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Abstract

The inflow and outflow of capital is restrained, though China has
achieved part opening of capital account. And exchange rate regime
shows as single-pegged dollar (exchange rate) regime, and interest rate
is still restricted. Therefore, the mutual influences between interest
rate and exchange rate is not strong. China will open her financial mar-
ket and achieve free float of exchange rate and interest liberalization
with the quickened integration of international economy and the entry to
WTO. On the one hand, it means the mutual influences between inte-
rest rate and exchange rate will be strengthened further; on the other
hand, it shows China will inevitably be attacked by external risk shock.
Accordingly, we should take preventive measures, and steadily propel
the course of opening, and reform and open financial market so as to
absorb shocks by profundity and extent of financial market, and build
defending system of “interest rate and exchange rate” to prevent shocks
and etc. And financial crisis may be kept within its limits by all men-
tioned above.

Combining with Chinese realities, by using modern economic ana-
lytical tools, starting from discussing linkage mechanism between in-
terest rate and exchange rate, author tries to establish a framework to
analyze the linkage between interest rate and exchange rate in dynamic
opening financial market, and tries to study the financial-market open-
ing model, interest-liberalization model, exchange-rate reform model
which adapt to China, thus putting forward a systematic defending, an
early warning and a regulating mechanism from a fresh perspective
against the new issue—risk shock which occurred during the course of
financial-market opening after China’s entry to WTO so as to offer an

integrated thought for keeping internal and external balance of
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Abstract

economic development in the course of Chinese financial opening. In a
word, author tries to study the issue from the following aspects:

(1) To structure theoretic model which adapts to analyzing Chinese
reality through multi-perspective to discuss linkage mechanism between
interest rate and exchange rate.

(2) To construct theoretic hypothesis adapting to financial-market
opening in China.

(3) To discuss the model of dynamic interest-rate-liberalization
accorded with the model of financial-market opening in China.

(4) To probe into the optimum target of exchange rate regime
accorded with the model of financial-market opening in China.

(5) To put forward the risk-control-system which prevents and
cushions the risk shocks and keeps the internal and external of Chinese
economy balance under the condition of opening economy by discussing

linkage between interest rate and exchange rate.

Author gives a brief analysis of the realistic background studied in
the paper first. Author makes clear about the issue that he tries to solve
in the paper with pointing out the cry for systematic theoretic study of
the financial-market-opening practices. Then, through the systematic
review on the existing linkage theory between interest rate and exchange
rate and the gross generalization on the status of domestic research, au-
thor thinks the existing theoretic supply cannot satisfy the cry for theo-
retic demand. Thereby, taking it as a start, author makes clear about

the academic structure of the paper.

The present theoretic study does not delineate a complete outline
on linkage mechanism between interest rate and exchange rate, there-
fore there exist always ex parte predicaments on analyzing the problem
of interest rate-exchange rate in reality. The first part is the second
chapter. In this part, from four different perspectives that are general
analysis, model of interest rate parity, Mundell-Fleming model, and
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policy-target of central bank, author carries out a thorough analysis on
linkage mechanism between interest rate and exchange rate, and typi-
cally selects some countries or regions to do the practical research on
linkage case between interest rate and exchange rate. Hereon, author
sets up the general analyzing framework on linkage between interest
rate and exchange rate, and constructs model of interest rate parity
which system friction modulus is introduced into that adapts to China,
which provide analyzing framework and theoretic bases for the coming

analysis.

The second part is the branch-analysis based on the first part. in-
cluding the third chapter, the fourth one and the fifth one, which sepa-
rately studies model of financial market opening, and studies model of
interest rate liberalization and optimum model of exchange rate regime
which based on the model of financial market opening, and studies in-
fluences on linkage mechanism between interest rate and exchange rate
by the three models. The model of financial market opening is decided
by the reforming course of interest rate liberalization, and meantime
the two factors are the decisive conditions to optimum model of ex-
change rate regime, and the three ones influence the linkage mechanism

between interest rate and exchange rate as well.

Basing on the analyzing of proceeds risk balance of financial market
opening and the realistic features of Chinese financial market opening,
author puts forward theoretic hypothesis of “dynamic opening” of
Chinese financial market, and analyzes the influences in different stages
(different open extent) on the linkage between interest rate and
exchange rate basing on the theoretic hypothesis. Then, basing on the
dynamic hypothesis of financial market and combining the reality in
China, author separately discusses the reform model of interest rate
liberalization and optimum model of exchange rate regime. Author

considers that the new thinking for Chinese interest rate liberalization
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should be the strategy of dynamic interest rate liberalization accorded
with the dynamic opening of financial market, and discusses influence
of interest rate liberalization on linkage between interest rate and
exchange rate by setting up models. Author considers that under the
condition of dynamic opening of financial market China should choose
initiative change as optimum of exchange rate regime, which is the
change from false managed floating to a real managed floating, and
analyzes the influence of different exchange rate regime on the linkage

between interest rate and exchange rate.

The third part (the sixth chapter) is the purpose of all demonstra-
tions in this paper. The main issue discussed in this chapter is also the
important innovation, which creatively structures a risk-shock control-
ling system in the dynamic opening of financial market, combining with
risk-screen system and risk-warning system and risk-regulation system,
and analyzes how to farthest watch and weaken the influence of risk
shocks on Chinese economic safety by using the risk control system.
And the most unique innovation is the warning index system of risk
shock brought forward by author through the practical research, and
there is a striking consistency between the current status of finance risk
calculated by the warning index system in China and the result calculat-
ed by the model structured by author in chapter two.

The main theoretic innovations in the paper are the following.

(1) To structure a new model that is the model of interest rate
parity introduced into system friction modulus.

(2) To put forward a theoretic hypothesis that is the theoretic
hypothesis of dynamic opening of financial market in China.

(3) To put forward a risk-shock controlling system which including
three subsystems in the dynamic opening of financial market in China.
And the most unique innovation is the warning index system of risk

shock brought forward by author through the practical research, and
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