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New Wave of China’s Financial Market-oriented Reform

Bin ZHANG

Senior Research Fellow of Institute of World Economy & Politics,
Chinese Academy of Social Sciences

After the financial crisis, the policies about China’s financial markets reform are increasing.
Zhang Bin explained why we should speed up the reform of our financial markets, and as to
the order of financial liberalization, he gave us suggestions based on the optimization of the
ITP and experimental assessment. Finally, he emphasized that China should actively participate
in the rule amendments of the international monetary system and international financial

system reforms to create favorable external conditions for domestic reform.

From the perspective of economic theory, too much government intervention on financial
sector is not conducive to the allocation of resources and economic growth. Judging from
international experience, since 1973, financial market-oriented reform was advanced in both
developed and developing countries. If the financial liberalization is a universal law, China
may not be an exception, and further financial market reform in China is a matter of time.
From the domestic situation, the pressures of accelerating financial markets reform are from
China's economic restructuring, it requires a more market-oriented financial services and more

developed financial system.

Refer to the order of the reform, Zhang Bin believed that the interest rate, exchange rate
market-oriented reforms and domestic banking sector reform should be prior to the opening of
the capital account. The core of the capital account liberalization is to optimize the allocation
of resources, if there are large price distortions in domestic financial market, capital account
liberalization may further amplify the distortions.

In the past two decades, the international trading system was running well, the main reason
was that the World Trade Organization has provided a set of rules. At the same time, the
international financial system occurred crises frequently, due to the lack of a proper system
of public goods. Every crisis can be attributed to their own internal problems of the crisis

economies, reflecting the economies of internal defects in the design of systems and rules.

A better external international financial environment is very beneficial for promoting domestic




financial reform. China is a big country, there is scope to change the rules. Therefore, China
should play a more active role in the establishment of a global financial rule, so as to provide

more help for future financial market-oriented reforms.
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Dependent Variable 1979-1989 1990-1999 2000-2008
RGDP 1 2 ) 4 5 5]
CACI 1,042 1.0627" 0.269°" 0.065 02427 02547
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2010 2010 2020 2020

UsS$bn| %GDP| US$bn| %GDP

HIERREST 311 5.3% 5133 | 26.8%
HERELG 1476 | 25.1% 6947 | 36.3%
HIERASE -1166 | -19.8% -1815 -9.5%
IEFIR B A 257 4.4% 5459 |  28.5%
IEFIR A LR 222 3.8% 3418 17.9%
IEFIR R RE 36 0.6% 2040 10.7%
BHIMNCEE 2847 | 48.4% 5502 | 28.8%
BINEEFE 1717  29.2% 5728 | 29.9%

Dong He, Lilian Cheung, Wenlang Zhang and Tommy Wu, 2012, “How would capital account liberalisation affect
China’ s capital flows and renminbi exchange rate?” , Hong Kong Monetary Authority.
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F4 PEMINERRINEZIHN, KBHHE

RABE REEM

Expald
Finmi5 29.70% 28.40%
RIGHIR 41.30% 51.30%
FRERISE R 26.60% 20.10%
BRARR A F= R AR 2.40% 0.20%

B
s 27.20% 22.20%
RERR 33.90% 31.60%
FREIEE T 35.00% 45.50%
BEARAE = RUAR 3.90% 0.70%

R5 PEXIINEERFRIEZN, Fblk

REEE REEN
R 5N E 77.32% 31.87%
Al 12.52% 39.84%
B H 2.83% 6.60%
REHE 2.52% 9.08%
W& 1.97% 3.58%
Pk R X 0.55% 2.55%
Hith 2.28% 6.47%

ARACH ERR G H AR RN SE B R AN RIS, TREAEAE — XA BB
Bt Ay FIIRUEIL R, XEBANTAI— MR, ERA BB AR BRI e, aniR
ST, AFREAL) Wik BOARNTEARE A S, Il AR5 2 M2
FIE MK —L R, K— R IRSCE T — 2y, (HH A2 LR E Al A 855
e h . AEFEHR, BXABBE R TG, HARME L. SAE LR
fee, FRATHR AP BBtk rTRE S 0] AT U 7%, ik AR 2 lk N BAS AR 2 A
TR T HAnBIAEIR 2 AR B NG A Oy, 12 NG Gy BAS KR BE BT R
KB LGN AT REAE b B AR AF A T R BRSNS T XA BB LA, H
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AT R EE R, HABAHSEESE R ESEm EE TN FEE, Bk
T LiE W26,

*®6 BAMEEFSWIIEERFINXE SIS (%)

E E 177 L 7 R T E Gk
Hz 1975-1979 179 4.8 09 5.5 26.4 7.5
1980-1989 330 355 08 8.4 17.1 5.2
1990-1996 47.2 284 0.2 16.1 6.6 14
1997-2003 36.7 276 05 282 48
E£HE 1975-1979 247 9.9 15 48.1 15.3 0.3
1980-1989 221 122 12 485 15.6 0.4
1990-1996 174 169 05 496 143 0.8
1997-2003 167 156 05 488 14.6 1.0

XA BT AR i AL GOx — 028 B RBE FREEAECE 2T IRE. AR bk
(BB RIS, e b E E A AR E B EX N R E B RR A, T—F
A RE DR B T /MM KR AE S A o R T B AR 72 BRAS R B LT, b B A T
PR, Sk R /M AMERERE . EiX 25, BAISHERIIR 2 552w
[, LbanfR 2 b, S AN LEHOR LR, RZH5E A SO h I
PGB, SRR X e, TR MEIR £ I AR %5 A .
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Capital Account Liberalization and Overseas Direct Investment

Yiping HUANG

Professor of National School of Development, Peking University

Prof. Huang Yiping delivers a speech related to the topics of capital account liberalization and

overseas direct investment(ODI).

According to the results of empirical research by capital account control index (CACI), he
believes that the capital account liberalization has been an ongoing process during the past
three decades in China. By citing his own research, he points out that in the earlier period the
capital account control had positive effect on China’s economic growth but recently the effect

has changed to be negative.

Prof. Huang believes our government should open the capital account. Regarding the logic
order of the interest rate reform, exchange rate reform and capital account liberalization,
he holds the opinion that there exists an reform order issue which is very important under
the interest rate parity. Meanwhile, he recommends we should promote the capital account
liberalization now. The reasons are as follows. First, some capital account control methods
begin to lose effect. Second, conditions need to be created in the reform. Third, distortions can
be reduced even before the establishment of necessary mechanism. Last, the capital account

liberalization is a gradual progress.

On overseas direct investment, Prof. Huang explores the Chinese mode, Japanese mode and
American mode. Then he puts forward a theoretical hypothesis that there exists an ODI life
cycle. If the ODI life cycle hypothesis holds, Prof. Huang forecasts that China will meet the

new wave of small and medium enterprises’ overseas direct investment.
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£ 8 RIS K 9 BRI BT 00 70T 4 0 B 2 5
B, AR

EHDS A, T BT AR, AR B 565 b
e 5 T EL A M UZ 58 A ATAVS IR, 1 TR AT P e 5 2
i SR S SR BRI H . B SR IARAS fE T AT
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FHCHRHLAL, A REREAEA RN JE AR T T DM G

E UL BT Al S B 5 IR E B AT SRR AR R R E R OC R, IR TR
6T m] S ib A . AR AR T S SR Bl N SN BON RS i B e iofiis e . 655
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1. ARMERfR: HX@lES5hE#E

mRIELYRERZFEFIR, TH AR R XM EH#H (currency
convertibility) , gty EM T B R E 285 TR KA., H BT A E bt
AR AMNE T, RS . IER SN BT S R T R AR A /Y SRR
TELH M o] i, FRVFBRISE . bt ™ a8 b B fa 51 2% F Kk A i S AR 1R B A< i H
e FoaT sidfe, PRSI PER T B B S EBRTETE 40 Wl bide (full convertibility) . %2
HEH b mmE, WABRMEEE R P RUAHERR R ST R, 5K
. OrEMEFIRGE, ARIFEEBCAHERRSTM, SSETE “Eise” . TERERE
R PR,
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TR m AR — A AR 2 57, I B A7 76 1R 58 1 75 oK 1 2% 2
(network effects) , HEMpirmh — B HEREHSEAEESEEM (lock—in
effects) , [RIMiiE % Wl sadf b i A RAS BT REME H A B E bRt . fH 2%
PRIR B I B2 b B T 2 AN A 3L A (] 255X — [ 75 71146 — K HR AR DG A e dH B 16 5% 1
HH, WIS, BATYESMAG LK IRESERES ), EALKS
BT BRI AR A LR . FRUE A R R S R, WAME R AR RS, E
BRALNIEEFI L e 5 12 5 £ FRe DA R %%, Ehs G hfilE b iF&ka, —ER
T TE A 2 PR5E 7R AH [ PRt Th AR R T AR DS BOR BB SR, SR A T & N AP &4
SAERRE D I R DAL EE R, AN BB B AR A AT N A i 15 sk 2 L L AR Bk
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RIS AT KA, R PERE N B A al ol Sadfe 0 sh BERR SR T . LA19964F Ay 5y St
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bR, JE— B BeUAHE S TR AK P HF O T . FE SR T RN AS I BN Tk 75 R A B
HEAA B, T I 5 BRI W52 285 FI R A T IO RE

-1, RELEKFES BHRR#HE

b gt — Ja = e SR FF AR TR AR SR TERT SN IR, 19804F 55 [E] 55 Be i A 4h,
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1-2, FEFAMFERBHRRHEE

TR E AN P b an T SR R RO, R BERE R LA AL LA B .
F—FrB LHI80E T fE, FERAES RIS R (FDI) BORT; mRG
R, i+ 2 AR LEI0E A b R IR FEFDIF A #UA £]400—5001C 3 TTh B, 55 —Fir
BEOSE AT A EANAME S R E ok Bessc st (ODI) , AL e Al —%&
SRS BT ARG,

23




=W BTt AR, F 2l 51 AQFIIFIQDILE 2 Uk 25 1 M 1 i i 50
O, RIREF T, SO ARMIER. BERA AN % L 05 w4
22, 20024EFN20064E58 5 1A T QFITRIQDILE LA FREE L E:, MATRILEIAINE.
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Funke (1993) W4k 71982—199242 19 /& R FHI2URA RFEARIETC, WEHE 2N
FARFR G RN INBCRE Z RN 78 R BYARTE . 1EE RIS I B3 kT A 53t
R SRR i O SE EEEATHE Y, B RE (17 FORUSE R Bom B S, 57 I
FRIUIE B B MR B JEHERE . T ZMEAE T 1 SO 2 Uk ST T i B e S Fr A a5 i
SRR RELAR, IR RENATE L RPEEK, BAKS A B REN 5T
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A, X THEMET AR UEISeE, MBS mEE. HE5E, BN
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ZRPERSEBEFETUERRIMTCEEE T

Bk I H BRI RIEHEFK
IR & 1.00

W/ tehiaE 1.55 1.00

E N0 B i 2.28

A 2.39

A 5 ohc 2.40 2.00

IE] PN 4 il s 2R g 2.78 1.50
TN B Bt 3.50 2.88

ZRkIE . #RPENorbert Funke (1993) . Timing and Sequencing of Reforms: Competing Views and the Role of
Credibility SCHkiR PEFN 2 s PEAl 45 R R
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The Sequence of Financial Reforms:
From The Perspective of RMB Convertibility

Feng LU

Professor of National School of Development, Peking University

Through the long-run perspective of RMB convertibility process and taking the stylized facts
of the macroeconomic performance in the past decade into consideration, Prof. Lu provides a
concise and uniform framework to analyze the issues of market-based reform of interest rate,
exchange rate formation mechanism, capital account liberalization and the internationalization
of RMB.

The contraversial views on the sequence of financial reforms originates from the varying
internal and external economic environment, which can be summarized into three aspects.
The trend of RMB appreciation challenges consensus in the earlier age of China’s reform
when RMB faced depreciation pressure. Accompanying with the macroeconomic adjustments,
the financial repressions are still not eliminated and new variations of them have grown
rapidly, adding difficulty in reaching consensus on the order of financial reforms. The external
environment have changed, especially the financial crisis and sovereign debt crisis in recent
years, enlarging the interest rate differentials between China and the main developed countries

and raised new risks for RMB internalization and capital account liberalization.

Prof. Lu gives three policy suggestions on financial reforms. First, we need to accelerate the
domestic market-oriented reforms of exchange rate and interest rate to create the preconditions
for the full convertibility of capital account and RMB internalization. Second, sequential
reforms on capital account liberalization are requested. Third, the accommodation, instead of

promotion, of RMB internalization is more desirable.
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Local Government Debts Reflect the Backward Situation of the
Financial and Monetary System

Jianguo XU

Associate Professor of National School of Development, Peking University

In the context of European sovereign debt crisis, the accumulation of China's local government
debts published by China's National Audit Office causes much concern about China’s future

economic situation.

The rise of local debts is rooted in the unequalness of financial authority and powers of
local government. In fact, local government is responsible for large-scale and long-cycle
infrastructure investments. However, it lacks appropriate funding sources and means of

financing. Local government debt issue is produced in this context.

Professor Xu points out that this issue is far less concerned under several aspects. On one
hand, China's fiscal revenue has been growing rapidly, which gives China’s government the
strength to burden such debts. On the other hand, compared with GDP, that is, the national
income, China’s debt level is the lower than most countries. What’s more, the calculation of
balance sheet of China’s government and public sector also shows that China's overall debt

level remained healthy.

To resolve the fundamental of the risk of local government debts, it is necessary to promote
long-term stable economic growth, and to explore a reasonable level of infrastructure
investment and financing channels. China’s capital return remains high enough these years,

which is an opportunity to resolve such problems.
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The Current Macroeconomic Situation and the Orientation
of Macro-Control Policy

Jianping FAN

Chief Economist & Director of Economic Forecast Department, State

Information Center

Director Fan shares his precious opinions about the current macroeconomic situation and the
orientation of macro-control policy in China. Generally, the current economic situation in
China is stable. The growth rate of industrial production is windless; the economic structural
adjustment is still in the progress; the present situation of agricultural production predicts a
good harvest; the imbalance of export and import is improved and thus the trade surplus is
under the control; market confidence continues to be enhanced and the China's Purchasing
Manager's Index (PMI) has already been increased for 4 consecutive months. From the
perspective of overall economic trend in China, Director Fan predicts a firm fundamental of
China economy. The economic growth rate lies within a reasonable interval; the economic
development in the future is potentially great, which leaves great room for the maneuver of
macro-control policy. Furthermore, Director Fan selects several important indicators and
synthesizes them to be a composite leading indicator through an econometric model which
is used to calculate the lead-lag relationship of different indicators. This composite leading
indicator could be used to judge the break point of the economy, which is an important link of

the analysis and prediction of the current economic situation.
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The Cycle is disappearing

Guoqing SONG

Professor of National School of Development, Peking University

According to his empirical observation and data analysis, Professor Song discovers that the
cyclical nature of the Chinese economy is disappearing, gradually moving towards a cycle of

more and more unobvious, or even closer to the random fluctuations.

At the same time, he believes that the level of inflation (3%) and economic growth (8.1%)
is not a good combination. Though the inflation is fairly moderate, the economic growth is a

little low, to which he gives some possible explanations.

With the changes in the social financing in recent years, new challenges arise to monetary
measures and Professor Song suggests that inter-bank market interest rates can serve as an
important reference. From the inter-bank interest rate data for April, there is still some room

for the current monetary policy to operate, if it wants to relax.

All in all, from the view of Professor Song, the policy implication is to dilute the economic
cycle, and the final results of “to go split step” regulation without significant cycle may be
better.
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