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Abstract

International financial crises highlighted the problems of the
international monetary system. With dollar standard and exchange rate
floating, dollar quantitative easing policy further buried a weak
dollar and inflation risks. Emerging market economies are suffering
from the pressure of hot money inflows. The countries’ asset security
with large reserves is seriously threatened. How to offset the dollar’s
trap? From a strategic level as soon as possible, building effective
and symmetrical responsibility between creditor and debtor countries
under the framework of a stable international monetary system is
imminent. Especially under flexible exchange rates, the establish -
ment of a stable international monetary system recovery, which in
turn requires a fundamental change in the way of thinking of global
economy. Although the dollar standard due to the global financial
crisis challenged, the dollar—dominated world currency pattern may
not change in the near future. China’s core strategy for international
money might not to seek to change the international monetary
system, but to make concerns based on own needs, which
effectively promote RMB internationalization, and at the same time,
to ensure domestic financial systems and asset pricing system keep
from major shocks in the long run. In Post—crisis era, how to find a
new engine of international growth for Chinese economy and create
more effective exchange rate regime, thus making China more actively
and effectively involved in the governance structure of the current
international monetary system reform is of great strategic significance

and has become the most important one of the major topics.
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This study is focused on China’s participation in the international
monetary system reform and its exchange rate condition. Through the
following sections: Issues raised—International macro—finance development
and exchange rate dynamics in dollar standard—Multi currency exchange
rates macroeconomic conditions between China and the international
monetary system—>Dynamic analysis on RMB’s equilibrium real exchange
rates, which are organized logically. From the perspective of
exchange rate, this book analyzes the development of international
monetary system, the micro—behavior currency options and macro monetary
conditions of the multi currency system, and the RMB exchange rate
dynamic management under the currency game strategic decisions.
Layer—by—layer promoting and expanding the intension and extension
of relevant core concepts, the book combines system analysis and
factor analysis, through technical economics, theoretical modeling,
empirical research and policy suggestions, and also provides some
policy recommendations on the international monetary system reform
and RMB exchange rate dynamics.

From the perspective of “impossible trinity” , we analyze the
evolvement of the international monetary system, and its movement
from the dollar standard to the multi—polarity system transition. Based
on two—country model portfolio analysis, we identify what might be
the consequences for exchange rate fluctuation, reserve assets
competition and macroeconomic discipline. Combined with the dollar
and RMB exchange rate empirical and theoretical facts, from the
perspective of the East Asian currency in the international monetary
system, we analyze the multi currency system’s game strategic
decisions of internal restriction mechanism, and the dynamic
management of RMB exchange rate fluctuations, and put forward
policy suggestions to the reform of international monetary system and
the RMB inter—nationalization for post crisis era. From the aggregate
supply and aggregate demand perspective, we analyze the macro—

economic conditions for the micro—economic, introduce difference

. D .
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factors of domestic and foreign relative monetary structure, and make
three margins expansion analysis of equilibrium real Exchange rate.
As for China’s economic transition and capital account control, we
sum up the key factors, as the real exchange rate’s main
determinants, and with the help of cointegration test and dynamic
analysis, the study presents a framework, under which the RMB
real exchange rate misalignment is not serious. As for the equilibrium
nominal exchange rate, we construct a “ backward —looking” and
“forward —looking” analysis framework. Starting from the analysis on
microeconomic subject in the foreign exchange market, the study
analyzes the interconnectedness between the RMB nominal exchange
rate and money supply liquidity under balanced conditions, and
estimates the RMB equilibrium exchange rate in the short and
medium term. On this basis, the macroeconomic conditions of foreign
economic micro—units’ behaviors are further solved. Exchange rate
misalignment and the RMB exchange rate risk premium are used to
assess the coordination pressure between monetary policy and exchange
rate policy.

This book shows that it is significant to keep RMB exchange rate
stable in a reasonable and balanced band for RMB internationalization.
The empirical analysis results show that the RMB nominal exchange
rate has been close to its equilibrium level, but the policy
coordination is more urgent. On the basis of cointegration and
dynamic regression analysis, in recently, REER has already come to
its equilibrium level. So we should be careful with appreciation of
RMB REER. In the post —crisis era, under the shock of dollar
quantitative easing monetary policy shocks, the central bank should
coordinate monetary policy and exchange rate policy, and promote

the RMB exchange rate market—oriented processing.

Key Words: International Monetary System; Exchange Rate
Dynamics; RMB Exchange Rate; RMB Internationalization
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