_}_o

A BEErp D Lo Fhgded S T &2 e B p v L 0T

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

H ¥ REER ~ BOP ~ ACC ~ UEM ~ INF 4= CPI %~ % NEE ."J;jé T F S BT 5 F
P Bl A R R s A Al SR s R B NG R W Hedndi o ot B A A
Rk dg o
VAR #-3] ~ P%}bn—\nl‘/‘ ERNE AN SO gt & S N S L g2 BN L
B3 bﬂlﬁm’ ﬁ:'q‘])ukﬂkm°?§j {2 A A}"ﬁiﬁ’q:n‘l”"'f’l'\z_’fr” Fou o
#3‘,1}_'5 AR L E R PO 0 A A ARG TR o Ao R 2 e £ w L {0 AT
PR At T 1 TR E EEE (deF 4007 )0 B S HE A AT e
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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.

FA kR D e AT ER
F4 ¢ EE &G e Fhdes £ v AR AL A

Ao R h 5 AW AR TR 4T 0 FE L e 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 = CPI 4 %] z\__-k}a PLiC Ko~ ERjc ,ﬂ%
P2~ BT A T A GRS AW F @R E AR 141‘%«3‘;1@: » REER_; *#
KFrr Feame- o C* ¥4 oai~bi~cih dis E'J*)fj‘]f;é’ﬁ‘}" ik Fg oo

% 773 1 5R2E R2A %1% 07916 5 0.7608 » 5% #0731 w s % % cifie g
B & ¥ > #2 @ Durbin-Watson & ff M » F& 7 FEAwEZ M2 4 5 A p 4p X 1
(autocorrelation ) £ A 7|4p X o R4s#3| w2 % % £ 77 BOP & CPI»{~ REER &%
B % & > UEM & INFx4= REER #wcf % i o g;iﬂz IR DER

FREELGour A - P 2> HRPLER? A %4 09331 5 09198 0 E T
ﬁ‘—“‘]“‘" 2 “%mﬁm‘ﬁﬁ AFEHF - WL &2 Durbin-Watson Bt # 5[4
FHACEL M2 3 ¢ AAMXPARAPY P A 2 w2 2%/ 1 - &
H ¢ x4 REER emeem 3 » B 62— #x37 £ # REER e ? 56% 0 H & < 4c
x4 REER ez s & 9% 4 4 4] 1 6050% 2 4 o

FTRERFRTFH G- PHENUEAF AT AL ARSI F s A 3
z’ﬁthRzla\ 514 0.9340 5 0.9208 » ¥ ¢ A w U % % erfieig R 1 i > Durbin-Watson
B AT R A3 2Rk LT J 1~ #4)2- 5% » # ¢ x4= REER c%p-
m % »BOP 5 ACC »t= REER &% i ¥ x#ipit > &1 ﬂfﬂ&:,{;&ﬁ;ng EA|
Prfed 3 & & gi<~1~ REER &»ai m%i%] » vt CPI+4= REER &z 4% 4
R J2m50%f - °

FHYEELF2r FH G- B Eledt 24 0% BlRfct T A &mee s 4
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B RR R RS R e 4 HR25R2A )4 0.9408 5 0.9260 -
Lo EAl T L 2 % mﬁ%eli 7 i » Durbin-Watson & 7% I 7 FaAw R £ 37 2. J‘é A AP
XPRA AR PAE - 53] 4 5HF 29w n B R A A W FhL ML L3+ T
4 57 3w ’Lfé% wEEL T A !ﬁﬁé%m% MER A - 3R - 4 "st‘f“‘l_l_—r E bz
Ay s Ay z’}%é#gixﬁj TRGomr Fefimedp X - R B EK

M EOE o

%7 5w {A L%

T A1 w3 2 #3 3 w3l 4
C 92.3971 35.1529 42.1968 48.9307
(t-2i+ £) (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 (2.6317)° (1.7576)
-14.6685 -6.7519 -4.6547
UEM (-3.6253)" (-2.5558)" (-1.6598)
INF -0.9748 -0.4361 -0.4485 -0.5211
(-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

TAL KR D A p FEE
AT *EA T 0.05 Kk F IR AR 5 AR & 0.01 kT RS B

3.5 3 s R A 47
v S0 e xS T Y HCA R B R p AR A G- SRR L e AR
%ﬂﬁ’*ﬁm*fﬁﬁw*ﬁﬁ Fopd 3 2 g AP i od ep RSB 9% FIE LG ooRn
Z (REER) & %X PIE e 2 2% % (BOP) ~ Ejc & T~ £ P (ACC)~ 4
1% (UEM) » xa' 2<% (INF) 2 B A7 i fedpdc (CPI) W X & ehd 25 >
ETA R ENFE S B PRI ST 0 o
d ®] 5+ 5> BOP 5 INF >4~ REER ek ra - ]~ B 3% I b Bird >
B As TH L E 5 k‘ljrgdé Z 33 5 ACC 5 UEM »¢= REER &9k wp 12 %] i
l-ﬁ'—:fé’r?f( L o Fiep o HEFH T M3 405 CPL»4= REER &9k eo i B] e
3B Ee e B AW R e B BT M e 1 AERALP R
:g»,; et F 7 i ACC~UEM 5 CPIZ (7 p #2345 » @ % % il i3 BOP 5 INF i2
(a S
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Response of REER to BOP Response of REER to ACC
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Response of REER to UEM Innovation
using Cholesky (d.f. adjusted) Factors
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