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Abstract

Since the 1980s, the continually happened financial crises in the worldwide
show that there are a lot of flaws in the Monetary and Financial System. The financial
crisis of South-east Asia in 1997 challenged traditional financial crises theories espe-
cially. How to explain the strange phenomenon that South-east Asia miracle and
South-east Asia financial crisis coexisted, how to solve “the puzzle of the new type
of financial crises” , how to deal with financial crises effectively, have become one
of the most important problems that all the governments are confronted with.

This dissertation focuses on the financial instability in China, and makes a do-
mestic and international comparative ananlyses on the root, causes and appraisal of
financial instability since the 1980s. There is lack of a formal and good analysis
framework of financial instability at present. Traditional Macro-economics models, es-
pecially the Neoclassic Macro-economics theories, have little use in explaining finan-
cial crises, due to their ignorance of currency and financial factors. This paper critici-
zes the standpoint that finance is harmonious by nature, and then rethinks the rela-
tionship between money, economy and finance. Based on traditional Macro-economics
Theories and Monetary Theories neutrally, We develops a GSFC model as the frame-
work of financial instability analysis.

Our viewpoint is that monetary economy is disharmonious by nature. Financial
instability is one of the tributes of monetary economy and is originated from endoge-
nous money. Financial instability mainly results from conflicts of interest conceming
money. The big transformation of the relationship between economy and finance has
lead to remarkable changes in the operation of currency. Tributes of double-track op-
eration of currency are becoming more and more obvious, So we study financial
instability under such a new backgrourd.

Our general thoughts are as follows: Financial instability is disharmenious interest

relationship per se, reflects the unbalance of economy and finance structure in cur-
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rency circulation. The distribution structure of money is unbalanced because of the ab-
sence of good government’s governance. We should establish a government which aims
to strengthen market function in order to improve the compatibility of interests be-
tween government and market.

The main contents of this dissertaiton are as follows:

First, This dissertation redefines financial instability in a new way. Our view is
that financial instability comes from conflicts of interest in monetary economy. Through
a review of relative literaturets about financial instability, we find there are two lines
in researching financial instability; One is Marx-Keynes-Minsky group. They empha-
size on market’s inherent flaw and disharmony, emphasizes on the importance of gov-
ernment governarice in financial stability, and pays more attention to some non-tech-
nical factors of financial instability. Another emphasizes on the importance of technical
factors, and attributes financial instability to exterior shocks by following Adam
Smith’s traditional analysis. We emphasize that interest and institution are important in
explaining new financial crises by following Marx analyses. By reading relerant litera-
ture, we clearly find that the two methods of analysis are increasingly becoming com-
bined with each other. On one hand, The financial standpoints of financial instability
are coming together. Neoclassical analysis is approaching to “Finance Keynesnism”
by taking finance into account. On the other hand, different viewpoints of governance
stemmed from the two methods are staying together. Neoclassical economics emphasi-
zes that information is important in governance. Many researchers of financial instabil-
ity are paying more and more attention to the currency & finance liewpoint and gov-
ernance liew.

Second, this paper takes an analyses of financial instability under the back-
ground of transformation of economy-finance relationship by combining currency anal-
ysis paradign with interest analysis paradign, and then brings forward a General Cur-
rency Stock-Flow Coherent Dualistic Analysis Framework (GSFC), using it as the
basic model for financial stability. Our viewpoint is that excessive conflicts of interest
is the root of capitalist economy’s financial instability. This paper mainly makes an
analyses on the sources and exhibition of interest conflicts which lead to financial
instability from three angles. We argue that money is the best way of refleeting interest
conflicts. Looking through the phenomena of money to find out the interest relationship

behind it is critical for woto understand and deal with financial instability.
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Third, based on the GSFC model, we put forward a G ( Government )-S
(Structure ) -C ( Conduct) hypothesis ( GSCP) to explain financial instability. We
take financial instability as a function of the extent of interest conflicts and govern-
ance. We regard interest conflicts and dissimilation of organization behaviors as the
micro-fourdation of financial instability. Dissimilation of Currency Double-Track cycle
is the direct cause of financial instability. The absence of government governance is
the key of making financial instability to become a financial crisis. Our empirical find-
ings supports our hypothesis of government governance absence and dissimilation of
Currency Double-Track circulation preferably.

Fourth, we modify dynamic GSFC model to a static General Quantity Theory of
Money, and then use it to explain the attractive “Puzzle of China” and “Paradox of
China” during the big transformation. Our conclusion is that these two strange phe-
nomena is the result of deviation of the virtual economy and the real economy, which
reflcects the problem of serious unbalance of money distribution structure at present.

Fifth, we develop several continuous indexes to monitor macro financial risks of
China by using Player-Decomposed Method and Market-Decomposed Method. Our
conclusion is that the finance system of China now is very fragile and we have to im-
prove the level of financial stability.

Sixth, We probe into the causes and governance of financial instability of China
based on the survey of different standpoints concerning financial instability of Chi-
na. we make some relevant modifications of GSCP model to analyze the financial insta-
bility of China, and bring out the hypothesis of dissimilation of monetary cycle and fi-
nancial cycle in China to explain financial instability, then use statistics data of Chi-
na to test the hypothesis. The result supports our hypothesis preferably.

At last, we suggest is that we should establish a government that service and
strengthen the market function under the guideline of share of interests in order to
maintain financial stability.

This paper makes an analyses of financial instability under the background of the
currency double-track circulation and emphasizes the importance of government gov-
erance, then constructs a General Currency Stock-Flow Coherent dualistic analysis
framework as a new model to explain financial instabilities since 1980s. Our main
contribution and innovations are as follows:

First, by combining currency analysis paradign with interest analysis paradign,
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our paper brings forward a General Currency Stock-Flow Coherent Dualistic Analysis
Framework (GSFC model) using it as the basic model for analyzing financial stability.

Second, we put forth a hypothesis of abnormal Currency Double-Track circula-
tion to explain financial instability, and then make use of international and domestic
statistics data to test it. Qur empirical analysis supports the hypothesis preferably,
and shows that the abnormal relationship between the real economy and financial sec-
tor has an adverse impact on financial stability.

The third, this book develops a General Quantity Theory of Money which in-
cludes capital market, goods market and currency market through introducing the vir-
tual economy sector, then uses it to explain “Puzzle of China” and “Paradox of
China” .

The fourth is the development of continuous financial stability indexes. By using
Chinese statistics data, we develop sereval continuous indexes to measure financial
stability in four different ways. Compared with traditional discrete indexes, our inde-
xes have some advantages; First is that it is more convenient for us to ascertain the
timing of interruption. The second is that it is more useful for us to find the best level
of financial stability. The third is that it helps us to probe into causes of financial in-
stability. The fourth is that it is convenient for government to supervise and deal with
financial stability. And the last is that it is reliable due to coming from the GSFC model.

Key words: Currency Double-track Circulation  Government Governance
Financial Stability
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