
Growing Economic 
Importance

What is the current situation in the 
CHINESE ECONOMY? V. 2.0 (May 2007)

China ranks 3rd 
in world trade
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China ranks 8th for world 
trade in services (imports and exports)
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China's GDP growth averages 
about 10% per year
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Much of China's growing economic wealth is due to large volumes of world 
trade, which accounts for a majority of total GDP...

China's trade accounts 
for a larger share of 
GDP than other nations
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Source: Wolf, M.  1/24/07
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Growing Economic 
Importance

China has been the world's fastest growing economy for almost 30 years

Share of world 
trade

China ranks 

3rd
 in world
 trade

Foreign direct 
investment

China ranks 

3rd
for foreign direct 

investment
inflows

Foreign currency 
holdings
China is the

 world's 
largest
foreign

 reserves
holder, recently 

outpacing Japan

Balance of 
payments

China's balance
of payments

(in bill of $USD) is the

world's largest,
and has 

increased
8-fold

 since 2000

Overall size of economy

China is now the

world's
4th

largest
economy
(Market exchange rate)

China is now the

world's
 2nd
largest

economy
(Purchasing power parity)

China is of growing economic importance and influence because of its size...

China is the world's 
4th largest economy 
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(Market exchange 

2006 GDP in trillions of $USD 

Ex . change
rate
"The price at 
which one 
currency can be 
converted into 
another."  In this 
case, it is the price 
at which Chinese 
yuan can be 
converted into US 
dollars.

Economist "Economics 
A-Z"

Pur . cha . sing    po . 
wer    par . i . ty

A way to calculate the 
value of a currency to 
express "incomes and 
prices in different
countries in a common 
currency." The
purchasing power parity 
(PPP) "equates the price 
of a basket of identical 
traded goods and 
services in two 
countries.  PPP is often 
very different from the 
current market 
exchange rate." 

Economist "Economics A-Z"

China is also of growing importance because its shares of global GDP have 
risen while the shares of other economies have declined...

China ranks 3rd in world 
trade in goods (imports and exports)
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Source: WTO "World Trade in 2005-Overview"
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...and China's economy is expected to expand in size, and to maintain one of 
the world's highest economic growth rates for about 15 years

China will be world's 3rd 
fastest growing 
economy from 2006 to 
2020 (Deutsche Bank predicts)
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 % average GDP growth 2006-2020

China will be the 
world's 2nd largest 
economy by 2020 (American
Institute for Contemporary German Studies predicts)
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By 2010, China's GDP per 
capita will be 10 times 
higher than the 1984 level
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$700
1995

$1700
2005

Average GDP per capita ($USD at market exchange rate)

$2500
2010 est.

Source:   Xinhua New, 10/10/06, International Atomic Energy Agency
2006, World Bank Group, People's Daily Online, 7/7/06 and Global 

Insight, 2006

...and because of how fast it has grown, both in terms of the overall economy,
and in per capita GDP

 China's domestic economic management is benefiting the global economy

andHigh
productivity
growth

Low 
prices of 
Chinese

Helps keep
global
inflation low 

...improved technology,
management, and closures of 
many SOEs has increased 
productivity...

...resulting in low prices of 
China's exports, the largest 
exporting nation in the 
world...

...and, as the world's 4th largest 
economy (market exchange rate) China
helps to maintain low average 
global inflation.

China's labor
productivity

rate grew 
17%

a year
 from 1995 to 2002

Maudlin, 7/14/04

As the value 
of the yuan gradually 

increases,
it can 

buy more
imported components

 for less, which

 lowers the price
of exports 

Kalish 7/05

Average Global inflation 
rates have fallen by over 
50% since 1980
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Low 
domestic
inflation

Low 
exchange
rate Wolf, M 1/24/07

The yuan's
value grew
over 2006, but the

exchange
rate remained 

artificially
low

at 7.99 yuan 
to the US dollar 

Barboza, 7/11/06

The Central Bank controls monetary policy, and the goals are to maintain the value of the yuan by 
controlling inflation and exchange rates...

The yuan's inflation rate is 
gradually rising after years of 
controlled rates
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 Without
controlled
inflation rates,

the yuan 
would have 

inflated
2.68%

per year
 from 1995 to 2004 

  Heritage Foundation
 "China"

After years of stagnant 
rates, the yuan's value 
is increasing as the 
exchange rate is 
lowering

8.28
1995-2004

exchange rate:  yuan per $USD

7.99
2006

7.6
2009 est.

 Source:  Global insight, 2006 and Deutsche Bank 
Research "Key Economic Indicators:  China"

Costs of health care, retirement, 
and education, and less job 
security encourages people to 
save rather than spend, creating a 
high savings rate... 

...the generally favorable 
economic climate for foreign 
business invites large amounts of 
foreign direct investment...

High
savings
rate

High
investment
rate

Low
global long-term 
interest
rate

Wolf, M 1/24/07

...and, as the world's 4th largest 
economy, (market exchange rate) 
China helps maintain low 
average global interest rates.

China's savings rate is 
double that of the global 
average

50%
China

2005 savings rate as % of GDP

25%
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10%
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Source:  Knight, 5/12/06, and Shiller, 8/26/06

China's FDI inflows 
account for a larger share 
of GDP than other nations

14%
China

Source: Wolf, M.  1/24/07
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FDI inflows as a % of GDP

Average global interest 
rates have fallen by about 
50% since 1994

4.5%
1994

average global long-term interest rates (%)

3.2%
1997

Source:  Catao, "Perspectives on Low Global Interest Rates"  2006

2.1%
2003

China's balance of payments (in bill of $USD) is the 
world's largest, and has increased 8-fold 
since 2000

China State Administration of Foreign Exchange "Data and Statistics" and Country Watch "China" 61 

2000

Current Account Balance

Goods and Services 

Net Investment Income

Net Current Transfers

20.5
28.8
-14.6
6.3

2002 2004 2006
Jan-Jun

35.4
37.3
-14.9
12.9

68.6
49.2
-4.1
22.8

90.8
72.7
3.6
13.6

...and China is also a top destination for foreign direct investments, which 
account for a relatively large portion of total GDP...

China is 3rd in the 
world for foreign direct 
investment inflows
rank FDI inflows 
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China's FDI inflows 
account for a larger share 
of GDP than other nations

14%
China

Source: Wolf, M.  1/24/07
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Bergsten, 87

China's total hourly 
urban labor costs are 
a fraction of some 
developed nations

$1
avg.

China

$30
avg.
US

 43%
of China's exports

 by value were comprised of

high-tech
electronics, computers, 

and telecom

equipment
 in 2005

ECON 3/31/07, 11

and the large, relatively low-cost manufacturing  labor force has evolved into 
a regional assembly point for high-tech foreign goods

In addition to these factors, China's large accumulation of foreign reserves 
gives China the largest balance of payments in the world 

China has outpaced Japan as 
the world's largest foreign 
reserves holder
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China's sustained economic growth requires large shares of global energy 
and resources

China ranks 2nd for world 
energy consumption

Source: GeoHive "Energy:  consumption by type and country, 2005"
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estimated total annual energy consumption in 
millions of tons of oil equivalent
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The Domestic Economy

China's development ambitions...

Source:  Bijian, 23-24

The Chinese government's 
development targets for the 
next 50 years 

Stage 1:
2000-2010
Double

GDP

Stage 2:
2010-2020
Double

GDP again
(per capita GDP

expected to 
reach $3,000)

Stage 3:
2020-2050
Achieve
'peaceful

rise'

 In other words, by

2050
China will be a

middle-class,
developed,

socialist
nation

China's development stages...
Primary stage... Tertiary stage...

1958-1978 reform 
"administrative
decentralization"

transfer more power from
central government to 
lower-level governments

share central government 
revenues with lower-level 
governments

goal

strategies

Wu, 43

Secondary stage...

1994-2005 reform 
to create a socialist 
market economy

promote the economy's 
"overall advance with 
key breakthroughs" in 
prosperity

goal

strategy

Wu, 43

Current stage:
socioeconomic strategies...

The "five balances" policy 
seeks comprehensive 
growth between...

World Bank "China:  Country Brief"

1
2
3
4
5

rural and urban development 
inland and coastal development
economic and social development
people and nature
domestic and international
development

Current stage:
specific economic goals...

2006-2010
quantitative goals

World Bank "China:  Country Brief"

1

2

3

achieve GDP growth rates of 7.5% 
a year

cut energy consumption "per unit 
of GDP by 20% over 5 years

reduce "total discharge of major 
pollutants" by 10% by 2010

Current stage...

2006-2010 reform 
simultaneous economic 
and social development

maintain the socialist 
market economy

achieve "the five balances"

goal

strategies

World Bank "China:  Country Brief"

China's current  stage...

1979-1993 reform 
gradual reforms for areas 
"outside the system" 

promote the development 
of non-state sectors 

promote the development 
of "off-plan"  (non-strategic)
parts of the economy

goal

strategies

Wu, 43

China's economic development has occurred within gradual, government-
planned phases for about 30 years...

...and current goals aim to achieve a balanced development that will help 
China become an economically and socially developed nation capable of 
exerting global influence

The economy has become more oriented toward privatization...

The number of private Chinese 
businesses has increased 
nearly 14-fold since 1993

.3
million

1993

millions of private businesses

1.7
million

2000

3
million

2003

4.1
million

2003
 Source:  Embassy of the People's Republic of China in the United States of 

America, 11/7/03 and 2/8/04, Hong Kong Trade Development Council, 11/8/06,
Cheng, 3/10/04

Private ownership (as a % 

ownership of GDP) accounts for 
nearly 3/4 of GDP

31%
1990

% GDP owned by private sector

39%
1995

45%
2000

70%
2005

 Source:  Wu, 89, and Business Week 8/2/05

China's tariff rates have fallen 
by almost 77% since 1988

43%
1988

36%
1995

17%
2000

Average tariff rates (%)

10%
2006

 Source:  Hong Kong Trade and Development Council, 2006, 
Global Insight, 2006, and China Daily, 12/9/03

China's exports grew 
over 6-fold in a decade, 
reaching nearly $1 trillion

160
billion
 est. 1996

Total annual exports (hundreds of bill. $USD)

990
billion
est. 2006

 Source:  Econ, 3/31/07, 11

Freer trade policies have helped to expand trade volumes, especially 
exports..

Global Economic Impacts

Source:  CIA 2006, GeoHive, 2006, and Maddison, 1998

2005

Industry has dominated the 
economy since 1978 (% of GDP)

agriculture
industry
services

2000
15.0
50.0
35.0

12.5
47.3
40.3

1995
23.2
46.9
29.9

1978
33.7
38.0
28.3

1952
58.6
11.6
29.8

China has gone from being an agricultural economy to a nation driven mostly 
by industry

Natural Gas

Rand, "Fault Lines in China's Economic Terrain"

China's natural gas 
consumption is expected to 
increase almost 9-fold from 
the 1980 level
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Source:  Wolf, "Fault Lines in China's Economic Terrain"

  energy consumption in quadrillion BTU 

Oil

China's oil imports are expected 
to rise 23 times by 2030

11
10
9
8
7
6
5
4
3
2
1

  millions barrels of imported oil/day 

Real Instituto Elcano, 2005, EIA, "International Energy Outlook 2006, and 
IEA, "Monthly Oil Market Report" 1994, and Washington Times, 4/20/06
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Energy sources fuel China's growth, but as consumption outpaces production, 
the economy will increasingly rely on foreign imports to help maintain 
development and achieve its national goals

China's share of world energy 
consumption is expected to rise 
to over 15% by 2030
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 % share of world energy consumption 

 Source:  Bergsten, 130, EIA "China:  Environmental Issues"  and Real Instituto Elcano, 2005
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China's nuclear power 
production will almost 
triple by 2025
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China is the 
world's largest 
coal producer
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China's 2010 coal production
will be more than double the 
1990 level 
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Saiget, 11/6/06, Coal Sequestration Leadership Forum, 2005, and Jing, 3/18/06
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China is the 
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China's 2015 coal 
consumption is expected to 
triple from the 1980 level 
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  energy consumption in quadrillion BTU 

Wolf "Fault Lines in China's Economic Terrain"
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China's petroleum 
production is forecasted to 
plummet in upcoming years
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China is the 
world's 6th largest 
oil producer
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China is the 
world's 2nd largest 
oil consumer
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China's petroleum consumption is 
expected to more than quadruple 
from the 1980 level
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Further detail on these topics may be 
found on accompanying posters.  See 
Especially sections on Foreign 
Relations and Environment.

Trade restrictions
TRADE RESTRICTIONS REMAIN despite policy reforms, and they undermine 
principles of free trade and violate WTO regulations.  Long-term trade relations and 
could be compromised without more progress toward freer trade

Trade policy restrictions
- continued quotas
- continued licensing
- "regulatory control" of imports 
through inspection, quarantine, 
regulation requirements

Heritage Foundation "China

Limited economic freedom
A LOW ECONOMIC FREEDOM RANK indicates that reforms have not brought about 
fundamental elements of a free market economy. A lack of progress toward economic 
freedom could harm long-term growth, credibility, and sustainability

China's economic freedom 
score has been virtually 
unchanged for over a 
decade according to Heritage Foundation

52%
1995

54%
2007

% economic freedom (100% = most free)

Source:  Heritage Foundation, 2007

54%
2000

Property Rights
WEAK PROPERTY RIGHTS could impede greater foreign investment  and harm private 
domestic businesses due to major corruption and weak legal enforcement.

Source:  Chandler, 98 and Wu, 308

...especially...
- inconsistent rulings
- legal enforcement
- biased courts
- slow court 

enforcement of the
amendment has 
"yet to be tested"

local officials 
often disregard
legal rulings

Continued
widespread
corruption

...in particular... ...however...

A 2004 constitutional 
amendment
guarantees private 
property protection 

Weaknesses
in the legal 
system

...which, in the long-term, could negatively affect...

Long term 
economic growth 
and sustainability

Foreign firms and
investors from 
doing business

Private domestic 
firms from doing 
business

...and ultimately...

Legal and political issues that affect property rights 
policies face issues may lead to negative economic 
effects

Dependency on 
outside sources

LARGE FOREIGN INVESTMENTS AND TRADE 
have fueled growth, but internal consumption is 
relatively small.  If trade or foreign investments 
are slowed down or cut, China could face a 
major economic crisis because the economy 
relies heavily on the outside world

70%
of the economy
"is dependent

 on the

 outside world,"
and a further

"over-dependence" could 

threaten
 "sustained economic

growth"
Xijun, 11/3/06

Nearly

40%
 of China's 2005

 GDP
was made up of

foreign
direct

investment
Bergsten, 24

Natural Gas
NATURAL GAS IMPORTS will be an increasingly vital 
energy source that will be largely imported. Thus, 
China could become more dependent on foreign 
energy to feed economic growth

China predicts it will 

import about 

50%
of its 

natural gas 
by 2020

Oster, 3/3/06

China's 2015 natural gas 
consumption is expected to 
increase almost 9-fold from 
the 1980 level

.5
1985

.7
1995

2.3
2005

energy consumption in quadrillion BTU

5.3
2015 est.

Source:  Wolf "Fault Lines in China's Economic Terrain"

 Economic Challenges
Economic Slowdown

A FUTURE ECONOMIC SLOWDOWN is expected because of difficulties in maintaining 
high growth and investment rates, etc. A slowdown would bring about lower GDP
growth, less foreign investment, and more expensive Chinese exports. A slowdown in 
growth rates might prevent China from achieving national goals

China's GDP growth rates 
are expected to decline to 
5.5% by 2015

15-3005-1505
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% annual GDP growth 

Source:  Energy Information Administration  "International Energy Outlook 2006" and 
Taylor, 1
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Low Internal 
Consumption

CHINA COULD FACE AN ECONOMIC 
SHOCK if internal consumption 
doesn't rise.  Low private 
consumption means that China is 
mostly economically dependent on 
foreign trade and investment

Declining private 
consumption (as a % of GDP)

will drop to 1/3 of GDP

48%
2000

Source:  Chappell, 12/15/06, and Aziz, 12/14/06 

39%
2004

33%
2007 est.

household consumption as a % of GDP

Possible economic crisis
A FINANCIAL CRISIS either caused from 
within or outside China could destabilize 
the political, economic and social 
situation

UNCERTAINTIES OF THE GLOBALIZED 
ECONOMY grow as world economies 
become more integrated. A financial crisis 
originating in another nation could pull 
China into a financial crisis

?
The frequency

of global

financial crises
has almost

 doubled 
since 1973

Wu, 379

69
incidents of 

financial crisis
occurred

 between 
1979 and 1999

alone
Wu, 379

It is 
"almost certain"

China will have a 

financial crisis
"within the next

 20 years,"
some scholars say 

Wu, 379

THE OVERHEATING ECONOMY could have negative effects once growth rates slow 
down, possibly resulting in a decline in exports and a rise in prices.  If the State
remains unable to rein in growth, prospects for long-term economic sustainability
could be compromised.

Overheating economy

China

 surpassed 
Britain

to become the world's

 4th
largest

economy
in 2006

AFX News, 1/10/07

China's trade 

surplus
increased

from about 

$100 billion
in 2005 to about 

$180 billion
in 2006

Barboza, 7/11/06, and AFX News, 
1/10/07

 China's 2006

GDP growth 
is "likely to

exceed"

10.5%,
and the IMF has

"cast doubt 
on the effectiveness"
of leadership to slow 

growth
Guha, 10/31/06

 Economic Challenges

Vulnerability
of fixed rates

FIXED EXCHANGE RATES
may benefit China for now,
but the implications of fixed 
rates could lead to domestic 
and international financial 
crisis

All
of the major international 

financial crises
in the last 20 years except 

one was caused by

 exchange 
rates

that were fixed for too long
Rogoff, 5/6/04

?

Labor Issues
OUTSOURCING of factories and jobs to lower-wage nations could bring about mass 
unemployment, decreased consumption, and even an economic recession
China's hourly 
manufacturing
labor costs more 
than doubled in 4 

$.25
2000

hourly wages in $USD

$.57
2002

$.67
2004

Source:  Lett, 2006, and Osio, 2000

China's wages 
are rising

2 to 3 times 
faster
than other 

low-wage regional 
economies

 ECON 3/31/07, 11

China's average 
monthly manufacturing 
wages are double that 
of other low wage 
Asian nations 

$300
China

 (east coast)

average monthly wages in $USD

$150
Indonesia

$150
Philippines

Source:  Econ, 3/31/07, 11

LABOR SHORTAGES experienced in some urban factories indicate economic, social, and 
demographic changes that could lead to long-term problems as the labor force declines

Why China could experience labor shortages in the future...

Uneducated,
cheap
workers

decreasing

Potential labor shortages

People age
15-24 who 
make up 
most of the
internal
migrants

Females age
18-35 who 
take most 
factory jobs

Awareness of
harsh factory 
conditions and
low wages

Young
people
attending
college

Young
people
staying
on farms

increasing

Industry,
development,
and wealth
spreading into
China's interior 

Educated,
skilled
workers

Source:  Barboza, 4/3/06 and Xinhua News, 8/23/06

The total
labor force 
after
reaching its 
peak around 
2016

Major export

industries
need

an additional

1 million
workers,

maybe much more, 
officials suggest

Barboza 4/3/06 

 Economic Challenges

Demographic issues
KEEPING UP WITH URBAN 
GROWTH means that 
infrastructure, employment, 
health care facilities, etc. will 
have to be provided to cities. 
Without these elements, cities 
could turn into slums, causing 
economic and social unrest 

INCREASED ELDERLY
POPULATION means there 
will be a smaller labor 
force, and more elderly 
people could put severe 
burdens on health and 
social security budgets

China's elderly population 
will more than double by 
2020

7.7%
(100 million)

2006
Source: Xinhua News, 8/23/06

% of population above 65
 (millions of people above 65)

12.5%
(170 million)

2010 est.

17%
(240 million)

2020 est.

1 in 2 Chinese will live 
in cities by 2015

17%
1975

Source: United Nations "Human Development Report 2006", 

39%
2004

50%
2015 est.

% urban population 

China's labor force 
will peak in 2016

790
million
 est. 2005

Labor force in millions

990
million

est. 2016
Source:  Xinhua News, 8/23/06, CIA, 2006

THE LABOR FORCE is 
expected to peak within a 
decade. After the peak, 
there could be a significant 
labor shortage that could 
harm China's industrial 
sector and the overall 
economy

 Economic Challenges

Pollution
POLLUTION has negative effects on the domestic and global economy.  China could 
become the largest greenhouse has emitter by the end of 2007.  China would need full
government commitment, technological investments, environmental clean-ups, and 
regulatory enforcement to begin to address pollution issues

China's

renewable
energy law
of 2006 requires that

10%
of energy is to come from 

renewable
sources by 2020

US Department of State 
"Background Note:  China"

China is the 
world's 2nd largest 
CO2 emitter

15%
China

Source:  Morton, 65

% contribution to global CO2 emissions

25%
United States

Pollution
problems

cost China

$200 billion
 a year, about

10%
of GDP

Associated Press 6/6/06

Banking system
ILL-FUNCTIONING BANKING SYSTEM faces numerous problems like bad loans and 
corruption.  Because China's banks play a large role in the economy, and are an 
integral part of the fiscal system, the sustainability of the whole economy could be 
threatened without a sound banking system 

2 out of 3
bank loans

are given to

 state-
owned

enterprises
Fishman, 102

Bad (unpaid)

 bank loans
account for an 

estimated

25-75%
of China's total 

GDP,
 says the US

Congressional Research 
Service, 2006

Banking system issues
- widespread corruption
- economic inefficiency
- bad loans

 Congressional Research Service, 2006

China's banks are owned about 
$153 billion, roughly 7% of GDP,
in unpaid loans

122
billion
"Big Four"

bad bank loans in bill. of $USD by bank type

18
billion

Private banks

12.4
billion

Commercial banks

542
million
Rural banks

Source:  Engardio, 8/22/05

Coal
COAL CONSUMPTION is sustained by large domestic supplies for now, but China is 
already importing coal, and could become a net importer in the near future.  Increased
coal use from growing imports means higher foreign dependencies, and more pollution

China's 2015 coal 
consumption is expected to 
triple from the 1980 level

12
1980

21
1990

22
2000

energy consumption in quadrillion BTU

39
2015 est.

Source:  Wolf "Fault Lines in China's Economic Terrain"

China
will become a 

net coal
importer
"within the next

few years"
Chandler, 90

Petroleum
INCREASING OIL IMPORTS are vital to 
development, but decreasing oil supplies, 
problems with transport, and possible instability 
from exporting nations could threaten supplies

OIL SEA TRANSPORT in the Indian 
Ocean and South China Sea is vital 
to growth, but unless the navy is 
capable of protecting sea lanes, 
supplies could be threatened

About

70%
 of China's

oil imports
come through the

Malacca Strait 
in the Indian Ocean 
"China Turns Mekong Into

 Oil-Shipping Route" 1/5/07

Crude oil 

imports
are rising

by
more than 

30%
 a year

 ECON 3/31/07, 13

CCP economic involvement
PARTY-STATE RETAINS ECONOMIC 
CONTROL, thus preventing the 
development of a true free market 
economy.  This situation could harm long-
term growth

ENTREPRENEURS ARE JOINING THE 
COMMUNIST PARTY not necessarily 
because of an ideological commitment, 
but because they want to reap the 
benefits of preferential governmental 
treatment through access to loans and 
resources.  More CCP entrepreneurs 
could give the Party increased control 
over the private sector 

Source:  Cheng, 3/10/04

1993

13.1%

The proportion of 
entrepreneurs in the 
CCP more than 
doubled in a decade
(% of total Entrepreneurs in CCP)

2003

29.9%

The state continues to 
intervene in the economy by...
- maintaining ownership of large 
companies in key sectors
- giving preferential treatment to SOEs
- owning the major banks
- controlling prices in strategic sectors
- intervening of foreign investments in 
the stock market
- limiting foreign inflows and exchanges
-instituting quotas, licensing, and other
bureaucratic trade restrictions
- requiring Party-state approval  for 
private firms to make business decisions

Chandler, 98 and Wu, 308 Country Watch "China" 2006
Engardio, 8/22/05, and Heritage Foundation "China" 

Wage Issues
WEAK WAGE POLICIES means that a lack of national wages allows China to supply 
cheap manufacturing labor and exports.  Low wages and wage violations could cause
workers to stay stuck in poverty, social unrest, and harm China's international 
reputation

The percentage
of Chinese

 manufacturers
"caught submitting

false payroll records"

has increased from 

46% in 2002 to 

75% in 2006, 
according to expert testimony

Roberts, 11/27/06

Weak supply and 
demand

SUPPLY AND DEMAND is still developing 
in China, and supply and demand forces 
are especially weak among SOEs.  This can 
lead to economic waste, overproduction, 
inefficiency, and global price distortions

China will

produce
20 million

cars
by 2020, but expects to 

sell
9 million

Schwarz, 10/12/06

WTO Violations
VIOLATIONS OF WTO REGULATIONS
could jeopardize global trade relations 
or the economic reputation

Some of the 

subsidies
given to state-owned  steel 

companies
are "clearly 

prohibited"
under the 

WTO Subsidies Agreement,
others

violate
China's WTO accession 

agreement
Price, 4/4/06 

FOREIGN COMPANIES are vital to growth, but 
leaders are concerned that outside firms could 
gain control of strategic sectors, or undermine 
the competitiveness of State-owned firms in the 
domestic market

Foreign investors 
have set up

570,000
businesses

employing

25 million
workers

in China as of the end of 2005
International Herald Tribune,

12/31/06

Foreign activity in the 
domestic economy

 Economic Challenges
Domestic firms

THE ROLE OF PRIVATE BUSINESSES is challenged and stagnated by the domestic 
business climate.  Overwhelming competition from state-owned firms and foreign 
companies could cause many private firms to remain small or weak, and some may shut
down

large amounts of
capital, strong 
marketing and finance 
networks, etc.

preferential
government
treatment through
subsidies, bank 
loans, etc. 

State-owned
enterprises

...are given...

Foreign-
funded firms

...have...

Private domestic 
businesses

...lack...
access to bank 
loans, global 
business channels, 
tax benefits, etc.

...which severely limits...

global economic 
influence of private
Chinese brands 

competitiveness
of small domestic 
firms in China

Despite the growth of private firms, domestic 
economic conditions are generally unfavorable 
for competition

Source:  Chandler, 98 and Wu, 308

CREATING MORE ELECTRICITY is necessary for 
economic and social development, but human health 
and the environment could be harmed when more 
power is generated by coal, China's primary energy 
source

China will expand power 
capacity from all electricity 
sources

600

500

400

300
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100

0

 capacity in GWs

Anhua, 2006

Source
coal

__
__
__
__
__
__

hydropower nuclear renewable
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00
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Power Shortages
ELECTRICITY SHORTAGES have 
become ongoing problem with 
negative implications for economy 
and society.  Because coal 
generates most electricity,
creating more power could cause 
more pollution and negative 
human helath effects 

Electricity
shortages

began in mid-2002 and

 peaked
 in summer 2003

 when power

consumption
 rose 

15% a month 
Xinhua, 2/20/04

MacroVU® Analytics
Robert E. Horn
hornbob@earthlink.net
415-775-7377
Copyright 2007 R.E. Horn

High savings rate
HIGH SAVINGS RATES over time may increase economic dependency on foreign trade 
and investment because domestic consumption remains relatively low.  This threatens 
long-term economic sustainability because a sudden loss of foreign investment or
trade could cause a financial crisis

Source:  Chandler, 98 and Wu, 308

...and future problems could include...

Some health care reforms have
been instituted, and more
changes will take place by 2008

not everyone is covered, 
especially in rural areas, 
and health costs paid by 
patients have risen

income inequality 
is rising

slowed internal economic growth and 
threats to future economic development

...however...

Per capita wealth
has risen in the 
past few decades

The traditional social 
security is adult children 
caring for elderly parents

...however... ...however...
fertility rates are
declining and life
expectancy is increasing

...and all of these together could cause...

...so to ensure economic and social security,
and health coverage...

an imbalanced development 
of  consumption,  foreign 
investment and exports

Several factors contribute to the high savings rate, which 
could ultimately harm economic growth and sustainability 

Chinese people are
saving more and
spending less 

there's less money in 
the active economy

China's

savings rate
is equal to

50%
 of the GDP

 Knight, 5/12/06, and Shiller,
8/26/06

rising savings rates, 
but slower
economic growth
 in 2007

 an increased economic 
dependency on outside 
sources like foreign 
investment and exports

...and already...

Regulatory Policies
WEAK REGULATORY POLICIES stem from 
legal deficiencies such as the lack of a rule of 
law.  Poor regulation policies could deter 
greater foreign investment and internal 
growth

Regulation policy issues
- arbitrary and inconsistent 
legal enforcement
- lack of transparency
- widespread corruption

Heritage Foundation "China

Financial system
CHALLENGES IN THE FINANCIAL SYSTEM 
remain despite greater steps toward 
liberalization.  Without effective measures 
taken to address problems, these issues 
could harm China's long-term economic 
prospects

Financial system issues
- bad debts
- lack of transparency
- ongoing corruption

Heritage Foundation "China

Energy prices
ARTIFICIAL ENERGY PRICES fuel industrial growth, but could harm economic or 
environmental sustainability in the long-term.  Industries and citizens have little
incentive to be efficient with cleaner energy sources when cheaper, more polluting 
sources are widely available

200

China is the world's 
2nd largest economy 
in terms of PPP

Japan IndiaUSA
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Nation
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Source:  IMF, World Economic Outlook 
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(Purchasing power 
parity)

China's share of world GDP (PPP)

has more than tripled while the 
shares of other economies 
have decreased

Hong Kong

Japan

United States

European Union

rest of the
world

ECON, 3/31/07, 11, Wolf, 3/14/07
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China has moved up the production chain in to become the final 
assembler of products for Asia

Exports
of merchandise

in the first half of 2006 

totaled
$404 billion,

over 50%
of exports are

assembled from 

parts from 
foreign-funded firms

Butcher 1/16/07  and Wolf, M 1/25/07

Imports
  of parts and 

components
 in the first half of 2006 

equaled
$222billion,

or 55%
of the value of merchandise 

exports
Butcher 1/16/07, and Wolf, M 1/25/07

Final
Assembly

Stage:
parts put 

together to fill 
customer orders, 
mostly for export

China consumes a significant 
share of the world's materials 

aluminumsteeltin & coal

33%
30%
27%
24%
21%
18%
15%
9%
6%
3%
0

% share consumption of world total in 2005

Resource
lead oil

Wolf, M.  1/24/07, and Engario 8/22/05

iron & zinc

__
__
__
__
__
__
__
__
__
__

wheatrice

State-owned enterprises 
have decreased by over 
half in a decade

300
thousand

 est. 1995

estimated SOEs in thousands 

150
thousand

est. 2006
 Source: Bergsten, 23-24, Econ 3/25/06, 12 and Booz Allen

Hamilton, 2006

500

State-owned enterprises
What is the situation?
- the state stopped supporting the most unproductive SOEs 
in the 1990s, and many died out
- in 1995 there were an estimated 300,000 SOEs
- as of 2006 there were about 150,000 SOEs with 50 million 
employees
- many are still unprofitable or inefficient
- a few have become highly profitable and globally 
successful, like energy companies
- government plans to sell, merge, or close the remaining 
SOEs have not been fulfilled

What are the challenges and issues?
- lack of transparency
- lack of productivity and profitability is a drag on economic 
growth
- are mostly kept afloat by preferential government treatment 
and subsidies
- few SOE employees who get laid off receive adequate 
support, training, or help from the state

What are some examples of government support 
to SOEs?
- large bank loans
- stock market listings
- tax benefits
- government contracts
- resources 
- price controls 

What are the implications?
- the government retains strong economic control through 
SOEs, retaining core elements of a socialist market economy
- private firms are not competitive against SOEs
- unproductive, unprofitable SOEs are a drag on growth
- distortion supply and demand of national and international 
markets

 Bergsten, 23-24, Econ 3/25/06, 12 and
 Booz Allen Hamilton, 2006, Bradsher, 7/11/06, Heritage Foundation "China," Chandler,

98 and Wu, 308  and Country Watch "China" 2006

The Domestic Economy
The Party-state retains economic controls through the banking system.
China's state-owned banks set monetary policies, give preferential treatment 
to SOEs, and dominate the entire banking sector

China's banking system
What kinds of banks does China have?
- The "Big Four" banks 
- About 12 privately-owned banks
- About 100 commercial banks
- About 32,000 small banks and credit cooperatives
More about the "Big Four"...
(The Bank of China, China Construction Bank, the Industrial 
and Commercial Bank of China, and the Agricultural Bank of 
China)
- are owned by the Party-state
- conduct the majority of all banking 
- 57% of all of the Big Four's loans are for SOEs and large 
corporations
- $1.8 trillion is collectively held in deposits
- 10% of all loans are bad 

More about the private banks...
- concentrated in rich, coastal cities
- have undergone more flexible reforms than the other banks
- About 50% of all loans are bad

More about the commercial banks...
- established by local governments
- are located in cities
- permits foreign stockholders
- 10% of all loans are bad

More about the rural banks...
- are located in rural areas
- are very underfunded and lack capital
- were intended to revitalize agriculture, but have "lost focus"
- Over 60% of all loans are bad

Engardio, 8/22/05

Banking sector changes
- relaxed control over interest 
and exchange rates 
- more investments by foreign 
banks allowed in "permissible" 
sectors
- minority shares in domestic 
banks given to foreign firms

Heritage Foundation "China"

The Party-state retains elements of a socialist market economy through 
ownership over large enterprises in strategic sectors.  SOEs allow the 
government to set prices, reap large profits, and compete in global markets

Remaining price controls over strategic commodities and sectors allow the 
Party-state to promote economic growth and support SOEs despite 
interferences with supply and demand

State price controls
What sectors are under price controls?
- "essential" goods and services like food and tobacco
-  energy resources, like coal and petroleum

How do price controls benefit SOEs?
- low-priced commodities are given to SOEs as 
subsidies
- the subsidies allow SOEs to make and sell goods at 
lower prices than other firms
- subsidies help keep unproductive and inefficient
SOEs afloat 

What are the implications of price controls?
- artificially low prices, like energy prices, promote 
industrial growth and private consumption
- low prices give no incentive for greater efficiency
- gives SOEs advantages over private domestic firms
- distortion of supply and demand
- distortion domestic and international markets

Bradsher, 7/11/06, and Heritage Foundation "China"

The number of SOEs 
shrankbecause of 
- reorganization, 
- acquisition,
- sell-off,
- close-down, and 
- bankruptcy.

Booz Allan Hamilton, 2006

A lack of 
transparency
on ownership makes 
SOE statistics 
"difficult to verify"

Booz Allan Hamilton, 2006

China has no national 
minimum wage.
(Local governments 
set their own wages)

Roberts, 11/17/06, and Heritage Foundation
"China"

FOREIGN INVESTMENT BARRIERS in the long term could deter the foreign inflows and
technology that China is dependent upon

Foreign investment barriers 

Foreign investment barriers
- legal weakness and inconsistency
- protectionalist policies over 
strategic sectors
- limits on foreign capital, transfers, 
exchanges
- state intervention of foreign 
investments in the stock market

Country Watch "China" 2006, and 
Heritage Foundation "China" 

Government policy 
permits foreign 
investment
"only in specific, 
government-
designated sectors"

Country Watch "China" 2006

China may surpass 
Japan and Germany
to become the 
world's 2nd largest 
economy (MER)

in about 15 years
ECON 3/31/07, 3

PER CAPITA WEALTH IS NOT 
KEEPING UP WITH GDP GROWTH, 
indicating that wealth is not 
trickling down from the macro 
level to the micro level

GROWING INEQUALITY is major economic and social 
problem and a key cause of protests that could cause 
political and social destabilization.  Inequality is 
expected to grow as development continues.

Economic inequality

USA JapanLux.
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China's GDP per capita ranks 
110th in the world despite 
having the 4th largest GDP

Source:  IMF, World Economic Outlook Database, 2006
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China's Gini index 
measurement has sharply 
increased in recent years

 Gini index measurement 

CIA, 2006, Han 1997, www.photius.com, and Liu, 4/1/06
Year
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An
unofficial  Gini Index 
report ranked China 

as
5th most 

unequal nation 
in the world 

  Liu, 4/1/06, and www.photius.com

, China was the
world's

"most equal 
society"

  Liu, 4/1/06

Equality in China

Before 1978

2005

Internal Migrants
INTERNAL MIGRANTS have nearly doubled in a decade 
largely due to people seeking factory wages, or farming 
families who have lost their land.  Prospects for social and 
economic stability could be weakened if the state fails to 
successfully migrant issues

About

140 million,
around

 1 in 9
 Chinese is an 

internal
migrant

DeWind, 3

15%
of migrant
children

 age 8-14 

attend
school

Simons, 34

Public protests
and frustrations
over poor migrant
conditions are 
growing

Simons, 34

Urban planners
 cannot "keep up" with
rising migrant
demands for public 
services
(i.e. health care facilities, 
sanitation facilities, and police 
protection)

Simons, 34

Mortality
rates of pregnant 
migrant women
and children are 
"several times 
higher than the 
national average"

 Simons, 34

14 of China's

state-owned
enterprises

were listed among the 
world's largest 
500 companies

 in 2005
Heng, 7/12/02, and The Consulate 

General of Switzerland in Shanghai, 2/05

More than 

1/3 of SOEs
are

unprofitable
ECON, 3/25/2006, 12

State-owned enterprise profits 
have increased by 43 times 
since 1998

5 billion
1998

60 billion
2003

estimated SOE profits (billions of $USD)

110 billion
2005

 Source:  Hoffman, 9/13/06 and The Consulate General of Switzerland in 
Shanghai, 2/05

60 million
 SOE workers

have been 

laid off
 since the early 1990s 

Solinger, 2/18/05

China's
"Big-Four" banks

own 55%
of banking

assets and
 deposits

Heritage Foundation "China"

China's Banks
give

65%
of their loans to 

state owned 
enterprises

(SOEs)
Terrill, 9/9/06

Not enough skilled 
jobs

ECONOMIC GROWTH NOT KEEPING UP
WITH POPULATION GROWTH, which could 
lead to a brain drain to westernized nations

As of late 2006 China had 

4.13 million
new university graduates,

 but enough jobs for

1.66 million
Xinhua 10/29/06

-rising labor costs in China 

-increased production costs 

-heightened environmental awareness

-declining and aging labor force

-relocation of manufacturing jobs (to
Bangladesh, Pakistan, Vietnam etc.)

-difficulty in maintaining 10% average annual 
GDP growth

-difficulty in maintaining high levels of foreign 
investment

-trends of high savings, low consumption

-augmentation of problematic issues (i.e.
banking, property rights, the financial sector, etc.)

Many factors contribute 
to China's expected 
economic slowdown

Kristof 7/2/06

-calling for increased energy conservation

-calling for the development of renewable
energy
-giving greater consideration to 
environmental protection

-"moving away" from coal towards "cleaner
energy sources" (oil, natural gas, renewable energy)

-increasing the development of nuclear 
power

China's 11th Five-Year
Program of 2005 
addresses several energy 
issues by

US Department of State "Background Note:

Nuclear Power
NUCLEAR POWER is a vital component to China's energy future, but the program still
relies on foreign support. As nuclear power increases, China could become more 
dependent on other nations for nuclear power and economic growth 

The US
Export-Import Bank

 has approved a

 $5 billion
loan for China 
to build more 

nuclear plants
  World Nuclear Association, 2006

China plans to build 

30
nuclear plants

in the 

next 15 years
Oster, 3/3/06

Monthly wages
 range from 

$45 to $101
 USD a month in some areas

Roberts, 11/17/06, and Heritage
Foundation "China"

WIDESPREAD CORRUPTION
could lead to political and social 
instability, and already costs the economy 
tens of billions of dollars

CORRUPT LOCAL OFFICIALS
are a major cause of protests and social 
unrest, and may further harm  public 
confidence in the Party

Corruption

$

In return for 
personal favors

Corrupt officials
give tax exemptions

costing the 
government about 

$104 million
a year

Xinhua, 10/29/06

Corruption
 cost China's economy about

$84.4 billion,
 or 

5% of GDP
 in 2004 

 Bergsten, 33

China 's economic 
freedom assessment is 
"mostly unfree"

Heritage Foundation "2007 Index of Economic Freedom" 

rank % freedom
1
118
119
120
157

Hong Kong (most free)

Lesotho
China
Russia
North Korea (least free)

89.3
54.1
54.0
54.0
3

Beach, 55-56

In. dex  of  Ec . o . nom . ic
Free . dom 
The Index of Economic Freedom 
examines and measures 50 factors 
that "contribute most directly to 
economic freedom and prosperity" 
that are expressed as a % out of a 
possible 100%. A score of 80-
100% is considered "free," 70-
79.9% is "mostly free," 60-69.9% 
is "moderately free," 50-59.9% is 
"mostly unfree," and 9-49.9% is 
"repressed."

Angola
Saudi Arabia
Iran
Russia
Oman
Yemen
Equatorial
Guinea
Venezuela
Rest of the world

16.7
16.5
11.8
11.4
8.4
3.9
3.4
3.1
21.2

% share of oil
imports (2006)

Most of China's 
oil imports are 
from the Middle 
East and Africa
nation

Source:  Khalaf 2/12/07

China may become the 
world's largest 
greenhouse
gas emitter

before the end of 2007,
says the chief economist of the
 International Energy Agency

New Scientist, 4/25/07

Bradsher, 7/11/06, and  Heritage Foundation "China"

there's no incentive 
to curb household 
and industrial coal 
use

local and provincial
governments prioritize 
profits while Beijing wants 
economic and environmental 
sustainability

artificially low energy prices

there's no incentive to
convert to cleaner 
sources and
innovative renewable 
energy technologies

The deadline
for achieving a

harmonious
society

 is 2020
 Economist, 10/21/06, 51

China aims to increase 

energy
efficiency

20% by 2010, 
according to the
 11th 5-year plan

Bergsten, 42-43

China's

renewable
energy law
of 2006 requires that

10%
of energy is to come from 

renewable
sources by 2020

US Department of State 
"Background Note:  China"

China may not meet its national goals

over primary 
energy like
coal and oil

over household and
industrial utilities
like electricity

The government, largely through 
state-owned enterprises, sets 
price controls of strategic sectors

...which are causing...

...and consequently...

...and...

...which means that...

China may become the 
world's largest 
greenhouse
gas emitter before the 
end of 2007,

says the chief economist of the
 International Energy Agency

New Scientist, 4/25/07

people and
industries have no 
incentive to be more
energy efficient

Price control policies may indirectly prevent China from meeting some of its 
national goals while creating serious implications for the entire world

GDP growth
China's GDP
growth

averages
about

10%
per year

DRAFT

DRAFT

...and the number of state owned enterprises (SOEs) has decreased 
in recent years

This info-mural is part of an 
ongoing project we have 
been conducting at Stanford 
University.  The project has 
focused on creating a com-
prehensive set of info-
murals that represent the 
social, political and econom-
ic views of a country.  The 
infomurals  are each approx 
5 feet by 15 feet in size and 
contain hundreds of data el-
ements, diagrams, and 
other visual elements.  

This is a snapshot of China’s 
economy shown graphically   
The project was undertaken in 
2007,  The goal was to pro-
vide a wall-size view of the 
major elements of the whole 
economy of a large country.  
The experiment was part of 
our investigation of what we 
informally were calling “the 
larger context” and how to 
make it accessible.  Other 
info-murals in the series: poli-
tics and foreign affairs.

What does 
it contain?

How do I get 
updates & 
revisions?
Robert  E.  Horn
Senior Researcher
Stanford University
President, MacroVU.com
hornbob@earthlink.net
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