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ABSTRACT

Currently, international trade and exchange rate risk is an issue of utmost
importance for the economic development of Yunnan Province. Linear correlation
analysis method is the most commonly used correlation analysis method, but this kind
of method can only analyze a linear situation of the correlated variables. Therefore we
attempted to use the ARMA-GARCH, Static Copula, Dynamic Copula, GARCH-Vine
copula models to analyze the dependence structure among the value of imports and
exports with exchange rate on the economic development of Yunnan Province in this
research.

From the first case, we used the dynamic copula-based GARCH models to
evaluate the dependence structures between the total value of imports and exports of
the Yunnan Province with exchange rate based on monthly date. We find that the

Clayton copula exhibits a better explanatory ability than other dependence structure.
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The results showed that the latent parameter vy, is significant and displays that
the latest return information is a meaningful measure between the monthly total value
of imports and exports with exchange rate. In the second case study, we attempted to
use the static and dynamic copula-based GARCH model to analyze the dependence
structure between the value of imports and exports of the Yunnan Province with
exchange rate. The results showed that the latent parameter y. is significant and
displays that the latest return information is a meaningful measure between the
monthly value of imports and exchange rate in Gaussian dependence structure and we
find that the Gumbel dependence structure has a positive relationship between import
and exchange rate. In the third case, we attempted to use GARCH-Vine copula model
to analyze the dependence structure between the value of imports and exports with
exchange rate on the economic development of Yunnan Province. In the Clayton
copula that there is a strong significant correlation on Csg2 in the C- vine, as when
industrial added value and exchange rate decrease, the demand of goods and imports,
the production and exports will decrease too. In D-vine, we conclude a strongly
significant correlation copula in exports-imports in the Clayton copula.

All in all, international trade plays a pivotal role in the economic growth of
Yunnan province. There existed a widely held belief in the role of the government via
its trade policies in fostering the economic growth of the country. On the other hand,
exchange rate is a key determinant when it comes to international trade; China’s
exchange rate reform and the continued appreciation of the RMB will bring many
problems to the international trade enterprise in Yunnan Province. Therefore, the
Yunnan government should establish correspondingly effective international trade

policies, to circumvent exchange rate risks on international trade.



