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While the global economy is undergoing correction and fluctuation, the rise of the Chinese and
emerging market economies has intensified the new round of competition. The deep—rooted problems of
the US and European economies are yet to get solved in the short term, although it does not mean the
end of US and European predominance. The rise of the emerging market economies and the decline of
the predominance of the US and Europe will be a long—term transitional coexistence. It is crucial for
China to grasp new development opportunities and fix its development problems and growth challenges.
The core task for China is to accelerate the adjustment of its development strategies to build up a new
competitive edge.

China’ s Policy Options for Further Opening up

Li Jiguang 45
With the slowdown of economic globalization, China’ s limited growth potential for foreign trade and the
weakening of its traditional comparative advantage thanks to changing factor conditions, the
globalization dividends and factor dividends of China’ s opening—up have seen significant changes that
are in line with its development stage. Given the new changes, China should further open up its
economy, which should cater to the goal of attaching equal importance to serving domestic economic
transition and building its global strategy, with the focus on the liberalization of productive services,
nurturing of the next—generation export products, implementing' peripheral breakthrough” intellectual
property rights strategy and providing development—oriented global public goods.

Iran in a Nutshell
He Fan 55

The US would be dragged into a deeper quagmire of war if it attacked Iran, a situation that would be
more troublesome than the Korean War and the Vietnam War and it would not win the war. Since 1953
when the Mohammad Mosaddegh government was overthrown, s the seeds of hatred between the US and
Iran have been sown. As it develops and becomes an ideological establishment, it only becomes harder
for such hatred to be disentangled. The real issue is that Iran wants to develop nuclear weapons, which
will break the balance of bargaining chips between Iran and the US. Given the US’ foreign policy
stance, the Iran nuclear issue will not have any solutions. What can resolve the issue is the collective
effort of the international community, especially the US, which needs to adjust its Iran policies.

SPECIAL REPORTS

New International Trends of Capital Control and Capital Account Liberalization
Yu Yongding and Zhang Ming 68

There have been noticeable changes in the attitude toward capital control or capital account
liberalization in the international community and academic circles. Traditional opinion argues that
capital controls should be removed. Since the global financial crisis in 2008, proposals for control and
management of cross—border capital flows have been increasingly put forward and more and more
countries and economies have started resumption or strengthening of capital controls. Considering those



new trends in international capital regulation and capital account liberalization, the Chinese
government should comprehensively utilize macro—economic policy tools, adopt a macro—prudential
regulation strategy and impose capital account controls to cope with international capital flows.

Capital Account Regulations for Stability and Development: A New Approach
Kevin P. Gallagher, Stephany Griffith-Jones and José Antonio Ocamp
75

Capital account regulations are often be taken as means to regulate the fluctuation of exchange rates,
avoid currency misalignment, limit speculative activities within an economy and provide room for
independent monetary policy maneuver. There are two types of regulations, with one based on price and
the other on quantity. Capital account regulations should be seen as an important component of the
macroeconomic toolbox and should not be taken as the final fix when other means fail to work. In a
country that is largely yet to open its economy, the capital account regulations can become part of the
gradual liberalization process of its capital account strategy. The quantity—based capital account
regulations may possibly be more effective than price-based regulation, especially in those countries
where capital accounts remain relatively closed and the central bank is yet to have much influence. To
better implement capital account regulations, a country needs to study the design and adjustment of
relevant measures and regulations and fine—tune them to ensure their effectiveness.

Managing Capital Flows: Lessons from the Recent Experiences of Emerging
Asian Economies
Masahiro Kawai, Mario B. Lamberte and Shinji Takagi 85

Despite the low nominal openness of the Asian economies as a whole, in 2009, all Asian economies,
except two of them, have had their Chinn-Ito index exceed or come close to 100 percent. In the late
1990s, a continued current account surplus and rising capital inflows brought about pressure for
exchange rate revaluation for most emerging Asian economies. Partly to thwart revaluation, the
monelary authorities of most of those economies interfered in the foreign exchange market, which led to
the accumulation of huge amounts of foreign exchange reserves. Prior to the global financial crisis, the
policy reactions of emerging Asian economies included sterilization—based intervention, lowering
interest rates and capital regulation. In the wake of the crisis, some of them started to introduce the
principle of prudence and other regulatory measures to guide capital inflows and foreign exchange
positions and coordinated their responses.

How to Evade Capital Controls and Why They Can Still Be Effective

Shari Spiegel 95
Capital account regulations should be seen as a tool to keep short—term cross—border capital flows from
exploding and not a tool to eliminate them. The price of evading capital regulation includes
administrative costs, the number of intermediaries and the harshness of punishment. Normally, capital
regulation can be circumvented through the current account, through disguising restricted flows as
unrestricted flows and through the derivatives markets. The design of regulatory measures should focus
on the severance of links between cross—border capital flows and the domestic market and reduce



