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Abstract

The degree of economic openness is constantly improving in the world and
international trade exchanges are becoming more and more frequent. China’s economy is
facing a more complex development environment and the problem of internal and external
imbalances restricts the healthy and orderly development of China’s economy. Based on the
improved Swann Model, this paper studies the conflicts in China’s economy, analyzes the
imbalance between the economy caused by the continuous expansion of the balance of
payments surplus and the persistence of inflationary pressures in the past fifteen years. This
paper also uses the Grey Correlation method to verify the long-term fluctuation trend and
correlation between China’s balance of payments and the real effective exchange rate,
monetary policy, fiscal policy, unemployment rate and inflation rate over the years, so as to
obtain a high and similar correlation between the balance of payments and the real effective
exchange rate, unemployment rate and inflation rate. The conclusion proposes that
the contractionary expenditure changing policy and expenditure switching policy should be
adopted coupled with relative appreciation of the RMB to adjust the imbalance economy to
ensure that the domestic economy returns to the healthy development.

Keywords: Real Effective Exchange Rate, Internal and External Imbalance, Swan Model,
Policy Choice
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