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An Empirical Analysis on the Reasons of China’s Capital Flight

Weiguo Xiao, Bing Shao



Abstract: The academic circle have showed their concerns over the issue of capital flight in developing
countries since Latin American countries witnessed serious debt crisis occurred in 1980s. The financial crisis
of 1990s has again revealed the severity of capital flight. As far as China is concerned, the problem of capital
flight should not be ignored because of the development of transitional economy of China. This study presents
the possible determinants of capital flight in China. We present a Johansen cointegration model. By the
cointegration model, we get appropriate long run relationship between capital flight and its determinants. The
empirical results imply that the difference between domestic and foreign interest rate, the foreign debt as a
percentage of GDP, the overvaluation of the exchange rate, the discrimination between native and foreign
capital, financial control are the main economic forcing factors of capital flight.

Key Words: capital flight; reasons; empirical analysis
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