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International Purchasing Power Parity and Simplified
Net Export Function: Empirical Study on China

CHEN Xue-xin

(Hezhou Municipal People’s Government ,Guangxi Zhuang Autonomous

Region s Hezhou 542800 ,China)

Abstract: From the angle of international exchange value, this paper
studies the connotation of the law of one price, and puts forward the theory
of international purchasing power parity. Then it proves that international
purchasing power parity is the equilibrium exchange rate in the strict sense.
In 2009, RMB tradable goods purchasing power parity was 6.70 Yuan/USD
and international purchasing power parity was 5.49 Yuan/USD. The latter
can be taken as a reference for the equilibrium level of RMB exchange rate.In
addition, this paper simplifies the net export function, and arrives at the fol-
lowing main conclusions: firstly, owing to the deterioration in net barter
terms of trade and J-curve effect, the trade surplus in China increases by a
big margin in recent years; secondly, the primary task at present is the im-
provement of net barter terms of trade in China in order to raise internation-
al purchasing power parity, rather than the adjustment in RMB exchange
rate.

Key words: purchasing power parity; international purchasing power
parity; exchange value; net barter terms of trade; net exports function
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