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The impact of the Global Financial Crisis on Chinese Economy
The background of Financial Crisis In 2008
The financial crisis that began in the summer of 2007 to 2008 was one of the most devastating financial crises in the world’s history and it affected some of the world’s renowned companies, which were only saved through government bailouts as espoused by Jones (1). Some of the factors that contributed to the financial crisis include wrong incentives and ill regulations in the financial market. This study will carry out a meticulous analysis on the background of the financial crisis in 2008 and further assess how the situation in China was. The study will further assess how the financial crisis affected the Chinese economy. In doing so, the study will assess the impact of the financial crisis on the stock market in China and also on the growth of the exports. The study will then assess the reaction of the Chinese government towards the global crisis. The study will further assess the role of China in the global economy and culminate with an analysis on the future of China’s economy. In discussing the future of the economy of China, this study will assess the advantages of the economic growth of China and also the disadvantages. The thesis argued that China was not so much affected by the global crisis since it implemented important measures that were effective in controlling the crisis and restoring the economic growth.
Elmeskov (2) espoused some of the factors that contributed to the global financial crisis include the reduction in the bond yields in many countries. The bond yields reduced in terms of both their real and nominal terms. One of the factors that led to a reduction in the rates of interest includes the notion that the short-term interests would be maintained. After the crisis however, the governments reduced the rate of monetary policy and thereby reducing even the number of government bond yields.
Another factor that contributed to the global crisis is the increase in the house prices which was aided on a large part by the reduction in the rates of interest. The increase in the house prices led to a rise in the number of people that were withdrawing from mortgages and thereby making it difficult for many people to acquire houses. The increase in the house prices that was coupled with good conditions of the economy led to a rapid development of houses and consequently triggering a construction boom. The low interest rates together with the increased development led to the expansion of the banks credits to unprecedented heights that were beyond the GDP of the country. The price earnings ratio was also decreasing prior to the global crisis and thereby triggering a bubble in the financial sector. In addition, the share prices plummeted and many businesses or companies began to crumble down.
Some of the factors that caused the bubble include the inflation conditions and also the benign growth. Prior to the cyclical fluctuations, the inflation and also the activity was on a downward trend. There was some crisis that ensued in different countries around the world for instance the destabilizing events in the South Eastern part of the country and also in Russia all of which led to the collapse of the LTCM, the Y2K and also the increase in terrorism attacks. Lower risks reduced and an increase in risky and leverage investments was witnessed both in the financial market and also in other assets markets. 
The rise in interest rates and subprimes lending
The low interest rates that were coupled with a global saving and the increasing standards of the lending may have contributed to the global crisis together with the notion that the prices of houses will continue to increase. There were therefore a large number of people who purchased mortgages between 2000 and 2006. A large number of people however took out their mortgages since their loan applications failed to meet the required standards and also as a result of poor loan records which made it difficult for them to purchase houses. The debt to income ratio also increased and consequently led to the decline of mortgages across the country and also across many countries.
Despite the fact that there had been a increase in the prices of houses from the beginning of 2000, one of the factors that led to the global crisis was the decline in the house prices beginning in 2007. The price of houses declined by more than 30% over the next three years and this is from the middle of 2006 to 2009 in the month of 2009. This was the largest decline since the inception of the housing sector.
Another factor that led to the global crisis is the financial turmoil that was experienced from 2007 to 2009. The federal government raised the rates of interest in order to support a majority of their programs which led to reduction in the price of houses across the country. This led to default and further made it difficult for securitization to insulate investors from the overall risk. In addition, there was also a liquidity crisis whereby the volume of transactions in many financial markets fell sharply and consequently making it difficult to value various financial assets and consequently raising the values of the companies that were holding the assets.
Another factor that led to the global crisis was the large movement of the oil prices, which was coupled by the reduction in the prices of houses. Despite the oil sector experiencing relative stability for close two decades, the prices of oil rose in mid-2008 to levels that had never been anticipated. While the cost of the oil per barrel in 2002 cost a partly $20, the rise rose to an all time high of over $140 per barrel in the summer of 2008. Other than oil, there were also many other commodities that experienced a significant increase in prices such as the increase in the price of vital commodities such as wheat, coal, steel, gas, rice and natural gas. The prices of oil per barrel further decreased sharply by the end of 2008; they cost $40 per barrel after the onset of the global crisis. The drastic rise and fall in the price of oil largely contributed or was attributed to the financial crisis. One of the factors to consider is the fact that the consumption of oil had increased in the years preceding the global crisis and thereby leading to a sharp increase in the price of goods. Nonetheless, during the first half of 2008, there was a decline in the rate of oil consumption across many countries and more so in countries such as China, India and the Middle East. The high increase in the prices which was backed up by the increase in the quantities was a reflection of the outward shift in demand and further revealed that the rising demand all over the world and especially amongst some of the emerging economies was a key contributor towards the high increase in major commodities. Other shorter-term factors for instance the disruptions in the supply and also the volatility in the macro economy in countries such as the United States and also China also contributed to the global crisis. The poor yield of crops may also have contributed to the exacerbation of the prices (Jones 10).
The impact of the Global Financial Crisis on Chinese Economy
	Virtually every country around the world was affected by the financial crisis in 2008 and China was not immune. Nonetheless Whalley et al. (2) reported that China was better insulated from the crisis compared to other countries. However just like other countries there are a number of areas within the economy that were affected by the global economy. One of the areas that were largely affected by the global crisis is the foreign direct investment, which decreased during the beginning of the financial crisis and increased at a later time. The net earnings from foreign direct investments reduced to $120 billion in 2008 and to $70 billion in 2009 which was a reflection of a 15% and 42% decline respectively (Li, Willett and Zhang). The decline in the foreign direct investments also led to a decline in the stock market. Prior to the global crisis, there was a stock market boom in China and more precisely between year 2005 and 2007 and the fact that it had established itself as a high growth market implied that it was not immune to the declines that were experienced by virtually all leading economies around the world. In the mid 2007 for instance, the stock market in China crashed leading to the loss of two-thirds of their initial value. 
Another sector that was affected by the global crisis is the real estate market. The Chinese market had also began to be felt in the country and more so because the country had a booming economy. The real estate market suffered a decline in the prices but nonetheless the impact was not a severe as other parts around the world such as the United States. The high real estate boom in the years between 2008 and 2009 was nonetheless not as high as the years preceding the global crisis and also the years after the global crisis. The global crisis made it difficult for many new companies to venture into the real estate market and there were in fact some that closed down. The situation was however solved after the global crisis and new companies began to penetrate and thrive in the competitive market.
Prior to the global crisis, China was experienced a rapid growth in the number of exports. However the events of the global crisis led to a decline in the demand for exports and consequently affected the Chinese economy. In 2008 in the month of November, the growth of exports in China fell to -2.2% from 20% in the previous month. The entire exports in the country in 2009 also fell by over 16% before the recovered in 2010 as the other developed countries around the world that were the main markets for their products also began to experience economic growth after the global crisis. The rebounds of the economic growth in many of the developed countries was however slow and this greatly affected the rate of rebound in the Chinese exports. Adas and Tussupova (1) enunciated that China was not affected by the global financial crisis in the United States and the impact of the global crisis was also reduced by the closed financial system. Nonetheless they also agree with the fact that the Chinese stocks and exports were largely affected by the financial crisis.
Chinese government reaction to the global crisis
One of the most profound ways through which China was able to rise quickly was through the implementation of a strong stimulus package. The implementation was also aided by the fact that China already had a strong financial position. The government was able to create a strong financial position and thereby making it easy for them to expand their credits and also their fiscal plans. The government had also reduced the deficits of the budget relative to the GDP and this also contributed significantly towards ensuring that it was able to expand. The government introduced a huge stimulus package between the years 2008 and 2009 and despite the fact that they were not able to raise the GDP ratios, the country was able to remain stable relative to other countries around the globe (Li, Willett and Zhang). The strong financial position ensured that China was able to maintain its stability despite the fact that the GDP ratios were below those of the developed nations.
The Chinese government was put in place counteractive measures that were aimed at averting and circumventing the impact of the global crisis. The Chinese government put in place a monetary policy that was relatively weak together with an active fiscal policy through the introduction of the stimulus package that exceeded $500 billion between the year 2009 and 2010. The concerted efforts of the government to recover the economy proved fruitful since the government was able to increase the lending on banks and thereby enabling them to foster the operations of the banks and keep them afloat in the volatile times. The move led to an increase in the amount that was given to banks in 2009, with the amount totaling half of all the country’s GDP. As opposed to other countries such as the United States, the government channeled funds from the bank lending to the stock and property markets of the country rather than real economic activities, which was critical in aiding the country to recover partially. The country was able to recover partially at the beginning of 2009 but the expansionary fiscal policy did not help the country to increase its debt to GDP ratio since it was still lower by over 20% compared to what had been recorded in 2009. In 2010, China had a 1.7% budget deficit compared to GDP, which was lower than the 8.9% that was recorded in the United States and thereby affirming the fact that the government was able to impact positively to the economy by averting a decline in the growth of the economy (Li, Willett and Zhang).
Another counter measure that was introduced by the government focused on the housing or property sector. The government for instance increased the down payment for the purchase of multiple properties by over 40% and on the other hand left a 20% to 30% rate for those who were acquiring individual properties. The Central bank of China further increased the rate of interest for mortgages that were not being occupied by the owner by over 10% of the normal lending rate that is allowed by the central bank. The mortgages that were being occupied by the owner for instance increased by a fifth while the property investors were charged by more than half. The measures that were being taken by the government proved pivotal in 2008 in moderating and averting the property boom from experiencing a bubble. After the global crisis intensified, the government through the central bank eliminated the lending quotas, which had made it difficult for the banks to meet their full demand for loans to their customers (Peterson Institute for International Economics 3). This therefore reflected positively to the banks since they were able to acquire a sufficient supply of money in order to support the increasing demand. In addition, the government further eliminated the share of deposits that were being demanded from the banks by the Central Bank. The primary aim of the government was to increase the supply of funds that can be loaned out, a factor that proved pivotal for the recovery process (Peterson Institute for International Economics 5). The government further made concerted efforts to ensure that the demand for loans increases by first of all lowering the rates of interest that can be charged by banks. The government also reduced the rates of loan repayments. The reducing in these rates was significant since they led to an increase in the bank lending and more so in the mid 2009. The number of loans that were issued in 2009 increased three fold from the levels that were experienced in 2008. Both the individual mortgage loans and also the investor’s mortgages increased significantly by the end of 2008 and thereby enabling millions of Chinese citizens to access finance easily. This was crucial in enabling them to recover by reducing the rate of unemployment and financial instability all of which were crucial in orchestrating the growth of the economy.  
The Chinese government also conducted other structural adjustments that were aimed at expanding the overseas markets. China for instance increased their household consumption by increasing the level of household incomes. Other than the mortgage taxes, the personal taxes were also cut to ensure that the people are able to increase their household incomes. The government further disbursed the dividends to the government and other major shareholders and in the process made it easier for them to increase the number of unilateral transfers to the households. In addition, the government further increased the fiscal resources to the social welfares for instance social safety, education and health care. This significantly reduced the uncertainties that are experienced in households for instance on the future expenditure and income. The government also increased the unemployment by improving the service sector. Since the service sector is mainly a labor intensive sector, improving the service sector ensured that there was a large number of unskilled that were being absorbed in the service sector (Zhang).
China’s role in the global economy today
China has become an important player in the globalization process. The country is cooperating effectively with the rest of the world for instance through the internationalized currency and the formulation of different investment strategies such as the one road and one belt initiative. Ash (1) espoused that there are six main areas where China will play a critical role in driving the growth and the reform of their economy around the world. One of the main areas is the implementation of an economy that is mainly driven through innovation by improving the potential of big and small businesses. Another important area is the one road and one belt initiative that aim at connecting different markets around the world through both sea and land. Another area where China is expected to play a critical role is in the rise of the middle class, which has significantly increased in China and thereby enabling the country to increase its consumption. Considering that the country has the highest population in the world, an increased rate of consumption will ultimately imply that it will be a key exporter and importer in the world. China is also expected to play a critical role in the liberalization of financial markets and thereby increasing the improvements of markets around the world. In addition, China is also fostering reforms in organizations that are owned by the government and consequently opening the largest industries within China to the world. China is also driving the investments overseas and thereby making it easier for the country to leverage on its capital and consequently revitalizing the economy of the world. China is the second largest economy in the world and despite the fact that there is still a still gap between the first country and China, China aims at playing a pivotal role in the recovery and the continuous prosperity of the global world Ash (1).  
Future of China’s economy
The advantages and disadvantages of China’s economic growth
 China has the highest population in the world and an economic growth in the country implies that it will become one of the biggest consumers of the world’s products. A high growth rate will obviously appeal to many companies around the globe who will try to sell their products to the largest market. This will therefore see a large influx of companies to China all of which will contribute significantly to the increase of jobs within the country and further spur it up the ladder of the world’s greatest economies.
China is also playing a crucial role in the development of fiber markets. Increased incomes and the reduced conformity to clothing in China coupled with the increasing demand for clothing and fabrics will ultimately spur the market for fabrics in the country. The bulging population in the country is also expected to support this sector in a significant way. China is the largest exporter of clothing and textiles and an improved economic growth will ultimately increase the demand for cotton and wool. China’s influence in the textile industry will therefore be significant in the coming years (Anderson 14).
Despite the advantages, there are some disadvantages that ultimately pose a concern or threat to China. It is estimated for instance according to a study by World Bank that close to 250 million people in China will migrate to cities and thereby leading to a bulge in the already overpopulated cities. Providing jobs and infrastructure to a bulged population will ultimately pose a significant challenge to China. An increased population and economic growth will also increase the motorization and thereby lead to a high influx of motor vehicles in the cities. This will lead to an increased consumption of energy and also an increase in pollution as a result of an urban sprawl. An urban sprawl will ultimately lead to an increased demand for land and further exacerbate the cost of land.  This is a dangerous situation since it may limit the amount of land that is available for agriculture. When the land is limited, pricing for basic commodities will ultimately increase and thereby lead to inflation. The abovementioned factors may also increase the income inequality within the country and further expand the gap between the rich and the poor.  
In conclusion, the study affirms that China was not affected significantly by the global crisis since it was able to put up effective measures that enabled it to control and restore the economy. The government of China took imperative measures that enabled it to maintain the growth of the economy. Some of the measures that were taken include structural adjustments, the introduction of a huge stimulus package and also the reduction of taxes and lending rates in order to increase the loan intake. It is also apparent from the study that China is playing a critical role in the global economy and this is aided on a large part by the fact that it is the second largest economy in the world. It is also revealed that the increasing economic growth in China will ultimately provide a good market for consumption in the country but nonetheless it may suffer from some drawbacks such as an increased rate of unemployment and limited arable land.
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