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ABSTRACT 

After the global financial crisis in 2008. The world economic into the depth 

adjustment period of the post-crisis. Countries around the world make efforts to develop 

economy, at the same time, they also depth reflect on the global financial crisis. 

International economic imbalances are one of the problems. Exchange rate, as the ratio 

at which one currency can he converted into another currency, is an important 

instrument for achieving the internal and external balance of an economy. And it also is 

the most direct and most effective means of regulating the international economic 

competition relationship. After the breakdown of the Bretton Woods System in 1973, 

large exchange rate movements appeared in the floating exchange rate system, and the 

growth in world trade had a significant slowdown, which motivated the study of the 

impact of exchange rate volatility on world trade. How to better play the exchange rate’s 

readjustment of the trade and investment test the validity and the rationality of the 

transitional, countries exchange rate arrangements.  

In recent decades, the world economy develops towards globalization rapidly. The 

liberalization of capital flows, the great increase in the scale and variety of international 

financial transactions and trade, which would increase or reduce the impact of exchange 

rate volatility on world trade in different directions. As a representative of the radical 

transition, Russia’s economic transition has more than 20 years. When most people are 

focusing on Russia has made how much progress in the process of market economy, we 

need to keel it more objective and clear understanding. Currently, Russian 

modernization development foals is transition from energy economy to innovative 

economy. Therefore the Russian government has adopted a series of policies, including 

the exchange rate adjustment. Although Russia's economic transition in general is not 

successful, but it is undeniable its reference significance to China in some specific 

economic policy. Since the reform and opening up from 1978. China has gradually 

stepped onto the path of gradual transition and the development of socialist market 

economy has made brilliant achievements. Beginning form July 21
st
, 2005. China 

implemented a regulated, managed floating exchange rate system based on market 



supply and demand and in reference to a package of currencies. With the deepening of 

RMB exchange rate reform, an increasing fluctuation of RMB exchange rate will exert 

great impact on China’s economy and international trade. Meanwhile, the huge foreign 

trade surplus has also brought great pressure on the RMB exchange rate formation 

mechanism reform, which is the potential risk to China's economic development. So, 

making comparison the exchange rate system arrangement to the trade and FDAI 

impact between China and Russia is of great significance. 

Based on the above research background and significance, paper main content is as 

follows: the first part is introduction, mainly discusses the research background and 

significance, thesis framework, literature review, and innovation and deficiency of this 

paper. The second part is the exchange rate system theory. In this part, we retrospect the 

exchange rate system choice theory and exchange rate affect trade theory. The third part 

is the comparison of the exchange rate arrangement in the process of transition between 

China and Russia and the objective necessity of the choice of exchange rate. The fourth 

part is the comparison analysis of exchange rate system arrangement influence on trade 

between China and Russia. The fifth part is the comparison analysis of exchange rate 

system arrangement influence on investment between China and Russia. (…) 

Through the comparative analysis the influence of exchange rate system 

arrangement for macroeconomic equilibrium between China and Russia, we draw some 

conclusions. First, comparing the economy development of the two countries since the 

transition can be found that a gradual transition way is Mill the optimal choice. At 

present, China still is careful to capers the capital account. Second, Russia's domestic 

currency crisis erupted repeatedly and the ruble exchange rate volatility since transition 

reminds us that we must be revalued scale and the role of the reserves. Third, by 

comparing the exchange rate volatility of capital flows and the impact of FDI in given 

exchange rate arrangement, we draw conclusion that we still needs strengthening the 

management of capital flows and FDI in the short term. Fourth, through comparison the 

exchange rate regime's adjustment and its influence on macroeconomic equilibrium 

between china and Russia, we found that the more flexible, more elastic floating 



exchange rate arrangement should be a basic direction of the exchange rate reform in 

transition countries in the. Fifth, 2014 RUB crisis reminds us again that we must 

comprehensively deepen financial and opening to the outside world. In a word, we must 

deepen the financial and currency reform in order to better adapt to economic 

globalization and financial liberalization. 
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1. Introduction 

1.1 Theme selection and significance 

As a currency exchange rate between countries, the exchange rate is an important 

tool for realizing a country's macroeconomic balance. It is also the most direct and 

effective way to regulate various intricate international economic relations. Since the 

1980s, the rapid development of economic globalization, the continuous flow of capital 

flows, foreign direct investment (FDI) and international trade have set higher demands 

on the rationality of exchange rate arrangements. After the collapse of the Bretton 

Woods system in 1973, the floating exchange rate arrangement caused the international 

exchange rate to fluctuate fiercely. The influence of exchange rate arrangement on 

international trade and FDI has been increasing and has become one of the hot topics of 

academic research. 

On Chinese, trade and FDI are an important driving force of economic growth. The 

economic transition came in 1978. China's economy has entered a period of sustained 

and rapid growth, with an average annual growth rate of more than 10%. At the same 

time, China's export products have strong international competitiveness, and the import 

rigid demand is huge. Since 2001 the trade industry has grown rapidly. The average 

annual growth rate of trade and even as high as 15%. Since the 90s of last century, the 

scale of China's absorption of FDI has also increased considerably. The manufacturing 

industry attracts the FDI scale even in an exponential growth trend. Trade and FDI have 

become an important driving force for China's economic growth. However, China is 

located in the processing and assembly link in the global supply chain division of labor. 

The rapid growth of trade should be mainly due to the external transfer of the 

manufacturing industry in Europe and the United States. China is able to become a key 

node in the global supply chain and the world's main manufacturing and processing base 

because of cheap labor and vast domestic market and other favorable conditions. This 

special situation not only affects the flexibility of exchange rate arrangements for trade 

import and export, but also is closely related to the absorption of FDI. At the same time, 
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the exchange rate of RMB exchange rate is a small gradual appreciation trend, and there 

is a strong expectation of RMB appreciation for a long time in the international market. 

The expectation of RMB appreciation will inevitably affect the decision-making of 

trade enterprises and affect the flow of international capital in China's capital market. At 

the same time, the reformed exchange rate of RMB exchange rate is a small gradual 

appreciation trend. There is a strong expectation of RMB appreciation for a long time in 

the international market. The expectation of RMB appreciation will inevitably affect the 

decision-making of trade enterprises. It also affects the flow of international capital in 

China's capital market. In July 21, 2005, China began to use market supply and demand 

as the basis, with a reference to a basket of currencies, and a managed floating exchange 

rate system. By the end of July 2015, the RMB against the U.S. dollar bilateral real 

effective exchange rate appreciation of 58.16%, the RMB exchange rate flexibility is 

more and more strong, the exchange rate volatility increase. The appreciation of the 

RMB exchange rate has a more obvious impact on international trade and FDI. At the 

same time, the "double surplus" of the balance of payments has also added great 

pressure to the reform of the RMB exchange rate formation mechanism. These are 

potential threats to the balanced development of China's economy in the future. The 

existence of these special factors in the Chinese market will inevitably affect the impact 

of exchange rate on import and export trade and FDI, as well as the direction of 

influence. 

As a representative of economic transition in recent years, Russia has been in 

economic transition for more than twenty years. Many people think how much progress 

Russia has made in the process of turning to the market economy. But we need to know 

it objectively and soberly. The goal of the development of Russia's modernization is to 

change from the energy economy to a new type of economy, and the exchange rate 

system is playing a key role in this strategic transformation. Since the economic 

transition, Russia is heavily dependent on the export of energy and raw materials, and 

its dependence on foreign trade is becoming more and more dependent. At the same 

time, the domestic industrial structure is seriously unbalanced, and there is a huge 
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demand for imported goods in Russia. As a emerging market country, Russia has a huge 

financial gap. To this end, Russia opened its domestic capital market earlier and issued 

a series of preferential policies. We can see that international capital flows and FDI are 

crucial for Russian economic development. The same as the economic transition 

countries and emerging market economies. Although there are many shortcomings in 

Russia's economic transition, it is not undeniable that it can be used for reference for 

China to deepen the reform in an all-round way. Therefore, it is of great practical value 

to compare the exchange rate arrangement between China and Russia on the impact of 

import and export trade and FDI. In terms of exchange rate arrangements, Russia 

liberalized the capital market earlier than Chain, completed the ruble by exchange, and 

carried out the free floating of the exchange rate. And China is carrying out exchange 

rate reform, expanding the range of exchange rate fluctuation, perfecting the RMB 

exchange rate quotation mechanism and forming mechanism, and gradually opening the 

capital account. And China is carrying out exchange rate reform, expanding the range of 

exchange rate fluctuation, perfecting the RMB exchange rate quotation mechanism and 

forming mechanism, and gradually opening the capital account. Therefore, a 

comparative analysis is made between the exchange rate reform process and the 

influence of trade and FDI since the transition between China and Russia. It is helpful to 

sum up the applicability and particularity of exchange rate policy arrangement in 

different stages of economic transformation, and to predict the future direction of RMB 

exchange rate reform. 

1.2 Literature review 

The academic circle has done a lot of work on the study of exchange rate 

arrangements on the impact of international trade and FDI. Generally speaking, most of 

the research on the relationship between exchange rate and macroeconomic variables 

such as trade and FDI is mostly objective descriptive research and evaluation of the 

performance of the economy under different exchange rate regimes, and the empirical 

quantitative analysis of exchange rate fluctuations on international trade and FDI. 
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Many scholars have done a lot of research on the relationship between exchange 

rate arrangement and international trade, FDI and other macroeconomic variables. In the 

view of the founder of monetarism, Friedman, the level of exchange rate depends on the 

supply and demand of money. Price changes are the key variables that affect the balance 

of the economy. Therefore, the focus of the national monetary policy should be to 

reduce the volatility of the supply and demand of money so as to maintain the smooth 

development of the international economy. The evolution from the Keynes doctrine to 

obtain the Mundell Fleming model (referred to as M-F model), it will be the first 

exchange rate as independent variables into the macro analysis framework. Dombusch 

developed a rational expectation theory based on the M F model. It is a good analysis of 

the relationship between the exchange rate under open conditions and other 

macroeconomic variables. Mundell uses the panel data of emerging countries to return 

real GDP to real exchange rate, currency growth, foreign trade and FDI variables, and 

concludes that exchange rate depreciation causes output reduction. Researchers tracked 

the actual trend of the exchange rate during the period of economic transition in Russia 

to discuss the ruble free floating; floating exchange corridor; management; effect of 

capital account convertibility motivation in different periods of exchange rate reform 

and trade and other macro variables generated by FDI. Dobrynskaya, through studying 

related exchange rate reform data, thinks that the main reason for frequent exchange rate 

reform in Russia is to maintain the independence of the central bank. Jiang Boke 

systematically discussed the economic foundation of ruble to achieve full convertibility 

and considered that RUB liberalization has a positive impact on Russia's import and 

export trade and attracting FDI. However, he also pointed out the existence of the ruble 

liberalization wind hidden. 

Summary of first chapter 

Through the above literature review, we can see that in the research of the impact 

of exchange rate regime on international trade and FDI, most scholars at home and 

abroad are looking at the relationship between macroeconomic variables and their 

interaction mechanisms. While in the field of international trade and FDI research, most 
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experts tend to use the effective exchange rate and import and export trade, FDI and 

other related research data to establish econometric models for empirical analysis. 

Regarding exchange rate regime, it plays a role in the trade and FDI of a country. It can 

profoundly reflect the important role of exchange rate arrangement as an important part 

of macroeconomic system in the transition period of transition economies. And the 

impact of exchange rate fluctuations on import and export trade and FDI can be greatly 

improved by empirical quantitative analysis. 
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2. The correlation theory 

Macroeconomic and exchange rate arrangements interact and are closely linked. 

Exchange rate arrangements are one of the most important macroeconomic 

arrangements in any country. It can be basically defined as the choice of exchange rate 

system, adjustment of exchange rate policy and fluctuation of exchange rate. Among 

them, the choice of exchange rate system occupies the dominant position in exchange 

rate arrangement. The choice of exchange rate system is itself influenced by other 

variables of macroeconomics, and in turn, the established exchange rate system can be 

applied to other macroeconomic variables. The analysis of exchange rate system choice 

theory and exchange rate impact on Trade and FDI theory will be helpful for the timely 

correction of exchange rate policy and the realization of macroeconomic equilibrium. 

2.1Exchange rate theory 

The exchange rate of money is the exchange rate between the two currencies. Most 

theories of currency exchange rate have many unique characteristics. The definition of 

currency exchange rate is the relative price change between the two countries and 

occupies a leading position in modern western economics. The theory of currency 

control: this theory was formed under the influence of the global economic crisis from 

1929 to 1933. This theory shows the bankruptcy concept of the Neo classicism school, 

highlighting the characteristics of free competition and non state intervention in the 

economy. Fixed parity and exchange rate theory: the founders of the theory are John 

Robinson, Braun and Graham. They proposed that the monetary exchange rate system 

should change its main balance of payments imbalance on the basis of fixed parity. 

According to the fixed currency exchange rate system, the central bank sets the national 

currency exchange rate to some extent for any country's monetary relationship, The 

"bundled" currency of the country: The currency basket usually includes monetary or 

international monetary units of its main trading partners. The characteristics of fixed 

exchange rate are more or less unchanged over a long period of time (Months or years), 

that is, it does not depend on changes in the supply and demand of money. Changes in 

fixed exchange rates carry out their official review results (currency devaluation - 
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currency appreciation or rise). Floating currency exchange rate theory: the 

representative figure of this theory is mainly neoclassical (monetarism) school 

economist. The neoclassical school is characterized by its preference for free floating 

currencies. The representative figures include Friedman (the leader of the Chicago 

school), Maher Louboutin (Princeton University), Lindberg (Stockholm University), 

Jonson (Chicago and University of London), ahhad, giel, Toure (German Freiburg 

School) and so on. The essence of this theory is to demonstrate the advantage of floating 

currency exchange rate system by comparing it with the fixed currency exchange rate 

system. 

2.2Exchange rate system selection theory 

In today's global economic integration, exchange rate system is an important 

external constraint of macro-control. Different exchange rate regimes exert different 

influences on the function of macroeconomic adjustment mechanism. The established 

exchange rate system determines the intensity and scope of macro-control measures. 

The choice of exchange rate system is the most basic content of policy tools. In 

general, from the Angle of view of the exchange rate influence factors and influence 

factors about currency exchange regime choice of a very wide range, such as country 

economic structure characteristics, the economic impact at home and abroad, the 

domestic policy collocation, price level, a fragile financial system, government credit, 

etc. Since the last century in 90s, emerging market countries have repeatedly monetary 

economic crisis, to subvert the previous people about some theories of exchange rate 

regime choice, people began to analyze the choice of exchange rate regime from a new 

perspective, the "original sin" and "fear of floating" two kinds of academic theory. 

2.2.1Doctrine of the Original Sin 

The theory of "original sin" of exchange rate system is that for emerging market 

economies, because their sovereign money is not an international currency cannot be 

widely accepted by international markets. Coupled with the emerging economies, the 

domestic financial market development is lagging behind; there are many congenital 

defects in the market. As a result, the country's currency can not enter the international 
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market, engaged in lending activities, Only limited domestic financial activities. 

Otherwise, there will be serious market problems such as currency mismatches or 

maturity mismatches in a country. A birth defect in the exchange rate arrangement of a 

new market country is a "original sin”. Its immediate impact is that if the domestic 

exchange rate fluctuates, it will greatly affect the domestic market economic 

development. Therefore, the emerging market countries lack the motivation and 

incentive to implement floating exchange rate system. Even more worrying is if a 

country lets go of the exchange rate, The implementation of the free floating exchange 

rate, When emerging market countries suffer from huge external shocks, the 

government cannot implement effective exchange rate policies to regulate the macro 

economy, resulting in exchange rate policies and even monetary policy loss of 

independence. As can be seen from the above analysis, the inherent fragility of the 

financial system in emerging market countries determines that a currency crisis is 

inevitable in the process of economic development. 

2.2.2Fear of floating  

In the 21st century, many emerging market countries have joined the floating 

exchange rate system. Floating exchange rate seems to be a trend of economic 

development. however, are a floating exchange rate of the country but the exchange rate 

floating range, set up many conditions, such as this the artful fact reflects the fact that 

most emerging market countries a fear of a wide range of exchange rate fluctuations, it 

is referred to in the academic exchange rate choice "fear of floating theory”. Some 

scholars have proved that in fact, those countries that declare their exchange rate 

completely free and floating, can not really float freely, but maintain long-term stability. 

Despite the internal or external economic shocks, these so-called free floating exchange 

rates, their exchange rate can be kept relatively small fluctuations in quite a long period 

of time, the low exchange rate can change, and in fact it is led by the national 

government's economic policy. Many studies and data show that these countries have 

little change in their international reserves while the exchange rate is very small, and 

there is a certain correlation between the two. Puts it, even if a claim of free-floating 
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currency countries, the government is also one thousand to maintain the relative 

stability of exchange rate, exchange rate of the "fear of floating" is the various countries 

in a common phenomenon in the process of exchange rate. 

2.3Exchange rates influence trade-related theories 

The adjustments of exchange rate arrangements and changes in exchange rate 

depreciation often have a huge impact on a country's import and export trade. However, 

the intermediary objects of exchange rate change are different, and the impact on the 

import and export trade of a country is not the same. 

2.3.1Elastic theory 

The theory of elasticity is that when there is no international capital flow and the 

price elasticity of t554trade goods tends to infinity, the actual impact of exchange rate 

changes on trade imports and exports. In general, the currency devaluation, on the one 

hand, the export commodities export increase in the number of relative prices decline, 

rising import prices falling import quantity, came in a balance of payments surplus. On 

the other hand, the devaluation of the exchange rate also directly leads to a 

corresponding decline in the price of trade goods. At this point, when the sum of the 

price elasticity of the import and export trade is greater than 1, the trading conditions of 

the devalued countries will be improved accordingly. Correspondingly, when a country 

appreciates its exchange rate, only when the elasticity of imports and exports exceeds 1 

will it lead to the deterioration of its terms of trade. The sum of the price elasticity of the 

import and export commodities analyzed here is greater than 1, which is what is called 

the Marshall - Lerner condition in economics. Marshall - Lerner’s condition was 

founded on the fact that there were extensive trade contracts in international trade and 

there was a lag in the time lag between the stickiness and trade business cycle. Under 

the condition of the devaluation of the exchange rate, on the one hand, the rapid 

adjustment of the trade contract will lead to the deterioration of the trade conditions 

brought about by the continued implementation of the original trade contract; On the 

other hand, the depreciation of the local currency formed market expectations, which 

caused the import enterprises to accelerate the order to increase the import of the import 
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- step and worsen the terms of trade. Correspondingly, the exchange rate appreciation of 

the situation, because the contract delays, export enterprises in accordance with the 

appreciation before the price of exports. And the import companies tend to start from 

their own interests to easily form the expectation of further appreciation of the exchange 

rate to reduce or delay the import from abroad. 

Analysis of the behavior of import and export enterprises in the appreciation of 

RMB exchange rate shows that, The appreciation of the RMB not only failed to bring 

about the deterioration of China's terms of trade, but also improved China's terms of 

trade, This short term partly explains the strange phenomenon of the balance of 

payments "double surplus”. The price recognition of the import and export enterprises 

from the depreciation of the exchange rate to the whole industry adjustment period is 

the so-called "J" curve effect in economics; it graphically describes the trajectory of 

price changes resulting from changes in exchange rate adjustments and time lags. 

2.3.2 Absorption approach 

Based on the macroeconomics of the theory of absorption, the influence of 

exchange rate fluctuation on the import and export trade is analyzed from the whole 

perspective of macro-economic development. This analysis requires that the price signal 

of a depreciating exchange rate must be transmitted to the production department of the 

national economy. Prices tend to be sticky, so the delivery of prices requires a cycle, 

and in the process of price transfer, the various parts of the national economy are 

changing, the result is the separation of national income from the domestic absorption 

cycle. When the exchange rate depreciates, When Marshall - le that conditions, Exports 

are increasing rapidly, leading to consumption and FDI increases in the export sector. 

Through the economic multiplier, the social consumption and the rapid growth of FDI 

are brought about. In the absence of an increased national economy, the percentage of 

participation absorbed is the so-called "marginal absorption tendency" in economics. 

Only when the marginal absorption tendency is less than 1, the total income of the 

Ministry of national economy will be greater than the total absorption, and eventually 

achieve the goal of improving the balance of payments. 
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2.4Exchange rate affects FDI theory 

2.4.1Relative wealth effect theory 

The theory of relative wealth effect is the classic theory of the influence of 

exchange rate on FDI. The theory is that the exchange rate of the investment country 

appreciates, It will lead to the relative increase in the wealth of the investment countries' 

investment in their own currencies, and the result is that the investment countries and 

enterprises will increase their direct investment or merger and acquisition of the host 

countries. After the appreciation of the foreign exchange rate of the investment country, 

the amount of wealth owned by the investors in the investment country has been 

increased accordingly, In order to keep the proportion of assets in the country and 

foreign countries unchanged, the investment companies will increase their direct 

investment in the recipient countries, This part of the investment that has been triggered 

by the change in the exchange rate is the increase in the increase in foreign direct 

investment. 

2.4.2Relative production cost theory 

The ultimate goal of enterprise operation is profit maximization, so how to control 

and calculate production cost is very important in the process of realizing profit 

maximization. For multinational investment enterprises, changes in exchange rates will 

affect the production costs of land and labor, thus indirectly affecting the profits of 

foreign invested enterprises. Compared with the theory of production cost, the relative 

production costs of investment enterprises will change accordingly when the exchange 

rate between the investor and the recipient countries changes. Expressed in 

mathematical equations as: 

C1=eC2  

Among them, Cl is the investment production cost expressed by the investment 

country, C2 is the investment production cost expressed in the currency of the receiving 

country, e is the relative price level of the two countries represented by the direct 

quotation, As can be seen from the formula, suppose the investor's currency is constant 

relative to the cost of production C1, So the production cost of C2, which is represented 
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in the recipient's currency, is going to decrease with the rise in the exchange rate e 

(which is the depreciation), Investment profits increased accordingly. In contrast, 

investment production costs have increased with the decline in exchange rate e (that is, 

appreciation). Then the investment stream will be reduced accordingly. The relative 

change of profit must affect the investment decision of the investment enterprise and 

affect the transnational investment. Therefore, the exchange rate of the two countries 

can indeed affect the FDL by influencing the relative profits of foreign-invested 

enterprises. 

Summary of chapter 

This part is related theory; mainly understand the exchange rate system choice 

theory, exchange rate influence trade theory and exchange rate influence FDI theory. By 

collecting this information, I can prepare for future research. 
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3. Comparison of exchange rate system arrangement in the process of transition 

between China and Russia 

3.1Economic transition and exchange rate system selection 

A good monetary system should be able to promote the development of the world 

economy and the flow of international capital. It is the basic guarantee of maintaining 

the stability of the macro-economy and establishing an ideal economic order. As an 

important part of the monetary system, the exchange rate system should also be the best 

for this purpose. The choice of exchange rate regime is also the core issue of exchange 

rate arrangement. China and Russia have carried out economic reform and institutional 

transformation. Both fixed and floating exchange rates have only one purpose: to 

minimize macroeconomic fluctuations, even if the fluctuations of output, consumption, 

price level or other macroeconomic variables are minimized. As China's economic 

transition is gradual progress, it has decided that the reform of China's exchange rate 

system is also evolving step by step. The choice of exchange rate system is also a 

nuclear issue of exchange rate arrangements.  

3.1.1The mode and evolution of the exchange rate system 

Tab.3- 1the choice of the exchange rate system in the 1981-1998 years 

Year 1981 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 

Total number 

of States 

144 145 146 147 149 150 151 151 152 154 156 167 175 178 180 181 181 182 

1.peg the 

exchange rate 

94 93  90 93 95 89 93 94 93 85 81 84 73 70 66 66 66 64 

a. single 

currency peg 

58 55 51 50 51 52 57 55 51 44 42 50 43 45 44 44 46 47 

b. Nailed the 

synthetic 

currency 

36 38 39 43 44 37 35 39 42 41 39 34 30 25 22 22 20 17 

2.Limited 

flexible 

exchange rate 

17 17 17 15 12 13 12 12 13 13 14 13 13 14 14 16 16 17 

a. Single 

currency 

9 9 9 7 5 5 4 4 4 4 4 4 4 4 4 4 4 4 

b. Synthetic 

currency 

8 8 8 8 7 8 8 8 9 9 10 9 9 10 10 12 12 13 

And of Tab.3- 2 the choice of the exchange rate system in the 1981-1998 years 
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 3.More flexible exchange rate 33 35 38 39 42 48 46 44 46 51 61 70 89 94 100 99 99 101 

a. Adjust according to a set of 

indicators 

4 5 6 6 5 6 5 5 5 3 5 3 4 3 2 2 _ _ 

b. Management floating 19 22 24 19 22 22 23 22 21 23 27 23 29 33 44 45 46 56 

c. Independent floating 10 8 8 14 15 20 18 17 20 25 29 44 56 58 54 52 53 45 

 

The evolution of the international exchange rate system is a process from fixed 

exchange rate system to floating exchange rate system. The Bretton Woods system 

stipulates that the US dollar will maintain a fixed price ratio with gold in exchange rate 

arrangement, each country stipulates that the gold content of its currency should be 

fixed at a fixed rate; the fluctuation rate is adjustable in a certain period. The Bretton 

Woods system, because of its inability to overcome the inherent defects and the changes 

in the economic strength of various countries, with the outbreak of the dollar crisis, the 

currency of each country finally gave up the fixed price to the dollar, and chose the free 

exchange rate system, the US dollar is also decoupled from gold, and the international 

exchange rate system has entered a diversified era. In the amendment to the Jamaica 

agreement, which came into effect in 1978, it allowed countries to make exchange rate 

arrangements conducive to their own in the exchange rate system. Under these 

conditions, the exchange rate system of countries all over the world has changed 

significantly. (Tab.3-1) 

From this, we can draw a picture of Figure 3-1, the ratio of the number of countries 

whose vertical axis is a certain exchange rate regime. 
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As you can see from Figure 3-1, since 80s, the proportion of countries choosing a 

more flexible exchange rate system has been increasing, and the proportion of countries 

choosing to pin the exchange rate system is declining, and this trend is more obvious 

after the 90s. So in general, after the collapse of the Bretton Woods system, the 

autonomy of foreign exchange rate regimes has been greatly enhanced. But the general 

trend reflected in the picture is only the change in the nominal exchange rate system. In 

practice, a few developed countries or regions are able to keep the exchange rate 

completely floating. For example, the United States, Japan, the European Union and so 

on, most other countries adopt the exchange rate system of Pegging a currency or a 

basket of currencies, that is the pegged exchange rate system. 

3.1.2The influence of the choice of exchange rate system on economic stability 

The choice of a country's exchange rate system depends on its economic base on 

the one hand, and on the other hand, it has far-reaching impact on the real economy. 

First, the choice of exchange rate regime affects the international trade of a country. 

Under the fixed exchange rate system, because it eliminates the exchange risk caused by 

exchange rate changes, it is very beneficial for creating a stable trading environment. On 

the other hand, a rigid exchange rate system will also lead to a series of problems, such 

as overestimating the overvalued currency value of the cost - making currency, 

weakening its export competitiveness, leading to a decline in exports and reducing 

domestic demand. The undervaluation of the exchange rate causes the currency to be 
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undervalued, causing exports to increase, expanding domestic demand and increasing 

inflationary pressure. This is caused by an untrue fixed exchange rate. How to determine 

the exchange rate to make it close to the equilibrium exchange rate under the fixed 

exchange rate system has always been a puzzle for economists and policymakers. In fact, 

it is impossible to make the exchange rate equal to the equilibrium exchange rate under 

the fixed exchange rate. Generally speaking, when the import and export activities are 

running smoothly, the fixed exchange rate system is more effective. When external 

shocks occur (such as changes in export demand, or changes in import supply), floating 

exchange rates have an automatic, partial buffer effect on impact. 

Second, the choice of exchange rate regime affects international capital flows. A 

stable exchange rate system will reduce opportunistic opportunities and attract foreign 

direct investment into our country. The floating exchange rate system will reduce direct 

investment because of the increase of exchange rate risk. According to Paul Krugman's 

theory of "decoupling", frequent exchange rate fluctuations weaken the signal function 

of exchange rate. In addition, the mass use of financial instruments and the sunk cost of 

investment, the response of the public to exchange rate fluctuations are relatively small, 

and the impact of exchange rate fluctuations on direct investment is also relatively low. 

For larger developing countries, if their level of development is low, there is usually a 

net inflow of international direct investment, so the exchange rate risk of its direct 

investment is very small; At the same time, because of its large economic scale, foreign 

enterprises will be more willing to take the form of direct investment rather than export 

in order to maintain market share, which is conducive to the entry of foreign investment. 

Therefore, for larger developing countries, floating exchange rate does not necessarily 

lead to a decrease in direct investment, but on the contrary, it may stimulate direct 

investment. 

Third, the choice of exchange rate regime affects the macroeconomic policy of the 

government. In 1999, Mundell, the Nobel Laureate in economics, gave the conclusion 

that monetary policy is better than fiscal policy under the open economy. Krugman's 

"three difficulties" theory makes the validity of monetary policy questionable. At the 
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same time, a long-term and sustained fiscal deficit will also increase the difficulty of 

maintaining a fixed exchange rate, prompting the government to maintain a fiscal 

balance. Under the condition of the relatively stable exchange rate, the influence of 

monetary policy on the domestic economy will be reduced, and the phenomenon of the 

domestic economic conditions will run counter to the phenomenon, especially the 

function of interest rate will be significantly weakened. In order to increase the 

effectiveness of monetary policy, floating exchange rate or capital account closure must 

be implemented. 

Through the above analysis, we find that the choice of the exchange rate regime 

and the impact of the system on the economy are very complicated. Generally speaking, 

the capital is not open, the government has set up an effective firewall between the 

international financial market and the exchange rate, and the government has enough 

ability to manipulate the fluctuation of the exchange rate. Moreover, the countries with 

capital account are not open, their market mechanism is often imperfect, and the 

sensitivity of market reaction is very small, so that the exchange rate can be maintained 

and fixed. On the contrary, for developed countries, their market level is high and the 

country's comprehensive competitiveness is strong. It often requires capital opening and 

floating exchange rate, hoping that the global resources can provide more services 

through the random fluctuations of the exchange rate. It can be seen that the issue of 

exchange rate regime choice is actually a compromise and trade-off between efficiency 

and stability. Obviously, the choice of different exchange rate regime arrangements will 

produce different economic effects and play a key role in maintaining the stable growth 

of the national economy. 

3.2The Objective Necessity of the Exchange Rate System in China and Russia 

China and Russia have different national conditions, so although they are the 

transition countries, the way of economic transition is very different. To some extent, 

the adjustment and arrangement of the exchange rate system is a microcosm of the 

economic transition. The choice of the present exchange rate system of the two 

countries is the necessity of historical development, all of which have historical 
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objective inevitability. It is of great practical value to compare the choice of the 

exchange rate system between China and Russia from two angles, horizontal and 

vertical. 

3.2.1The objective inevitability of the choice of China's exchange rate system 

Exchange rate is for domestic economic development, it is one of the vain in 

economic regulation. Therefore, the course of exchange rate reform is also an epitome 

of economic transition. Since the reform and opening up in 1978, China's exchange rate 

reform has been put on the agenda. Along with the gradual economic transition, the 

exchange rate from rigid to dual exchange rate parallel to the exchange rate until the 

current managed floating exchange rate, the overall exchange rate reform is 

progressively. Of course, there are still many problems with the existing exchange rate 

arrangement in China, and the road to exchange rate reform will have a long way to go 

in the future. The managed floating exchange rate system has huge management costs, 

and the risk borne by the central bank is still to some extent the distortion of the market 

exchange rate. For instance, the prevalence of the black market in foreign exchange is a 

counter-argument. 

At present, there are three motivations and incentives in China to implement a 

managed floating exchange rate arrangement. First, as a transitional country, the 

development of emerging capital market in China has larger funding gap. Stable 

exchange rate can provide stable economic expectations, which is conducive to the 

utilization of FDI. Second, a stable exchange rate can stabilize foreign trade, thereby 

indirectly reducing the level of domestic prices. Wang's current exchange rate can 

basically reflect the supply and demand relationship of foreign exchange market under 

the government's macroeconomic regulation and control, is conducive to the 

implementation of macroeconomic regulation and control policy, and also lays the 

foundation for future market-oriented exchange rate reform. 

With the continuous increase of comprehensive national strength is strong, China 

has become more and more important in the economic circles of the country. The 

massive influx of international capital and the emergence of the new normal of China's 
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economy objectively require national gold to improve its regulatory capability. The 

central bank's exchange rate policy and operation mechanism are becoming more and 

more important for stabilizing domestic economy. From the above analysis, the current 

Chinese exchange rate arrangements there are still some problems, the exchange rate is 

still a distortion of market supply and demand, the future may not be well adapted to the 

new economic normality Chinese, so exchange rate reform road still has a long way to 

go, in the near future, market oriented, floating exchange rate more flexible as the goal 

of the reform of the exchange rate will become the inevitable choice of the economic 

China. 

3.2.2The objective inevitability of the choice of the Russian exchange rate system 

In 1997, after the outbreak of the gold crisis in Southeast Asia, the huge cost of 

intervention in the foreign exchange corridor system began to appear. Russia's foreign 

exchange reserves declined sharply, and the central bank was unable to intervene in the 

foreign exchange market, and the RUB was forced to depreciate. Since twenty-first 

Century, the difficulty and zigzag of the reform of the Russian exchange rate has been 

further strengthened. 

In the process of Russian economic transformation, abandoning the free floating 

control of ruble exchange rate is both forced and has some economic stability 

considerations. On the one hand, after the economic transformation, the central bank 

can no longer make financial overdraft as a planned economy period to stabilize prices, 

intervene in the economy, and finance is forced to issue large amounts of treasury 

bonds, with a serious financial deficit. The stable exchange rate provides an effective 

means to stabilize domestic prices. On the other hand, Russia's domestic real economic 

development needs huge funds, and the financial market is not perfect. The stable ruble 

exchange rate is conducive to attracting foreign investment, enhancing the status of 

RUB in the international currency, and effectively overcome the domestic 

"dollarization" tendency. However, the management of the floating exchange rate 

system is also a lot of problems, the state intervention costs are very high, and the 

Russian authorities are also waiting for the opportunity to deepen the exchange rate 
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reform. Although the ruble crisis broke out in 2014, the ruble was greatly devalued, but 

it also provided a rare opportunity for Russia to implement exchange rate reform. In a 

word, the economic transition mode of each country, the development stage of the 

economy and even the domestic industrial structure will have far-reaching influence on 

the exchange rate arrangement. In turn, the appropriateness of the exchange rate 

arrangement will be counterproductive to the domestic economic development. Because 

of the different stages of economic development and the degree of economic openness, 

the choice of exchange rate regime is different. Therefore, each country should proceed 

from its own national conditions and implement the exchange rate arrangements that are 

most conducive to the development of its own economy. 

3.3The historical evolution of the exchange rate system between China and 

Russia: a longitudinal comparative analysis 

3.3.1The historical evolution of the RMB exchange rate system 

Since the founding of new China, the exchange rate policy of RMB has been a few 

changes, and it has been moving forward in a tortuous way. In different periods of 

economic development, exchange rate arrangements also show distinct economic 

characteristics. Before the economic transition, the exchange rate, as a means of 

regulating the planned economy, is completely formulated by the state and does not 

have the characteristics of the market. This paper mainly describes the development 

course of RMB exchange rate system in 1978, and combined with the adjustment of 

China's two exchange rate reform; it is divided into three stages to make a brief review. 

3.3.2 The historical evolution of the exchange rate system of the ruble 

Since the economic transition, the growth of Russia's economic growth has been 

uncertain and the construction of the financial market is difficult. Russia has earlier 

liberalized its domestic market, and its foreign exchange market construction and the 

RUB exchange rate arrangement are particularly important for Russia's economic 

stability. The Russian authorities launched the memorandum of economic policy of 

Russian Federation in 1992, which officially opened the curtain of exchange rate reform. 

Specifically, the evolution of ruble exchange rate has gone through three stages. 
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3.3.3Comparison and conclusion 

In summary, the two countries by China and Russia in the transition period, the 

new financial market is not perfect, many efforts have been made in the exploration of 

the two countries for our country exchange rate policy arrangements, also experienced 

many twists and turns. From a vertical perspective, the two countries' exchange rate 

arrangements can be divided into a certain stage. In different stages of war, the 

exchange rate arrangement is constantly adjusted due to the impact of economic crisis 

or other economic development. Both countries have shifted from the planned economy 

to the market economy, and the exchange rate arrangement is also a miniature of the 

economic transition. The general trend of the two countries' control of exchange rate is 

gradually relaxed. However, because of the radical way of transferring farmland in 

Russia, the degree of liberalization of Russian exchange rate is higher and capital 

account liberalization is earlier. And China's economic transition is progressive, so 

China's exchange rate reform is more cautious in every step, fully estimating the risks 

that may occur after the reform. In general, the central bank has a much stricter control 

over the exchange rate than the Russian central bank. The exchange rate by the row 

should serve the development of the domestic economy, the exchange rate is from the 

economic regulation of the lever, send a point of view, Chinese exchange rate 

arrangements follow the economic laws of progressive reform, but also more in line 

with the basic conditions of China, so each process of exchange rate reform is to better 

maintain the domestic macroeconomic. Stable, so that the China exchange rate reform is 

more successful. However, the pace of the reform of the Russian exchange rate is faster 

than that of China, and the risk and experience of its reform provide us with a certain 

reference. 

3.4The similarities and differences of the exchange rate system between China 

and Russia: a horizontal comparative analysis 

Through the analysis of the development of the exchange rate system between 

China and Russia, it can be seen that the exchange rate system will change in the same 

country at different stages of development. Although there are many similarities 
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between China and Russia, the development process of the exchange rate system is 

different, and the exchange rate system adopted by the two countries is not the same. 

3.4.1 The same point of the choice of the exchange rate system between China 

and Russia 

In the first place, both China and Russia have maintained a fixed exchange rate for 

a long time, and the main dollar is the benchmark of the pegged exchange rate, but the 

degree of pegging is different in different periods. After understanding the history of 

real money system and exchange rate development, this is easy to explain. After World 

War II, the Bretton Woods system established the basic currency exchange rate 

arrangement of the post-war world, and its "double hook" principle established the 

global currency status of the dollar. And before the transition between China and Russia 

is a planned economic system, the exchange rate is formulated by the state, and the 

stable exchange rate is obviously helpful to the national construction under the planned 

economic system. Secondly, the two countries' exchange rate arrangements are 

developing towards liberalization. From a vertical perspective, the exchange rate of 

China and Russia has changed towards floating exchange rate arrangements, and the 

fluctuation of exchange rate has become more and more flexible. Thirdly, China and 

Russia have seen frequent exchange rate fluctuations in the process of exchange rate 

reform. In contrast to the course of the reform of Sino Russian exchange rate, it is easy 

to find that no matter where the exchange rate will change, exchange rate fluctuations 

will be more frequent after the exchange rate reform. Finally, the financial and monetary 

crisis has become the motivation and incentive of China and Russia's exchange rate 

reform to some extent. After the financial crisis in Southeast Asia in 1997, Russia was 

forced to abandon its foreign exchange corridor system, announcing the depreciation of 

the RUB and allowing the exchange rate to float. After the financial crisis in Southeast 

Asia, the RMB exchange rate has become more and more closely related to the US 

dollar. In the long run, the exchange rate arrangement of a country will ultimately 

depend on the level of domestic economic development and the domestic economic 

structure.  
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3.4.2The different choice of the exchange rate system between China and Russia 

First, there are differences in exchange rate arrangements between China and 

Russia. In the near future, although both countries have managed floating exchange rate 

system, there are differences between the two countries in terms of management and 

management. The main goal of China's monetary management is to keep the US dollar 

in check and the RMB to rise steadily against the US dollar. The Russian Monetary 

Authority announced a core exchange rate in advance, a currency basket based on the 

dollar and the euro, with 10% fluctuations around the core exchange rate. Second, there 

are differences in motivations for exchange rate reform between China and Russia. 

Exchange rate is a service for a country's economic development, and the basic reason 

for China and Russia to carry out exchange rate reform is the imbalance of economic 

development at home and abroad. Third, exchange rate reform has different 

contributions to their respective economic development. The exchange rate is basically 

for economic development. The basic criterion for testing the contribution rate of 

exchange rate reform is the economic performance after exchange rate conversion. In 

addition, the exchange rate reform has the initiative and the passive. 

3.4.3 Comparison and conclusion 

 In conclusion, the exchange rate system between China and Russia is analyzed 

from a horizontal comparison; the exchange rate system between the two countries is 

not the same. Before the exchange rate regime changes, the stages of economic 

development and the timing of exchange rate reform are not the same, which determines 

the differences in the choice of exchange rate regimes. 

Summary of chapter 

This part first analyzes and studies the exchange rate system of the two countries 

from the development process of the two countries' exchange rate system, and compares 

the development of the exchange rate system between China and Russia in the 

longitudinal analysis. Secondly, based on the evolution of exchange rate arrangements 

between China and Russia, the similarities and differences of exchange rate 
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arrangements between China and Russia are compared from the perspective of 

horizontal comparative analysis.   
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4. A comparative study of the impact of exchange rate arrangements between 

China and Russia on trade 

The mechanism of exchange rate arrangement affects foreign trade in various 

ways. The influence of exchange rate on trade import and export is also multifaceted. 

The current exchange rate system of RMB and the formation of the RUB exchange rate 

system are the inevitable choice since the transition between China and Russia. 

4.1 The influence of RMB exchange rate arrangement on trade 

4.1.1 The situation of China's foreign trade 

Since the economic transition in 1978, China's foreign trade has developed 

strongly. First of all, the development of trade is manifested in the expansion of trade 

volume. At the beginning of the transition in 1978, China's total trade volume was only 

20 billion 600 million dollars, and less than 1% in world trade. With the deepening of 

China's reform and opening up, in 1988, China's trade volume broke through a thousand 

billion dollar mark, reaching 102 billion 700 million US dollars. After China joined the 

World Trade Organization in 2001, the development of trade showed a soaring speed. 

By 2014, China's total trade volume continued to grow, breaking through 4 trillion and 

300 billion US dollars. 
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Tab.4. 1- Comparison of trade volume between major countries in the world 

Country China America Japan 

Total trade 4.33 4.32 1.51 

Amount of import 1.96 2.85 0.69 

Amount of exports 2.37 1.47 0.82 

Secondly, the development of trade shows a rise in the degree of trade dependence. 

Generally speaking, the degree of trade dependence refers to the degree of dependence 

of a country's economy on trade. It is expressed by the ratio of trade to GDP, including 

import dependence and export dependence. China has been carrying out double 

exchange rate system for a long time. The degree of trade dependence has become more 

and more important after entering the market, and the growth rate has fallen back in 

recent years (Tab.4. 1). From the market entry to the 2008 before the financial crisis, 

China's trade dependence increased rapidly. It once reached 65%. After the financial 

crisis, it fell back, but it remained at about 50% for a long time. This has become a 

major feature of China's foreign trade. With the optimization and upgrading of China's 

domestic industrial structure and the stimulation of domestic consumption, the 

dependence of China's economic development on trade is decreasing. By the end of 

2014, China's trade dependency has dropped to around 42%. 
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Fig.4. 1- 2000-2014 years of China's dependence on foreign trade, dependence on 

imports and the change of export dependence 

4.1.2 The influence of RMB exchange rate arrangement on trade 

According to elastic theory, with M-L conditions in the price elasticity of trade 

commodity under the condition that the exchange rate depreciation to encourage 

exports and curb imports effect, which can improve the balance of trade. Figure A and 

figure B reflect the changes in the average price of the RMB exchange rate since the 

transition of China's economy and the changes in the balance of payments of China's 

import and export trade. 
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Fig. 4. 2-The change of the average price of RMB for dollar exchange rate since 

the economic transition 

 

Fig.4. 3- Changes in China's trade balance since the economic transition 

As you can see from Figure 4-2 and Figure 4-3, the RMB exchange rate has been 

devaluating before the exchange rate in 1994. After the exchange rate reform in 2005, it 

began to enter the stage of rapid appreciation. The depreciation of the exchange rate 

before 1994 has contributed to the improvement of China's trade balance, and has made 

time for the transition of China's domestic economy. After 2005, the people entered the 

steady channel of appreciation, while China's trade surplus continued to expand, which 
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was different from the traditional economic theory. We analyze the relationship between 

exchange rate arrangement and trade import and export in three different stages of RMB 

exchange rate arrangement. 

(1) Double exchange rate period (1981-1993) 

 

Fig.4. 4-1980 - 1984 Chinese rate of exchange rate depreciation and export growth 

and import growth rate changes 

Figure 4-4 reflects the change in the rate of exchange rate depreciation and the 

growth rate of import and export in China for the last 1980-1984 years. In general, the 

sharp depreciation of the RMB at the beginning of the economic transition has 

promoted export, and the export volume has increased rapidly. But on the other hand, 

due to the special domestic environment, whether it is a rigid demand for foreign fixed 

equipment or technology funds are unprecedented, so imports more than exports, and to 

increase the trade gap. Due to the internal settlement price is not conducive to the 

cultivation of the foreign exchange market and the exchange rate bring chaos, Chinese 

canceled the internal settlement price at the end of 1984, the exchange rate adjustment 

to cultivate the foreign exchange market, has entered the official exchange rate and the 
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foreign exchange market exchange rate adjustment coexist period (1985-1993 years). In 

order to improve the international balance of payments, China began to enter the period 

of continuous depreciation of the RMB exchange rate. From then on until the exchange 

rate of 1994, China reduced the RMB exchange rate for the three times (Fig.4. 5). 

 

Fig.4. 5- 1985 - 1993 Chinese exchange rate depreciation and export growth and 

import growth rate changes 

Figure 4-5 describes the change in the rate of exchange rate devaluation and the 

growth rate of import and export in the period of 1985-1993 years. At this stage, the 

trade deficit has declined, and the import growth has been rising and falling. China's 

reduction in the RMB exchange rate in 1986 has significantly improved the trade 

balance, which reflects the initial formation of China's foreign exchange market. At the 

end of 80s, China's economic development had a bottleneck, export growth declined, 

and the trade deficit was further expanded. After 90s, the trade situation improved, and 

China first appeared surplus in 1990. In 1993, China's exports increased by only 8%, 

imports rose by 29%, and the trade deficit increased by more than $100 billion. 

(2) The period of single dollar currency rate(1994-2005) 

With the improvement of China's opening to the outside world and the 

development of the economy, the dual exchange rate system used before has no longer 
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adapted to the needs of economic development. Therefore, in 1994, China carried out 

the reform of the exchange rate, and began to carry out the single floating exchange rate 

system based on market supply and demand. 

 

 

Fig 4.6-The average value of the RMB exchange rate against the dollar currency 

rate 

Figure 4-6 reflects the change in the average RMB exchange rate for 1994-2005 

years, and the RMB has been slowly appreciating at this stage in the past. At the same 

time as the exchange rate of 1994, the value of a one-off depreciation of the RMB was 

close to 50%. In the next four years, the RMB has been appreciating slightly. In 1997, 

the financial crisis broke out in Southeast Asia. In the context of the devaluation of the 

Asian currencies, China has committed to the non devaluation of the RMB and 

contributed to the economic stability of the Asian region. During the crisis, the 

exchange rate of RMB remained around 8.27 against the dollar. 
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Fig 4.7 Chinese exchange rate depreciation and export growth and import growth 

rate changes 

Figure 4-7 describes of the RMB exchange rate for 1994-2005 years and the 

changes in the growth rate of import and export. After the reform of the exchange rate 

in 1994, the RMB has entered a steady devaluation channel, which has greatly improved 

the trade balance. From figure 4-7 shows that the exchange rate after the merger, on the 

one hand, Chinese rapid growth of exports, from the highest 8% growth before the 

reform to more than 30%, the growth rate of imports decreased significantly; on the 

other hand, after the exchange rate reform China trade from the long-term deficit into 

surplus. 1994, the integration of the exchange rate and a series of exchange rate policies 

since then has greatly promoted the development of China's trade. 

(3) The period of a managed floating exchange rate (July, 2005) 

In July 21, 2005, the central bank announced the implementation of a managed 

floating exchange rate system based on market supply and demand and referring to a 

-10% 

0% 

10% 

20% 

30% 

40% 

50% 

60% 

Exchange rate 

depreciation 

Export growth 

rate 

Import growth 

rate 



 

34 

basket of currencies. The RMB exchange rate has entered a stage of rapid appreciation. 

By July 2015, the RMB real effective exchange rate increased by more than 58.16%. 

 

Fig. 4.8-In 2005 after the reform of the exchange rate appreciation of the RMB 

exchange rate, export growth rate and import growth rate changes 

After the 2005 reform of the exchange rate of the RMB rate rose sharply, seriously 

weakened the China exports labor price advantage, while imports of raw materials to 

improve the relative price, the presence of money illusion makes the export industry 

wage levels of workers forced to raise, several factors ultimately affect the domestic 

price level rose Chinese. The appreciation of the exchange rate forces the 

transformation and upgrading of China's domestic export industry and the export trade 

of China is transformed from the primary product export to the processing trade. In 

Figure 4-8, we can see that while the RMB exchange rate is appreciating, imports are 

also increasing, which indicates that there is a rigid import demand in China. But the 

growth rate of import is always slower than that of export, which reflects that China's 

economic growth is heavily dependent on export driven, and the domestic effective 
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demand is insufficient. Stimulating domestic demand has become a direction of future 

China's economic reform. 

In order to measure the impact of exchange rate fluctuation on trade accurately, we 

introduce the real effective exchange rate of RMB (REER, hereinafter referred to as E) 

to make a simple empirical analysis, and quantify the impact of RMB exchange rate on 

export trade. Among them, the actual effective exchange rate formula of the national i is 

shown as follows: 

REER i=Пi ≠ j(ei pi/ej pj)
wij

 

Among them, 1, 2 ... n represents different countries. pi represents the consumer 

price index of the i countries, ei indicates the nominal exchange rate of the i countries, 

and wij indicates the competitiveness weight of the national j for the national i. ∑wij=1. 

 

Figure 4-9 is the actual effective exchange rate of RMB for 1995-2014 years. As 

can be seen from the chart, the RMB's actual effective exchange rate has been passively 

appreciated since the exchange rate, and it has appreciated by more than 58% by the end 

of 2014. Of course, the empirical analysis of this paper does not focus on the 

measurement of the actual effective exchange rate of the RMB, but directly quotes IMF 

This paper makes an empirical analysis on the results of the measurement of the 

actual effective exchange rate of RMB. This is mainly considering that when 

determining the trade weights of Chinese and different trading partners, there will be 

large deviations in our calculation compared with the accuracy of IMF statistics and the 

scientific of calculation methods, which will lead to greater errors in quantitative 
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analysis results. Combined with the difficulty of data search and the course of reform 

and development of China's exchange rate regime, the monthly real effective exchange 

rate data of China and China's import and export monthly data are all monthly data from 

January 1995 to August 2015 published by wan de database. Among them, China's 

import is expressed by IM, and China's export is expressed by EX. In the empirical 

analysis, this paper uses co-integration test to analyze the effect of RMB real effective 

exchange rate change on export. In order to avoid the appearance of spurious regression, 

we test the three related variables by unit root test (ADF test) before co-integration test. 

We find that these three variables are all first order and single integer, and we can carry 

out co-integration test. As shown in Table 4-2, the ADF statistics after the first order 

difference are less than the critical value of the confidence interval 5%. 

Tab. 4.1-Results of a single certificate test 

 t-Statistic Prob.* 

DE -11.248332 0.0000 

DEX -3.700849 0.0047 

DIM -3.442711 0.0105 

Data sources: this table is compiled according to the results of Eviews analysis. 

Tab.4. 2-DE critical value 

Test critical values: 1%level -3.456840 

 5%level -2.873093 

 10%level -2.573002 

Data sources: this table is compiled according to the results of Eviews analysis. 

Tab.4.3-DEX and DIM critical value 

Test critical values: 1%level -3.458225 

 5%level -2.873701 

 10%level -2.573327 

Data sources: this table is compiled according to the results of Eviews analysis. 

From the root test of the above unit, we know that the three variables are all first 

order, so we can do co integration test. The results of co integration test are as follows: 
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Tab.4.5-result (of inspection) 

 

Data sources: this table is compiled according to the results of Eviews analysis. 

Tab.4.6- result (of inspection) 

 

Data sources: this table is compiled according to the results of Eviews analysis. 

From table 4 - 5 and 4 - 6 analysis shows that there is a co integration relationship 

between three non-stationary variables, in other words, impact period between Chinese 

exports, total imports and real effective exchange rate of RMB, the RMB real effective 

exchange rate can indeed affect the China export level, the influence of exchange rate 

on export verification so, we reject the null hypothesis. From the above analysis, we can 

see that the relationship between total export volume, total import volume and the real 

effective exchange rate of RMB can be analyzed by ordinary least squares (OLS) 

instead of pseudo regression. 

After fitting the three variables by the least square method, the results are as 

follows: 

DEX=0.434+0.000243DE+0.979InDIM         (4-1) 

R
2
=0.988          D.W. =0.858316 



 

38 

The analysis shows that the value of R is 0.988, but the value of DW is only 0.8, 

thus we can conclude that there is a vector autocorrelation. Therefore, we need to 

modify the autocorrelation of the vector. We use the feasible generalized least square 

method to correct the autocorrelation and make the fitting. The results are shown in 

table 4-7: 

 

It is known from the previous table that we use the modified results of the feasible 

generalized least squares method, which are coincidental to: 

DEX=0.0881+0.00439DE+0.94InDIM         (4-2) 

R
2
=0.950              D.W. =2.280598 

The value of R is 0.950, while the value of DW is 2.28 and the DW value is greater 

than 2, which is in line with our requirements. On the basis of empirical China total 

import and export and RMB real exchange rate index analysis can be concluded that the 

RMB real effective exchange rate changes China exports to 1% of the rate of 0.004% 

will influence, if the real effective exchange rate of RMB in the external impact of 

one-time fluctuations, which will cause a serious blow to the China export sector. It will 

have an adverse impact on the economic development of Chinese. Therefore, we should 

make reasonable exchange rate arrangements, constantly improve the RMB exchange 

rate bidding mechanism and mechanism of formation, and keep the RMB exchange rate 

basically stable at a reasonable and balanced level. 

In general, because of the irrational domestic industrial structure, there are many 

institutional defects in the emerging market economy. 
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4.2 The impact of the RUB exchange rate arrangement on trade 

4.2.1 The shadow of the RUB exchange rate arrangement on import trade 

4.2.1.1Status of Russia's export trade 

The scale of Russia's export trade has risen rapidly. By the end of 2014, the export 

volume of Russia increased from 53 billion 600 million US dollars to 496 billion 900 

million US dollars in the initial stage of transition, which is faster than the average 

growth rate of international trade. At the same time, the proportion of Russian export 

tremor in the world's total exports has also steadily increased. Table 4-8 is Russia's 

export trade and export trade from Russia in the world total exports accounted for the 

proportion of change. 

Tab. 4.8-Russia's export volume and its proportion in the world's total exports since 

the economic transition 

Yea

rs 

Total export of 

Russia (unit: billion 

yuan ) 

Export growth in 

Russia (per unit: %) 

The proportion of 

Russian exports to 

world exports (unit: %) 

199

2 

536  1.5 

199

3 

595 11.2 1.6 

199

4 

677 13.4 1.6 

199

5 

810 20.0 1.6 

199

6 

889 9.9 1.7 

199

7 

873 -1.9 1.6 

199 748 -14.3 1.4 



 

40 

8 

199

9 

756 1.1 1.3 

200

0 

1054 39.5 1.6 

200

1 

1032 -2.4 1.7 

200

2 

1070 3.9 1.7 

200

3 

1358 26.9 1.8 

200

4 

1832 34.8 2.0 

200

5 

2436 33.0 2.4 

200

6 

3038 24.7 2.5 

200

7 

3544 16.6 2.5 

200

8 

4715 33.1 2.9 

200

9 

3034 -35.7 2.4 

201

0 

4998 31.8 2.6 

201

1 

5069 1.2 2.6 

201

2 

5247 1.6 2.6 
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201

3 

5264 0 2.5 

201

4 

4969 -5.8 2.4 

 

With the rapid development of exports, Russia's export dependence has been 

increasing. The dependence degree of export is derived from the concept of trade 

dependence, which is generally expressed by the ratio of export to GDP, indicating the 

degree of dependence of a country's economy on exports. The increase of export 

dependence shows that the contribution of export to economic development is 

increasing. Table 4-9 describes the changes in the dependence degree of the export of 

Russia on economic transition. From the table, we can see that during the 1997 financial 

crisis in Southeast Asia and the global financial crisis in 2008, the RUB exchange rate 

fluctuated greatly, thus affecting Russia's export trade. 

Tab.4.9-Dependence on export of Russia 

Yea

rs 

Total export of 

Russia (unit: billion 

yuan ) 

Gross domestic 

product (unit: $100 

million) 

Export dependency 

(per unit: %) 

199

2 

536 4419 12.1 

199

3 

595 3934 15.2 

199

4 

677 3259 20.7 

199

5 

810 3477 23.3 

199

6 

889 4269 20.7 

199 873 4469 19.6 
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7 

199

8 

748 2824 26.5 

199

9 

756 1936 39.1 

200

0 

1054 2596 40.7 

200

1 

1032 3100 33.3 

200

2 

1070 3465 30.9 

200

3 

1358 4329 31.4 

200

4 

1832 5530 33.1 

200

5 

2436 7637 30.9 

200

6 

3038 9869 30.8 

200

7 

3544 12910 27.5 

200

8 

4715 16078 29.3 

200

9 

3034 12307 24.7 

201

0 

4998 14798 27 

201

1 

5069 18496 28.1 
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201

2 

5247 19891 25.4 

201

3 

5264 20902 25.1 

201

4 

4969 10162 49.3 

 

4.2.1.2 The situation of Russian import trade 

The Russian import trade has developed well in general, and shows different 

characteristics during the different transition period. Table 4-10 describes the economic 

transition after changes in Russian imports and imports in the world in the proportion of 

the change. From the table, we can see that the development of Russian import trade in 

the past 1992-2014 years: before the new century, the development is relatively slow: 

since the beginning of the new century, import growth is obvious, and the gap between 

imports and exports is also shrinking. Among them, in the years before the financial 

crisis in 2008, imports had been jumping growth, which has greatly promoted the 

development of domestic economy. In the post crisis era, Russian imports have fallen 

back, and now they have been basically restored to the level before the financial crisis. 

Tab.4.10-Changes in Russian imports and their proportion in the world's total 

imports since the economic transition 

Yea

rs 

Total import of 

Russia (unit: $100 

million) 

Russian import growth 

rate (per unit: %) 

Russian imports 

account for the 

proportion of world 

imports (unit: %) 

199

2 

429  1.1 

199

3 

443 3.3 1.2 

199 505 14.0 1.2 
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4 

199

5 

609 20.6 1.2 

199

6 

612 0.5 1.2 

199

7 

737 20.4 1.3 

199

8 

638 -13.4 1.2 

199

9 

436 -31.7 0.7 

200

0 

447 2.5 0.7 

200

1 

536 19.9 0.8 

200

2 

602 12.3 0.9 

200

3 

761 26.4 1.0 

200

4 

974 27.9 1.0 

200

5 

1254 28.7 1.2 

200

6 

1643 31.1 1.3 

200

7 

2235 36.0 1.6 

200

8 

2919 30.6 1.8 
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200

9 

1918 -34.3 1.5 

201

0 

2484 29.5 1.6 

201

1 

2716 12.4 1.6 

201

2 

3125 2.2 1.8 

201

3 

3178 0.2 1.8 

201

4 

2860 -9.2 1.4 

 

4.2.2The impact of the arrangement of the RUB exchange rate on trade 

4.2.2.1 The impact of the arrangement of the RUB exchange rate system on 

export trade 

In order to accurately quantify the impact of the RUB exchange rate fluctuation on 

Russia's import and export, we have carried out a simple empirical analysis. 

Considering the history of Russia's exchange rate reform, we selected million database 

published from January 1997 to July 2015 ruble real effective exchange rate index (E*) 

data and monthly total import and export volume, Russia data (IM*, EX*), the main 

influence on the ruble exchange rate to Russia exports were analyzed and concluded. 

Figure 4-10 is the 1994-2014 year real effective exchange rate of RUB. We can see 

that since the economic transition, the real effective exchange rate of RUB has been 

fluctuating. Compared with figure 4-9, we can find that the real effective exchange rate 

of RUB fluctuates greatly. In the empirical quantitative analysis, this paper uses co 

integration test to analyze the impact of RUB real exchange rate change on Russian 

exports. In order to avoid pseudo regression, we first do three tests on ADF variables. 
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Fig.4.10 Changes in the actual effective exchange rate of the ruble (1994-2014) 
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Tab.4.12-Two price single whole test result 

 t-Statistic Prob.* 

DE* -10.90841 0.0000 

DEX* -10.01542 0.0000 

DIM* -5.080816 0.0002 

 

Tab.4.13-DE*critical value 

Test critical values: 1% level -4.001108 

 5% level -3.430766 

 10% level -3.138998 

 

Tab.4.14-DEX* critical value 

Test critical values: 1% level -4.002354 

 5% level -3.431368 

 10% level -3.139353 

 

Tab.4.15-DIM* critical value 

Test critical values: 1% level -4.003005 

 5% level -3.431682 

 10% level -3.139538 

 

From the results of the upper ADF test, we know that three variables are all two 

order single, so we can do co integration test. The results of co integration test are as 

follows: 

Tab.4-16-Co integration test (1) 
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Tab.4-17 Co integration test (2) 

 

From table 4-16 and table 4-17, we can see that there is a co integration 

relationship among three non-stationary variables. In other words, there is a correlation 

between the total export volume and the real effective exchange rate of the RUB 

Regression analysis by ordinary least square method. 

After fitting three related variables by the OLS method, the results are as follows: 

DEX*=-0.182-0.0123DE*+1.186InDIM*                      (4-3) 

R2=0.957        D.W.*=0.806352 

 

As a result, the results of the generalized least squares correction vector 

autocorrelation and fitting are as follows: 

DEX*=5.128-0.00272DE*+0.542InDIM*  

R2=0.588            D.W.*=2.500849                (4-4) 

The value of R2 is 0.588, and the value of DW is 2.500849. Thus, it can be seen 

that at this time the D.W. value is greater than 2, which is in line with our requirements. 

Through the empirical analysis of Russia's total import and export volume and the RUB 

exchange rate index, it can be concluded that the change of the real effective exchange 

rate of RUB will have 0.00272% impact on the export volume of Russia. 
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4.2.2.2 The impact of the RUB exchange rate arrangement on import trade 

Under the floating exchange rate system, the RUB exchange rate mainly affects the 

import trade through two channels that affect the demand elasticity of imports and the 

production cost of imports. In the import trade, import trade, Russia electromechanical 

transport and daily necessities and other products, and these products with Russia's 

domestic industrial structure are highly complementary, and some products are often 

lack of flexibility of goods, so there is a strong rigid demand. 

Russia's export trade has obvious resource characteristics, while import trade has 

strong complementarities with Russia's domestic industrial structure, and import and 

export trade has certain demand rigidity. Therefore, the particularity of Russia's trade 

structure requires a relatively stable RUB exchange rate arrangement, and the sharp 

fluctuation of ruble exchange rate, whether appreciation or depreciation is not 

conducive to the development of foreign trade and the adjustment of domestic industrial 

structure. The ruble exchange rate appreciation will only depend on strengthening 

domestic economic resource exports, is not conducive to the optimization and 

upgrading of industrial structure of domestic relative imbalance, and the RUB exchange 

rate depreciation will undermine Russia's import trade directly, thus exacerbating the 

contradiction between supply and demand, so the only stable exchange rate arrangement 

is the best choice for the current development of trade. 

4.3 A comparative study of the impact of Sino Russian exchange rate 

arrangements on trade 

From the above analysis, we can see that the choice of exchange rate system 

between China and Russia and the change of exchange rate have different effects on 

their respective trade. The impact of exchange rate arrangements on import and export 

trade at different stages of exchange rate arrangements also shows distinctive features. 

Since 2014, great changes have taken place in the exchange rate between China 

and Russia. In this part, we can also see the results of the empirical analysis of the 

impact of the effective exchange rate between China and Russia on export trade. The 

impact of real effective exchange rate changes on export trade is often closely related to 
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export structure and export dependence. In contrast, the energy characteristics of 

Russian export trade and higher dependence on exports determine that the change of the 

real effective exchange rate of RUB has less influence on Russian export trade. The 

reason is that there is a huge demand for Russian energy export demand in the 

international market. 

For China and Russia this economic transition countries, emerging market 

economy there are still many shortcomings and deficiencies, the stability of the 

exchange rate is the best choice of foreign trade development, strong national 

macro-control is essential in a country exchange rate stability. 

Summary of chapter 

The fourth part is a comparative study of the impact of the exchange rate 

arrangements between China and Russia. This part analyses the impact of the RMB 

exchange rate on China's import and export trade, and the impact of the RUB exchange 

rate on the Russian import and export trade and a comparative study of the effect of the 

exchange rate. 
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5. A comparative study of the effect of FDI on the exchange rate arrangement 

between China and Russia 

Generally speaking, exchange rate can affect FDI through three ways. The first is 

the production cost effect of exchange rate, that is, exchange rate change can ultimately 

affect the change of FDI through changing the relative cost of capital flow and FDI. 

Second, the change of exchange rate will ultimately affect capital flows and FDI by 

affecting the real interest rate and interest rate level. Third, the fluctuation of foreign 

exchange rate brings the uncertainty of foreign investment income, thereby increasing 

the risk level of FDI. 

5.1 The impact of RMB exchange rate arrangement on China's absorption of 

FDI. 

For China and Russia they are both country of economic transition. The emerging 

market often has a large gap of funds, and capital flow is very important for economic 

development. However, because many capital accounts in transition countries are not 

fully open, the impact of securities investment on these countries can not be fully 

realized. International hot money is usually short-term speculative capital. For emerging 

market countries, they are still active in the market, but also pose a great threat to the 

emerging market. Therefore, the FDI in the capital flow, which takes the right of 

enterprise management and management as the core and obtains long-term profits, is 

very important. 

5.1.1 Exchange rate arrangement of RMB and management of capital flow in 

China 

The exchange rate reform formation of more market-oriented mechanism that is 

arranges the basic pursuit of exchange rate in economic transition countries. China's 

economic transition, successively in 1994 and 2005 the two implementation of the 

market reform of the exchange rate, the RMB has also had a steady appreciation of the 

expectation. By the end of July 2017, compared with the exchange rate reform in 2005, 

the RMB appreciated 58.16% against the real effective exchange rate of the US dollar. 



 

52 

After the reform of exchange rate market, the elasticity of RMB exchange rate volatility 

is also expanding. The floating exchange rate regime has a significant impact on China's 

international capital flows. 

First, the rapid appreciation of the RMB exchange rate slightly and is expected to 

form will have a profound impact on China international capital flows. The appreciation 

of the RMB after the reform of the floating exchange rate not only did not restrain the 

inflow of international capital, but on the contrary stimulated a large number of 

short-term speculative capitals to enter the Chinese market. In order to balance the 

balance of payments, on the one hand, China reduces the rate of export tax rebates in 

foreign trade and relaxes the central bank's standard of exchange and sale, on the other 

hand, allows banks and individuals to hold a certain amount of foreign securities. 

Compared with before the exchange rate reform, after 2006, a more flexible floating 

exchange rate system has caused a rebound in international hot money. In 2006, the 

exchange rate of RMB against the US dollar increased by 4.6% on the basis of 2% 

appreciation in exchange rate reform. From 2007 to 2008, the RMB exchange rate 

against the US dollar continued to rise by more than 10% under strong market 

expectations. From the number of Hongkong Hang Seng Bank to RMB savings, the 

savings of Hong Kong currency to RMB over a month after the 2005 exchange rate 

reform exceeded 4 times the average business volume in the previous year, reflecting 

the rapid acceleration of hot money flowing into the Chinese market under the new 

floating exchange rate. In addition to short-term speculative capital, international capital 

enters China's stock market in large quantities under the new exchange rate regime. Just 

a few years after entering the market, the price of China's securities market fluctuated 

significantly. Many foreign institutions’ investments in the Chinese securities market 

suffered losses. However, the appreciation of the RMB after the exchange rate reform 

can partially compensate for its investment losses, and the expectation of the continuous 

appreciation of the RMB has also greatly increased. Confidence in international 

investment institutions such as the QFII has led to a large inflow of international capital. 

In the past few years just entering the market, price volatility in China’s securities 
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market has become more significant. Many foreign institutions’ investments in the 

Chinese securities market have suffered losses. However, the appreciation of the RMB 

after the exchange rate reform can partially compensate for its investment losses, and 

the expectation of a continuous appreciation of the RMB is also enormous. The 

confidence of international investment institutions such as the QFI has been enhanced, 

leading to the large-scale inflow of international capital. 

Second, a more flexible floating exchange rate system that refers to a basket of 

currencies after exchange rate reform will have a profound effect on capital flows. First, 

a more market-oriented exchange rate formation mechanism is a basic direction of 

exchange rate reform in transition countries. To this end, China's policy restrictions on 

foreign exchange utilization, demand, exchange and carrying into and out of the country 

have been relaxed after joining the WTO. In 2012, the Central Bank of China changed 

the policy of compulsory settlement and sale into a willing to sell foreign exchange 

policies and accelerated the opening of the capital account. The degree of liberalization 

of capital flows in China was greatly strengthened, and the short-term capital flow 

continued to increase; the two is that the impact of international economic and Trade 

Development on the RMB exchange rate is obviously enhanced under the floating 

exchange rate arrangement. The RMB exchange rate has the possibility of two-way 

floating, such as the two depreciation of RMB against US dollar in the short term from 

August 11, 2015 to 4.66%. Therefore, although the international market still has the 

expectation of the appreciation of the RMB exchange rate in the short term, the 

two-way floating of the RMB exchange rate increases the speculative risk of 

international arbitrage capital, which will certainly restrain the inflow of international 

speculative hot money. 

Finally, in the long run, the disappearance of the expected appreciation of RMB 

will lead to a certain degree of capital outflow. The floating exchange rate system makes 

China expand the exchange rate range of the RMB exchange rate and promote the 

opening process of the capital account, while China's policy of restricting capital 

outflow is also simplified. In 2015, under the double stimulus of the Fed's expectation of 
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increasing interest rate and the slowdown of China's economic growth, the RMB 

exchange rate began to weaken against the US dollar. The central bank took advantage 

of the exchange rate reform to improve the exchange rate mechanism of the RMB 

exchange rate. From August 11th to August 13th, the two depreciation of the RMB 

against US dollar was 4.66%, and the RMB exchange rate has taken a key step in the 

reform of the market. However, in the long run, the RMB exchange rate will not have 

the basis for long-term devaluation even though the market expectation of the RMB 

appreciation will disappear, and the RMB exchange rate will maintain the basic stability 

at the long-term equilibrium level. However, the devaluation of the RMB will lead to a 

certain degree of capital flight. Although China is still carrying out more stringent 

capital controls at present, a certain scale of capital outflow will have an impact on the 

Chinese economy. On the one hand, the securities market has been greatly impacted and 

will affect the real economy; on the other hand, China's domestic currency will be 

affected, increasing the risk of price fluctuation in China in the future. 

5.1.2 The Influence of RMB Exchange Rate Arrangement on China's Absorption 

of FDI 

5.1.2.1 The FDI status of China in the economic transition  

Foreign direct investment (FDI) refers to the investment of foreign capital in the 

form of establishing a wholly foreign-owned or Sino-foreign joint venture in accordance 

with its own laws and related policies in accordance with its own laws and related 

policies. FDI plays an important role in the development of emerging markets in 

transitional economies. The inflow of FDI can make up the funding gap for the 

development of the emerging market economy, while FDI, as a long-term capital flow, 

avoids the destruction and impact of the international short-term speculative funds ("hot 

money") to a country's financial system. 

The global financial crisis caused by the American subprime mortgage crisis in 

2008 has seriously affected the healthy development of the world economy, and also 

increased the uncertainty of foreign direct investment in China. In the process of China's 

smooth economic growth, foreign direct investment has developed rapidly and has 
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made great contributions. Through figure 5-1, it can be seen that in the process of 

China's economic stabilization and recovery after 2014, in addition to some seasonal 

characteristics, China's actual use of FDI has developed steadily and promoted the 

economic development. 

 

5-1 The actual utilization of FDI in China from May 2014 to May 2015 

In 2008, when the financial crisis broke out, a large-scale evacuation of FDI 

occurred. However, after the crisis, China launched a series of policies to stimulate the 

economy, which led the Chinese economy to take the lead in the rest of the world. Since 

2012, foreign direct investment has begun to recover, which plays a crucial role in the 

transformation and upgrading of China's industrial structure.  

In order to make more efficient use of FDI, it is very important to introduce 

policies to guide FDI to allocate resources reasonably in all walks of life. Since the 

reform and opening up, China's manufacturing and production and supply industry has 

been the main industry to attract FDI. In 2016, it accounted for about half of China's 

actual use of FDI. This reflects China's cheap labor resources, which is still a great 

advantage for China to attract FDI. After the global financial crisis, China has been the 
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second largest economy in the world as the world's second largest economy, despite the 

decline in China's exports, the slowdown in the growth of the world's second largest 

economy, and the world's preferred market for FDI. Compared with the FDI utilization 

before the financial crisis in 2012, the proportion of China's service industry in the use 

of FDI has risen significantly after entering the new normal state of the economy, and 

the ability to attract FDI in the Midwest is also increasing. 

Since the implementation of China's economic transition in 1978, China has 

established a friendly and cooperative relationship with the vast majority of countries 

(regions) in the world. The great potential for the development of China's emerging 

market economy has made the Chinese market the preferred place for FDI in the world. 

Figure 5-2 is the top ten countries and regions that China absorbed FDI in 2014. It can 

be seen from it that in 2016, China's attraction to FDI was still dominated by Asian 

countries (regions), and the investment growth of the European developed countries on 

China's FDI was strong. With the recovery of the US economy, the United States 

showed a development situation to China's FDI. 

 

Figure 5-2 Regional distribution of FDI in China in 2016    Unit: billions of dollars 
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5.1.2.2 The Effect of RMB Exchange Rate on China's Absorption of FDI 

In general, the amount of foreign direct investment is determined by the investor's 

trade-off on future investment returns and risks. Among them, the host country’s 

preferential foreign investment policies, market size, and exchange rate system are all 

crucial. The rapid development of China's attraction to FDI began after the exchange 

rate reform in 1994. The continuous depreciation of the RMB exchange rate after the 

exchange rate reform has greatly stimulated the inflow of FDI. After July 2005, China 

implemented a floating exchange rate system that pegged to a basket of currencies and 

continued to expand the fluctuation range of the RMB exchange rate, and the RMB 

exchange rate began to fluctuate since then. The current RMB exchange rate system has 

advantages and disadvantages to FDI. In particular, the appreciation of the exchange 

rate of RMB is not conducive to the development of Chinese export enterprises. The 

reason is that the appreciation of RMB has pushed up the international price of Chinese 

export products. However, mostly China's FDI was exacted to invest manufacturing 

industry, and its products also export abroad. So from this point of view, the current 

exchange rate regime is not conducive to FDI inflow. Second, the appreciation of the 

RMB exchange rate has pushed up the cost of FDI. The appreciation of RMB has 

affected the cost of raw materials and labor in China. Foreign invested enterprises cost 

will increase, so the foreign investment China market expected rate of return will fall, 

From this perspective, the appreciation of the RMB exchange rate weakens the 

attraction of the Chinese market to foreign capital, and is also not conducive to the 

inflow of  FDI. Third, RMB appreciation has reduced the relative price of imported 

equipment and raw materials in China. In the case of comparative advantages of China's 

cheap labor force, the reduction of the relative prices of imported fixed equipment and 

raw materials is beneficial to reducing the cost of resources and technology intensive 

foreign-invested enterprises, thus promoting the FDI flow into the domestic market. 

Fourth, the appreciation of RMB has increased the actual income of foreign investment. 

Since FDI's profits are converted into foreign currency after entering China, the 

appreciation of the RMB is more conducive to attracting FDI.  
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Specifically, in the three different periods of China's exchange rate arrangement, 

the impact of RMB exchange rate arrangement on FDI shows different characteristics. 

(1) Double exchange rate period 

After the economic transformation, China's exchange rate reform was carried out 

in 1981. In 1983, the exchange rate of RMB against the US dollar was 1.98. In the next 

year, China has drastically reduced its exchange rate on many occasions. In 1985, the 

exchange rate of RMB against the US dollar was gradually adjusted from 2.80 to 3.20, 

and the depreciation rate was 12.5%.In July 5, 1986, the central bank again set the RMB 

to the US dollar at 3.71, and the RMB exchange rate reached 21.5%.In November 17, 

1990, the central bank set the exchange rate at 5.22, down 9.6%.By the end of 1993, the 

value of RMB against the US dollar depreciated to 5.76. Compared with 1983, the total 

value of RMB depreciated 190%.The floating down of exchange rate and the launching 

of a series of foreign preferential policies make FDI enter China in large numbers. In the 

early 1983, the FDI inflow to China was only $616 million, and by 1993 the number 

had reached $27.515 billion million and the world's second. In the past 11 years, the 

FDI growth in China has increased by 43 times, the average increase of 3.9 times a year. 

This shows that the growth of FDI is related to the trend of RMB exchange rate, and the 

trend of RMB devaluation is basically consistent with the increasing trend of FDI. 

However, from the specific stage, the impact of RMB exchange rate on FDI did not 

show obvious regularity. However, from the specific stage, the impact of the RMB 

exchange rate on FDI did not show obvious regularity. For example from 1983 to 1990, 

the annual depreciation rate of the RMB exchange rate was 13.4%, while the average 

annual growth rate of FDI was 27.5% in the same period. From 1991 to 1993, the 

annual depreciation rate of the RMB exchange rate was 4.04%, while the average 

annual growth rate of FDI in the same period was up to 42.84%.In other words, during 

the dual exchange rate period, the continued depreciation of the RMB exchange rate has 

really had an impact on the growth of FDI. But data show that the depreciation rate of 

the RMB exchange rate can not affect the length of FDI. 
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(2)Single peg to the dollar exchange rate period 

In 1994, the RMB exchange rate reform in China, the exchange rate of RMB 

against US dollar was down from 5.80 at the end of 1993 to 8.70 at the beginning of 

1994. At the end of 1994, the RMB exchange rate rose slightly to 8.62From then on, the 

exchange rate of the RMB began to rise steadily. In 1995, the exchange rate of RMB 

against the US dollar was 8.35, which reached 8.19 before the exchange rate reform in 

2005, with an average appreciation of 0.04%. In the same period, the amount of FDI 

absorbed by China continued to increase. In 1994, it was $33.7 billion, and by 2002, it 

was more than $50 billion. FDI after the exchange rate reform continued to rise. In 2005, 

China absorbed FDI to 60.325 billion US dollars. During this period, the average annual 

growth rate of FDI was 4.86%.In other words, although the RMB exchange rate has 

appreciated slightly during the 12 years, China's absorption of FDI still persists, but the 

average annual growth rate is obviously lower than the double exchange rate of the 

RMB devaluation. In general, the trend of RMB continuous appreciation is consistent 

with the trend of slowing down the growth of FDI. In particular, from 1995 to 1999, the 

RMB exchange rate fluctuated slightly, and the average annual appreciation was about 

0.22%. In this period, China absorbed the annual growth rate of FDI investment by 

about 2.06%. From 2001 to 2004, the development of RMB exchange rate was 

relatively stable. During this period, China's actual investment in FDI increased by 8.95% 

annually. Thus, it can be seen that when the RMB exchange rate fluctuates, the long 

speed of China's absorption of FDI has slowed obviously, and the special year 

(2004-2005 years) even has negative growth. When the RMB exchange rate is stable, 

the actual investment amount of FDI is obviously increased. Therefore, relatively stable 

exchange rate environment and exchange rate arrangement are more conducive to FDI 

in flow. 

(3) A managed floating exchange rate period (2005.7-) 

Since the reform of RMB exchange rate in July 2005, China has made steady use 

of FDI. In 2005, the amount of foreign capital used by the whole country was US $60 

billion 325 million, which was 0.5%, lower than that in 2004. In 2006, the actual use of 
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FDI in China was $63.021 billion, up 4.47% from the same period, and the actual use of 

FDI in 2007 was 74.768 billion US dollars, up 13.59% from the same period. In the first 

half of 2008, China's actual use of FDI was $52 billion 388 million, up 45.55% over the 

same period last year. According to the traditional economic theory, the appreciation of 

the exchange rate will certainly inhibit the entry of FDI. However, the trend of RMB 

appreciation after the more marketable exchange rate reform in 2007 did not inhibit the 

inflow of foreign capital, but China's actual use of FDI has steadily increased. Therefore, 

there are two reasons why the appreciation of the RMB exchange rate has no effect on 

the FDI. One is that the RMB exchange rate has been appreciating slightly so far, and 

there is no dramatic fluctuation in the exchange rate. China's relative cheap labor costs 

and the preferential policies for foreign investment still have a certain attraction. The 

appreciation of the RMB has not had a substantial impact on FDI. The two is due to the 

expectation of the international short-term speculative funds for the appreciation of the 

RMB and the stricter control of China's capital account. Most of the hot money can only 

enter the Chinese market through the channel of FDI. The result is that the expectation 

of the appreciation of the RMB stimulates the increase of China's actual use of the 

amount of FDI. Thus, a more market-oriented and more flexible exchange rate 

arrangement after 2005 is conducive to the flow of FDI into China. The relatively stable 

exchange rate environment and exchange rate expectations provide good conditions for 

China can attract and use FDI.  

In order to accurately measure the impact of RMB exchange rate on FDI, we 

introduce the actual effective exchange rate of RMB (REER hereinafter referred to as E), 

the actual amount of foreign investment in China (FDI) and China's import and export 

total (TRADE, hereinafter referred to as T) to do a simple empirical analysis, 

quantitative analysis of the impact of RMB exchange rate on FDI. Combining the 

availability of the RMB exchange rate reform nodes and statistical data, the actual 

effective exchange rate data of RMB, the actual amount of foreign investment in China, 

and the total Chinese import and export data are collected from the monthly data 

published by the WANDE database from July 2005 to August 2017. In the empirical 
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analysis, this paper adopts co-integration test to analyze the effect of RMB real effective 

exchange rate fluctuation on FDI. In order to avoid the appearance of pseudo regression, 

three variables are tested by ADF before co-integration test. It is found that these three 

variables are all two order single, so co-integration test can be carried out. The result of 

Single whole test is shown in Table 5-1. The ADF statistic after the two order difference 

is less than the critical value under the condition of confidence interval 1%. 

Tab 5-3 Second-order single integer test results 

 t-Statistic Prob.* 

DE -9.996904 0.0000 

DFDI -7.596937 0.0000 

DT -9.497480 0.0002 

Data sources: this table is compiled according to the results of Eviews analysis. 

Tab 5- 4 DFI (DFI, 2) and critical value  

Test critical values: 1% level -4.038365 

 5% level -3.448681 

 10% level -3.149521 

Data sources: this table is compiled according to the results of Eviews analysis. 

From the above unit root test, we can see that the three variables are all 

second-order integers, so we can perform co-integration tests. The results of the 

co-integration test are as follows: 

Tab5- 5 Co integration test (1) 
 

Hypothesized 

No. of CE (s) 

Eigen value Trace Statistic 0.05 Critical 

Value 

Prob** 

None* 0.237993 47.46911 24.27596 0.0000 

At most 1* 0.082594 15.66860 12.32090 0.0132 

At most 2* 0.046592 5.582595 4.129906 0.0215 

 



 

62 

Data sources: this table is compiled according to the results of Eviews analysis. 

(Note; Rejects the original hypothesis at the 5% significance level) 

Tab5- 6 Co integration test (2) 

Hypothesized 

No. of CE (s) 

Eigen value Trace Statistic 0.05 Critical 

Value 

Prob** 

None* 0.237993 31.80052 17.79730 0.0002 

At most 1* 0.082594 10.08600 11.22480 0.0788 

At most 2* 0.046592 5.582595 4.129906 0.0215 

Data sources: this table is compiled according to the results of Eviews analysis. 

(Note; Rejects the original hypothesis at the 5% significance level) 

 

According to the analysis of tables 5-4 and 5-5, there is a co-integration 

relationship among three non-stationary variables. In other words, China's actual 

utilization of foreign direct investment, total import and export volume and the real 

effective exchange rate of RMB have the same period influence. The actual effective 

exchange rate of RMB can indeed affect the absorption and utilization of real foreign 

direct investment in China. The effect of exchange rate on FDI is verified, so we refuse 

the original hypothesis. Therefore, the relationship between variables can be analyzed 

by OLS instead of pseudo regression. 

The least squares method is used to fit the logarithm of three variables, and the 

result is shown in table 5-6. 

Infdi Coef Robust 

Std.Err. 

t P>[t] 95%%Conf.Interval 

Ine 0.4040775 0.2398957 1.68 0.0095 -0.07094 

0.8790949 

Int 0.5640092 0.0784558 7.19 0.4086588 0.4086588 

0.7193596 
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_cons -1.897758 0.7106802 -2.67 -3.304976 -3.304976 

-0.4905407 

Data sources: This table is based on the results of Stata analysis. 

InFDI=-1.897758+0.4040775lnE+0.5640092InT (5-1) 

R
2
=0.6043   DW=1.877963 

R
2 
the value of R is 6043, while the value of D.W. is 1.877963 and the D.W value 

are less than 2. This is not in line with our requirements. Therefore, we use the feasible 

generalized least squares method to correct the equation and then do the fitting. The 

result is shown in table 5-7: 

The least squares method is used to fit the logarithm of three variables, and the 

result is shown in table 5-7. 

Infdi Coef Robust 

Std.Err. 

t P>[t] 95%%Conf.Interval 

Ine 0.3842376 0.2534733 1.52 0.132 -0.1176647 

0.88614 

Int 0.5722093 0.0825149 6.93 0.000 0.4088216 

0.735597 

_cons -1.869888 0.7529987 -2.48 0.014 -3.360901 

-0.3788755 

Data sources: This table is based on the results of Stata analysis. 

In FDI=-1.86988+0.3842376InE+0.5722093InT (5-2) 

R2=0.5712 D.W=1.996386 

Therefore, the D.W. value is 1.996386, which is close to 2, which meets the 

requirements However, after logarithmic fitting, it is found that the effect of real 

effective exchange rate on FDI is not significant. Through the empirical analysis of 

China's actual use of FDI and the real exchange rate index of the RMB, we can draw a 

conclusion. There is a certain elastic relationship between the actual use of FDI in China 

and the real effective exchange rate of RMB. That is, the real effective exchange rate of 

RMB 1% will cause China's actual utilization of FDI to change by about 0.38%. 
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5.2 Influence of ruble exchange rate arrangement on Russia's absorption of FDI 

5.2.1 Exchange rate arrangement of ruble and capital flow management in 

Russia 

5.2.1.1 Transition to Russia's capital flow 

Under the influence of radical transition, Russian capital flows have distinct 

characteristics. 

On the one hand, the capital flow structure of Russia is deformed and the 

investment of securities is higher than direct investment, which reflects the rampant 

short-term speculative funds in the Russian market; on the other hand, the influence of 

early release of capital account, capital flow is very unstable, both securities investment 

and other investment have violent fluctuations. Russia's radical transformation has 

brought hidden trouble to macroeconomic fluctuations and capital flows have also been 

affected. The overall liberalization reform at the beginning of the transition brought 

great inflation pressure at home. The serious capital flight in the late 90s caused the 

financial crisis, and the ruble devalued sharply. The implementation of the managed 

floating exchange rate system after the financial crisis has strongly strengthened the 

supervision of the international speculative capital and played an important role in the 

recovery of the economy. In 2006, after Russia opened the capital account, it soon broke 

out the global financial crisis in 2008, which caused a large amount of capital flight and 

brought serious losses to the economy. In the post crisis era, the lack of liquidity in the 

domestic and American countries, coupled with the gradual withdrawal of the U. S. 

quantitative easing policy (QE) and the Federal Reserve to raise interest rates to form 

market anticipation triggered a return of capital, and the flow of capital in Russia is very 

limited. In 2014, the ruble crisis broke out, and European and American countries 

sanctioned Russia, and domestic capital fled. The future economic development was full 

of uncertainty. Figure 5-3 and figure 5-4 respectively describes the change of capital 

flows and the proportion of each part of the economic transition to the post crisis era. It 

can be seen from the picture that before 2005, the scale of net direct investment in 

Russia's attracting foreign investment was small, the main net other investment was the 
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main and the environment was affected by the domestic and foreign environment, and 

the fluctuation range was very large. Before the financial crisis from 2005 to 2008, the 

scale of attracting foreign investment in Russia developed rapidly. Both net direct 

investment and net securities investment showed good momentum of development. 

When the financial crisis broke out in 2008, there was a serious capital flight in Russia. 

All foreign capital is transferred from positive to negative. In the post crisis era, Russia 

introduced many preferential policies to attract foreign investment and achieved some 

results. After the ruble crisis broke out in 2014, a large number of capitals withdrew 

from the Russian market, and Russia attracted foreign investment once again into a 

development dilemma. 

 

Fig. 5-3 changes in the scale of foreign investment attracting Russia since the 

economic transition 

Source: the Russian bank website.    (Unit: billions of dollars)  
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Fig. 5-4 changes in Russia's proportion of attracting foreign investment since the 

transition  

Source: the Russian bank website.
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5.2.1.2Exchange rate arrangement of ruble and capital flow management in 

Russia 

Strengthening capital movements’ management, effectively guiding capital inflow 

and serving the domestic economy are the principles and intentions of the host country 

to make use of foreign capital. Exchange rate policy is an important macroeconomic 

policy for managing capital movements in a country. Together with the write-off 

policies and monetary policies, they constitute a macro policy for the operation of 

international capital movements. As stated above, managed floating exchange rate 

arrangements can effectively offset the adverse effects of large capital movements on 

the economy. However, for the Russian economy, which depends on foreign trade to 

import and export, the stability of exchange rate is the best choice. However, the 

development of Russian capital market started in the initial stage of transition. There are 

many imperfections in the short term development, and the ability to regulate capital 

flows is very limited. Based on this, in order to create a favorable environment for 

economic development, the Central Bank of Russia has always deliberately lowered the 

RUB exchange rate in different exchange rate periods. Based on this, in order to create a 

favorable environment for economic development, the Central Bank of Russia has 

always had a mind to lower the RUB exchange rate in different exchange rate periods. 

Restricted by the exchange rate system, Russia allows the exchange rate to float 

freely in a larger range, but there is an inherent requirement for economic development 

and exchange rate stability. So in order to balance the internal contradiction, the choice 

of the Russian authorities at the different exchange rates often depends on the main goal 

of the domestic economic development at that time, and the optimal scheme is chosen to 

weigh the advantages and disadvantages. For example, when the high inflation in Russia 

is seriously interfering with economic life, controlling prices will be the main target at 

this time, and export trade is in a secondary position to a certain extent. In the exchange 

rate arrangement, the authorities will allow the ruble to float freely in order to stabilize 

the price level. On the other hand, when the international economy is relatively 

balanced and the worsening of the balance of payments needs to be improved, the 
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authorities will implement relatively strict foreign exchange management and take the 

initiative to intervene in the foreign exchange market in order to improve international 

trade. This partly explains the economic fact that the exchange rate arrangement has 

been adjusted in Russia for many times. Since the economic transition, the frequent 

capital flight has made Russia accumulate rich experience in capital flow management. 

The Russian government has also perfected the capital market system and environment 

to better manage capital flow in the future.  

5.2.2 Influence of ruble exchange rate arrangement on Russia's absorption of 

FDI 

5.2.2.1 Russia absorbs the status of FDI 

Russia has better natural resource endowment and has the advantage of attracting 

FDI entry. Fig.5-5 describes the development of FDI in Russia since the economic 

transition. The radical economic transition has made Russia's economic recession at the 

beginning of the economic transition. Although the domestic capital is extremely short, 

the FDI of the developed countries in Europe and the United States are reluctant to enter. 

During the financial crisis in Southeast Asia, the only part of the domestic FDI also had 

the phenomenon of capital flight. In order to retain capital, the Russian authorities have 

taken a series of urgent measures, including borrowing from IMF, to stabilize the 

domestic FDI. After that, Russia carried out the free floating exchange rate reform, 

which greatly improved the domestic investment environment, and a large number of 

FDI began to enter the country. In 2006, Russia opened its capital account, which 

further attracted the large-scale entry of FDI. After the outbreak of the global financial 

crisis in 2008, the defects of the Russian domestic capital market system and 

supervision began to be exposed, this led to a large scale of capital flight. In the post 

crisis era, Russia attracted FDI to recover slowly. However, in 2014, the ruble crisis led 

to a sharp decrease in the number of FDI and the withdrawal of international capital 

from Russia. In the case of the large capital gap in the development of the Russian 

domestic market, the Russian FDI was confronted with difficulties.  
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Fig.5-5 the development of FDI since the transition of Russia's economy 

In short, in the period of economic stability, Russia still has the conditions and 

advantages to attract FDI. Since the economic transition, FDI has been growing rapidly. 

However, as the new capital market is not perfect, and the supervision system of foreign 

capital is not perfect, the Russian economy can easily lead to more serious capital flight 

in the case of external shocks. In 2014, the ruble crisis erupted again in Russia. The 

capital flight, including direct investment and securities investment, was serious, which 

once forced the domestic economic development into a great predicament. Overall, FDI 

accounts for about 35% of the total capital flows in Russia, and is one of the important 

factors that drive Russia's economic development. 
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5.2.2.2 Influence of ruble exchange rate arrangement on Russia's absorption of 

FDI 

2008 shortly after the outbreak of the global financial crisis, the Fed launched the 

four round of quantitative easing (QE). On the one hand, the US economic recovery has 

been stimulated by the very limited interest rate decline in the global market; on the 

other hand, QE has formed a serious inflation expectation in the global market, which 

has virtually pushed up the prices of global commodities, causing huge pressure on 

rising prices in emerging market countries. 

 

Fig.5- 6 Change of ruble against US dollar and euro exchange rate from January 

2014 to June 2015 

In theory, the introduction of the Fed's QE will force the pressure to increase the 

value of currency appreciation in the transition economies of the United States dollar. 

However, after the financial crisis, the ruble shows a weakening trend, which is related 

to a large amount of money back to the European and American markets after the 

financial crisis. The depreciation of the RUB aggravated Russia's external debt burden 

and increased pressure on the future development of Russia's economy. In response to 

the US QE, the new exchange rate reform was implemented at the end of 2010 to 

expand the free floating range of the ruble and to cancel the interval restrictions on the 
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currency exchange rate of the RUB. However, the exchange rate reform did not reverse 

the trend of the ruble depreciation, but it laid a hidden danger for the ruble crisis in 2014. 

In 2014, due to the geopolitical crisis that detonated the devaluation crisis of the RUB 

exchange rate, the decline of the RUB exchange rate shaken the confidence of the 

capital market, and caused large-scale capital flight, and the domestic economic 

development had a problem. Figure 5-6 depicts the general trend of ruble's exchange 

rate against the US dollar and the euro after the ruble crisis in 2014. The picture shows 

that since 2014, the ruble has devalued more than half of the dollar in just one year, and 

the Russian central bank has introduced a series of intervention policies, and the 

situation has improved slightly after 2015. At the same time, because of the geopolitical 

crisis, the ruble has also fallen sharply against the euro. As the euro has also weakened 

in the near future, the devaluation of the ruble against the euro is less than the 

devaluation of the RUB against the dollar. 

According to the economic theory, the impact of exchange rate change on Russian 

economy is related to the mode of production invested by FDI. If the products invested 

by FDI are mostly used for export trade, the appreciation of the RUB exchange rate will 

not necessarily increase the welfare level in Russia. From the previous analysis, we 

know that foreign investment in Russia is dominated by the export of resources, and the 

so-called high-tech industries are mostly carried out in the way of processing trade. 

Therefore, FDI investment is mainly in the fields of raw materials, import equipment 

and spare parts. These products are not only vulnerable to the international market price. 

Moreover, most of these products are trade goods, so even the RUB appreciation will 

not necessarily increase Russia's welfare level. At the same time, FDI flows into the 

field of capital intensive energy, which is not conducive to the optimization and 

upgrading of the domestic industrial structure, which is not conducive to the realization 

of Russia's modernization. Therefore, Russia should make efforts to adjust the domestic 

industrial structure, introduce preferential policies to guide the investment flow of FDI, 

and constantly improve the regulatory and regulatory means for capital market and 

capital flow. We should guide FDI to serve the economic development of our country, 
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maximize the role of FDI in promoting the economic development of Russia, and 

improve the welfare level of domestic residents. 

5.3 Comparison of the impact of exchange rate arrangements between China and 

Russia on FDI 

For FDI, the host country's exchange rate system, preferential policies for foreign 

investment and market capacity are all crucial. Since the reform and opening up, the 

Chinese government has always attached great importance to the introduction of foreign 

investment. The relatively stable exchange rate of RMB, the large domestic market 

capacity and the preferential policies of foreign investment in the country have led to 

the rapid expansion of the scale of China's absorption of FDI, and the distribution of 

various industries and regions is becoming more and more reasonable. Before the 

implementation of the market-oriented exchange rate reform in 1994, the sustained 

devaluation of the RMB greatly reduced the relative cost of FDI investment in China. A 

large number of FDI entered the country and played a role in promoting the 

development of China's economy. After the exchange rate reform in 1994, the RMB rate 

has been appreciating in a small way for a long-term. While increasing the actual 

income of FDI, the cost of FDI is also virtually greatly increased. In the long-term, there 

are both advantages and disadvantages to China's absorption of FDI. Since China's 

capital account is not completely open, a large number of hot money have entered China 

in the form of FDI, and the appreciation of the RMB does not significantly inhibitor the 

number of FDI inflows. In contrast, the RUB rate has been devalued at the beginning of 

the economic transition, and together with the advantages of Russia's own resources, 

FDI has entered Russia in large number. However, make a comprehensive survey the 

actual flow of Russian FDI, it can be found that Russia absorbs a large number of FDI 

and has a lot of serious capital flight. In the financial crisis, FDI often plays a role in 

boosting the flames. In addition, most of the FDI entering Russia are concentrated in the 

resource industry, which is not conducive to the production of Russian domestic 

technology - intensive and capital - intensive products. On the one hand, the excessive 

expansion of the energy export industry is excessive, and on the other hand, it is not 
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conducive to the optimization and upgrading of Russia's domestic industrial structure. 

By comparing the influence of the exchange rate arrangement between China and 

Russia on the FDI, it can be seen that the release of Russian capital market supervision 

is not conducive to the absorption and utilization of FDI in Russia. Russia's frequent 

changing exchange rate arrangements and massive fluctuations in RUB are also exerting 

to the disadvantage of FDI's role in promoting economic transformation in Russia. In 

the process of economic transformation, relatively stable exchange rate arrangements 

and effective exchange rate management are the prerequisites and guarantee for the 

transitional countries to make full use of FDI. In the case of imperfect domestic capital 

market system and limited regulatory level, the economic transition countries do not 

have the economic basis for the opening of the capital market, and the economic 

transition countries must constantly improve the regulation of capital flows and FDI 

from the system and operating means. In addition, it is also crucial for the government 

to introduce policies to guide foreign investment in industries and regions. While the 

economic transition countries attach importance to the use of foreign capital, they can 

not ignore the regional and industrial distribution of guiding the flow of foreign capital, 

which is of vital importance to the optimization and upgrading of a country's industrial 

structure and the balanced development of the macro-economy. 

Summary of chapter 

Both China and Russia are the transition countries, and the emerging markets of 

the two countries have a huge fund gap. The rational use of international FDI is crucial 

to the economic development of the two countries. By comparing and analyzing the 

influence of China and Russia's exchange rate arrangement on FDI, It is helpful for us to 

analyze the advantages and disadvantages of transitional countries in the use of FDI in 

different stages of economic development. It is of great significance for both countries 

to continuously improve capital flow and FDI management level. 
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CONCLUSION 

Sino Russian exchange rate arrangements have had a profound impact on their 

trade and FDI utilization, and their exchange rate regimes are also constantly adjusting 

with the changing situation at home and abroad. A comparative analysis of the impact of 

China and Russia's exchange rate arrangement on Trade and FDI utilization is of great 

practical significance and is conducive to deepening the reform of RMB exchange rate, 

in the future. Compared with the economic performance of China and Russia, it can be 

found that the gradual transition is still the best choice. The transition from planned 

economy to market economy is a hot issue with the emergence and development of the 

transition economy. 

 By comparing the different adjustment of China's exchange rate system and its 

impact on Trade and FDI, we find that a more flexible and flexible floating exchange 

rate arrangement should be a basic trend of future exchange rate reform in transitional 

countries. On the one hand, the transition to the Russian review of frequent changes of 

exchange rate arrangements, with the change and development of domestic and 

international political economy and finance, the changing of exchange rate arrangement 

is no ground for blame. This shows that the process of changing a more flexible 

exchange rate arrangement is not a static and a sprinkle, but a dynamic and tortuous 

process. On the other hand, in the long run, a more flexible floating exchange rate 

choice is a general direction, but in the short term, at different stages of economic 

development, the form of exchange rate arrangement is not the only one, but rather the 

coexistence of diversification. This is mainly based on the determinants of the exchange 

rate system. 

Because the exchange rate is decided by a country's currency purchasing decisions, 

is the national economic growth and international policy coordination results. Suitable 

for the national conditions of exchange rate arrangements will inevitably a park to 

realize the balance of macro economy made great contribution to the exchange rate 

system is not isolated, also play a role, it must be with the domestic monetary and fiscal 

policy to play with the economy's influence, to form solid foundation of exchange rate. 
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Whether from absolute advantage, comparative advantage or factor endowment 

analysis, Russia's current domestic industrial structure arrangement as a transitional 

economy is understandable. The important position of oil and gas exports in the 

country's economy is determined by the specific national conditions of Russia's 

transition. However, the ruble as a currency, its exchange rate is not determined by 

comparative advantage and factor endowments decide, under the current international 

monetary system, financial pricing has actually been mastered in the developed 

countries in the field of hands, the ruble exchange rate fluctuations in western developed 

countries have sanctions against Russia, the ruble crisis intensified. This should be a 

strong warning to China, which is at the same time as an emerging market economy. In 

recent years, especially after the subprime mortgage crisis in the United States, the 

international demand for RMB appreciation has been constantly increasing. The RMB 

has entered a small and rapid appreciation stage. However, the optimal exchange rate of 

RMB and its determinants have always been a question for us to ponder. 
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