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Dynamic Evolution of RMB Nominal Exchange Rate and TFP
LIN Nan
(Institute of Finance and Banking, Chinese Academy of Soctal Sciences, Betjing 100710, China)

Abstract . From the historical experience of cwrrency internationalization, the sirengthening of currency is closely related to its historical
peak of TFP growth, and the exchange rate dynamics increasingly with the decrease of TFP growth from the peak. Combined with the
process of production capacity expansion and monetization under the coordination of real economy and finance in China, this paper re-
veals the correlation and influence mechanism between the TFP index and RMB nominal exchange rate and their dynamic changes. By
solving the simultaneous equations of the RMB exchange rate, TFP index, capital formation, and monetization process, the system pro-
vides the dynamic evolution of the RMB exchange rate formed by them. In essence, the dynamic exchange rate of RMB is a dynamic e-
volution process accompanied by the expansion of production capacity and monetization of China’s real economy. From the perspective of
scenario analysis, (1) the appreciation of the RMB exchange rate corresponds to the rapid expansion of the capital formation and the
acceleration of monetization; (2) the depreciation of RMB corresponds to the slow formation of production capacity and the gradual im-
provement of monetization; (3) the gradual trend of RMB exchange rate towards equilibrium exchange rate not only promotes the trans-
formation of China’s economic growth and development model, but also the trend of the new normal economy towards long-term equilib-
rium and stability the necessity of the state.
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