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Abstract: This study expands and applies the closed economy model in Schilling and Uhlig (2018) to a small open economy, and
the equilibriums and their nature in the new environment condition have changed. Further findings have got in a small open economy
environment. Frist, the purchasing power of Bitcoindomestically and globally is the same under the small open economy, which explains
the arbitrage—free theory and the law of one piece of Bitcoin market from the equilibrium of the small open economy. Second, the capital
control of flat money can increase the price of Bitcoin in China, which describes the relationship between the strength of capital control
and the price premium of Bitcoin. Third, excessive outflow of Bitcoin may lead to the rise of Bitcoin price and the loss of welfare in China,
which provides theoretical basis for the relationship and transmission mechanism between capital flight through Bitcoin channel and the
price premium of Bitcoin. According to the findings, this study suggests that the development of digital currency including Bitcoin should
be supervised strictly to preventing the financial system from new uncertain risks
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