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Preface

In the late half of last century, there has been an explosive
growth of capital flows. Capital account liberalization (CAL) is advo-
cated by many economists. But after the East Asia financial crises,
people began to take a new look at this process and some economists,
such as Rodric , Dadush and Stiglitz, argued that we had gone too
fast on the road of CAL. What on earth does CAL bring to us be-
comes the main issue.

As a developing country, China still imposes controls on capital
account. Need China open its capital account? Tarapore (1998,p. 71)
answers the question clearly, “If countries don’t plan for an orderly
integration with the world economy, the world will integrate with
them in a manner, which gives them no control over events. Thus the
question here is not whether a country should or should not move to
capital account convertibility but whether an orderly or disorderly
transition is desired. ” That is to say, CAL of China is inevitable, so
we’d better study what effects it will have and make good reparation
for it.

In this book, the author focuses on the pros and cons of CAL,
and tries to form some ideas on how to go on with the process of CAL

for China. The whole book is organized as follows;
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The first part is a general introduction. In this chapter, the
background of CAL, including the definition and measure of CAL, is
introduced.

The second part analyses the effects of CAL from different as-
pects, which consists of six chapters.

Chapter two focuses on the capital-flowing effect of CAL. After
a country liberalizes its capital account, capital tends to flow freely so
that cost can be reduced and the country is able to make use of the in-
ternational pool of resources. But the relationship between CAL and
capital flight is a little complicated. Of course, a stable domestic eco-
nomic environment is of great importance to prevent capital fleeing
from domestic market. For China, CAL can also promote the capital
movement.

In chapter three, the effect of CAL on portfolios is analysed.
Capital account convertibility provides the domestic investors with the
different opporiunity to invest and hedge. They can make a risk-re-
turn trade-off decision in a world-wide scope so that the overall risk
can be minimized. On the other hand, CAL facilitates currency sub-
stitution.

In chapter four, the intertemporal model is used to analyse the
consumption-smoothing effect of CAL. Liberalization of capital ac-
count can make domestic households and firms consume more
smoothly by providing the opportunity of access to the world capital
market to a country. This role of counter-cyclical effect smoothes the
consumption and saving thus relieves the constraints of a country. Of
course, some conditions are needed.

Chapter five focuses on the relationship between CAL and eco-
nomic growth. The theoretical and empirical studies are discussed in

details to find the great benefits for a country such as resource alloca-
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ting, financial intermediation and spillover effect. On the other hand,
there are some empirical evidence showing that CAL does not have a
positive effect on growth. So the conclusion is that potential benefit
of CAL can be turned into reality only under some preconditions.

Chapter six concentrates on the effect of CAL on macro economic
policies. The effectiveness of monetary policy and fiscal policy after
CAL is discussed. The author also studies the question how to har-
monize different policies to keep CAL successfully.

In chapter seven, the relationship between CAL and financial cri-
ses is analysed. Begin with model and empirical studies of monetary
crises and bank crises, the author gives his explanation of crises oc-
currence, pointing out that CAL does not inevitably lead to financial
crises. Some other reasons such as the lack of economic and financial
system reforms, mismatch of capital and etal. , contribute a lot to cri-
ses.

The third part answers the question of why China should pursue
the process of CAL. Some constructive advice on how to liberalise
capital account for China is given.

This book reveals the different effects of CAL by theoretical and
empirical analyse, as well as by qualitative and quantitative studies.
Some models such as intertemporal model, neoclassical and new eco-
nomic growth model are given. Empirical studies on capital move-
ment and economic growth after CAL are developed. The author also
makes a trade-off between the benefits and risks of China’s QAL and

put forward six aspects of suggestion to improve the process of CAL
for China.
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