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¡ Near-term growth: moderating, but no 

imminent ‘hard landing’ 
 

¡ Vulnerabilities are growing along the current 
growth path… 
 

¡ …financial and structural reform must be 
accelerated to contain risks and transition to 
sustainable growth path 
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¡ Financial Sector 

 
¡ Local Government Finances 

 
¡ Real Estate 

 
¡ Insufficient Domestic Rebalancing 
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¡ New channels are progress toward more 

market-based finance, but pose risks to financial 
stability 

 
¡ Rapid credit growth points to potential asset 

quality problems 
 

¡ Maturity transformation implies liquidity risks 
 

¡ Problems still manageable (fiscal space, capital 
and provisioning), but reforms more urgent 
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¡ Current model: relies on 
extensive growth—factor 
accumulation and relocation of 
labor.  
 

¡ Reform delays: vulnerabilities 
will increase as will the 
probability that China’s 
convergence process stalls.  
 

¡ Moving to high-income status: 
requires transitioning to a 
growth model more reliant on 
total factor productivity 
(“intensive” growth).  
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¡ Accelerate transition to a more balanced and 

sustainable growth path… 
 

¡ …while maintaining adequate domestic growth 
and stability 
 

¡ …in a difficult external environment 
 

¡ Likely entails slower growth as economy adjusts: 
a tradeoff worth making 
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¡ Provide greater role to market forces  

 
¡ Embed strong governance in lower-level state or 

state-related economic institutions 
 

¡ Boost household incomes and consumption 
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¡ Financial sector 

 
¡ Local government finances 

 
¡ Structural measures 
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¡ Contain build up of risks in financial sector, 

local governments, and real estate 
 
¡ Strong launch to new round of reforms  

 
¡ If growth slows too much: use on-budget 

fiscal stimulus, in a way that promotes 
domestic rebalancing 
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§ Liberalize interest rates; 

 
§ Strengthen regulation and supervisory oversight; 
 
§ Establish a robust and transparent framework for 

resolving bad debts and troubled financial institutions;  
 
§ Move to using interest rates as the primary tool of 

monetary policy; 
 
§ Remove widespread implicit government guarantees  
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¡ Gradually unwind off-budget and quasi-fiscal 

activity 
 

¡ Strengthen management, transparency, and 
overall governance framework of local 
government finances 
 

¡ Shift tax burden from regressive social 
contributions to more progressive and efficient 
forms of taxation 
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¡ More market-based exchange rate 

determination 
 
¡ Open-up markets to more domestic and foreign 

competition 
 

¡ Raise resource prices and taxes  
 

¡ Increase the dividends SOEs pay to the budget 
 
¡ Gradual opening of the capital account 
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¡ Near-term outlook: growth around 7 ½ percent 

 
¡ Vulnerabilities are growing along the current 

growth path 
 

¡ Financial and structural reforms should be 
accelerated to contain risks and transform the 
growth model 
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