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Introduction
The phrase “true exchange rate” suggests that the Chinese yuan and the U.S. dollar should have one
objectively correct price, but exchange-rate analysis involves several different measures. The nominal
spot rate tells how many yuan are exchanged for one dollar at a particular time. Real exchange rates
adjust for price differences, effective rates compare the yuan with a basket of trading-partner
currencies, purchasing-power-parity estimates compare the local cost of similar goods and services,
and equilibrium models estimate a rate consistent with sustainable trade, capital flows, saving,
investment, productivity, and policy. None of these measures is permanently “true” because
economic conditions and expectations change. The most recent Federal Reserve H.10 data available
before October 2026 reported 6.7110 yuan per U.S. dollar on September 25, 2026 (Board of
Governors of the Federal Reserve System, 2026a). That equals roughly $0.149 per yuan, but the
reverse quotation should not be confused with a judgment about fair value, national economic
strength, or long-term international currency status.

China’s Managed Exchange-Rate System
China operates a managed exchange-rate system in which market supply and demand influence the
renminbi within a policy framework overseen by the People’s Bank of China (People’s Bank of China,
n.d.). Authorities publish a daily central parity rate, maintain an allowed trading band for the onshore
currency, manage capital flows, and can influence liquidity, expectations, and the behavior of state-
linked financial institutions. The offshore renminbi, generally labeled CNH, trades outside mainland
China and may diverge from the onshore CNY rate when liquidity or expectations differ. A managed
system does not eliminate market pressure; it changes the channels through which that pressure
appears. Capital outflows can affect offshore pricing, forward markets, reserves, domestic liquidity,
and expectations about future policy. The same is true of appreciation pressure generated by strong
exports or capital inflows. Analysts should therefore distinguish policy management from the
simplistic claim that officials choose any rate they want without constraint. Sustaining a level far from
broader economic conditions can become costly, while allowing abrupt movement may create
financial instability for firms, households, and banks with currency exposure (People’s Bank of China,
n.d.).
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What Moves the Yuan–Dollar Rate
Interest-rate differences, trade flows, capital movements, inflation, productivity, growth expectations,
policy credibility, and geopolitical risk all influence the yuan–dollar exchange rate. When U.S. interest
rates rise relative to Chinese rates, dollar assets may become more attractive, but the effect depends
on expected currency movement, credit risk, hedging costs, and capital controls. Trade creates
another channel. Chinese exporters earning dollars may sell foreign currency for yuan to pay
domestic expenses, supporting the renminbi, while importers and investors seeking foreign assets
create demand for dollars. Inflation differences affect the real exchange rate even when the nominal
bilateral rate changes little. Property-market conditions, corporate and local-government debt, fiscal
policy, tariffs, and confidence can also alter expectations (International Monetary Fund, 2026). No
single statistic, including GDP, determines the currency. A country can have a very large economy
and still have a numerically low-valued currency unit because currency denominations are arbitrary.
Exchange-rate analysis therefore requires mechanisms linking economic information to actual
demand for domestic and foreign assets rather than broad claims that one economy is “stronger.”

Nominal Rates, Purchasing Power, and
Competitiveness
The nominal USD/CNY rate is essential for transactions, but it does not show how much people can
buy inside each country. Purchasing-power parity compares the prices of similar goods and services
and is useful for analyzing living standards or the size of economies after adjusting for local costs. It is
not a reliable short-term trading target because services cannot always be traded internationally,
consumption baskets differ, taxes and quality vary, and capital flows can dominate goods-market
arbitrage for long periods. The real effective exchange rate is often more useful for competitiveness
because China trades with many economies rather than only the United States. The yuan can weaken
against the dollar while strengthening against another trading partner’s currency. Competitiveness
also depends on productivity, logistics, product quality, energy cost, supply chains, subsidies, and
market access. Depreciation may support exporters by lowering foreign-currency prices, but it also
raises the domestic cost of imported technology, energy, food, and foreign-currency liabilities. There
is therefore no single exchange-rate movement that benefits every sector simultaneously.

Saving, Investment, and External Balance
China’s high national saving rate matters because the difference between national saving and
domestic investment is linked to the current account. High saving can finance productive investment
and reduce dependence on foreign capital, but it can also reflect household caution, corporate
retention, demographic expectations, limited social protection, and weak consumption relative to
income. When saving persistently exceeds domestic investment, the economy tends to generate an
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external surplus. Rebalancing toward household consumption could change import demand and the
exchange-rate environment, but no one tax or spending measure would automatically produce the
desired result. Social insurance, household income growth, housing adjustment, private-sector
confidence, and public-service provision can all influence consumption and saving differently.
Financial stability also matters. The IMF’s 2025 Article IV consultation highlighted the interaction of
China’s external surplus, domestic demand, capital flows, and exchange-rate assessment
(International Monetary Fund, 2026). A stock-market decline is not automatically an exchange-rate
crisis, and a rising stock market does not guarantee currency appreciation. Analysts must identify
whether investors are changing cross-border positions, whether interest-rate expectations are
shifting, and whether policy intervention is altering the supply and demand for foreign exchange.

The Dollar’s International Role and the Renminbi
The dollar’s global role cannot be measured by whether one dollar buys six, seven, or ten yuan.
International currency status depends on market depth, convertibility, legal predictability, payment
networks, trade invoicing, safe and liquid assets, central-bank reserves, and the ability to move large
amounts of capital reliably. The United States provides extensive Treasury and private financial
markets that support global dollar use. The renminbi has become more important in trade settlement,
reserves, and cross-border finance, and China has expanded offshore markets and payment
arrangements. Its internationalization is nevertheless influenced by capital-account management,
market access, transparency, and confidence in institutions. A more multipolar currency system can
emerge without one currency fully replacing another. Firms may invoice trade in dollars, settle some
transactions in yuan, borrow in euros, and hold reserves across several currencies. The relevant
question is therefore how functions such as invoicing, borrowing, reserves, and payments evolve, not
whether one nominal exchange-rate number proves that the yuan has “overtaken” the dollar.

Conclusion
There is no timeless “true” yuan–dollar exchange rate. The market rate is observable at a specific
date, while real, effective, PPP, and equilibrium rates answer different analytical questions. Federal
Reserve data placed the rate at 6.7110 yuan per U.S. dollar on September 25, 2026, but that figure
describes a market observation rather than fair value or a long-term destination (Board of Governors
of the Federal Reserve System, 2026a). The bilateral rate changes with interest-rate differences,
trade, capital flows, inflation, productivity, confidence, policy, and expectations. China’s managed
system allows market forces to operate within a framework of central parity, trading rules, capital
management, and official guidance. GDP size alone cannot determine the rate, and the nominal value
of one currency unit cannot establish which currency dominates international finance. Responsible
analysis must therefore define the measure, state the date, distinguish onshore from offshore
markets, and separate transaction rates from model-based estimates of equilibrium. Exchange-rate
conclusions should remain conditional because policy, financial conditions, and geopolitical events
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can change expectations quickly.
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