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Flow. Ultimately, private sector deleVeraging beween s einson of st e Coun snd fuurama and Nokamusa 2000

will require credit to grow more slowly than

GDP. To achieve this, the overarching prionty remains focusing more on the quality and
sustainability of growth and less on quantitative targets. To reduce the drag on growth from
slowing credit expansion, new credit needs to become more efficient. On the credit demand side,
this includes impasing hard budget constraints on SOEs and macro-prudential measures to
contain mortgages and broader risks to the real estate sector. On the credit supply side, micro-
and macro-prudential regulations should be tightened further, by requiring additional buffers for
the financial system and continuing recent efforts to eliminate regulatory arbitrage.

34.  The authorities disagreed that the stock of bad assets was underestimated. They argued
that weak firms were already facing significantly harder budget constraints due to pressure on
financial institutions to reduce financing to overcapacity and real estate sectors. More broadly, while
the authorities underscored that deleveraging remained a top priority, they considered a more
gradual pace of deleveraging than that recommended by staff as desirable and sustainable. They
pointed out that lending to firms was already slowing and would stabilize as a share of GDP over the
medium term.
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* E i B CFARS (2017F10A178)

intervention to resist appreciation of the renminbi (RMB) for a decade, China’s recent
intervention in foreign exchange markets, tightened capital controls, and increased
discretion over setting the daily fixing rate of the RMB have likely prevented a
disorderly currency depreciation that would have had negative consequences for the

United States, China, and the global economy.

relationship between the United States and China. Treasury places significant
importance on China adhering to its G-20 commitments to refrain from engaging in
competitive devaluation and to not target China's exchange rate for competitive
purposes, Treasury also places high importance on greater transparency of China's
exchange rate and reserve management operations and goals.
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