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The Future Reform of RMB Exchange Rate Regime and Its

Constraints

Abstract: The future reform of China's exchange rate regime should not seek to “free
floating” too fast. It is necessary to re-examine the significance of exchange rate stability from the
perspective of stabilizing growth of foreign trade and economic development. Developing
countries are less tolerant of exchange rate fluctuations, unable to form a reasonable, stable and
equilibrium exchange rate on their own, which are important constraints of the exchange rate
regime reform. Due to uncertainties in the process of institutional transformation, growth and
stagnation in long term economic cycle, and passiveness of exchange rates fluctuation, free
floating of exchange rate in developing countries is likely to become excessive fluctuation, which
is detrimental to real economy and financial stability. The idea of floating as soon as possible may
overstate the benefits of exchange rate floating, and "fear of floating" is plausible to some extent.
Future exchange rate regime reform needs to clarify those constraints, cooperate with other
relevant policies and proceed steadily.

Key words: RMB, Exchange Rate Regime Reform, Developing Countries, Excessive

Fluctuation
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