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Abstract 1

Abstract

In the sight of interactive relationship between China and the
World, this project studies the scale, determinants, channels and
effects of capital flight in China. We give qualitative and quantita-
tive analysis to various forms of capital flight and their feature,
aiming at presenting an evaluation and measurement system of the
capital flight in China, and finally providing a theoretical base for
the government to control and prevent capital flight.

Because of the developing and transitional economy of China,
our studies fully use the research works of developing countries
and transitional countries as reference. Simultaneously, our em-
pirical studies pay much attention to the nature of capital flight in
China. The project present following new viewpoints and conclu-
sions;

1. New definition of capital flight

Based on summarization of the main definitions of

capital flight, we clarify the problem related with the de-
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fining. Then we provide a new concept: Capital flight is
an abnormal capital outflow, which is motivated by pur-
suing the balance of return, safety and security in portfo-
lio investment, but essentially transcends the control of
the government. From microscopic incentives and macro-
scopic effects, this definition explains that capital flight
takes place when micro and macro objects conflict. The
concept goes beyond the limits of existing definitions.

2. Scientific measurement of capital flight in China

Firstly, we make a critical evaluation and comparison
of estimation methods used in literatures. Under our defi-
nition, we modify and adjust the basic model used by the
World Bank by using China’ s specific information. The
new estimation model is based on the Balance Of Pay-
ment; we fully considered the items referring to capital
resources and usages. By this new method, we get the
new estimation of the scale of China’ s capital flight.
Through 1988~2002, the total flight capital is 191. 3 bil-
lion dollars, average 12. 7 billion dollars each year. Cap-
ital flight present in stages, through 1988 ~ 1989, the

scale is relatively small; in 1990~1993, the capital flight



Abstract 3

is stable, fluctuating around 100 billion dollars; in the pe-
riod of 1994 ~ 1998, the capital flight grow rapidly with
large fluctuations; after 1999, the scale remain in a low
level.

The innovations of the estimation model are: (1) A-
voiding the error caused by different statistics methods
and repeating calculations. (2) As the scope of capital
flight varies with the different stage of economic develop-
ment and different institutions, we process the data in
stages, trying to get the result most close to the reality.
(3) Eliminating the normal statistic error from the “error
and omission” item. (4) Adopting a new approach to es-
timate the capital flight through misinvoicing of trade doc-
uments.

3. New evaluation model of the determinants of capital flight

This study summarizes the previous empirical studies
of the reasons of capital flight, and presents the possible
determinants of capital flight in China. Then starting with
analyzing the characters of the time series of the model,
we present an ARDL model based on the dynamic econo-

metric theory. By the ARDL methodology, we get appro-
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priate long run relationship between capital flight and its
determinants, and derive error correct model. The results
imply that the budget deficit as a percentage of GDP, the
politics and finance risk and the overvaluation of the ex-
change rate are the main economic forcing factors of cap-
ital flight. The discrimination between native and foreign
capital is the institutional forcing factor.

The creative achievements of the estimation model
are: (1) A new empirical model. As the time series cor-
related with capital flight are non-stationary, we firstly
use AIC and SC information rules to set up ARDL model
in China. (2) New independent variables and new conclu-
sions. We select many possible determinants of capital
flight from previous literatures, and group them into do-
mestic macroeconomic imbalance factors and institutional
factors. The econometric analysis reveals that determi-
nants of capital flight in our country are not only the gen-
eral factors of risks and returns, but also special institu-
tional factors, which are more significant.

4. Exploration of the channels and manners of capital flight

Deeply exploring the channels of capital flight is es-
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sential, but there have rarely been studies on this. QOur
project firstly investigates capital flight through the chan-
nels included in the Balance of Payment. The main forms
are fake invoices for exports and imports, mendacious for-
eign investments with flight in the form of interests and
profits, fake investments outwards, sham credits and
cash transferring etc. Secondly, considering the flight
capital beyond BOP mostly go through underground bank-
ing systems, we mainly analyze underground banking sys-
tems in detail. We discuss the styles, operating mecha-
nism of underground banking systems and their relation
with other flight channels.

5. Creatively putting forward countermeasures for effectively
curbing capital flight in China

Through in-depth analysis and demonstration, the
results of this article points out that capital flight in China
has the characteristics of transition, and its important
content is transnational laundering. Capital flight will
yield adverse impacts on the social stability, national safe-
ty, domestic economy and external economy. On this ba-

sis, we propose that the measures of both temporary re-
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lief and a permanent cure should be taken for effectively
curbing capital flight in China. Capital flight should be
curbed from the source and the passage of capital flight
should be blocked. And we also propose a systematic
framework of how to set up a scientific supervision net-
work against laundering in China.

In short, the research of this project is of great im-
portance, with the characteristics of new content and
methods, reasonably designed models, creative designs
and demonstration. It opens up the sphere of financial re-
search and makes some useful explorations on the feasibil-
ity of academic results. Thus provides an important theo-

retical basis for the government to make relative policies.
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