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Building the Nation with a Strong Financial Sector: A
Perspective of the Financial Code of Economic Growth in

China

ZHANG Jie

(' School of Finance , Renmin University of China)

Abstract: The C entral Financial Work C onference stressed the need to accelerate the
construction of a strong financial country and unswervingly follow the road of financial
development with Chinese characteristics. This is undoubtedly an important mission set in front
of economic theorists , the accomplishment of which requires a correct understanding of Chinese
finance. For this purpose , my paper, based on a review of relevant literature , endeavors to inquire
into the financial code of economic growth in China from a completely new perspective , that is ,
the perspective of a philosophical transition.

In my research , it is found that the relevant literature in existence have obvious
misunderstandings in terms of areas such as interest marketization , bank marketization , the
nature of and the role played by capital market , the form of national debt , the independence of
the central bank , etc. Firstly , the mainstream theory insists that interest regulation leads to
financial suppression. However, the case with China is that low interests did no harm either to
saving mobilization or to financial support. Secondly , in spite of the strong promotion of
marketization of the banking system , factors like licence value , credit rationing, risk contagion ,
etc. have determined that the marketization is destined to be limited. Thirdly , there is a popular
view believing that a capital -market-oriented financial system is superior to a bank -oriented one.
In fact , no one is better than the other. The reason for the greater importance of the latter in
China's reform lies with its comparative advantage displayed in the process of rapid economic
growth. Fourthly , among the several means of solving fiscal deficit , except the well-known form
of national debt , the academic field seems ignorant of other approaches taken by the Chinese
government , especially the form of financial credit which concerns the roles of state banks and
household saving. Fifthly , there is a prevailing argument maintaining that the Chinese central
bank is lack of independence from government. Actually , in China, its independence refers
specifically to the independence from local governments which care more about self-interest
rather than from the central government which is more concerned with public interest.

The above misunderstandings generally arise from the improper influence of the mainstream
economics and finance , but more importantly , they are the result occasioned by a wrong
philosophy and methodology. Therefore , to undo them requires a philosophical transition. Based
on the literature , both domestic and abroad , on the tradition of Chinese philosophy , the paper

made a brief review of its three maj or elements , viz. , organism , complementarianism and



holism. Then it pointed out the reasons behind the inadequacy of the western philosophy inherent
to the framework of the mainstream economics in explaining China's economic and financial
problems.

From the analyses , it is found that the financial code of China miracle lies with the following
factors which are: (1) the institutional complementarity between government and market which
shaped the fundamental institutional structure underpinning economic growth; (2) the equilibrium
between the financial supports from the banking system and the capital market , both of which
made their own contributions to economic growth; (3 ) the firm financial alliance between the
state and its citizens. With the help of the resultant structure of financial system , financial
resources were able to be allocated to the process of economic growth timely and effectively; (4)
the mean stand taken by monetary policies. The holding of such a stand is an achievement made
after many adjustments. It enables a proper match between quantitative tools and pricing tools ,
which is very helpful in avoiding the ups and downs of macro-control.

The paper concludes that the mode of financial development serving Chinese modernization
is unique to China and the exploration of the developmental path , though with a view to the
outside world , must be based on the locality of China.

Key words: China's Economic Growth; The C onstruction of a Strong Financial C ountry;

China's Developmental Path of Finance; Philosophical Transition
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