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ABSTRACT

After World War 11, as driven by revolutions in science and
technology and evolutions in production relations, the world
productivity experiences a rapid development and economic
globalization has become a strong trend of the times. In es-
sence, economic globalization is to turmn world economy into
market economy, it is a comprehensive deepening of intema-
tional labour division. Through accelerated global expansions,
multinational corporations produce more and more gocds in
more than one country making the goods products of interna-
tional labour division and co-operation. Economic giobalization
depends on world-wide rational deployment of resources, and
alsc on world-wide free flow of capitals, one of the production
factors, but what hinders capitals from flowing freely is cap-
ital control. To remove capital control and to realize converti-
bility under capital accounts is one of the most declisive reform
measures in economic and financial globalization. In order to
accommodate the development requirements of economic and
financial globalization and to integrate themseives into the
world trend of globalization as soon as possible, countries af-
ter countries have quickened their steps towards full converti-

bility of their local currencies. As a large open country, China



has no reason to stay aloof from this trend. 20 years’ practice
of the open policy proves that opening and integration into
world economic system as soon as possible is the successful
and inexorable choice by China. Full convertibility of Renminbi
(RMB, thereafter) is an important signal and inexorable re-
quirement of our further opening. According to “Resolutions on
Certain Issues about Building a Socialist Market Economy by
the Central Committee”, passed in November 1993, the long-
term objective of our foreign exchange reform is full converti-
bility of RMB and the ultimate objective is the internationali-
zation of RMB. Experiences from countries where full converti-
bility has been achieved show that convertibility must start
from current accounts and then proceed to capital accounts. In
December 1996, China declared acceptance of Article 8 of In-
temational Monetary Fund and realized convertibility under
current accounts. As a result, convertibility under capital ac-
counts becomes a key policy objective of the government. It is
very probable that China will join WTO at the end of this year,
entry into which will objectively expedite the process of RMB
convertibility under capital accounts. After China joins WTO,
China will invest more in other countries and make it easier for
overseas funds to flow into China. Large volume of in and out
capital flows will lead to increasing demand for currency ex-
change under capital accounts. When this happens, the techni-
cal requirements and costs will be extremely high if we carry
on exchange control by way of case-by-case registration, re-

view and approval, expected regulation would also be difficult
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to achieve. Therefore, gradual deregulation of capital ac-
counts and RMB convertibility under capital accounts will be
the inevitable choice.

Since Worid War [T, the 60’s of the 20th century in particu-
lar, westem economics theories have done a great deal of re-
search and study in convertibility under capital accounts, much
helpful conclusion has been arrived at. In China, many scholars
have also studied RMB convertibility under capital accounts
since the end of the 80’s, certain results have been achieved,
but in general, problems are found with these studies. Among
them, the first is the focus on certain aspects of the issue in-
stead of the issue as a whole. Convertibility under capital ac-
counts is an issue of social system engineering, missing any as-
pect or any segment will hinder the whole process. The second
problem is that most westermn studies on convertibility under
capital accounts were done before the 80’s, and studies on the
same issue are difficult to find after the 80’s when economic
globalization shows a strong tendency and capitals flow rather
freely in the world. Because of changes in backgrounds and
conditions, the issue of convertibility under capital accounts
becomes much complicated than it used to be. The third prob-
lem is that western scholars focus their studies more on devei-
oped countries than on the conversion processes, models, con-
ditions, timing and speed in developing countries. They lack, in
particular, systematic studies and a summation of conversion
experiences of developing countries after convertibility was

realized in Southem Cone Countries in Latin America. The




fourth Problem is that Chinese scholars focus their studies on
introducing westermn theories and viewpoints, but lack ade-
quate insight into the changing market conditions and China’s
development from close-door policy to open-door policy, and
lack the systematic and specific studies on convertibility un-
der capital accounts in China. Most studies on this issue are
still at the stage of introducing principles and generalization.

The objectives of this thesis are summarized as follows:
to conduct a systematic study on convertibility under capitat
accounts, the main contents of which include a study of the re-
lationship between convertibility under capital accounts and
balance of international payments and financial crisis, an em-
pirical comparative analysis on conversion processes in devel-
oped and developing countries and a probe into conversion or-
ders. Through this study, this thesis intends to sum up some
regularity for the process of RMB convertibility under capital
accounts in China and to provide reference for the process. It
also intends to provide policy guidance to formulating strate-
gic process for RMB convertibility under capital accounts, to
choosing the right time for conversion and to rationally arran-
ging the right speed and order of conversion so that converti-
bility can be realized with minimal risks.

The thesis is divided into seven chapters, the detaiied ar-
rangement of which is as follows.

Chapter One elaborates on proposition. The reasons for
choosing the thesis’s subject are to promote people’s percep-

tion of the issue and to research into its inherent pattemns.
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This chapter briefly introduces the present trend of economic
globalization and the further opening in China. it also sums up
studies of convertibility under capital accounts by economics
gircles in and out of China and take this as the starting point
for further study by the thesis. Then, it gives a brief introduc-
tion to the structure, research methods and basic conclusions
of the thesis.

Chapter Two probes into the sources from where the issue
of convertibility under capital accounts originated. Starting
from the standards of convertibility under capital accounts it
clarifies the concepts of convertibility and non-convertibility
under capital accounts. It analyses the reasons for non-con-
vertibility under capital accounts by expounding the historical

\evolutions of international monetary systems, the theoretic
bases for capital control and the unity and purity of monetary
sovereignty It points out that many countries eventually join
the conversion process after balancing the penefits of opening
capital accounts with the costs of implementing capital con-
trol, convertibility under capital accounts has become an inex-
orable trend in the world.

Chapter Three studies the relationship between converti-
bility under capital accounts and intermational payments. Cap-
ital accounts constitute an integral part of the balance of in-
ternational payments. Convertibility under capital accounts is
a prerequisite for free capital flow, it is the objective of this
chapter to explain the changes in capital accounts after they

become convertible and to explain the patterns that can be in-




ferred. This chapter also makes a great deal of empirical anal-
ysis on the relationship between convertibility under capital
accounts and intemational payments, capital accounts and di-
rect overseas investment.

Chapter Four studies the relationship between convertibil-
ity under capitat accounts and financial crisis. Convertibility
under capital accounts will no doubt increase potential proba-
bilities of financial crisis, especially when monetary crisis is
caused by international speculative funds hitting a country’s
foreign exchange market. But whether there is an inherent re-
lationship between convertibility under capital accounts and
monetary crisis, banking crisis and debt crisis is the focus of
this chapter. This chapter also studies the early waming, pre-
vention and mitigation of financial crisis at a time of drastic
capital changes. It stresses the significance of intemational
cooperation in dealing with crisis.

Chapter Five makes an empirical comparison of convertibil-
ity under capital accounts. It describes the motives and
processes of convertibitity under capital accounts in devel-
oped countries with an emphasis on the study of the present
situation and the motives of convertibility under capital ac-
counts in developing countries. From this, It summarizes the
conversion experiences of developing countries so that iessons
can be learned. There exist two conversion models, namely
gradual conversion and abrupt conversion. It is very difficult to
determine which of the two is better or worse, but in most de-

veloping countries gradual conversion is more realistically
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possible.

Chapter Six inquires into conversion order. Successful con-
version is conditional, only when certain preconditions are sat-
isfied can convertibility be secured, Preconditions provide the
possibility for convertibility, orders must be taken into consid-
eration to ensure a smooth conversion and its sustainability.
The orders inciude an extermal order of free trade and convert-
ibility under capital accounts, and an intemal order within
capital accounts. How convertibility conditions are created
and orders arranged would eventually be reflected in relevant
policies.

Chapter Seven is a systematic study of convertibility under
capital accounts in China. On one hand, this convertibility is an
inexorable requirement from the opening and reform policies in
China, on the other hand, there are already favorable condi-
tions for conversion. Leaming from successful experiences in
other developing countries, combining our present economic
and financial conditions with the strategic deployment of the
opening policy, we will be able to rationatly arrange the order
for RMB convertibility under capital accounts and to devise
plans for the conversion process.

This thesis makes Probing researches into the following ar-
eas.

1. Analyzing the sustainability of non-convertibility under
capital accounts from the angle of monetary sovereignty. In a
close-door economy, the government considers it a sacred task

to defense the unity and purity of its local currency, and ex-




