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Total Factor Productivity, RMB Exchange Rate
and Trade Balance in China: Empirical Analysis
Based on Inter-temporal Optimization Model

ZHAO Wen-jun, CHEN Yong, ZHAO Deng-feng

(College of Economics . Shenzhen University, Shenzhen 518060, China)
Abstract: Based on the inter-temporal optimization model of consumer and
investment and the inter-province panel data from 1999 to 2009, this paper con-
structs a theoretical model of trade balance in China and employs panel FMOLS
estimation to empirically investigate the relationship between TFP, RMB ex-
change rate and trade balance from the national and regional angles. The empirical
test shows that the TFP growth of domestic and foreign-funded enterprises in
trade sector has the positive effect on the increase in China’s real trade surplus
which is the strongest in eastern region. And the TFP growth in China’s non-trade
sector negatively correlates to trade balance. The TFP growth in non-trade sector
in the east and central regions obviously reduces their trade surplus. The increase
in RMB real effective exchange rate has a negative effect on trade balance in China
which increases in eastern, central and western regions in turn. According to the
results abovementioned, it provides relevant policy suggestions about the adjust-
ment of trade balance in China.
Key words: trade balance; inter-temporal optimization model; panel co-
integration test; panel Granger causality test; panel FMOLS estimation
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