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The Effect of RMB Exchange Rate Movements on Chinese Manufacturing
Firm’s Export Product Quality
ZHANG Ming-zhi, JI Ke-jia
(School of Economics, Xiamen University, Xiamen 361005, China)

Abstracts: This paper investigates the effects of RMB exchange rate movements on manufacturing firm’s
export product quality based on the perspective of vertical specialization using Chinese firm—-level data from the
National Bureau of Statistics of China (NBSC) and Chinese customs data over the period of 2000—2006. The
empirical results show that: The appreciation of the RMB exchange rate improves the firm-destination quality of
export products and the increase of vertical specialization will help to enhance the positive impact of exchange rate
movements. Under controlling the influence of vertical specialization, it shows that the impact of RMB exchange
rate changes on the quality of export products will vary with firm’s TFP, ownership, financing constraints as well
as industry factor intensity and industry competition level. The higher TFP of the firms, the stronger the positive
impact of the exchange rate on the quality of the exported products. Foreign—owned and weak financing constraint
firms or the firms who are in labor—intensive industries or more competitive industries will be affected in the same
way. Empirical tests on the impact mechanism indicate that: The influence of exchange rate changes on the quality
of differentiated products is quite different and the impact of RMB exchange rate on the firm-destination quality of
export products is achieved by encouraging firms to adjust differentiated quality products. Vertical specialization
moderates the influence of exchange rate changes through cost effect, quality effect of imported intermediate inputs
and variety diversity effect of imported intermediate inputs.

Key Words: RMB exchange rate; export product quality; vertical specialization; impact mechanisms
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