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Rethinking Potential Output China’s Macroeconomic Outlook in 2020

TANG Duoduo
(Chinese Academy of Social Sciences, Beijing, China)

Abstract Both the debates on “defending 6% ” in China and the Campaign against “nonsense” output gaps (CA-
NOQO) in Italy center on the understanding and measurement of potential output. The potential output framework,
based on the equilibrium of real economy and monetary neutrality, was challenged by the flattening Phillips Curve and
low interest rates, and began to shift from a rigorous equilibrium view to a flexible and pragmatic sustainability view.
China’s Central Economic Work Conference in 2019 gave a comprehensive response to the debate on “defending 6% ”.
The principle of macroeconomic policy in China is moving towards the sustainability view, with financial stability as an
important objective and debt to GDP ratio as an important observation index. After the global financial turmoil, the
novel coronavirus can no longer be simply regarded as a short-term external shock. Its impact is increasingly uncertain
and uncontrollable. While further strengthening expansionary macroeconomic policies, China still needs to adhere to
the “house for living and not for speculation” policy and stabilize the debt to GDP ratio.
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