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3.  The Chinese equilibrium exchange rate 
 
3.1 An overview of approaches 
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4. A closer look at trade elasticities 

4.1 Survey of trade elasticity estimates 
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4.3 China-US trade elasticities 
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4.4 Policy Implications of the Estimates 
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5. Concluding Thoughts 
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Table 1: Studies of the Equilibrium Exchange Rate of the Renminbi 
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Table 2: The panel estimation results of the real exchange rate – income relationship 
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Table 3: Chinese Export Elasticities 
Panel A: Aggregate Exports 

 [1] [2] [3] 
 PPI GLUK HK UV 

y* 5.23*** 5.30*** 6.01*** 
 (0.29) (1.42) (0.35) 

q -1.63*** -2.14*** -1.69*** 
 (0.39) (0.68) (0.47) 
z    
    
    

Adj.R2 0.89 0.76 0.88 
SER 0.186 0.272 0.223 

Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
    

Panel B: Ordinary Exports 
 PPI GLUK HK UV 

y* 4.98*** 4.82*** 5.76*** 
 (0.32) (1.52) (0.38) 

q -1.46*** -2.00*** -1.51*** 
 (0.42) (0.73) (0.50) 
z    
    
    

Adj.R2 0.85 0.68 0.84 
SER 0.209 0.293 0.244 

Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
    

Panel C: Processing and Parts Exports 
 PPI GLUK HK UV 

y* 5.35*** 5.14*** 6.13*** 
 (0.27) (1.15) (0.33) 

q -1.86*** -2.68*** -1.92*** 
 (0.37) (0.56) (0.45) 
z    
    
    

Adj.R2 0.92 0.84 0.90 
SER 0.171 0.220 0.208 

Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
(
Notes:(Z&"#2(+12"P52+1(50+(&J25"#+:(40&P(>kc8SL7LT?(D&J,12(125#:50:(+00&01(50+('"/+#("#(
R50+#2*+1+1?(-S--To---n(("#:"@52+1(1"'#"4"@5#@+(52(2*+(hNmSUmTohmn(6+/+6?(H*+(R0"@+(+6512"@"23(
+12"P52+(1*&,6:(J+(R&1"2"/+(4&0()*"#+1+(+OR&021?(ZZV("#:"@52+1(.8(ZZV$4"#"1*+:('&&:1("1(,1+:(51(
2*+(:+4652&0W(]c.<("#:"@52+1(2*+(]5,6"+0(!"#$%&(SLNNeT(@&#1,P+0('&&:("#:+O("1(,1+:(51(2*+(
:+4652&0W(;<(.v("#:"@52+1(2*+(;&#'(<&#'(,#"2(/56,+("#:+O(4&0(0+$+OR&021(2&(2*+(%&06:("1(,1+:(51(
2*+(:+4652&0?(
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Table 4: Chinese Export Elasticities 
Panel A: Aggregate Exports 
 [1] [2] [3] 
 PPI GLUK HK UV 
y* 0.57 -0.56 0.31 
 (0.40) (0.53) (0.40) 
q -0.06 0.26 0.27 
 (0.23) (0.22) (0.22) 
z 1.68*** 2.35*** 2.06*** 
 (0.16) (0.16) (0.15) 
    
Adj.R2 0.98 0.98 0.99 
SER 0.077 0.080 0.076 
Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
    
Panel B: Ordinary Exports 
 PPI GLUK HK UV 
y* 0.04 -1.26 -0.22 
 (0.55) (0.75) (0.55) 
q 0.31 0.61* 0.64* 
 (0.32) (0.31) (0.32) 
z 1.83*** 2.51*** 2.22*** 
 (0.22) (0.22) (0.22) 
    
Adj.R2 0.96 0.96 0.97 
SER 0.106 0.108 0.105 
Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
    
Panel C: Processing and Parts Exports 
 PPI GLUK HK UV 
y* 0.98*** 0.26 0.72** 
 (0.30) (0.32) (0.31) 
q -0.47** -0.62*** -0.14 
 (0.19) (0.16) (0.18) 
z 1.52*** 1.99*** 1.91*** 
 (0.11) (0.10) (0.11) 
    
Adj.R2 0.92 0.99 0.99 
SER 0.065 0.060 0.062 
Sample 93Q3-06Q2 93Q3-04Q2 93Q3-06Q2 
(
Notes:(Z&"#2(+12"P52+1(50+(&J25"#+:(40&P(>kc8SL7LT?(D&J,12(125#:50:(+00&01(50+('"/+#("#(
R50+#2*+1+1?(-S--To---n(("#:"@52+1(1"'#"4"@5#@+(52(2*+(hNmSUmTohmn(6+/+6?(H*+(R0"@+(+6512"@"23(
+12"P52+(1*&,6:(J+(R&1"2"/+(4&0()*"#+1+(+OR&021?(ZZV("#:"@52+1(.8(ZZV$4"#"1*+:('&&:1("1(,1+:(51(
2*+(:+4652&0W(]c.<("#:"@52+1(2*+(]5,6"+0(!"#$%&(SLNNeT(@&#1,P+0('&&:("#:+O("1(,1+:(51(2*+(
:+4652&0W(;<(.v("#:"@52+1(2*+(;&#'(<&#'(,#"2(/56,+("#:+O(4&0(0+$+OR&021(2&(2*+(%&06:("1(,1+:(51(
2*+(:+4652&0?(8,RR63("1(2*+(B5"(!"#$%&(SLNNeT(P+51,0+(&4(2*+()*"#+1+(@5R"256(12&@I("#(
P5#,45@2,0"#'?(
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Table 5: Chinese Import Elasticities 
Panel A: Aggregate Imports 

 [1] [2] [3] 
 PPI GLUK HK UV 
y 1.78*** 1.41*** 2.16*** 
 (0.06) (0.04) (0.06) 

q 1.48*** 0.39** 1.54*** 
 (0.38) (0.19) (0.32) 

Adj.R2 0.99 0.98 0.99 
SER 0.056 0.050 0.055 

Sample 94Q4-06Q2 94Q4-04Q2 94Q4-06Q2 
    
Panel B: Ordinary Imports 

 PPI GLUK HK UV 
y 2.16*** 2.40*** 2.54*** 
 (0.26) (0.32) (0.27) 

q 2.75** 2.25** 2.80** 
 (1.18) (1.06) (1.19) 

Adj.R2 0.85 0.94 0.94 
SER 0.209 0.152 0.196 

Sample 94Q4-06Q2 94Q4-04Q2 94Q4-06Q2 
    
Panel C: Processing and Parts Imports 
 PPI GLUK HK UV 

y 1.68*** 0.85*** 2.06*** 
 (0.08) (0.13) (0.06) 

q 1.15*** -0.25 1.20*** 
 (0.35) (0.34) (0.28) 

R2 0.98 0.88 0.99 
SER 0.072 0.080 0.060 

Sample 94Q4-06Q2 94Q4-04Q2 94Q4-06Q2 
    
Panel D: Processing and Parts Imports 

 PPI GLUK HK UV 
y -0.40* -1.86* -0.04 
 (0.20) (0.93) (0.25) 

q -0.13 -1.64*** -0.16 
 (0.23) (0.58) (0.22) 

w 1.10*** 1.20*** 0.96*** 
 (0.13) (0.40) (0.12) 

Adj.R2 0.99 0.89 0.99 
SER 0.037 0.074 0.035 

Sample 94Q4-06Q2 94Q4-04Q2 94Q4-06Q2 
Notes:(Z&"#2(+12"P52+1(50+(&J25"#+:(40&P(>kc8SL7LT?(D&J,12(125#:50:(+00&01(50+('"/+#("#(R50+#2*+1+1?(-S--To---n((
"#:"@52+1(1"'#"4"@5#@+(52(2*+(hNmSUmTohmn(6+/+6?(H*+(R0"@+(+6512"@"23(+12"P52+(1*&,6:(J+(#+'52"/+(4&0()*"#+1+(
"PR&021?(ZZV("#:"@52+1(.8(ZZV$4"#"1*+:('&&:1("1(,1+:(51(2*+(:+4652&0W(]c.<("#:"@52+1(2*+(]5,6"+0(!"#$%&(SLNNeT(
@5R"256('&&:1(5#:(R5021("#:+O("1(,1+:(51(2*+(:+4652&0(4&0(5''0+'52+7(@5R"256('&&:1(4&0(&0:"#503(5#:(R5021(4&0(
R0&@+11"#'(5#:(R5021W(;<(.v("#:"@52+1(2*+(;&#'(<&#'(,#"2(/56,+("#:+O(4&0(0+$+OR&021("1(,1+:(51(2*+(:+4652&0?(H*+(
:+P5#:(1*"42(/50"5J6+(@("1(2&256(0+56(+OR&021?(
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Table 6: Chinese Bilateral Export Elasticities (China-US) 
 US Data Chinese Data 

 [1] [2] [3] [4] [5] [6] 
 PPI P HK UV PPI P HK UV 
y 0.03 0.59 0.56 -1.75* -1.19 -0.62 
 (0.80) (0.73) (0.75) (0.99) (0.92) (0.99) 

q 0.80*** 1.27*** 1.05*** 1.55*** 2.03*** 1.65*** 
 (0.22) (0.22) (0.20) (0.30) (0.29) (0.31) 

q~ 0.47 0.68 1.04 1.31 1.52 1.08 
 (0.72) (0.67) (0.71) (0.88) (0.89) (0.80) 
z .82*** 2.14*** 2.04*** 3.12*** 3.45*** 2.98*** 
 (0.32) (0.31) (0.33) (0.47) (0.45) (0.46) 
       

Adj.R2 0.99 0.99 0.99 0.99 0.99 0.99 
SER 0.040 0.039 0.042 0.049 0.048 0.048 

Sample 
93Q4-
06Q2 

93Q4-
06Q2 

93Q4-
06Q2 

93Q4-
06Q2 

93Q4-
06Q2 

93Q4-
06Q2 

Notes:(Z&"#2(+12"P52+1(50+(&J25"#+:(40&P(>kc8SL7LT?(D&J,12(125#:50:(+00&01(50+('"/+#("#(
R50+#2*+1+1?(-S--To---n(("#:"@52+1(1"'#"4"@5#@+(52(2*+(hNmSUmTohmn(6+/+6?(ZZV("#:"@52+1(.8(ZZV$
4"#"1*+:('&&:1("1(,1+:(51(2*+(:+4652&0W(Z("#:"@52+1(2*+(@&PR&1"2+("PR&02(R0"@+(:+4652&0("1(,1+:(S1++(
2+O2TW(;<(.v("#:"@52+1(2*+(;&#'(<&#'(.#"2(v56,+("#:+O(4&0(0+$+OR&021(2&(2*+(.8("1(,1+:?(8,RR63(
"1(2*+(B5"(!"#$%&(P+51,0+(&4(2*+()*"#+1+(@5R"256(12&@I("#(P5#,45@2,0"#'?(
(
Table 7: Chinese Bilateral Import Elasticities (China-US) 

 US Data Chinese Data 
 [1] [2] [3] [4] [5] [6] 
 PPI P HK UV PPI P HK UV 
y 1.45*** 2.02*** 1.85*** 1.24** 1.81*** 1.65*** 
 (0.33) (0.35) (0.32) (0.46) (0.48) (0.45) 

q -1.31*** -1.13*** -0.99*** 0.25 0.43 0.57 
 (0.33) (0.32) (0.32) (0.39) (0.42) (0.45) 

q~ -0.26 0.69 -0.21 0.36 1.32 0.42 
 (1.06) (1.10) (1.04) (1.51) (1.56) (1.51) 
       

Adj.R2 0.95 0.96 0.97 0.95 0.96 0.97 
SER 0.101 0.101 0.100 0.087 0.091 0.087 

Sample 
94Q4-
06Q2 

94Q4-
06Q2 

94Q4-
06Q2 

94Q4-
06Q2 

94Q4-
06Q2 

94Q4-
06Q2 

Notes:(Z&"#2(+12"P52+1(50+(&J25"#+:(40&P(>kc8SL7LT?(D&J,12(125#:50:(+00&01(50+('"/+#("#(
R50+#2*+1+1?(-S--To---n(("#:"@52+1(1"'#"4"@5#@+(52(2*+(hNmSUmTohmn(6+/+6?(ZZV("#:"@52+1(.8(ZZV$
4"#"1*+:('&&:1("1(,1+:(51(2*+(:+4652&0W(Z("#:"@52+1(2*+(.8(@5R"256('&&:1(+OR&02(R0"@+(:+4652&0("1(
,1+:(S1++(2+O2TW(;<(.v("#:"@52+1(;<(.#"2(v56,+("#:+O(4&0("PR&021(40&P(2*+(.8("1(,1+:?((
(
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