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ABSTRACT

Since 1990s, transformation of exchange rate regime concomi-
tance with currency crises has led to international financial system tur-
bulence. Free international monetary system enhances freedom choice
of exchange rate regime, on the other hand, it leads to uncertainty of
exchange rate regime choice. Exchange rate regime is important part of
financial regime and extending path from domestic finance to interna-
tional finance. The choice of exchange rate regime influences sustain-
able and balanced development of national economy. Whereas a series
of lessons of financial crises, how to exit actual exchange rate regime
and accomplishing transformation of exchange rate regime are new field
of study on international exchange rate regime. Choice of exchange
rate regime is a key to avoid currency crises for developing and transi-
tion countries. Since reform and open, step to global economic system
of China has been accelerated, and RMB exchange rate has been key
factors affecting economy development of China. On July 21, 2005 the
People’s Bank of China announced that starting from July 21, 2005,
China will reform the exchange rate regime by moving into a managed
floating exchange rate regime based on market supply and demand with
reference to a basket of currencies. The New reform redefined the ad-

justment gist of RMB exchange rate in the future, which takes an im-

.1-



ICHEBERR. %, SRS

portant step towards transformation of exchange rate regime from

“fixed” to “floating” .

This book researches transformation of exchange rate regime from
efficiency, equilibrium and credibility and analyses the exit strategies
and reform path of RMB exchange rate regime. According to the re-
search ago, there were plenty of studies about exchange rate regime
and equilibrium exchange rate. However, the study about correlation
between them was bits and pieces, especially from the point of effi-
ciency, and study on transformation of exchange rate regime from equi-
librium faith was even rare. This book analyses exchange rate regime
from efficiency faith and equilibrium faith, this is to say that efficient
exchange rate regime makes main body having different benefit find
equilibrium point to realize the max-benefit, and it needs a equilibri-
um price, namely equilibrium exchange rate to attain equilibrium of
interior and exterior economy and promote economic growth. During
the course of transformation of exchange rate regime, the credibility of
government can bring long-term benefit and improve the validity of pol-
icy. According to above idea, this book studies the hidden trouble and
improving way from the perspective of the arrangement of regime and
policy, with transformation of exchange rate regime and their coordina-
tion as a main logic theme, to put forward advice to the reform of RMB
exchange rate regime. This book has eight chapters, and the main con-
tent of the whole book is structured as follows:

Chapter 1, introduces bankground, thinking and method of this
book, and defines the basic concepts used in the book.

Chapter 2, reviews and summarizes the theory of exchange rate
determination and exchange rate regime, including Marx’s theory of

exchange rate, theory of purchasing power parity and interest parity,
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all kinds of theory of exchange rate determination and so on. With
high frequency financial crises, some new theories are regarded from
the sustain-ability and keeping away from risk, theory of exchange rate
regime is always the important study field of international financial the-
ory. All these theories provide theory base to study transformation of
exchange rate regime and exit path.

Chapter 3, sets up min-loss model of government and min-cost
model of central bank to study the mechanism of transformation of ex-
change rate regime, which based on comparing fixed exchange rate re-
gime to floating exchange rate regime. The factors influencing the
choice of exchange rate regime include macro-economic targets, unem-
ployment fluctuation, external impact, government preference and so
on. The mechanism of transformation of exchange rate regime for cen-
tral bank lies on making a decision between independency of monetary
policy and capital control to choose exchange rate regime to obtain
min-loss, and the weighting between capital floating and independency
of monetary policy is endowed by central bank decides the choice of
exchange rate regime.

Chapter 4, researches the relation among exchange rate regime,
equilibrium price, equilibrium exchange rate, efficiency and economic
growth from the perspective of the theory of equilibrium exchange rate.
Based on the theory of equilibrium exchange rate, this book sets up
the model of RMB equilibrium exchange rate to analyse the equilibri-
um exchange rate of RMB by demonstration research using annual data
as stylebook from 1980 to 2003 , such as unit root test, cointegration
and error correction model. According to result of demonstration this
chapter analyses the influence of term of trade, open, fiscal policy,

monetary policy and foreign exchange reserve to real effective exchange

.3.
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rate of RMB.

Chapter 5, explains transformation of exchange rate regime from
the perspective of efficiency faith and equilibrium faith. The chapter
analyses the relation between exchange rate regime and economic effi-
ciency and correlation between interior equilibrium and exterior equi-
librium, and the cross point of interior equilibrium and exterior equi-
librium. And draws that equilibrium exchange rate can realize interior
equilibrium and exterior equilibrium and efficiency by Swan-Diagram.
In the end this chapter analyses the cost and influence to macro-econo-
my of misalignment.

Chapter 6, draws some conclusions about exchange rate band and
choice of exchange rate regime according to game analysis between
government and speculator and demonstrates the influence of govern-
ment credibility on choice of exchange rate regime and exchange rate
band. Since information is anisomerous, credible government and op-
portunistic government choose different exchange rate regime faced
with attack of speculator, which government holding good credibility
may establish longer-range target. The chapter researches the credibil-
ity of RMB exchange rate policy and draws the index and trend of
credibility of exchange rate policy based on simulation of theory mod-
el, and studis the positive effect and reason of high credibility of ex-
change rate policy.

Chapter 7, reviews the international financial system from gold
standard to gold exchange standard, from pegged exchange rate regime
to currency board, and to floating exchange rate regime. Transforma-
tion of exchange rate regime is inevitable for developing and transition
countries, which their economic entironment has changed because of

the effect of capital floating, investment diversity, open international
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trade, regional trade and inflation rate. The diversification of economic
entironment affects the practice of exchange rate regime in developing
and transition countries. Because transformation of exchange rate re-
gime is a dangerous course, different countries for example Poland,
Thailand, Singapore choose different path of transformation and gain
different result.

Chapter 8, analyses the reform and feature of RMB exchange rate
regime since 1980°s, firstly. The new reform of exchange rate regime
beginning from July 21, 2005 not only affects monetary policy, finan-
cial system and so on, but it induces the transition of exchange rate
mechanism. However transformation of exchange rate regime is com-
plicated and systemic project, and has many hidden dangers. Then,
the chapter analyses the new exchange rate regime from micro-efficien-
cy and macro-efficiency, interior equilibrium and exterior equilibrium,
and credibility of exchange rate policy. In order to perfect this project
some accessorial measures must be put forward based on effective for-
eign exchange market and marketization of sale and purchase of foreign
exchange.

We can find some innovations from this book. Firstly, this book
researches the transformation of exchange rate regime from efficiency
faith equilibrium faith and credibility for the first time, which is a new
starting point. Secondly, this book discusses transformation of ex-
change rate regime and reform of RMB exchange rate regime from per-
spective of equilibrium exchange rate theory, which is a new view.
Thirdly, this book extends the equilibrium exchange rate theory of Ed-
wards and analyses equilibrium exchange rate of RMB by demonstra-
tion based on unit root test, cointegration and error correction model.

Fourthly, in order to explore the common rule among relevant interest
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agents in game from, this book sets up theoric model to analys the
game between policy maker and speculator, which is previous idea.
Finally, this book explains transformation of exchange rate regime from
economic point and puts study on exchange rate in a new dynamic
frame of economics and finance logicly, which is a innovation of meth-

odology.



