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Introduction

As a matter of fact, financial account liberalization is one of the im-
portant factors that adapt to the free flow of international capifal. With the
development of international financial integration, the economic relation-
ship among countries in the world is becoming closer and closer and the
impact of international capital flows on economy is also of great signifi-
cance. Till 1995, all industrial countries have mostly completed their fi-
nancial account liberalization. Since 90s, many developing countries
turned to more liberal policies beginning with the process of canceling the
restriction on financial account, which started the wave of financial ac-
count liberalization in the world.

However, financial account liberalization in developing countries is
not a plain sailing. It led to faster economic growth in some countries
while others suffered from heavy economic losses and financial crises,
such as the crisis in Mexico, Asia, Brazil and Argentina. The theory and
practice of financial account liberalization has attracted more and more at-
tention.

Financial account liberalization is also an important content of eco-
nomic development and opening up in China and it is also a significant
step for entering economic and financial integration. With the expanse of
international trade and the opening up of service industry after current ac-

count convertibility and the entry of WTO, it will enhance the complexity
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of the management of financial account in China. Besides, it is of urgent
need for foreign direct investment and portfolio investment in the process
of economic structural adjustment and corporation reform, which is vigor-
ous impetus for further financial account liberalization. Thus, we should
actively and safely hold the process of financial account liberalization
keeping away financial risks.

There are drastic disputes about the theory and practice of financial
account liberalization among the scholars at home and abroad. On the ba-
sis of theoretical analysis of financial account liberalization, this book fo-
cuses on its dynamic economic effects and the factors that have influence
on its process with reference for the development of financial account lib-
eralization in China. This book is composed of seven chapters.

Chapter one is foreword. This part defines the background and scope
of the research and a series of relevant conceptions. Then the theoretical
and empirical research literature is reviewed.

Chapter second discusses the international conditions for financial
account liberalization. Financial capital is one of the basic elements for
economic growth nowadays, and there is a trend that it can freely flow
from one country to another. On the meanwhile, important international
organizations such as IMF and WTO play great role in this aspect.

Chapter three is the historical evolvement of financial account liber-
alization, This part illustrates the process of financial account liberaliza-
tion in the world and evaluates the role of capital control in economic de-
velopment. Then we can draw-lessons from the comparison of financial ac-
count liberalization between industrial countries and developing coun-
tries.

Chapter four is the influential factors of financial account liberaliza-
tion. Financial account liberalization is the requirement of international fi-

nancial integration. Except for the above-mentioned international factors,



. Introduction /¢ 3

the financial account liberalization in developing countries has their own
massive internal motivation. In the end, the influence of trade open on fi-
nancial account liberalization is illustrated in terms of a simple model and
- the corresponding empirical analysis is presented.

Chapter five is the theoretical foundation of financial account liberal-
ization. The objective of this part is to provide theoretical base for follow-
ing empirical analysis. It includes relevant theories such as neoclassic
theory, “two gap” theory, financial liberalization and deepening and
M-F model. Macroeconomic condition of financial account liberalization is
also demonstrated.

Chapter six is the empirical analysis on the dynamic economic
effects of financial account liberalization. This part investigates the influ-
ence of financial account liberalization on economic growth applying the
panel data of many industrial and developing countries. Under this cir-
cumstance, the country effect and time effect are also taken into
account. Then, the function of central macroeconomic variables in the
course of financial account liberalization is analyzed. Particularly, a VAR
model is constructed to set forth the economic effect and its mechanism of
the change of financial account liberalization policies in Korea with refer-
ence for China.

Chapter seven is financial liberalization in China. Firstly, the status
quo of financial account management and the impact of WTO entrance are
discussed. Secondly, the author investigated the cost and benefit of fi-
nancial account liberalization. What is obvious is that financial account
liberalization is the unavoidable tendency in China. On the basis of analy-
zing our macroeconomic preconditions and using international experiences
for reference, several advises for the promotion of financial account liber-

alization is put forward.
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