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Abstract

In the 19605-1970s, intemational capital flows increased rapidly, toppling the
Breton Woods System characterized by fixed exchange rate regime, igniting a glob-
al exchange rate regime reform; chaziging the balance of payments adjustment char-
acterized by closed management, and promoting international capital account liber-
alization. In open economy, capital controls and exchange rate regime are the two
important macroeconomic regime choices. There exist different combinations of
capital controls of different intensity and exchange rate regimes of different flexibil-
ity. Capital controls of different intensity have different influences on exchange rate
regime choice, and exchange rate regimes of different flexibility have different
effects on capital controls. Different combinations have led to different effects on
the economy’s ability to withstand shocks and stability of the economy system.

Traditional research studied capital controls and exchange rate regimes inde-
pendently, ignoring the intrinsic link and coordination between them. Researches
were carried out statically, without consideration of dynamic coordination between
exchange rate regimes and capital controls, and with no discussion about the chan-
nels of capital controls exerting influence on exchange rate regimes. Therefore, the
systematic, dynamic and comprehensive studies are scarce, so theoretical and em-
pirical studies lag behind.

Presently, international capital flows in China are increasing rapidly, and
China’s accession to the WTO brings about fundamental changes of trade and in-
vestment. How to deepen the exchange rate regime reforms and capital account lib-
eralization and establish coordination mechanism of capital controls and exchange
rate regime is a big issue for China. The research in this academic book combines
capital controls and exchange rate regime together, setting a coordination model of
capital controls and exchange rate regimes, studying the coordination mechanism
and putting forward policy suggestions, which is of great theoretical and policy sig-
nificance.
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Abstract

The research combines capital controls and exchange rate regimes, that is,
studying capital controls with consideration of exchange rate regime, and studying
exchange rate regimes with consideration of capital controls. On theoretical, empir-
ical and strategic levels, the research studies the intrinsic link and interactive
effects between capital controls and exchange rate regimes, exploring optimal poli-
cy strategies for capital controls and exchange rate regimes.

Firstly, this research studies the theories of capital controls and exchange rate
regimes in order to construct theoretical system of the research. Secondly, it ana-
lyzes various cooperative models of capital controls and exchange rate regimes.
Thirdly, it analyzes the effectiveness of China’s capital controls, assuming that the
effectiveness of China’s capital controls is continuously decreasing and loosening
capital controls is the intrinsic requirement of capital flows, and it is an inevitable
trend. Lastly, the research proposes strategies to coordinate the capital controls
and exchange rate regimes, including establishing a model to coordinate capital
controls and exchange rate regimes; the choice of exchange rate regimes in the
process of loosening capital controls; improving the effectiveness of interest rate
and exchange rate coordinative mechanisms while loosening capital controls, and
improving the effectiveness of offsetting intervention and independence of monetary
policy. This research consists of five parts.

The first part analyzes the theory of international capital flows. Firstly, it
mainly discusses microeconomic reasons and economic effects of international cap-
ital flows. Secondly, it analyses capital controls theory, including different theories
about capital controls motives; theoretical foundations of capital controls; types
and measures of capital controls; capital account liberalization; relationship be-
tween capital controls and capital account liberalization. Thirdly, it discusses the
costs and benefits of capital controls, first from the perspectives of fluctuation of
exchange rate and output, then from the perspective of output-inflation tradeoff.

The second part makes comments on theories of exchange rate regime choices.
Firstly, it discusses classification and development trend ofexchange rate regimes.
Secondly, it analyses economic performance of exchange rate regimes, including e-
conomic criterion of exchange rate regime choice; IMF’s proposals on exchange rate
regime choice and economic performance of exchange rate regimes. Thirdly, it an-
alyzes the relationship between capital flows, currency crisis and exchange rate re-
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gimes.

The third partexplores theoretically coordination of capital controls and ex-
change rate regimes. Firstly, it analyses capital controls and exchange rate regimes
from the angle of M-F Model, including the theoretical framework of M-F Model;
financial shock and real shock under floating exchange rate regime; financial shock
and real shock under fixed exchange rate regime, and comparative analysis on
floating exchange rate regime and fixed exchange rate regimes under different
shocks. Secondly, it studies coordination modes of capital controls and exchange
rate regimes, including coordination modes under real shock and financial shocks.
Thirdly, it discusses capital controls in exchange rate regime choice, including de-
termination of output and inflation; economic effects without capital controls ; eco-
nomic effects with capital controls ; and finally government decision of capital con-
trols,

The fourth partmakes researches into the effectiveness of capital controls em-
pirically in China. Firstly, it studies the measure of China’s capital controls inten-
sity, including the measures of capital controls and the measures of capital controls
in China. Secondly, it analyses the effectiveness of China’s capital controls, in-
cluding the situation of capital controls in China; the goals and criterion of capital
controls; and China’s capital controls effectiveness from the perspectives of capital
controls’ goals and F-H Model.

The ﬁfth'part probes into the issue of relaxing capital controls in China and
RMB exchange rate regime. Firstly, it discusses the reforms of relaxing capital
controls, including the motives, the premises and the path choice of relaxing cap-
ital controls in China. Secondly, it studies relaxing capital controls and interest
rate-exchange rate coordination mechanism, including the relationship between
capital controls, interest rate-exchange rate; the model of interest rate-exchange
rate coordination mechanism; the realistic testimony and empirical studies of RMB
 interest rate-exchange rate mechanism, etc. Thirdly, it explorers relaxing capital
controls, exchange rate regime flexibility and RMB internationalization. Fourthly,
it discusses relaxing capital controls and sterilized intervention of the central bank.
Fifthly, it analyses relaxing capital controls and RMB exchange rate regimes, in-
cluding the operation effects of RMB exchange rate regime; the coordination model
of capital controls and RMB exchange rate regime reform; the mode selection and
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specific path for RMB exchange rate regime reform.

Keywords: Capital Controls; Exchange Rate Regimes; Coordination of Cap-
ital Controls and Exchange Rate Regimes; Interest Rate-Exchange Rate Coordina-

tion Mechanism; Sterilized Intervention
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