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Primary Commaodity Prices and the Real Exchange Rates under

Globalization

Yuan Zeng-ting

Abstract: In the latest round of globalization, the international real exchange rate system and
the primary commodity markets displayed a special linkage. The analytical framework presented
in this paper shows that since 2002 the international commodity markets are an epitome of global
economic restructuring, and thus is an important driving factor of exchange rate adjustment.
Under the productivity impact caused by the international transfer of industrial capital, the real
effective exchange rate of one country is determined by the productivity differences and the
adjustment process of domestic trade and non-trade sectors, as well as between domestic and
foreign trade sectors. The Granger causality test further shows that the international exchange rate
system, to some extent, is predetermined by primary commodity prices, not the inversion of cause
and effect as generally thought. Above analysis provides new clues and inspiration to research the
international exchange rate dynamics and exchange rate management.

Key Words: Globalization, Primary Commodity, Real Exchange Rate

10



