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Double-digit growth for several decades
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Increased economic welfare
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Strong export growth supported by export-led investment

4

CHINA’S RISE



Exports outpaced imports; buildup of large current account surplus
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Lower consumption share of GDP than other EMEs
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China:  Endpoint of a giant Asian supply chain
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CHINA’S RISE:  SPILLOVERS



China’s voracious appetite for commodities
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Double-digit share of world trade now
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China + other EMEs now account for more than ½ of world GDP
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Declining import content in Chinese exports. . . 
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. . .Is reflected also in the changing nature of Chinese imports

12

CHINA’S RISE:  SPILLOVERS



Rising share of consumption goods in imports but from low base
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Services Imports:  Strong Rise in Tourism
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Effect of 3 percent China real GDP shock:  Full sample
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Effect of 3 percent China real GDP shock:  Simple VAR
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Overinvestment and excess capacity
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Massive credit boom, fueled increasingly by nontraditional credit
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Slowing potential growth, but partly a result of catching up
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Slowing potential:  Headwinds from demographic changes
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FRB SIGMA Model + VAR results to quantify effects of China shock
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CHINA SLOWDOWN:  GLOBAL EFFECTS

 Some key features of SIGMA:
o Open economy, GE model
o Monetary policy follows Taylor rule (but with ZLB constraint) 

 SIGMA consists of three blocks, calibrated to the U.S. economy, 
advanced foreign economies (AFEs), and EMEs
 To quantify China slowdown effects, need impact on other EMEs

o Use VAR results to characterize spillovers through “standard” (mainly 
trade) channels = ½ the China response



Three scenarios examined
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CHINA SLOWDOWN:  GLOBAL EFFECTS

 Scenarios generated in SIGMA through shocks to exchange risk 
premium, confidence, corporate spreads, and interest rates
 Scenario 1: Moderate China slowdown with “standard trade” 

spillovers 
 Scenario 2: China crisis also with “standard trade” spillovers:  
 Scenario 3: China crisis with “extra financial” spillovers 

o EME response 1-to-1, rather than ½



China crisis would hit EMEs and AFEs hard; significant U.S. effect too
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Inflation also falls; one key channel of transmission is the dollar
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AFE effects bigger now—more limited scope for monetary policy
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CHINA:  REDUCING VULNERABILITIES

 Policies to reduce economy’s saving rate
o Increased social sector spending to reduce household 

precautionary savings
o More dividend payouts by SOEs to reduce business savings

 Less orientation of fiscal policies toward investment
 Reinvigorate the private sector as an engine of growth

o Reforms of SOEs are crucial
 Continue progress toward exchange rate flexibility
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