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International Financial Stability Indicators and Their Applicability in China
LIU Nuo, YU Dao-xian
( Economics and Management School of Wuhan University, Wuhan, Hubei, 430072, China)

Abstract; The problem of financial stability has always been concerned by countries around the
world. Following the increasingly open, dynamic and complex financial system, the potential risks have exposed
continually and the possibility of financial instability may exist in long term. Especially after the outbreak of the
global financial crisis in 2007, the turmoil in international financial market was drastic and has not been fully re-
stored until now. Therefore it is necessary to choose a proper evaluation system of financial stability to assess finan-
cial risks, effectively maintain the stability of financial markets and prevent crises.

The concept of financial stability in the modern sense was produced in the early 1990s, but it was not until af-
ter the Asian financial crisis in 1997 that the international community has paid great attention to it. However, there
is no consensus on the definition of financial stability. The instability of finance is generally divided into two catego-
ries: the financial crisis and financial deterioration. The former triggers a run on financial institutions and causes
lack of liquidity, with currency devaluation by the market selling a large number of local currency; the latter is due
to the large amount of non-performing loans and low capital adequacy ratio in the financial system, First of all based
on international financial stability indicators created by IMF, this paper compares China with other nations and are-
as, and obtains the result that this indicator system is not suitable for China. Second, this paper proposes the index
system of financial stability in China after modification of FSIs core index. The system includes 6 macroeconomic in-
dicators and 13 micro-prudential indicators, providing more comprehensive evaluation of China’s economic stability
in deposit absorption institutions, money market, stock market, insurance market, foreign exchange market and the
real estate market as well as overall macro-economy, and trying to find crisis warning system that accord with
China’s developmental level. Empirical tests indicate that this new system has some explanatory power of financial
instability. Comparing with internal risks in financial institutions, macro-environment and market fluctuation have
more significant influences on financial stability.

Among macro-environment index, the growth rate of GDP and the rate of money have the greatest impact on fi-
nancial stability: the increase of GDP growth rate or the decrease of the rate of monetization will lead to the instabil-
ity of the financial system. The decline in inflation rate and the booming index of macro-economy will lead to rising
unemployment, thus causing financial instability. There is a negative correlation between the M2/ international re-
serve and financial stability, as well as the real effective exchange rate and financial stability. For the market level
indicators, the volume of inter-bank offer, the change rate of stock price index, assets income ratio in the insurance
industry and total real estate loans have negative correlations with financial stability.

According to this financial stability index system, China’s regulatory authorities should not focus completely on
the banking sector when monitor and examine macro-economy. More attention should be paid to the stability of each
market and their interaction, as well as the health of macroeconomic environment. Our country has basically estab-
lished the macro prudential regulatory framework of financial institutions that centers on central banks as the highest
decision-making body and act from top to bottom. In the industry of securities, insurance, foreign exchange, real
estate and so on, although there are macro prudential regulation entities, their main effect were not significant and
the power of supervision were less than that in banking industry. The establishment of a sound financial stability in-
dex system is a wide-range, demanding task, which requires long-term researches and practice of China’s financial
regulatory authorities. In order to maintain the financial stability of our country, the establishment of a scientific and
effective evaluation system is an essential foundation. It has a very important practical significance, but China is still
in the exploratory stage in this regard.

Key Words: financial stability; financial instability; financial stability indicator system; prediction
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