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No Turning Back from Opening Up: China's Experience and
Enlightenment in Coping with Capital Flow Reversal

Guan Tao and Yin Gaofeng

Abstract: This article reviews China’s six experiences in dealing with capital flow shocks since the
unification of exchange rates in 1994, and highlights that China has gradually shifted from focusing on
administrative control to tending to market regulation and macro-prudential measures. The confidence of
China’s further financial opening up has been strengthened by keeping on the development of solutions
to ongoing problems, maintaining stable and improved economic fundamentals, increasing the flexibility
of exchange rate policies, maintaining the soundness of the economic and financial system, improving
the macro-prudential management on cross-border capital flows. However, after expanding opening up,
China’s ability to cope with financial risks will be further tested because of increased external constraints
on financial policies, pro-cyclical fluctuations in capital flows, increased cross-border contagion risks,
and the amplification of domestic macroeconomic policy spillover effects. To achieve high level of
financial opening up, China needs to improve the supporting financial infrastructure, adhere to the steady
and prudential promotion of RMB internationalization and financial opening, firmly grasp the initiative

and leadership of financial opening, and promote opening up and risk prevention simultaneously.
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