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E. = ~dX/X-dPy /Py (3)

Ev = ~dM/M-dPy/Pu (4)
S« = dX/X-dPy/Px (5)
Sy = dM/M~-dPy /Py 6)

w3 9shAn FUFATS Aol Py=Py'R, Py=PyR 7F 7] wel
et 2ol Ve 4 At

dPy/Py = dPy /Py +dR/R (7)

dPy/Px = dPx/Px +dR/R (8)
g4 (3), ), (5), (6), (7, B)Ao2HH th3} o] EEH.

dPy /Py = -S<'/(E{+SJdR/R 9)

dPy/Py" = ~Ex/(Ex’+Su)dR/R (10)

dX/X = ExSy/(Ex+SJdR/R (11)

dM/M = -ExSw/(Ev+SwdR/R (12)

WA (9), 10), (D), A2)A 5= @22 st d&std, b3 2ok
dB/Vu = [V/Vu(Ex-D/AE/Sxc+D+Ey(1+1/Sy)/(Ep/ S+ D1dR/R - (13)
7Hgel wel Brbdst ol ol SAleA= wdstar U7l wEel VieVuE
et FEdead8Ad S FaU(S=Sy=) o]7] witd (13)4E& &3]

s o3 2k
o= Q& (134 Faskst £ |

dB/Vy = (ExtEv-1)1dR/R (14)

n=}

ok Ey+Ey, >lo] QJeixjo] Prpdststdl FAFAE AAAZL = gl o2
A -2l zdolg dht)
olo wret mpa-ej el og T WAL U 2
Ex = dX/X/dP /Py = AX/X/AP< /Py
Eyv = dM/M/dPy/Py = AM/M/APy/Pu
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ee rha-guzd od ANHYL E2 ek

AA, Se¥/$)e WFste] T AT AAFE

<E 2> F39 H4uIHA X9 g
A= F=PPI(¥)D +&(¥/$)@ <= PPI($)D/@
1997 100 8.2898 12.0630
1998 95.9 8.2791 11.5834
1999 93.6 8.2783 11.3067
2000 96.2 8.2784 11.6206
2001 94.9 8.2770 11.4655
2002 92.8 8.2770 11.2118
2003 94.9 8.2770 11.4655
2004 100.7 8.2768 12.1665
2005 105.6 8.1917 12.8911
2006 108.8 7.9718 13.6481
2007 112.2 7.3216 15.3245

AzEA ChEETFEE) 20074EK, & == 7H A= (A 44)

=4, rtEa-HUze FEFaddid(Ex)<e Adstd < 3>3 2
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AX /X | #=AAA% | APy /Py Ex

dE | FEAe$)
® ($) ® /@

1997 1827.90 - 12.0630 - -
1998 1837.10 0.0050 11.5834 -0.0398 -0.1256
1999 1949.30 0.0611 11.3067 -0.0239 -2.5565
2000 2492.00 0.2784 11.6206 0.0278 10.0144
2001 2661.00 0.0678 11.4655 -0.0133 -5.0977
2002 3256.00 0.2236 11.2118 -0.0221 -10.1176
2003 4382.30 0.3459 11.4655 0.0226 15.3053
2004 5933.20 0.3539 12.1665 0.0611 5.7921
2005 '7619.50 0.2842 12.8911 0.0596 4.7685
2006 9689.40 0.2717 13.6481 0.0587 4.6286
2007 12180.00 0.2570 15.3245 0.1228 2.0928

WA oz FEBHYo] ()07 R £EAFC] 45T W FEAL
gtk B E FEES Aol et Hel 97 4
Folel we A wwel FrsAl wh webd AES FEel Wd Fan
A8 Aol agY <E 3>olA Hund dus dEdE $E58
ol F(ne] o ehta gk ol de] o6 TS WAm
g2 ¢ 4 Atk WAEY me FEFeE odd  Fgoh
SO (19981, 1999, 2000, 20019 AlS)) 53 2003d AR g
PN Aol FEAARAA] 153053 Uehfel o szbel A4E we
= WEdldh TE 20039, 200498 FEHS 7] 34.59%, 35.39%°l
o2t oA E o] gl Avs urd AYS &

AR, FdsFadH]d(E)e] #e Artstd <& 4>9F 2
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ez M (L)l AL T

< 4> FTLFL
. (o] $) AM / M w27} A A 5 APy /) Pp E,
@ ($)2v @ /@
1997 1,423.70 - 100 - -
1998 1,402.40 -0.0150 99.2 -0.008 1.8750
1999 1,657.00 0.1815 100.9 0.0171 10.6140
2000 2,250.90 0.3584 104.7 0.0377 9.5066
2001 2,435.50 0.0820 106.8 0.0201 4.0796
2002 2,951.70 0.2119 105.4 -0.0131 -16.1756
2003 4,127.60 0.3984 108.7 0.0313 12.7284
2004 5,612.30 0.3597 112.7 0.0368 9.7745
2005 6,599.50 0.1759 118.1 0.0479 3.6722
2006 7,914.60 0.1993 121.6 0.0296 6.7331
2007 9,558.00 0.2076 126.4 0.0315 6.5905
= FEHAdAE FE7H4e]l "Hold T=e FYdFas o weE
S7hettt. <F3E 5> 9std YA AL F7HE soz yewgr 59

21) Bureau of Labor Statistics, US.Aol &8 199738 7oz 31 1+4317] 98 d= PPI/12& A4Hst
= P AE o] g3t}
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<g 5> Eyx+E, o AM ntm™

dx Ex En Ex + En
1997 0 6.38 0 ()
1998 -0.1256 1.8750 1.7494
1999 -2.5565 10.6140 8.0575
2000 10.0144 9.5066 19.521
2001 -5.0977 4.0796 -1.0181
2002 -10.1176 -16.1756 -26.2932
2003 15.3053 12.7284 28.0337
2004 5.7921 9.7745 15.5666
2005 4.7685 3.6722 8.4407
2006 4.6286 6.7331 11.3617
2007 2.0928 6.5905 8.6833
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TAFAE ERHoE NAT F JE AS & F AUtk v E FrrdAd o™
TATAE G3A T AR & ¢ S
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Ma = M(Y Py,Py)
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AX / X APx" / Px
} ) AP /Py . . AY '/ Y
FEFY (FEFe APx" / Px'/ | GDP(Y")
e (&= 714 . (= FRlA
ToTH Al A 744 APy /P (%)
wslhg) 59 ¥sg)
wslg) wslg)
1997 - F = - 8,304.3 -
1998 0.0050 -0.0398 -0.008 4.975 8,747.0 0.0533
1999 0.0611 -0.0239 0.0171 -1.3977 9,268.4 0.0596
2000 0.2784 0.0278 0.0377 0.7374 9,817.0 0.0592
2001 0.0678 -0.0133 0.0201 -0.6617 10,128.0 0.0317
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1997 - - - - 9,526.53 -
1998 -0.0150 -0.008 -0.0398 0.2010 10,194.62 0.0701
1999 0.1815 0.0171 -0.0239 -0.7155 10,832.79 0.0626
2000 0.3584 0.0377 0.0278 1.3561 11,984.76 0.1063
2001 0.0820 0.0201 -0.0133 -1.5113 13,248.18 0.1054
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2003 0.3984 0.0313 0.0226 1.3850 16,416.91 0.1292
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2005 0.1759 0.0479 0.0596 0.8037 22,445.63 0.1620
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2007 0.2076 0.0315 0.1228 0.2565 33,683.76 0.2734
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2006 694 4.1
2007 748 13.6

AREA: F2EHEAT AR

HAFA NgFZEdd Gt B3] 20059 ANYFAT G FEHe 4442
of ge|E gAste FA7|RT 312% S7HATE T BER Hrhd gl QlojA
2 9FgS e 7Ide dAFAIde el Sdl ZIdel vE s FAE S
A, 71E, 98, AR, A% Tode FeWES FEEE o vk T

HE Anjel AAAS Fefof sly] wid

=
Frrddel weEk edvtAe] FHidoer QdstE ol s FATIle] dVFSHAE

25> HE wmpel o]l 1993dRH Fo - vm o] F I3zt djvir
Z7vske] 200510 1,141.73 ¢ gelE 424% F

33) (SR . L 20065

_53_



F

<®E 25> SIUIYH &

(@9: of @)

il

rT‘
b1

-
e
-
jins
-
e
-
jins
-
e
-
hia

-
e
-
jins

1997 327 163 290 257 438 70 318 290 91 149

1998 380 170 334 263 388 67 297 282 627 150

1999 419 195 355 326 369 69 324 338 780 172

2000 521 224 455 408 445 94 417 415 1,129 232

2001 543 262 492 484 465 94 450 428 1,252 234

2002 699 272 583 520 585 107 484 534 1,553 286

2003 925 339 882 697 763 111 594 741 2,009 431

2004 1,249 447 1,224 890 1,009 118 735 943 2,781 622

2005 1,629 486 1,656 964 1,245 122 340 1,004 | 3,510 768

2006 2,034 592 2,154 | 1,149 | 1,553 108 916 1,157 | 4452 897

2007 2,327 694 2452 | 1,110 | 1,844 128 1,021 | 1,340 561 1,038

ABEAH: T22MEAZ AR

S5 2005 SEAE AY olF mWI W FHe FASAI auin A
e @ oj4on FlHo] Tk 20740 M W FHe FEle

SAE 1,633 ¢ 2l 2du. o] A& BY

e AEF ARRIEARA AA Bael 9y WEd we
ANEEE Ao 87 weh wskdA g w=% grel o
AL AFAAAEE AAFAW ARE odd AYs] AABES

Ao geAx =3 AR e st #Es =AY 54 dd

_54_



a2 AbEeltt. T BAA

-

d o]

o

el

"o

Hz=2

AAA oz

2001 ol +=

al

3
P

@ WTO<9 7}+

—

e d=7k2 A WTOC 7Fs

oA th

7

)

AZI7E 5 wn opge Fol

A gk,
e WTO 7Agle %7714

=
=

o}
Gl

=z

ol
M
ol

™

fite)
~d
M

el

o

A Al 4= 2ol

—_—

0
o

o

B

29
=

g JHAFo,

sl #4713

3] =

i

9 27 29

5

o 2008

=13
T

TR
oI

+

<
=

7]_ fe1s

=

[e}

& 74A]

=

=5

A3 03%3E 1.0% Abold

<
T

|

mJ

w

el

BAA =

<h

A

A

AAA o

Fae

el

9] 2 o

9]

2001 o]

AAlo]-gel2 4181 ¢

w

o
o~
N

N
No

A1

A114,

NEEE )

=

=

"China’s hosting of 2008 summer olympic games in Beijing,
— 55 —

inpending WTO membership, and their inplications for Korea”, 3t

z

34) Jai-Ryong Ha, Gyong-Woo Yun,
pp.10-11




ol

TaRHez Mg

=

TAE

= 7]
b = A

S

T

0]
pul

boll )

°

7+

(e}

|

I

199758 20073 7bA] &fj ekt
1o & A2 Yy (2001, 200295 o 9]) 1822 mpAd-sjx119

=
-

[e)

L

=

==
=

’

3171 419l
A

[}
]

A

a5

Aoz

A5 opEtA 7] =

o~
T

=

|

=

=

E]_]'

AT,

& %

)
A&

)

ox

+

o]

=

—

o

o

o] ot

o]
H

3171

=
=

S

=
T

7] 7r
a4y

=5 ¢1717F

19971 -1998+

Fgop Ao}

dof v o=

1
=

0

et A

I<

A3 199813 F=ro] f ofAlokA e 2 10%

N

E!

)

ToR

a4 el

[e))]
H

2002 2.t}

S}

Tk 20006, 20039 H 2007d ¥ T FE
2003

o A&

aAA =

=
=

F e

34.6%°

o]

op
o
+

2

o
e
el

] 7}

-
R

2006 ®.t}
AR 2

]
H

-

1

<= 7l
VA A E

A4 747l o
1 20073 ol

R

2

-

_56_

FaaAgel ool

o
= 7h=] AL

w4 A A
319 ]

wel FE auAAE A5 w2

g9l



0.05

-

1

0.824

o~
T

x29] FoAdAS 0411 = 0.05

Fel o) 47

}

0]
pul

ol AAS 0970 = 005 HTp =7

Aok x19

28

o]
Gzl

el freldol itk aER o

Bt =7]

i
fite)

ol

I

)

W
{d

p—

0.1

AT 0123 =

5} o

P
T

/2)1—

o

i)

shth. x129] 94414 0681 = 0.1 Hut

0.058} 0.14Fo]e] glome §of
[e)

b

B

o3|
=

AT x11e] Fe] A 0.069

)
o
il

L
file)

o

o

gy

™
fite)

B

L
fite)

ol

—_
fite)

i)

il
fite)

i

™
o

o

i)
B

°] 0 + 0.097} 1x.t}

6‘1:]1-

3 o,

o
1=

o}

ol
ol
o
o)
il
iy
T
i)

uj o] 1]

4 A th =0]7]
= Wb B ey o71A

a3to] ohe)

o] 4 vt

T AN A5

-

1

ZAA TR

el

bir

A%

T

3ol

s 47 471 S

=3
=

, A

e

—

o
B

—
fite)

i)
™

—
fite)
™

!

_57_



HE

e

Z 33

A e = H

ol g3te] Fo

=
=

SEEE

0
Hin
<0

e
+
o

e
i+

—

o

b1 9

)

=
S o

=457

?;51_

9

SAHAZel

ob) e

Ey_]__

ol
N
T

|
—~

As

d

7N

=
=

F% FAGRA

HH,

471

¥, ey

=

el

ol

wepy = el

"

-

)

B

)

—
fite)

vzl

Nd
el

)

_58_



<z

s
op

o

al,

’

=
RN

AL 89 =

o]:J ’

ke

A mA=

}

0]
pul

ERE 2002 29

i, BFRERIREEE, 2007 2 A
Trppde] WTO 7Fsiel

2. METLmE,

A248 Al

TR G

=717,

1A

ol

o

2002

<

_Z.t

st v

R

<

I

-
2000

19974
o] og 3

o.

i

Iy
o

alg

&y, AALEES =

R4

date] ool w AT, Al

byt
, 20043 12€

(e}

|

I

BREBE £5 L, 20074671
EE A EER

<

st

&}
<1

o

o

8. HPARAT,

BB A v 4,

R FEPRERE, 1990 84

1996

AR

s
opy

_59_



—

*®

10.

11.

12.

13.

14.

. Jai-Ryong Ha, Gyong—-Woo Yun, “"China’s hosting of 2008 summer olympic

games in Beijing, inpending WTO membership, and their inplications for
Korea”, "3t - &5 A}3|3}8t=% | A114, A|ll&

Robinson. J, "The Foreign Exchange, in Essays in the Theory of
Employment”, "New York; : Macmillan

Dornbusch, R.,”"Expectations and Exchange Rate Dynamics,” Journal of
Political Economy, 84, 1976, pp.1161-76
Gaillot, H. ].,”Purchasing Power Parity as an Explanation of Long-Term
Changes in Exchange Rate,” Journal of Money, Credit and Banking, 2,
1970, pp.348-57
A. Lerner, The Economics of Control, New York: Macmillan Press, 1946,
pp.378
L. A. Metzler, "The Theory of International Trade”, A Survey of
Contemporary Economics, I, Philadelphia: Homewood, 1949, pp.210-214.
ML, ANREETHE AR IR RIZES, TR 2R, | 20084 25311
SR, BB B I B A 1985-19957, TRREEGTSL 19974 BT,
PDp.0o—62

s, NIRRT A 5 BB 5 M S B AR ST - B T BB S e PR S 1 B A 70
M7, TREhEER 5 0YE, , 20014F 25100, pp.2-6

FERRE, TR - BN e R B AR B B G o T, TS, 2007426
pp.289-290

REILHE,  “ANRWERHER SO BB PG N RSB pE e, T eRl i 5
B, 20074F 25240, pp.1-10

Bt A, B Y W W RE SR b S5 e, T ARG AR, 200448 2811
1, pp.47-53

JiJe) 2R RRMG, 0 KUIE S 1 AN RO R HE SRR B U AT, TR KA
PEBE S e, pp.1-11

EIE B, BT BIGBC RE B AR R ERE T SR, TIREREE | 20044F 254

_60_



101, pp.85-88

16, EME BEAED 52 hSE R B IGE 5 N R BSHESRBIRIV EAE AT, PRI SR
M, 20074 251, pp.34-40

16. U< B8 RO, “hBOEL DO RIREGE”, TR RS, | 20044E7 H
$264, pp.87-92

17. B fRWIZ, AR IfC MESR S B ¥ JBGE L 1 R 5w 27, R4y
200743 H, pp.57-63

18, MEEK, “BH T ARMEHEREIEN RS SBORER", O REEEESRE U e O,
20071 H

19. fIka 55 B, “BEAT AR W RE = A ) K L) b R e ) 5 2
Be WL sa BHEE S, 20024

20. “HPBE AR SO BT, B S S http:/wwwl.cel.gov.cn/

HhERGE 2Rk, 200381 17H

21 §r o, GRS IR IRAT, Tl 2004.6

22, gk, ARBHERSHHIBINERPE", (R, HLRRHSC, 2005

, WHLRERREpE 2

mﬁ“

i), pp.21-22
23, BT7, N R ME S AR Bh BB Y 10 S s A R, RO B A B R S, 2007,
pp.16-35

24. "BV A, BT, 20064F

25, THhBIET R EE ) TREBIBIE TR, 20074 b

26. JEIHT EUBn, N RCRSEERHE S g By BB ) DR 0 1994-20037, AR
PEWESE S, 20054F Z555%

_61_



ABSTRACT

The Empirical Analysis of Balance of Payment in China from the

Perspective of Elasticity Approach

Advised by Professor Kim, Young-Choon

Submitted by Ying Zhang
Department of International Trade

The Graduate School of Cheju National University

The exchange rate is the most important comprehensive price index in
international economic activities which performs the function of price
transformation in the international finance and trade. It becomes an important
lever in adjusting one country’s trade balance. Since the reform and open
policy, the RMB exchange rate fluctuation plays an important role in
stimulating China’s export and improving China’s trade balance. After its
reform in July, 2005, more flexible exchange rate system has enlarged the
uncertainty and complexity of exchange rate . As for China, the fluctuation of
RMB exchange rate will have an impact on China’s foreign trade.

The paper first analyzes the elasticity theory, one of the major theories
about the impact on foreign trade caused by the exchange rate fluctuation. It
discusses Marshall-Lever Condition and J- curve effect. Based on these two
theories, the paper introduces the achievements and relevant documents home
and abroad in this field. Besides, it discusses and analyzes the relation
between RMB exchange rate and China’s import and export trade. Based on
the trade balance theory, the elasticity theory and the regression analysis of

econometrics, combined with the China’s empirical data, the paper uncovers
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the impact of RMB revaluation during 1997 -2007 on trade balance and
structure.

The results of empirical study are as follows: Firstly, according to the
definition of the elasticity theory and the influence of the exchange rate on
the price, it is proved that China’s demand elasticity of import and export is
bigger than one, which fits the Marshall-Lerner Condition. In this case, the
trade balance can be effectively improved with the devaluation of the
exchange rate. On the contrary, the slight revaluation of RMB exchange rate
will have a certain kind of negative impact on China’s foreign trade.
Secondly, in order to know the impact of RMB exchange rate on China’s
foreign trade in the long run, the regression analysis has been done by
adding the factor of national income. The result shows that the sum of the
price demand elasticity of China’s import and export is smaller than 1, which
doesn’t fit Marshall-Lerner Condition. Despite the fact that the price factor is
related with import demand, there is no obvious relation between the price
factor and export demand as well as between income factor and demand of
import and export. It shows the susceptibility of China’s foreign trade to the
exchange rate fluctuation is not high. The RMB exchange rate devaluation is
not able to improve trade balance and the revaluation doesn’'t necessarily
worsen balance of payments. The fact that China is a developing socialist
country which has entered WTO and held the 2008 Beijing Olympics and has
its own policy system under the government supervision has impacts on the
change of import and export trade.

In the final part, the author summarizes impacts of the RMB exchange
rate fluctuation and revaluation on China’s balance of payments. The negative
impact of RMB’ slight revaluation is not big, which in turn changes the
growth mode of China’s foreign trade and improves China’s trade conditions.
The reform of exchange rate system can reduce trade sanctions and improve

the trade environment. The paper puts forward methods and suggestions on

_63_



the development of China’s foreign trade and how to deal with change of
exchange rate, including enlarging the proportion of euros iIn currencies,
increasing the cooperation among multilateral currencies, accelerating the
industrial upgrading of export products, developing various forms of foreign

trade and improving the ability to deal with risks.

Key words: RMB revaluation, the elasticity theory, Marshall-Lerner Condition,

balance of payments
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Year

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

1997

133.0

132.7

132.6

131.8

1315

131.3

130.9

1314

131.6

131.9

131.6

1314

1998

130.7

130.6

130.5

130.7

130.5

130.4

130.7

130.4

1304

130.9

130.8

131.3

1999

131.7

131.2

1315

132.1

132.3

1324

1327

1335

1345

134.4

134.9

1352

2000

135.2

136.6

137.3

136.9

137.0

138.1

138.2

137.9

139.0

139.5

140.2

140.5

2001

141.7

1419

141.2

142.0

142.3

141.8

140.1

140.7

141.3

139.0

138.5

138.0

2002

137.7

138.0

138.8

138.7

1384

138.8

138.6

138.7

139.2

140.0

140.0

139.7

2003

141.1

142.7

144.0

142.2

141.9

1427

142.8

143.7

144.0

144.8

144.6

145.1

2004

145.7

145.7

146.2

147.3

148.6

148.5

148.3

148.6

148.7

151.1

152.0

151.2

2005

151.9

152.7

153.6

154.3

153.9

154.0

155.1

156.3

158.6

160.0

158.6

1594

2006

160.6

158.8

159.3

160.4

160.5

161.4

161.0

162.3

160.0

1581

160.1

161.1

2007

160.9

162.9

164.4

165.5

166.5

166.6

167.5

166.1

167.0

167.9

172.3

171.4

A} & Z ) Bureau of Labor Statistics, U.S.A
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<2 x 2>

n|=2e| 28l4E(GDP)

e GDP (9] $)

1997 8,304.3

1998 8,747.0

1999 9,268.4

2000 9,817.0

2001 10,128.0

2002 10,469.6

2003 10,960.8

2004 11,685.9

2005 12,421.9

2006 13,1784

2007 13,807.5

A5 %A Bureau of Economic Analysis, U.S.A (A#A4)
<BEE 3> STo o IJ0AS9 A

d% GDP (9 ¥) & (¥/$) GDP (¢ $)
1997 78,973.0 8.2898 9,526.53
1998 84,402.3 8.2791 10,194.62
1999 89,677.1 8.2783 10,832.79
2000 99,214.6 8.2784 11,984.76
2001 109,655.2 8.2770 13,248.18
2002 120,332.7 8.2770 14,538.20
2003 135,882.8 8.2770 16,416.91
2004 159,878.3 8.2768 19,316.44
2005 183,867.9 8.1917 22,445.63
2006 210,871.0 7.9718 26,452.12
2007 246,619.0 7.3216 33,683.76

2824 Bureau of Economic Analysis, US.A (A 24)
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]

A7 EA:

<8 FX 4> F= JH4XF(PP) (1997=100 7]1<*)
LS Producer Price Index (PPI)
1997 100
1998 95.9
1999 93.6
2000 96.2
2001 94.9
2002 92.8
2003 94.9
2004 100.7
2005 105.6
2006 108.8
2007 112.2
Fo TR EEEE ) 200740l 98 1959S V|Fo R ARE 19798 V|Fow Agow AT
<B X 5> ZSZTEdAdn st
d= 38 (¥/$) FEH( &) YA &)
1997 8.2898 1,827.90 1,423.70
1998 8.2791 1,837.10 1,402.40
1999 8.2783 1,949.30 1,657.00
2000 8.2784 2,492.00 2,250.90
2001 8.2770 2,661.00 2,435.50
2002 8.2770 3,256.00 2,951.70
2003 8.2770 4 382.30 4,127.60
2004 8.2768 5,933.20 5,612.30
2005 8.1917 7,619.50 6,599.50
2006 79718 9,689.40 7,914.60
2007 7.3216 12,180.00 9,558.00
TR HEEE |, S 7S Al S, 20074E (A1 2H)
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