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Capital Controls, Exchange Rate Regimes, and the International
Spillovers of China’s Monetary Policy: An Empirical Assessment
Based on Panel Data of Overseas-Listed Firms

WANG Yongqin, LIU Haiqin

(School of Economics, Fudan University, Shanghai 200433, China)

Summary: The paper uses a high-frequency asset price identification strategy and distinguishes two dimensions of
Chinese monetary policy shocks: a target factor, which captures unexpected changes in the current policy stance, and a path
factor, which captures revisions to expectations about the future policy path. These shocks are matched to daily stock
returns of about 36 000 listed firms across 73 economies.

Three main findings are as follows. First, the target factor has a positive average effect on foreign stock prices, and this
positive response is stronger in economies with tighter capital account restrictions. This suggests that the target factor does
not merely capture a higher discount rate associated with a tighter current policy stance; rather, it contains a strong central
bank information effect. When capital controls are tighter, cross-border arbitrage and the international discount-rate channel
become weaker, so the information component of the shock is more likely to dominate foreign asset-price reactions. Second,
the path factor generates a significantly negative spillover in economies with more open capital accounts. This negative
effect is mitigated by stronger capital controls, especially controls on capital inflows, indicating that revisions in expected
future Chinese monetary tightening primarily operate through global financing conditions and risk-premium revaluation.
Third, greater exchange rate flexibility amplifies the negative effect of the path factor, while its marginal effect on the target
factor is not statistically significant. This implies that, at high frequency, exchange rate flexibility does not automatically
insulate economies from external financial shocks; instead, it may intensify risk repricing.

The paper contributes to relevant literature in three respects. First, using cross-country firm-level stock return data, it
provides direct micro-level evidence on the effect of Chinese monetary policy on overseas asset prices, complementing
existing literature that mostly relies on macro aggregates. Second, by decomposing Chinese monetary policy surprises into
target and path factors within a unified empirical framework, it uncovers the heterogeneous international transmission
mechanisms of different dimensions of policy shocks. Third, by combining institutional measures of capital controls and
exchange rate regimes with firm-level panel data, it offers new micro evidence on the empirical relevance of the trilemma in
the Chinese context.The findings have clear policy implications. On one hand, in the process of financial opening, capital
flow management and macroprudential policy coordination remain important stabilizing tools. On the other hand, greater
exchange rate flexibility may enhance monetary autonomy in the medium to long run, but it does not necessarily reduce the
short-run asset-price impact of external shocks. Overall, this paper coniributes to a better understanding of the global
spillovers of China’s monetary policy and provides useful evidence for designing a more robust macro-financial stability
framework under high-level financial opening.

Key words: capital controls; exchange rate regimes; central bank information effect; monetary policy spillovers; the
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