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China’s Exchange Rate Regime with Reference to Currency
Basket : Theoretical Framework and Empirical Analysis

Chen Fengxian' *

(1.School of Finance, Capital University of Economics and Business, Beijing 100070, China ;2.Academy
of Financial Risk Research , Capital University of Economics and Business,» Beijing 100070, China)

Abstract; Words vs. deeds problem is common in exchange rate regime selection field,
which also becomes the main excuse of US’s blaming China for currency manipulation.
Based on a generalized exchange rate regime identification framework, this paper uses
time-varying coefficient model to identify exchange rate regime actually implemented in
China from 2000 to 2013. It arrives at the following conclusions: before the exchange rate
regime reform in 2005, China carried out a strict dollar pegged exchange rate regime; then
it implemented the floating exchange rate regime with reference to the currency basket,
namely BBC regime focusing on an exchange rate basket, volatility range and crawling
speed. USD accounts for 91% weight in RMB exchange rate basket and shows a V-shape
change;other currencies such as the Euros, Singapore dollars, Rubles also account for a
significant share in some stages in currency basket; after 2008, currencies in RMB ex-
change rate basket are usually the " $ 4+ x" binary combination and the selection of curren-
cy x by monetary authorities is in accordance with the reduction in the whole volatility. In
general, RMB exchange rate flexibility presents a A-shape change taking July 2010 as the
boundary; RMB is entering an appreciation channel since July 2005, but its crawling speed
shows a V-shape change taking March 2009 as the boundary.

Key words: RMB; exchange rate basket; currency weight; institutional flexibility;
crawling speed
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