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Abstract

[T NI T T I e Kructural  characteristics of Chin DI T T TN INICTTITI

M I Idoes further to multiplier analy IO T TR AITTIN
r [T T T T TITEE BHdonomy are intertwined with each [TTIINTIITTITNTITHRdBpment
of a modern financial system contrib IO Thirdly, financial sector, in
I H Bentral role in resource mobiliz T TIIIMITITTIITETHTTTIT

[T TN

1. Introduction

After 1978, together with the transi IITTIICC I

economy, China has made fundamental [TTTTTTIITITIT T TRET refore of the interest to

examine the features of current fina [T [E1the development of a

I Edltal flows among various

financial system has replaced the ro [T TIMTRTIT TR TATIOTCTCT]

The changes in China’s financial sys I TIICTHIIT T INICMOT TNNEETKes, namely, saving

hhtial intermediation.’ First, reforms after 1978 have resu IITITIIIT]

in the separation of main saver and

I T T T T T T respect to the saving structu [HITITIITTIIITIIT
[T T TR Eddree of savings in Chinese economy. In 1978, household
[MMAA Fddss domestic savings, while the [TTTITITIIMTTT MM

firess her sincere
T I O T T T ARG support and encouragement. Tha [T
two anonymous referees for their con [IITTHITTITIITTIITTIT
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khold savings accounted for 46.4 TTTTIIINIILTICT
[T TN I O EEFhinent savings stood for 18.0 perc [TTIITTHNITINTNTMITTITTITITTI
T T T T T TR layed by the state in total in [T T TEITTTIITHTI NI TTOTAT WO 110
[dtElowned units in total fixed ass TN TTINTIINNTNNTTT
fl percent in 2005.

Table 1 Changes in Saving and Investment Str CTTT THTITITINT TTITTITT TN AT (%)

LTI T T TN 1978 LIITTTT1987 LTTITIITTTTITR000 L1111

Households O TT1137.2 111523 [ TT1K2.8 LOrTTm
Enterprises | 34.0 [ TTIK7.3 OrTTIK0.1 [ TT1I35.6
Government [ TT119.5 [ TT1114.6 [ TT1116.5 1T

[T THITATTTo0.0 [T TTATTTN00.0 [T

Total Investment in Fixed Assets 1980 [TIT1111987 [TITI1111995 [MITOTIITIII2005

State-owned Units [T TT166.1 [C1T1168.1 54.4 50.1 43.4 33.4
[T TION T0 O T OrIIm4.4 [T OO OO OO (eI

Individuals [TI1T1P1.0 [T 1T115.1 12.8 14.3 15.0 15.6
I [OCTT OO0 OO eI

Total | MITTITIIITITNOO0.0 [T TTATTTN00.0 TN

4 data for year 1978 refer to We I
World Bank (1990: 143), data after 1 [T ININT IINIANIIOTIWCTTTT
2. Other types of investment in fixe (IO IS, share holding units, foreign-funded units
(including the investment units from T TTINCCCMICTIITT I TIMTEfd bther types of ownership.
Sources: World Bank (1990: 143), Wei (2000: [T -Hf-funds tables and China Statis ITTITNINIITTTT
various issues.

BV refer to

have increased substantially during

represent the vast majority of finan
permits the diversification of, firs A Hdancing channels for investors. ™'
Against this backdrop, China’s savin [TTTINTI]
[T TN T TR Edies including Qian (1988), Je MIITMIITTIITT TITTTTTNTITTI
[T dmpirically tested alternative t [T T TIATT T
Rdhrt (2001), Aziz and Duenwald (2 OO TITONIIT]
(2003) and most recently, Hao (2006) TN ITIITITIITIMIITIITIITTINTEd examining the
rmediation and economic growt DI TN IIITTIITIT]
ihhcial issues in China from the [T TN TNTTHNTNTIIT]

THd to the lack of systematic flow [TIIIITIIITI T IITITTT]

T T T TN R Thave drawn the
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Table 2 [Changes in Composition of Financial [TTTIII

1978 [T 1991 [IT1011  [(IIII111 2004
Currency in circulation O 1nm O 1nm O 10 O 1m 45 or—1m
[ 1Im 36.4 O 1Im  [OCaam 38.0 O 11m
IO 6.4 [IC1am 194 22.5 [IC1am 20.8
2. Enterprise & Institution Deposits 16.0 20.4 [N OCITm 14.2 111
OO TN 0110 o Im 1.0 o—m o 1m 1.1
IO TN 6.9 0.2 O 11 4.6 3.0 or—1m
Total loans in Financial Institutions 111 50.6 111 38.2 30.5 [ICT11
Government Borrowing 1 2.3 o—Im 1.2 or—m —
Bonds, Stocks & Insurance —Im O 1m 4.8 —In [Mrdam  mreoam
LI — 2.5 O In O 1m 6.8 7.5
IO — 1 1.0 3.4 O1am O 1n
3. Domestic Insurance Premium a—m 0.3 11 oO—1m 0.5 0.8
[NNIN BRINRDEDED NI RELEININE] 1.0 o—m 2.9 011N O Im oO1n
[WEIRILE (RO RLHDIRTINEN]] [ 100.0 [T [T 100.0 [Iam

Notes: 1. Data for year 2004 is supplement [TTTTINITIIITIWITTT

[Ealldwing Wei (2000: 96) and Yi (19 [TIITTTHN]

[T I T IOEEEH through stocks issuance.

Sources: Zhou (2004: 44[45), Wei (2000: 96), Yi (1996: 27) a [T
China { Finknce and Banking T TITITITTIT

d first attempt to examine
iddlthese newly published flow-of-f [T T TNII TR TN
IO T IO EE Idountries, much of the

{itidly, also using flow-of-funds st O TETHT T TITIITNTENTITT]
[N EilIng-investment discussion to, fi [T AN TRTTEIINIT IIITTIT]

light on the linkage between financi DI XN OO AT GHE
[IIMIATiEtounting matrix (hereafter, F-S CT_ IO TR
O TR irst F-SAM analysis for China. I
T I A I T T T T OO O e work and data to

Ed keconomy. In addressing the
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[d features of China’s
financial structure based on the evi TN I TN [ITAEH ¥ramework of F-SAM
[Hults. Finally, section 5 provide DT TN

LI IO T T T Irmr Ty

(MBI R NINIE NN

[MIdIf economists. As

Integrating the real and financial s [T

[ERdAlpost-Keynesian era has witnesse [T TINIITIIITIC

Dawson (1958), Tobin (1969) and Cohe I Hd] afterwards, extended

to the financial computable general [HIEEl a part of them. In

s can be further classified

bnfrdst, the second group applies th
(T T

One sub-group directly manipulates t [TTITIT TN
[IITEIEAd pioneers in this sub-group, pr [ITIII

funds accounts into a square matrix. [CTTTITITITH]

bBhHd-sheets of flow-of-
I input-output analysis
can be applied to flow-of-funds stat T IO IO NI
Tsujimura and Mizoshita (2002a, 2002

birically applied by

hd 1992) respectively

to Japanese economy.

IFISAM which integrates flow-of-fu [ITTTIINTINMITTTT 1
[T DR esting an approach to disaggreg DTN
I TIEdiTihat, the elaborations would con [T ITTITETTTIIITITTIT IO
the role of financial system in econ [T TTHITINIIT IMTATITIIN ITITIIITANNBATILI991) provided a

[he construction of F-SAM. Foll [T THNT W ITNTTNAITT]

ly. Recently, Blancas (2006) ¢ (LTI T
[T I OO T A TTNOERRdt F-SAM was Slightly different [T IITTONONTINIITTIT]

Robinson (1991).° I T INTIT TN TN droup of studies because the lin [T
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IHldWing the approach proposed by R I INITITI
main feature of this F-SAM is in its [TTTT

financial assets. Figure 1 illustrat [TTTI e of F-SAM. The
dhbllreal SAM are highlighted in th (DTN TITNTNAOTT]

HAIblint consisting of various

TN HdiThe changes in balance-

as two matrices with one standi [T THTIT NN T THT TIAOTEOON TT0T1

bntly, financial flows exert

IR interactions with capital accoun [TITTMCMMNNTNITITT

It is worthy to note that real-financial linkage in the economy is tracea DI TN
[iHlfibns in the F-SAM framework. Fo DTN T TIINITRETICT

assets, another one standing for the T

ly, financial flows enter the F-SAM framework to

and capital

lition, the spending decisions an [TITHTITTNTITIINNINTITNNTITT

accommodate saving-investment balanc [TT_TRIIITHTINIITITE

As mentioned above, the structure of T TTIITIITITTITITTIMITTTIIINNA the approach of

(EdTAd reference to construct
the F-SAM. The schematic framework o I nt F-SAM consists

i activity accounts (7 productio [TITINIINTITNI TR TNITHTII

[ TTNITT T 10T T TI0AN 1T Tk

mining & quarrying, light industry, [IIERLEdtion, and services), factor
I OO R labor and capital), current a I MO OO0
accounts of institutions (five insti IO OO NI IR L ddn-financial enterprises,

[MfHd Tivorld) and financial accounts (9 DT TR TN
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[TIBAHhws in the figure show the direc NITTTTITIIITCTNIT 11
[OOSR I

currency in circulation, deposits, g [T DM TN T TR loans, FDI, foreign

reserves and other financial flows).

002, all come from officially p [IITITITITHIIIIITITI
including input-output table, flow-o T T T, Input-output table, 2002

T I I8 (2002, Balance of payment table, 2002 OITINIMINNNNNAILE Statistical
CIITIITA003. The average exchange rate fo TN

[H Hibalance of payment data into Ch [T TN ]
s by 28 columns. In the F-SAM, T TN TTITHIMIIT

assets/liabilities of central bank a [T

[bfdtes flow-of-funds statistics di TN T

matrix and financial asset matrix. F [T M IO Ibllowing the principle of
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double-entry book-keeping. The changes in both asset-side and liability- T TIITTITITNITT TOIRITITTIT0]
[fibhl does cause the problem in exam KT TN

monetary policies because the credit TN
[TNTITTTTNITHGHdnships are somewhat mixed up a DI TN TITETITIATITIOTN
[T TTINEAATbn is also due to the data

TN T NN AT T e 1

limitation. Consequently, with curre [T he financial flows from

[INEIDIned and private enterprises and [T TN ITITTTITITTTATT 11

TN T RYidence from the F-SAM, 2002

IIIESIERE original F-SAM if necessary. TN
[T TN INE A vailable in Table 3. On the

b of each institution comprises [T

flal mobilization from other ins
IbIdTks assets in the form of either T TTITNIT T TN I
[T THE IsTkasy to link the saving-

investment balance (real side of the [TTTTITITIINTIMMNIT TTNTITITNONT IMTBERets and liabilities

(financial side of the economy). Aft [IIITIIITTNNINIT IO IIMIITINIINIIEE find it of interests in

following five aspects.

ted for 46.3 percent
T O I O OO Oe B 136.6 [671.9) in 2002. In
ENTH 507.4 billion from banking secto IITT NI TITRIIIIITIT
, 50.7 percent (1425.2%/2810.4 TN THTTIITIT T ITITIT]
MMM T T E$o held 66.1 percent (63.6%/96. [T NI TTINNNTTITC]

[T T T

Secondly, non-financial enterprise s [T TN THtestor in the economy,

ran a saving-investment deficit by R T I I T IO T
TIThId#er to finance its investment d [ TTIITT T IMTTITE TN TTINOOITITIT
IIEERT1(1448.6%/2064.7) in
IR bercent (408.1%/2064.7) of
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Table 3 [Sedtoral Financing Patterns, China, [MTITIIhit: bn. Yuan, %)
TN T
(WERIIILININE] EI]]]]]]]]]]]]I]]]]]]]I]]II]I]]]II]I]d]]]]ZI
Instituti Capital [TITTITTEiTm
nstitutions [N WL I I
Value R 118 1111 oy, — IO
Savings apital Mobilization
[T [T 507.4 111 (RENRIINEN]
IO TR 3.8 563.4 (NN INNN]] 46.2 (NENNINNN]]
T (NRNIINEN]] [T Lr11m 1338.8
Financial Institutions 69.8 1.5 3563.8 98.1 (EEERIINNN]]
[CTITNTITI 111 | 2928 [6.31 (RENIINEN] (RENIINEN] 478.6
[T [TTTIITI1 100.0 [T AT 12566.9
(b) Capital Utilization
T T T Changes in Financial Assets
Capital Total Capital
mﬂmﬂmuﬁlansfer (REININNIN Utilization
[INANIINN] NN T
Households [ITITn  14.6 [T 74.6 2644.0
Non-Financial Enterpriess | 3452.2 1T OIIIImo19.7 1T LTI
Government [T 10.2 (NENIINEN] 22.7 1338.8
LI TITIT Iyl 21.5 r—1n (RENRIIREN] L 11m (RENRIINEN]]
[TITH T 11 r—1m 0.0 478.6 100.0 (HENIINEN]
Total 4616.6 I:III]]IqI] 563.4 7386.9 LITTTITTTm

One feature which distinguishes China from other countries is the huge ¢ LTI
[HdfH to non-financial enterprises. "IN AT
HEH12.6 percent (563.4/4471.9) of IIINMTITTIITIINNTTIITINIIITT
21.4 percent (563.4/(563.4+ [T NI ITERRAEial enterprises in the year. I MIITIN
i Ainese government actually ran CICTITTTTRNE¥ERIment

surplus of RMB 388.2 hillion (859.2[4T1.0). The fact implies that govern [ TTIIITITETTINITTTNITIT
[T T T T T Tid investment directly conducted TTITTITHIITTT NI TITITNTTIO

lof especially high. However, regardi [T T TINITITET AN AT ATAnterprises, current Chinese
for the format how the transfe TN

capital transfer does not refer to t LI IMININNIEER Because: (1) the subsidies
A fhe statistics shows that the a TN IO TTT]
malldr than the amount of capital tr [T T T T RO I TN HEdapital transfer g [T

1, electricity, water supply, t TN TIREER ructure

non-financial enterprises, most poss [N
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Thirdly, government sector turned in [T T

T TR ERtial enterprises. In 2002, government sector held 95.2 percent

(289.8%/304.4) of its newly increase [N T EEIHeposits, while incurred 77.7

MM dTFhancial intermediation to faci IITTINITITITITT T TITICTTIATTT ]
household sector to non-financial en [ITTITTIITITIMITHIIIMITITITW T BT dancial system is
[MhEEHAIfinancial system mainly plays t [T T T T T

economy, its own sector savings (1.5 [TTTIIIIITIET] i Thvestment (0.5 percent of

total capital formation) are extreme I I T T EEITICT T I

s through financial

system is much larger than those of [T

pT3A12.1) by bank loans, 17.3 perce NI I
reserves, and 9.0 percent (325.0%/36 [TIHTNMTIIMTT M

EEThbt make physical investment by d CIITIINMIMITITITITT ]
T IO eSS in savings suggest that

there was net capital outflow from C DI T T TR
[IFN Einflow by RMB 408.1* billion in [ITTTIMIMITTIN

[T Hdhi bf total domestic savings

bmplementary findings are applied in [T [b not have structural
il two approaches is in the partiti [T TN TTTTITITIIT]
endogenous accounts. The conventional approach considers the production a MICIIIITTTEINITITITI

factors, current accounts of institu
#uarded as exogenous accounts.

T Thiultiplier model in 4.1. 4.2 provid [ITTHTTITTINTITHNITTIT]

a conventional approach. In the sub- pfiluted and compared with
the real SAM multiplier matrix. The [TTTIITI
F#nous shocks. Especially, the con TN TR I

[T T T T T T TR EA#al intermediation on productio DTN TN TR

idihe the economy-wide

section 4.3 applies an alternative a [T (EODV). The approach allows
us to examine the changes in portfol T TN TTHN]

T IR T T T TR Waheed and Ezaki-approach henc OO
OO T EISEtem in resources mobilization [T
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4.1 Model Specification
F-SAM multiplier model is, technical I TR T I T

T T T T IO EEThht F-SAM  framework contains more CTTTITTIITITITITI
FFR] framework of SAM (regardless o MITTIITITIIITTIIITITTT T

[T T T A A I T T &

multiplier model (see Table 4).

Apparently, if we assume that there [TIITTHTHITE
prices and expenditure propensities [T
SAM into an economy-wide computable [ TTIIITTI
TN TN TR Bécounts, and rearrange the SAM; [T TN
[IIMIEHdBenous accounts by its correspond TN T I TITTECT
b} " Exactly, matrix [gm Table 4. The endogenous income [ 1

—1
where I ile., matrix of accounting multipl IO

endogenous accounts. The SAM multipl [T d, in which the

ctions to the system, can be T TN TN
the endogenous accounts. Each column [T WL, i khBlws the global effects of all end [TTTTTTITNINTNTTIT
IR DR R R RTTER!

levels induced by an exogenous unit

TMNTHAdFlcourse through a process of mu MITINTMIINIITIT

fdunt, after allowing for

rm
Endogenous ccounts | CTTINTTTIINIATCTT
(T E AT 1 T T TAHEIT 1
Receipts
[T T=AHJI 11

/ column sum

[IMultipliers

In order to analyze the real-financi DT TATIC I T TNATE

SAM multipliers, followed by the mat [IITTHII
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her there are significant multi [T IO T OINAITT TN T

financial variables and real variabl [TIILHLT [thay suggest the existence of
[TIT I Theorporation of financial flows OTITTITTTITTINITTTTT NN TAONTTIT ]

larger multiplier effects which sugg [TTTITNEETIT TN TATNE &

H;1(3) whether the impacts of
capital transfer from government sec [TTITHTITI flerable in comparison to

the transfer from government to hous TN

the literature to regard gove [TT T TIITNEITTHITTIT
[T T T Eg o us accounts whereas all other a T TN

[T T AT A T T AT AT N ke

bliseholds and enterprises) as endogenous. The highlights of

resulting multiplier matrix are reported in Table 5. Columns S1-$7Ishow the impacts induced by one

unit increase in exports and investment in production activities 1— [T TN TTHMTNIIT T

the impacts induced by one unit incr [TIT] MMhDId3. If we take column S3

as an example, the multipliers in Ta Hy. The multipliers in

column S3 indicate that one unit inc [CTTTINNTNIIN

[WEHE thdustry would induce an
increase of production by 3.53 units I I T in its own sector, 0.60

Y iddustry. It also generates 0.60 [T T AT TINITTCTTT

and 0.76 units in household income.

Table 5 [Real SAM Multipliers, China, 2002

11 S2 11 S4 S5 r—1 S7 1
Production Activities
Agriculture 1 O 100 O01110.43 [I111110.16 0.31 I II10.34
OO 1 01,11 OI111110.43 O 100 OI1r10.08 (NI 1]
Light Industry [ 1001100 Or1n1.62 OI11010.25 0.36 OII10.43
Energy Industry 4 0.13 0.17 OITI11.20 O 10 O0Iro. 15 (HINNE]]
CIOOOOTO I 1 OO0 CCro.60 I 11011.98 1.09 OITI10.48
[T T 10.02 0.01 OI1I110.01 I 11011.02 0.03 1
[y [II11010.55 0.66 [I11010.56 1 IZI]ZEq]]ZIO.75
Sub-total 3.44 [ 11113.53 1 11113.24 1 IZI]ZE[h]ZIZ.19
Factors
[TITIITIB 0.97 0.54 0.60 0.49 0.45 0.64 0.65 0.45
Capital [ 1 0100 O 1N OO0 OO0 OO0 000 O Oan
Current Account
IO 11 OI1010.71 0.76 0.67 0.58 0.80 0.83 1.56
Non-Financial Enterprises [ 1D.19 0.22 OO0 O 1N OO0 O IZI]ZEq]]ZI (NI 1]

Note: TN T IO TI00TI0T ]
[T M&hor’s calculations from F-SAM { [N TITTIT1
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[FH&f F-SAM. In our analysis of F-S [T TN I IO
world sectors in both current [TTTHIITHTNTTITNTIITNTETITI]
[ELHBs, we also consider government [TTTTIITITTINTITINTTIINTTIT]
boidsl Two reasons justifying our par OITTHINTTTTI T TINITIOTT
[N B the world, policy measures ar [IT THTITIIIITITIIINATINIAIIIT]
T T T TR Jand some other transactions are [ITTINTMITITININITTTTTTITT]
overseas factors (Thorbecke and Jung [TTTTINTNT TN INT TN

rnment bonds and

foreign reserves, the former is sole [N

Provided that government and [TIIITIINTIIT T TTITITIIIIIT

[Hile the latter is solely the

HepIthese two financial variables as endogenous accounts. The

[fhatrix are reported in Table 6.

(T I T T TN E dd Icorresponding column accounts. [T TN A Tere,

show the impacts induced by one unit LTI t on various production

activities. Column S10 shows the imp [T rnment transfer to

[T T T TTEE fHpacts induced by one unit increase in government transfer

industry and 0.97 units in services TN I compensation of labor by
I OO OO Gits. In addition, on the financia IKOOMOMDIONIONNITIT]

household savings by 0.34 units, and various financial flows by 0.63 uni [T IO

[EElin Table 6. Especially, the rel DI TN T
appear in the rows of deposits and 1 CITTTITNAT W]

Add real side of Chinese
economy are closely intertwined with [TTTI
featured by indirect finance. One unit increase in exports and public in [TTITTTIITIIIT TITIITIITITT]

0.30 units come from deposits, and 0 [CTCIMIT I T IO
EAIHan real SAM multipliers everywh [T

SAM multipliers, one unit increase i [IITHI

[l Td increase in various
production activities by 3.32 units [T 1.09 units on average, and
on average. In case of the F- [T T TN TTEITEITTIN

it would induce the increase in v DI T TN
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Table 6 F-SAM Multipliers, China, 2002

S1 [I—11S3 1S5 1187 11616

Production Activities
[T [CT10.31 T II. 27 [ T110.39 0.51 (HINENIN]
IO T AT 0.15 [T TN T1me.49 [T 1110.19 I ime.17
I TN TN 1 OTT10.41 [T TN T110e.38 [T T110.56 0.64 [T 1111
Energy Industry [10.21 [T 1110.19 1.27 [T 1110.24 TN I11e.20
Heavy Industry 5 [T 1111.09 TN 11243 [T 11m.21 [NINE AN N NN
Construction [[10.31 LT T110.26 OO 1. 27 LT1110.34 0.74
Service 1 [ 1110.87 [T110.92 0.80 [ 1112.09 IO

Sub-total LT T114.35 LITTI4.78 447 LT T1r4.93 LT 11r4.57

LTI
Labor C IO INIT T T TTAT T THTIme.94 | 0.78 | 0.75
CITTITR 065 0.68 064 073 053 0.67 O

Current Account
[T I 1111.03 1111.00 I1Im.13 I 11m.97 [NINEEIN]

Non-Financial Enterprises [ 1710.29 LT T10.29 Or1ir0.24 LITT110.33 LT 1110.25
Financial Institutions [ TIT110.01 LITT110.01 LITT1110.01 LIT1110.01 LT TIr1

LI
Households [ 1T10.47 LT T110.34 LT T110.27 LT T110.38 LTI i

LT T TN Tb LT T110.45 LITT1I0.46 LITT110.45 LT 1110.51 LT T1r1
LITITNTITITINNTITTE | 0.49 LITT10.38 LITT110.30 LITT110.43 LI I i

Financial Account

[T O n0.02 IT110.02  0.01 [T 1109.02 [T 1119.02
Deposits | 21 0.37 [T 1110.29 OO IIm. 31 OI10.46 | 0.56
Corporate Bonds [ TOCTI09.00 O111.00  0.00 [T119.00 [1110.00
Stocks OO IIr.01 OIr1im.01 - 0.01 OIT1110.02 i
Loans | 25 | 027 0.21 IT1110.21 OIT TN 100.24 T 1110.37
[N T OO0 1. 00 IT1I0.00  0.00 [T 1119.00 (NINENI]

mmmﬂm:ﬂ.lZ 0.09 LT T110.09 LT T11e.09  0.10 LIT1110.12

[ AEbunt order refers to Appendix 2.

or incomes by 1.54 units on av T ITITITNIETITIT]
EFAgE. Accordingly, one unit exogeno [TTTIIMIITINTTNITEITITINITITI

[T IO kA cial intermediation

The reason is that, F-SAM multiplier [T TITIIITIITIN
process which is dropped in real SAM [ITITENTITIIITATTITTE (I TFdmework, the
[[@ddls of changes in a sector’s out [T I
[T EEEtor makes to other

shocks; (2) indirect effects resulti TN

industries; (3) induced effects resu MM IO NNNTRAVEents and household
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expenditures. In contrast, F-SAM mul

institutional savings and consequent [T
T TAGER in F-SAM framework from foll [ IO T

(1) Larger multiplier effects in financial SAM framework suggest the significant role played by

money multiplier. Through the money TITINTININTTIMTIMTTITITIITTINTNSHAM generates money
IIMIMTTITERTdn economy with modern financia [T TITIIINTTTT]

create more savings and investment t [T TN T DT ANN T TNTH#EEments. For the sake of
(I T T IIEAR Iéne financial institution, i.e., (IO
Fbank now claims the amount of d CITTHTITNTITRTNTTITTNNNT 111

[T TINTdA¢ law. This lending of

bank then can make loans as long as
money creates new money since the de [T [ MR Ihoney, while the
MMIIMTEENbans can be used by the borrower IITIIIIITTTTIMIENITITI

NI be transferred from

the buyers to sellers who may deposi [T T I T

these newly generated deposits. Prov [ITTTIIITTTTTIINTITNIT bhey, i.e., new savings

and new investment would be created. [CTTITWTTIIN] savings always equal
to total investment, both would be e T TET IHIHirthermore, note this
process is absent in a real SAM fram [T TTTITTITTTENTTITN] k reflects the reality
more accurately than a real SAM.

(2) Even with the same amount of inv [T T TIINTTTI

T 1Specifically, one unit increase TN ITTTIATIIT 1
[IITMAdEl production by 4.57

government to non-financial enterpri [TTT1

units (see column S16 in Table 6). I [N i transfer from government
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to households induces the increase 1 [ITTHIMTTIITTTIMITEAIMITTITITINTITEE ee column S10 in

Table 6). Meanwhile, one unit increa ITIITAMTMIIITITITTIIMEIONITINTETEG households induces

ihn S10 in Table 6), while one un [T TN

from government to non-financial ent [ITTITTTTITTINT] of household income

(see column S16 in Table 6). Therefo [T TITTIT [but policy priority on
MMM BIHéhseholds is obviously
more preferable than the transfer to [TTINITTTNINITIINNIITTIITT

O I T T ITREIdiEcussion here neglects the issu I T TN T TN
F-SAM framework, multiplier effects require longer time to be fully exerted than in a real SAM

{, the increase in final demand 1 ORI ITTITATTIN]

the increase of household income tha CTTTIIINIITIT!

[dH Tesult of sales increase.

intermediate inputs, it takes more t [CTTTTNITTTIIIT
The increase in household expenditures comes after their income increase I _THIIIMNOCIITEIIITT 1
linstitutions in surplus (mainly, TN RITEILCII
(MMM Edital would then be lent to the TN TN MR

théht ™"

4.3 Waheed and Ezaki-type F-SAM Mult [[TITTITITITN]
[ T T A TN TN IR

pflach stresses on the changes in financial portfolios
[&hch institution. The approach, TTIINITINEITIIRITIITITHIONTT T
how each institution allocates their [IITTIT LTI LI

[T TT N T AT T T TN T ThF

INTIMINIIFAJEEE to the changes in savings

and physical investment. In contrast, it is difficult to do so in the ab [TTIIINIII

nt and capital accounts are

, at least for these three ins NI T IIITNTIT]

households, non-financial enterprise ITTTHIIIIITNT

capture the changes in their financi DI IIIIIREEE]in savings and investment.

In Waheed and Ezaki-approach, capital account and financial account are TTTIIIIIMMIITTITITITIT

accounts, while all other accounts, TIICIICIIMIIIIIIMINITIIINEdR ccount, are regarded as

, two types of multiplier analy TN TN
i¥ed. In terms of the analysis of [CTTINTTHITITINTTTNTITITTTT
dd 11) presented in sub-section 4.1 T, I NI IITIATTI0

captures the impact of exogenous cha [T TN KNI IO b " Jt institutions and
he analysis of impact of inves [T TTIIIIINIT T IITITIIT TINTT T ]

y' cBXTTAD T @)

IR AT #viding each cell of endogenous

bhilization" MIOTTIMMMITNIMIN I TNIIINEINdte that

[T N TN T A TN AR T
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[T [ TN T [ TN 11
[T NI
[T 11 Oon 0.05 1 0.24 1
[T TN 0.83 (NINENI] 0.78 (HINNEIE] 1.23
Government | [T 11 0.17 0.04 [ 1111 0.20 [ 1111
Financial Institutions | 18 (HINNEIN 11 0.55 (RINEEIN] 0.57
TN T 0.26 i T 0.36 T
[T 3.59 1 2.60 (HINNIE] 1
[T T T T AT
0.07 T 0.01 0.02 1
Deposits | [ 11 O 0.34 0.46 a1 0.36
Government Bonds | 22 0.12 1 0.05 0.16 1
Corporate Bonds | 23 (HINENIN 0.00 111 (HINENIN] 0.00
[T 11 0.04 1 0.01 0.03 1
Loans | 25 1 0.21 1 (HINEIE] 0.23
[T1 1261 (NINMNIN 1 0.10 0.31 1
Foreign Reserves | [I111 0.20 0.07 rr1in 1 0.10
Other Financial Flows | 28 1 r1amn 0.11 1 LI 1111
[TTTNNTNITIT] 2.51 1 1.13 (HINEE] [NINENI ]

[IAEbunt order refers to Appendix 2 1

Waheed and Ezaki-approach implies that institutions in the capital accou TN TTIITIIIITTIT
T TIITIOOT T IIT]

4.3.1 Impact of Savings

@lEHImatrix for the analysis of imp [TTTTHTIINETIITNINT TT1
exogenous impact, i.e., one unit increase of savings, is given on each 1 [N T TIN
[ TT T T T T T TN TITNITRRER on total capital utilization of [T TN WITTATITT]

[IbfIddth institution. Table 7 is of

lower part shows the impact on finan [T T TN

A savings of financial instituti (TR TN TITITT
[T T T N IO TR &l tal utilization of all sectors T I IR TNE TN
pfibes (account order: 16) bear th [T IO IONIITT]

MTHH ¥acts indicate that financial

financial instruments, loans (accoun M
NI TN T TTTRI Nbte that this role used to be
ildd saving and fiscal appropriatio DI I ]
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Thirdly, in the case of rest of the world, one unit increase in foreign [TIIINNNMIIITEIITIIIIITIC

contributes to the capital utilizati [T [LEIhE] order: 16) by 1.23 units,
[IITITIIITADE (account order: 26) by 1.01 uni NI NI
[T TEilization of non-financial ent IO IO
s large multiplier effects on C CITTITTTTI NN THT THTTTIIT]
I I AT I TN  ihvestment financed by domestic [T T TIN T IITINITIT
[T ment more efficiently than dom [TTICITITITMITNEIITIITT

NI sddtbr, we find that, despite the 1 DTN

transfer, the impact of every one un T TITTCCIIIATTOIOMTERE Eapital utilization of non-

[T TT TR TITTIIINITITIITIITTITTE TR 0.78 units, does not appear to be high. Hence, the efficiency

of government capital transfer, albe [T T

4.3.2 Impact of Investment
(IO TET) ~cAlculated from equation (2). The e NI INININNTNITTIN
(TN TINEFGWE] Left part of the table shows

increase of physical investment, is CICTIIIIIT T T I

financial portfolio choices (liabili [T TCTIMMNNNIMMATNNIIER rest of the world is not
TN T T T TR foreign sector does not accumu ITTTNTTHNTIITTITITINITITT]

definition in our framework. Table 8 is of interest from following three TTTHIITTIT
First, same as the discussion of sav [ITTTITTIITNTITTITITNCT
[T T TN T TN Epital mobilization of all institu DT TN TN T T TN

[T NI R exert largest impact in

investment of non-financial enterpri [T dwide capital mobilization,

hhHal instruments for capital mobilization (mainly through bank

[T TAEE Rhultiplier, 1.25 units of non-fi [T T I TN T TN
16), which is the capital mobilizati [TTTITTTEEIIT
MO I OIS Bhan that of households (account T IITIITN NI
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Table 8 Waheed and Ezaki-type F-SAM Multipli [TTIIITI

[T Tl Changes in Financial Liabilities

16 [T 18 [ WNTINNP 22 O 2% [ 27 O WTTTmnm

One unit increase of investment in

Households |1.16 0.09 0.04 0.33 0.01| 1.63 |0.01 0.25 0.01 CICC I IO T T T T T

Non-financial
LI IO I IO T n04 0.70 0.07 0.01 0.03 0.51 0.12 0.17 0.21] 1.86

Enterprises
Government [0.33 0.14 1.07 0.54 0.03| 2.11 ]0.02 0.42 0.30 [T IO IO 0T 0T 00T 1
Financial

T T T T I NCIeOmrens 0.10 033 2.26

government (account order: 17), 1.07 units. However, this does not neces [TTIIMITITITTTNNIITITI

financial enterprises rely more on i [T H[ 1Tdken relative values as

concerned, 1.16 units of households INTENIBT impact among total is on

[T T T T TR hHb] enterprises indicate that 41 [T T T ITRNNTTNINOTOOT]

among total goes to the capital mobi T TTITTTITIT TTTTINANITETHdYernment indicate that
50.71 percent (1.07/2.11) of impact [T TTNTTIMINIITIIITAITITIEIRS# of its own. Therefore,
non-financial enterprises rely more [T TN TN INIIITERDds and government,.
Especially, in the case of household [T il lincrease of physical

investment by households on other se IITITIINIIIIN [THdn-financial enterprises

BT linits of financial

(account order: 16), 0.04 units of g [TTTHIIIIITIINI]

institutions (account order:

Thirdly, increase of the public inve [T TTHITIT]
order: 15) of 0.33 units, and financ [T

hbld sector (account
[Mdits, i.e., two main buyers of

e, significant multiplier, 0.3 T TITIMTITITTITTTTNITTITTTI
ordingly, government sector mob IITTRINTITNITIITITT ]
[ITTTEE filough the issuance of governmen [MITTIITTTTI

5. Concluding Remarks

characteristics of Chinese economy f [TT_TITTIII [T IO R The main findings from

multiplier analyses are summarized a [TICITITTTTIII Hllside of Chinese economy



fhiidérn financial system
hce of government, has

come to play a central role in resou [TTTITI] [igh government maintains

interventions through capital transf CTIITTITI IO ERR bank deposits and loans

[ T T T I I N TR T AT T Rdinly relies on bond issuance for [MTTTRIITMT T THINITIIT]

It is worthy to note that the curren ITTC TR TR TN AT TR T

financial system has undergone a ser ITTTEEI TN TN T ATHTITNET HIbflrecent reforms, has

still dominates the

improved its lending practices to a

financial intermediation process in [ TILTIIIIH MR THdDrm in capital market, the

role played by financial system in C O I TINNNMITRode significant in the

future.

I I T T T T T
economy is summarized as follows (cf. Wei: 1999: 80, Saunders and Walter [ITTTINITIINE).

. Mainly internal fi by budget gr [T
Investment Finance awmly mterna’ inance by budget g

IRIRLIRNIE i
I
Mainly government savings and enterp OITTTITT]
[RERIHITITHERITTN AR OO Tl
L i T
EI]II]]]]]I]]I]]]]ZI]]]II]]]]]]]]]P Less important and underdeveloped [T OO T

2005.

[ I I O TR ng the measurement of Chinese s [T

[T AT T D

the empirical tests on the importanc [T [th and future income uncertainty.

[Tfinancial intermediation in cent [T T T ITITIT ITOMTCNTT
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modified in 2003.
& T A ffaditional SAM, in its simplistic IO CIOIHER Fhctors of production, current DTTININITIN
I account. This type of SAM is ¢ TN
[T tly, financial flows. Note that “an aggregated capital account” m [TTTHIITIITIT
the account is a single entry for the whole economy. Savings of institut IITTTHNTTITTNTHNNT TTENTIT
account for the participation of each one of institutions in the gross ¢ [T

Ikl among institutions of capital
fifdach, flow-of-funds was included OO TN TN T TN IO TN TMTTTT
gdlfinancial account.

[T Thldontrast, there is also investmen [MTTITNITRTITNITITIMINTNEAIof financial assets (financial [T
d right-hand side of the identit [TTITINITITII

flow-of-funds framework.

[T Thdthailed data sources to construct t CITC I T LTI TT Bidunts are available upon request 1
12 1 Th this study, capital utilization r CICIIT T fiflan institution’s balance sheet [T
A liability-side of an instituti [T

fialTBureau of Statistics of China (2 [ITIINN

I T T IR ICapital transfer differs from t CCCCOMOMETCICCIT]
First, the transfer is used for inve I TTHIITIIT T TINMIINIITMIERAR, the transfer consists of inve T
allowances and other capital transfe
[N T R I T T IO R S linstitutions, while from 1992 [LICOIIITTIT

there was capital transfers to finan

recapitalize the state-owned banks a [ITII]
TN ETHI yet, since the sources of fund [IITTHNTITH
diverse, the treatment of those fund [T IIITHNE

RMB 270 billion to recapitalize the ddMihrough issuing special governm [TITTTTI

bonds. In 2003, the capital injectio CINTIOITCITIMENCINOTIIINIIWAEBank of China and China Construc IITTIIT]

MMAE]Ithe capital injection of USD 15 [T THITHTITN

breign reserves, while the capit
Communications includes RMB 5 billion from Ministry of Finance, RMB 3 bi T I TN I 0T
and RMB 10 billion from State Social [[TTIIT dfi¢apital from Ministry of Financ I
Central Huijin Company have not been [INTTINIITTIITTITIT]

[T T4 statistics of subsidies to state [T T
subsidies amounted to RMB 26.0 billi [LTITTIIT

RI663.4 billion.

IdTbature can be found in another t DT TN TATTTITTTT0T 1100

With respect to Russia, he argued th OIITTTIIITITINITITTITNIOTER A privatization because the chan [TTTHITITT

il ite treated as capital transfer TN IO T ITNN IO

[TITI T T Fgihdl expenditure propensities, i.e [T

TN TN Timitations, accounting multipl [CITTIT]

Statistical Yearbook. In 2002, the
ffer from the government to non-

16 T Thdre is a superior approach which ¢
fixed price multiplier (see Pyatt an (T TTTNTITTHTITT

calculated from average expenditure [T Eldditical studies.

impacts of increase in physical inve I TIIIIMINT T TMINIMIMIITINBREIG institutions. In this sense, [TTIIIIT]
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