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Avoid excessive capital injection in

a

economic stimulus

China's recently—released economic statistics show that enormous capital input to
stimulate the economy has yet to produce some tangible effect. But this is well within
expectation. It takes time for a cause to produce an effect : input needs to be
digested and made full use of before it can achieve any result. The first half of this
year, particularly the first quarter, will be a period of tougher (economic )
adjustment. The situation must be assessed scientifically and objectively so as to avoid
blind pessimism or optimism.

China recorded a sharp drop, somewhat similar to a hard landing, in its gross
domestic product ( GDP ) growth last year especially in the last quarter, which has
caused a shock at home and abroad. This has resulted from suppressed domestic
demand due to macro—economic adjustment and control measures enforced
reviously that were tougher than necessary, and from negative growth in exports

(which saw a sharp decline of more than 17% in January ) due to weakening
external demand, government policies to encourage imports and restrict exports and
the yuan's rapid revaluation. But there is no serious problem with the ( Chinese )
economy itself, as the temporary loss of some steam in the growth is simply caused by
sluggish external demand and government policy. Now the problem of inappropriate
policy has been corrected. External demand may become even weaker, which
however should not become an obstacle to the stabilization and recovery of China's
economy.

Inside and outside China, there are plenty of talks exaggerating the significance of
exports in the country's economic growth. In fact, during the recent period from
2005 to 2007 when the contribution of net exports to economic growth was
relatively greater, exports contributed only some two percentage points to China's
GDP growth. Hence without the contribution of exports, there should have been no
problem for China to keep annual 8% growth in GDP. On the other hand, China has
great potential to expand domestic demand : reform and opening up in past decades
has brought in great vitality, continuous high—speed growth in past decades has laid
down a solid foundation to sustain further development, and China's industrialisation,
urbanisation and modernisation are still in the rising period. Thus China's economy is
just like a healthy person catching a cold that will recuperate with some appropriate
care. Therefore, China has the objective conditions for economic recovery within
this year. Hence there is @ world of difference between the situation in China and
the hopeless one facing the European Union and the United States.

Consequently, either the Chinese government and businesspeople or the general
public ought to have confidence in the economic prospects, with the faith that
progress can be made through hard working. In face of the current temporary
predicament, one must not give up confidence so as not to throw oneself into
confusion. The government must exercise sound judgment on the strength and
orientation of its economic—stimulus policy. It must make sure not to replace an
excessively tightening policy with an excessively loose one, which both would
provoke tremendous economic upheavals, resulting in unnecessary ups and downs.
Right now, what deserves closer attention is whether there is any quality guarantee

on the super—large amount of fiscal and credit input, rather than the fact that there is
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still no sign showing an economic recovery. In last December, fiscal spending rose
about 30% year on year to some 1.6 trillion yuan, far more than the average 400
billion yuan per month in the first 11 months of last year. In the three months ended
January 31, new credit line granted totaled some 2.8 trillion yuan, while by
comparison new credit line granted in the whole year of 2007 was just 3.6 trillion
yuan. In particular, new credit line granted in January was 1.6 trillion yuan, most of
which or 1.5 trillion yuan was directed to enterprises with nearly one trillion yuan as
short—term operational capital. It is hard to imagine that such huge fiscal input and
credit line have been provided with sufficient assessment and scrutiny. There surely
must have involved some excessive input and excessive credit. For this, one remedial
way is to follow up and strengthen supervision on the use of the funds and loans after
they are dispatched, so as to ensure that they are spent properly.

From the perspective of macro—economic adjustment and control, the monetary
policy now seems somehow too loose. The broad M2 measure of money supply
sharply increased 18% in January. However, with about 1% growth in inflation and
less than 8% in GDP, the increase in M2 should not have exceeded 12%. Let's hope
that the excessively loose monetary policy is temporary and transitional, and the
increase (in money supply ) would drop remarkably in coming months. On the
other hand, viewing from the slow growth of the M1 narrow money supply (less
than 7% in January ) , consumption and investment activities still remained quite
weak, indicating a great amount of funds still got [stuck ] in the banking system.
Indeed, explosive capital injection is hard for the real economy to absorb in time,
which is evident that economic stimulus can not be down in haste. Therefore,
impetuosity must be avoided in policy making. All in all, in order to achieve the best
results, economic stimulus policy must be positive, prudent and with a step—by—step
approach. Therefore, guard must be kept against a possible return of GDP worship *
economic effectiveness and efficiency must not be sacrificed in striving for the 8%

growth goal.

13 February 2009
Idiom :
A world of difference - Greatly different, as far apart as heaven and
earth.
Examples ©

1. There is a world of difference in service between the two shops.

2. There's a world of difference between seeing a film on video and
seeing it in the cinema.

3. A little sympathy makes a world of difference to someone who's been
badly treated.

4. If you exercise every day it will make a world of difference in your
health.

5. Your donation will make a world of difference in an orphan's life.
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