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Preambolo





Primo Atto

Global stagflation

Deflationaty pressure: decelaration of the Chinese economy.
Inflationary pressure: supply chain issues.





https://www.globaltimes.cn/page/202205/1265109.shtml









Secondo Atto

Survey of multinational companies about investments and production 
in China.

Should we expect a fiscal stimulus, like 2010?

















Terzo atto

We overestimate China in the short-run but undersestimate the 
country in the long-run. 

Deglobalization is a choice, not destiny.



China, the grand recession
and the grand rebalancing
• Usual suspects:

• Strained Industrial capacity;
• Crony capitalism;
• Ageing labor force;
• Weak financial institutions;
• Debt, oh so much debt;
• Weak human capital and technological developments;
• Rest of the World (looking at you, Donald and Boris).  



Services per capita in China: U$4,660 per year.



Services per capita in China: U$4,660 per year.

Services per capita in US: U$46,071 per year.





China – Strained Capacity 
• Assuming that true barrier is labor productivity ~ 60% of USA.

• Generous assumptions: China is growing very fast (5.5%) but not US (2.5%)

 GDP per employed person, USA and China, 2017-2048



• Assuming that true barrier is labor productivity ~ 60% of USA.
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Chinese reserves (in USD trillions) and RMB per USD exc.rate, 2004-2021
Yuan as global currency?

















First: Chinese debt SHOULD be higher – country is growing.

- China's domestic corporate debt market, with debt outstanding of 
$6.6 trillion, is the third-largest domestic corporate (financial and 
nonfinancial) debt market, trailing the nearly $9 trillion U.S. market 
and Europe's $7.4 trillion (considering intra-European debt issuance 
as domestic funding).

-  Local government financing vehicles account for a sizable portion of 
the interbank market debt outstanding (over 60% by new issue 
count).



Chinese debt – deleveraging?

From Bloomberg:

• New yuan loans jumped by a record 3.23 trillion yuan ($481 billion) in January, exceeding 
estimates

• Shadow financing rose for the first time in 11 months; interbank borrowing climbed to a 
six-month high

• More than 1,800 new trust products have been sold so far this year, the fastest start since at 
least 2008, according to Use Trust

• Banks issued 22 percent more wealth-management products in January than the year-earlier 
period, according to PY Standard

• It’s a stark turnaround after a nearly two-year anti-leverage drive that sank Chinese stocks, 
restrained economic growth, triggered record bond defaults, and pummeled the nation’s 
gargantuan shadow-banking industry.
 

https://www.bloomberg.com/news/articles/2018-11-14/the-world-will-suffer-if-china-s-nonstate-economy-runs-dry
https://www.bloomberg.com/news/articles/2018-12-17/china-inc-to-suffer-more-debt-defaults-in-2019-as-profits-stall


Country Name 1960 1970 1980 1990 2000 2010 2017

East Asia

China 9% 5% 12% 24% 39% 49% 38%

Hong Kong 179% 178% 226% 248% 405% 375%

Korea, Rep. 15% 33% 66% 51% 68% 96% 81%

Japan 21% 20% 27% 20% 20% 29% 33%

Macao 177% 149% 120% 111%

Mongolia 59% 122% 103% 117%

Taiwan 30% 59% 104% 86% 102% 135% 117%

ASEAN

Brunei Darussalam 105% 99% 103% 95% 85%

Cambodia 36% 14% 0% 49% 111% 114% 125%

Indonesia 24% 29% 53% 53% 71% 47% 40%

Lao PDR 0% 0% 0% 36% 69% 85% 76%

Malaysia 113% 87% 113% 147% 220% 158% 136%

Myanmar 1% 0% 48%

Philippines 23% 43% 52% 61% 105% 71% 72%

Singapore 339% 271% 411% 344% 366% 373% 322%

Other Asian 

India 11% 8% 16% 16% 27% 50% 41%

Pakistan 22% 37% 39% 28% 33% 26%

Trade as % of 
GDP



The Internationalization of the 
Yuan



Exchange Rate Regimes:

❏ Fully flexible

❏ Dirty floating

❏ Fixed

❏ Currency board (Dollarization)



Exchange Rate Regimes:
❏ Dirty floating

❏ Central banks occasionally intervene in foreign exchange markets 
that otherwise fluctuate freely

❏ Fixed
❏ Central bank determines either the value of the local currency or an 

interval within which it is traded
❏ Currency board (Dollarization)

❏ Countries abandon their ability to print their own currency and use 
foreign money as legal tender

❏ In this regime the country abandons the power to issue local 
currency in favor of the greenback.
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The trilemma of economic 
policy

Economics of Global Business, 1st Edition, MIT Press Copyright © Rodrigo Zeidan 2018



What is the trilemma? 

A country can pick only two out of three fundamental options:

1) Active monetary policy;
2) Fixed exchange rate;
3) Free capital flows.

Pursuing all three eventually leads to a speculative attack and the 
abandoning of the fixed exchange rate regime.



The Trilemma Explained

Given the interest rate parity, if countries try to change interest rates there will be an 
impact on the currency markets (if there are free capital flows). 

In a fixed exchange rate regime, the only way to proceed with an expansionary or 
contractionary monetary policy is to be able to intervene in the currency market to stem 
capital outflows or sterilize capital inflows. 

Reserves are finite and sterilizing capital inflows has fiscal costs, thus countries cannot 
maintain fixed exchange rate regimes and at the same time maintain monetary policy 
autonomy if capital can move freely.



The Trilemma Explained

Eventually agents will start betting heavily that a country cannot maintain a peg and the 
central bank will capitulate

The only way to maintain a peg with free capital movements is to have an endogenous 
interest rate. In essence, the central bank can either have a say in the interest rate or 
exchange rate, but not both, unless it has capital controls.



The Chinese trilemma 
and the speculative 
attack on the yuan



China’s 2015 Speculative Attack

China grappled with an indirect speculative attack on the yuan in 2015, even though the 
country had at that time trillions of dollars in reserve. 

The country assumed it could maintain tight control over its money supply and its 
exchange rate and, at the same time, introduce measures to free up the flow of capital.



CHINA RESERVES

China had an undervalued exchange rate regime for most of its post-reform history. 
To achieve that, it had to sterilize capital inflows, accumulating large foreign 
reserves.



Chinese reserves (in USD trillions) and RMB per USD exc.rate, 2004-2018
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China’s 2015 Speculative Attack

A global recession and the fear of a hard landing by the Chinese economy shifted the peg 
from undervalued to overvalued. 

Because the PBOC kept the yuan peg relatively unchanged, the Chinese central bank had 
to start selling foreign currency to investors and companies that wanted to take their 
money out of the country.



What Were the Options? 

Faced with the assault, Chinese authorities had several options: 

� They could make capital controls tighter, impeding or even prohibiting different types 
of outflows.

� Increase the interest rate to try to bring in more foreign capital.
� Ride the crisis out, until its reserves were close to exhausted.
� Accede to the attack.

They chose the last one. 



Repercussions of this Decision
On two days in August 2015 the PBOC allowed the yuan to devalue by 3%.
It started a process of mini-devaluations until there were no more net capital outflows. 
China slowly brought the yuan closer to its shadow price; the price of the yuan if the 
country had a fully flexible currency regime. 

In 2016 after the equivalent of US$1 trillion was spent on thwarting the speculative 
attack, the Chinese economy stabilized. Capital outflows or inflows were minuscule, and 
confidence rebounded. 

In 2019 Chinese foreign holdings stand at around $US3 trillion.



Aftermath

China continues to manipulate its currency, but without real economic effects on the rest 
of the world. 

The yuan is still subject to PBOC’s control, but its value does not influence world 
exporters negatively, because the PBOC keep it close to what it would be if the currency 
was floating. 

The main reason that the PBOC does not allow the currency to completely float is to keep 
a hold on volatility. 

If the country does not continue to move towards currency reform, there will be no 
internationalization of the Yuan.


