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Key Points 

• 20 Years after Asian Global Financial Crisis, China has emerged 
as 2nd largest economy 

• Huge global major transformation from Trumpian Geo-politics, 
QE, Technology, Climate Change, Demographics, Social 
Inequalities, regulation and intense competition 

• China adapting with 19th Party Congress roadmap towards 
Quality and People-centred Growth 

• Major correction of imbalances in Debt model through system-
wide regulation and transformation through technology and 
innovation, at all levels 

• Internet+ and Made in China 2025 will be game-changer for all 
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Transformative Mega-trends that Change Finance 

• Global Rebalancing – Multipolar Cold War 2.0 = Growing 
geo-political risks – Trump + Terrorism = Geopolitics  

• Demography – Dividends or Age burden? 
• Financialization and Debt Overhang – Who pays? 
• Disruptive Technology – Jobs and Creative Destruction  
• Climate Change – Water, Food & Energy Stress 
• Governance – Democracy, Market or State? 

 
Every emerging market is facing huge challenges to policy 
and business models, as America First means no more level 
playing field.  Everyone for themselves. 
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Global Supply Chain under Disruption – Rules, 
Technology, Disengagement 
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Stimulus Program (2008-2010) 
RMB 4 trillion Stimulus Package stopped Crisis 
shock, but created over-investment fuelled by 
debt  

Section 1 



2007/8 GFC Shock + Wenchuan Earthquake Provoked 
Stimulus Package Focused on 7 Priority Areas 

• Central government funding RMB 1.2 trillion from budget, with 
remaining RMB 2.8 trillion from local governments, 
enterprises, and banks - led to outburst of credit growth 
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Transport & power infrastructure (railroad, road, airport, electricity grid) 37.5% 

Rural village infrastructure 9.3% 

Environmental investment 5.3% 

Affordable housing 10.0% 

Technological innovation and structural adjustment 9.3% 

Health & education 3.8% 

Post-earthquake reconstruction 25.0% 

Sectoral Composition of Stimulus Investment (March 2009 plan, as percent of total) 

Source: Christine Wong. 2011. "The Fiscal Stimulus Program and Problems of Macroeconomic Management in China." 32nd Annual 
Meeting of OECD Senior Budget Officials, Luxembourg, 6-7 June 2011. 

https://www.oecd.org/gov/budgeting/48143862.pdf


Estimated Size and Composition of Stimulus 

2009 Stimulus Created Massive Profit Opportunities, Financed by 
Debt + Shadow Banking and Later Corruption, Excess Capacity Issues  

7 Source: Christine Wong. 2011. "The Fiscal Stimulus Program and Problems of Macroeconomic Management in China." 32nd Annual 
Meeting of OECD Senior Budget Officials, Luxembourg, 6-7 June 2011. 

https://www.oecd.org/gov/budgeting/48143862.pdf


Positive and Unexpected Consequences 

• Rapid acceleration of upgrading of city and high-speed 
rail infrastructure 

• Growth spillover from coastal to inland areas, as export 
sectors hurt by GFC 

• Emergence of new Tech Platforms and FinTech 
• Beginnings of Outward FDI and RMB internationalisation 
• Local government financing overshoot 
• Shadow banking credit accelerated 
• Corruption emerges as major social issue  
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Overview of Chinese Economy 
Strong Growth and Strengthening External 
Demand Amid Tightening Financial Conditions, 
Accumulation of Public and Private Debt 

Section 2 



China: Selected Economic Indicators 
China’s New Normal – IMF (2017) Article IV 
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Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


China’s Economic Outlook – IMF (2017) Article IV 

• China needs to focus on priority areas to sustain growth over 
medium term: 
– Further boosting consumption - increase social spending 

with progressive taxation 
– Increasing market forces by reducing implicit subsidies to 

SOEs and opening more key sectors to private investment 
– Deleveraging private sector with greater recognition of bad 

assets and more market-based credit allocation 
– Ensuring macro sustainability by gradual fiscal consolidation 

and less monetary accommodation. Focus on quality and 
sustainability of growth and less on quantitative targets 

– Improving policy frameworks for center-local fiscal relations, 
financial stability, and data to manage better modern 
Chinese economy 

11 
Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


China’s Economic Outlook – IMF (2017) Article IV 

• China needs to focus on priority areas to sustain growth over 
medium term: 
– Further boosting consumption. Increase social spending 

with progressive taxation 
– Increasing market forces by reducing implicit subsidies to 

SOEs and opening more key sectors to private investment 
– Deleveraging private sector with greater recognition of 

bad assets and more market-based credit allocation 
– Ensuring macro sustainability by gradual fiscal 

consolidation and less monetary accommodation. Focus 
on quality and sustainability of growth and less on 
quantitative targets 

– Improving policy frameworks for center-local fiscal 
relations, financial stability, and data to manage better 
modern Chinese economy 

12 
Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


Progress Made in Structural Reforms 

• “三去一降一補”  (5 targets – 3 “outs”, one reduction and one repair) in supply-
side reform 
– Debt Leveraging.  Ratio of assets and liabilities of industrial enterprises 

dropped from 56.3% to 55.8% 
– Capacity Reduction in Steel and coal successfully completed with national 

capacity utilization rate of 77.0%, record 5-year high 
– De-stocking.  Commercial buildings space for sale decreased by 106.16 

million sq. m. 
– Reduce costs. Industrial enterprises costs cuts through controls 
– Short-term repairs. Short-term investments in environmental protection, 

water conservancy, agriculture increased by 23.9%, 16.4% and 16.4% 
respectively 

• Industrial profit increased by 21.9%, 12.5 percentage points higher than in 
2016 

• Tertiary sector now 58.8% of GDP, 1.3 percentage points higher than in 2016 
• New Economy helped Value added growth by 11.0%, 4.4 percentage points 

faster than whole industrial sector 
Source: Liao Qun. 2018. "Prospects for Economic Growth in the Mainland and Hong Kong." 2018 Hong Kong Chinese Commercial Bank Association Lecture, 23 January 2018. 
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Stronger Domestic Demand Helped Further 
Reduce China’s External Imbalance 
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Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


Better Demand and Supply Measures in Real 
Estate Sector Contained Bubble risks 
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Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


In China it is Mainly Corporate Debt that is High 
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Source: Liao Qun. 2018. "How High is Corporate Debt Level in China ?" 2018 Treasury & Market Association Seminar, 25 January 2018. 



SOEs Structurally Less Efficient than Private Sector, 
Reducing Economy-wide Productivity 
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Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


Resolving Weak Firms Can Increase Growth by 1 
Percentage Point – IMF staff estimates 
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Source: IMF. August 2017. "People’s Republic of China 2017 Article IV Consultation." IMF Country Report No. 17/247. 

https://www.imf.org/en/Publications/CR/Issues/2017/08/15/People-s-Republic-of-China-2017-Article-IV-Consultation-Press-Release-Staff-Report-and-45170


China’s Digital Transformation 
New growth areas will be Strong Consumer Base, 
Internet+ and Made in China 2025 digital 
transformation 

Section 3 



Progress on 2016 Reform Recommendations 
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Source: IMF. December 2017. "People’s Republic of China : Financial System Stability Assessment." IMF Country Report No. 17/358 

http://www.imf.org/en/Publications/CR/Issues/2017/12/07/people-republic-of-china-financial-system-stability-assessment-45445


5 Areas that can Improve China’s Growth 

Source: Woetzel, Chen, Seong, Leung, Sneader & Kowalski. 2016. "Capturing China’s $5 Trillion Productivity Opportunity." McKinsey Global Institute. 

https://www.mckinsey.com/global-themes/employment-and-growth/capturing-chinas-5-trillion-productivity-opportunity


Million people, 2016 

China Enjoys Scale Advantages, with Huge Base of 695 
mn Mobile Users and 282 mn Digital Natives 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


China's Digital Economy: Story of Commercial 
Success and Investor Excitement – McKinsey (2017) 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


Number of features by key application categories 

Chinese Players use Super Apps Offering One-stop 
Solution to Consumers 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


In Mobile Payments, Government Policy Left Space 
For Innovators to Experiment 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


China’s Internet Giants Providing Funding and 
Talent to Broader Digital Economy 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 

1 Includes completed domestic venture capital investment deals only. 
2 BAT = Baidu, Alibaba, and Tencent. FANG = Facebook, Amazon, Netflix, and Google. 
NOTE: Numbers may not sum due to rounding. 26 

https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


Venture capital investment in leading technologies, 2016 
US$ million 

China in Global Top Three for Venture Capital 
Investment in Key Technologies 

Source: Woetzel, Seong, Wang, Manyika, Manyika & Wong. 2017. "China’s Digital Economy: A Leading Global Force." McKinsey Global Institute. 
27 

https://www.mckinsey.com/global-themes/china/chinas-digital-economy-a-leading-global-force


3 Digital Forces Can Shift (or Create) 10%–45% of 
Industry Revenue Pools by 2030 

Source: Wang, Woetzel, Seong, Manyika, Chui & Wong. 2017. "Digital China: Powering the Economy to Global Competitiveness." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/digital-china-powering-the-economy-to-global-competitiveness


Potential Impact of 3 Forces in Key Sectors is Large 

Source: Wang, Woetzel, Seong, Manyika, Chui & Wong. 2017. "Digital China: Powering the Economy to Global Competitiveness." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/china/digital-china-powering-the-economy-to-global-competitiveness


Productivity-driven Approach Can Add $5 trillion 
Each to GDP and Household Income by 2030 

Source: Woetzel, Chen, Seong, Leung, Sneader & Kowalski. 2016. "Capturing China’s $5 Trillion Productivity Opportunity." McKinsey Global Institute. 
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https://www.mckinsey.com/global-themes/employment-and-growth/capturing-chinas-5-trillion-productivity-opportunity


Post-90s Generation Consumers have unique set of priorities 

Consumption Growth to Continue in 2018, but 
Ample Savings to Spend 

Source: Gordon Orr. 2017. "What can we expect in China in 2018?" McKinsey&Company. 
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https://www.mckinsey.com/global-themes/china/what-can-we-expect-in-china-in-2018


Concluding Remarks 

• China is recovering due to worldwide revival in growth and trade 
• Xi's 19th Party Congress focused on comprehensive reforms in 

14 areas 
• Top priority is People-based and Quality Growth, underpinned 

by financial stability and address debt issues 
• Growth areas will be strong consumer base, Internet+ and Made 

in China 2025 digital transformation 
• If carefully managed, 2018 could be pro-cyclical China benefiting 

from global growth, plus contributing to global growth 
• However, risks still remain from geopolitical accidents and policy 

mistakes 
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Thank you 
 

Q&A to 
altsheng8@gmail.com 

and www.andrewsheng.net 
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