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|| ABSTRACT
]

China’s recent rapid export growth and accumulation of
international reserves have generated considerable interest in
modeling the determinants of the RMB. RMB foreign exchange
rate arrangement, foreign exchange rate generative mechanism
and foreign exchange management systems constitute RMB
Foreign Exchange Rate Mechanism, Exchange rate arrangement
forms the basic {framework of exchange rate while exchange rate
generative mechanism represents the forms for effectively
realizing reasonable exchange rate systems. Since the unification
of exchange rates in 1994, the Chinese government has
implemented the market-oriented, unitary and managed floating
exchange rate. After the Asian financial crisis, RMB exchange
rate evolved into a De facto dollar-pegged mechanism. However,
after 1999 IMF categorized China as a member of the single-rate
dollar-pegged exchange systems. Under the context of this
system, the monetary policy doesn’t come into effect in terms of
the so-called “Mundell’s Incompatibility Triangle” amplified on
by MF Model. Our country’s current economic environment does
not completely comply with the presumptive conditions of the

classic M-F Model. As a consequence, the monetary policies are
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still effective. But as the reform of our country’s socialist market
economy pushes ahead, the economic environment will increasingly
tally with presumptive conditions of the classic M-F Model.
Viewed from the medium-term and long-term standpoints, our
country shall further deepen the RMB exchange rate system, and
explore and improve the generative mechanism of the RMB
exchange rate in accordance with the economic development
level, economic operative conditions and international balance of
payments.

Equilibrium Exchange Rate is one of the core problems in
exchange rate theory and is the main subjective foundation which
determines whether the substantial exchange rate level is
maladjusted and whether it necessitates the adjustment of
exchange rate. As early as 1963, Trevor Swan and his colleagues
defined the equilibrium exchange rate as a long-term exchange
rate in proportion to the micro-economy. Following Trevor
Swan’s train of thought, in 1994 John Williamson first put
forward Fundamental Element Equilibrium Rate (FEER) Model
which could be used for demonstrative analysis and for
calculation of the equilibrium exchange rate of the main western
currencies, such as, U, S. dollars, Japanese yen, Deutsche Mark,
French franc and pound sterling, etc. And in 1998 Clark while
Macdonald advanced Behavioral Element Equilibrium Rate
(FEER) Model to demonstrate colorful density, and conducted
demonstrative analysis of the exchange rate fluctuations of
Japanese yen, U. S. dollar and Deutsche Mark. And in 1989 and
1994 Edwards composed the Real Effective Exchange Rate Model

with respect to developing countries. On that basis, Elbadawi,
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in 1994, estimated the equilibrium exchange rates of Chile,
Ghana and India in a condensed manner.

Natrex model Exchange Rate theory, brought forward by
Mr. Jerome L. Stein in a systematic way in 1994, refers to the
long-term and medium-term actual exchange rate which is
determined by the substantially basic economic elements, and
with which balance of international payments is brought in
equilibrium. And it is a dynamic equilibrium exchange rate
demonstrated with strong exemplification. Under the context of
fast capital flow, some economic essentials like frugality, labor
productivity and capital intensity and overseas net liability
exercise a strong impact on the needed long-term capital influx,
thus remodeling NATREX. The kernel of NATREX mainly
consists of a group of the general equilibrium models, namely,
effective equilibrium exchange rate determined by rationality and
the optimized behaviors, which provides logical economic
judgments of economic data, Thus far, NATREX has been
successfully applied to many different economies to identify and
stimulate the fundamental economic elements that affect the
equilibrium exchange rate.

Much of the existing literature has focused on the valuation
of the real effective exchange rate to its equilibrium in the
framework of a behavioral approach. The research deals with the
RMB maladjustments as the main thread since the beginning of
the reform and opening in 1978 and puts forward NATREX
suitable to the Chinese economy by adopting a series of
coordinated analytical methods and H-P Filtration econometric

analytical means, such as, Engle-Granger’s two-step method,
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Johansen’s maximum likelihood estimate, based upon the comparative
research on equilibrium exchange rate and NATREX theories.
On that basis the author advances some policy-making proposals
and supporting measures for further upgrading RMB exchange
rate generative mechanism and reforming RMB exchange rate
system by calculating and analyzing the maladjustment of RMB
exchange rate and dwelling on the trend of RMB free convertibil-

ity, regionalization and internationalization.
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