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Abstract

Purpose — This paper analyzes the influence of the RMB inter-
nationalization on the KRW/dollar exchange rate using an autore-
gressive distributed lag model. Comparing the parameter estimators
from the sample period before and after the global financial crisis,
we found that the RMB/dollar exchange rate has increasingly become
more influential on the KRW/dollar exchange rate. Moreover, for the
past several years, the Chinese government has actively utilized the
financial service FTA negotiation as a measure for the RMB
internationalization. This paper simultaneously considers RMB inter-
nationalization —and  financial  service  negotiations in  the
Korean-Chinese FTA. The purpose of this paper is to explicitly sug-
gest a direction for the financial service negotiations in the Korean-
Chinese FTA considering the effects of RMB internationalization.

Research design, data, and methodology — The research plan of
this paper has two parts. First, for an empirical study, this paper uses
the daily exchange rate of the U.S. dollar against the currencies of
the ASEANS, Taiwan,and Korea. By using an autoregressive dis-
tributed lag model, this paper studies the influence of the change in
the RMB/dollar exchange rate on changes in the local currency/dollar
exchange rate in seven economies neighboring China. Our sample pe-
riods are 06/2005 — 07/2008 and 06/2010 —02/2013. During these pe-
riods, China was under the multi-currency basket system. We ex-
empted the period of 082008 — 05/2010 from the analysis because
there was nearly no RMB/dollar exchange rate fluctuation during
those months. Second, after analyzing the recent financial service lib-
eralizations and deregulations in China, we recommend a direction for
the financial service negotiations in the Korean-Chinese FTA. In the
past several years,the main Chinese financial policy agenda has sur-
rounded the RMB internationalization. Therefore, it is crucial to un-
derstand this in the search for strategies for the financial service ne-
gotiations in the Korean-Chinese FTA. This paper employs an exist-
ing literature survey and examines the FTA protocols in its research
methodology.

* First Author, Assistant Professor, School of Business, Kyungil
University, Korea.

** Corresponding Author, Assistant Professor , Department of Finance
and Securities, Kyungil ~University, 50 Gamasilgil Hayangup
Gyeongsan Gyeongbuk Korea, 712-701, E-mail: triheven@daum.net,
Tel: +82-53-850-7454.

Results and Conclusions — After the global financial crisis, the
Chinese government wanted to break away from the dollar influence
and pursued independent RMB internationalization in order to con-
tinue the growth and stability of its economy. Hence, every neighbor-
ing economy of China has been strategically impacted by RMB
internationalization. Nevertheless, there is little empirical study on the
influence of RMB internationalization on the KRW/dollar exchange
rate. This paper is one of the few studies to analyze this problem
comprehensively. By using a relatively simple estimation model, we
can confirm that the coefficient of the RMB/dollar exchange rate has
become more significant, except in the case of Indonesia. Although
Korea is not under the multi-currency basket system but under the
weakly controlled floating exchange rate system, its coefficient ap-
pears as large as that of the ASEANS. This is the basis of the cur-
rency cooperation that has grown from the expansion of trade be-
tween the two countries. These empirical results suggest that the
Korean government should specifically consider the RMB internation-
alization in the Korean-Chinese FTA negotiations.

Keywords FTA, Financial Service, Exchange Rate, RMB
Internationalization.
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