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ABSTRACT

This thesis uses Co-integration Test and Error Correction Model to
investigate the effect of CNY real exchange rate on China’s bilateral trade
with the U.S. The model utilizes China and U.S economic variables, namely,
bilateral trade balance, CNY real exchange rate, and GDP. The sample data
is from 2005.Q1 to 2011.Q4. The major results suggest that GDP for the
U.S plays an important role in China’s bilateral trade to U.S. GDP for China
and CNY real exchange rate have limited effect on China’s bilateral trade to

u.S.

Keyword: CNY Real Exchange Rate, China’s Bilateral Trade to U.S,
GDP for China and GDP for the U.S, Co-integration Test and Error

Correction Model.



ABSTRAK

Tesis ini menggunakan ujian kointegrasi dan Model Pembetulan Ralat untuk
mengkaji kesan kadar pertukaran CNY sebenar ke atas perdagangan dua
hala China ke U.S. Model ini mengandungi pembolehubah ekonomi China
dan U.S, imbangan perdagangan dua hala, kadar pertukaran CNY sebenar,
dan KDNK. Data sampel adalah dari 2005.Q1 ke 2011.Q4. Keputusan
utama mencadangkan bahawa KDNK untuk U.S memainkan peranan yang
penting dalam perdagangan dua hala China kepada U.S KDNK untuk China
bagi U.S dan kadar pertukaran CNY mempunyai kesan yang terhad kepada

perdagangan dua hala China ke U.S.

Kata Kunci: CNY Kadar Pertukaran SeBenar, Perdagangan Dua Hala
China ke Amerika Syarikat, KDNK bagi China dan KDNK bagi U.S,

Ujian Cointegrasi dan Model Pembetulan Ralat.
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CHAPTER 1

INTRODUCTION

1.0 Background

Under the background of economic globalization, international trade drives the
economic development and promotes efficient allocation of resource. The exchange
rate is the ratio of two countries’ monetary unit. Exchange rate performs the function
of conversion between different prices in the international financial and trade
activities. It’s an important indicator of a country’s international economic activities.
The change in exchange rate has a profound impact on the development of both
international trade and the domestic economy. Since 2001, China’s trade surplus and
foreign exchange reserve have kept increasing, which brings huge pressures to the
Chinese government. Western countries state that China’s trade surplus caused the
imbalance in international trade. The study focus is on the issue of the impact of

CNY real exchange rate on China’s bilateral trade with U.S.

Since China joined WTO, the volume of China’s international trade has experienced
significant growth. In 2008, due to the subprime crisis, the global economy
experienced a downturn. In 2009, foreign demand for Chinese exports reduced.

However, China rebounded in a short time, outperformed other countries in 2010
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