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Setting the stage

China matters as never before
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Development and global footprint
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Lifting 600 million out of poverty;
middle class 150-200 million

Physical infrastructure benchmark
(e.g. high-speed trains)

1/3 of global growth

Spillovers: 1 percent growth shock/
0.3 percent in Asia
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Credit-driven investment model:
diminishing returns calls for new growth model
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* Global financial crisis stimulus
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* Credit-driven investment (%)
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Limits of traditional growth model
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“unsteady, unbalanced, uncoordinated, and unstainable development”
March 2007 (WEN Jiabao)”

Global Financial Crisis further increased imbalances and vulnerabilities
Third Plenum (2013) comprehensive reform blueprint

13th Five-Five Year Plan (2016) focus on growth quality, boosting
consumption, expanding the services, further opening up the economy, etc.
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Rebalancing: complex and interlinked but paramount
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* Market allocation of resources - miHZE & B L TORIRES
* Productivity and innovation « HEMEA/ R=T a3
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* Market-friendly transparent
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* Sustainable corporate and local
government debt

* Better financial sector governance

* Inclusive and greener growth
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Progre55° external to domestic demand and services...

EREA.

Less reliance on external demand

Growing share of private
consumption, but investment
(and savings) remains high

Increasing share of services
(service sector now accounts for
40 percent of employment)
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...but lagging in important areas
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Strong surge in corporate debt
Credit-driven growth model/target

International experience sharp
growth slowdowns (50 percent
financial distress)
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Innovative, green, and inclusive growth
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Less reliance on physical investment,

cheap labor, government M1.9. 77 1 BE0FMOY ZEHROEL
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Markets with strong frameworks and RE. RAE (2008,
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Market allocation of resources
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Economic liberalization, but limited
market discipline (e.g. bankruptcies)

Need to enforce rules
Firm exits

Social safety nets and resolution
frameworks
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Investment in “soft” infrastructure and political economy
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* “overcoming institutional challenges” ...greater emphasis on “soft areas”
(Premier LI, September 2016)

* Overcome strong vested interest groups (President XI, September 2016)

* External anchors (e.g. WTO accession in 2001) fostered competition and
enterprise restructuring
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Fiscal policy frameworks

Reducing vulnerabilities, supporting macro-
management and more equitable growth
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Key driver of fiscal deficits: local governments
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* Focus on “augmented” fiscal deficit

and debt D18 MEATRKAKE VA, FEICHTBHRT
IFEICAKEWL
* New budget law (HGDP L)

* Local governments borrow through - -

more obscure sources; government s & N — AT
guided funds
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Tax policy: rebalancing and better allocation of resources
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» Tax burden 20 percent of GDP

» Key issues:
* Redistribution limited
* Tax tilted toward indirect taxes
* Environmental externalities

* Reform progress (e.g. VAT)

+ Key reforms
* Widening the tax base and progressivity

« Shift from indirect to direct taxes (redistribution

*  Environmental taxes
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Social security reform: sustainability, equitable, and

rebalancing
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* Rapid population aging ) T A (1S

* Actuarial imbalance (120 percent of GDP by (15~6452 =TS 2655 LD AL
2050) - m2015 M 2030 m 2050 ~ 50
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* Rebalancing and long-term sustainability
e Labor market mobility

e Parametric reform

e Reduction in contribution rates and better
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Monetary and financial
policy frameworks

Moving from quantitative to price-based
HEINE]S
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Moving toward a market-based monetary policy framework
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* PBC’s objectives: inflation, BOP,
growth, financial stability (7.2 M2D UMK & R F ORI OAERBIR O 7% 5H (L

(1557 #0~1)
* Tools: M2 target )
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* Correlation between M2 and
inflation/growth declined 07-

* Moving toward flexible exchange
e 7 day repo rate
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Monetary policy and exchange rate frameworks
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Moving toward interest rate targeting
Referencing an exchange rate basket
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Current goal: managed capital account convertibility

Liberalization broadly in line with IMF’s institutional

view

De jure 43 out of 53 categories have controls, but
evidence de facto more open

Opening and capital flows

Capital account liberalization
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Liberalization and supporting reforms
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RMB internationalization reflects reform progress
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* RMB’s use for trade settlement and direct o5 <7 = ¢ omsiice

investment (2009) (LT, R—>Foq > f)
* High frequency indicators and offshore 2. FAERBI AR b
markets - - 35
* SDR basket reflects RMB’s global role - - 30
* Price and interest discovery and policy - - 25
frameworks - - 2.0
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A rapidly changing financial system calls for constant
upgrading of regulation and supervision
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State-owned enterprise
reform

Achilles heel to ensure a better allocation of
resources and addressing rising vulnerabilities
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State-owned enterprise reform:

productivity increase and reduction in vulnerabilities
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Declining share

150,000 SOEs accounting for 50
percent of bank credit

High leverage, especially in
overcapacity sectors and “zombie”
firms

Productivity less than half of
private companies

HEtx0BERED
SRITIETS D50% % &5 & % 150,000
HOEZRE

mWBEIEER KICEEREB
Forysr—& [VE] BFE
SEUN’REBEDFESUT

M11.1. BELEAERMNAZ B, HHEREDOEVEE
(FEEEDEMIC LD BEET)

EEdE LD LIRS SINRE DR
B0- pRDED L TERHA VWEE -
.. % EC...
- -
80-——— f ! -

8
i
(o
&

IR DER
EEELE
TEEDI%k

EETI Ty b
277U R—DEEN
(I RFEIERPT)

HREEAMEER (%)

HFF : CEIC, A, HEHR. FEARRIT. WINDE L UIMFR X v 7 FAl

SE D SOE=EENE

1 — X AF AR EAR 32015 KB R, RITEH L LT 7 7 X — DEEMIL2011~20155F
DFg,



SOE reform progress slow: key questions still remain
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* Successful SOE reform (xJeDPzt)
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Public administration

Strengthening headquarter staffing
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Strain on public institutions
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Thank you
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