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Outline

What does “financial deterioration” mean?

Creating a Chinese government sector balance sheet 

What factors led to China’s government sector financial deterioration?

Points of comparison with other country experiences
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China’s financial deterioration, liabilities vs. net worth

Total Liabilities

State Net Worth
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Inefficient investment in state capital assets = local government extra-budgetary revenue

Note: Efficiency = Completed investment/investment expenditures 4
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Distribution of budgetary revenues and expenses by level of government, 1992-2013  
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Woefully underpriced public offerings = less SOE assets and capital 

Day 1 listing price

Day 5

Day 10
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Massive deposit growth made possible massive loan growth

Loans

Loans/Deposits
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Can government assets cover obligations to households?
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Comparative government sector balance sheets, 2014
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Comparative gross government sector assets and liabilities, Japan and China, 2017

Japan
Gross 533% of GDP
Consolidated 333%

ChIna 
Gross 710% of GDP
Consolidated 480%
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Summary comments

11

For China resuming strong economic growth is critical

But not as critical as addressing the aging problem

Reducing in some way the debt overhang

Critical for all of the above is a change in “paradigm”


