CHINA AND THE GLOBAL FINANCIAL CRISIS

Lord Desai at Bristol University, East Asian Studies

In the first annual lecture of the East Asian Studies programme at the University of Bristol, part of the DFID series on China’s 30 years of development success, Lord Desai discussed the role of China in the previous economic boom, the current downturn, and the role China will need to play in future global financial architecture. 

Lord Desai highlighted how China has been pivotal in creating the current phase of globalisation, which started in the late 1960s on the back of technological innovations, and when technologies were maturing which allowed processing the be exported. China came onto the global scene exactly at the upswing of globalisation, and when it had a large labour force which was able to connect to available capital. China’s success in export production thus guaranteed a low inflation economy for the West. 

Now with the crisis, all countries are examining their financial systems. But the key problem is a global one, emphasised Desai. China learnt key lessons from the financial crisis in 1997, particularly from Thailand, and started to accumulate reserves, in US dollars, and American Treasury Bills. This allowed the US to run high deficits while cutting interest rates. This created a virtuous cycle of global finance, but with excess liquidity. 

The global financial regulatory system played no role in this recent period, according to Desai. The IMF reduced their lending, and they did not provide a warning regarding the emerging risks. It is not clear what the future financial system look like, but it is clear that powers have shifted to Asia where the money is. China will play a key role in the new system, but so far it has been diplomatically shy. Finally, China itself is involved in a drastic restructuring of its economy, promoting internal consumer demand, and Desai expects that this will need to be accompanied by political and social changes. 
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Lord Meghnad Desai is one of the world’s leading development economists, Professor Emeritus at the London School of Economics and a member of the House of Lords. At the LSE, Professor Desai has been Director of the Development Studies Institute and was the Founding Director of the Centre for the Study of Global Governance. 

You can hear his presentation at http://www.bristol.ac.uk/ceas/events/annual.shtml

The programme of the DFID series can be found at http://www.dfid.gov.uk/news/files/30years-development-success.asp

