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China’ s capital account liberalization policy

and its impact on economic growth

YAN Andong
( School of Economics University of Southern California United States Los Angeles 90007)

Abstract: This paper analyzes whether capital account liberalization could cause economy growth in the specific context of
China. Due to the gradual style in implementing policies it is more complicated to measure China’ s financial openness situa—
tion. To measure the intensity of capital account liberalization a newly invented hybrid index is adopted which incorporates
both de jure and de facto measurements based on information from IMF’s AERARE and China’ s capital transaction composi—
tion. Depending on the hybrid index and theoretical models developed in the previous literature the empirical analysis on the
capital account liberalization author is conducted as well as investment growth. It is found unclear whether capital account liber—
alization has a significant effect on economy growth but the direction of such an effect should be positive for the economy. Due
to lack of a broad database my conclusion on capital account liberalization could cause investment boom is limited; on the oth—
er hand it shows the capital account opening process contributes to a better stock market performance which suggests financial
openness could decrease the cost of capital and increase investment growth.

Key words: capital account liberalization; stock market; financial openness; macroeconomics



