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Abstract

In testing the short-run (J-curve effect) and the long-run effects of currency depreciation
on the trade balance many researchers have used either trade data between one
country and the rest of the world or between one country and another trading partner.
Both groups are said to suffer from aggregation bias. To reduce the bias, in this article
we consider trade data between one country (the US) and her trading partner (China)
disaggregated by commodity. We use imports and exports of 88 industries (2-digit and
3-digit classifications) and cointegration analysis to show that the trade balance of at
least 34 of the industries react favourably to real depreciation of the dollar. The J-curve
effect is detected in 22 industries. Furthermore, most of these industries that are

sensitive to currency depreciation are durable commodity groupings.
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Notes

1other studies that have used aggregate trade data to address different issues related
to the trade balance are Briguglio (1989), Tegene (1991), Vamvoukas (1999), Miljkovic
et al. (2000), Bahmani-Oskooee (2001), Dar and Amirkhalkhali (2003), Dutta and
Ahmed (2004) and Berument and Dincer (2005).

°See Rose and Yellen (1989, p. 58).

3Marwah and Klein (1996), Rahman et al . (1997), Bahmani-Oskooee and Brooks (1999)
and Kyereme (2002) are examples of other studies that used bilateral data.

4For an anlysis of the impact of value-added tax on trade at commaodity level see
Rousslang and Van Leeuwen (1990) and for the impact of antidumping policies on the
trade balance see Mah (2000).

>Unlike other four studies in the group, Brada et al . (1993) who used Johansen's
cointegration technique showed that there is at most one cointegrating vector among
the trade balance, real effective exchange rate, and income variables. However,
following Cheung and Lai (1993), when their trace and A-max statistics are adjusted,
cointegration disappears.

6Another body of the literature aims at estimating import and export demand functions
separately. Examples include King (1993), Alse and Bahmani-Oskooee (1995), Charos et
al . (1996), Truett and Truett (2000), Du and Zhu (2001), Love and Chandra (2005),
Agbola and Damoense (2005) and Narayan and Narayan (2005).

’Normalization is done by dividing estimate of A 4 by —A 1. The same is true of other

long-run estimates.
8For the list of industries see Table 1.

Two lags are imposed due to limited number of observations, i.e., 25. Note that Hakkio
and Rush (1991) have argued that cointegration is a long-run concept and requires long



spans of data rather than a large number of observations. Thus, 25 annual observations

are as good as 100 quarterly ones.

10These industries are coded in Table 2 or 3 as: 21, 61, 611, 64, 642, 65, 651, 656, 75,
751, 76,77,772,774, 775, 778, 87, 874, 88, 881, 885 and 893.

1170 provide additional and strong support for cointegration, we use estimates of A 1 — A
4 and form an error-correction term EC. We then replace the linear combination of the
lagged level variables by the lagged EC and estimate model (4) after imposing the
optimum lags. A negative and significant coefficient obtained for EC; —; will support
cointegration. These results are also reported in Table 2 and they do indicate that

cointegration is supported in all but four cases.

12More precisely, the dummy was positive and significant in industries numbered 05,
057, 51, 515, 516, 54, 551, 656 and 897. It was negative and significant in industries
21, 641, 642, 663, 692, 74, 764, 893 and 894.

Related Research Data

FINITE-SAMPLE SIZES OF JOHANSEN's LIKELIHOOD RATIO TESTS FOR COINTEGRATION
Source: Oxford Bulletin of Economics and Statistics

On the impact of trade openness on growth: further evidence from OECD countries
Source: Applied Economics

Estimation of J-Curves: United States and Canada

Source: Canadian Journal of Economics/Revue canadienne d économique
Intertemporal speculation, devaluation, and the ‘J-curve’

Source: Journal of International Economics

Determinants of United States' trade balance with Australia

Source: Applied Economics

Antidumping decisions and macroeconomic variables in the USA

Source: Applied Economics

The impact of a devaluation on the Maltese trade balance with special reference to the
price and income reversal effects

Source: Applied Economics

Trade flows, relative prices, and effective exchange rates: a VAR on Ethiopian data
Source: Applied Economics

Bilateral J-Curve between U.S. and her trading partners


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1468-0084.1993.mp55003003.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0003684032000129020&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F136248&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0022-1996%252889%252990059-7&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0003684011-0094437&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F000368400421048&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F758522550&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F00036849100000059&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fbf02708163&type=Scholix

Source: Weltwirtschaftliches Archiv

Cointegration: how short is the long run?

Source: Journal of International Money and Finance

Currency Contracts, Pass-Through, and Devaluation

Source: Brookings Papers on Economic Activity

The Exchange Value of the Renminbi and China's Balance of Trade: An Emp irical Study
Source: Unknown Repository

Devaluation and the J-Curve: Some Evidence from LDCs

Source: Review of Economics and Statistics

Is there a J-curve?

Source: Journal of Monetary Economics

Trade liberalization and industrial growth in Pakistan: a cointegration analysis
Source: Applied Economics

The effect of exchange-rate risk on exports

Source: Journal of Economic Studies

Co-integration and Error Correction: Representation, Estimation, and Testing
Source: Unknown Repository

Income effects on the trade balance in small open economies

Source: Applied Economics

Dynamics of the yen-dollar real exchange rate and the US-Japan real trade balance
Source: Applied Economics

Denomination composition of trade and trade balance: evidence from Turkey
Source: Applied Economics

Exchange rate sensitivity of Japan’s bilateral trade flows

Source: Japan and the World Economy

Testing export-led growth in South Asia

Source: Journal of Economic Studies

An empirical study of the foreign trade balance in China

Source: Applied Economics Letters

China's exchange rate and the balance of trade

Source: Economics of Planning

Nominal and real effective exchange rates of middle eastern countries and their trade
performance

Source: Applied Economics

The Functional Form of Import Demand: The Case of UK Motor Vehicle Imports, 1980-
90

Source: Journal of Economic Studies

Do devaluations improve or worsen the terms of trade?

Source: Journal of Economic Studies

Using a VAT to reduce the federal deficit: the consequences for US trade


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0261-5606%252891%252990008-8&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2534091&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3386%252Fw5771&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F1925980&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-3932%252889%252990016-0&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0003684042000206951&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252Feum0000000005428&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Foso%252F9780198283393.003.0005&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F000368400322750&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F000368497326868&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F00036840500109159&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0922-1425%252803%252900016-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443580510600913&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F135048599352781&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fbf01265668&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F00036840150203279&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443589310040396&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443589510099020&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F00036849000000060&type=Scholix

Source: Applied Economics

The twin deficits phenomenon: evidence from Greece

Source: Applied Economics

Time-series estimation of import demand functions for pulses in India
Source: Journal of Economic Studies

Bounds testing approaches to the analysis of level relationships
Source: Journal of Applied Econometrics

The J-Curve: a literature review

Source: Applied Economics

An empirical analysis of Fiji's import demand function

Source: Journal of Economic Studies

The demand for imports and economic reform in Spain

Source: Journal of Economic Studies

Flexible exchange rates and the J-curve: An alternative approach
Source: Economics Letters

DO DEVALUATIONS IMPROVE THE TRADE BALANCE? THE EVIDENCE REVISITED
Source: Economic Inquiry

Exports and industrial growth: a new framework and evidence
Source: Journal of Economic Studies

Linking provided by ScholeSgplorer

Related research @

People also read Recommended articles Cited by
51



https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F000368499323571&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443580510600922&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1002%252Fjae.616&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0003684042000201794&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443580510600931&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443580010326094&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0165-1765%252894%252900634-e&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1465-7295.1989.tb01169.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F01443589610106525&type=Scholix
https://scholexplorer.openaire.eu/

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

QSignmeup
O"M
i o ¥¢|

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions eTaonr&Francis Group

an informa business

Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

