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ABSTRACT

Renminbi has been pegging to US dollar ever since the Southeast Asia
financia crisis. The article is going to analyze the disadvantage and
shortcomings of this kind of exchange rate regime, and to propose some advices
on pegging to the basket currency from the perspective of foreign trade.

The argument is divides into five chapters.

First chapter: Theoretically proves the effects of the changes of the
exchange rate to the trade volume and trade orientation, and divides the
exchange rate fluctuation into two ways, the instant up and down and the
volatility, which will both influence the foreign trade anyway.

Second chapter: Reviews the way we had gone through after the launch of
the “Opening-up Policy” from the level of facts. The reforms we had did
promote the development of foreign trade, but the exchange rate system of
pegging to dollar we have after the Southeast Asia financial crisis shows the
rigidity of policy

Each of the third chapter and fourth chapter has a quantitative method to
test the two changes of the exchange rate to the trade.

The third chapter mainly focuses on the probability that the instant
fluctuation of exchange rate brought up by the “pegging to dollar policy” will
affect the competitive edge of Chinese export. It firstly gives an explanation to
this logic from both the fact level and the theoretic level, and then, based on the
data dates from 1994, it searches the change of export competitive edge by
comparing the real effective exchange rate under the “pegging to dollar policy”
with the real effective exchange rate under the “pegging to basket currency
policy” if which were carried on.

The fourth chapter is going to use the gravity model to analyze the factor of
Chinese exchange rate volatility in export, and to compare the level of influence
of exchange rate volatility under the “pegging to dollar policy” with the one
under the basket currency regime.



The last chapter is designed to be the ending of this article. It holds that the
policy of “pegging to basket currency” is better than the “pegging to dollar
policy” from the perspective of foreign trade. Meanwhile, it also extends the
research field, the research of exchange rate system, into another field, the

regional currency corporation.

Key words. Exchange Rate; Foreign trade; Real Effective Exchange Rate;
Gravity Model.
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