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The Future of the RMB Exchange System Reform
- Based on Experience of the Exchange Liberalization of Japan-

MEI Dahai

Abstract :

China's transition to the floating exchange-rate regime started from the “RMB reform” implemented in July 2005, when
China shifted from a conventional dollar peg regime to a managed floating exchange rate regime. However, Chinese foreign
exchange policy focuses on "managing" rather than the "floating" aspect, and authorities have continued large-scale
intervention to suppress the rise of the RMB every day afterwards. As a consequence, monetary policy independence still
remains significantly restricted.

This situation in China is similar to that in Japan in the early 1970s. This paper reviews Japan’s experience at that time in
light of the current situation in China and shows the lesson that China should leamn. And then, based on the theory of the

international finance triple handicap, this paper demonstrates the most suitable choices in the "RMB reform".
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