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Trade	
  Data	


•  not	
  shown	
  in	
  class	
  
– growth	
  as	
  world	
  trader	
  
–  rela+ve	
  economic	
  size	
  
– high	
  domes+c	
  savings	
  

•  low	
  consump+on	
  
•  high	
  investment	
  













•  Not	
  shown	
  in	
  class	
  
– p	
  370-­‐	
  intl	
  trade	
  finance	
  from	
  China	
  2030	
  

•  developing	
  countries	
  large	
  share	
  today,	
  were	
  not	
  
significant	
  20	
  years	
  ago	
  

•  China	
  a	
  large	
  market	
  for	
  developed	
  country	
  industrial	
  
exports	
  

•  large	
  bilateral	
  surpluses	
  and	
  (Korea)	
  deficits	
  

Interna+onal	
  Finance	
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Macro	
  Issues	


•  Source	
  is	
  2013	
  IMF	
  Ar+cle	
  IV	
  review	
  of	
  China	
  
– available	
  annually	
  for	
  most	
  countries	
  

•  a	
  good	
  go-­‐to	
  for	
  a	
  quick	
  overview	
  of	
  short-­‐run	
  issues	
  
– emphasis	
  is	
  short-­‐run	
  macro	
  and	
  intl	
  finance	
  

•  we	
  thus	
  need	
  to	
  keep	
  in	
  mind	
  the	
  long-­‐term	
  macro	
  
issues	
  that	
  we’ve	
  emphasized	
  this	
  term,	
  fer+lity	
  and	
  
demographic	
  dividends	
  

•  big	
  downturn	
  in	
  2009	
  with	
  global	
  crisis	
  
– but	
  quick	
  recovery:	
  WHY?	
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Links	
  to	
  rest	
  of	
  world	


•  Intl	
  Capital	
  controls	
  and	
  financial	
  ins+tu+ons	
  
are	
  overwhelmingly	
  domes+c	
  
– so	
  no	
  financial	
  spillover	
  

•  rather	
  trade:	
  exports	
  collapsed	
  
– and	
  not	
  by	
  a	
  liYle:	
  slowed	
  growth	
  by	
  5	
  percentage	
  
points,	
  a	
  huge	
  hit	
  [the	
  US	
  doesn’t	
  grow	
  5%....!]	
  

•  but	
  GDP	
  growth	
  back	
  over	
  10%	
  before	
  start	
  of	
  
CY2010	
  
– while	
  EU,	
  US	
  were	
  mired	
  deep	
  in	
  recession	
  





Answer?	


• We’d	
  use	
  monetary	
  policy	
  
– but	
  financial	
  system	
  s+ll	
  “shallow”	
  

• business	
  investment	
  uses	
  direct	
  finance	
  	
  
– (borrowing	
  from	
  friends,	
  retained	
  earnings)	
  	
  

• not	
  financial	
  intermediaries	
  [=	
  banks]	
  

– so	
  monetary	
  policy	
  doesn’t	
  reach	
  
•  can’t	
  make	
  borrowing	
  cheaper	
  if	
  businesses	
  
don’t	
  borrow	
  from	
  banks!!	
  



How	
  about	
  fiscal	
  policy?	


•  But	
  we’ve	
  seen	
  the	
  short	
  reach	
  of	
  Beijing	
  on	
  
issue	
  ajer	
  issue	
  

•  Meanwhile	
  
– Local	
  governments	
  have	
  no	
  revenue	
  sources	
  
– Fiscal	
  transfers	
  big	
  but	
  …	
  not	
  used	
  here	
  

•  So	
  how	
  work?	
  



LGFVs	


•  Local	
  government	
  financial	
  vehicles	
  
–  investment	
  funds	
  +ed	
  to	
  local	
  government	
  
–  in	
  normal	
  +mes	
  land	
  sales	
  to	
  finance	
  concrete	
  
investments	
  [pun	
  intended]	
  

•  had	
  access	
  to	
  financial	
  ins+tu+ons	
  
–  so	
  in	
  2008-­‐9	
  could	
  and	
  did	
  borrow	
  
–  leading	
  to	
  the	
  investment	
  boom	
  	
  
–  and	
  via	
  the	
  mul+plier,	
  overall	
  macroeconomic	
  growth:	
  
Y↑↑ [a lot] 

•  See data below	


















Other	
  macro	
  issues	


•  Infla+on	
  moderate,	
  didn’t	
  undermine	
  
•  but tendency to be higher than in US 

–  agriculture 
•  and food matters more in a poor country 

–  service sector prices 
•  productivity growth slow 

–  but wages reflect overall economy 
•  so when wages rise, so do service prices 

–  : Balassa-Baumol effect 

•  issue common across developing economies	








short-­‐run	
  data	


•  trade	
  surplus	
  inching	
  up	
  
– helped	
  by	
  piecemeal	
  recovery	
  in	
  US	
  

•  so	
  is	
  the	
  household	
  savings	
  rate	
  
–  remember	
  (S-­‐I)	
  +	
  (T-­‐G)	
  =	
  (X-­‐M)	
  

•  house	
  prices	
  are	
  rising	
  steeply	
  
– end	
  of	
  finance	
  boom	
  hasn’t	
  affected	
  
– a	
  bubble?	
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RMB	
  apprecia+ng	
  lately	


•  .15/6.0	
  so	
  about	
  2%	
  
•  in	
  background	
  are	
  capital	
  ouulows	
  under	
  
financial	
  liberaliza+on	
  





iv	
  30	






LR	
  issues	


•  As	
  noted,	
  China	
  currently	
  benefits	
  from	
  
demographic	
  dividends	
  
– but	
  will	
  then	
  face	
  a	
  rapidly	
  aging	
  popula+on	
  

•  fiscal	
  system	
  reforms	
  needed	
  
–  land	
  sales	
  large,	
  unsustainable	
  as	
  remaining	
  land	
  
less	
  desirable	
  with	
  urban	
  sprawl	
  

– but	
  debt	
  large	
  and	
  not	
  transparent	
  
•  how	
  clean	
  up?	
  reflects	
  an+recession	
  policies	
  

–  inevitable	
  Beijing	
  must	
  buy	
  a	
  lot	
  of	
  it	
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zhang	
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zhang	
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So	
  how	
  measure	
  fiscal	
  posi+on?	


•  Well,	
  here	
  are	
  a	
  few	
  aYempts	
  
– 30%	
  level	
  is	
  hardly	
  a	
  burden	
  in	
  a	
  rapidly	
  growing	
  
economy	
  

– most	
  LGFV	
  debt	
  not	
  short-­‐term	
  
•  but	
  only	
  about	
  3	
  years’	
  breathing	
  space	
  

•  meanwhile	
  in	
  LR	
  need	
  to	
  
–  increase	
  revenue	
  to	
  cover	
  aging	
  of	
  Mao’s	
  children	
  
– construct	
  tax	
  system	
  to	
  fund	
  local	
  government	
  
– deepen	
  financial	
  markets	
  


















