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Abstract

Global economic imbalance has drawn great attentions from the world since the
mid-1990s, and has been considered as the major threat to the stability of world
economy in the medium term. Global current account imbalance is the important
manifestation of global economic imbalance. Because of the obvious diversity on
financial development between main imbalance economies and the booming of
financial development theories, more and more literatures have been probing the
cause of current account imbalance from the perspective of financial development.

China is the main representative of the surplus countries in the global current
account imbalance. China's financial development is still lower than developed
countries’. China lags behind the developed countries in the financial market
efficiency, the financial innovation and so on. This paper wants to know whether the
level of financial development is related to current account surplus in China or not.
How financial development affects current account in China. This paper studies the
relationship between financial development and current account imbalance through
theoretical analysis and empirical analysis in order to provide a new perspective of the
research on current account imbalance in China

First of all, this paper reviews research on financial development, research on
current account balance, research on current account balance from the perspective of
financial development. Followed by this, it further studies the relationship between
financial development and current account imbalance based on the interpretation of
saving-investment transformation, private consumption and international division of
labor. Finally, this paper makes some suggestion according the theoretical and
empirical results.

The research perspective and contents are innovative in this paper. From research
perspective, this paper studies current account balance from the perspective of
financial development. From research contents, this paper measures
saving-investment transformation rate in China by cointegration test and state space

model, and studies the relationship between saving-investment transformation rate



and current account balance in China. By constructing an intertemporal consumption
smoothing model, this paper studies the relationship among financial development,
private consumption and current account balance from precautionary savings, wealth
effects and liquidity constraints. This paper studies the relationship among financial
development, international division of labor and current account balance by
theoretical and empirical analysis. Of course, limited by time, energy and ability, there
is still alot of shortages. The paper shortage and the possible future research direction

areto modify model, design indicators and collect data.

Key Words: Current Account; Financial Development; Saving-investment Transfor-

mation; Private Consumption; International Division of Labor
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