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China’s Emerging &
the World Economy

H [ e 5 1SR e

Chugging Along

By George Wehrfritz and Alexandra A. Seno
—Excerpts—

Don St. Pierre Sr. can recall the first Western deals with China in the early 1980s, which
is why his perspective on today is so striking. As manager of the first major U.S.-China joint
venture, Beijing Jeep, he arrived in 1985 when most Chinese still wore Mao suits and
commuted on black bicycles. Entrepreneurship was shunned. Home was a “Mickey Mouse
room” at the Lido Hotel. When St. Pierre asked for research on the number of private car
owners, the answer came back: two. Now it’s 1 million and rising, and many automakers see
China as the key to future growth in a slumping world economy. “All the things we were
dreaming and scheming 20 years ago are happening. My God! Who would have thought?”
says St. Pierre. “| didn’t imagine it would all happen this quick. | thought we would get here
in 30 or 40 years, not 20.” (1)

Chinanow moves so fast that outside perceptions of it tend to lag increasingly far behind.
Since the crash of 2001, economists have been agonizing over the rare simultaneous slump
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in the “three engines™ of the world economy—Germany, Japan and the United States—and
asking where the demand that drives growth will come from. Until recently, no one had ever
seen Chinaas anengine or an answer—even though it has continued to boom through recent
shocks, is already by some key measures the world’s second largest economy and, in the
firstthree months of this year, grew ataround 9.9 percent pace. Lastweek Lehmann Brothers
analysts concluded that “China is already emerging as an important growth pole, not just
for the Asia region, but also for the world.” (2) .

This turns the China story on its head. Since the days of the British colonial traders in
Canton, China has inspired vast commercial hope (the billion-consumer market), doubt (but
they’re mostly peasants) and dread (how to compete with all that cheap labor?). Lately,
however, the dread has overwhelmed the hope. The fear is that China’s rapid emergence
as the “factory to the world” poses a threat to factories everywhere else, but they miss a
dramatic recent turn in the data: demand in China is also booming, and in the early part of
this year, imports have been growing faster than exports. The Asian Development Bank
forecasts that China will become the world’s top importer by 2005, fully half a decade sooner
than it is expected to become the world’s biggest exporter. (3)

Not even China’s neighbors seem to have noticed. Bruce Murray of the Asian
Development Bank says the Asians who most fear China as an export power actually have
the most to gain from its rise as a consumer. In 2002 China’s imports from East Asia jumped
35 percent, and it is now expected to run a long-term trade deficit in the region. China last
year surpassed Japan and will soon pass the United States as the region’s top customer,
driven by a growing middle class that numbers more than 200 million. The World Bank says
Chinese demand is fueling “an amazing expansion” in East Asian trade, and now provides
“a partial buffer against recession in the rest of the world” that may propel East Asia to 5
percent growth in 2003. (4)

Not only has China earned recognition as an economic driver, says Frank-Jiirgen
Richter of the World Economic Forum, but its share of the world economy is growing fast
because the other engines are sputtering. China became the world’s largest consumer of
mobile phones in 2001 and of steel in 2002, and will become the second largest buyer of
personal computers by the end of 2003. In recent weeks investment-bank analysts have
noted that the “inflationary force” of China is holding up world prices for commodities from
steel to copper and chemicals. Last week the world’s largest steelmaker, Posco of Korea,
raised prices, citing strong Chinese demand. American investor Wilbur Ross says one
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reason he dared buy bankrupt Bethlehem Steellast month is that he sees China as a big-time
buyer, not just a cheap seller of steel. “China is an engine.” he says. (5)

If Chinais not normally recognized inthat rank alongside America, Japan and Germany,
it is because of the way economists read the numbers. In 2002 China accounted for just 2.6
percent of worldwide GDP, or just one third of Japan’s. But GDP underestimates the true
wealth of poorer countries. An alternate yardstick is purchasing power parity(PPP), which
tries to measure real buying power by correcting for the low average price levels in poor
countries. In PPP terms, China accounts for about 10 percent of world GDP, which puts it
behind the United States in the No. 2 spot. Using PPP analysis and projected growth of 6 to
9 percent for the next two decades, Lehmann figures that the People’s Republic of China
already contributes more to global growth than Japan and could surpass Europe as early
as 2008. (6)

China offers many multinationals an alluring market. No matter how competitive the
market, the boom in demand is huge. At headquarters in Japan, executives say China
defines the usual emerging market pattern, in which consumers start on two-wheelers and
work their way to luxury cars. In 1999 Honda took over a failed Peugeot plant in Guangdong
and began making high-end sedans and minivans, expecting to sell mainly to the
government on the assumption that the average Chinese was too poor to buy a $30,000 car.
Instead, Honda made a profit in only its second year, and now expects that by 2005 China
will surpass Europe as its third largest market after the United States and Japan. “The
interesting thing,” says spokesperson Tatsuya lida, “is that individuals now purchase over
half the cars we sell.” (7)

The ripple effects are increasingly broad, too. With companies rushing to set up shop
in the world’s largest market, foreign investment in China spiked to $52.7 billion last year,
surpassing the United States for the first time. Multinationals now account for more than half
of all imports into China, as companies like Honda import steel to make cars, and the like.
In a recent study, Berkeley economist David Roland-Holst shows that investment in China
helps its neighbors in previously unrecognized ways, because its supply chain includes a
growing network of contract producers across Asia. Every dollar spent in China is re-spent
many times not only within the country, but also throughout the region, magnifying the effect
of “a more liberal global trading environment,” says Roland-Holst. (8)

In short, China now looks like the supercharged engine of the world’s only dynamically
growingregion. In 2002, East Asian exports within the region rose 13 percent, mostly to China,
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while exports to the rest of the world rose only 3 percent. That will force East Asian nations
to be more aggressive in “exploiting fast-growing opportunities in the China market itself,”
says the World Bank. (9)

It could get better, too. For all the talk of China’s “globalization,” it still has many
industries, particularly in services like insurance and finance, which are only now beginning
to open to world trade. Perhaps most important, Beijing knows it cannot tie the value of its
currency forevertothe dollar, particularly not now, when the dollar is falling rapidly and taking
the renminbi with it, making already cheap Chinese exports even cheaper—from Germany
and Japan. So far, a weaker currency has done surprisingly little to slow China’s appetite
for imports. But when Beijing lets the renminbi float freely—and the issue is when, not if—it
is expected to rise by a high percentage against the dollar, giving a huge boost to the
import-buying power of 1.3 billion Chinese. No, China is still not widely recognized as an
economic engine, but it could prove to be the fourth engine that saved the world. (10)

With John D. Sparks in New York and Karen Lowry Miller in Brussels
—From Newsweek, June 23, 2003
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