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Abstract: Since RMB exchange rate reform in 2005 China has established a managed floating
exchange rate system, and in December 2008 RMB against the U.S. dollar has appreciated by about 20%.
The central bank has been intervening in the foreign exchange market to maintain the relative stability of
the RMB exchange rate, meanwhile the central bank has been sterilizing. So the central bank raised the
interest rate to contract excess money liquidity. We firstly constructed the model to analyze the impact of
foreign intervention on domestic monetary equilibrium, and then we adopted the VAR model to research
the relationship among monetary disequilibrium, intervention level and monetary policy. We further
analyzed the relation between interest rate and exchange rate. We found that, the increase of domestic
interest rate is the main cause for RMB appreciation pressure, and the independence of the monetary
issuance is relatively weak, whereas, the interest rate policy is more independent.
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