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[Abstract] Whether emerging market economies should maintain some capital flow
management tools to deal with the increasing volatility of cross-border capital flows is
not only a hot topic in international academic circle but also the focus of debate in
China’s policy making and academic community. In the last few years international
studies have put more and more emphasis on the necessity for emerging market econo—
mies to manage capital flow under certain circumstances. The attitude adopted by the
IMF towards capital account control has also undergone obvious changes. Since 2012

Chinese scholars have held intense debates over whether it’s necessary to speed up the
capital account liberalization and no consensus has been reached yet. In capital ac—
count liberalization the Chinese government adopted a progressive prudent and con—
trollable approach at first. However after the 2008 international financial crisis it
sped up the liberalization process in an evident way. The change reflects the transition
of Chinese government’s operational logic but some potential risks may have been un-
derestimated. This paper recommends that the Chinese government should still pursue
capital account liberalization in a progressive prudent and controllable way in order to
avoid the burst of systemic financial crisis. Therefore the Chinese government should
still follow an appropriate sequencing to fully liberalize the capital account speed up
its efforts to establish a macro—prudential regulation framework vigorously promote do-—
mestic structural reform and build up a mechanism to precaution manage and deal
with financial crisis.
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