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Market Structure and Real Exchange Rate

——A Theoretical Model and an Empirical Analysis
on RMB/dollar Real Exchange Rate

E Yong-jian

(Bank of Communications s Shanghai 200120, China)

Abstract: Based on a dynamic general equilibrium model between two
countries with the assumption of monopoly competition, the paper analyzes
the effect of the change of market structure on real exchange rate. The re-
sults show that the increase of market — monopoly level both in domestic
tradable and non— tradable sectors results in real appreciation of home cur-
rency, while the increase of market-monopoly level both in foreign tradable
and non-tradable sectors leads to real depreciation of home currency. The
empirical analysis on the relation between RMB/dollar real exchange rate
and market-monopoly levels both in China and USA basically verifies these
results. Therefore, the paper suggests that the present pressure of RMB ap-
preciation could ease off by ways of reorganizing., developing private-owned
enterprises and introducing foreign firms, which bring in competition and re-
duce monopoly.

Key words: real exchange rate; market structure; tradable sector; non-

tradable sector
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