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Scaling up

IMF predicts 2016
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Affluence

Soaring of the EAGLEs
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Global connectivity
2nd , 3rd, 4th, 6th, 7th, 8th top container ports

• Rise of middle-class travel
• To buy 5,260 more planes
by 2032
• New supplementary
Beijing airport with 6
runways to open 2017
• Beijing to overtake
Atlanta possibly end-2013
• China to eclipse U.S.
before 2030.
(USA Today, Jan, 2013)
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Driving global consumption growth
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Hungry middle-class shoppers

•According to Brookings Institution, consuming
middle-class to grow from 12% to 70% of China's
population by 2030.
• “Mass affluent” RMB100,001 to 200,000 - from
9.8% in 2005 to 36.4% by 2025. (x2.5 to adjust to PPP
•80 % under 45 years of age, v 30 % in the US and 19
% in Japan (The Chinese Dream, Bestseller Press,
2010).
•
•

•World Luxury Association 2010-2011 report - China
becomes world’s largest luxury market from 2012.
• MGI, March 2013 - World’s largest e-tailing
marketplace ($190 b in 2012);130 m broadband
accounts; 120% compound annual growth since 2003;
> 6 million e-merchants on Taobao;Singles Day 2012
$4 billion in online sales > U.S. Cyber Monday

2.7 m US$ millionaires, 251 US$ billionaires (Hurun Wealth Report , November, 2012) ( v 13% or 150 m <
$1.25 @day)
Consumption 36% of GDP (v 71% in US) but thanks to sheer size, Credit Suisse expects China to displace 8
US in global consumption growth by 2014 (China Development Research Foundation, 2012).

Power of cities
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Largest and fastest urbanization in history

McKinsey Global Institute –
• 350 m more urbanites > whole of US, by
2025
• 1 b in cities by 2030
• 221 new cities @1 m v 35 in Europe
• 170 mass transit systems will be built
• 50,000 skyscrapers = 10 NY Cites

• 54% of urban GDP in 900 smaller cities
by 2025, to house70% population
• China’s GDP will have multiplied 5 times
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Innovative capacity
• Top patent filer as a developing
country first time in a century
• Largest 36.4% growth 2011 v EU
5.4% decline
• 80% home-grown filings v 50% in
US
• 30 x increase in complex filings
1995-2008
• 1.4m trade mark filings out of 4.2m
worldwide
• 2010-11, 61.8% of trade mark filings
worldwide v US 6.2%
• 90% of global growth in industrial
design filings 2009-11
• 60% increase in R & D productivity
(filings @$) 2000-11
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Five Year Plans going Green
•

Five Year Plan (2006-10) narrowly delivered
reduction of energy input @GDP by 20% and CO2
emission by 10%.

•

Five Year Plan (2011-15) - non-fossil fuel to rise to
11.4% of primary energy consumption, energy
intensity to reduce by 16%, CO2 emission by 17%.

•

IEA - China investing $2.3 trillion in energy
development 2001-30. $200 billion for renewable
energy within next 15 years, to grow from 7% to
10% annually by 2010 and 20% annually by 2020.

•

National Development Reform Commission - 15%
renewable energy by 2020. Government to boost
renewable energies target to 20% of China’s total
energy needs.

•

*Chinese Academy of Sciences 2010– Roadmap to
2050 - Renewable 16%; Nuclear 4%, Fossil 80%
by 2020 to 45%, 10% and 45% by 2050
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FYP 2011-15
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Confucian harmony with Nature

Circular economy law

Biofuels

Afforestation

Power of Money – new world currency order emerging
Paper Promises – Money, Debt and the New World Order, Philip
Coggan, Penguin Books, 2012

• QE money creates claims not wealth and result in hoarding
and speculation > investment or consumption
• US debt largest ($14.3 T) in 212 years history, to reach
US$68,500 @worker in advanced country.
• US needs tightening of 7% GDP to stay even but Medicare
and Medicaid will rise from 27% GDP to consume whole
federal budget by 2025. Median age to reach 42 by 2050.
• China saves to loan the money for US to spend on
Chinese goods, while US keeps on eroding the loan value.
Unsustainable relationship. Biggest saver, largest creditor.
•Inflation, Stagnation, Default (or default but name currency depreciation through money-printing)
• August 2011 Xinhua warns “US can no longer borrow its
way out of its own mess”.
• China changes from manufacturer to consumer + ODI
• New economic re-balance “Grand Bargain” needed. – A
New Order probably “Made in China” with RMB as a leading
15
currency when fully convertible 2015-2020.

RMB eclipsing the dollar as “reference currency”
"Eclipse: Living in the Shadow of China’s
Economic Dominance", Arvind
Subramanian, Senior Fellow at the Peterson
Institute for International Economics,
Washington D.C., October 2012
• Currency movement coefficient (CMC)
• East Asia already a RMB bloc - 7
currencies out of 10 co-move 40% greater
than for the dollar.
• With China’s expanding global trade , a
larger RMB bloc could emerge in the mid2030s
•Directly convertible now with greenback,
yen and now Australian dollar.
•RMB internationalization quickening;
Hong Kong leading offshore centre (aided by
Qianhai) with London, Singapore , Taiwan
and other centres vying for a share
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Asymmetric military deterence
White Paper on China’s Armed Forces，2013 a) Never to seek hegemony. Core aims is to safeguard sovereignty, security, territorial integrity, and
peaceful development; (b) New security concept of mutual trust, mutual benefit, equality and coordination in maintaining peace and stability. Strategies
of Comprehensive Security, Common Security and Cooperative Security (c) Fallacy of the Air-Sea Battle argument for first-strike to paralyse China's entire
C2ISR network by shifting the burden of escalation
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Confucian harmony between states
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2020 and 2030
2020 Target
• China to become middle-income country by 2020 President Hu, 18th Party Congress
• From $5,500 in 2012 to $10,000 requires average
growth < 7% - Not beyond reach
2030 – World Bank Report with Development
Research Centre of State Council
•
•
•
•
•
•
•
•
•

Local authorities to be regulated (v land grabs)
SOE reform
Hukou reform
Universal access to healthcare, education and
housing
Improve governance through the middle-class
Liberalize financial system to achieve higher TFP
RMB internationalization and eventual full
convertibility
Green economy with cap and trade + procurement
standards
Responsible stake-holder in global order
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Suggested 10-year roadmap for political reform
•

Professor Yu Jianrong, Chinese Academy of Social Science, April 2012

Phase One - 2012 – 2015
(1) Rural land rights, improved welfare, and hukou system changed
(2) Staff, finance, and properties of primary and intermediate courts to be controlled at provincial
level; life appointment of judges with high salaries, subject to mandatory mobility and strict
accountability; retrograde and obsolete state organs to be abolished, e.g. “political-legal
committees” below the provincial level (as they often tend to take the law into their own
hands), the State Bureau for Letters and Calls for petitions to Beijing (outstanding grievance
cases to be resolved through judicial processes), and the labour re-education system (thereby
safeguarding citizens’ personal rights)
(3) Press freedom and freedom of expression. This extends to transparency of administrative
information, declaration by officials of their private assets, and prohibition of punishment for
expression.
(4) Social development and civil society. This covers the improvement of neighbourhood
management, promotion of charitable organizations, and protection of religious organisations.

Phase Two – 2016-22
(1) Professionalization of county-level deputies elected to the National People’s Congress;
scrapping the system of appointing county-level officials from the outside; introducing
“differential-quota” competitive elections for the top county leader; and turning county and
township levels of government into subordinate outposts of higher authorities.
(2) Open society. This comprises the formulation of laws for press freedom and laws for political
parties. The management of the media and political organizations is to be liberalized.
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China Dream of Renaissance no longer illusive?
China and the World by 2030, Professor Hu Angang,
Institute for Contemporary China Studies,
Tsinghua University, Oxford Chin and World
Economic Forum, 9 May, 2012
•

By 2030, China’s economic size more than
double of the United States (in PPP terms =
nominal x 2.5), equal to sum of U.S., EU and
Japan, regaining one-third share of the global
economy, similar to the position it held in 1820.

•

GDP@ still 52.0-56.2% of the US

•

ODI to reach $4.5-5 trillion, largest in the world

•

Becoming the world’s unrivalled economic
superpower; an innovative country with highlydeveloped knowledge-capital; and a green nation
of common prosperity
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The “China Dream”- internal mountains to climb
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Age of resource scarcity and ecological strain

• 97% power reliant on water
• 50% GDP in water-scarce
provinces
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Labour supply - Lewis curve turning point
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Development - Middle-income Trap
Experience shows that most countries reaching $3,000 to $8,000 @income
seem to stall in productivity and income growth
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Demographics - Getting old before getting rich

•
•
•
•

In 2009 , 167 million over-60s = 1/8 of population. By 2050, - 480 million
In 2000, six workers for every over-60. By 2030, barely two.
The 4-2-1 family structure . 150 million single –child offspring faces burden of elderly support
Working age population (15-64) starts to dwindle from 2015
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The “China Dream” – external realities

Geopolitical rivalry

ASEAN

Pivot to Asia

New Taiwan relations

TPP – no China

Diaoyu islands

“Security threat”?

Concert of Asia 27

Soft Power

Against rent-seeking and abuse of power
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International perceptions of China’s rise
U.S. Public opinion on China and Foreign Policy, Chicago
Council on Global Affairs, 10 Sept, 2012
•

Wars have overstretched America for dubious gains. More
Americans are wary of getting involved in potentially
high-cost foreign entanglements. Majorities (both
Republicans and Democrats) oppose using U.S. troops if
China invaded Taiwan (69%, up 8 points since 2004) and if
North Korea invaded South Korea (56%),

•

A majority (53%) says that the United States should put a
higher priority on building up strong relations with
traditional allies like South Korea and Japan, even if this
might diminish U.S. relations with China. However, there
is a substantial and growing minority (40% up from 31% in
2010) holding the opposite view.

•

PEW 18 September 2012, US public deeply concerned
about China's economic power. Few, except the young, see
China as trustworthy. Though most want to share leadership
with China, a majority feels that the US remaining the
leading superpower would make the world more stable,
with the experts believing that a strong relationship with
China is important.

•
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Multiple “crises” demand a China 3.0

European Council for Foreign Relations (ECFR), Mark Leonard (ed.), November, 2012
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“Affluence crisis”
New Right – “”Marketization”

New Left – bridging the wealth gap

•Harvard economist
•1958 Best seller
•Growth at expense of poverty
•Public goods neglect
•2.7 m millionaires (Hurun, 2013) v 170
m < $1.25 @day
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“Stability crisis”

Wang Qishan’s favourite read?

•Extractive institutions
•Crony capitalism
•Princelings

Checks and balance

32

“Power Crisis”
Geopolitics
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Shambaugh’s 4 barriers
China to remain a “Partial Power” despite consensus on reforms of (a) economic model (b) government monopoly (c)
inequality (d) rule of law (e) ethnic harmony (f) political liberalization within One-Party state (g) accommodating foreign policy

Path Dependency

Vested interests

Soviet shadow

Aggrieved nationalism
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The End of History

“Democracy worst form of government except all others tried”

1989-92
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Pax Americana adjusted

World Bank, 1998

2003

Start of the Great Re-divergence?
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Democratic liberalism questioned

38

Rise of state capitalism

2004

2011
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The “Great Degeneration” and a fractured Europe

Representative government (IOU on future
generations), the free market (million-page regulations) ,
the rule of law (lawyers) and (un)civil society
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“Great Convergence” and “Great Re-divergence”

20.11. 2012, ASEAN+ 6 FTA = ½ world pop,
1/3 GDP

Flexible bonds in a multi-polar world
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Global Trends 2030
National Intelligence Council, Washington
DC, December 2012

According to OECD report November 2012,
• China > euro zone in 2012 and the US by 2016 to
become the largest economy in the world”

According to Goldman Sachs • China's economy already > rest of BRICS
combined.
• 2050 top 10 economies - China ($70 T), US ($38
T), India (= US), Brazil (> $10 T), Mexico (<$10
T), Russia, Indonesia, Japan, UK and Germany
($5 T).
• Only 4 G7 to remain on this list. Except the US,
the other 3 G7 countries, Japan, UK, and Germany,
to fall to bottom of list.
• Combined economic weight of 6 Emerging and
Growth-leading Economies (EAGLEs) = 2 1/2 times
remaining G4.

• By 2030, developing world > 50% of world's
economy with China displacing US as largest
economy.
• Global economic power shifting to East and
South, reversing historic rise of West c. 1750.
• Power to become more diffused in a multipolar world, including individuals and non-state
actors.
• America to lose its global dominant position
but is likely to remain primus inter pares.
• Unprecedented urbanization, rise of the
middle-class, new, disruptive, or lethal
technologies, resource constraints, more aging
populations, and risks of more crises and
conflicts.
• A great re-balancing of the world will be
taking shape, perhaps not dissimilar to the
European "long peace" after Congress of
Vienna in 1815, which was also a multi-polar
period of rapid social, economic, technological
43
and political change.

The battle of ideas and cultures
Victor Hugo – “Nothing is more powerful than an idea whose time has come”.

A future multi-polar world?

US, United Europe, Russia, United Islamic
44
Republic , China, Neutral + allies

U.S. strategic vision
•

Re-balancing a larger West (drawing Russia and
Turkey closer to Western norms (EU + WTO (for
Russia)

•

Re-balancing a Complex East –
• Pivot to Asia to neutralize China’s dominance
•“U.S.-Japan-China cooperative triangle”
supported by U.S. treaty obligations China not to view U.S. support for Japan's
security as a threat, nor Japan to view more extensive
U.S.-Chinese partnership as a danger

(2012)

•

Refrain from provocative reconnaissance
operations at China’s doorstep

•

Closer U.S.-China military-to-military dialogue to
build strategic trust

•

Explore an accommodative formula to maintain
Taiwan’s integral identity, pending longer-term
development

•

West and East relationship can only be either
reciprocally cooperative or mutually damaging”.
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A possible new Asian order
• American Asian primacy since 1972 now being
contested
• Asian theatre overwhelmingly important to
China’s survival and influence
• To Asia China economically more important
than America even before overtaking US in a
decade or so.
• China’s military budget (2013) $114.3 b only 1/5
of U.S., 2% GDP v US 4.7%, but air-sea, nuclear
submarine and anti-ship missile “anti-access,
area-denial” capabilities vastly improved plus
credible 2nd –strike retaliatory nuclear power
• Military force - not fire-power, how much, how
large, how extensive but how effective where and
when it counts
• Asian allies want US to balance against China
but not prepared to fight U.S. hegemony war
unless China threatens own sovereignty and
identity
• Costs of enforcing U.S. primacy incommensurate
with outcome
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Shale gas to change everything?

• IEA - gas use to rise by 50% for over 25% of world energy demand becoming second largest
primary energy source after oil but ahead of coal.
• US is set to overtake Saudi Arabia and Russia to become the world's biggest energy
producer by 2017, according to a 2011 November IEA report
• U.S. Energy Information Administration (EIA) estimates that China has 1,275 TCF of
technically recoverable shale gas reserve, or 19.25% of world’s total v 862 TCF in the U.S.
• Shale gas is 43% and 30% less in CO2 emissions compared with coal and oil, which together
represent some 90% of China’s total energy use, while 55.2% of China’s oil is imported
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• But water intensity and aquiver pollution pose huge ecological challenge.

Power of the “intangibles”
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Is the “China Dream” half empty …..
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