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Financial Sector Openness and Macroeconomic Deleveraging

MEI Dong-zhou', SONG Jia—xin®
(1. School of International Trade and Economics CUFE, Beijing 100081, China;

2. School of Finance, Central University of Finance and Economics, Beijing 100081, China)

Abstract: While China is speeding up the financial sector openness, the domestic economy in China is also
facing the challenge of high leverage ratio and gradual emergence of financial risks. Under this circumstance, will
the opening of financial industry help with the decline of domestic macroeconomic leverage? Will the financial
sector openness and cross—border capital flows exacerbate the negative effect of the domestic deleveraging policy on
output? This paper constructs a multi-sector DSGE model in an open economy framework, analyzing and discussing
the channels through which the deleveraging shocks and external shocks affect economic fluctuations, along with
how the degree of financial openness affects the transmission of shocks. The results show that both the deleveraging
shocks and external shocks will cause cross —border capital outflows, affecting the balance sheets of financial
intermediaries, and resulting in the rise in deposit and loan premiums. Amplified by the financial accelerator
effect, it will finally lead to a sharp decline in the level of domestic investment and output, giving rise to an
increase in the macro leverage ratio. Besides, a higher level of financial openness will bring about a greater degree
of economic recession and macro leverage increase. In order to reduce the above—mentioned negative impact, after
clarifying the transmission channels of domestic and external shocks, this paper further explores the path and effect
of capital control tax rate, and formulates relevant intervention rules.
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