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A General Equilibrium Model and China’s Empirical Analysis of
Export Tax Rebate Trade Surplus and Foreign Exchange Reserve

Tong Jinzhi Zhao Chuan and Sun Jian

( Department of Public Economics Xiamen University)

Abstract: In this paper a simple large-country open economic general equilibrium model is built to study the dynamic
change process of foreign exchange reserve from short—run equilibrium of trade surplus to long—run equilibrium of trade
balance on the basis of which the effect of decreasing the export tax rebate on the long—un stock of foreign exchange
reserves is quantitatively analyzed. Research finds that decreasing the export tax rebate is helpful to reduce the trade
surplus and the increments of foreign exchange reserves in the short term but the long—+un effectiveness is closely related to
the price elasticity of the exports. Only by decreasing the export tax rebate rate of commodity with price-elasticity can the
long—run stock of foreign exchange reserves be effectively lowered compared with the time before decrease. Otherwise it
may has counterproductive results. The conclusions of the theoretical model are well supported by the empirical analysis of
Chinese data. Because of the inelasticity of China’s export products Chinas recent export tax rebate policy reform has
increased the stock of foreign exchange reserves to some extent in the long term. Hereby some recommendations are
proposed for China’s policy choice.
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