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The Value Foundation to Currency and the Chinas Choice on Exchange Rate System
HUANG Quan— guo
(School of Economics and Management , Changsha University of Science and Technology, Changsha , Hunan 410114, China)

Abstract : Since the function to currency is the medium for exchange and the measurement of value, and the value sta-
bility is crucial to the fulfillment of the function to currency, the selection on exchange rate system should also be the-
oretically investigated from the perspective of the stability to currency value. This paper constructs the basic theory of
currency value, deduces the selection principle of exchange rate system, and demonstrates the necessity and feasibility
of RMBs free floating. The basic conclusion has been reached that the larger the size of a currency as a medium of ex-
change, the more stable its value stands. In addition, when paper money also acts as a measure of value, the volatility
of its value will be significantly reduced. For countries with too small or too large economies, fixed exchange rate sys-
tems are ineffective because of high institutional costs. Under the condition of independent floating. the RMB will still
have higher value stability. Based on the above judgment, China already has the economic scale conditions for a float-
ing exchange rate, and a self —f{loating RMB is necessary and feasible.
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