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ABSTRACT

Recently, China’s exports to the United States have been increasing
significantly. The purpose of this paper is to employ monthly data over
1999-2007 to estimate China’s export function for the Sino-US trade with
a view to exploring the driving forces behind the increasing trend. This
study could a provide better understanding about the role played by the
exchange rate of the Renminbi in determining the export volume of
China in the U.S. market. The empirical results of this paper reveal that
the causes for the persistent increase of China’s exports to the U.S. are
too complex to be solely attributed to the intervention in the exchange
rates of the Renminbi. Although the nominal exchange rate of the Ren-
minbi was pegged to the U.S. Dollar and then appreciated during this
period, the real exchange rates of Renminbi were depreciating until 2005
and then appreciating gradually, which was beneficial to China’s exports
to the U.S. market. The depreciation of the real exchange rates of the
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third countries which provided intermediate materials to China further
stimulated the growth of China’s processed exports on the supply side. In
addition, the final products of China and some other third countries seem
to be complements in the U.S. market, which implies that the fluctuation
in the real exchange rates of third countries was also another driving
force for the increase of China’s exports on the demand side. Finally,
large inflows of foreign direct investment into China and recent
increases in the real income of the U.S. have also helped to enhance
China’s export growth in the U.S. market.
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