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Why do we need our country to promote capital

account liberalization?

　　Shengsong Cheng

　　2012, People's Bank of China Survey and Statistics Department research group

has published two reports. One is February 23 of the "China to accelerate

capital account liberalization basic conditions mature" one is April 17 of the

"coordinate the promotion of interest rates, exchange rate reform and capital

account liberalization." Report by the community's attention. Overall, we are

basically in favor of promoting capital account liberalization of view.

　　From an international perspective, a new round of international trade

negotiations, pay more attention to both trade and investment, trade in services

and investment agreements linked. Delays in the timing of capital account

liberalization will affect our country and the new international standards, new

rules standards, thereby affecting China's trade liberalization talks, which

restricts the process of China's opening up. From a domestic perspective, as

China's financial reform progresses, sustained steady and rapid economic growth,

accelerate the renminbi capital account liberalization conditions and timing

gradually mature. At present, China's capital controls still more, is not

conducive to enterprises "going out" foreign investment, cross-border mergers

and acquisitions and access to international advanced technology, is not

conducive to China's implementation of the global agricultural strategy.

Fundamentally, promote capital account liberalization is a country full

integration into the world economy and achieve big revival and the "China Dream"

inevitable requirement.

　　First, China's capital account liberalization to expand basic conditions

ripe

　　Last one or two decades, China's capital account liberalization progressive

advance. In 1993, the Third Plenary Session of the 14th Party Congress through

the "CPC Central Committee on the establishment of the socialist market economic

system, a number of issues", that "foreign exchange management system reform,

and gradually make the yuan a convertible currency." In 2003, the Third Plenum

of the Party through the "CPC Central Committee on perfecting the socialist

market economic system, a number of issues" to further clarify that "the premise

of effective risk prevention, selective, step by step relaxation of cross-border

capital restrictions on trading activities, and gradually realize capital

account convertibility. " October 2010, the party's seventh session of the Fifth

Plenary Session decided that the "progressive realization of capital account

convertibility" target write "second five" development plan.

　　According to IMF [microblogging] 2011 "Annual Report on Exchange

Arrangements and Exchange Restrictions", China's non-convertible project has

four, accounting for 10 percent, mainly non-residents to participate in the

domestic money market, fund trust market and trading of financial derivatives .
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Partial convertibility of the project has 22, accounting for 55%, mainly

concentrated in the bond market, stock market trading, real estate transactions

and personal capital transactions four categories. Basically convertible project

14, accounting for 35%, mainly in credit derivative transactions, direct

investment, direct investment liquidation and so on.

　　Since 2012, China's capital account liberalization significantly speeded up.

March 8, 2012, Wenzhou financial reform package allowed "to carry out foreign

direct investment in individual pilot." May 9, the Federal Reserve approved the

first ICBC(3.93, -0.05, -1.26%) , the Central Huijin Investment Corporation and

the acquisition of the U.S. company controlling 80% stake in Bank of East Asia.

January 2013, People's Bank of China raised well qualified domestic individual

investors pilot preparations. May 18, the Commission and the SAFE jointly issued

a document, simplifying QFII approval process. June 19, the State Council

executive meeting decided "to promote foreign direct investment in individual

pilot." In July, the two sides agreed that China-US Strategic Economic Dialogue,

to access and national treatment before the negative list as a basis for

substantive negotiations on bilateral investment treaties. July 14, the State

Council executive meeting approved in principle the "China (Shanghai) free trade

test area overall program," the pilot may involve RMB capital account

liberalization, foreign investment reform programs.

　　But overall, our long-term implementation of "lenient entry, stringent exit"

capital management policy, still high levels of capital controls, the real

economy in the "bringing in" and "going out" process there are some barriers to

investment and finance. Mainly in foreign divestment, conversion, etc. subject

to approval of relevant departments, cumbersome; domestic institutions of

foreign direct investment, seek approval, approval process longer; departments

responsible source of foreign exchange and the use of the audit, registration;

SMEs and Individual investors restrict cross-border capital flows are more open

to non-financial institutions and not individual stocks and bonds, foreign

direct investment and other financial products and so on. According to the State

Administration of Foreign Exchange balance of payments statistics, in 2012

China's foreign direct investment 62.4 billion U.S. dollars, foreign direct

investment is 24.6%. As of the end of 2012, China's foreign direct investment

totaled $ 502.8 billion, is the amount of foreign direct investment totaled

23.3%.

　　According to international standards, the current conditions of China's

capital account liberalization basically mature. From a macroeconomic stability,

financial market depth and breadth of the banking system soundness and balance

of payments position and other aspects of international judges, China is

expanding the favorable opportunity of capital account liberalization. From the

macroeconomic situation in the first half, China's economic growth of 7.6%,

higher than the global growth rate of 4 percent or more. China's economic

aggregate ranks second in the world, import and export volume has exceeded the

United States, ranking first in the world. The first half of the consumer price

index rose 2.4% in the moderate range. Run from the banking situation, the end

of the first half, China's commercial banks non-performing loan ratio was 0.96%,

provision coverage ratio was 292.5%. From the financial market developments, the

Asian Development Bank data show that in 2012 China's bond market reached 3.81

trillion U.S. dollars, becoming the world's third largest and Asia's second-

largest bond market, after the United States and Japan. China's stock market

value of 24.78 trillion yuan market, ranking fourth in the world. From the

international balance of payments situation, the end of June, China's foreign
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exchange reserves amounted $ 3.4967 trillion, nearly one-third of global foreign

exchange reserves, which is about three times that in Japan. Short-term debt

accounted for 16% of foreign exchange reserves ratio does not exceed, at a safe

level. Long-term current account surplus.

　　Of interest rates, exchange rate reform has also made significant progress.

June 2012, China's financial institutions RMB deposit interest rate floating

range limit is adjusted to 1.1 times the benchmark deposit rate. July 2013, full

liberalization of financial institutions of RMB lending rate controls. April

2012, the RMB against the U.S. dollar to expand to 1% daily volatility, foreign

exchange intervention significantly reduced.

　　From time to look, first, "Twelfth Five Year Plan" made it clear to

"progressive realization of capital account convertibility." Second, the current

global financial market volatility declined. Early 2010 to the end of August

2013, the U.S. 10-year bond yields, 3 Month USD Libor rate, the U.S. BBB

corporate yields and broad dollar index volatility were 0.72%, 0.10%, 0.56% and

2.50%. And from 2000 to 2007 compared to the data, in addition to fluctuations

in bond yields roughly the same magnitude, the other three were 1.8,0.3 and 5.6

percentage points lower. Three minor fluctuations in the RMB exchange rate bi-

directional, becoming more balanced, but also for capital account liberalization

has provided favorable conditions.

　　Currently, the United States withdrew from the quantitative easing policy

imminent. This may lead to changes in global capital flows once again on China's

capital account opening some impact, but at the same time, the dollar capital

exit left for China's capital to expand the space, do not seize the opportunity

might regret. May 6, 2013, the State Council executive meeting to study the

deployment of the current economic reform priorities, including "put forward

renminbi capital account convertibility of the operation of the program."

Promote capital account liberalization is one of our long-term development

strategy in itself is a process, not a very short time can be done. U.S.

withdrawal of quantitative easing monetary policy expectations, short-term

capital flows in emerging markets such as, essentially short-term or cyclical

phenomenon. We should not, it is not necessary because of short-term volatility

in international financial markets and the strategic change our opening process.

　　Second, experience shows that in many developing countries, expanding

capital account liberalization is conducive to economic growth

　　In the standard model of economic growth, technological progress and

institutional innovation determine the long-term growth in per capita income,

short-term factors include savings and investment rates. Developing countries,

the relative lack of funds, and therefore, by attracting foreign capital,

driving technological innovation and industrial upgrading, accelerate economic

growth. Among them, foreign direct investment not only provides long-term,

stable source of funds, but also brought advanced technology and management

experience, but also to open up the international market. Therefore, the

generally accepted view is that capital account liberalization is conducive to

the spread of new technologies and the popularity of the new system. Bekaert et

al found that capital account liberalization will be in five years to raise per

capita GDP growth by 1 percentage point. Moreover, a relatively well-developed

financial system, accounting standards is relatively mature, the legal system is

relatively perfect state, capital account liberalization on economic growth

promoting effect is more obvious [①] (Bekaert, 2001).
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　　Recently, there are some experts have proposed "Foreign meaningless" point

of view, only Japan, South Korea, for example, to illustrate no foreign infusion

can also rapidly. "Even in developing countries relative shortage of capital,

and he is able to accumulate enough capital to promote rapid economic

development." Therefore, not only "short-term capital flows regulated, and that

external debt and foreign investment is not welcome" [②]. The fact is, the

Korean War and the Vietnam War, the United States, Japan, South Korea and China

Taiwan region for a lot of financial and technical assistance. The assistance of

these countries and regions, one of the key elements of economic take-off. 1976

to 1980, the Korean economy during takeoff and attract foreign direct

investment, foreign investment in securities and other foreign investments in

the country together accounted for an annual average of 7.6 percent of GDP, far

higher than the international average. We use more national data, longer

sequence (1970-2007) empirical study found that the first coordination to

promote financial reform and opening up to attract foreign capital, can

significantly promote economic growth and per capita income increase; Second,

coordination promote financial reform and opening up the role of inflation is

not significant; Third, coordinate and push forward financial reform and opening

up can significantly improve a country's level of financial development [③].

　　Experience also shows that China's development, attract foreign investment,

particularly foreign direct investment on China's economic growth is

significant. Since the 1980s, China's direct investment continued surplus,

average annual growth of 29.3%. 2002 to 2007, China's economy has experienced a

rapid growth over the same period the proportion of direct investment surplus to

GDP averaged 3.5 percent, the highest year of 4%.

　　Third, capital account liberalization is a country full integration into the

world economy to achieve "China Dream" inevitable requirement

　　Capital account liberalization is a country full use of "two markets and two

resources" necessary conditions. Flow, logistics, technology and capital flow is

indivisible organic whole. Flow, logistics on a global scale the free flow of

capital flows requires a corresponding configuration of a worldwide portfolio.

Capital controls limit the free flow of capital, goods and services will impede

trade. Estimated that the country "WTO", the international economic fluctuations

and fluctuations in our economy correlation coefficient of 0.76. Process of

economic globalization call for China to expand the capital account

liberalization.

　　Currently, the new round of trade liberalization are emerging on China's

capital account liberalization has put forward higher requirements. TISA (GATS),

TPP (Trans-Pacific Strategic Economic Partnership Agreement), TTIP (cross-

Atlantic(6.70, -0.14, -2.05%) trade and investment partnership agreements) as

well as China and the United States are being conducted BIT2012 (Bilateral

Investment Treaties 2012 Year template) negotiating content, greater emphasis

both trade and investment, trade in services and investment agreements linked.

For example, TISA requires Member States to give full national treatment to

foreign investment, banking, securities, insurance and other industries should

be treated equally to foreign investment, joint ventures cancel additional

requirements, no restrictions on foreign holding ratio and so on.

　　Capital account liberalization is our global strategy, full integration into

the world economy, the inevitable choice. First, capital account liberalization

is the implementation of the global agricultural strategy, expanding the "South-

South" cooperation, to further expand the opening up of agriculture needs. As of
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the end of 2011, 18.23 million mu of arable land area, approaching 18 million mu

of arable land red line. The next 20 years, with the industrialization and

urbanization steadily, continued population growth and increased revenue due to

food consumption structure upgrading, agricultural products(7.24, -0.20, -2.69%)

demand will continue to grow, totally dependent on the country to achieve self-

sufficiency in food and other agricultural products self-sufficiency, it is

neither possible nor necessary. The study showed that agricultural imports if

China does not entirely rely on domestic production, you need more than 30

million acres of crop acreage, which has more than 10 million acres of the gap,

and the current level of agricultural resources and technology can not make up

the gap. Open capital accounts, is conducive to cross-border purchase of land,

seed breeding, land resource transnational "introduction" to ensure national

food security, the establishment of sustainable, stable and secure global

agricultural supply network [④].

　　Second, the implementation of the global industrial strategy to encourage

enterprises to "go" is China's major economic strategic approach. Under normal

circumstances, China's enterprises capacity utilization of 85% -90%. Currently,

some pillar industry overcapacity. Steel industry capacity utilization was 72%.

58% of own-brand automobile production capacity utilization. Some of the

emerging industry has excess capacity of wind power equipment capacity

utilization 69%, PV cell capacity utilization of 57%. Encourage enterprises to

"go out" is the digest excess capacity, economic restructuring and industrial

upgrading needs. On the other hand, many developing countries want China to

invest in the country's resources exploitation, infrastructure construction,

manufacturing and other livelihood projects to benefit. Chinese Economic and

Commercial Counselor Embassy in Myanmar Jinhong roots, "said China's investment

in Myanmar hopes to help its development," and "is not only the development of

infrastructure, but also want to invest in labor-intensive industries, such as

agriculture, textiles and health care."

　　Enterprises "going out" is also conducive to cross-border renminbi use.

According to Association of Worldwide Interbank Financial Telecommunication

(SWIFT) data released by the end of May 2013 RMB settlement in the world in the

proportion 0.84%, a record high, the world No. 13. From January 2012 onwards,

the People's Bank announced the scale of social financing, deposits, loans,

money supply at the same time, the data are published monthly RMB cross-border

settlement. RMB cross-border use made a series of achievements.

　　Third, to expand the capital account liberalization is the implementation of

a global investment strategy to broaden investment channels for the residents'

needs. Our long-term high real estate prices, an important reason is that the

residents less investment channels. As measured by the GNP and GDP net capital

output ratio, in 2010 China GNP / GDP is 96% lower than in Europe and America

and other developed countries, and lower than the BRIC countries, India 2

percentage points.

　　Today's reminiscent of capital account liberalization when China joined WTO.

In 2000, China is facing an extremely complicated international political and

economic environment. Internationally, the U.S. bombing of the Chinese Embassy

in the former Yugoslavia embassy, the South China Sea collision occurred. China,

from 1998 to 2000, laid-off workers of state-owned enterprises more than 2400

million people, the number of registered employees in state-owned enterprises

accounted for 25%. Financial institutions, asset quality is poor, four state-

owned commercial banks non-performing loans (a stay of over two caliber) balance

of about 1.8 trillion yuan, the NPL ratio of 29.2%, in technical bankruptcy. At

http://finance.sina.com.cn/realstock/company/sz000061/nc.shtml
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that time argued that the WTO, liberalization of the financial markets would be

"asking for trouble", WTO access negotiations with the United States would be

"traitors." Facts prove that "Dances with Wolves" enhances our financial

competitiveness, and promote the healthy development of China's financial

industry. The introduction of strategic investors, government funding,

eliminating bad loans and restructuring and listing a series of reforms, which

greatly improves the ability to manage financial institutions and profitability.

At present, China is the global banking sector asset quality of the banking

sector a high level.

　　Fourth, China's capital account liberalization basic controllable risk

　　Long time in the future, China's overall capital inflows will remain larger

than the outflow pressure pressure. First, the long-term current account inflow

pressures. Peking University, "China 2020" Task Force predicts that China

producer (ages 25-64 years old) on net consumers (aged under 25 years and 64

years of age) is greater than 120%, and the next 30 years is higher than 100%

means that our society strong production capacity, high savings rate. Of gross

national savings rate remained at 50% or more long-term (2012 50.3%). Savings

minus investments in accordance with the current account balance identities,

domestic investment in certain circumstances, a higher savings rate corresponds

to a larger current account surplus [⑤]. 2009-2012, China's current account

surplus to GDP ratio averaged 3.27 percent. Second, the net inflow of direct

investment in the long-term stress. The next few years, China's economy will

remain 7% -8% growth rate, economic growth prospects in Europe and other

developed economies, will continue to attract substantial foreign direct

investment. 2009 to 2012, China's direct investment surplus to GDP ratio

averaged 2.59 percent. Third, the net inflow of long-term investments in

securities pressure. Global Index or regional index investors to diversify

global or regional investment risk will expand investment in China's securities

market. 2009-2012, China's securities investment surplus of $ 29.6 billion

annually.

　　Assert our efforts to expand capital account liberalization will cause

short-term capital in large quantities is the lack of underlying assumptions and

inferences. Prasad (2008) research indicates that capital account liberalization

and capital outflow is not a direct linear relationship [⑥]. Capital account

liberalization, Chile, Colombia and Denmark and other countries facing large

capital inflows, while Sweden, Finland and Spain are facing capital outflows.

From the analysis of capital outflow channels, foreign direct investment,

foreign portfolio investment and other foreign investment usually associated

with domestic and international economic cycles, economic growth prospects, the

domestic financial market conditions, the expected appreciation of the exchange

rate and investment in national preferences and other factors. Experience has

shown that slower economic growth in Europe and other developed countries, their

preference is weak investment, capital account liberalization a higher

proportion of capital outflow. Britain, Italy, France, within five years after

the opening annual outflow of capital to GDP ratio was 12%, 8% and 6%. Rapid

economic development in Asia and other countries, a strong preference for

domestic investment, a lower proportion of capital outflows. Japan, Thailand

within five years after the opening of an annual outflow of capital to GDP ratio

basically in about 2-3% (Bayoumi et al, 2013) [⑦]. Thus, according to China's

current economic and financial situation, China's capital account

liberalization, capital outflows to GDP ratio is generally not more than 2%.

China's current account surplus is fully capable of offsetting capital outflows



9/17/13 Why do we need our country to promote capital account liberalization? |  Shengsong Cheng |  current account |  currency reform _ Sina Sina Finance _

finance.sina.com.cn/review/hgds/20130906/114116687260.shtml 7/11

deficit.

　　Relevant empirical studies show that China's capital account liberalization

of capital outflows after the basic controllable risk. One view is that capital

account liberalization can exacerbate net capital inflows. Another view is that

the net outflow of capital may, but is less than the size of the net outflow of

the scale of the current account surplus and foreign exchange reserves will

continue to increase. HKMA empirical studies (Dong He et al, 2012), China's

capital account liberalization, to 2020, despite a net outflow of investment

securities of approximately $ 1.7 trillion, but the net inflow of direct

investment of about $ 200 billion, plus regular account surplus, China's foreign

exchange reserves will increase to $ 6.3 trillion [⑧]. International Monetary

Fund (Bayoumi et al, 2013) latest estimates also indicate that, although after

the opening of the capital account investment securities and other investment

will be a net outflow, but direct investment surplus and current account surplus

larger scale. Overall, China's foreign exchange reserves will increase.

　　Five, the financial crisis and capital account liberalization are not

necessarily linked

　　Assertion capital account liberalization will lead to financial crisis,

which is nothing more than evidence of the Latin American debt crisis, the Asian

financial crisis and other individual cases. But more research shows that

Thailand, the crisis in Mexico and other countries, the main reason is a serious

imbalance in the economy, capital account liberalization with no causal

relationship [⑨] [⑩] (Kaminsky et al, 1996; Mishkin, 1999). First single

industrial structure, weak economic foundation, after experiencing external

shocks less room for maneuver. Such as Thailand before the crisis dominated the

domestic industry as real estate, the main export products for the

semiconductor, export demand basic "relying" a great influence on the

international market. Second, sustained, large current account deficit. 1990-

1997, South Korea seven years deficit (only 1993 current account surplus to GDP

ratio of 0.3%), the average annual deficit to GDP ratio of 1.75%. Indonesia,

Malaysia, Philippines and Thailand deficit for eight consecutive years, the

average annual deficit to GDP ratio was 2.54%, 5.44%, 4.13% and 6.33%. Three is

to compensate for large current account deficit, a large number of external

borrowing in these countries, especially short-term external debt. In 1993,

Mexico's short-term debt and foreign exchange reserves ratio was 230.1%. In

1996, Thailand, the Philippines, Indonesia and South Korea the ratio of short-

term debt and foreign exchange reserves were 102.5%, 125.7%, 226.2% and 300.2%,

while the generally accepted safety standards for short-term debt to no more

than 100%. Four is the currency overvalued fixed exchange rate system and the

basic implementation. Related estimates that in 1993 approximately 11.2% Mexican

peso overvalued, 1996 Thai baht and Philippine peso overstated by approximately

10-20%. Moreover, the South American "Tequila" crisis (Tequila Crisis) and the

Southeast Asian financial crisis, a common feature of the crisis countries

pegged dollar fixed exchange rate regime. Fifth, rapid credit growth, non-

performing loan ratio is higher. "Tequila" crisis of the previous three years,

Mexico and Argentina, the ratio of credit to GDP nearly doubled. Three years

before the financial crisis in Southeast Asia, Korea and other countries of

credit to GDP ratio increased by an average of 34%, the NPL ratio of the banking

sector in general between 15-35% (Goldstein, 1998) [11]. In addition, prices

continued to rise in these countries, a marked decline in economic growth, which

is also an important reason for the crisis [12].

　　Recently, some Southeast Asian countries and financial turmoil, India and
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Indonesia currency devaluation, large capital outflows. India's central bank

chief Subbarao on August 30 speech recognition, the Indian rupee exchange rate

decline is rooted in the current account deficit is too large, unsustainable.

India's central bank will not be implemented because of capital outflows of

capital controls, but it will take some structural response measures to

stabilize the financial market.

　　On the contrary, even without an open capital account, a serious imbalance

in the economy will lead to a financial crisis. As the financial crisis in 1982,

South America, and in 1981 Mexico (1990 open capital accounts), Brazil (1995

open capital accounts) and Argentina (1989 open capital accounts) current

account deficit to GDP ratio were 6.5%, 4.6 % and 2.8%, the proportion of short-

term debt accounted for foreign exchange reserves were 613.2%, 232% and 395.4%,

overvalued exchange rates were 51.1%, 4.4% and 31.3% respectively. So the

international market a sign of trouble, the domestic economy in trouble

immediately (Steven, 1999; Bayoumi etal, 2013).

　　Reinhardt, who analyzed eight centuries 66 countries and regions, thousands

of times of financial crises, including in Europe since the Napoleonic Wars to

the nearest bank runs an international financial crisis. They found that,

overvalued exchange rates, excessive short-term debt and current account deficit

is to predict the financial crisis three best indicator of capital account

liberalization and financial crises are not necessarily linked [13]. Glick

(2006) using the 69 developing countries from 1975 to 1997 data, the study

found, capital account liberalization country less vulnerable to speculative

attacks [14]. The latest research (Valencia and Laeven, 2012) found that in the

statistics of 129 currency crises, in the five years before the crisis of

capital account liberalization only 31 cases, 79 occurred in the crisis phase of

capital controls, the rest of the 19 crises in After many years completely open

capital account. In the 108 banking crises, in the five years before the crisis

have open capital accounts, 36 cases occurred in 46 capital controls crisis

stage, the remaining 26 crisis occurred in the years after completely open

capital account, of which 19 occurred in the 2007 After the United States and

Europe [15].

　　Both positive and negative experience shows that if the economy is running

smoothly, there is no obvious overvalued exchange rate, a lower proportion of

short-term debt, current account surpluses and to maintain the basic stability

of the financial system, capital account liberalization does not lead to a

financial crisis. At present, China's economic development prospects of good,

persistent current account surpluses, the RMB exchange rate in the long term

there is still upward pressure on foreign exchange reserves, a huge amount, the

regulatory system more robust. And China's financial market is enormous, and can

effectively buffer the risks of capital account liberalization.

　　Of course, the more we promote capital account liberalization, more open

should take the initiative to prevent the risk. Capital Account Liberalization

and risk prevention are not contradictory or mutually exclusive, but a unified

and mutually reinforcing. The higher the degree of capital account

liberalization, risk prevention awareness should be stronger, risk prevention

policies and measures should be more forceful. One is to coordinate the

promotion of interest rates, exchange rate reform and capital account

liberalization. Interest rates, exchange rate reform and capital account

liberalization is no fixed order, should coordinate the promotion and mature

one, open one. The second is to optimize the capital account opening sequence of

each subproject. The basic principle is that the more favorable to China's
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economic development projects (such as direct investment, and foreign investment

enterprises and individuals) open sooner, the greater the risk of the project

(such as short-term debt), the later opening. Third is to promote capital

account liberalization does not mean that cross-border capital flows,

deregulation of financial transactions, but should be based on domestic economic

and financial changes, the implementation of flexible and effective policy

measures, including temporary special measures. Be careful to promote capital

account liberalization, the camera decisions distress to a close.

　　Author: People's Bank of China Survey and Statistics Department
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