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Abstract

Since the founding of the People’s Republic of China, the economic conditions have changed a lot in
different periods. According to this, the RMB exchange rate system has been developing and per-
fecting. The RMB exchange rate system has undergone several stages of reform including several
stages of exchange rate appreciation. This paper reviews the relevant literature, points out the
long-term trade surplus, the imbalance of the relationship between foreign investment and for-
eign direct investment, the increase of labor productivity difference between the trade and non-
trade sectors, and the deepening of the legal concept in the construction of market system are the
major factors which all drive the reform of the exchange rate system. In the short term, increasing
the exchange rate elasticity can alleviate the inflationary pressure and internal and external eco-
nomic contradictions, while in the long run, the goal is to adhere to the free floating exchange rate
system.
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Figure 1. Current account status in China: 1982-2019
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Figure 2. Proportion of goods trade in current account: 1982-2019
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Figure 3. Status of China’s capital and financial accounts: 1982-2019
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Figure 4. Proportion of direct investment in capital and financial accounts:
1982-2019
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Figure 5. Trend of labor productivity: 1982-2019
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Figure 6. Trends of labor productivity in secondary and third industries
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Figure 7. Trends of labor productivity index and internal real exchange rate
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