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Abstract

The real estate industry is an important national economy which closely related
to economic development and people's life. After the RMB exchange rate formation
mechanism reform in 2005, single direction appreciation expectation attracted a large
number of foreign capital into the domestic real estate market, which promoted the
rapid rise in prices. From the relationship between exchange rate and house price
changes recent years, we can also conclude that during the process of China's
exchange rate reform and advance of opening capital account, exchange rate has
become one of the significant factors of house price, they show strong linkage.

This paper adopts relations between RMB real effective exchange rate (REER)
misalignment and real estate price as object, and firstly theoretically analysis the
impact of real REER misalignment on real estate prices, including path and
mechanisms, this paper imposes there are three impact approach including export
trading path, capital flow path and monetary credit path. Secondly, this paper
constructs the BEER model of RMB real effective equilibrium exchange rate, and
uses the method of marginal cointegration to calculate the actual effective equilibrium
exchange rate and disorder degree of RMB. Finally, this paper uses the smooth
transition regression (STR) model to test the effect of the RMB REER misalignment
on the housing price, and the relationship between them is tested by nonlinear test.

We have following conclusions in this paper, first, since 2005, real effective
exchange rate imbalance degree was small as a whole, the amplitude is not more than
8 percentages. In addition to year 2008 and early 2015 showed a greater degree of
overestimation, the rest of the year the RMB is basically in a small state of
underestimation. At the beginning of 2015, the RMB REER overvalued level to a
great extent, but basically adjusted to its equilibrium level by the end of 2015. Second,
the REER of RMB has a significant impact on housing price, and has nonlinear and
asymmetric characteristics. When exchange rate misalignment is small, an

undervalued exchange rate increased by 1 percentage lead house price yields to rise



0.79 percentages; and REER showed nonlinear effect on house price as RMB
undervalued by more than 4.20 percentages or overvalued by more than 2.59
percentages. Third, we should not only reasonably guide the RMB REER in the
vicinity of the equilibrium level of basic stability to avoid large fluctuations of house
price, but also have a good coordination of exchange rate policy and the use of real
estate policies to curb real estate speculation, so that to maintain stable and healthy

economic development.

Key Words: Exchange Rate Misalignment; Real Estate Price; Smooth Transition

Model
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