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The International Financial Economic Crisis:
Causes and Lessons Learned

Justin Yifu LIN
Former Chief Economist and Senior Vice President of the World Bank
Honorary Dean of National School of Development, Peking University

Professor Lin discusses the causes and lessons of the global financial and economic crisis.
The global financial and economic crisis happened all of a sudden, and has continued to
develop until now. What are the causes? What lessons can be learned? How to avoid the
occurrence of the same situation in the future? In this regard, Professor Lin brings us unique
insights.

He first introduces three hypotheses of international theorists and public opinion on
the causes of the global financial crisis, i.e. the export-oriented strategy for the East
Asian economies, self-insurance hypothesis and the hypothesis of China’s exchange rate
policy. These three hypotheses all consider the East Asian economies as the causes of the
international trade imbalances as well as the main cause of the global financial and economic
crisis. Professor Lin expresses his doubts, and critiques all of the three hypotheses one by

one, using theoretical and empirical evidence.

On this basis, Professor Lin provides a new hypothesis. He believes that the international
economic and financial crisis, as well as the international trade imbalances, is the results
of the policy mistakes of the U.S. currency with the U.S. dollar as reserve currency, which
caused the U.S. currency and credit funds to a sharp increase and excessive speculation,

resulting in U.S. real estate and stock market bubble.

Professor Lin sums up the lessons of the global financial crisis. As the developed countries,
they should be realistic and face the problem and come up with effective countermeasures,
rather than to shirk its responsibility. As Chinese scholars, we are supposed to carry out

theoretical innovation, so that we can regain the initiative in international negotiations.

At the end of the lecture, Professor Lin once again discusses his earlier optimism about the
prospects of China. He believes that China still has 20 years to maintain an average annual 8%

growth potential.
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Carmly Dealing with “Going Out” While Seizing the Opportunity
and Preventing Risks

Gang Y1
Deputy Governor of the People's Bank of China,
Administrator of the State Administration of Foreign Exchange

Since initiating the reforms and open policy, Chinese enterprises "going out" mainly
experienced three stages: from 1984 to 2000, we were in the "bringing in" stage, the scale
of overseas direct investment (ODI) was very low; from 2001 to the financial crisis, ODI
experienced a rapid growth stage; from 2008 to the present, under the influence of the
global financial crisis, overseas asset valuation was lower, China has entered the large-scale

overseas investment phase.

Compared with the United States, Britain, Germany and other developed countries, in terms
of flow or from a stock point of view, China is only recently into the scale of the country, we

still have a gap.

However, according to British economist Dunning’ theory (John Dunning, 1981), there is
still much room for China’s ODI development. For the question of why should Chinese
enterprises "going out", Gang YI believe that from the point of risk diversification,

integration of industrial chain and our comparative advantages, "going out" is necessary.

The United States, Japan, Germany, and China, they all have the experience and lessons of
the failed cases. The lessons of the case is mostly due to overly optimistic earnings prospects,
is not clear to the local state laws, environmental requirements, the demands of local people,

may underestimated the risk.

Currently, China has provided some policies to support enterprises "going out", mainly
in the following areas: the facilitation of ODI exchange increased significantly; cancelled
ODI exchange restrictions, implementing the registration management , the degree of
convertibility is the same to FDI; fair to state-owned enterprises, private enterprises, non-
discriminatory.

Overall, we are now coincides with the timing, and we should not only seize the opportunity
but also should guard against the risk, just normal to see "go out". The sense of balance is
not slow, not hurry, a business decision, a sound business, we should take into account all the
risks to promote it at the speed of a step-by-step, in accordance with the laws of the market
to "going out". If the policies are right, we will have a relatively long period of strategic
opportunities, so we could not worry too much, must be very stable and steady, just to see

enterprises "going out" normally.
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How to Monitor China’s Economy When the Official Numbers
Have Problems?

Stephen GREEN
Head of Research, Greater China

Many experts suspect that China’s GDP data is smoothed. Now in the downturn electricity
production numbers might also be exaggerated. Freight traffic is preferred (a mix of truck,
rail and river), which is currently doing OK (14% y/y in first half), and diesel through-put
(which is weak, running at 2% y/y in first half).

Fixed asset investment numbers often look too high. Cement production is an investment
proxy, since it is heavy and cannot be stored easily. Wheel-loader sales lag investment, rather
than lead it. Real credit growth is a good leading indicator for investment — and thus GDP.
Real credit growth has accelerated nicely in recent months, and long-term loan growth has
bottomed out, providing some hope for second half stabilization and a gradual U-shaped

recovery.

Central government project growth has accelerated, as the “non-stimulus stimulus” has
been implemented. Such projects have big supply chain implications. Financing for local
government platforms has been loosened a bit; local government project growth is holding

steady.

Finding proxies for retail sales is difficult, and different sectors behave differently. Washing
machine sales are doing terribly; fast food sales have decelerated less Hong Kong retail sales
and Macau gambling revenues is telling us about higher-middle income spending. Tracking

services is really hard.

Since 2009, the NBS has run a 30-city unemployment survey, which is not published. It
misses industrial zones and returned migrants. We track the labor demand-supply ratio, as
well as movements in the employment numbers within PMI. Individual tax income is not
likely a reliable indicator of the jobs market because of the exclusion of low-income groups
in 2011.

Google only has a 10-15% market share in China, but it provides more accessible data on
search patterns than local search engines. Currently, China’s internet users do not appear
worried about a China economic crisis, and are less worried about inflation (and pork
prices). They seem still interested in buying a car — and are really still interested in wealth

management products.
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Challenge from Discrepancies between CPI And PPI

Guoqing SONG
Professor of National School of Development, Peking University

Professor Song points out that domestic demand was weak for the past half year. The growth
of global economy may be hurt by this situation, which will further affect domestic export in

the next half year.

The return on investment of industrial enterprise sustained downward trend for a long time.
Businesses are witnessing a difficult time. Some industrial enterprise just earned the profit to
pay for interest of the loan. Entrepreneur had bad expectation for the future return. Demand

of capital began to decline.

Entrepreneurs think that the lending rate is too high since PPI had been declining for one
and half year. It is the main reason for the declining profit of industrial product. However,
consumers think that the deposit rate is not too high since CPI has been just back to normal
level. The different variations between CPI and PPI brought challenges to the adjustment of

interest rate.

From the current situation, aggregate demand will be weak for the next half year. Year over
year growth rate of economy will maintain the current level while inflation rate will continue
to decline. The possibility of endogenous deflation for a long time is low. However, it is
still possible for short-time endogenous deflation which depends on the economy policy

adjustment.
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BT EN 8.0 18 104 20.3 13.6 8.0 85 2.75 6.30
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