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The sequencing relation between capital liberalization
in China and domestic interest rate liberalization

SHI, Lei

This paper aims to study the sequence of future capital liberalization in China through
revealing the openness of China’s capital account based on existing research.

Firstly, it is appropriate to develop capital liberalization gradually based on study research
in Japan. Secondly, according to the relationship between capital liberalization and exchange
rate regimes in developing countries, excessive capital inflow and reverse capital outflow
rarely occur in the floating exchange rate system. Namely, it is proper to modify the
exchange system before conducting capital liberalization.

Subsequently, in order to address the impact of exchange rate fluctuations, it is necessary
to carry out capital liberalization and establish a system to determine the interest rate by
the market. Therefore, the method and policy in terms of financial adjustment by the

central bank is very important.
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