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CHINA’S ECONOMIC DEVELOPMENT
EXPERIENCE: A UNIQUE PHENOMENON

* REAL GDP PER CAPITA HAS INCREASED 20-FOLD FROM 1980
TO 2016

* MORE THAN 600 MILLION PEOPLE HAVE LEFT POVERTY

* UPGRADED TO UPPER MIDDLE INCOME FROM LOW INCOME
BY THE WORLD BANK

* LARGEST WORLD MANUFACTURER, 25% OF THE GLOBAL
MANUFACTURING INDUSTRY OUTPUT

* SECOND LARGEST GLOBAL TRADER IN GOODS AND SERVICES:
USS 4.5 TRILLION (2016)



CHINA’S ECONOMIC DEVELOPMENT
EXPERIENCE: A UNIQUE PHENOMENON

* A GREAT LEAP FORWARD IN SCIENCE AND ENGINEERING, BUT
R&D SPENDING LESS THAN HALF OF KOREA

* WORLD’S LARGEST RECIPIENT OF FDI FLOWS

* STOCK OF INTERNATIONAL RESERVES HAS JUMPED TO ABOUT
USS 3.5 TRILLION FROM USS 22 BILLION IN 1992



GAIGE KAIFANG

REFORM AND OPENING UP: CHINESE “MIRACLE” OPERATED
BY THE MOVE TOWARDS A MARKET ECONOMY

INTEGRATION INTO GLOBAL VALUE CHAINS WAS
INSTRUMENTAL TO FOSTER GROWTH

PRIVATE SECTOR COMPANIES PROPELLED GROWTH OVER
THE LAST THREE DECADES

TOTAL FACTOR PRODUCTIVITY (TFP) GROWTH WAS THE MAIN
CONTRIBUTOR (60-70%) TO REAL GDP EXPANSION FROM
1978 TO 2008



REBALANCING OF THE ECONOMY IS
UNDERWAY

* SINCE 2012 SERVICES HAVE BEEN GROWING FASTER, BUT
STILL ACOUNT FOR 53% OF THE GDP

* PRIVATE CONSUMPTION EXPENDITURES STILL LESS THAN
50%, WELL BELOW OTHER MAJOR EMERGING MARKET
ECONOMIES



THE REMINBI: CROSSING THE RIVER BY FEELING
THE STONES

NECESSARY CONDITIONS TO BECOME A RESERVE CURRENCY

* CAPITAL ACCOUNT CONVERTIBILITY

* INTERNATIONALIZATION

* FLOATING EXCHANGE RATE

* LARGE AND LIQUID DOMESTIC PUBLIC DEBT MARKET



CHINA AS A GLOBAL INVESTOR

OUTWARD INVESTMENT FLOWS REACHED ALMOST USS 1
TRILLION OVER THE LAST TEN YEARS

TOP 5 COUNTRIES: USA, AUSTRALIA, SWITZERLAND, CANADA,
UK

TOP 5 SECTORS: ENERGY (35%), METALS AND MINING (13%),
REAL ESTATE (10%), TRANSPORT (9%) AND AGRICULTURE
(7%)

INVESTMENT IN SMALLER EMERGING ECONOMIES USUALLY

COMES WITH LONG-TERM LOANS AND CONSTRUCTION
CONTRACTS

Source: Chinese Investment Tracker, AEI.



THE BIGGEST ECONOMIC PARTNER OF AFRICA

#1 TRADE PARTNER

#1 INFRASTRUCTURE FINANCIER

#1 FDI GROWTH

50% OF CONSTRUCTION CONTRACTS

MORE THAN 10,000 FIRMS, MOSTLY PRIVATE SECTOR

ALONGSIDE ECONOMIC BENEFITS TO AFRICA: LACK OF
INTEGRATION INTO LOCAL SOCIETIES, VIOLATION OF LABOR
LAWS, ENVIRONMENTAL DAMAGES



CHINA IS PROJECTING ITS POWER IN GLOBAL
FINANCE

* INITIATIVES TO CREATE NEW MULTILATERAL FINANCIAL
INSTITUTIONS

* NEW DEVELOPMENT BANK - THE BRICS BANK
* ASIAN INFRASTRUCTURE INVESTMENT FUND - AlIB
* SILK ROAD INFRASTRUCTURE INVESTMENT FUND



ONE BELT, ONE ROAD

* ECONOMIC AND GEOPOLITICAL PROGRAM TO INCREASE
CONNECTIVITY BETWEEN ASIA AND EUROPE, COVERING 65%
OF GLOBAL POPULATION

* ABOOST TO GLOBAL TRADE BY REDUCING TRANSPORTATION
COSTS

* POTENTIALTO CREATE A NEW WAVE OF GLOBALIZATION

* SUPER-SIZED INEFFICIENT SOEs RAISE QUESTIONS ABOUT
CHINA

IS IT A WAY TO EXPORT EXCESS CAPACITY?
IS CHINA READY TO LEAD GLOBALIZATION?

DOMESTIC REFORMS ARE NEEDED TO MATCH CHINA’S GLOBAL
INITIATIVES



IS THE CHINESE MIRACLE BUILT TO LAST?

THERE IS A LOT OF RESOURCE MISALLOCATION IN THE
CHINESE ECONOMY

MOVING TO US EFFICIENCY WOULD BOOST CHINA’S TFP BY
30-50%
TFP GROWTH HAS BEEN LOSING STEAM SINCE 2009

THERE ARE SEVERAL SECTORS WITH SIGNIFICANT EXCESS

CAPACITY, e.g. STEEL, ALUMINUM, CEMENT, CHEMICALS,
CIVIL ENGINEERING

THERE WAS NO REFORM: REDUCTION IN THE NUMBER OF
SOEs NOT SOEs.



CREDIT-FINANCED INVESTMENT TO BOOST GROWTH
IS LEADING TO RESOURCE MISALLOCATION...

* MISALLOCATION OF RESOURCES BY A DYSFUNCTIONAL
FINANCIAL SYSTEM

* RESOURCES ARE LENT TO INEFFICIENT LARGE SOEs AND
STATE ENTITIES UNDER IMPLICIT STATE GUARANTEES

* FINANCIAL INTERMEDIATION BLOCKS THE DARWINIAN
SELECTION

* SLOWS GROWTH OF DYNAMIC MORE PRODUCTIVE SMALL
PRIVATE SECTOR FIRMS WHILE KEEPS ALIVE LARGE

INEFFICIENT COMPANIES

* FINTECHS MAY BE A PROMISE, BUT ARE FOCUSED ON
CONSUMER BANKING



..AND MOUNTING FINANCIAL RISKS

CORPORATE DEBT TO GDP RATIO REACHED 1.66x IN 2016
AGAINST 0.85x IN DEVELOPED ECONOMIES AND 0.64x IN
OTHER EMERGING ECONOMIES, ACCORDING TO BIS

CREDIT INTENSITY HAS BEEN ON THE RISE SINCE 2008: FROM
A HISTORICALAVG OF 1.2 TO 3.0 IN 2015

THE IMF HAS ESTIMATED POTENTIAL LOSSES OF 7% OF GDP
ON CORPORATE LOANS BUT ADDITIONAL LOSSES IN SHADOW
CREDIT PRODUCTS

CHINA IS TRADING SHORT-TERM GROWTH FOR CURRENT
LITTLE JOB CREATION AND FUTURE GREATER VOLATILITY AND
GROWTH SLOWDOWN



REFORMS ARE BADLY NEEDED

* GRASP THE EFFICIENT AND LET GO OF THE INEFFICIENT:
PRIVATIZATION AND CLOSURE OF SOEs

* END OF IMPLICIT STATE GUARANTEES TO BORROWERS
 LETINTEREST RATES TO BE FREELY MARKET-DETERMINED

* BETTER CORPORATE GOVERNANCE AND TRANSPARENCY IN
FINANCIAL AND NON-FINANCIAL BUSINESSES

CHINA HAS BECOME A MAJOR GLOBAL ECONOMIC POWER
DUE TO MARKET-ORIENTED REFORMS NOT BECAUSE OF
CENTRAL PLANNING
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