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Abstract

In the context of economic and financial globalization, China, as a big develo-
ping country with fast economic growth, is playing a more and more important role
in the world economy, finance and trade. However, theoretically and realistically
speaking, it is undoubtedly critical that we should choose and design an exchange
rate regime that suits our economic development situation, thus enhancing our ca-
pability to withstand outside risks and economic impact.

In order to be adjusted to quick changes of the international situation, the Chi-
nese government launched a major reform on RMB exchange rate in July 2005.
China announced a 2% appreciation of RMB against US dollars and started a man-
aged floating exchange rate regime based on market demand and supply with a ref-
erence to a basket of currencies. In the last seven years, the flexibility of RMB ex-
change rate has been gradually strengthened with fluctuations, the appreciation of
which against US dollars has added up to over 30%. The task of reform on RMB
exchange rate regime, however, is far from finished, which has become a serious
issue that we have to face in the long term. There are different and even opposite
views on the choice of RMB exchange rate regime, its reform timing and path by
theoreticians and practitioners at home and abroad. Facing the urgent need and big
theoretical difference, it is of great value to look into and learn from the past expe-
rience in foreign exchange rate reform in combination with reality in our country,
thus pushing forward the reform on RMB exchange rate regime.

This dissertation breaks into four parts as follows:

The first paft is the preface that has the first chapter. This part introduces the
purpose and significance of choosing this topic. It also contains a summary of do-
mestic and foreign literature on the choice of exchange rate regime, methodology,
structure arrangement, innovation and features of the dissertation.

The second part introduces the main theories of the choice of exchange rate re-

gime, which is composed of the second and the third chapter. The choice of ex-
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change rate regime, in a broad sense, includes two aspects, fixing the exchange
rate level and stipulating the condition, the range and the way of exchange rate
modulation. The second chapter analyzes some of the representational theories on
exchange rate determination. The theories discussed here include purchasing power
parity, balance of payments decided by exchange rate, asset market approach,
Redux model, PTM model and etc.

The third chapter covers the development skeleton of the choice of exchange
rate regime and comparative analysis. On the basis of time sequence, we put in or-
der and review theories such as floating and fixed exchange rate, the optimized cur-
rency zone, economic structure, nominative anchor, credibility hypothesis, cur-
rency crisis and so on. On top of that, we make comparison on the practical choice
of exchange rate regime by different countries. The research shows that floating
exchange rate regime is still the major choice by developed countries whereas emer-
ging market economies choose to have “midway regime” and frequently regulate
exchange rate regime, thus leading to evident instability.

The third part includes the fourth chapter analyzing some interesting cases on
the transformation of exchange rate regime. The transformation process of ex-
change rate regime and experience as well as lessons in Poland, Thailand, Argenti-
na and Singapore are carefully studied, which explains, from a global viewpoint,
the path choice and costs of transformation of exchange rate regime. They are good
examples for China to draw on with regard to reform on exchange rate regime.

The fourth part is composed of chapter five, six, seven and eight, which
mainly discusses the choice of RMB exchange rate regime.

The fifth chapter analyzes the choice of RMB exchange rate regime in different
period from historical changes and development of RMB exchange rate determining
mechanism. In the meantime, the pressure source of RMB appreciation is deeply
examined, indicating that imbalance of domestic and foreign economy and continu-
ous double trade surplus as well as increase of endogenous comparative advantage
are the basic reasons of RMB appreciation. Cost and benefit analysis on RMB ap-
preciation is also done and a solution is given on rationality and limitation of ex-
change rate regime of a single peg on US dollars.

The sixth chapter establishes the choice model of Chinese exchange rate re-
gime. Based on previous research, we prove, through positive approach, that

RMB exchange rate regime should be regulated in the direction of more fluctuation
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and the exchange rate reform in 2005 was appropriate.

The seventh chapter analyzes the impact. of reform of RMB exchange rate re-
gime. In the last three years, great achievements have been made; nevertheless,
there are still problems to_be solved. First of all, this chapter shows new changes
in the trend of RBM exchange rate in a sense that exchange rate of RMB against
US dollars has broken away from one-way appreciation and shows itself a two-way
floating trend. Secondly, it discusses the impact of RMB exchange rate regime on
balance of payment and capital flow. Thirdly, the scale of Chinese capital flow is
calculated using positive approach with a conclusion that RMB appreciation is the
key factor affecting the inflow of international capital. Last but not least it summa-
rizes the achievements of exchange rate reform and the problems to be sorted out.

The eighth chapter provides policy suggestions and outlook on the choice of
RMB exchange rate regime. In the long term, with continuous upgrading of Chi-
na’s international status, we should seek for more reasonable exchange rate regime
and shake off the inequitable international exchange rate regime. The future RMB
ought to have an international status commemorate with its economic power and
play an important part in the diversified structure of international currencies.
First, relevant coordinated measures to steadily push RMB exchange rate regime
reform are provided. Secondly, analysis is done on the current inequality of inter-
national currency regime and non-adaptability of the choice of fixed exchange rate
regime and floating exchange rate regime. Finally the cooperative game in the opti-
mized currency area is explained, hence leading to “Asian Yuan”, which could be
the optimized currency zone plan to be chosen by China in the time to come.

The features and innovation of this dissertation are as follows:

1. From the viewpoint of the choice of exchange rate regime, we have a thor-
oughly detailed organizing of the exchange rate determining theory and the theory
of the choice of exchange rate regime.

2. Regimeatic research and analysis have been done on the choice of RBM ex-
change rate regime using positive approach with forward thinking.

3. The impact of RMB exchange rate reform in the last three years on econo-
my is deeply discussed. It points out that there is no évident long term relationship
between actual valid exchange rate and balance of payment, however, an excessive
one-off RMB appreciation may create lash on export oriented enterprises in China.

Therefore, the pace of appreciation should be regulated and deregulation of the
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constraint of liquidity and technology should be synchronized with appreciation.

4. Through case study on transformation and experience of the exchange rate
regime in the four emerging countries, we explain the path and its cost of the
change of exchange rate regime with a conclusion that great attention should be
paid to the synchronization of economic cycle between relevant countries while
choosing relatively fixed exchange rate regime. Moreover, there should be a bal-
ance between exchange rate regime and financial opening process. In other words,

the choice of exchange rate regime should follow the route of gradualism.

Key words: Choice of exchange rate regime; Reform on RMB exchange rate;

Currency Union; Choice of RMB exchange rate regime
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