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Wealth Effects, Financial Openness and Long-Run Growth

E: MObstfeld (1994) BHig AR ML SELEUT K i Hi e, ASCHEM & 0% 5] A\ Obstfeld £

M, FOFEEST KR MER. AU, MERITIRZ MR, BIERY, SKEExt
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Abstract: Motivated by the discrepancy between the conjecture of Obstfeld (1994)’s theoretical model
and the real economy, the paper reexamines the relationship between risky investment, wealth
accumulation, economic growth and financial openness by introducing wealth effects into the Obstfeld
model. It is shown that the excessive pursuits for wealth heighten the demand for financial assets with
both high return and high risk in the global financial market, distort the mechanism of financial markets
promoting economic growth, and hence result in different growth performances within different
countries. Specifically, for different economies, not only do the same technology or preference shocks
have different growth effects, but also economic integration has different growth effects.
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