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Abstract

The J-curve reflects the deterioration of the balance of payments caused by the short-
term flexibility of exchange rate fluctuations. This paper uses multiple regression model to
analyze the impact of exchange rate (ER), balance of payments volatility (BOPR) and
annual gross domestic product (GDP) on China’s balance of payments (BOP) from 1994 to
2021. In this paper, stationarity test, Granger Causality test and cointegration test are used
simultaneously. Through impulse response, we demonstrate that the change of the balance
of payments (BOPR) caused by the change of RMB exchange rate (ER) conforms to both
the J-curve effect and the inverse J-curve effect.

Keywords: Exchange Rate, Balance of Payments, Impulse Response, J-Curve, Inverse J-
Curve
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Response of BOP to ER Innovation
using Cholesky (d.f. adjusted) Factors
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