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China’ s Sovereign Balance Sheet and Its Risk Assessment( IT)

Li Yang Zhang Xiaojing Chang Xin Tang Duoduo and Li Cheng

( Chinese Academy of Social Sciences)

Abstract: During 2000—2010 the national balance-sheet of China demonstrated a rapid expansion. The accumulation of
external wealth infrastructure and housing assets constitutes the dominant drivers of assets expansion which recorded the
historical process of the structural change of industrialization under exportded strategy and the accelerating urbanization.
The liability expansion of all levels of government and SOEs which overtakes the private sector indicates the institutional
feature of government dominance in China’ s economic activities. Further analysis on the risk assessment of sovereign
balance sheet shows: (1) Generally China’ s sovereign equity is positive thus there’ s almost no possibility for China to
have a sovereign debt crisis. (2) the short-term sovereign balance sheet risk is housing credit and local government debt

while the medium to long run risk is concentrated in external balance sheet corporate debt and social security account.
These risks are mostly contingent liabilities and closely related to the traditional development model. ( 3) the simulation of
debt dynamics shows maintaining the difference between GDP growth rate and interest rate is crucial for debt liquidation.
Therefore transforming the development model and sustaining economic growth are the fundamental approaches to cope with
sovereign debt risk.

Key Words: Balancesheet Expansion; Contingent Liability Risk; Transformation of Development Model; Sustainable
Growth
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