On the Current Chinese RMB Problem -From Real Sector’s Point of View-

The Chinese RMB Problem has been in focus in international economic scenes since
mid-2001. There are now intensive debates over what, when and how the Chinese
foreign exchange rate system should be changed, not only in politics, political economy
and business world but also in academic field of economics. We discuss the problems
from real sector’s point of view by simulation analysis using the JETRO-WEIS world
macro econometric model. Our simulation results, under the plausible scenarios, imply
that the revaluation of the Chinese RMB against US dollar brings about deflation
effects on both of Chinese economy and the rest of the world due to the decrease in world
trade volume in short term. It seems to suggest that the change in Chinese foreign
exchange rate system, if any, should be most cautious not only because of jeopardizing

financial stability in China but also because of possible deflation effect on the world

economy.
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