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Abstract

With China’s capital account liberalization, there will be lots of
capital inflows and outflows to invest in banking and securities in the
future. If the development of domestic financial market couldn’t keep
up with China’s capital account liberalization, the gradual liberaliza—
tion of China’s capital account control may lead to a massive outflow of
capital, and then increasing the volatility risk of Chinese financial
market.

In order to overcome the deficiency of the existing research, this
book studies the financial risk and management after the capital
account liberalization under different fundamental conditions from
theoretical and empirical background. Firstly, whether the capital
account liberalization leads to capital inflow or outflow under different
fundamental conditions, this book makes lots of study from
theoretical and empirical aspects. Secondly, combined with China’s
reality, this book analyzes the spillover effects of cross —border
capital flows and the motives of China’s outwards foreign direct
investment, which is an important supplement to traditional research.
Thirdly, wusing time —varying parameter vector autoregressive model
and combining with the reality of China, this book analyzes the
dynamic relationship between capital account liberalization, exchange
rate system and international capital flow, which has strong
innovation. Fourthly, we also analyze the relationship between capital
account liberalization and currency crisis and assess what kind of
exchange rate system 1is better to resist the crisis under different

exchange rate systems. Furthermore, the book also study whether the
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basic conditions, such as exchange rate misalignment and financial
deepening, affects the nonlinear relationship between capital account
liberalization and financial risk, or the optimal foreign exchange
reserves, all of these are useful supplement to the research literature
in this field. Fifthly, under a framework of a managed floating
exchange rate system and interest rate and money supply, there is
little literature analyzes the transmission mechanism of monetary
policy after the opening of capital account time —varying evolution
characteristics, then this book combines the reality of China and
build an extended theoretical model to study the effectiveness and
different characteristics the transmission of monetary policy during the
opening up of capital account. Therefore, These studies not only
enchance our understanding of the financial risk of capital account
liberalization, but also provide some implications for the authorities
to make the decisions of the reform of the capital account

liberalization and exchange rate system.

Key Words: Capital Account Liberalization; Currency Crisis;

Financial Risk
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