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Evaluation on Elastic Space of RMB Exchange Rate Volatility

Huang Zhigang and Chen Xiaojie
(Management School of Fuzhou University)

Abstract: Theoretically, under the restricted condiion of keeping the independency of policies, when given certain capital flow,
the corresponding elasticity of exchange rate volatility which makes the intemediate exchange rate regime sustainable can be found.
Once the elastic space of exchange rate volatiliy is decided scientfically, the intermediate exchange rate regime can have the
advaniage of both fixed exchange mate regime and floating exchange rate regime. Up to now, thew’ s scarcely any research
achievement on quantitatively analyzing or measuring elastic space of exchange rate volatility under the theoretical framework of
Paul Krugman’ s “ the Impossible Trinity” . Our empirical study with the elasticiy of RMB ex change rate volatility as the research
subject shows that: 1. broadening the elastic space of RMB exchange rate volatility from 0.3% to 0. 5% is rational and
necessary. 2. Current daily band limi (0. 5%) is approximately the elastic space of RMB exchange rate volatility at the present
stage, that is, cument daily band limit is both rational and adequate at the present stage on the whole.
Key Words: Elastic Space of Exchange Rate Volatility; Evaluation Technique; Impulse Response Function; Variance Decomposition
JEL Classification: F31, 024
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