
Anoop Singh,

Adjunct Professor, Georgetown University, 

Former Director, Asia Pacific, IMF

Institute of Chinese Studies, New Delhi

November 8, 2017
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Section I. Before the Crisis

Strong growth

External and 
internal imbalances

Vulnerability to 
crisis.
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Strong Growth Driven by Net exports
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External Imbalance
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Internal Imbalance:                    

Consumption vs. Investment  
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China Was Less Vulnerable:

Compared with Other Countries

Financial system:

1) Limited spillover from other countries due to capital controls

2) Low NPLs

Fiscal: low deficit and debt;

Household: low debt.
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Financial Sector Was Generally Healthy
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Large Fiscal Space
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Relatively Low Debt Level
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Sources: OECD, CEIC Data Company Ltd.; and IMF staff calculations.
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Section II. The Crisis

Mainly hit the export sector

Deflation pressure

Weaker growth momentum

Capital flow relatively stable
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Drop in Exports
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Growth Momentum Weaker
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Deflation Pressure
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Section III. The Quick and Strong Response—

And Impact

Monetary: Expansion of quantity quota; 

lower rates; credit guarantee scheme

Fiscal: 4 trillion stimulus package

Support for key industries
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Fiscal Stimulus

Infrastructure

Innovation and 

structural 

adjustment

Low-income 

housing 

support

Environmental 

protection

Post-disaster 

reconstruction

Rural incomes 

and 

infrastructure

Healthcare and 

education
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Monetary Stimulus
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Support for Some Industries
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Impact of the Policy Response

Stabilized  

growth

Short-

term Positive: Improved 

external imbalance

Negative: Domestic Imbalance

1) Dependence on real estate

2) Surging corporate debt

3) Overcapacity

4) Prolonged fiscal stimulus

5) Investment/Consumption 

mismatch

6) Environmental problems

Longer 

term: 

Mixed
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Short-term Impact: Stabilized Growth Momentum
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Section IV. Rebalancing China’s Growth Model 

Third Plenum Reform Blueprint

Internal Imbalance: Challenge has 
Persisted 

Elevated Financial Stability Risks
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More balanced, sustainable growth, address vulnerabilities

Financial Fiscal External Structural

Better pricing of 

risks

More social 

spending and less 

investment

Greater exchange 

rate flexibility

Competition and 

hard budget 

constraints

Improved access to 

financing

More efficient and 

progressive tax 

system

Gradual capital 

account 

liberalization

Faster urbanization

↓ Higher productivity growth; more consumer-based, 

Remove implicit guarantees, Intensify SOE reforms 

Internationalize the renminbi  21

Third-Plenum: Reform Blueprint
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China has made progress in rebalancing away 

from external-led growth…
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…and moving toward a more service-

dominated economy.
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Domestic Imbalance: Credit Growth
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Domestic Imbalance: Real Estate Bubble
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Domestic Imbalance: Fiscal
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(In percent) 2000 2014

Crude Steel 15.1 49.3

Cement 33.6 54.2

Aluminium 12.2 45.7

Refined Copper 20.2 34.7

Coal 26.9 44.6

China: Market Share of Selected Industrial Production
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The core economic problem: 

over reliance on debt
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…High Corporate Debt and Weakening 

Fundamentals
29
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China Risks: 

Hard Landing in Regions, Two-speed economy
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Key Issues:

1. Excessive National Savings

2. Large and Rising SOEs

3. Persistent Overcapacity Industries

4. High Corporate Debt

5. Financial Sector Complexity and Fragility

6. Reform of the Exchange Rate Framework

Challenges to China’s transition--

Have persisted since the Third Plenum

11/8/2017
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Structural Policy Issue 1: 

Much More Needed on Reducing Savings
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Structural Policy Issue 2:  

SOE Drag on the Economy Persists
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Structural Policy Issue 3: 

Underlying Drivers of Overcapacity 
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Structural Policy Issue 4: 

Directly Targeting Corporate Debt

Debt of “Zombie” Firms 1/
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Structural Policy Issue 5: 

Reducing Financial Sector Fragility
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Structural Policy Issue 6: 

Resuming Flexible Exchange Rate
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Section V. Recent developments 

Stabilization of growth

Renewed focus on 
supervisory actions

Credit gap still large
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China growth momentum:

Has recently picked up 
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The growth pick up, and tighter capital controls: 

helped stabilize the capital account…
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…and the exchange rate
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Now, tighter supervisory actions:

are tightening financial conditions…
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…resulting in slower growth in  

intra-financial sector claims.
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Credit to the real economy has also slowed 

marginally…
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…which is posing initial headwinds for 

real estate
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Nonetheless, China’s credit gap 

remains large
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+  Rebalancing underway

+ Authorities now focused on financial stability

— Large stock of persistent problems/internal 
imbalances/credit trends.

?  Reforms decisive & fast enough, sustained ?

Policy priorities: structural

 SOEs, banks, LG finances

 Less investment, more consumption

 New sources of growth 

Outlook: policy dependent

Key Takeaways
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