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Prospect of World Economy and China’s Urbanization
Jiming HA

Vice-Chairman in China, Investment and Management Division, Goldman Sachs

Dr. Ha mainly talks about the current economic situation of major economies,
including U.S, Japan, and Eurozone and emerging market, among which China's
economy is worth of most attention. Several aspects, for example, the short-term
economic growth, currency inflation, risks to be encountered and policy responses are
to be highlighted. Besides, urbanization constitutes an ending part of this speech.

On the whole, the turning point of the world economy is expected to come.
Compared with the last year, the growth of global economy would speed, especially
that of emerging market. However, different economies will take on diverse pictures.
The U.S economy is likely to grow as fast as last year. The economy would at first
grow at the speed of 2.5 percent, which then decline in the second and third quarters,
yet the speed is supposed to rebound finally this year. For now, the economic vitality
of private sectors is going to offset, or even overweigh the side effect of fiscal
sequestration. Monetary policy is expected to remain loose in the foreseeable future.
The recession in Europe may continue to the degree which hopefully would be lower
than last year. According to the stability index, we estimate that the downturn in
Eurozone will end in the second half of this year. Besides, as soon as the debt problem
was solved to some extent, particularly, after the implementation of the loose
monetary policy, the price of national bond in Europe has risen significantly. Impacted
by earthquake and reconstruction, the growth of Japan's economy is supposed to slow
down. The same easy monetary policy would lead to further depreciation of yen. The
growth speed of emerging market is still below its potential; hence, the growth would
go on accelerating without the concern of inflation.

The China's economy would be more complicated. Many leading indicators
suggest that the economy would maintain robust growth and the growth trend through
seasons would take on inverse U curve. However, risks could lie in overinvestment
and overheated real estate prices. Besides, people could be concerned about inflation,
especially resulting from increasing labor cost and imported inflation pressure. As to
the monetary policy, continuously rising social financing would give rise to its
adjustment. The RMB exchange rate is expected to mildly appreciate in the next 2-3
years.

Urbanization, which is regarded as the engine of future economic growth, needs
more and more attention. On one hand, the urbanization does drive the growth, for
good infrastructure spontaneously spurs consumption and investment, hence
economic growth. Urbanization gears up several industries, including agriculture,
services and real-estate sectors. In turn, the urbanization is the inevitable outcome of
economic growth.
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Understanding China’s Urbanization: A Demographic Perspective

Gao XU

Chief Economist, Everbright Securities

Though it seems we couldn’t find anything abnormal about China’s urbanization
processes through a cross-country comparison, it is still too early to conclude that
China’s urbanization will keep its pace for the next twenty years. When considering
the demographic structure of the immigrants, China’s urbanization may not last as
long as we had expected. The current discriminatory policies in education, medical
care and household registration hinder the long-staying of the immigrants, and thus
lead to an unsustainable age structure of immigrants. In the near future, the increasing
difference in aging population rates between urban and rural areas will finally lead the
process of urbanization come to an end. At the current stage, there is no too much
time left for us to make necessary policy adjustments. In order to step up the way of
‘new pattern urbanization’ and to facilitate our economic development, three
necessary conditions are suggested by Dr. Xu. First is to develop the real estate and
infrastructure vigorously in the city. Second is to accelerate reforms in areas of
education and medical care. And third is to promote rural land system reforms.
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China’s Agricultural Revolution (1978-2012)

Precondition of the This Big Country’s Urbanization

Feng LU

Professor of National School of Development, Peking University

During the past 30 years, more than two hundred million labors have transferred
from the agricultural sector to non-agricultural sector in China. At the same time, the
labor productivity and the output of agricultural products have grown so substantially
that the phenomenon can be referred to as an agricultural revolution. The agricultural
revolution during the process of labor transfer is a precondition of China’s
urbanization during the past 30 years.

The paper is organized as follows. Section 1 summarizes the stylized facts of
China’s agricultural revolution. Section 2 devotes to the roots and causes of the
agricultural revolution. And Section 3 evaluates the contribution of China’s
agricultural revolution and the prospects of China’s labor transfer.
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The New Normal State of China’s Economy
Qing WANG

Managing Director, CICC

To analyze the “new normal state” of China’s economy, we should describe and
summarize its “past tense” firstly. The "past tense" can be understood as the state
before 2007, which including three characteristics: First, the economic growth rate
was fast. Second, the inflation rate was low. Third, assets price has persistently
upward pressures.

China's high savings is very important for understanding this phenomenon as
well as many macroeconomic phenomena of the Chinese economy over the past
decade. If we assume the savings is given, in fact, it could be used for three purposes:
the first is the formation of the domestic tangible assets, the second is to buy the
tangible assets abroad, and the third is to acquire offshore financial assets. Therefore,
in the case of given savings, the problem that we face is how to allocate in these three
asset classes.

China's high savings brought about higher domestic tangible assets, which is a
higher level of investment, the formation of the high-growth and high investment, in
China's high economic growth is not accompanied by relatively high inflation, but
relatively low inflation. Refer to the other two assets, due to the control of foreign
exchange capital account, China's external financial assets epitomized the
accumulation of foreign exchange reserves, which is the accumulation of external
financial assets from the country as a whole is concerned, but also the formation of
domestic liquidity creation. The domestic capital market is underdeveloped, especially
reflected in the relatively weak supply of securitized products, which form the upward
pressure of asset prices.

In recent years, China's economy has been undergoing profound changes, in
particular, has undergone tremendous changes in the population structure, forming the
"new normal state". The major manifestations are the demographic turning point has
emerged, savings rates stop rising or even decline, caused domestic tangible assets,
tangible assets abroad, overseas financial assets accumulated slowdown, investment
growth slowed, GDP slowdown.

From the leverage ratio, debt levels and interest rates, we found the
characteristics of t Europe, the United States and Japan are mainly as follows: the
leverage of the public sector rise and the private sector leverage stop rising or decline,
the overall level of indebtedness of the non-financial sector is rising and liabilities
spending is declining.
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China's external policy environment is that developed countries rely on financial
repression to maintain low interest rates. Given such profound structural changes,
China will have to rely on financial innovation to improve the quality of financial
intermediation, and then improve the quality of investment and the quality of
economic growth, which necessarily means that the level of interest rates would rise.
That poses a challenge to China in the future.
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ANET IH A T A B 485 7K A 24 KB, (EXTid 25 10 SEREA
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Money/Output Ratio and Capital/Output Ratio

Guoging SONG

Professor of National School of Development, Peking University

M2-to-GDP ratio declined during 2003 to 2009, and its recent rebound attracts
much attention. The author finds that in the short run, a rise in M2-to-GDP ratio or
general liquidity-to-GDP ratio does not necessarily mean that there is excess supply of
money or liquidity, and vice versa. In the long run, money/GDP ratio, or the
reciprocal of velocity of money, is determined by institutional environment. Given the
current stage of China’s financial system development, it’s highly possible that
China’s money/GDP ratio will continue to rise. In the long run, capital/output ratio
will certainly go up, leading to a rise in debt-to-GDP ratio even without any change in
debt-to-asset ratio. Therefore, rising debt-to-GDP ratio is not necessarily a sign of
rising leverage.
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G| AN REKIE, IFEZATHRIBR Y BAIATIN

2013 £E58 1 8 58 31 Ik BIEAMN”

WHNESR*  GDP CPI Tk HE FTE HO #O FE  CE

GAGUESF 8.2 2.5 10.7 220 15.4 9.0 6.0 3.00 627
Jt Kk CMRC 8.3 2.2 106 220 150  15.0 5.0 3.00 628
TEE B RARAT 8.1 2.8 10.8 19.5 14.5 5.7 7.9 3.00 6.18
R T 8.2 23 105 222 14.9 13.0 6.0 3.00 628
TRHRAT 8.2 2.5 105 213 15.9 14.9 9.9 3.00 628
NI 7.9 2.3 10.0 190 150 11.9 43 3.00 628
E A5 B 8.1 2.6 10.5 21.0 14.5 8.0 6.0 3.00 628
=A% 8.2 2.5 10.3 20.4 15.7 5.0 6.0 3.00  6.30
ESE RN 8.1 2.7 10.5 21.0 15.0 11.0 7.0 3.00 6.28
¥ T 4E (41 8.0 23 10.2 NA NA 6.0 8.0 3.00  6.19
JC=EARAT 8.4 2.7 11.6 205 14.0 5.0 8.0 3.00 623
R IEERAT 8.3 2.4 105 210 150 120 5.9 3.00 627
EHEM 8.3 25 113 215 14.8 10.0 7.5 3.00 620
FANVARAT 8.3 2.4 103 205 14.2 15.0 130 3.00  6.30
AR AIE 7 8.0 2.6 11.0 212 154  16.0 180  3.00 623
FEFRHE 2 Bl 8.2 2.5 10.5 20.7 16.1 14.1 7.6 3.00 628
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TR IE S5 8.1 2.4 102 203 15.2 7.0 5.0 3.00 622
MRS 8.2 2.1 108 210 162 3.0 7.0 3.00 622
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EATARAT 8.0 25 NA NA NA NA NA 3.00 621
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H 4 ] 8.1 2.5 10.5 21.0 15.3 12.0 9.0 3.00 627
HE B HESR 7.8 2.5 100 213 15.0 11.9 13.2 3.00 628
S IES 8.2 2.4 113 2238 15.5 8.0 9.5 3.00 626
R [ Fr 8.1 2.5 10.1 20.1 14.4 12.0 9.5 3.00 627
fii] B 8.1 25 106 210 151 10.7 8.0 3.00 626
HNALF-35 8.2 2.4 105 210 150 113 7.5 3.00  6.23
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SEbRME 7.9 2.1 10.0 20.8 14.8 9.3 2.9 3.00 6.29
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