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Abstract: The development of offshore financial markets is an inevitable requirement
of financial opening, but also an important deployment to build a new development pattern
of domestic and international double circulation promoting each other. To promote the
Internationalization process, realize the free convertibility of the RMB, integrate into the
world financial system stably, and meet the needs of China's investment, trade, production,
and exchange, we must further make the RMB a means of payment and a reserve currency
and build an open currency and financial system that supports global trade. The

development of the Guangdong-Hong Kong-Macao Greater Bay Area is a major
strategy at the national level and of great significance to national development. Under the
new circumstances that the development of the Greater Bay Area is advancing in an all-
round way, the development of the Henggin Guangdong-Macao Deep Cooperation Zone 1s
a major plan to enrich the practice of "one country, two systems" and an important driving
force for Macao's long-term development. This paper discusses in depth the actual situation,
concrete measures, and development direction of Henggin to become an offshore

financial center with RMB characteristics. Our research has put forward policy
suggestions on developing offshore finance with Chinese characteristics and building
Henggin Deep Cooperation Zone into an offshore financial center with Chinese
characteristics. It has opened up a new logical perspective for financial opening-up and
internal and external linkage of national finance supplemented the gap of existing theories

and has high practical significance and reference value.

Summary and policy suggestions
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First, in the coming period, the construction of China's offshore financial market will
usher in new development opportunities and development peaks. The domestic offshore
financial market not only has broad development space and prospects but also has been
supported by national strategies, local supporting facilities, and policies. The offshore
market has broad prospects for development, and China will continue to follow a prudent
and gradual strategy of opening up 1ts financial market and capital account. In this context,
the construction and development of the domestic offshore financial market have become
the long-term demand of China's financial market opening, which 1s of urgent and highly
realistic significance.

Second, the offshore exchange rate and the onshore exchange rate will affect each other.
The offshore exchange rate reflects the market situation, while the onshore exchange rate
reflects the attitude of domestic and central banks. The fluctuation of the onshore RMB/US
dollar exchange rate and the fluctuation of the offshore RMB/US dollar exchange rate form
a clear linkage. Further moderately increasing the fluctuation range of the RMB/USD
exchange rate in the onshore interbank spot foreign exchange market will help reduce the
volatility of the offshore RMB/USD exchange rate and further reduce the separation
volatility of the onshore RMB against the dollar.

Third, the Henggin Guangdong-Macao Deep Cooperation Zone will be built into a
national financial center with offshore characteristics and a new highland for offshore
financial business in the Guangdong-Hong Kong-Macao Greater Bay Area. It will continue
to integrate into the Greater Bay Area, the overall development of the country, the
internationalization of RMB, and the major strategic opportunities of the "Belt and Road"
mitiative accelerate the transformation of financial services with characteristics,
continuously improve its professional capabilities, and vigorously develop cross-border
finance, wealth finance, consumer finance, inclusive finance, and technology finance. And
continuing to promote financial innovative policies, such as the free flow of capital across
borders, expansion of

cross-border asset transfers, capital account convertibility, and institutional innovation
in the management of corporate external debt, will build a solid financial infrastructure for

the construction of offshore financial centers.
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A novel interpretable approach for predicting Macau GDP
LINE R

Economic forecasting has been a long-lasting problem for economists, and it is
probably one of the most important questions for a nation/country.

We aim to strike a balance between the interpretability of the model and the accuracy
of the prediction. We shall introduce a model with easy-to-understand mechanism so that it
18 easy to justify ourselves and the public. The paper will explain why this approach is good
for some beginners and the public to have a taste about econometries and economic
forecasting. Moreover, the model will be reasonably accurate that it is indeed coincide with
the prediction of the University of Macau, and we may argue that it 1S even more reasonable
to adopt our approach.

In this paper, we derived a novel method for predicting GDP based on the special
economic situation/cartelistic in Macau, namely a large portion of income of the city is from
the gambling industry. We obtained a significant result of the proven high dependency
between the Macau economy (e.g GDP) and the Macau casino stocks performances (listed
on the Hong Kong market). In particular, we employed multiple linear regression to
investigate their relationships, and performed principle component analysis to justify the
model and interpret the model parameters.

Thanks to the abovementioned situation, we further model the stock prices as the
celebrated geometric Brownian motion, and perform Monte Carlo simulation for predicting
the next year s stock prices. Using the predicted stock prices, we can then employ the

fitted regression model to predict the GDP.

Empirical evidences are shown in this study, in particular, we utilize past available
data to predict Macau GDP in 2022, and make comparison between other study from the
University of Macau. Comparing to the prediction from the UMAC, it 1S easy to note that

their prediction 1s very optimistic, they expect a positive growth in GDP 1n 2022. However,
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as of August 2022, another wave of COVID-19 has been evolved in Macau and almost all
businesses in Macau are forced to shut down, including the casinos. These results in a huge
drop 1n prices for the casino stocks and the whole economy was paying off for the outbreak
of the viruses. To this end, we shall not expect Macau GDP will have a positive growth in
2022, at least 1t 1S not that optimistic to happen. Indeed, in our predictions, we expect a
negative GDP growth in general (if we do not shift the mean so far). These results seem to
be more consistent with the current situation in Macau. Actually, in our model, it predicts a
negative GDP growth partially because of the high variances of the stock prices last year.

We conclude that our novel approach for predicting GDP 1s effective, while preserving
great interpretability, compare to the existing model in the University of Macau. Moreover,
we have a decent result about the prediction for the GDP in 2022. Given the current
pandemic situation in Macau, it 1S more reasonable to believe that our prediction with the
new approach is more robust.

This model, indeed, can be further extend by including a few more explanatory
variables, for example, the numbers of tourists. But the selection of the explanatory variables
should be careful enough, in order not to make the model uninterpretable after adding some
other variables. In addition, as the most casino stocks were listed only after 2009, we do not
have large enough datasets to perform the regression and even to try out-sample testing.

This, indeed, may somehow affect the reliability of our model.
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