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The paper’s mission

* What is the central purpose of the paper?

»The authors aim to construct a simple model to explain or fit some stylized
facts about the Chinese economy.

* What are these stylized facts to be matched?
» A high investment share/low consumption share of GDP
» Positive correlation between consumption share and real interest rate
»Rising leverage and expanding shadow banking

 What model to be deployed to fit these stylized facts?
» Chinese household: a target saver if constrained
»Technology: less efficient firms enjoy state guarantee
» Interest rate: the state sets rate below expected returns of efficient firms



Conclusions and implications

* In the absence of state guarantee and rate control, bank competition
lifts lending rates to ensure all loans go to efficient firms

» Improvement of allocative efficiency

* Deposit rates also rise to force bank margin to zero and lift spending
of effectively constrained consumers

» A target and wealthier saver spends more

* Interest rate control in the absence of state guarantee still depresses
consumer spending but help improve efficiency

e Two interesting assertions: (1) distortions give rise to risky shadow
banking; (2) interest rate liberalization should lead exchange flexibility



Useful contribution to the literature

* Voting for the camp that Chinese consumers are effective constrained
d Mahlhar Nabar (2011): “Targets, Interest Rates, and Household Saving in Urban
China” IMF Working Paper No 11/223.

* Joining the popular models of a dichotomy between efficient but credit-
constrained firms and inefficient firms with favored access to loans

O Song, Z, K Storesletten and F Zilibotti (2011): “Growing like China”, American
Economic Review, V 101, No.1, pp 196-233.

O Angzoategui, D, M Chivakul and W Maliszewski (2015): “Financial Distortions in
China: A General Equilibrium Approach”, IMF Working Paper No 15/274.

 Complementing the vast literature on financial repression and distortion-
led imbalances in China

1 What about Germany’s big surplus saving caused by low gross capital formation?
* Hinting a fuller general equilibrium model to come



Questions about stylized facts

e Two principal motivating stylized facts for the model
» Low consumption share, and positive consumption-interest rate correlation

e Saving-real interest rate correlation in emerging markets less clear-cut
»|s China’s social safety net weaker than the emerging market average?

* Many ways to frame China’s depressed consumption story
»In growth term, China has been a champion consumer and average investor

* China’s medium-term deposit rate has been rarely negative

»|s the positive correlation mostly driven by a few funny outliers?

* How financially depressed is China anyway?



An international perspective
on real expenditure growth
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Positive correlation between real interest
rate and consumption/GDP share in China

Figure 2: Consumption Share and Interest Rate



Effective real deposit rates & “deposit
value guarantee subsidy” in China
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Effective real deposit rate based
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A few other considerations

Highly unequal wealth distribution in China suggests higher rates depress consumption

v Some surveys indicate that 5% of the depositors hold 1/3 of China’s total saving deposits

The assumption of constrained consumer essentially throws monetary policy out of
window as a cyclical management tool

v’ Also historically, tighter monetary policy tends to hurt China’s private sector more

The paper has not elaborated the justification of interest rate deregulation leading
exchange rate liberalization: why not the other way?

v’ Does China suffer more from excess interest rate volatility or too much currency flexibility?

Market discipline and market-based rate ma sufficientIY dampen loan demand from F-
type firms so that market-clearing rate could actually fall below the initial state-set rate?

v’ Generally, would higher rates further widen the already sizable surplus of saving over investment?



