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Capital Flight in China Impacts and Implications

ZHIYONG DoNG
Renmin University of China

Abstract Capital flight has become increasingly rampant in China in recent years even
though the government has imposed strict controls and stepped up its efforts to plug loopholes.
Unlike previous studies that seek to explain the key causal factors behind the phenomenon this
paper analyzes the impacts of capital flight based on a simulation model. Capital flight is found to
have led to higher real interest rates lower personal consumption lower investment and aggregate
demand and higher unemployment. On the other hand it has also caused a relatively deflationary
environment that resulted in a real depreciation of Reminbi and a higher level of net exports.
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