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Does RMB Exchange-rate Regime Reform Affect the
Effectiveness of China’ s Monetary Policy?
Wu Xiaofang'”, Xie Jianguo' and Ge Qiuying’

(1;Business School of Nanjing University ;2 : Anhui University of Finance and Economics)
Abstract; By building a vector autoregression model ( VAR model) , this paper studies on how the
reform of RMB exchange rate regime ,which happend in the year of 2005, affects the effectiveness
of monetary policy on the macroeconomy. It is shown that the effectiveness of China’ s monetary
policy has obviously improved after the reform of RMB exchange rate regime. We find that: (1)
When the economy is overheating, the rising of interest rate not only brings down the inflation rate
but also makes greater contribution to the decrease of it; (2) Interest rate can effectively control
and manage the RMB real effective exchange rate, because interest rate can make it change
beneficially to the achievement of monetary policy objectives; (3) Interest rate can adjust output to
some extent, but the adjustment space is relatively small.It is also shown that the reform of RMB
exchange rate regime did not increase macroeconomic fluctuation.

Keywords: Real Effective Exchange Rate, Inflation Rate, Interest Rate, the Reform of RMB
Exchange Rate Regime
JEL Classification: E5 F3, C3
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