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RMB Internationalization and the Optimal Monetary Policy .
From the Perspective of Exchange Rate Pass—Through
Wang Sheng and Liao Xi
( Economics and Management School of Wuhan University )
Abstract: This paper combines the internal mechanism of interaction among exchange rate pass—
through, interest rate rule and production shocks, and expands the monetary policy model in an
open economy. This paper analyzes the influence on monetary policy transmission mechanism and
social welfare led by the increasing degree of exchange rate pass — through due to RMB
internationalization. The results show that as the RMB internationalizes deeply, the increasing
exchange rate pass—through directly affects the optimal monetary policy of the two countries and
increases the welfare level of both counties. The RMB internationalization will intensify the
exchange rate fluctuation in Nash equilibrium, while the degree of exchange rate fluctuation goes
up at first and then falls down as the degree of pass—through increases in international policy
cooperation equilibrium.
Keywords: RMB Internationalization, Exchange Rate Pass — Through, Interest Rate Rule,
Welfare Effect
JEL Classification: E52, F41, F42
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