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1. Introduction: Context of the paper
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Source: Kenen (1983) and Chinn and Frankel (2005).




Rising importance of China in the global
economy and Asia

Global Share of Exports (%)

A Rising share of
20 China's export in
the global
15 market
A Competitiveness
10 concerns 1 fear
of being out-
5 competed by the
PRCT needto
O b track the RMB
1990 1995 2000 2005 2010
——PRC e=——=USA =C=Eurozone-17 =O=Japan Closely

Note: EU exports are net of intra-EU exports
Source: IMF, Direction of Trade Statistics



Rising shares of imports from the PRC in the
US and the EU

US Share of Imports from Partners (%) EU Share of Imports from Partners (%)
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Note: Asian NIEs and ASEAN include Singapore. EU imports are net of intra-EU imports
Source: IMF, Direction of Trade Statistics



Rising importance of the PRC as a

market
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Note: Percent of world domestic demand; Data for 2012-2017 are constructed from IMF,
WEO database, assuming the same DD/GDP ratio as in 2000-2011 for each economy.

Source: IMF, IFS for the US, Japan and the PRC for 1990-2011; World Bank, WDI, for the
EU for 1990-2011; IMF, WEO database for the period 2012-17.



The rising share of trade with China for
Asian economies (%)

Exports to the PRC Imports from the PRC

1990 2000 2010 2013| 1990 2000 2010 2013

Australia 2.5 5.7 25.1 36.1 2.7 7.8 18.7 195
Bangladesh 1.5 0.2 1.2 1.7| 3.4 7.4 168 219
Brunei Darussalam 0.1 1.8 7.0 0.8 2.7 1.2 129 221
Cambodia 0.4 2.1 1.2 3.7 5.9 7.9 242 220
Hong Kong, China 247 345 527 54.8| 367 430 455 478
India 0.1 1.8 7.9 4.7 0.1 29 118 11.0
Indonesia 3.2 4.5 99 124 3.0 6.0 15.1 16.0
Japan 2.1 6.3 194 18.1 5.1 145 221 217
Korea 0.0 10.7 25.1 26.1 0.0 8.0 168 16.1
Lao PDR 9.1 1.5 233 25.1| 10.7 55 147 26.1
Malaysia 2.1 3.1 125 141 1.9 39 126 17.0
Mongolia 114 498 816 90.0| 215 178 417 37.8
Myanmar 8.1 5.7 135 245| 206 18.0 385 40.0
New Zealand 1.0 3.0 11.2 20.8 1.2 6.2 16.0 17.5
Pakistan 1.2 2.7 7.4 11.0 4.6 50 174 225
Philippines 0.8 1.7 111 12.2 1.4 2.3 8.4 13.0
Singapore 1.5 3.9 104 118 3.4 53 108 11.7
Taipei,China 3.1 151 34.3 383 0.6 3.9 126 15.6
Thailand 1.2 41 111 11.9 3.3 55 13.2 15.0
Viet Nam 0.3 106 105 11.8 0.2 9.0 24.0 32.0




Policy of promoting RMB
internationalization

A Rise of RMB
denominated
International
transactions i need
to maintain a stable
trading environment
by achieving a low
volatility vis-a-vis
against the RMB

{RMB bn)

700

500

200

100

RMB Cross-border Trade Settlement: China

IRMB settlement for services

RMB settlement for goods imports
IRMB settlement for goods exports
— RMB settlement for total trade

(RME bn)

Q2 2011:
RMB 597.3 bn
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Source: IMF (2012).
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IMF's classification of exchange rate
arrangements of East Asian economies,
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2. Do Bm’s Axshaagd 8ateE X C
Policies Track RMB Movements?

Frankel-Wel exchange rate regression
(1994)
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Previous findings from the simple
Frankel-Wel regression analysis

A Earlier findings for the pre-Asian financial crisis period

A Strong influence of the US dollar on East Asian currencies
during the period 1979-1992 (Frankel-Wei 1994)

A Later studies also arrive at the same conclusion (Kawai and
Akiyama 1998; Ogawa and Ito 2002)

A Findings for the post-Asian financial crisis period

A The US dollar standard broke down for a short period during
the Asian financial crisis, but was quickly re-established
thereafter (McKinnon and Schnabl, 2004)

A The finding corroborated by Benassy-Quere and Coeure
(2003)

A Except for a few US dollar peg economies (PRC and Hong
Kong), most East Asian currencies began to exhibit greater

exchange rate flexibility with a larger weight on the yen (Kawali
2007)



Frankel-Wel regression with RMB
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A Difficulty with this regression: High correlation between
the changes in the USD/CHF rate and changes in the
RMB/CHF rate due to the RMB peg to the US dollar
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Consequence of multicollinearity:
Examples



