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Financial Control Regional Price Volatility and Financial Development
Li Xue' and Xing Yan®
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Abstract: Using panel data from 1998 — 2010 this paper investigates the changing relationship between the financial intermediation
development and price fluctuations based on three samples of different Chinese capital split extent and different periods as a research
framework. Our econometric results show that price fluctuations have a significant negative effect on financial development and can
enhance the inhibitory effect to financial development through real investment channels in weak financial controlled regions. In a little
strong financial control region it still presents a negative correlation but the indirect negative effects decrease gradually. While in a
strong financial controlled region there may be a “neutral” relationship between price volatility and financial development. These results
mean that if we want to have stabilized prices fluctuations to promote financial development we should reduce the financial control level
first.
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