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Cross—border Capital Flows and Financial Systemic Risks

—Empirical Test Based on Time—varying Effect and Mediating Effect
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(Abstract ) In this paper, while testing the pro—cyclical characteristics of Chinese cross—border capital flows, a vector au—

toregressive model with time—varying parameters of random fluctuations is introduced to study the dynamic impact of cross—border

capital flows on shocks of Chinese financial systemic risks based on historical data. This study finds that the impact response direc—

tion of cross—border capital scale to the financial systemic risks composite index is negative during the sample observation periods,

and the response degree gradually weakened with time. Next, based on the mediating effect model and the moderating effect model,

in the process of the impact transmission of the scale of cross—border capital flows to the financial systemic risks, we further explore

whether monetary policy factors and economic policy uncertainty factors have impacts on it and how they affect it. This study finds

that cross—border capital flows increased financial systemic risks by increasing the growth rate of M2. Economic policy uncertainty

will exacerbate financial systemic risks to a certain extent. The mechanism is that economic policy uncertainty reduces the negative

impact of cross—border capital flows on systemic financial risk by weakening the effect of M2 growth on financial systemic risks.

(Key words ] cross — border capital flow; monetary policy operational objective; financial systemic risks; time — varying

effect; mediating effect; financial stability
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