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Abstract

This book is the second report of the report series “ China Economic
Outlook™. The purpose of this report is to provide an analysis and prospect on the
growth and fluctuations of the Chinese economy.

This book i1s composed of two sections, the first section is concerned of
shourt-run fluctuations and the second one concerned of long-run issues.

In the keynote report of the first section, we employ AS — AD model to
investigate the short-term macroeconomic fluctuation. Our conclusions are;
(1) in 2016, China’s economy faces strong downward pressure, but has got rid of
the risk of deflation, and basically run smoothly; (2) in 2017, the economy will
encounter downward depression from both demand and supply sides. The
economy will face slower growth, stagflation, and risks from real estate and
exchange rate markets. In order to achieve the macroeconomic goals of “structural
adjustment, risk control, and stablizing growth” , we suggest that the government
should adopt a combination of three policies: supply-side structural reform, fiscal
expansion, and prudent monetary policy.

The special report on real estate market suggests that, easy monetary policy has
led directly to the real estate ( RE) market bubble in 2016. The growth of RE
price will slow down in 2017 but with no big slump; the root reasons of the RE
market bubble are the conflicts between demand expansion, which 1s caused by the
inflows of population, the gap of income distribution, as well as the background of
loose money, and inadequate housing supply in the context of core city “resource
endowment” disparity and local governments’ maximization goal for land credit and
land revenue. The report on world political and economic outlook after the U. S.
elections discusses that, President Trump’s new policies will improve the U. S.
economic growth and interest rate, which means an increase of RMB devaluation

pressure; however, the new policies also have some difhiculties and therefore their
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effects may not be as expected.

The second section comprised of a keynote report and two special reports
focuses on the China’s structural reforms of supply side. The keynote report
analyzes the impact of ownership structure on income distribution since the new
century. The result shows that the new economic ownership system, which is
characterized by the co-existence and simultaneous development of multiple
ownership types but dominated by public ownership, is essential to promoting
economy development, improving non-agricultural employment, and increasing
income of urban and rural residents.

The special report on energy and environment suggests that, during the 13"
five-year-plan period, there is serious over-capacity in China’s coal industry; the
average annual increase rate of energy conmmption will be 1.5% - 2% , the
proportion of non-fossil energy consumption rises, and industrial energy demand
tends to reach saturation; the proportion of non-coal energy investment will go
up; coal imports will decline while o1l and gas imports will rise further; coal prices
may be slightly increased while electricity prices may fall, and market-oriented
reform of oil and gas prices will continue.

The special report on government debt presents that, during the 13" five-
year-plan period, government bond markets face such problems as incomplete bond

issuers, insufficient use of market mechanism in determining debt interest rates,

-

insufficient bond types, small scales, and the lack of legal construction on bond

market management; China’s private sector deleveraging can’t be achieved through
debt-to-equity swap or securitization of debts into shares, the loss will finally be
paid by the government and thus the Government debt ratio will continue to go

up, and is expected to rise to peak value of 57.4% 1n 2020.
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