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Abstract

The real economy is closely linked with financial market operations.
The stability of financial market is unique in support of economic develop-
ment and structure adjustment. The ongoing Chinese economic transition
is under a stage in which financial industry has become an independent
player to influence the real economy by risk taking. The instability of
world financial market has frequent impacts on the real economy.

The 2008 world financial crises followed by big acquisition has resul-
ted sea change in the Unites of America, EU and emerging market coun-
tries” economies. China has the world greatest net surplus in its interna-
tional trade. China’ s export heavily relies on external market demand
which is sensitive to financial instability. This dissertation is to design a
framework to predict periodical instability in financial market and its im-
pacts on export, so as to make policy implications on solid bases.

Base on analysis of relevant literature, this dissertation evaluates and
measures the instability of the financial market from the prospective of in-
stability of monetary, banking and stock markets, and gives further anal-
ysis on China and the world’ s market trends. The regression method,
Granger test and principal component analysis (PCA) are used to analyze
the impacts of China’s financial market instability on its import and ex-
port.

The dissertation includes two parts. The first part develops compre-
hensive and intensifies theoretical insights into the instability of the finan-
cial market. The second part lays particular emphasis on the relationship
between the instability of the financial market and international trade on
empirical bases. They are complementing each other. The former is norm-
ative and the latter is empirical which gives evidence to support the theo-
retical analysis. The author tries to integrate the theory with Chinese

practice.
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The dissertation contains seven chapters with the introduction of
Chapter 1, the conclusion of Chapter 7 and the texts from Chapter 2 to
Chapter 6. Chapter 2 and Chapter 3 are to set up theoretical framework
which analyzes the definition, measurement and transition mechanism of
financial instability. The definition and index of financial instability are
carried out by using such methods in the sphere of the social sciences as
specialist interviewing and content study based on documentation. Hence,
the author defines the financial instability as the interactions among finan-
cial institutions, financial assets and other economics system caused by the
changes of internal and external factors. The so called financial crises are
panic situations in which financial instability is in a slump. The conduction
of monetary, banking and stock market instability has been elaborated re-
spectively. The author classifies the financial instability as monetary,
banking and stock market instability and introduces some practical meas-
urement ways. Chapter 4 to Chapter 6 takes up the mission of empirical
work which includes data and econometric models to reveal the trends of
financial instability both in China and the outside world. Through a com-
prehensive comparison between the domestic and international financial in-
stability, some uniqueness has been found. We focus our attention on the
impacts of China’s financial instability on its export as follows: first of
all, the relationship between China’s financial instability and the export as
a whole is to be analyzed. Secondly, the relationship between China’s fi-
nancial instability and the export trade structure including import and ex-
port paradigm as well as trading commodity portfolio is also explored. Fi-
nally, policy suggestions dealing with financial instability based on the
former analysis are put forward.

According to the conclusions of the study, we present the following
several proposals:

(1) Financial system innovation. In the deepening reform of China fi-
nancial system, we cannot afford to emphasize the financial tools of inno-
vation, and financial institutions should pay particular attention to the im-
portant of prudent businesses. One of the major causes that subprime debt
crisis bursts is that financial institutions lower their lending standards in
order to make more profit. Financial institutions have launched a series of

new products, including the so — called zero first payment, unsecured
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Abstract

loans and free package of new financial instruments, which are not pru-
dent Judging from the present situation. System — building are more
meaningful than the innovation of financial instruments in the future of
China's reform of the financial markets.

(2)China’s financial industry should have clear risk strategies, risk
policies and risk culture, and also need to strictly execute policy systems.
At the long — term risk balance, it achieves sustainable development, at
the same time, which should establish of risk identification and assess-
ment system in financial institutions. With the deepening of financial re-
form, we should draw on international advanced experiences and use mod-
ern means of science and technology, and gradually establish a coverage of
all of the business risk monitoring, assessment and early warning sys-
tems, and the loan risk concentration and associated enterprises credit mo-
nitoring and risk tips, and also raise the risk of concentration early warn-
ing, seriously implement significant default prompt reporting and risk reg-
ister system,

(3)In deepening the financial system, we have to seriously consider
how to better prevent risk identification from the global financial system.
U. S. subprime crisis warns us that the risks in the global financial system
should not be ignored in China’s financial sector to actively and steadily
push forward opening—up. Chinese financial institutions must deepen re-
form, improve risk management capability, and enhance comprehensive
competitiveness. At the same time, although the financial turmoil attacks
us, China's financial reform measures cannot be abandoned; it is the global
trend of internationalization of China financial institutions. we have to pay
a great attention to the improvement of the financial system which is a
long —term process, instead of blindly adhere to easily increase risk prob-
ability of occurrence.

(4)Financial deepening should combine with economic transformation
and structural adjustment, and make the RMB appreciation as a lever of
the upgrading of the industrial structure, to achieve the change of export
from dependence on cheap products to rely on the stable growth of the do-
mestic—led. Special attention should be paid to change the current heavy
reliance on U. S. bonds reserves, and we should increase input into the re-

al economy.



2 e B8 g xet e L R 10 B 5 00 5 T F 5

Some innovations of this disseration:

(1) Promote the definition and measurement of financial volatility.
This disseration gives a general definition of financial volatility, which is
divided into three parts: currency volatility, the banking system volatility
and market volatility. Among them, where currency volatility refers to
the money supply volatility, banking system volatility means the perform-
ance of commercial banks in the banking system, market volatility is to
discuss asset price volatility in financial markets, and provides the appro-
priate definitions and metrics.

(2) This disseration studies the trend of China’s financial market vola-
tility and the volatility of financial markets in the world. On the basis of
financial volatility measures, this paper computes the volatility in China in
recent years as well as the world's financial markets, and makes the trend
prediction, which combines with the consolidated statement of financial
market volatility in quantitative and qualitative trends.

(3)Study the relationship between export trade and financial market
volatility. This paper first studies on the relationship between China’s ex-
port and financial market volatility, then studies the financial volatility
and Chinese agriculture, forestry and animal husbandry and fisheries,
mining and manufacturing export and comparison.

(4)Propose the countermeasures of export trade and main pillar in-
dustry in response to the financial volatility. Based on the research of rela-
tionship between financial volatility and China’s exports, we propose ap-

propriate measures under the trend of financial volatility in China.

Keywords: Financial Volatility; Export Trade; Trade Policy; Coun-

termeasure
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