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How Open is Chinaôs Economy?

ÅOpen economy- Closed society? óNo Pepsi in Danoneô, CocaCola v  

Huiyuan (Anti-Trust?), Diageo v Shui Jing Fang ҹ

ÅTrade = 75% GDP (v US < 40%,  Japan, India, Brazil 25 ï35%)

ÅChinaôs foreign trade growing faster than GDP over past 25 yrs

ÅFDI $90b, first amongst developing countries, 3rd largest in world

ÅMassive IPOs - BoC ($9.7b), ICBC ($21.9b), Alibaba ($1.5 b, largest  

Internet IPO  v Google; Sinopec ($7.3b 100% Swiss Addax Petroleum 

2009; China XD Electric ($1.5b largest 2010); global IPO $5.6 b Jan 

2010 (only $72 m, 2009) - $4.5 b or 79% by China. 

ÅPrivate sector70% economy (Hu Angang)

ÅGrowing consumption: Retail $800 b (2006) < only US, Japan, > rest 

of Asia. 30% global retail growth 2003-8, ~$1.3 T by 2012; Worldôs 

largest car market (13.5 m v 10.9 m in US), 48.7m v 250 m cars in 

US. 2009 best selling BYD Multi-hybrid. Most buyers households  < 

mileage (Why gasoline consumption doesnôt gel!)

ÅFDI  policies -SEZs, tech parks distort  market (China Daily 27.2.08 )

ÅStateôs  óVisible Handô: RMB, exchange control, SOEs (+ Big Four 

Banks 34.5% total lending); macro-adjustment policies. Total loans fell 

22% to  RMB7.5 T v +95% 2009,  moderating M2 expansion  to 17%  

2010 v 28%  2009. Budget deficit to be 2.9% GDP 2010, v 2.4% last 

year. Target GDP 8%  2010 v 8.7% 2009

ÅTFP (inc Tech +Efficiency) +4% p.a. v1990 fastest in world history 

(UBS report 2009)

ÅUnstable, Unbalanced, Uncoordinated, andUnsustainableï17TH

Party Congress, Premier Wen, 15.03.07. (5 Imbalances: Regional, 

Environmental, Social, Central-Local, Outward )



Adam Smith ïToo little or Too much?

Å (MckinseyQuarterly, 2006) except* 

% China GDP & Lending % Financial stock 

SOE    Private           Bank deposits   Equity 
% GDP     23           52 US         19            34                                 

Lending    35           27 China     72  15

Equity  % GDP Corporate Debt % GDP 

US               139                            US           145

China           17 China       1

*Public Debt % GDP *Household Debt %   

US          60 (105% by 2012) US           140

China     18  China       14
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The Triffin Dilemma

Å Article by Zhou Xiaochuan, Governor, PBOC 

Å 1960s USD glut (Marshall Plan + exuberant US economy) 
led to abandoning the Gold Standard 

Å Triffin Dilemma ïConflict of Goals or Interest between 
national v global monetary requirements

Å Reinforced SDRs to be managed by IMF; supported by a 
pool of currencies; SDR-denominated securities and assets; 
SDRs as medium of international trade

Å Unlikely to materialize anytime soon but apparent support
from 

o Benn Steil, Director of International Economics, US 
Council of Foreign Relations

o Joseph Stiglitz, Nobel Prize laureate and head of UN 
Panel

o Jeffrey Sachs, Professor of Columbia University and 
Special Advisor to UN Seccretary-General

o Dominique Strauss-Kahn, Managing Director, IMF

o Brazilian President

o Russian Presidential aide

Å Subject to Voting Rights adjustment, China willing to 
assume more proactive IMF role(a) to help regulate global 
finances (b) to address the Triffin Dilemma (c) to help 
protect Chinaôs USD Savings (d) to build up the RMB as an 
international currency for eventual convertibility
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Getting out of the US Dollar Trap
ÅTheUSD Trap (Paul Krugman, Nobel Prize laureate) 

ÅZhou Xiaochuan, Governor, PBOC hinted at unofficial 
USD peg being ótemporaryô (FT 6.03.2010)

ÅThree Ways out of the USD (Nomura,5 March 2010)

(1) Incremental Diversificationout of US Treasuries 
(Dec 2009 foreign-held UST dropped $53b of which 
$34.2 due to China) 

(2) Reducing current account surplus(gradual RMB 
appreciation, more imports,  more consumption, 
outward FDI (inc SWF) especially in resources e.g. 

× Aluminum Corp of China (Chinalco) $19.5 b in 
Rio Tinto

× $25 b loan for 15 m tons crude for 20 yrs with 
Russiaôs Rosneftand Transneft

×$10 b loan for oil deal with Kazakhstan

×$10 b Sinopec deal with Petrobras(20.5.2009)

(3) Eventual RMB internationalization as a global  
reserve currency e.g.

× Currency swaps(> $120 b) 

× Promoting RMB as settlement currency (HK + 
Asian countries)

× Issuing RMB bonds (initially in HK)
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China joins the Global Capitalist Club
Å3(4) of worldôs top 5(10) (market cap) - PetroChina (US$1T, 2 x 

ExxonMobile)), ICBC (Worldôs largest bank), ChinaMobile, Sinopec

ÅMassive IPOs

ÅGrowing outbound M & A - CNOOC for UNOCAL, Nanjing Motor Group 

for MG Rover, CIC 10% inBlackstone, CDB 3.1% in Barclays, CCB for B of 

Aôs HK & Macao operations, China Minsheng 9.9% of UCBH (US bank), 

ICBC 20% South Africaôs Standard Bank, ChemChina + Blackstone for 

Nufarm (Australian agro-business), CITIC 6% Bear Stearns, Chinalco 9% of 

Rio Tinto for $14b; Ping An Euro 1.81b for 4.18% of Fortis (expandable to 

4.99%) and Euro 2.15b for 50% of  Fortis Investment  as Fortis Ping An Inv

ÅChina to grow RMB private equity ïWu Xiaoling, Dep Gov, PBoC, 2007 

China M & A Annual Conference, Tianjin

ÅLaunch of stock index futures ïapproved in principle (08.01.2010).Lure for 

hedge fundsin Mainland by stealth e.g. trade settlements, property and 

Chinese stocks, betting on RMB

Å4 of Big 5 SCBs(60% of all loans and deposits) embraceforeign equity: 

HSBC 19.9% of BoCom (2004); BoA 10% of CCB, RBS 10% of BoC; 

Goldman Sachs 10% ICBC (2005)

ÅLocal incorporation of foreign banks ïCitibank, HSBC, SCB, BEA

ÅControlled outflow - US$10b (estimated by Deutsche Bank); Liberalising 

QDII - 50% overseas investment quota for approved equity funds; US$6.6 b 

raised in Beijing in one day (Sept, 2007) by an overseas equity fund; Chinese 

citizens with a/c at the BoC Tianjin to invest in HK stock market

ÅChina Investment Corporation (CIC) 

ÅChina to build 3 transnational high-speed (200-350 km/hr) rail links by 

2025 (a) Kunming to SE Asia (Vietnam, Thailand,  Myanmar, Malaysia, 

Singapore); (b) Urumqi to Kazakhstan, Uzbekistan, Turkmenistan, -

Germany?) (c) Heilongjiang ïSiberia ïW Europe) (SCMP 8 March 2010) 
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Massive Urbanization

McKinsey Global Institute (Preparing for 
Chinaôs Urban Billion, March 2008) :

Å 1 b urbanites by 2025, + 350 min 221
cities each > 1 m population (EU=35)

Å 15super-cities each > 25 mpopulation 

Å 11hub-and-spoke conurbations each > 
60 mpopulation 

Å Westward Ho!To currently-less-
developed central, north-east and 
western provinces

Å Concentrated mode of urbanization 
projected to save 35% of carbon 
footprint and 2.5% GDP in government 
expenditure

Å A YouTube snapshot
http://www.youtube.com/watch?v=cBqsS
rPhyz4

Å Demand for resources and the hotbed 
for Chinaôs Rising Middle Class

http://www.youtube.com/watch?v=cBqsSrPhyz4
http://www.youtube.com/watch?v=cBqsSrPhyz4
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Rise of the Chinese Consumer

Å Combined urban disposable income of @annual 
household income > RMB 100,001 to 200,000to 
grow from 9.8% of total 2005 to 36.4% by 2025
(Serving the New Chinese Consumer, McKinsey 
Quarterly, 2006 Special Edition). 

Å Largely come from 100 mósingle-childôgeneration, 
inc post-80s, post-90s, and 21st century new-comers

Å Luxury goods sales already 12% by value of worldôs
total, to grow to 33% by 2015

Å Car ownership to expand from 11/1,000 towards 
world average 120/1,000 (<US 500/1,000) 500 m cars 
by 2050 (Goldman Sachs) 

Å Young entrepreneursto jump from current 300,000

Å Average 50,000 USD millionairesto be added 
annually

Å A more consumer-oriented economy emergingin 
coming decades

Å Global implications: reducing over-reliance on 
exports, mitigating economic imbalance with the US.


