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Abstract

The paper is composed of eight chapters and is structured in-
to four parts: Part One, introductions on related theories and ref-
erences, including Chapter One, which introduces related theories
on the market — based interest rate.Part Two, domestic and over-
seas’ practices and experiences of market — based interest rate re-
form, including Chapter Two, practices of market — based inter-
est rate reform from a global perspective and Chapter Three, Chi-
na’s practice of market — based interest rate reform.Part Three,
also Chapter Four, is on analysis of risks in market — based inter-
est rate reform; Part Four does some researches on risks and risk
control issues associated with China’s market — based interest rate
reform, including Chapter Five, the first aspect of risk control in
market — based interest rate reform: taking appropriate order in
the reform; Chapter Six, the second aspect of risk control in mar-
ket — based interest rate reform: financial regulation; Chapter
Seven, the third aspect of risk control in market — based interest
rate reform: macro management; and Chapter Eight, the fourth
aspect of risk control in market — based interest rate reform: micro
management. And Part Four, Conclusions.

In Chapter One, theoretical review of the market — based in-
terest rate, the author mainly introduces theoretical researches on
interest rate liberalization by domestic and international schol-

ars. Theories on interest rate liberalization dated back to thoughts
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of financial repression and financial deepening by Professor Mck-
innon and Professor Shaw, who pointed out in their books that fi-
nancial repression is a typical characteristic of the economic devel-
opment strategies in developing countries and repression on inter-
est rate is an important tool of financial repression.In a financial
repression environment, on the one hand, excessively low interest
rate represses the public’s desire for saving and therefore results
in insufficient capital supply.On the other hand, because of re-
strictions on lending interest rate, borrowers can get loans at very
low, even negative interest rate, decreasing the capacity of finan-
cial institutions to allocate savings for investment. Professor Mck-
innon and Professor Shaw suggested taking reform measures on
interest rate liberalization in order to enhance financial develop-
ment. They believe that interest rate liberalization increases the re-
turn on savings for domestic private sectors and increases their op-
portunities to allocate and hold domestic financial assets. The in-
crease on rate of savings enlarges the scale of financial institutions
and provides financial support for more capital investors of materi-
als as well.On the contrary, financial restraint theory was raised
by Mr. Thomas Hoffman and Mr.Joseph Stiglitz. Mr. Stiglitz be-
lieves that financial market may fail due to information asymmetry
and other external reasons.A certain level of policy intervention
will not only make the market play a better role but also promote
the economic efficiency of various sectors. Therefore, he calls for
the government to take control on interest rate.

Regarding the order and ways of interest rate liberalization,

based on his research, Mr. Mathoyeson pointed out that two steps



