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Renminbi Equilibrium Exchange Rate and China’s Exchange Rate

Misalignment: 1991-2004

Jianhuai Shi
(China Center for Economic Research, Peking University)

Haifeng Yu
(Asset Management Department, Hongta Securities Company Ltd.)

Abstract: This paper employs the so called behavioral equilibrium exchange rate model to estimate the
equilibrium real exchange rate of Renminbi and the exchange rate misalignment in China, which covers the period
from 199191 to 2004g3. The main findings of the paper are that (1) since 199494, Renminbi equilibrium
exchange rate has exhibited a steady appreciation, the main moving forces behind that are the fast productivity
growth within the manufacture sector and the rapidly enlarged net foreign asset position; and (2) that Renminbi
real exchange rate has been misaligned during most of the sample period, particularly, undervaluation occurred in
1992q2—1994q4 period, overvaluation occurred in 1995q1—1999¢2, and undervaluation has occurred again since
1999g3, which also has an enlarging trend since 2002g2. The paper also analyses the economic reasons and
policy implications of the findings.

Key words: Renminbi, equilibrium real exchange rate, exchange rate misalignment, behavioral equilibrium
exchange rate model
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0-1 VAR 2

-6 0-1 VAR 2
Ho 5% 1%
r=0** 81.38691 68.52 76.07
r<=1 44 54488 47.21 54._46
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r<=4 1.287372 3.76 6.65
Ho 5% 1%
r=0* 36.84203 33.46 38.77
r<=1 25.76338 27.07 32.24
r<=2 11.72775 20.97 25.52
r<=3 5.766379 14.07 18.63
r<=4 1.287372 3.76 6.65
5% 1%
-7 0-1 VAR 2
reer nfa tnt tot trade c
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(0.09711)*  (0.72147)  (0.41139)  (0.23264)

-0.12770  0.120164  0.023978  -0.105282  -0.220109
(0.05620

) (0.03380)  (0.01650)  (0.07345)  (0.09649)
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