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Research Question

• How did credit growth contribute to output growth in China?

• Can fiscal stimulus support output growth?

• The long-standing debate on the effects of public spending on 

economic outcomes

– American Recovery and Reinvestment Act of 2009

– China’s stimulus plan 2008-09
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Summary of the Findings

• Cross-province sample in China

• Building on a novel identification strategy:

2010-20152001-2008

Output 
Growth

Fiscal 
Multiplier

0.75 1.4

Credit 
Multiplier

0.17 0
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Summary of the Findings

• Empirical challenges: government expenditure and credit are decision 

variables.

– Omitted variable bias: confounding factors

– Reverse causality: anticipation effect

• Identification: the tenure of provincial party secretaries as a source of 

exogenous variation in credit and fiscal expenditure

– the timings of appointments (or reappointments) of provincial party 

secretaries are exogenous to provincial economic conditions.

– party secretaries have incentives to use macroeconomic stimulus at 

strategically important times during their tenure to improve the prospect of 

their retention or promotion. Tournament hypothesis.
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General Comments

• Very Good Paper!

• Contribution to the literature using unique institutional details in China

• Solid empirical analyses and rich empirical findings

– great efforts in ruling out alternative explanations

• Profound policy implications

• Well written

• My comments are more likely to be suggestions.
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Comment 1: Position in the Literature
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Comment 2: Identification

• Unique institutional setting in China

– Political personnel system: Political promotion tournament 

– Rotation: 干部交流 (Ganbu Jiaoliu): Officials are regularly rotated 

among bureaucratically equivalent position.

– (1) The timings of appointments (or reappointments) of provincial 

party secretaries are exogenous to provincial economic conditions.

– (2) Incentives to use macroeconomic stimulus at strategically 

important times during their tenure to improve the prospect of their 

retention or promotion.

– First stage:

𝐶𝑟𝑒𝑑𝑖𝑡𝑖,𝑡 = 𝛽0 + 𝛽1 𝐶𝑟𝑒𝑑𝑖𝑡𝑖,𝑡
𝑂𝑡ℎ𝑒𝑟𝑠 + 𝛽2 𝑇𝑒𝑛𝑢𝑟𝑒𝑖,𝑡

+ 𝛽3 𝐶𝑟𝑒𝑑𝑖𝑡𝑖,𝑡
𝑂𝑡ℎ𝑒𝑟𝑠 • 𝑇𝑒𝑛𝑢𝑟𝑒𝑖,𝑡 + 𝑌𝑒𝑎𝑟𝑡 + 𝑃𝑟𝑜𝑣𝑖𝑛𝑐𝑒𝑖 + 𝑢𝑖,𝑡
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Comment 2: Identification

• Ru (2018, JF)

• City Secretary Turnover and Borrowing from the CDB
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Comment 2: Identification

• Ru (2018, JF)

• City Secretary Turnover and Borrowing from the CDB

• First stage regression:

9



Comment 2: Identification

• Gao (2009, AJPS): China's Local Political Budget Cycles

• County leader tenure and Expenditure Growth: non-linear function 
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Comment 2: Identification

• How to reconcile the findings with other studies with granular level 

analysis?

• More institutional details.

• Show first-stage results as the identification is one innovative part of 

the paper.

• How is results using the reduced form?

• Other potential suggestions:

– Retirement effect

– Possible for city or county level analysis?

– The second period is overlapped with the anticorruption campaign. 

Use politician crackdowns as exogenous shocks?
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Comment 3: GDP Statistics

• Anecdotal evidence suggests “cooking the book” by Chinese 

politicians is prevalent.

– In 2017, top leaders of Liaoning province officially admitted in 

Liaoning Provincial People's Congress: “The municipal and county 

governments under the jurisdiction of Liaoning Province generally 

have data fraud behaviors, and they are characterized by long 

duration, wide coverage and diverse means.”

– In 2018, top leaders of Inner Mongolia and Tianjin admitted their 

governments also had data fraud behavior.
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Comment 3: GDP Statistics

• Reported GDP growth vs. GDP target (Lyu, 2018, JAE)
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Comment 3: GDP Statistics

• How Much Should We Trust the Dictator's GDP Estimates? (Martinez 

et al, 2018)

• Suggestions: Use Night Lights to adjust for GDP manipulations
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Comment 4: Model Specification

• Baseline model

• Both right-hand side and left-hand sides are constructed using the 

same time periods. It takes some times in for the fiscal and credit 

policy work.

• Suggestion: An alternative approach would be to use one-year 

changes in output and government spending and include lags and 

leads of the independent variable of interest on the right-hand side.
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Comment 4: Model Specification

• Dynamic effects in Acconcia et al. (2014, AER)
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Comment 4: Model Specification

• The evolution of the multipliers
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Decreased by 50%

Increased by 58%

Are the differences statistically significant?



Comment 5: Type of government spending

• This paper considers on-budget expenditure vs. off-budget 

expenditure.

• It will help if we can differentiate the effect of government spending 

according to the spending types.

• Bruckner and Tuladhar (2013, EJ): 

– The Local Government Expenditures Output Multiplier (Local Government 

Expenditures by Type)
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Comment 6: Interpretations
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credit multiplier  → 0

credit 
misallocation

Financial 
constraint

Rule out the effect

In recent years



Comment 6: Interpretations
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When High SOE profit 
=0, fiscal multiplier =0

How these provinces 
geographically 
distributed?

Does it imply that the 
effect of fiscal policy is 
through supporting 
productive SOEs?



Comment 6: Interpretations
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Policies that are 
not implemented 

correctly

Policies that are 
not  working

Estimating 
multiplier effect 
using historical 

data

Anticipation 
Effect

Policy 
outcomes



Minor Comments

• Robustness checks by excluding some major provinces

• Minor typos

– Page 19: notes for Figure 5.

– Page 30: references Gao et al (2017)
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Conclusions

• A Highly Recommended Paper!

• Learned a lot by reading It!
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