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Research Summary

After Chinaacceded to the WTO in 2001, Chinds exports increased dramaticaly. Chinds exportsto
Japan d <o grew very quickly. In 2005, China abated its fixed exchange rate againg the U.S. dallar and
began to revauate the yuan. In this project, | investigate whether or not the appreciation of RMB
reduces or fosters the Sino-Jgpan trade baance. In particular, the effect of the revauation of the Chinese
yuan on imports to Jgpan from Chinais conducted by augmenting the gravity modd with the exchange
rale. By usng an indudrid pand data st during the period 2002-2007 and controlling for the
endogeneity of the bilaterd exchangerate, | find that a10% appreciation of Chinese'Y uan would reduce
the American imports from China around 16%. Moreover, the revauation of the Chinese Y uan againgt
the U.S. dallar might have considerate effect to reduce importsto Japan from China

This finding has rich policy implications. Since the variation of the RMB sgnificantly reduces the
Sino-Jgpan hilaterd trade imbaance, it would have the beneficid effect of relieving trade tensons
between the two giants. However, RMB revduation, with little doubt, would make it more difficult for
Chinese exporters to export, which in turn would affect Chinds future economic growth given theat
export growth has been one of man driving forces in Chinds economic miracle in recent years.
Therefore, to maintain the high economic growth rate, China should adopt effective policiesto stimulate
domestic demand for domestic products.
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