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Ouline of the presentation

= Some features of Chinese business cycle

= Correlation of Chinese business cycle with other
countries’ cycles

= Channels of influence

= What happens to the rest of us if/when China
rebalances?

= Financial opening up
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Cycle? What cycle?

China, quarterly real GDP

2007 = 100, seasonally adjusted
250

200 _~

150 /

Global financial
crisis g/
100

50 //

C

2000 2005 2010 2015

Source: China National Bureau of Statistics and BOFIT.

20.5.2016 likka Korhonen Suomen Pankki — Finlands Bank — Bank of Finland



20.5.2016

16
14
12
10

o N OB~ OO

OK, maybe there is a cycle?
China real GDP
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Fidrmuc and Korhonen (2016). Meta-Analysis
of Chinese Business Cycle Correlation

We collected all in all 43 Chinese and 31 English
language papers between 2000 and 2013

The Chinese-language papers were collected from &
M (CNKI, www.cnki.net), which is the largest
publication database online in China (% &%)
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English-language papers were searched in Google
Scholar, IDEAS and ScienceDirect

All papers report correlation coefficient(s) of something
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Metaregressions

= We use Fisher transformation of the reported
correlation coefficients as the dependent variable
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= Country dummies p; tell the average correlation
coefficient for country i, controlling for K factors (e.qg.
publication year, variable, methodology, sample size,
frequency, author affiliation, journal or not) in
publication |
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Country correlations (GDP) from
metaregressions
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What happens to ”us” (i.e. world outside
China) if China’s growth slows down and/or
rebalances?
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Source: CEIC, Macrobond.
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Two scenarios — Trade in value-added
and input-output table data used

Hard landing=share of consumption in GDP +5 pp
Rebalancing=share of consumption +1 pp and 5% GDP growth

Output Imports
Total Total
Agriculture Agriculture
Mining Mining

Manufacturing Manufacturing

Construction & utilities

Construction & utilities

Business services Business services

Other services Other services

”rﬂfflf
iy

-10 -5 0 5 10 -4 -2 0 2 4 6

O Hard landing B Gradual rebalancing O Hard landing B Gradual rebalancing

Source: Simola (2015)
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Change in output in different regions of

the world
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What about finance channel?

45
VIX Black Monday,
40 hanghai
rashes
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What happened to OECD countries’
International investment positions when they
liberalized?
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Sources: Lane ja Milesi-Ferretti (2013), Kaminsky and Schmukler (2003) and own calculations
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What happened to emerging markets’
International investment positions when they
liberalized?
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World wants Chinese assets, especially
Chinese debt assets?
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Concluding remarks

= China’s business cycle is correlated with other
countries, especially the US and Asian countries

= China’s rebalancing will mean different things for
different countries and sectors, but as long as China
keeps on growing, everyone will be better off

= Even hard landing would not mean a catastrophe, if
one looks only at the trade channel

= However, some type of financial contagion from
China to the rest of the world is a real possibility
already now, and financial linkages are only set to
Increase
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Graphs by country
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Business Cycle Correlation
All Observations
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