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On The Trend of RMB Exchange Rate and the

Policy Choice of Chinese Central Government
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Abstract: Exchange rate of RMB to US dollar depreciated three times respectively in August and December,
2015 as well as in January, 2016. There are different guesses about the trend of RMB exchange rate. The causes
of depreciation of exchange rate of RMB to US dollar are as follows: first, US dollar index has been rising since
March, 2015, but exchange rate of RMB to US dollar is stable. This means that exchange rate of RMB to US
dollar is overestimated. Second, capital outflows from China constantly. There is pressure of depreciation for
exchange rate of RMB to US dollar. Third, foreign exchange speculation takes place in offshore and onshore
markets. Pressure of depreciation for exchange rate of RMB to US dollar has been increased. The economy of
United States is in the condition of slow recovery. Capital still flows into the United States. US Federal Reserve
System is likely to continue to raise federal fund rate. US dollar is likely to remain strong. On the other hand,
China’s economy is in the process of transformation of economic development fashion. Growth rate of gross
domestic product declines year by year. Macro-economy of China is not good. In these conditions, people will
have speculation about depreciation for exchange rate of RMB to US dollar. For these reasons, exchange rate of
RMB to US dollar will depreciate to a certain extent. But gross domestic product of China grows at a medium
speed. Macro-economy of China is not bad. On the other hand, the current account of China is still surplus.
Foreign exchange reserve of China is about 3,300 billion. External debt of China is not heavy. For these reasons,
exchange rate of RMB to US dollar will not depreciate substantially. RMB is in the process of modernization.
Fluctuation of exchange rate of RMB to US dollar is a normal phenomenon. It is not necessary to panic about
recent depreciation for exchange rate of RMB to US dollar. The main question is how to guard against speculative
attack of international capital. First, Chinese central government should implement more flexible exchange rate
system. The more exchange rate of RMB is near equilibrium rate, the more attack of international capital on
exchange rate of RMB will not happen. Second, Chinese central government should maintain control of foreign
exchange to a certain extent. But it is not necessary to levy Tobin Tax to avoid extra expense of enterprises.
Third, Chinese central government should punish underground banks to avoid frequent flow of hot money
by underground banks. Fourth, Chinese central government should intervene foreign exchange market to keep
relative stable exchange rate of RMB if attack of international capital on exchange rate of RMB happens.
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