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The G7 economists’ memo from March and the IMF’s April report on 
global imbalances arrived at the same prescription: China’s current 
account surplus is excessive and should be cut by boosting 
consumption. 
  
The diagnosis is wrong. The world economy, especially emerging 
markets and developing economies, benefits from China’s high saving. 
  
A current account surplus is the excess of national saving over domestic 
investment. The saving is not lost; it is exported abroad in the form of net 
capital outflows, with an equivalent increase of China’s financial claims 
on the rest of the world. 
  
These claims add to China’s wealth and future national income. The 
economically relevant question is not whether such a surplus should 
exist, but whether the net capital outflows finance worthwhile 
investments. 
  
However, the Group of 7 and the International Monetary Fund assume 
that China saves too much and should consume more. Such a view is 
arbitrary. China’s consumption grows over time, roughly alongside its 
rising national income. If the question is whether China should save less, 
grow less rapidly over time and reduce saving and investment, the 
answer is no. 
  
The IMF speaks of “consumption-led growth in China” as opposed to 
saving-led and investment-led growth, but this is naive. True, decades 
ago, John Maynard Keynes wrote about a paradox of thrift, in which a 
higher saving rate in a closed economy under certain conditions can 
reduce output and thereby overall saving. 
 
Yet today’s conditions are different. China’s saving is not contributing to 
a decline in national output or global output. It helps contribute to greater 
Chinese exports, greater overseas investments and growth of China’s 
income and foreign output. 
  



Long-term growth comes from capital accumulation, technological 
progress and structural transformation, not from boosting domestic 
consumption. If China consumes more and saves less, there would likely 
be less global capital formation. 
  
Less infrastructure would be built abroad. Fewer solar farms would be 
installed. Fewer transmission lines, fibre optic cables and fast rail would 
traverse the developing world. Global growth would slow. 
  
On the other side of China’s current account surplus are the world’s 
largest investment needs. Emerging markets and developing economies 
require an unprecedented era of green capital formation to electrify their 
economies, modernise their grids, build storage and long-distance 
transmission, electrify their transport sectors and develop the mineral 
supply chains on which global decarbonisation depends. China’s saving 
is key to financing these investments. 
  
By the standard credit-rating criteria, there are few creditworthy low-
income or lower-middle-income countries. Despite supposed risk 
premiums, emerging markets and developing economies have potential 
for high growth. The main problem is liquidity, not solvency. 
  
Liquidity crises or “sudden stops”, triggered by global shocks such as 
Covid-19, wars, and Wall Street panics, interrupt long-term development 
plans. The IMF, when it arrives, often arrives too late, and conditions its 
support on austerity rather than on long-term productive investment. 
 
The US Federal Reserve provides liquidity, but usually just to countries 
geopolitically favoured by Washington. The financial architecture 
undersupplies liquidity to most emerging markets and reduces long-term 
green capital formation in regions where rapid growth and 
decarbonisation should occur. 
  
The IMF report seems to be aware of these liquidity risks but it is giving 
the wrong prescription. Rather than addressing liquidity, it concludes that 
there should be lower capital outflows from China. We shouldn’t solve 
liquidity crises by stopping lending. We should solve them by bolstering 
the provision of liquidity and long-maturity lending. 
  
China holds a key. It offers a critical potential supply of long-term 
financing for emerging markets and developing economies, together with 
the industrial capacity to turn investment demand into physical 



infrastructure. 
  
China’s estimated solar-module producing capacity is 1,000-1,200 
gigawatts per year. The world is currently installing only around half of 
that. Some call that China’s “overcapacity”. Yet with increased long-term 
financing, emerging markets and developing economies could install 
solar capacity at much higher rates. 
 
The mix of China’s high saving rate, emerging markets’ need for green 
infrastructure and Chinese capacity to produce green capital goods 
offers a remarkable opportunity for the world economy. Beijing’s high 
saving should promote high rates of investment in developing countries, 
high rates of exports for China and speed up transitions to systems 
based on renewable energy, as well as bankroll long-distance power 
transmission, electric vehicles, grid-scale battery storage and other 
technologies. 
  
The policy implications are clear. China should redirect a meaningful 
share of its industrial policy support from further domestic capacity 
expansion, where marginal returns have fallen, towards long-term green 
finance for emerging markets. 
  
This external financing could come in many forms: increased market-
based outflows through Hong Kong and Shanghai; increased policy-
based loans through the Belt and Road Initiative; increased outward 
foreign direct investment by Chinese companies in overseas production; 
and expanded financing through multilateral institutions such as the New 
Development Bank and the Asian Infrastructure Investment Bank. The 
People’s Bank of China can also promote the internationalisation of the 
renminbi. 
  
The objection to this strategy will not, in the end, be economic. It will be 
geopolitical. Washington will object to a strategy that assigns China a 
central role in global green finance. Yet the United States has stepped 
back from green industrialisation, halting its own investments in 
renewable energy and electric vehicles. 
  
The US cannot object when others step forward. China’s green industrial 
capacity, deployed through long-term finance to developing economies, 
is the most rational, growth-promoting and climate-aligned use of the 
country’s high rate of saving. 


