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Introduction
China’s saving rate has been puzzlingly high. The nation saves half of
its GDP and its marginal propensity to save approached 60% during the
2000s, when its per capita GDP was only US$3,500 or one-tenth of the
OECD average (ADB 2009; IMF 2009; Zhou 2009). Such a saving rate
may have important implications both for China’s own internal and external balance.
This article has three aims: to highlight the stylised facts of Chinese saving; to review the debate over factors shaping the saving dynamics, both
across sectors and over time; and to explore its medium-term outlook and
policy implications. Our critical review combines an international comparison of gross national saving and a breakdown of this aggregate by the
components of household, corporate and government saving. We hope to
take stock of the progress in understanding Chinese saving behaviour, put
the debate in perspective and shed new light on the trends in, and forces
behind, high Chinese saving.
The main findings of the article are as follows.
• First, China’s saving rate is high by historical experience, international
standards and model predictions, and has also been rising over time,
especially in the 2000s.
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• Second, saving by each of the three sectors is also high but not exceptional. What sets China apart from the rest of the world is that it ranks
near the top globally across all three components.
• Third, three major but underappreciated factors have been key: (i) major
institutional reforms including corporate restructuring, pension reform
and the spread of private home ownership; (ii) a marked Lewis-model
transformation process as labour left the subsistence sector where its
marginal product was less than its average wage; and (iii) a compressed
demographic transition, with a prospective rapid ageing process.
• Fourth, our evidence questions the proposition that distortions and subsidies have been the principal causes of China’s rising corporate profits
or high saving rate.
• Fifth, adjusting for the effect of inflation and leverage alters the time
path and sectoral dynamics of China’s corporate saving. Our inflationadjusted numbers suggest that most of the smaller increase in corporate
saving took place in the 2000s – and not in the 1990s as appears from
the raw data.
While structural factors point to a likely peak in the Chinese saving
rate in the medium term, policy measures can contribute to the transition
to more balanced domestic demand. Nevertheless, much awaits further
exploration about the puzzle of high Chinese saving.
The article is organised as follows. The next section highlights the stylised facts about China’s saving rate and provides a broader backdrop. After
that, we examine saving of the corporate, household and government
sectors respectively. We next outline three structural factors and several
policy measures shaping the medium-term outlook for the Chinese saving
rate, before the final section concludes.

Stylised facts of and a backdrop to Chinese saving
This section highlights the most salient stylised facts of Chinese saving
and provides a broad backdrop to its evolution. The purpose of the latter
is to draw attention to some of the under-appreciated structural and institutional factors shaping high Chinese saving.
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