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Central Bank Survey Data—based Inflation Expectations Conversion

ZHANG Chengsi DANG Chao
(School of Finance, Renmin University of China, Beijing, 100872, China)

Abstract: This paper investigates a seemingly technical problem when using the survey data of People’s Bank of China for the
calculation of inflation expectation, which involves the choice of the real inflation statistics. We adopt both the balance approach
and probability method to calculate inflation expectation series from 2000Q1 to 2014Q3 in China and prove that this problem is
far from trivial since inflation expectation series derived from the application of quarter—over—quarter statistics is neither infor-
mative to real series nor in accord with the nature of survey data. Only if the base period of the statistics is set to be the same
quarter of previous year instead of preceding quarter can we expect to get a meaningful inflation expectation series. Our findings
provide important implications for related studies and policymaking in China.
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Three Issues on the Socialist Political Economy with Chinese Characteristics

CAI Jiming JIN Weiping
(Center for Political Economy, Tsinghua University, Beijing, 100084, China)

Abstract: The paper argues that we can exploit continuously the contemporary boundary of Marxist Political Economy, push on
the research of the Socialist Political with Chinese Characteristics, and account scientifically for the Socialist Basic Economic In-
stitution with Chinese Characteristics, guide theoretically the reform, opening—up, and economic development, only if we apply
creatively the methodology of Marxist Political Economy, proceed from China’s actual conditions, and critically absorb all kinds
of economic thought.

Key Words: Marxist Political Economy; Methodology; Socialism with Chinese Characteristics
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The Greek Tragedy

Hans—Werner Sinn

(Ifo Institute, Miinchen, 81679, Germany)

Abstract: By the end of March 2015, Greece had already received a total of 325 billion Euros in rescue credit from the mea-
sures instituted by the EU, the IMF and the ECB, and yet its unemployment has soared to more than double the rate of five
years ago, when the fiscal rescue operations started. The reason is that Greece is suffering from a bout of Dutch Disease. The
more money that flows in, the lower the incentives to rollback the excessive price increases of the early years of the euro, and the
lower the disposition to set off on the stony path to restoring the country’s competitiveness. Contrary to assertions, the Greek
population has also benefited from the rescue credit. Calculated from the onset of the crisis, in net terms one—third of the public
credit has contributed to financing the Greek current account deficit, one—third to paying off private foreign debt, and one—third
to capital flight by Greek people. Furthermore, the country has profited greatly from the lowering of interest rates on its foreign
debt, an advantage that translated into around 50 billion Euros between 2008 and 2014. In 2014, overall Greek private and pub-
lic consumption amounted to almost 114% of net national income. Greek banks have received some 80 billion Euros in ELA
credit from the Greek central bank in the past few months. ELA credit, which can be blocked only by a two—thirds majority in

the ECB Council, exceeds by far the recoverable assets of the Greek central bank in case commercial banks go bankrupt and the
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collateral pledged by the banks loses its value. Thanks to ELA, the private capital fleeing to other countries has been replenished
with public credit from the international community. This credit has strengthened Greece ’s negotiating position with the interna-
tional community by increasing the other euro countries’ potential losses in the case of Grexit. This could explain why the Greek
government has played for time in the current negotiations. If it should come to a Grexit, it would be crucial to introduce as
quickly as possible a new legal tender, in order for all price tags, as well as rent, credit and wage contracts to be redenominated
and devalued simultaneously, restoring the competitiveness of the Greek economy. A creeping transition to a new currency by
way of state—backed promissory notes (IOUs) that are not legal tender could buttress the solvency of the Greek government, but it
would not solve the competitiveness problem. Econometric studies have shown that an economic upturn can make itself felt in as
little as one or two years after a devaluation and a haircut on outstanding foreign debt have been carried out.

Key Words: Euro Zone; Sovereign Debt Crisis; Central Bank; International Credit
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An Study on the Divergence of Spot Exchange Rate from Base Rate
——With Comments on the 8.11 Base Rate Offer Reform

ZHOU Xianping CHEN Xuewen HUANG Yanfang
(School of Finance, Zhongnan University of Economics and Law, Wuhan, 430073, China)

Abstract: The central bank has restrictions on the spot exchange rate volatilities around base rates. The divergences of spot rate
from base rate contain lots of information. The statistical characteristics and driving factors of divergences are analyzed by using
EGARCH-X models. We found that base rates are important tools for expectation management of exchange rates, but with a de-
clining efficiency. The divergence of USD has an one—direction spill—over effects on other currencies ’ divergences. The policy
intentions of central bank and USD/CNY NDF rate have significant effects on USD ’s divergence and its volatility. Policy sugges-
tions are given finally, including more market—oriented base rate, improving market transparency, market opening—up, more di-
rect quotations and supervision of cross—border capital flows.

Key Words: Spot Exchange Rate; Base Rate; Expectation Management

JEL Classification: E58; F31; G18

The RMB Joining in SDR’s Currency Basket and Its Impacts on
China’s Financial Reform

ZHENG Liansheng
(Institute of Finance and Banking, Chinese Academy of Social Sciences, Beijing, 100028, China)

Abstract: Special drawing rights (SDR) has the characteristics and institutional foundation of international reserve currency. It is
very conducive to improve the stability of international monetary and financial system, however, its currency basket and pricing
decision mechanism have not adapted to the dynamic changes in the global economic pattern. Adding the Renminbi to SDR ’s
currency basket and adjustment of SDR’s pricing mechanism has accomplished in November 2015. As to China, Adding the
Renminbi to SDR’s currency basket is very helpful for the internationalization of Renminbi, domestic financial reform and sta-
bility of the international monetary system. The related cost mainly lies in the potential risks of capital account liberalization and
financial market openness. China also needs conduct related reforms to eliminate the technical and market barriers after Ren -
minbi joining the SDR’s currency basket. Becoming one of the SDR basket currencies is a great incentive for China to establish
a more effective and efficient financial market in the near future.

Key Words: Special Drawing Rights; Currency Basket; Renminbi; Financial Reform

JEL Classification: E42; F02; F33
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