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Economic reforms
Walking the talk

Can China’s leaders revive the economy and reform it at the same time?
May 18th 2013 | HONG KONG | From the print edition

Vocab

1. Walking the talk 17—

2. revive v. (fE)E7;({E)E ;((F) I E;({F) B /X1T When something such as the economy, a
business, a trend, or a feeling is revived or when it revives, it becomes active, popular, or
successful again.

e.g. His trial revived memories of French suffering during the war...ft A9 EE A 7 EHLE
PEESHNEEARNEIZ,
3. at the same time [E

EVERY economy, like every story, has two sides: supply and demand. The supply
side of China’s economy is the stuff of legend: 767m workers, perhaps $20 trillion-
worth of machinery, buildings and other kinds of capital, combined with rapidly
advancing techniques and technologies, many of them assimilated from abroad.
This combination of labour, capital and know-how dictates how much the economy
can produce. But whether it actually does produce all it can depends on the other
side of the economy—the demand side—which reflects the spending decisions of
consumers and investors. The supply side sets the scene; the demand side
provides the drama.

Vocab
1. machinery n. machines as a group, especially large ones (4R ) #1288 ; (745 ) KEHN
S

e.g. agricultural/ industrial machinery &/ T AV
2. assimilate v. to fully understand an idea or some information so that you are able to
use it yourself SATIRAR ; JEL ; TRIK

e.g. The committee will need time to assimilate this report. ZRESEEMEFRIZEXMR

==
Ho

3. combination n. the act of joining or mixing together two or more things to form a
single unitgg ; BKS ; BE

e.g. The firm is working on a new product in combination with several overseas
partners. I XRABS/ LR BISAERKESH LR,
4. dictate v.~ (sth) (to sb) to say words for sb else to write down [i&

e.g. He dictated a letter to his secretary. ftEfF (=TS,
5.scene n. the place where sth happens, especially sth unpleasant ( JGEA GRS AL
B) e, 7

e.g. the scene of the accident/ attack/ crime =& /ICTENIIG
6. drama n. a play for the theatre, television or radio X ; El

e.g. a costume/ historical, etc. drama %, [FSEER|



Sadly, demand is recovering more slowly than expected. Figures released this week
showed somewhat disappointing growth in fixed-asset investment and industrial
production last month, following_a similarly underwhelming first quarter. Economists
who were expecting growth of 8-8.5% this year are now projecting something
closer to 7.5%.

Vocab
1. somewhat adv. H=)L; BL; BJL%D You use somewhat to indicate that something is the
case to a limited extent or degree.

e.g. He concluded that Oswald was somewhat abnormal.. Il E BT FL/REE R LS,
2. fixed-asset n. E|ZEH ™ Fixed assets are assets which a company uses on a continuous
basis, such as property and machinery.

e.g. Investment in fixed assets is an important vehicle for ensuring that the latest technology is
available to business.EE &= & 2 MR IRERMRARANEZFE,
3. industrial adj. connected with industry TAIfY ; F=AVAY

e.g. They had made industrial quantities of food (= a lot). {147 XENRR.
Sentence
Figures released this week showed somewhat disappointing_growth in fixed-asset investment
and industrial production last month, following_a similarly underwhelming first quarter.
FF: Figures released this week (that) M\A BT that 5{& which
following a similarly... £ %155 | SHEIE

But as the drama darkens, the scene may also be shifting. A meeting of the State
Council, China’s cabinet, on May 6th outlined a long list of structural reforms
designed to improve the supply side of the economy. Some of the reforms, such as
extending the value-added tax to services, are already under way. Others, such as
liberalising capital flows, will reach fruition only gradually. The reforms are also in
keeping with pronouncements by former leaders like Wen Jiabao, who liked to talk
the reform-talk. But the new agenda “goes far beyond Wen-era platitudes in its
boldness and specificity,” argues Andrew Batson of GaveKal Dragonomics, a
consultancy in Beijing. The “walk-to-talk” ratio is improving, he believes.

Vocab
1. State Council E%[5%
2. cabinet n. A& The Cabinet is a group of the most senior ministers in a government, who
meet regularly to discuss policies.

e.g. The announcement came after a three-hour Cabinet meeting in Downing Street. 7= T
HIT T RIRI IR INE AT T X S,
3. structural adj. connected with the way in WhICh sth is built or organized £5f3 ( s#4iE )
/Y

e.g. Storms have caused structural damage to hundreds of homes. JIIA2X/RER T KB
FFEE | EEIERIA T
4. extend v. to make sth longer or larger (i< ; K ; &

e.g. to extend a fence/ road/ house ¥ i&iPFE/ NI/ BEF
5. liberalize v. to make sth such as a law or a political or religious system less strict {fEH
1 ; FEERS.. AIBR S

e.g. ...authoritarian states that have only now begun to liberalise. 7 W FF 445217 B L A9IRE;



E=R
6. fruition n. the successful result of a plan, a process or an activity (it%l. SFESERD
1) 5ehk , SCEL , BUSRER

e.g. After months of hard work, our plans finally came to fruition 3/ 1 MBERE T
e, FAIBNTRIE TR T .
7. pronouncement n. &=0B; /A% Pronouncements are public or official statements on an
important subject.

e.g. ...the President's latest pronouncements about the protection of minorities. 243 &7 & A Y
RIFDE R TRV A
8. agenda n. a list of items to be discussed at a meeting ( £iIXHY ) IR , IVEHE

e.g. For the government, education is now at the top of the agenda (= most
important ) BRI , WEHBE RIS IS
9. platitude n. a comment or statement that has been made very often before and is
therefore not interesting FRiEikVE ; BEERK
10. boldness n. XfE; B4%k; BF
11. consultancy n. a company that gives expert advice on a particular subject to other
companies or organizations ZiHAE

e.g. a management/ design/ computer, etc. consultancy 812, i&it. iHENESEL

=1

The reform-walk would help sustain the growth of productive capacity, improving
the allocation of both capital and labour. Cutting red tape and other regulatory
barriers to entry would help private firms invest in industries now dominated by
state-owned enterprises. By strengthening land rights and reforming the hukou
(household registration) system, workers would also find it easier to leave the land
and settle in the cities. The reforms could, therefore, have a big effect on the supply
side of the economy.

Vocab
1. productive adj. making goods or growing crops, especially in large quantities &7F=f9 ;
(TGE) 2l

e.g. highly productive farming land&gr=4H
2. capacity n. the number of things or people that a container or space can hold & ; &
H; Y968

e.g. The hall was filled to capacity (= was completely full ). KT REFLEE.
3. allocation n. an amount of money, space, etc. that is given to sb for a particular
purpose XIRAIFRIN ; 1RIGH0AME ; BRI

e.g. The aid allocation for Pakistan was still under review...1k 45 EE 1B AU ENY) B EEZ S
H,
4. red tape n. BEXET;EEIEX You refer to official rules and procedures as red tape when they
seem unnecessary and cause delay.

e.g. The little money that was available was tied up in bureaucratic red tape.8EFIR9FR =) L/)VEx
WENX BT SFEETH,
5. regulatory adj. having the power to control an area of business or industry and make
sure that it is operating fairly (X Tl ) EEEEN , MEL

e.g. regulatory bodies/ authorities/ agencies S&ZR| /445
6. state-owned adj. EBR; EERN; MIZHY
7. enterprise n. a company or business ANE] ; I EA(T ; ZELE(




e.g. state-owned/ public enterprises EGHR ; 2NHE &K

But that is not all. The reforms might also have side-effects on consumption and
investment. Even supply-side reforms can have demand-side consequences. Some
tend to boost spending, others depress it. Helen Qiao of Morgan Stanley worries
that some of the measures outlined on May 6th will slow demand at a time when
the economy is already weak (see chart).

Vocab
1. side effect n. an unexpected result of a situation or course of action that happens as
well as the result you were aiming for B/MUETRER
2. supply-side n. (economics &) connected with the policy of reducing taxes in order to
encourage economic growth ARAY ( FESKIFFTLARIEILEST )
3. demand-side n. A
4. depress n. to make sb sad and without enthusiasm or hope {FEHIEE ; BT ; (FBEN ; &
KEEOD

e.g. It depresses me to see so many young girls smoking. BEXAZ TZHRESTEEE
RiEE.
5. outline v. ~sth (to sb) to give a description of the main facts or points involved in
sth A ; BRIA

e.g. We outlined our proposals to the committee. EAJAERSIRMNRMHEH T IHFRAIAVE

=

E=

Sentence

But that is not all. TIXAEEEE, that 35X X the reforms
not all £&p

One example is higher utility prices. They may be necessary to conserve water,
electricity and gas, but they will also discourage spending. The same is true of
higher taxes on natural resources, such as coal.

Vocab
1. utility n. a service provided for the public, for example an electricity, water or gas
supply ~FE

e.g. Utility prices, including water, electricity and gas, rose by 5.6 per cent. B31&E/K,. B, 5
FERNLRAE NS L5K5.6%.
2. conserve V. to use as little of sth as possible so that it lasts a long time & ; T4

e.g. Help to conserve energy by insulating your home. XEEMIEAMEREBEITAI8E
5o

Efforts to get a grip on local-government finances are a trickier case. Provinces
have borrowed indirectly (and excessively) through financing vehicles. The central
government now wants localities to borrow more directly by issuing their own
bonds. Lou Jiwei, the new finance minister, has talked of closing the back door and
opening the front door. Whether that helps or hurts demand depends on timing. If
the government opens the front door before closing the back,_it will encourage extra
borrowing, boosting demand, says Ms Qiao. If it closes the back before opening the
front, the opposite will happen.




Vocab
1. grip n. ~ (on sb/sth) an act of holding sb/ sth tightly; a particular way of doing this &
2 &M
e.g. to loosen/ release/ relax your grip A%
2. tricky adj. difficult to do or deal with #7389 ; #EXHTHY
e.g. Getting it to fit exactly is a tricky business.{f X522 & E2HHEHMEINE.
3. indirectly adv. [B)#Eth; RIWSE; T
4. locality n. the area that surrounds the place you are in or are talking about ( El%gprib
SRR ) X
e.g. There is no airport in the locality X/MBX;&HE 17,
Sentence
If the government opens the front door before closing the back, it will encourage extra
borrowing, boosting demand, says Ms Qiao.
FF: says Ms Qiao 5%
MABIEF: _it will encourage extra borrowing, if 2 the government opens
boosting demand FJ A& B, which will boost demand FIZERE 22,

A similar ambiguity surrounds capital flows. China’s capital account is not entirely
closed. Foreign direct investment is welcome. Short-term financial investment is
also permitted, within limits, by “qualified” investors. And even many unqualified
investors succeed in moving money in and out (although not without delay,
subterfuge and inconvenience). Moreover, even if the government does liberalise
flows, it is unlikely to leave the capital account entirely open. It will probably replace
bureaucratic impediments to capital mobility with price-based deterrents, such as
taxes on foreign holdings. The net effect on the exchange rate, the cost of capital
and, therefore, demand, might be modest.

Vocab
1. ambiguity n. the state of being difficult to understand or explain because of involving
many different aspects &%= A] ; A<BEH

e.g. You must understand the ambiguity of my position. {RAZRIREEFRAAIN B AR,
2. capital flows BZASREN
3. qualified adj. ~ (to do sth) having the practical knowledge or skills to do sth E£5...89%0
R (Ed%EE ) | HERE

e.g. | don't know much about it, so | don't feel qualified to comment. XFIZEFKFIFIAR
%, ARSI E8ITFe.
4. subterfuge n. ifgit;FER;{% ;718 Subterfuge is a trick or a dishonest way of getting what you
want.

e.g. The party has predictably rejected the proposals as a subterfuge. 7~ FTl, 1% LAIXLEIR
WREBEBIEMmINMIELE.
5. bureaucratic adj. EffZAY; BfEE XA Bureaucratic means involving complicated rules and
procedures which can cause long delays.

e.g. The department has become a bureaucratic nightmare . 1Z&R| IR EBEEXNIFE ™ E,
6. impediment n. ¥545;BE5;FEF547 Something that is an impediment to a person or thing makes
their movement, development, or progress difficult.

e.g. He was satisfied there was no legal impediment to the marriage.;X—{EIR %G {F@5)%
HIRERS, MEXTLLRFE.

7. mobility n. the ability to move easily from one place, social class, or job to another ({¥




. HE=ME. BRIVSTERY ) Rshees

e.g. social/ geographical/ career mobility #t&tthfiz/ X /BRI RS
8. deterrent n. IR =;EIEEZE;1BHY A deterrent is something that prevents people from
doing something by making them afraid of what will happen to them if they do it.

e.g. The tough new law should act as a deterrent. i X171/ [F AFTEIS RIS EA.
9. modest adj. (2. LERFHAREE)FAKNSH, EEM, EFH You use modest to describe
something such as an amount, rate, or improvement which is fairly small.

e.g. Swiss unemployment rose to the still modest rate of 0.7%... 3 A9\ R FFZ]70.7%,
ETBEDLDATELRS.

Liberalising the exchange rate and the interest rate are both necessary reforms. But
they would depress demand, Ms Qiao argues. China now imposes a ceiling on the
interest rate paid to depositors. Removing it would raise banks’ funding costs. If
banks raised their loan rates in response, it would discourage borrowing. If they did
not, it would hurt their margins and discourage lending. Either way, demand would
be affected.

Vocab
1. exchange rate n. (9NLC) L, #%ZE The exchange rate of a country's unit of currency is
the amount of another country's currency that you get in exchange for it.
2. interest rate n. #lJ(£)Z The interest rate is the amount of interest that must be paid. It is
expressed as a percentage of the amount that is borrowed or gained as profit.

e.g. The Finance Minister has renewed his call for lower interest rates. I EUE0 < BRI ITF A
3. ceiling n. the highest limit or amount of sth FERE ; LR ; &KREE

e.g. price ceilings &Ef
4. depositor n. (R1TH)EF, XA Abank's depositors are the people who have accounts
with that bank.
5. borrowing n. the money that a company, an organization or a person borrows; the act
of borrowing money 85X ; &7k ; [BF

e.g. High interest rates help to keep borrowing down. BFZEGEIFEHIEE,

What about the exchange rate? China has attracted a strong inflow of capital in
recent months, some of it disguised as export earnings. This has pushed up the
yuan, which has risen by 1.4% against the dollar and by 20% against the yen so far
this year. Speculators again see the yuan as a one-way bet. If the exchange rate
were liberalised, they would push it up further, hurting exports and depressing
demand.

Vocab
1. inflow n. R ;BA If there is an inflow of money or people into a place, a large amount of
money or people move into a place.

e.g. The Swiss wanted to discourage an inflow of foreign money.x+ AZEZE[E IEIMNE RN .
2. disguise v. ~sb (as sb/sth) to change your appearance so that people cannot
recognize youlRip ; %85 ;

e.g. She disguised herself as a boy.ithizin B3,
3. speculator n. #ZALE XA A speculator is a person who speculates financially.

4. one-way n. operating in only one direction BBAER ; BEmEHITH



e.g. They observed the prisoners through a one-way mirror (= a mirror that allows a
person standing behind it to see through it) 1B R REEFETIEA.
Sentence
If the exchange rate were liberalised, they would push it up further, hurting_exports and
depressing demand.
MRCERBRN, tSEeHE—F#E, HELOMMHIFER.,
X2 they would push it up further 9 they 351X Speculators, it $5{{HIZ the exchange rate

Fortunately, many of the reforms outlined this month will both improve supply and
boost demand. In replacing a crude turnover tax on services with a value-added
tax, the government has sought to lighten the fiscal burden on services. Cutting red
tape should also boost investment. And allowing rural folk both to sell their land and
use public services in the cities would help them spend more freely as urban
consumers.

Vocab
1. crude adj. simple and not very accurate but giving a general idea of sth ¥2E&AY ; &R
8 ; KiEAY

e.g. In crude terms, the causes of mental illness seem to be of three main kinds.{&Elg
iR, SEEHRNREEEREEG =M.
2. turnover n. ~ (of sth) the total amount of goods or services sold by a company during
a particular period of time ( —xERTEARAY ) ElER , FRRE

e.g. an annual turnover of $75 million * 7 500 FrtAYFEE &R
3. fiscal adj. connected with government or public money, especially taxes WAERY ; EE
1 BExRZ AN

e.g. fiscal policies/ reforms WABUKSR /&
4. red tape n. BXYETS; EMEEX You refer to official rules and procedures as red tape when they
seem unnecessary and cause delay.

e.g. The little money that was available was tied up in bureaucratic red tape.8EFIR9FR =) L) Vi
WENX BT FEETH.
5. freely adv. without anyone trying to prevent or control sth A"Z[RHitt ; FFeRt ; HE
ih

e.g. the country's first freely elected president iZESE—XBHiEE HIES

When the taps were turned on

Just as structural reforms have implications for demand, the converse is also true:
efforts to boost demand can affect the course of structural reform. China’s 2009
stimulus lending was successful in reviving demand. But it also had some damaging
structural side-effects. It further skewed the economy in favour of investment,
especially property construction; it made a mess of local-government finances; and
it forced China’s banks to serve government ends, thus delaying their evolution into
commercial lenders.

Vocab
1. implication n. ~ (for/ of sth) a possible effect or result of an action or a decision BJ8EAY
i (BEA. &R)

e.g. The development of the site will have implications for the surrounding
countryside. XML REEFMEERNZ 1.



2. the converse is also true & ZJNA
3. stimulus n. [usually sing.] something that helps sb/ sth to develop better or more
quickly {EFEE ; BRIEE ; RIED

e.g. Books provide children with ideas and a stimulus for play. PAMEZFILAELE ,
mBEFEEiIIEEERRE.
4. skewed adj. ~ (towards sb/ sth) directed towards a particular group, place, etc. in a
way that may not be accurate or fair {gR ( Bf®RE ) ...HY

e.g. The book is heavily skewed towards American readers. XABTE N RTFEE LS.
5. evolution n. B ;JEL;JE#; & E Evolution is a process of gradual development in a particular
situation or thing over a period of time.

e.g. His long life comprised a series of evolutions.ffl;E< A —E EIE— RV R REL,
6. lender n. FAA; HEXH44 A lender is a person or an institution that lends money to people.

e.g. ...the six leading mortgage lenders.6 A28 L35 A/144

The stimulus had one other damaging side-effect—on China’s economic
philosophy. Many analysts now seem to believe that all stimulus measures delay
reform, if only because they ease economic pain without which policymakers will
not act.

Vocab
1. philosophy n. T2 B8; HHFAEZR; EHFIEIL A philosophy is a particular set of ideas that a
philosopher has.

e.g. ...the philosophies of Socrates, Plato, and Aristotle. & HIJE . FHFIEFL B+ 2 {EpyE S
il
2. policymaker n. (BUR) BUERHIEZE, A%A In politics, policymakers are people who are
involved in making policies and policy decisions.

e.g. ...top economic policymakers. & 5 & X EEEHIEE

That is a mistake. Stimulus does not need to be at odds with reform. Cutting taxes
or increasing social spending would both stimulate the economy and help
rebalance it towards consumption and services. Likewise, many structural reforms,
such as removing barriers to entry in industries now dominated by state-owned
enterprises, would also simultaneously help to boost spending. The Chinese
economy clearly needs reform and may soon need revival. There is no reason why
the leadership cannot do both.

Vocab
1. be at odds [JJ[[BITJll be at 'odds (with sth) to be different from sth, when the two
things should be the same (5..) 8ER , BF&

e.g. These findings are at odds with what is going on in the rest of the country. XLeff
RERSENHE I XAILIRE R HAER.
2. likewise adv. the same; in a similar way [ ; 5Lt

e.g. He voted for the change and he expected his colleagues to do likewise.{tBSE%ERL
L EFHIEMRRSEIREFIIE,
3. simultaneously adv. [ERTit
4. revival n. [U,C] an improvement in the condition or strength of sth (IKRaIERY ) i
®,IRX, 85

e.g. a revival of interest in folk musicXIRIEZ RESLBHIRE



Sentence
There is no reason why the leadership cannot do both.

XEBWESE, noreason + cannot , RENFRILAIEMERN: RERRERFPEINS AL —EHXFH
HE, FhER: PEGSATEEERE MR

From the print edition: China

Economic reforms
Walking the talk

el J T

Can China's leaders revive the economy and reform it at the same time?
H ] 4052\ RE AR AR T ) (] Inf 3R A 7 e g 2

EVERY economy, like every story, has two sides: supply and demand. The supply side of
China's economy is the stuff of legend: 767m workers, perhaps $20 trillion-worth of
machinery, buildings and other kinds of capital, combined with rapidly advancing
techniques and technologies, many of them assimilated from abroad. This combination of
labour, capital and know-how dictates how much the economy can produce. But whether it
actually does produce all it can depends on the other side of the economy—the demand
side—which reflects the spending decisions of consumers and investors. The supply side
sets the scene; the demand side provides the drama.

BAZTHE, BRI, MAeMWENE: e 5K PEEFHELS T HONER: 7.67
[T, BHEL20T7(CR TR, @A SRR A, ARl A TEREA Ok
2 MNEAMRICTITR) o X—578) 1. HAML T VIR E AR E T P EL3 =&, 3
FKEREATTR T BN, IR ERZETT R 75— — —FoRTT . B 7 33 M s
BRI UR. XpEBTER . F TR,

Sadly, demand is recovering more slowly than expected. Figures released this week
showed somewhat disappointing growth in fixed-asset investment and industrial production
last month, following a similarly underwhelming first quarter. Economists who were
expecting growth of 8-8.5% this year are now projecting something closer to 7.5%.

FUars 07 R s B g% TR AR A B s, EAY A I E 9 $5eRn Toll AR
PR LS NREL, BB —F R FR-FIRTC AT . A AT 2K B IR SR 25T
HAEILF8-8.5% , N4 HNTHMKEL7.5%

But as the drama darkens, the scene may also be shifting. A meeting of the State Council,
China's cabinet, on May 6th outlined a long list of structural reforms designed to improve
the supply side of the economy. Some of the reforms, such as extending the value-added
tax to services, are already under way. Others, such as liberalising capital flows, will reach
fruition only gradually. The reforms are also in keeping with pronouncements by former
leaders like Wen Jiabao, who liked to talk the reform-talk. But the new agenda “goes far
beyond Wen-era platitudes in its boldness and specificity,” argues Andrew Batson of
GaveKal Dragonomics, a consultancy in Beijing. The “walk-to-talk” ratio is improving, he
believes.

(R, AR E R BIAR, Al sE e k. HEENEYE——E5S5, TSA6H AT



MW EBIRE T— R 5 B ESGE 7 S SRt AT LTI, Blind™ KR
SRR TE R 25 o HMh g, BIAIT R AR E, HREZ A WA SO S R RS
ANHEPA—3, ISR SRR R o Aid ok B 6B — 5 & 11 23w e i 2T H A 227
B TR ARARAR . B TAEUCRE A “ K ERR BEAN AR BE R B 1 8 I AR BRI T D7 o
29, ATEE DS R S ERIEER T

The reform-walk would help sustain the growth of productive capacity, improving the
allocation of both capital and labour. Cutting red tape and other regulatory barriers to entry
would help private firms invest in industries now dominated by state-owned enterprises. By
strengthening land rights and reforming the hukou (household registration) system,
workers would also find it easier to leave the land and settle in the cities. The reforms
could, therefore, have a big effect on the supply side of the economy.

BOEAT AN TS I B RIS B I 5L SR TR A
e NBESR . A TR ot E B A Gl SR TR IR A
PR, KRR TOE SR LM, (R, L, SRR T R
KA

But that is not all. The reforms might also have side-effects on consumption and
investment. Even supply-side reforms can have demand-side consequences. Some tend
to boost spending, others depress it. Helen Qiao of Morgan Stanley worries that some of
the measures outlined on May 6th will slow demand at a time when the economy is
already weak.

X FHFARBCE A A SR T B R BRI o P AR R o RIMER S5 B E e e R i
R AL RE NS B, (BRI SP EMEIE R . BEAR PRI T (e 4L, 5
H6H il % L it vl fE 28 C 2R AT S _LNAe . ot — Bl RK.

One example is higher utility prices. They may be necessary to conserve water, electricity
and gas, but they will also discourage spending. The same is true of higher taxes on
natural resources, such as coal.

AR K A T RO AOK T WRTRE AL, HM SRR A
SRGTIRBL . AN RHBEAE B Y £ e ok — > B

Efforts to get a grip on local-government finances are a trickier case. Provinces have
borrowed indirectly (and excessively) through financing vehicles. The central government
now wants localities to borrow more directly by issuing their own bonds. Lou Jiwei, the new
finance minister, has talked of closing the back door and opening the front door. Whether
that helps or hurts demand depends on timing. If the government opens the front door
before closing the back, it will encourage extra borrowing, boosting demand, says Ms
Qiao. If it closes the back before opening the front, the opposite will happen.

HOJT BRI BB RS . AR T PR TR A ORER) fE58. W4y, BN A B
TTBUIEE B SARITSR, B EEEHHE TS B FAE R BRI AR IR B TR
G, JFRITVEIEGE . XPMEGE R S AR TRR, BRENYL. TR, WEREUFIEHR
* FJETTRITHITT, IR S sME b, R R AR EITEITTHR TR, HOLk
IESFAR L o

A similar ambiguity surrounds capital flows. China's capital account is not entirely closed.



Foreign direct investment is welcome. Short-term financial investment is also permitted,
within limits, by “qualified” investors. And even many unqualified investors succeed in
moving money in and out (although not without delay, subterfuge and inconvenience).
Moreover, even if the government does liberalise flows, it is unlikely to leave the capital
account entirely open. It will probably replace bureaucratic impediments to capital mobility
with price-based deterrents, such as taxes on foreign holdings. The net effect on the
exchange rate, the cost of capital and, therefore, demand, might be modest.

R SRR DL B S8 AT B o v B B3 AR P IF R 58 2B P b [ B B2 K
Wo FE—EMREEN, “BA% B H W R B W R, E T 2 A EAR IR & iE
SIS A SR OEWAZIER FERFAE) o tbsh, RME EBURF AR TS
AFE, WAKW RS RTTIHE AN o BUR AT RES 2 T OmAS B REAG T-Be (o 4
HAERL) SRIBURE 5 32 SO B AR S LR BT, XHEAR BEAEAS JE TN 75 >R A 1425 B
A] HE LB o

Liberalising the exchange rate and the interest rate are both necessary reforms. But they
would depress demand, Ms Qiao argues. China now imposes a ceiling on the interest rate
paid to depositors. Removing it would raise banks' funding costs. If banks raised their loan
rates in response, it would discourage borrowing. If they did not, it would hurt their margins
and discourage lending. Either way, demand would be affected.

TP ZRFOF ZRER AL BB . (HRET L AR, XSG TR B E A E
AR A ERRALE . HUHIZ EIRPTRE 1R M ARATE AR A o AN SRARAT DASR iR SER A
R, T2 ARIRAT A 2, AT R SR 32 B2 m B 14 i B
AU, TR A Z 2 M o

What about the exchange rate? China has attracted a strong inflow of capital in recent
months, some of it disguised as export earnings. This has pushed up the yuan, which has
risen by 1.4% against the dollar and by 20% against the yen so far this year. Speculators
again see the yuan as a one-way bet. If the exchange rate were liberalised, they would
push it up further, hurting exports and depressing demand.
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Fortunately, many of the reforms outlined this month will both improve supply and boost
demand. In replacing a crude turnover tax on services with a value-added tax, the
government has sought to lighten the fiscal burden on services. Cutting red tape should
also boost investment. And allowing rural folk both to sell their land and use public services
in the cities would help them spend more freely as urban consumers.
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Just as structural reforms have implications for demand, the converse is also true: efforts
to boost demand can affect the course of structural reform. China's 2009 stimulus lending
was successful in reviving demand. But it also had some damaging structural side-effects.
It further skewed the economy in favour of investment, especially property construction; it



made a mess of local-government finances; and it forced China's banks to serve
government ends, thus delaying their evolution into commercial lenders.
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The stimulus had one other damaging side-effect—on China's economic philosophy. Many
analysts now seem to believe that all stimulus measures delay reform, if only because they
ease economic pain without which policymakers will not act.
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That is a mistake. Stimulus does not need to be at odds with reform. Cutting taxes or
increasing social spending would both stimulate the economy and help rebalance it
towards consumption and services. Likewise, many structural reforms, such as removing
barriers to entry in industries now dominated by state-owned enterprises, would also
simultaneously help to boost spending. The Chinese economy clearly needs reform and
may soon need revival. There is no reason why the leadership cannot do both.
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