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Relative change of unit labor costs in China’s manufacture sector and its
impacts on RMB’s exchange rates (1978-2006) ------ The RMB exchange
rate controversy from the Balassa-Samuelson effect perspectives

Abstract: The paper measures and compares the changes in wage and unit
labor cost in manufacturing sector between China and 13 OECD countries. The
results indicate that the Chinese unit labor cots had been increased sharply in relative
terms by more than 2 times during the initial state of China’s post reform period
through the mid-1990s, and declined persistently by about 30 per cents over the
recent decade or so. The evidence helps to explain the persistent depreciation of the
RMB exchange rate in the early period, and gradual building-up of the appreciation
pressure underpinned the RMB exchange rate controversies in recent years.
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