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Introduction

» We examine the sensitivity of exports to the exchange rate

volatility over time and across countries.

» We analyze how the formation of GVCs has impacted this
relation and if there is a threshold effect of GVCs when

measuring the impact of the exchange rate on exports.

(Mattoo et al., 2012, Eichengreen and Gupta, 2013, Auboin and

Ruta, 2013, Eichengreen and Tong, 2015, Ahmed et al., 2015,
Cheng et al., 2016)




Variables and Data

» This analysis focuses on a panel of 27 emerging and

developing countries covering the period 2000-2014.

» Endogenous variable: Exports

» Control Variable: The GDP growth




Variables and Data

» Explicative variables:

Exchange Rate

The real effective exchange rate (REER)

Global Value Chains (method developed by Koopan et al(2010))

Forward Linkages (FL) is the value of
GV Cparticipation;;, = FL + BL inputs produced domestically 1n
country 1 embodied in sector j that are
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Backward Linkages (BL) is the foreign
value added content of imports in
gross exports.

This i1ndicator measures the relative
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time within the GVCs.




Empirical model

> We test at first the direct effect of Global Value Chains and exchange

rate volatility on exports using a dynamic panel model:

Vijt = &+ B1Yije-1 + B2REER;j; + P3GV Cijr + BsXije + & (1)

» We refine the analysis by introducing the key interaction term between
GVCs and REER indicator to detect, possibly, the presence of a
threshold effect of GVCs:

Yijt = @+ B1Yije—1 T B2REERj; + B3GVCjj + B4 GVCij  REER;5 + BsXije + €5 (2)




Empirical model

» The marginal impact of REER on exports is expressed as follows:

ayijt
= GVC;iy (3

» When (3, is negative, the marginal impact of the exchange rate on
exports 1s more negative at a greater level of GVCs.
When (3, is positive, the greater level of GVCs will reduce the

negative impact of exchange rate on exports.

» The threshold value of GVC 1s expressed as follows:

oV : _
Yijt  _ 0 & B, + B4GVCijy = 0 & Threshold GVC = % (4)
4
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Results

The three first columns are the estimation for the equation (3) and the

two last columns are for equation (4).
Table: Real exchange rate, global value chain and export
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Results

» The estimation results with the System GMM method of the two
specifications of equation (1) and equation (2) to test the interaction between

the exchange rate and global value chains validate the presence of the
threshold effect.

»  Without GVC participation, the REER impact on export is (-0.019), therefore
on average the GVC participation reduces this negative impact by
approximately 16 percent. (0,16=0,018*0,1721/0,019 (an average of
GV Cparticipation is 0.1721)).

‘I‘he GVCs can reduce the negative impact of exchange rate on exports.




References

» Mattoo et al., (2012). Spillover Effects of Exchange Rates: A Study of the
Renminbi. Research Department , IMF Working Paper, WP/12/88.

» Eichengreen and Gupta, (2013). The Real Exchange Rate and Export Growth:
Are services different? Policy Working Paper Series 6629, The World Bank.

» Auboin and Ruta, (2013). The Relationship Between Exchange Rates and
International Trade: A Literature Review. World Trade Review, 12(03), 577-
605.

» Eichengreen and Tong, (2015). Effects of Renminbi Appreciation on Foreign

Firms: The Role of Processing Exports. Journal of Development Economics,
116(2015), 146-157.

» Ahmed et al., (2015). Global Value Chains and the Exchange Rate Elasticity of
Exports, Strategy. Policy and Review, IMF Working Paper, WP/15/252.

Cheng et al., (2016). Rethinking the exchange rate Impact on Trade in a
' lobal Value Chains. International Economic Journal, 30(2), 204-




