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ABSTRACT

China’s BOP structure, since the middle of 1990s, is neither in
accordance with BOP phase theories, nor uniform to practice BOP
structure of most other countries. Studies on it to some degree will
test and enrich the existing BOP bhase theories, explain the dilemma
between RMB exchange rate appreciation and inflation in China’ s
economic development . Using theoretical and empirical methods, this
dissertation studies causes, sustainability and potential risks of China’
s BOP structure, especially the impact of foreign capital inflow on
it . The structural target of BOP and related economic policies are also
proposed. The dissertation mainly consists of four parts:

Firsthy, according to BOP phase theory, using data from IFS,
we test and compare BOP structure of different countries, and
demonstrate the uniqueness of China’s BOP structure, which has the
characteristic of twin — surplus. Foreign capital inflow goes with cur-
rent account surplus, financial account surplus, net errors & omis-
sions deficit, and foreign reserve increasing are also typical character-
istics of China’s BOP structure.

Secondly, based on the typical characteristics of China’ s BOP
structure, we study and test their main causations, especially on the
effect of foreign capital inflow . The result shows: China’s BOP struc-
ture, since the middle of 1990s, is the result of many factors. The
foreign capital inflow is distinctly and positively correlated to the fol-

lowing variables: the capital & financial account balance, the in-
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creasing of foreign reserve, the net errors & omissions deficit, and
the food trade balance, however it is not the main expository variable
on the ever — increasing large current account surplus.

Thirdly, according to the above analysis, we study the sustain-
ability and potential risks of China’s BOP structure through empirical
study . The conclusions are as follows: China’s current account surplus
will be reversal, but not be dangerous to BOP as long as the current
account deficit per GDP is less than 4.7% ; China’s foreign capital in-
flow will not decrease sharply in the near future; The abnormal in-
crease of foreign reserve will bring China’ s macro — economy to the
dilemma between RMB appreciation and inflation.

Finally, based on the trends and potential risks of China’s BOP
structure analyzed above, many suggestions are proposed.China’ s
BOP structure should be changed to sustainable Current Account along
with FDI dominant capital & financial account, Related policies of
trade, FDI, investment abroad should be changed, short term capi-
tal flow should still be controlled, mechanisms of RMB exchange rate
formation and save — investment transition should be reformed, and

systems of forecasting BOP crisis should be improved.
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