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Sectoral Linkage and Real Effective Exchange Rate:

Theory and Evidence from China

Su Qingyi; Ma Yingying

Abstract: This paper builds sectoral linkages within the Bayoumi et al. (2013) model to measure the
real effective exchange rate (REER) at the sectoral level. Tt then divides the impact of sectoral linkages on
REER into static and dynamic mechanisms, price and weighting channels, and global and domestic value
chains. Based on this framework, the paper applies the model to measure the RMB REER using data from
the World Input-Output Database (WIOD). The results of the study show that static and dynamic mecha-
nisms, price and weighting channels, and global and domestic value chains are of extreme importance, and
that changes in sectoral linkages are a clearly significant source for a change of RMB REER. Between 2005
and 2011, the RMB REER appreciated by 8.36% , but if other conditions are considered unchanged,
changes in sectoral linkages depreciated the renminbi by 28.73% . This suggests that changes in sectoral
linkages slowed the pace of RMB appreciation. This paper also examines the two effects of the price chan-
nel, and quantitatively analyses the impact of changes in the domestic value chain on RMB REER.

Key words: real effective exchange rate (REER), global value chains, sectoral level, input-output
table, value-added exports
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