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A Study on the Relationship Among the Fluctuation of Exchange Rate,
Capital Flight and Economic Growth

——An Evidence From China

Wang Guihu

Abstract: This paper describes the theory of the relationship among the fluctuation of ex-
change rate, capital flight and economic growth by adding capital flight to the dynamic
Mundell-Flemming model at first, and solves the power system model. Then the paper uses
the SVAR model, variance decomposition and generalized least square method to make em-
pirical analysis on the relationship about the fluctuation of exchange rate, capital flight and
economic growth, and does the robustness test. The theoretical analysis shows there exists
stable solution of saddle point in the dynamic system, and it helps to explain why many peo-
ple think that capital flight triggered by exchange rate depreciation expect will hurt economic
growth. The empirical results show that: there exists a significant positive relationship be-
tween the fluctuations of RMB exchange rate and capital flight, which has been verified in
three empirical models. And all of the three empirical models illustrate that there is no signif-
icant positive relationship between the fluctuation of exchange rate and economic growth or
between capital flight and economic growth.

Keywords: the fluctuation of exchange rate; capital flight; economic growth; SVAR model
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