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Abstract: Under the influence of adjustment of our economic policy and inflation, the Data Generating Process (DGP) of RMB real
effective exchange rates may change its structure during the course of commercial activities in China. A co- integration- model of
the equilibrium real exchange rate of RMB is proposed based on the structure changes of the DGP of RMB, and its validation is
shown by analyzing the relation between the balance of payments and the maladjusted exchange rate. The result indicates that an
obvious relationship exists between many fundamental variables and RMB real effective exchange rates, and the RMB real effective
exchange rate has been under- valued in some degrees since 2002. The misalignment of exchange rate has a marked influence on
the balance of payments in China.
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Fig. 1 Curve of RMB real effective exchange rate
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