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Abstract

Under the trend of economic globalization and financial
liberalization, China’s capital account liberalization is on a developing
process. By this time, the items with strictly controlled on the exchange
of China’s capital account are less than 15% . However, is there a
positive or negative influence of capital account liberalization on the
economic development? This is an issue on which is always disputed at
all times. In practice, there are both of successful and failed cases of
capital account liberalization.

Many Chinese scholars have realized that capital account
liberalization should have an importance and far — reaching influence on
China’s economic development. On one hand, capital account
liberalization does not only accelerate the amalgamation of China’s
economy and world economy but also have positive influence on
economic growth. On the other hand, capital account liberalization
brings shocks to China’s economy, especially to China’s financial
stability. The dissertation tries to study the relationships between capital
account liberalization and economic growth, macroeconomic stability,
banking system stability, securities market stability and exchange rate

stability and find the effective measures on keeping China’s financial
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stability.

There are nine chapters in this dissertation. The main content are
as following:

Chapter one is the introduction. In this chapter, I give a brief
introduce on the researching background, the purpose of this
dissertation, the researching approach and some new ideas. I also make
a review on the relevant researches for this topic.

Chapter two introduces the relative theories on capital account and
financial stability, which include the connotation of capital account
liberalization and financial stability, the theories on the precondition and
sequences of capital account liberalization and the theories on financial
stability and monetary crisis.

Chapter three focuses on the measurement of China’s capital account
openness. Besides of the available measurements of capital account
openness on the base of relative literature, I create a new method of
measuring capital account openness and gets China’s capital account
openness in this method. After measuring China’s capital account
openness with five different methods, I compare China’s capital account
openness with other countries’, in order to get a better judgment on
China’s capital account openness.

Chapter four analyses the relation of capital account liberalization
and economic development. At first, I analyze the principle of
economic growth accelerating financial stability, and clarify the positive
impact of capital account liberalization on economic development by
following factors: the effect of output, the effect of drawing on foreign
capital, the effect of conversion at the term, the effect of asset
portfolio, and the effect of decreasing cost. Then, I analyze the

economic performance of €hina’s capital account liberalization based on
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the sample data of 1996 — 2005, and concluded that capital account

liberalization is helpful to China’s economic growth.

In chapter five, I discuss the relation between capital account
liberalization and macroeconomic stability. I analyze the influence of
capital account liberalization on macro economy from capital inflow and
outflow firstly. Then I discuss the relation between capital account
liberalization and financial crises. Finally, by using China’s data in‘the
period of 1982 - 2005, I argue that the capital account liberalization
brings some shocks to China’s macroeconomic stability.

Chapter six studies the relation between capital account
liberalization and exchange rate. It covers two parts. Part one analyses
the risks of capital account liberalization at fixed and fluctuate exchange
rate system. In part two, after introducing the reforming process of
China’s exchange rate system, I analyze China’s exchange risks caused
by capital account liberalization at current exchange rate system.

Chapter seven focuses on the relation between capital account
liberalization and banking system stability. Firstly, after introducing the
connotation and measurement of banking system stability, I analyze the
principle and embodiment of the negative impact of capital account
liberalization on banking system stability. Secondly, I discuss the
negative impacts on banking system stability coming from different form
of capital inflow, different exchange rate system, and entrance of
foreign capital bank. At last, I analyze positively the impact of capital
account liberalization on China’s banking system stability.

Chapter eight is about the relation between capital account
liberalization and securities market stability. After introducing the
measurement on securities market stability, 1 analyze the reason and

route of the impact of capital account liberalization on securities market
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stability. Then I study the main problem in China’s securities market
and the impact of capital account liberalization on China’s securities
market. At last, I analyze positively the impact of capital account
liberalization on stock price index at Shanghai and Shenzhen stock
exchange.

In the chapter nine, based on the theoretic discussion and positive
analyses upwards, I put forward the proposals on China’s capital account
liberalization to keep the financial stability.

The main viewpoints of this dissertation are; (1) Capital account
liberalization is helpful to China’s economic growth. (2) Capital account
liberalization will bring some shocks to macroeconomic stability. In other
word, it will extend the fluctuation of GDP and aggregate price level.
(3) Under fixed exchange rate system, the liberalization of capital
account means that financial market is easier to face with the attack of
international flowing capital. (4) Capital account liberalization will bring
some shocks to banking system stability.. (5) Capital account
liberalization will have negative impact on securities market stability.
(6) In order to keeping financial stability, China should keep the risks
away in the process of capital account liberalization. It should consider
following aspects: the coordination of fiscal and monetary policies, the
reform of banking system, strengthening financial supervision and
management, the development of securities market, the reform of the
marketability of interest rate, and so on.

Based on the ready academic achievements, this dissertation puts
forward these new ideas. First, I have chosen a new researching
perspective. In China, most research on capital account liberalization
focuses on theoretic analyses generally. In this dissertation, with capital

account liberalization as the start point, by using both of theoretic and
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positive analyses, I make a relatively comprehensive discussion about
the impact of the change of China’s capital account openness on
economic growth, macroeconomic stability, banking system stability
and securities market stability. The second is the measurement of
China’s capital account openness. There is no international authoritative
criterion on the measurement of capital account openness, and domestic
research on this topic is really few. This dissertation creates a new
measuring method, which is based on China’s data in annual reports on
exchange arrangements and exchange restrictions { AREAER) of IMF.
The third is the positive analyses about the impact of capital account
liberalization on financial stability. In domestic literature, there is few
on China’s openness of capital account liberalization, so there is little
positive analysis about the impact of China’s capital account liberalization
on financial stability from capital account openness. In this dissertation,
based on the measurement of the openness, I make a positive analysis
about the impact of China’s capital account liberalization on financial
stability by using regression and cointegration approach, and reach the
conclusion that the capital account liberalization is helpful to economic

growth but harmful to financial stability.

Key words: financial stability, capital account liberalization,

effect, risk
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