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Abstract

Since the reform of the RMB exchange rate system in 2005, the RMB exchange
rate against U.S. dollar has had a more substantial appreciation more than 20% by
April 5, 2011. In China, the foreign trade has played an important role in economic
growth since the reform and opening. If the rapid appreciation of RMB affects the
foreign trade adversely, it must affect the domestic economy. Therefore, one of the
important issues concerned by many people at present is how the RMB appreciation
would affect Chinese foreign trade.

The existing researches on this issue mainly focused on two aspects: First, the
effects of the RMB appreciation on the trade balance; Second, the effects of the
RMB appreciation on the terms of trade. Most of these researches draw the same
conclusion that the RMB appreciation would worsen the trade balance while
improve the terms of trade.This conclusion was inconsistent with the actual situation
of China. Since 1994, the RMB appreciation has not adversely affected the foreign
trade: the export has not been diminished but been increased, and the trade balance
has not been deteriorated but been improved. On the contrary, the terms of trade are
worsening. For this problem, analysis is conducted deeply in this article, and then the
conclusions are tested by the experience of the currency appreciation in Germany
and Japan.

However, effects of the RMB appreciation on Chinese trade balance and terms
of trade only reflect the direct trade benefits rather than the total trade benefits.
Therefore, from the perspectives of production and consumption, further studies
about the effects of RMB appreciation on the trade benefits distribution are made.
With theoretical, empirical and historical analysis, the following conclusions are
drawn in this article:

First, the RMB appreciation will improve the trade balance in the short term

while deteriorate it in the long run. This result is different from the“J Curve Effect”.
Without industrial upgrading, the deterioration of the trade balance in the long run

would be burst and jump. Moreover, because of the confliction between the effects
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of the RMB appreciation at home and abroad, the improvement of the trade balance
is at the cost of binary suppression for the domestic output and expenditure, which
will adversely affect China greater than the trade balance deterioration.

Second, because of the OEM production and C.M.T., the import price index is
more sensitive to the exchange rate than the export price index, so the terms of trade
deterioration is natural with the RMB appreciation. As to other factors, the domestic
demand expansion will help to improve the terms of trade. But the private
consumption should be the subject of the expansion rather than government
spending, and the expansion should be oriented towards export products rather than
all products.

Third, the trade benefits distribution between China and Europe, America or
other developed countries is different from that between China and other countries.
The former will inhibit consumption, but the latter will promote the consumption
and output. Inspite the total trade revenue of the former is more than that of the latter.
Therefore, to optimize the trade benefits distribution pattern and avoid the adverse
effects of the RMB appreciation, the proportion of China's foreign trade for the
underdeveloped countries should be increased. Generally speaking, the suitable
proportion for the developed countries, middle level countries and least developed
countries should be 1:3:3.

Overall, the RMB appreciation is negative to China's foreign trade. The basic
strategies for it are to expanse the domistic demand, adjust the market constitution
of foreign trade and handle domistic macro-control. According to the experience of
Germany and Japan, the policy combination of monetary tightening to stable price
and fiscal expansion to stimulate domestic demand is more appropriate than that of
the monetary expansion to stable currency and the credit, fiscal expansion to

stimulate the production.

Key Words: the RMB Appreciation; Effects on Foreign Trade; Strategies
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