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1 Introduction 

In this paper, it will be focus on effect of subprime crisis on China. Nowadays, China 

economic has become one of the most important part of global economic, the economic 

growth rate of China had increased rapidly since the beginning of 21 century.  

The goal of this thesis is go through subprime crisis in U.S, first to know it better (e.g. 

background, reason, influence), and then, we will find what it brings to China economy and 

financial market based on these information.  

For better reading, it will generally mention what is the subprime crisis in U.S, types of 

financial crisis, how it form and influence others countries generally in chapter 2, through 

reading of chapter 2, readers may know profile or some basic theory for deeper reading. After 

that, in chapter 3, it will mainly describe the beginning of subprime crisis in details. Content 

includes background of subprime crisis, reason of crisis, financial market structure in China 

and the method that China government to save national economic. Then, there are a lot of 

financial indicators (e.g. GDP growth, unemployment rate, inflation rate, currency, banking 

situation) will be explained in chapter 4. These indicators are the most important numbers for 

economic analysis, these numbers will explain economic problem better and easier to 

understand, so it will be the major part of this paper. At last, conclusion will figure out what is 

the most important reason that effect China economy. And what we can learn from this paper. 
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2 Characteristic of financial crisis 

In this chapter, will be described general definition of financial crisis, some basic types of 

financial crisis such as currency crisis, debt crisis and so on. Through learning these crisis 

types we can know subprime crisis better. 

2.1 Definition of financial crisis 

The financial crisis is the crisis in the financial sector. Due to the liquidity of financial 

assets is very strong, as very strong international finance. Any financial products or markets 

and institutions could be the fuse of the financial crisis in any country. Or it could be some 

financial indicators (e.g. interest rates, foreign exchange rate, inflation, real estate) sudden 

drop in short time. In financial crisis, people become pessimistic and mistrust in future, at the 

same time, currency depreciated, economic get hurt and hit, it always within a huge amount of 

enterprises collapse and high unemployment rate. 

 

2.2 Types of financial crisis
1
 

There are various reasons can lead to different types of crisis. Financial crisis can be 

divided into currency crisis, debt crisis, banking crisis, the subprime crisis and other types of 

crisis. We will focus on main types of financial crisis as follow 

2.2.1 Currency crisis 

Currency crisis could be narrow sense or generalized sense. For the narrow point of view, 

currency crisis is corresponding to fixed currency exchange rate, it means the fixed currency 

exchange rate country adjust itself to floating currency exchange rate when facing horrible 

                                                        
1 What Caused the Financial Crisis, Jeffrey Friedman, Richard A. Posner,2010 
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economic situation, but the market-determined exchange rate is much higher than the official 

rate, and this phenomenon is currency crisis. 

 

Main reasons 

Globalization in now days, as the national economy and the international economy get 

close ties, the exchange rate is the contact “link”. So, how to select a better exchange rate 

system is becoming an important point. And the reason might be as follow: 

 Incorrectly exchange rate policy; 

 Lack of foreign exchange reserves; 

 Fragile banking system; 

 Heavy debt burden; 

 Rapid financial market liberalization; 

 Weak economic foundation. 

 

2.2.2 Debt Crisis 

Debt crisis means borrower borrowing a lot of debt in the international arena, more than the 

borrower's own solvency or insolvency caused by the phenomenon of debt repayment must be 

prolong. Measure of a country's external debt solvency has multiple indicators; the most 

important indicator is the ratio of foreign debt solvency. 

In general, this index should be below 20%. It means foreign debt burden is too high if over 

20%. 

Developing country debt crisis originated in the 1970s, from 1976 to 1981, debt increased 

rapidly; by 1981 the total external debt amounted to $ 555 billion accumulated, by the end of 

1986 to $ 1.035 trillion. The largest proportion is the Latin American region, which is about 

all the debt of 1/3, followed by Africa, especially sub-Saharan Africa, deeper crisis. In 1985, 

debt ratio increased up to 223% in these countries. All developing countries plagued by 
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serious debt are mainly in Brazil, Mexico, Argentina, Venezuela, Chile and India. 

Characteristic 

Huge scale 

After the outbreak of the debt crisis, the rapid growth of the total debt of developing 

countries reaches $ 993.2 billion in 1988 and more than $ 1.3 trillion in 1990. 

Highly concentrated 

Half the external debt of developing countries is concentrated in middle-income developing 

countries, mainly in South America. And the most important thing is their total debt to GDP 

proportion is still more than 50% until 1990. 

Hard to repay 

For the south Sahara of Africa countries, their total debt is almost equal to the gross 

national product. 

 

2.2.3 Bank crisis 

Banking crisis means that banks over-involved engaged in high-risk industries (such as real 

estate, stocks), leading to a serious imbalance in balance sheet, and then overburden making 

the capital operating sluggish bankruptcy crisis.  

Since the 1990s, financial sectors showing ups and downs. In the past decade, the reason 

caused banking crisis is difficult of payment of commercial bank, in the other word, bank lack 

of liquidity of assets but not insolvent. Once banks can keep their asset liquidity, it can 

probably bankrupt by technical way, but it can still keep operating in real.  

In fact, banking crisis has a domino effect, because the asset allocation is the main business 

of commercial banks and other financial institutions, so the assets of each bank are strongly 

connection, this reason makes asset allocation risk of bank is highly contagious. Once one 

chain breaks, the whole system will go to end.  
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Classification of bank crisis 

We can distinguish bank crisis into three different types: 

 For nature: banking system crisis and single baking crisis； 

 For origin: Endogenous banking system and exogenous banking system； 

 For degree: Lack of liquidity and loss of solvency. 

 

2.2.4 Subprime mortgage loan crisis 

Subprime means the group of people who has bad creditworthy or do not have enough 

ability to repay the money back. 

In the United States, the loan is a very common phenomenon. Few locals buy the full 

amount, usually long loans, but unemployment and re-employee is quite common 

phenomenon in U.S. The people who earn low salary or no income pay for the house with bad 

credit rating; it is defined as the subprime credit borrowers, referred to subprime lenders.  

Subprime mortgage is a high-risk, high-yield sector, refers to a number of lending 

institutions lending to poor credit degree and low-income borrowers. The difference between 

the standard mortgage loans in the traditional sense is that subprime mortgages to borrowers 

do not ask credit history and repayment ability, the loan interest rate is much higher than the 

corresponding mortgage. Those people were poor credit history or weaker ability to repay the 

bank; they were refused to provide quality and mortgages and will apply for subprime 

mortgages to buy houses. U.S. subprime mortgage market usually use fixed interest rate and 

repayment methods of combining a floating rate, namely: the buyers in the purchase during 

the first few years to repay the loan at a fixed rate, floating rate thereafter to repay the loan. 

With the cooling of the U.S. housing market, especially short-term interest rates increase, 

the subprime mortgage repayment rates have also increased significantly, the repayment 

burden on home buyers greatly increased. Meanwhile, the housing market continued to cool 

so that buyers can sell housing or housing through mortgage refinancing difficult. This 
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situation is a direct result of a large batch of the loan the borrower can’t repay the loan, the 

bank repossessions the house, but can’t sell at high prices with large losses, this caused the 

subprime crisis. 

Once the U.S. economy goes into recession, the global economy cannot safe. Subprime 

mortgage crisis transfer to the worldwide by following ways 

International trading 

The United States is the world's most important import market; the U.S. economy into 

recession will reduce U.S. demand for imports. This will lead to slowdown in exports of other 

countries, thereby affecting the GDP growth. In addition, the substantial depreciation of the 

dollar will undermine the international competitiveness of export goods from other countries.  

U.S. subprime mortgage securitization 

U.S. subprime mortgage securities are widely distributed in other countries of the world. 

Commercial banks and investment banks in Europe to buy a lot of U.S. subprime securitized 

products. Once the European economy has been hit hard by the subprime crisis, then the 

shadow of the global crisis will continue to deepen. 

2.3 Explanation of indicators  

Financial indicators are the most important factor to explain economic activity. Forecast 

financial indicators efficiently can avoid financial crisis become worse. The trend of financial 

indicators walks relative financial crisis, this is the reason that we research it. 

2.3.1 GDP
2
 

GDP is a period of time (usually one year), the market value of economy of a country in the 

production of all final results (products and services). GDP is not only a key indicator of 

national accounts but also an important indicator of the status and level of economic 

development of a country or region.  

                                                        
2 Macroeconomics, N. Gregory Mankiw,2010. 
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In economic area, GDP is always used to measure the economic development of the 

country or region overall level. GDP is the most value indicator in macro-economic statistics, 

because it is considered the most important indicator of national economic development. 

When we speaking about GDP, it is general used to measure by the final product, which 

means GDP is the final product in the final period of the sale value. 

The method to calculate GDP: 

In real life, the products and services are primarily for consumer, business investment, 

government purchases and exports. Thus, expenditure method of accounting GDP is the sum 

of accounting consumer, business investment, government purchases, and net exports 

spending in these areas of a country or region in a given period. In mathematic formula is: 

GDP=C+I+G+(X-M) 

Where: 

The capital C is resident’s consumption. It includes the purchase of refrigerators, TVs, 

washing machines, cars and other consumer expenditures. For non-durables spending, likes 

clothing, food, and spending on health care, tourism, hairdressing and others.  

The capital I is enterprise investment. Refers to the increase in capital assets or updated 

(including plant, machinery and equipment, residential and inventories) expenditures. 

The capital G is government purchase. This term explain government expenditure to buy 

products and services, it includes government buy arms, army and police services, 

government agencies office supplies, infrastructure like high ways, airports, schools.  

The capital X and M means export and import. (X-M) means that net export, in other words, 

is the gap between import and export. Importing should be minus from the total purchase 

because import means money is outflows. Exporting to foreign country should be added to the 

total purchase because we are earning.  
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2.3.2 Inflation
3
 

The inflation refers to the condition of banknotes in circulation, because the money supply 

is greater than the actual demand money, or we can say the real purchasing power greater than 

output supply leading to currency devaluation, which caused prices continued rising 

phenomenon for some time and generally. Its essence is the total aggregate demand greater 

than social supply. Banknotes, gold coins with low credit currency, over the issue will lead to 

inflation. 

The reason caused inflation is that financial deficit of government increased. The 

government in order to save economic crisis or remedy deficit, they will not care about real 

demand when products in circulation. Print money is an easier way and more convenient than 

taxation and issue government bonds. 

Inflation often refers to the rate of inflation based on the consumer price index, or CPI for 

short. The Chinese CPI shows the change in prices of a standard package of goods and 

services which Chinese households purchase for consumption. In order to measure inflation, 

an assessment is made of how much the CPI has risen in percentage terms over a given period 

compared to the CPI in a preceding period. If prices have fallen this is called deflation 

(negative inflation).  

2.3.3 Unemployment rate 

Unemployment rate is that proportion of job-seekers who out of jobs. It’s an important 

indicator for capital market, is a kind of lagging indicator. All along, the unemployment rate is 

regarded as an indicator reflecting the overall economic situation, and it is also the first to 

publish economic data monthly, unemployment indicators are also called "crown jewel" of all 

economic indicators, because it is the most sensitive indicator on the market economic 

indicators monthly. Generally, the unemployment rate declined represent the whole economic 

                                                        
3 Macroeconomics, N. Gregory Mankiw,2010. 
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health, it is conducive to currency appreciation; If rising unemployment, it would represent 

the economic slowdown a recession, is not conducive to currency appreciation. 

 

Types of unemployment: 

Cyclical unemployment 

Cyclical unemployment is the period due to the lack of aggregate demand caused by 

unemployment. Generally appear in the depression phase of the economic cycle. 

Natural unemployment 

Employment situation without cyclical unemployment is natural unemployment.  

 

Structure of unemployment rate 

Frictional unemployment 

It’s the unemployment phenomenon that people looking for a job or the process of 

changing a job. The reason of this is that workers want to find the most suitable time for their 

work. So, a certain amount of frictional unemployment can’t be avoided.  

Structural unemployment 

Competition in the market or changes in production technology caused structural 

unemployment. Structural unemployment is longer than frictional unemployment, because of 

structural unemployment is often said that people need to migrate to find work or training. 

Structural unemployment is mainly due to a change in the economic structure, and market 

demand mismatch caused structural unemployment. 

Seasonal unemployment 

Seasonal unemployment is a natural unemployment rate, it gives the social an adverse 

effect two aspects: First, seasonal employee have short employee time, it makes income 

trouble for those employee. Second, seasonal unemployment is not conducive to the effective 

use of labor resources. In real world, agriculture and tourism are easier influenced by season 
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factors. 

Cyclical unemployment 

The short time period unemployment caused by lack of aggregate demand, it generally 

appear in the depression phase of the economic cycle. The main causes of cyclical 

unemployment are the level of economic recession. Since it can be avoided, thus cyclical 

unemployment also the most people do not want to see. During the Great Depression 1930s, 

unemployment is completely cyclical unemployment. 

2.3.4 Banking system in China
4
 

Banks are financial institutions which operating currency and credit, through the issue of 

credit money, manage money circulation, regulating the money supply, for currency deposit 

and settlement, acting as credit intermediaries. Banks are the main modern financial industry, 

is the hub of the operation of the national economy. 

Banks can classify by functions as: central bank, commercial bank (The big four), 

investment bank, policy bank. It has been basically formed a central bank as the center, 

commercial banks as the main body, the coexistence of various types of banks in the banking 

system of modern capitalist countries. 

 

 

 

 

 

 

 

 

 

                                                        
4 Banking in China: Second Edition, Violaine Cousin,2011. 
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Figure 2.3.4 organizational structure of China’s banking system 

 

Source:http://www.oscb.coop/Publication/BANKING%20%20STRUCTURE%20IN%20CHINA%20AND

%20THE%20RURAL%20FINANCIAL%20%20%20SYSTEM.pdf 

In China, it’s constructed as Central banks, banking regulators, policy banks, commercial 

banks and other financial institutions as the main banking system. People's Bank of China is 

China's central bank. The People's Bank of China is under the leadership of the State Council, 

formulation and implementation of monetary policy, maintaining financial stability, and the 

provision of financial services. China Banking Regulatory Commission is banking regulatory 

agency responsible for land-bank financial institutions supervision.  

Policy banks are initiated by the government funded the establishment. There are three new 

"policy" banks-the Agricultural Development Bank of China (ADBC), China Development 

Bank (CDB), and the Export-Import Bank of China. These banks are responsible for financing 

economic and trade development and state-invested projects. 

Commercial banks have been established More than 100 commercial banks in China. In 

http://www.oscb.coop/Publication/BANKING%20%20STRUCTURE%20IN%20CHINA%20AND%20THE%20RURAL%20FINANCIAL%20%20%20SYSTEM.pdf
http://www.oscb.coop/Publication/BANKING%20%20STRUCTURE%20IN%20CHINA%20AND%20THE%20RURAL%20FINANCIAL%20%20%20SYSTEM.pdf
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order to leading these banks, there are four big state-owned commercial banks, including the 

Bank of China (BOC), the China Construction Bank (CCB), the Agricultural Bank of China 

(ABC), and the Industrial and Commercial Bank of China (ICBC).  

 

2.3.5 Stock index of China 

The most common financial indexes refer to the prices of the stocks of publicly traded 

companies. Except individual stock prices, an aggregate stock price index also plays very 

important role. If investors want to allocate their funds to equity markets, they may pay 

attention to two factors: the prices of the stocks of individual companies or the prices across 

the broader stock market, as measured by indexes. Stock prices increase or decrease is going 

to changes in expected future earnings. Movements of aggregate stock indexes tend to signal 

changes in the state of the macro economy: positive economic information may increase the 

earnings of companies.  

Stock index in China is SSE Composite Index. The Shanghai Composite Index on the 

Shanghai Stock exchange statistical indicators reflect the overall trend of the stock listed in 

SSE. Shanghai Composite Index published at 15 July 1991. The Shanghai Composite Index 

added on A-share Index and B-share index at 21 February 1992.  

Weights of Shanghai index is the total share capital of the listed company. Because of 

China's listed company's shares divided into non-tradable shares and tradable shares, liquidity 

and the total capital is not the same, so the total capital of stock make greater impact on a 

larger stock index. Shanghai Stock Index and the stock market is almost synchronized 

changes, it is essential reference of China investors and securities professionals to judge the 

stock price trends. 
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2.3.6 Fiscal policy
5
 

Fiscal policy is use for government revenue collection. Government gathers money through 

fiscal expense and tax policy to adjust aggregate demand. When government expenditures 

exceed tax revenue for a specific period we call budget deficit. If tax revenue exceeds 

government expenditures we call budget surplus. Increase government expenditure can 

stimulate aggregate demand and then make national income increase. On the contrary, 

government will depressed aggregate demand and reduce national income. Tax on national 

income is a contraction force, therefor increasing taxation of government make aggregate 

demand suppressed, so national income reduce. 

 

Types of fiscal policy: 

Neutral fiscal policy 

Neutral fiscal policy is usually taken when an economy in equilibrium. Government 

spending is funded by tax revenue and the budget outcome has a neutral effect on the level 

of economic activity. 

Contractionary fiscal policy 

Contractionary fiscal policy is made when government expenditure is lower than tax 

revenue (deficit surplus), and is usually assured to pay down government debt. 

Expansionary fiscal policy 

Government stimulates aggregate demand of society through the financial activity. The 

methods are increasing the government debt and government do more spending than tax 

revenue.  

Government use money on a lot of things, such as military expenditure, education, 

healthcare, and also transfer payments like welfare benefit.  

 

 
                                                        
5 MISHKIN, F. S. The Economics of Money, Banking, and Financial Markets, 2013 

http://en.wikipedia.org/wiki/Government_spending
http://en.wikipedia.org/wiki/Government_spending
http://en.wikipedia.org/wiki/Tax
http://en.wikipedia.org/wiki/Revenue
http://en.wikipedia.org/wiki/Economic_activity
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The approaches of fiscal policy are as follow: 

 Taxation; 

 Budget; 

 Transfer payments; 

 Purchase expenditure; 

 State bonds. 

 

2.3.7 Monetary policy
6
 

In order to achieve the economic objectives, central bank to use a variety of tools to adjust 

the money supply and interest rates, and then influence of macroeconomic policies and 

measures. There are two kinds of monetary policy. 

Expansionary monetary policy 

Expansionary monetary policy stimulate the growth of aggregate demand by increasing the 

money supply, interest rate will be reduced in this policy. Thus, when aggregate demand and 

production capacity of the economy is very low it’s better to use of expansionary monetary 

policy. 

Contractionary monetary policy 

Contractionary monetary policy reduces of aggregate demand by decreasing the money 

supply. Interest rate will rise up in this policy. When in inflation situation, it’s better to use 

contractionary monetary policy. 

Monetary policy is targeted at the money supply and demand, such as the total purchasing 

power of the whole society. There are some variable can determine money demand. 

 

 

 

                                                        
6 MISHKIN, F. S. The Economics of Money, Banking, and Financial Markets, 2013. 
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Table 2.3.7 Factor that determine the demand for money 

Variable Change in variable  

Money 

demand 

Interest rate ↑ ↓ 

Income ↑ ↑ 

Wealth ↑ ↑ 

Risk of asset ↑ ↑ 

Inflation risk ↑ ↓ 

Liquidity of asset ↑ ↓ 

Source: MISHKIN, F. S. The Economics of Money, Banking, and Financial Markets. 2013 

 

The use of monetary policy measures: 

 Control over currency issue; 

 Control and regulation of loans to government; 

 Open market operations; 

 Changes in the deposit reserve ratio; 

 Adjusted the discount rate. 

The goal of monetary policy: 

 Price stability; 

 Employment; 

 Economic growth; 

 Balance of Payments. 

 

Fiscal policy and monetary policy are the two important macroeconomic policies. But 

fiscal policy and monetary policy have different function and goals. In order to make 

macro-control to be perfect, combination of these two policies is wisely when using.  
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Fiscal policy and monetary policy are expansionary 

When social lack of demand and economic need stimulate, government will expenditure more, 

decrease tax rate, increases money supply, reduce interest rate.  

 

Fiscal policy and monetary policy are contractionary  

When social lack of supply and price goes up, government will reduces expenditure, rise tax 

rate, reduce money supply and increase interest rate. 

 

Contractionary fiscal policy combines with expansionary monetary policy 

When government expense too much and lack of investment, government will reduce 

government expenditures and rise up tax rate. 

 

Contractionary monetary policy combines with expansionary fiscal policy 

When economy falling and inflation, government will increase government expenditures and 

reduce tax rate to improve economy growth. 

 

Big events process of subprime crisis 

02/April/2007 

The second-largest subprime lender in America: New Century Financial Corp filed for 

bankruptcy protection. 

06/ August /2007  

American Home Mortgage filed for bankruptcy protection. 

09/ August /2007 

The biggest bank of France's BNP Paribas announced that the U.S. subprime involved, most 

global stock index fell. 

12/December/2007 
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United States, Canada, Europe, UK and Switzerland five central banks announced joint to 

rescue the market. 

15/September/2008 

The fourth largest U.S. investment bank Lehman Brothers filed for bankruptcy protection 

25/September/2008 bank of U.S Washington Mutual Inc. bankruptcy 
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3. Beginning of financial crisis 

In view of the fact that in this thesis, we will focus on crisis on 2008 in China. We have to 

explain the source of crisis and how it happened in United State. Since the 1990s, driven by 

the information technology revolution, the U.S. economy has experienced unprecedented 

growth after World War II, and the U.S. capital market is unprecedented prosperity. IT bubble 

burst in 2001, the U.S. economic become recession.  

In order to stimulate the economy, the Fed took the highly expansionary monetary policy. 

After 13 times interest rate cuts, till to June 25, 2003, the Fed lowered the federal funds rate to 

1%. Fed's low interest rate policy leading to a sharp rise in U.S. housing prices. But one of the 

most important reasons is the U.S. Federal Reserve Bank of loose monetary policy, especially 

the low interest rate policy. Under the stimulus of such a policy, the bank issued a large 

number of various forms of housing mortgage loans. Too loose lending conditions led many 

people to buy homes beyond their solvency which makes a sharp increase in mortgage debt. 

 

3.1 The reasons of subprime crisis 

For this crisis, general views are lack of financial regulatory system in U.S. One important 

reason is Neo-liberal economic policies in recent 30 years in U.S. Objectives of Neo-liberal 

economic policies is to reduce government intervention to the economy and society as the 

main economic policy.  

 

There are several phenomena which can indicate the sick of economy. 

Cyclical fluctuations in U.S. macroeconomic development are the deep causes of the 

subprime crisis. 

After experiencing 2000-2001 recessions, the United States has taken a series of measures 
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to stimulate economic growth, these measures prompting the U.S. economy for many years of 

rapid growth. Economic growth provides a favorable macro environment for the U.S. 

subprime mortgage market expansion rapidly. Since 2004, the U.S. economy has entered a 

cycle of decline which brought a chain reaction.  

Liberal market access 

Although subprime mortgages with high risk, but because of the higher yields, a large number 

of subprime mortgage institutions motivated by profit, they reducing the subprime access 

conditions. 

Changes in market interest rates is an important cause of the subprime crisis 

From 2001-2003, the Fed lowered the federal funds rate again and again, and keep the 

federal funds rate at a low level all year long. Low interest rates reduce the lender's interest 

costs, greatly encourage buyers of Americans to buy house, it stimulate the development of 

the U.S. subprime market.  

From the macro point of view, due to the low cost of funds, liquidity was flooded. And then, 

The Fed raised the federal funds rate quickly, a increase in interest rates not only influenced 

by house prices (housing prices continue to decline), but also to a large number of 

low-income level of borrowers who are unable to pay the subprime mortgage loan with 

principal and interest, this make probability of default increased. 

Under the situation of technical limitations and benefits demand, credit rating agency 

can’t rate objectively. 

Because most of investors trust the level of rating by Standard and Poor, Moody’s investor 

service, they bought subprime mortgage bonds confidently. But the truth is, rating level of 

credit rating agency did not reflect the real risks that exist in bonds. Technical limitations and 

benefits demand made rating agency cannot objectively evaluate the risk of loans for 

subprime mortgage bonds. High-risk subprime mortgages inflows to market with low-risk 

cover. 
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Excessive consumption  

Adam Smith once said that consumption is the last destination and purpose of all 

production. In other words, America government courage their people pay the bill by future 

money. Some American economists think that luxury consumption can improve production.  

Income is imbalance in the social relations of distribution.  

In recent 30 years, there is a strange phenomenon in U.S, that is citizens of U.S excessive 

consume in one hand, but in the other hand, gross income of America citizen keeps decreased. 

According to research, the most capital of economic growth is stream to pocket of the riches, 

and poor people still poor or even worse. The result is U.S. income gap between rich and poor 

continues to expand.  

The financial sector is lack of regulation.  

Neo-liberal economic is to cancel financial regulation. According to new federal laws, 

release the financial sectors and promote financial liberalization and financial innovation. 

Hundreds of financial product and excessive consume culture and blind optimism for future 

make bad credit possible.  

The surface of the direct caused by the U.S. subprime mortgage market is the U.S. interest 

rates rise and the housing market continues to cool. Interest rates increased, resulting in the 

repayment pressure, many users have been feeling bad credit repayment pressure, and the 

probability of default occurs, the impact on the recovery of bank lending crisis, many 

countries around the world including China, also have a serious impact. 

 

3.2 Structure of China financial market 

In economics, a financial market is a mechanism that allows people to easily buy and sell 

financial securities, commodities, and other fungible items of value at low transaction costs 

and at prices that reflect the efficient market hypothesis. Financial market structure is the most 
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important element and variable of one national economic development. It’s also an important 

symbol to reflect the level of maturity and level of development of a country's financial 

market. From now days China financial market, we can figure out several basic characteristic 

of China financial market. 

Scale structure is imbalance 

It mainly present as financial native market is stronger than the financial derivatives market. 

In financial native market, the development of capital market is faster than insurance, gold 

and exchange market. Stock market is imbalance with bond market in capital market. 

Irrational spatial distribution structures 

At first, the development of financial market is better in the main city, but worse in 

countryside.  

Secondly, banking zone distribution is gather on the eastern part which around the sea. It 

gather more than 60% of banking assets in this area, the most banking assets is in Guangdong 

province, and then is Beijing and Shanghai. 

Third, Securities industry is trend to south-eastern part of China. 

Behavior of structures 

Capital market, currency market and insurance market are three most important component 

part of financial market. However, because the different in expected return rate, the high 

return market expand rapidly in a short term but the capital will retreat when government 

regulate it, and this will lead to market shrink rapidly. This kind of unstable condition 

increased the potential risk of financial market. 

 

3.3 Structure problems in China economic 

The Chinese government is faced with the dual tasks of crisis management and structure 

adjustment. If people said that crisis was overcome successfully, the same is difficult to say 

app:ds:characyeristic
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for structure adjustment. In order to achieved sustainable growth and improve the welfare of 

China, growth should not be achieved at the expense of structure adjustment. 

 

Structure problems of China are as follow: 

 External dependency; 

 High investment rate; 

 Environment pollution; 

 Energy; 

 Income distribution gap between the rich and poor. 

If China do not fixed these structure problems, China economic growth will be like “W” 

shaped. In order to solve these problems, China should improve more reform. In the other 

hand, subprime crisis also was a good opportunity to speed up structure reform in China.  

These reforms include as follow: 

 China government control energy and water. But now government liberalized prices of 

energy, water, electricity. Allow market demand and supply to decide the prices; 

 Lower the limitation of enter health, education, finance sectors. Fair competition should 

be exit in these sectors. Anti-monopoly laws; 

 Liberalized control on interest rate and transfer to flexible exchange rate regime; 

 Closed pollution and illegal companies; 

 A powerful policy should be issued to amend the big different gap between the rich and 

poor, between city and rural. 

When crisis came, China government made a fiscal stimulus package (we will discuss in 

chapter 4), and it caused investment rate increased rapidly. It means in the future, China will 

face serious overcapacity. Before the crisis, export absorbed a huge amount of the 

overcapacity. If growth rate of household consumption can’t increase in the future, fixed asset 

investment must burden of absorb the overcapacity. If happened, the legend of China 
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economic will be finished.  

In short period, China has ability to keep their economic growth over 8% for next year. But 

the problem is the sustainable growth of long-term structure.  

After the subprime crisis, China will face serious overcapacity. Before crisis happened, 

exports growth absorbed a huge amount of overcapacity. But in the future, if the growth rate 

of consumption decreases, investment will bear greater burden of absorbing capacity. And 

then miracle of China economy will be finished if this happened. 
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4 Impact of financial crisis 

There is some important analysis of financial indicators in this chapter, through analysis 

these factors we can learn more about how subprime crisis affected China economic and 

figure out what’s the different between during crisis and before crisis. We can learn China 

economic through GDP, inflation rate, unemployment rate, banking sector, stock index and 

fiscal policy. 

4.1 GDP 

Table 4.1 GDP growth rate and growth rate per capita 

Years 

GDP(Hundred 

million yuan) Growth rate (%) 

GDP per 

capita (yuan) 

GDP growth rate 

per capita 

2000 99,214.55 8.40% 7,857.68 7.60% 

2001 109,655.17 8.30% 8,621.71 7.50% 

2002 120,332.69 9.10% 9,398.05 8.40% 

2003 135,822.76 10.0% 10,541.97 9.30% 

2004 159,878.34 10.10% 12,335.58 9.40% 

2005 184,937.37 11.30% 14,185.36 10.70% 

2006 216,314.43 12.70% 16,499.70 12.0% 

2007 265,810.31 14.20% 20,169.46 13.60% 

2008 314,045.43 9.60% 23,707.71 9.10% 

2009 340,902.81 9.20% 25,607.53 8.60% 

2010 401,512.80 10.30% 30,015.05 9.0% 

2011 473,104.05 9.20% 35,197.79 8.90% 

2012 519,470.10 7.80% 38,459.47 8.40% 

Source: http://wenku.baidu.com/view/8ed95b886529647d272852d0.html 

 

 

 

 

http://wenku.baidu.com/view/8ed95b886529647d272852d0.html
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Figure 4.1 GDP growth rate and growth rate per capita 

 

Source: Based on table 4.1 

As we can see the chart above, from 2004 to 2007, the growth rate of GDP in China raise 

up rapidly, that’s why we said China is one of the biggest financial market or important trade 

partner in the world. Unfortunately, from 2008 to 2009, in these two years, we could saw that 

growth rate of GDP was decrease obviously. The most direct reason caused down probably 

was subprime crisis affect China economic. The detail reasons must be various or connected 

with crisis; it can be foreign exchange loss, export, and unemployment and so on.  

 

Table 4.2 GDP growth rate between China, U.S, Japan 

Years GDP of CN Growth rate(CN) GDP of U.S Growth rate(U.S) GDP of JP Growth rate(JP)

2000 10833.18 8.40% 98170 5.90% 46674.5 6.80%

2001 11983.89 8.30% 101280 3.20% 40954.8 -12.30%

2002 14538.20 9.10% 104700 3.40% 39183.3 -4.30%

2003 16409.66 10.0% 109610 4.70% 42291 7.90%

2004 19315.97 10.10% 116860 6.60% 46059.4 8.90%

2005 22343.53 11.30% 124220 6.30% 45521.9 -1.20%

2006 26801.44 12.70% 133989.3 7.90% 43625.8 -4.20%

2007 34021.54 14.20% 140618 4.90% 43779.6 4.00%

2008 43025.81 9.60% 143690.8 2.20% 48869.5 11.60%

2009 49963.81 9.20% 141190.5 -1.70% 50329.8 3.00%

2010 59847.07 10.30% 146578 3.80% 54588.7 8.50%

2011 74970.43 9.20% 159241.8 1.70% 59742.97 9.40%

Currency in hundred millions dollars

 

Source: http://www.8pu.com/GDP/ 

 

http://www.8pu.com/GDP/
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Figure 4.2 GDP growth rate between China, U.S, Japan 

 

Source: Based on Table 4.2 

In this chart, it compare three powerful economic countries in the world, they are China, 

U.S, and Japan. America is the strongest economic country in the world, and Japan is used to 

be the strongest economic country in Asia, that’s why make comparison between this two 

countries.  

We can saw how China GDP improved in recent decade compare with others countries. 

There is no doubt that U.S is the strongest and powerful economic country in the world right 

now, and the other important country Japan was the second powerful economies in past few 

years, but it has instead by China in now days. We can see the chart clearly that China keep 

their increase rate of GDP over 8% after 21 century, and it achieve the highest point in 2007 

which is 14.2%, compare with others two countries in same years, U.S had 4.9% increase rate 

of GDP, and Japan was 4%. So in 2007, U.S had similar rate to Japan, 4%. But China had 3.5 

time bigger increase rate than these powerful countries. This is just from the increase speed 

of GDP point of views.  

Compare with total GDP, China still fall behind U.S with large gap, but the other 

information was that China had has beyond Japan after 2010, which means China had become 

the second biggest economic country after 2010.  
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When subprime crisis happened, the economic growth rate were falling down in every 

countries, China is also no exception, but if we see the chart carefully, we can figure out that 

even if crisis come, China still got GDP over 8% when it decreased. U.S was negative 1.7%, 

Japan was 3%. What we can see is that China government used efficient monetary policy and 

fiscal policy to response crisis in good way. In that time, China government said that they had 

confidence to kept GDP increased about 8%, they did it as well. GDP is the most important 

indicator for each country economic measurement, America and Japan is the strongest 

economic countries in the world, so it’s important to compare them with China.  

Figure 4.3 Rank shifts in GDP from 2010 to 2020 

 

Resource: http://www.china-mike.com/facts-about-china/economy-investment-business-statistics/ 

This graph is about world rank in GDP. As we mentioned about, China exceed Japan and 

become the second largest economic country in 2010, from this graphic, China will exceed 

U.S and become the biggest economic country until 2020. Japan will exceed by India until 

2020. From this information, we can suggest that China is a huge potential financial market. 

 

 

 

http://www.china-mike.com/facts-about-china/economy-investment-business-statistics/
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4.2 Inflation 

This part features an overview of the historic Chinese inflation: CPI China. The inflation 

rate is based upon the consumer price index (CPI). Two overviews are being presented 

 The annual inflation by year for China - comparing the December CPI to the December 

CPI of the year before 

 The average inflation by year for China - the average of 12 monthly inflation rates of a 

calendar year 

Table 4.3 Historic inflation China (CPI)-by year 

 

Source:http://www.inflation.eu/inflation-rates/china/historic-inflation/cpi-inflation-china.aspx 

The Table 4.3 was CPI of China from 1994 to 2013. In 1994, inflation rate of China was 

25.5%, which was the highest year, it’s totally different from the others yeas. In order to find 

out the secret in this year, we need to know what happened in China in 1994.  

Since the early 1990s, China economic growth well, but one reason is that we called 

“reform and opening up”. In that time, China was making Pricing Reform. The main price of 

agricultural products and petroleum and coal production prices have increased significantly. 

This is unreasonable for a planned economy to adjust pricing, but the company's production 

costs improved objective. Subsequently, the central and the introduction of the tax reform and 
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unification of exchange rates, as well as state organizations and institutions of the wage 

reform, enterprise reforms, which have increased the cost burden of all kinds of enterprises, 

ultimately resulting in rising prices. 

From investment point of views, China investment structure was unreasonable: agricultures 

investment decreased every year but increased in industry. Investment in industry over 

agricultures caused oversupply, especially in cars. At the same time, serious losses of 

state-owned enterprises, by the end of 1994, loss was more than 40%. Because state owned 

enterprises loss too much, government income decreased but with large expenditure, this lead 

to deficit at last. Since the deficit is getting worse, the government is not a lot to bank 

overdrafts, is a lot issue bonds, whatever they do, will contribute to a lot of currency, causing 

inflation. 

As we can see from the Table 4.3, data of CPI in 2008 and 2009 are near average 1.48, 

these two are the lowest point of CPI data from 1994 to 2013. The reason is that hikes and 

overcapacity contradiction affecting lower annual CPI in 2009, by the international financial 

crisis and the domestic economic impact of callback, CPI accelerated decline. That is, even in 

2009, even if there are no changes of new factor price, the overall price level will also still 

drop by 1.2%.  

International and domestic economic and market environment inhibit CPI go increased in 

2009. From international point of view, China was impacted by the U.S. financial crisis on the 

real economy which dropped foreign demand of China. From Domestic point of view, the 

international financial crisis and the domestic economic impact cyclical correction, China's 

economic growth rate to fall.  

The second reason is that residential prices went down sharply also caused the downward 

CPI. Affect residential prices fell sharply mainly due to the decline in international crude oil 

prices since the third quarter of 2008.  

The other reason is that downward pressure on consumer prices made greater inhibition of 
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CPI prices. Food prices in the domestic agricultural yield for six consecutive years, the 

international market prices come down significantly made food price difficult to rise. In the 

non-food prices, China oversupply in the market structure. Foreign demand dropped caused 

the imbalance between supply and demand of industrial consumer goods.  

The last reason is that the actual flow of huge amounts of money scattered upward pressure 

on CPI. China made currency loans increased by nearly 10 trillion yuan in 2009 which 

reaching a new record. The amount of money didn’t go into the real economy, but entered into 

the capital market or the inter-bank lending. So, the impact of excess liquidity of the amount 

of money has not been passed to the consumer sector in 2009. The impact of driving prices up 

was limited, but it would make the price rise with potential pressure. 

These reasons all together lead to CPI in 2008 and 2009 become the lowest point when 

China suffered the crisis.  

 Figure 4.4 – historic CPI inflation China (yearly basis) – full term 

 

Source:http://www.inflation.eu/inflation-rates/china/historic-inflation/cpi-inflation-china.aspx 

 

4.3 Unemployment rate 

When talking about unemployment rate of China, China is totally different from western 

countries. China does not publish statistics and international investigations unemployment 

statistics and published only registered urban unemployment rate. The table below shows 

registered urban unemployment rate in China from 2000 to 2012. 
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Table 4.4 Registered urban unemployment rate of China from 2000 to 2012 

Years 

Unemployment 

rate (%) 

2000 3.1 

2001 3.6 

2002 4 

2003 4.3 

2004 4.2 

2005 4.2 

2006 4.1 

2007 4 

2008 4.2 

2009 4.3 

2010 4.1 

2011 4.1 

2012 4.1 

Source: 

http://wenku.baidu.com/link?url=wIQtIOOyXSppYCSS89QPpXgAhXy6wG1P0WJpPdtKruCc3H4PEmD

ZgN9hp537xx6Gy9c-1rauqG3coRzEaRZ4FGMIMumsUpCMTnMNLxngWFe 

 

Figure 4.5 Unemployment rate 

 

Source: Based on table 4.4 

However, some scholars have estimated that China's real unemployment rate is much 

higher than the official registered unemployment, minimum estimated is 8%, and maximum is 

http://wenku.baidu.com/link?url=wIQtIOOyXSppYCSS89QPpXgAhXy6wG1P0WJpPdtKruCc3H4PEmDZgN9hp537xx6Gy9c-1rauqG3coRzEaRZ4FGMIMumsUpCMTnMNLxngWFe
http://wenku.baidu.com/link?url=wIQtIOOyXSppYCSS89QPpXgAhXy6wG1P0WJpPdtKruCc3H4PEmDZgN9hp537xx6Gy9c-1rauqG3coRzEaRZ4FGMIMumsUpCMTnMNLxngWFe
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near 20%.  

A research of Southwestern University of Finance published a document in December 2012 

shows that the number of unemployed urban in China more than 2,770 people in 2011. 

Eastern, central and western unemployment rate was 6.9%, 8.3% and 14.1%. The highest 

unemployment rate is the western region. This may be the first time that Chinese folk survey 

on unemployment rate and the Chinese government had not announced the investigation in 

unemployment rate before. 

Actually, The Chinese Academy of Social Sciences (CASS)
7
 said that registered urban 

unemployment rate had achieved 9.4%, twice larger than official data; it had exceed 7% of 

international warning line. But just stay calm and think, under financial crisis, it’s impossible 

to have unemployment rate just 4%. There are hundreds and thousands companies collapsed 

in 2008, the number from CASS is more convincing than official data. Since 1996, CASS said 

that the real unemployment rate was over 8%, and till to 2002, this number increased to 14%. 

The unemployment data from CASS was always higher than official numbers.  

There are two unemployment rates in China, one is registered urban unemployment rate 

that we have mentioned about, and the other one is survey unemployment. Registered urban 

unemployment have little coverage indicator, and also by human control. It doesn’t include: 

laid-off workers, foreign population, people who doesn’t register or no right to register are 

regard as employment, and unemployment population from rural areas.  

Survey unemployment is following the international rule to get data of unemployment rate. 

But this isn’t published officially.  

Obviously, registered urban unemployment was limited by various rules in one side, on the 

other hand, Employment service system and social contribution system still exist loophole, 

moreover, the way of register for employment and unemployment still imperfect, so China 

have real unemployment rate higher than official rate generally.  

                                                        
7 Chinese Academy of Social Sciences (CASS) is highest academic institution and comprehensive philosophy of social 

science research center. The goal is to carry out a creative way to explore the theory and policy research. 
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From the 2007 U.S. subprime crisis developed from the global financial crisis, mass 

unemployment and wage cuts caused consumer spending is shrinking. When the financial 

crisis affecting Europe and Japan and other major economies, the Chinese export-oriented 

enterprises orders dropped sharply, and therefore, in the case of enterprise operational 

difficulties encountered, many of the brunt of migrant workers has lost their jobs. Hard 

situation makes enterprise to reduce or delay the recruitment program, which also resulted in 

the deterioration of the employment situation of college students. Overall, migrant workers 

and college students become two groups of employment difficulties. 

 

4.4 Banking industry 

The big four 

The big four means that there are four biggest commercial banks in China, all of them are 

state-owned commercial banks. Thus, they are very powerful and profitability in China bank 

industry. 

The Industrial & Commerce Bank of China (ICBC) is the largest bank in China by total 

assets, total employees and total customers. ICBC differentiates itself from the other State 

Owned Commercial Banks by being 2nd in foreign exchange business and 1st in RMB 

clearing business.  

Table 4.5 ICBC 

 

Source: http://www.aastocks.com/en/Stock/CompanyFundamental.aspx?CFType=7&symbol=01398 

http://www.aastocks.com/en/Stock/CompanyFundamental.aspx?CFType=7&symbol=01398
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The Bank of China (BOC) specializes in foreign-exchange transactions and trade finance. 

The USD2.8 billion offering was over-subscribed by 7.5 times. The deal was a significant 

move in the reform of China’s banking industry. 

Table 4.6 BOC 

 

Source: http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=03988 

 

The China Construction Bank (CCB) specializes in medium to long-term credit for long 

term specialized projects, such as infrastructure projects and urban housing development.  

 

Table 4.7 CCB 

 

Source: http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=00939 

 

The Agriculture Bank of China (ABC) specializes in providing financing to China's 

agricultural sector and offers wholesale and retail banking services to farmers, township and 

village enterprises (TVEs) and other rural institutions. 

 

http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=03988
http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=00939
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Table 4.8 ABC 

 

Source: http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=01288 

Europe's financial crisis, the real economy and real estate out of the problems first, and then 

through the financial system to be enlarged, eventually evolved into a full-blown crisis. 

Problems of China are the impact of the global financial crisis on the real economy, and then 

spread to financial institutions and financial markets. Specifically, the global financial crisis 

effect on China’s major banks has had a profound impact on the four transmission channels. 

First, subprime mortgage crisis triggered the financial crisis; the deterioration of the 

external environment makes the development of China's financial sector. China financial 

market has had connected to global market, which means we bear the risks and costs arising 

from global economic integration.  

Second, under the financial crisis, China's real economy has been effects, such as some 

companies collapsed, performance decline, and a serious decline in debt service capacity, 

which may cause higher rates of banks' bad assets.  

Third, because crisis, the ability of consumption of western countries reduced, China 

exports less, imports and exports of enterprises affected by the results. The bank's loans to 

these companies may become bad debts, doubtful. At last are foreign institutional investors to 

sell stock in Chinese bank. 

According to the Table from 4.5 to Table 4.8 of The big four, banks in China did not suffer 

too much losses in the financial crisis, the four banks we mentioned above had hold U.S. real 

estate subprime assets and also dangerous assets of Lehman Brothers bonds, due to the risk of 

http://www.aastocks.com/en/stock/CompanyFundamental.aspx?CFType=7&symbol=01288
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the assets above proportion of total bank assets which are about one ten thousandth, so a 

direct impact on the U.S. subprime mortgage crisis on China's banking sector is not so serious 

as we imagine.  

The shareholding system reform of state-owned commercial banks started in 2003, it 

increasing the operating level and risk-resisting ability of banking institutions effectively, it is 

also the reason that why banks sector in China can against financial crisis effectively. As we 

can see from the above table, capital adequacy ratios of four banks are around 10% to 13%, 

these numbers are all over 8%
8
, which means these banks have enough ability to cover the 

risk during financial crisis.  

Actually, banks in China are not completely independence, China government control them 

and make them loss less when crisis come. As mentioned, these banks are state-owned by 

government, so that’s why government tries to avoid losses on these banks. 

 

4.5 Stock index 

As mentioned SSE Composite Index in chapter 2, this index is similar to NASDAQ in 

America; the only different is SSE Composite Index only list companies in China. Stock 

index is also an important indicator to measure financial crisis, therefore, trend of stock 

should be focus on. 

 

 

 

 

 

 

                                                        
8 Basel Accord required the capital adequacy rate of bank sector should be 8% to cover the risk. 
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Table 4.9 SSE Composite Index from 2007 to 2008 

 

Source: http://q.stock.sohu.com/zs/000001/lshq.shtml 

Table 4.9 shows the stock index during subprime crisis, through analysis the different of 

stock trend of one nation, the economic situation is clearly known. As we can see the price 

change ratio, we could figure out that most of price of stock decreased, the highest price is 

6124.04 in October 2007, and then stock price falling down monthly, the reason is the wave of 

subprime crisis.  

 

 

 

 

 

 

http://q.stock.sohu.com/zs/000001/lshq.shtml
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Figure 4.6 Trend of stock price in SSE during crisis. 

 

Source: Based on table 4.9 

 

Figure 4.7 Price change ratio from 2007 to 2008 

 

Source: Based on table 4.9 

Through Figure 4.6, we can see the changes of stock price obviously and directly. Before 

crisis happened and become worse, stock price of China market is alomost positive. But when 

crisis come, stock price is obviously falling down and below zero. In crisis year, we can see 

stock price rise and down again and again, but most of them still below zero when price went 

up. Through the analysis, China stock market was seriously effected by subprime crisis. 
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Table 4.10 SSE Composite Index from 2013 to 2014 

 

Source: http://q.stock.sohu.com/zs/000001/lshq.shtml 

 

Figure 4.8 Trend of stock price in SSE after crisis 

 

Source: Based on table 4.10 

 

 

 

 

 

 

 

http://q.stock.sohu.com/zs/000001/lshq.shtml
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Figure 4.9 Price change ratio from 2013 to 2014 

 

Source: Based on table 4.10 

SSE index trend was known according to Table 4.10. We can figure that compare stock 

price in nowadays with crisis, stock price is more stable than happened in crisis. But there was 

a big gap in June 2013; the reason is that China was shortage with money. But maybe this is 

not a bad news, for stock market, if stock price falls down; it may expect to rise up in future. 

And from Figure 4.9, we can easily figure out that stock price rebound back like “V” shaped, 

because this short of money is temporary. 

 

Figure 4.10 K-line of stock price in financial crisis 

 

Source: http://q.stock.sohu.com/zs/000001/index.shtml 

http://q.stock.sohu.com/zs/000001/index.shtml
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Figure 4.11 K-line of stock price after financial crisis 

 

Source: http://q.stock.sohu.com/zs/000001/index.shtml 

As we can see K-line from Figure 4.10 to 4.11, these two figure shows stock price changes 

when in crisis and after crisis in China. According to Figure 4.10, stock price of China started 

to increased very fast from year 2006, till the end of October 2007, stock price achieved the 

highest point than previous years, affected by financial storm of America, China’s stock price 

started to decrease after October 2007, stock price continued to decline for whole year in 2008. 

At the end of 2008, economic just started to revive slowly, even from 2009 to 2010, the 

effective of crisis still exist, but economic revived slowly. As we can see the Figure 4.11, 

stock price of China started to rise up, but the highest price just around 3400 unit, compare 

with the number before crisis, we can figure out that highest stock price after crisis just one 

half of before.  

Financial indicators can also the important factors reflect rating, and then we will discuss the 

change of rating in different period time. 

 

 

 

 

 

 

 

 

http://q.stock.sohu.com/zs/000001/index.shtml
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Table 4.12 Sovereigns rating list during subprime crisis 

 

Source: http://countryeconomy.com/ratings 

 

Table 4.11 Sovereigns rating list after subprime crisis 

 

Source: http://countryeconomy.com/ratings 

 

Table 4.13 Sovereigns rating list 

 

Source: http://countryeconomy.com/ratings 

http://countryeconomy.com/ratings
http://countryeconomy.com/ratings
http://countryeconomy.com/ratings
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Compare Table 4.11 with 4.12 base on Table 4.13, we can figure out that China, Japan were 

increased rating level after crisis, because both of them relieve the impact of crisis. Others 

countries like Germany, U.K, Czech Republic, they are developed countries. As we can see 

from the Table 4.11 from 4.12, the rating levels of these countries were stable. And America 

was the source of crisis, it suffer more loss than other countries, so the rating level went 

down. 

4.6 Expansionary fiscal policy 

When the global slowdown became apparent, the Chinese government made policy quickly. 

In November 2008, the government started to implement a stimulus package to save China 

economic. The PBOC also made an expansionary monetary policy at the same time. 

China government issued a 4 trillion yuan (about $580 billion) stimulus package for next 

two years. China’s GDP was 31 trillion yuan in 2008. This package is 14% of GDP. 

According to the National Development and Reform Commission (NDRC), this plan can 

cause rise in GDP about 1% from 2009 to 2010. Central government of China made 

provincial government to raise capital to launch their own stimulus package. The total amount 

of planned announced at 18 trillion yuan by local government.  

Table 4.14 Breakdown of the 4 Trillion yuan stimulus package 

Stimulus package 

Billion 

yuan 

Construction of houses for low income urban households 280 

Increased spending on rural infrastructure and boosting rural 

incomes 370 

Expenditures in transportation network construction 1800 

Increased investment in medical services, culture and 

education 40 

Increased spending on ecological protection 350 

Technical innovation and economic restructuring 160 
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Sichuan post-earthquake reconstruction 1000 

Total 4000 

Source：NDRC 

 

Figure 4.12 the structure of China’s stimulus package 

 

Source: NDRC based on table 4.8 

The structure of China’s stimulus package is made due to table 4.14. It’s obvious that most 

of money has been spent on infrastructure such as airport, highways and so on. Earthquake 

reconstruction was followed behind.  

The sources of financing of stimulus package 

 The central government would finance one-quarter of the 4 trillion packages in form of 

directly grants and interest subsidies. In this situation, Ministry of Finance will inject 

whole money 

 China Government issued government bonds to cover government budget deficit 

 Government issued bonds on behalf of local governments to fill the shortage in financing 

local project 

 Local government finance capital from bank loans, it will be an important way of funds 

Government knows that China economic was overcapacity, that’s why China government 

investment in the stimulus package is focus on infrastructure, rather than new factories to 
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increased manufacturing capacity. But there are three problems with this method.  

At first, level of infrastructure in China is beyond the others developing countries. Though 

we need more infrastructures, it may be waste in general. The future return of this kind of 

investment may be not expected. Second, more resource should be contribute to providing 

public goods. Third, public expenditure is benefit for investment and development for 

small-medium companies. Unfortunately, investment and these small-medium companies 

benefit less through this spending.  

The economic stimulus package has achieved success: the steady rise of the domestic 

economy in 2009, annual economic growth rate is more than 8%, showing a significant "V" 

shaped rebound curve, and stimulating the market demand quickly. China becomes the 

world's fastest growing economy country. If fiscal policy response to the economic crisis, in 

general there are two stages, one is the macroeconomic need to stimulate growth, and next 

step is industrial structure adjustment stage of looking for a new direction. 

 

4.7 Expansionary monetary policy 

Financial situation of China are different from U.S or Europe in the subprime crisis. China 

just finished an overhaul of our banking system by writing off non-performing loan and 

providing capital injection. Money multiplier in China was not fallen as funny as in U.S. So, 

increase in liquidity translated into fast increase in bank credit. 

The most important reason of the increase in credit and money supply is that PBOC’s 

expansionary monetary policy. The PBOC has sold a huge amount of bills to cover excess 

liquidity. At the last quarter of 2008, the PBOC has almost stopped selling bills. The liquidity 

covers the inter-bank money market and made interest rate lower than the interest on deposit 

with commercial bank in the same time. This is “flour being more expensive than bread”. 

If commercial banks were allowed to make decisions that were based on economic point of 
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views, credits and money supply would not increase so fast. In fact, excess liquidity has 

entered the stock and real estate market. Big gap between M2 and nominal GDP means a 

large inflation pressures in the future. Consideration of M2/GDP ratio it’s around 180 percent, 

is the highest in the world, the potential consequences of loose monetary policy are very 

worrying indeed. 

Instrument of monetary policy during crisis: 

 Reduced interest rate; 

 Reduced ratio of deposit reserve; 

 Open market operation; 

 Depreciation of CNY. 

 

4.8 Nowadays China situation and future forecast 

Since China had overcome the financial crisis, economic situation after crisis should be 

known to test the policy is useful or not, also estimate did government decisions in crisis will 

bring bad influence in future.  

4.8.1 Nowadays situation of China 

China's nowadays situation may have four basic characteristics. 

First, economic is powerful. China is the world's second largest economy, accounted for 

over 10% of global GDP. Second, the low per capita income levels, from GNI per capita point 

of view, China ranks after 100 in the world. Third, the fast growth, over the past 30 years, 

China maintained a high growth rate of nearly 10%. Affected by the European debt crisis in 

2012, the trend of China economic is clearly decreased, But remained slightly above the 7.5% 

growth rate, not only significantly higher than the rate of economic growth in developed 

countries, but also significantly higher than other emerging economies. Fourth, the 

development is highly unbalanced. GDP per capita is lower than average level in international, 
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GDP per capita in China is Disproportionate with total GDP. It seems that GDP of China 

growth very fast, but Chinese still as poor as several years ago. 

Above all, nowadays situation of China still keep economic increased but with little bad 

effective. China now has advantages in potential domestic market, strong social productivity, 

and technological innovation capacity, economic trends good. In the other side, China 

development is still unbalanced, uncoordinated and unsustainable. Enterprise’ Production and 

operating costs rise and lack of innovative capacity problems both exist, contradiction 

between economic development and environmental resources are still outstanding. 

4.8.2 Future forecast  

If go deep in China economic for forecast, the most important thing needs to know is that 

the 3rd Plenary Session of 18th CPC Central Committee.  

The 3rd Plenary Session of 18th CPC Central Committee was held at 9th November 2013. 

This meeting is very important for China, because there are a lot of reforms involved in all 

aspects; this meeting breaks the most reform in China history record. If we want to know 

nowadays and future situation of China economic, it’s necessary to learn reform of the 3rd 

Plenary Session of 18th CPC Central Committee. 

Main points of the reform 

To keep and improve the basic economic system enhance the vitality of the state-owned 

sector of the economy and its capacity to leverage and influence the economy and 

Development in the non-public sector will be encouraged which will in turn stimulate vitality 

and creativity in the whole economy. 

Speed up the improvement of modern market system improves the market price mechanism. 

Speed up the transformation of government functions establishes a law-based and 

service-oriented government. 

Deepen the reform of fiscal and tax system improve related legislation, ascertain 

government bodies' responsibilities, reform the taxation system, stabilize tax burden, ensure 
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budgeting is transparent and efficiency improved. 

Build a new open economic system relax investment access and speed up construction of 

free trade zones. 

Strengthen the restriction and supervision system of power operation improve the 

establishment of a system of combating corruption through both punishment and prevention, 

promote political integrity and see to it that officials are honest, the government is clean, and 

political integrity is upheld. 

Accelerate reform and innovation in social sectors deepen overall education reform, 

improve the institutions and mechanisms of employment and starting business, build a fairer 

and more sustainable social welfare system, deepen reform of the medical and health system. 

The CPC must strengthen and improve its leadership in comprehensively deepening reform 

The Communist Party of China (CPC) will set up a central leading team for "comprehensively 

deepening reform. 

 

Main points of China's economic forecast 

The first one is GDP of China will stay around 7% or 7.5%. This means economic growth 

slowed in the future, but main goal is for economic structure reform. Considered investment, 

consumption and export, exports affected by the global economic rebound, export will rise but 

not too much. Crisis effective still exist, investment will not expected to rise up, and citizens 

still consume less because of fear of crisis. 

The second is loose fiscal policy and tight monetary policy. 2014 was the first year of 

comprehensive deepening reform. Therefore, the fiscal policy is expected positive in future. 

How to manage a huge amount of capital inflow into real economic is also the main task for 

government in future, China got too much currency, if loose monetary policy will cause 

inflation problems. 

The third is no further significant appreciation of the CNY. In the past several years, there is 
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significant appreciation of the CNY against the U.S. dollar. The reason is China's current 

account surplus decrease. In the next few years, the current account surplus will stabilize at 

around 2%. 

The forth is inflation is controllable. According to PBOC forecast, CPI is expected to rise 

about 3.3% in 2014, each quarter growth of 3.3%, 3.4%, 2.9% and 2.7%. Main reasons are 

food price and prices of electric, water, energy rise. According to the 3rd Plenary Session, 

government will not control public products, prices decide by market. So, there is low 

probability of inflation in future of China. 

The fifth is financial market reforms deepen. China's financial market reform made real 

breakthrough in 2013. Liberalization of the CNY loan interest rate controls in July 2013. At 

present, China's money market interest rates, the bond market interest rates, foreign currency 

deposit and lending rates has been achieved market. So the only problem left is interest rate 

market reform. 

 

Summary 

When the financial crisis affected China economic, China government changed their goals 

of macro-control. So the macro goal in crisis was maintain economic development of China 

stable and rapid, controlling price stability as well. In order to cover the crisis, China 

government proposed to implement the positive fiscal policy and loose monetary policy, and 

then, for further expansion of domestic demand and promote economic growth stable and 

rapid, China Government Issue 4 trillion stimulus package plan to expand domestic demand, 

half of this money were used to infrastructure such as airport, highway, school. The second 

use is for restructure of earth-quake, as widely know that there was a huge severe disaster in 

2008. So rebuild of earth-quake was also the main goal for China government. China also 

focus on industrial restructuring, the industrial restructure is totally restructure, including car 

industry, steel industry, shipping industry, petrol industry, light industry, electronic industry, 

logistics industry and so on.  
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After crisis, global economic recovery is weakening within inflation. Commodity prices 

increased to fast is the problem to China economic, thus China government considered 

stability of prices is the main task for this stage. Government also increased reserve ratio six 

times. Because of a huge amount of money circulation during stimulus package, the main task 

for China government in 2011 was control inflation.  

China didn’t suffer losses as America and Europe did. China didn’t suffer so much loss 

because government. China financial market system is different with western system, China 

government control central bank, make and decide economic policy, then solve crisis through 

macro-control. But the most important thing to reduce the loss is that China is on the phase of 

reform. Before crisis happened, China government had already tried to reform economic 

structure and improve it. When facing the crisis, China government react fast and published a 

series of economic stimulus plan to save the market. The most successful plan is 4 trillion 

stimulus packages. Because of this plan, China stimulating domestic demand, push 

investment went up to make economic revive. In some meaning, stimulus package create 

China economic miracle.  

All in all, it’s because of the special economic system in China, the reason is that 

development of banking industry is imperfect, not like America and Europe. Industrial and 

infrastructure is still not perfect also, require more capital investment. 
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5 Conclusion 

The reason of China effected by crisis was China become a part of global economic. Since 

China joined into WTO in 2003, China deeply connected with global economic. There is no 

doubt that China is one of the beneficiaries of economic globalization and trade liberalization. 

To be a member of economic globalization, risk and profit are always together. The subprime 

crisis is a good example.  

From historic information point of view, financial market of China didn’t suffer so much 

loss as western countries. Through this crisis, no matter America market or European market, 

they suffer more painful than China did. In America, some huge financial institution went into 

bankrupt such as New Century Financial Corp and Lehman Brothers, then Europe busy with 

European debt crisis.  

The goal of this thesis was to analysis the ability of China to respond to the financial crisis, 

because China is the second largest economy in the world, it’s necessary to know how it can 

overcome the crisis. 

We know function of financial indicators from the chapter 2, based on introduction of these 

indicators, we will know how these indicators works in chapter 4, through these indicators, 

data and result is directly and obviously, thus we can see the problem that China facing when 

crisis comes. Chapter 3 describe the beginning of subprime crisis, it explain the source of the 

crisis, the procedure of the crisis and reason as well. Based on the background of crisis, we 

can learn how it impact on China. 
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Annex 1 

How the money of mortgage move 
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Annex 2 

The procedure of subprime mortgage crisis. 
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Annex 3 

Subprime losses 

 

Source: Inside mortgage finance 


