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China's Macroeconomic Performance and Management During Transition. Shahid Yusuf. A lone among the former
socialist economies, China has led a.

Workers might find themselves unable to collect wages owed by bosses in shrinking sectors; strikes are
illegal. Although debt is still at manageable levels, an increase in the reliance on shadow banking and the rapid
pace of debt accumulation is worrisome. By , it was common to summarise the SOE situation as one-third of
them losing money, and another one-third making no money. This situation of surpluses in the both the current
and the capital put pressure on the national currency and prompted the Central Bank to sterilize most of the
foreign currency that entered the country. The effective way to slow down the pace of NPL creation in an
SOB-dominated financial system and keep the fiscal situation sustainable is to keep the NPLs on the books of
the SOBs, with "the financial status of these loans We will argue later in the paper that the formation of
domestic private banks and the entry of foreign banks will correct the problem of inadequate financial
intermediation, and eradicate the deflationary tendencies created by the liquidity trap and the paradox of thrift.
With the foreign banks being able to afford to pay higher deposit rates and to charge lower lending rates, the
demise of the SOBs seems inevitable unless their NPL burden is removed. Between these two options,
expenditure reduction cannot be considered the less likely outcome because China's experience in the reform
era is that frequent changes to the tax system have not been able to raise revenue significantly for a sustained
period. Most government economists, e. The more local staff the foreign bankers train, the larger the pool of
future managers for Chinese-owned banks. In Geely a Chinese car maker purchased Volvo Sweden. There is
no reason to favour foreign private banks over domestic private banks, and no reason why China should not
allow its best financial minds to compete with, and achieve the same glorious success of, the best foreign
financial minds. FDI has performed strongly in the last decade, with record inflows of USD billion in , thereby
becoming the second largest recipient of foreign investment. In order to tackle these imbalances, the new
administration of President Xi Jinping and Premier Li Keqiang, beginning in , have unveiled economic
measures aimed at promoting a more balanced economic model at the expense of the once-sacred rapid
economic growth. Total trade multiplied by nearly to USD 4. Taiwan had exactly this problem up to the mids
when all Taiwanese banks were state-owned and were operated according to civil service regulations, which
required the loan officer to repay any bad loans that he had approved. The switch to the new growth engine
necessitates that China continues the privatisation of nondefence-related state enterprises that are not natural
monopolies, begins the privatisation of SOBs, and reduces drastically the legal discrimination against the
private sector. This situation shields the economy against government debt crises. While the Chinese yuan is
freely convertible under the current account, it remains strictly regulated in the capital account. The official
unemployment measures do not take into account migrant workers who are forced to move back to the
countryside. This dismal outcome has been masked by the large profits of the state oil companies resulting
from the high price of oil in the recent period. The fact is that the present banking system is a sinkhole, a
situation that we will examine now. Keynes was referring to the situation where the interest rate would not fall
despite the addition of reserves because of the overwhelming dominant expectation held by investors that the
interest rate would rise soon. We therefore recommend that, right after the recapitalisation of the big four state
banks, at least two of them be broken into several regional banks, and that the majority of these regional banks
be privatised. The simple fact is that fiscal sustainability lies at the heart of whether a banking crisis would
actually occur. Jia 11 , believe that the investment using funds raised through treasury bond issuance
contributed about two percentage points to GDP growth each year in the period. These surpluses allow for
outward overseas direct investment â€” much of the current focus is on China's investments in many African
and Latin American countries. Purchases from Europe and the U. The yuan fluctuates in an intraday trading
band around an official midpoint rate. As documented earlier, the government has sought to fight deflation by
increasing public works i. This recovery rate is expected to drop substantially when the more difficult loans
are processed. The measures included, among others, breaking down the collective farms, opening up China to
foreign investment, encouraging business entrepreneurship, establishing Special Economic Zones and
introducing market incentives in the state-owned companies. The evidence overwhelmingly shows that the
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local bank branches, at least until , were unable to resist the demand for easy money. In fact, with the steady
relaxation of regulations against the establishment of private businesses in the rural and urban areas, the
amount of investment-motivated savings in China could only have risen more. The investment-GDP ratio
went up at the national level because FDI rose while state investments through the budget, state-owned
enterprises, and state-controlled enterprises utilised the higher domestic savings fully. The rise in total
investments has not been sufficient to use up the excess savings, however, and these residual excess savings
have leaked abroad in the form of an aggregate trade surplus. SOE investment went up in the period  This year
China starts a new five-year-plan that prioritises supply-side reforms, such as reducing the stock of unsold
housing. I am deeply indebted to the Citigroup office in Hong Kong for assistance in data compilation. Since
then, the PBOC has made a number of revaluations to the currency in order to bring it closer to it market
value. As an economy highly integrated into the global trade system, the country benefited from a steady
improvement in its terms of trade since 


