CARNEGIE
ENDOWMENT FOR
INTERNATIONAL PEACE BRIEF

AVOIDING THE FALL: CHINA'S ECONOMIC RESTRUCTURING ABOUT THE AUTHOR

Michael Pettis is a finance

professor at Peking University and

China's GDP growth has been miraculous, driven primarily by high levels of investment & RS dae ol e Gz

fueled by credit. But the country’s economic growth is slowing far more rapidly than Endowment for International Peace.
expected, even as debt levels continue to surge. It is increasingly clear that China He researches monetary policy,
must transform its growth model away from one that relies heavily on debt. However, trade policy, and the development
that process is likely to create tremendous tension among a political elite that has of the banking and financial
benefitted disproportionately from many years of massive investment expenditures. markets in China.
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If Beijing does not sharply reduce the rate of credit growth, and development of fresh policy ideas and
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low share of GDP, household demand is insufficient to drive high levels of GDP growth. By increasing
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rates sufficiently high to protect the country from social instability.
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This is the most efficient way to increase household wealth

increase in the household share. This can be achieved either directly or indirectly in the form of debt
absorption, and it is likely to be driven largely by politics and factional positioning within the economy.
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