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Analysis on the Evolution for Parity Model Interest Rate in China

XUE Hong-li

(The Graduate School of the Party School of the Central
Committee of C. P.C. , Beijing 100091,China)

Abstract: In fully effective financial market, mutual connection among interest rate, ex-
change rate and international capital flow forms a self-equilibrium system embodied by interest
rate parity model(IRP). China is witnessing a transition from a planning economy to a market
economy, and there is no such self-equilibrium system but an inconsistent relationship in be-
tween exchange rate and interest rate formed by international capital flowing. However, with
the development of financial system’s reform, a self-equilibrium system will come into being in
China step by step. With a factual illustration for the applicability of IRP in China, the thesis
intends to deduce and IRP model fitting into the Chinese context by introducing a frictional
modulus of system. It also depicts the process of forming self-equlibrium system by picturing
the evolution of IRP. meanwhile, it analyses the inconsistent relationship between exchange
rate, interest rate and international capital flow, and predicts the pressure of devaluation or re-
valuation of RMB.

Key words: interest rate parity model(IRP) ; transaction costs; frictional modulus of sys-

tem; international capital flow; self-equilibrium system
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