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Real External Wealth Labor Productivity and RMB Real Exchange Rate:
Empirical Study Based on Intertemporal General Equilibrium Theory

Zhao Wenjun' and Yu Jinping’

(1: School of Economics Shenzhen University; 2: School of Economics Nanjing University)

Abstract: Based on an intertemporal general equilibrium model using Johansen cointegrating technique and Granger causality test this
paper investigates the relations between China’ s real external wealth terms of trade labor productivity and RMB real exchange rate from
1981 to 2009. Empirical test shows that in the long run increasing quickly in China’ s real external wealth leads to RMB real
appreciation significantly. Relative Labor Productivity of China’ s tradable sector is related to RMB real exchange rate positively. But
relative labor productivity of foreign tradable sector is related to RMB real exchange rate negatively. Net effect of labor productivity on
the RMB real exchange rate is weak. There is no causal relation between China’s terms of trade and RMB real exchange rate. In the
short run the relationship between China’ s real external wealth and RMB real exchange rate is same as the long — run relationship.
Key Words: Real External Wealth; Labor Productivity; RMB Real Exchange Rate; Intertemporal General Equili — brium Theory
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