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Credit growth in China 

• Credit to private non-financial sector, % GDP 
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Credit growth in China 

• Macroprudential risks 
 

• Misallocation of credit 
– Deng et al (2015): real estate credit has little macro impact 
– Song et al (2011), Bai et al (2016), Cong et al (2017): SOE credit less effective 

than private credit 
– Huang et al (2017), Ru (2018): SOE loans crowd out private investment 

 
• Transition to lower credit growth – QUESTIONS 

– The contribution of credit to output growth historically? 
– The output drag from lower credit growth? 
– Can fiscal policy cushion the output drag? 
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This paper 

• Jointly estimate the causal effects of credit & fiscal on output 
– Credit multiplier and fiscal multiplier 
– Credit policy can complement or substitute fiscal to achieve growth outcomes 

 
• Empirical challenges in estimating multipliers 

– Control for concurrent changes in macro conditions 
– Exogenous shocks to credit and fiscal policy 

 
• Our identification approach 

– Province-level analysis 
– Effects of relative changes in provincial credit/fiscal on relative output growth 

(“open economy multiplier”, Nakamura and Steinsson, AER 2014) 
– Subnational political cycles affect the macroeconomic policy stance  

in a way that is exogenous to local economic conditions (cf. Guo, 2009) 
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“Open economy multipliers” 

• Where: 
– Y     real GDP 
– G     government expenditure  (on budget) 
– CR   bank loans  (high correlation with TSF) 

• Province level 
• OLS and IV 
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Identification 
1a. Appointments of provincial leaders are unrelated to local 
economic conditions… 
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Identification 
1b. … Rather, the appointments reflect the 5-year term of the 
previous leader & the national political cycle 
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Identification 
2. Tenure of provincial leaders affects macro policy stance 

 

8 



Identification 
3. The form of macro stimulus mimics that in other provinces 
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First stage 2SLS 

 
 

• Explain credit and expenditure growth in a province through 
– Tenure of the provincial leader 
– Interacted with credit and expenditure growth in other provinces 

(Credit and fiscal cycles do not coincide) 
– Province and year FE 
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Results 2001-2016 (full sample) 
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Robustness 
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Results 2001-2008 (pre-crisis) vs. 
2010-2015 (post-crisis) 
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Interpretation 

 
• Full sample multipliers: credit 0.2; fiscal 0.8 

– IV > OLS: countercyclical policy 
– Joint > Separate: credit and fiscal stimuli used simultaneously 

 
• 2010-2015 multipliers: credit 0.1 (insign.) fiscal 1.2 

– Higher fiscal multipliers is slower economy 
– Credit misallocation 
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Provincial heterogeneity 
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Sectoral multipliers 
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Conclusions / Implications 

• The contribution of credit to output growth historically? 
– Meaningful: credit multiplier 0.2 

• The output drag from lower credit growth? 
– Possibly low: post 2010, credit multiplier 0.1 and insignificant 

• Can fiscal policy cushion the output drag? 
– Yes: fiscal multiplier 1.2 is high in international & historic comparison 

 
 

• Low credit effectiveness <--> Lower credit growth has a small output drag 
– Conditional on credit restrictions for the least effective firms, often SOEs 

• Fiscal stimulus is effective and preferred to credit stimulus 
– But effectiveness lower when associated with ineffective SOEs 
– And focus the stimulus on services to achieve rebalancing 
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