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Abstract: This article analyzes how capital account liberalization affects financial stability and economic growth from
2007 to 2016 in China. Regarding the gross effect on economic growth, the short—term shocks of capital account openness
fluctuate markedly, while the intermediate and long term impacts change from negative to positive with decreasing marginal
effects. As for the liberalization’s influence mechanism on economic growth through financial stability, the financial markets
react more rapidly to the shocks of capital account openness, which indicates that the series of financial market reforms
strengthen the capability of the financial system to absorb the external disturbance; However, the influence of financial stabil-
ity on economic growth is unstable after 2011. Though the expansion of the financial condition leads to a higher economic
growth rate in the short run, it is not necessary to have such effects in the medium and long run, which to some extent weak-
ens the enhancement of economic growth. The empirical results reveal that rather than accelerating the liberalization of finan-
cial account at present, China should firstly dredge the channels between the financial system and the real economy and im-
prove the transmission efficiency of financial markets.
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