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Secular Stagnation or Financial Cycle:China’s Macroeconomic Outlook

TANG Duoduo LIU Lei ZHANG Ying

(Chinese Academy of Social Sciences, Beijing, China)

Abstract: China’s economy and the global economy are facing a similar predicament. The secular stagnation hy-
pothesis and the financial cycle hypothesis compete against and complement each other and offer solutions from differ-
ent perspectives. From the perspective of a structural insufficiency of aggregate demand, the zero lower bound on in-
terest rates requires fiscal policy to fully assume responsibility, even at the cost of debt monetization. From the per-
spective of financial cycle, policymakers need to be particularly wary of credit expansion and rising asset prices to avoid
falling into a debt trap, where low interest rates lead to even lower interest rates. Examining from the specific situa-
tions of various sectors in China, there are not only secular stagnation factors suppressing aggregate demand, but also
the gradual expansion of the impact of financial cycle. In the short term, as the global economy faces huge uncertain-
ties, China’s macroeconomic policies should be stable and stay focused. Under the main principle of financial delever-
aging, measures should be introduced in a timely and appropriate manner to ensure steady growth. At the same time,
space should be consciously reserved for policies to cope with the drastic changes that may occur in the future.
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