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money, because of its speculative purpose and uncertain flow, is
under strict control or crackdown throughout the world. As for
China, why is the government highly vigilant to combat it? Firstly,
hot money is detrimental to the formulation and implementation of
the monetary policy. With capital accounts still under control in
China, the risk hot money poses mainly lies in the impact on
exchange rate. To maintain the stability of exchange rate in the
backOdrop of hot money constantly pouring in, the central bank has
to buy in a great amount of foreign funds, and thus money supply is
considerably augmented. Moreover, to curb the inflow of hot money
by increasing its cost, RMB has to be devaluated. The above two
measures, however, leads to a surging liquidity in the market, which



In turn may result in inflation and overheated economy. 1 1 [1 “
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000000 Secondly, hot money is detrimental to the balance of
international payment and the stability of RMB exchange rate. The
large-scale flow of hot money will bring more uncertainties to the
foreign exchange market, do harm to the adjustment of international
payment and may intensify the imbalance in this aspect, cause
distortion in exchange rate, and even trigger off another financial
crisis, 000" OO 000000000 oooooon
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money is detrimental to the safety and stability of the financial
market and banking system. Unlike effecient capitals, hot money
flows into China with the very purpose to seek sudden and huge
profits from the appreciation of RMB. Once the profits are gained,
hot money will retreat, which touches off the plunge in the stock and
housing markets, and intensifies the volatility in the domestic
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