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China’s Emerging &
the World Economy
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| a Text «
— plain for smooth reading and with paragraphs numbered

When you find anything unclear in reading, consult the text with the inserted notes for
solution.

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. “I didn't imagine it would all happen
this quick. | thought we would get here in 30 or 40 years, not 20.” (1)
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China now moves so fast that outside perceptions of it tend to lag increasingly far behind.
Since the crash of 2000, economists have been agonizing over the rare simultaneous slump 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 China as an engine 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 first
three months of this year, grew at around 9. 9 percent pace. Last week 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 haif 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-Jirgen
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
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from steel to copper and chemicals. Last week the world’s largest steelmaker, Posco of
South Korea, raised prices, citing strong Chinese demand. American investor Wilbur
Ross says one reason he dared buy bankrupt Bethlehem Steel last 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 China is not normally recognized in that 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 haif
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-Hoist 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
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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 growing region. In 2002, East Asian exports within the region rose 13
percent, mostly to China, 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 forever to the 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

Fpe Text sl

— with prompt notes inserted

Chugging Along
(KEREFH—Z 7 RS chug &k L& K &% ,along M #T])
By George Wehrfritz and Alexandra A. Seno
— Excerpts —

Don St. Pierre Sr. (senior MBS, B FTH L E R T NELRLE FHHR—E ... ) can
recall (id#%) the first Western deals (3 %) with China in the early 1980s, which is why
his perspective (¥ & ;#8%5) on today is so striking (| AJEHE) . As manager ( £ 3)
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of the first major U. S. — China joint venture (& ¥ 4>k), Beijing Jeep (FE %), he
arrived in 1985 when most Chinese still wore Mao suits (FE#) and commuted ( Sk
f£) on black bicycles. Entrepreneurship (/ontropra'nazfip/ 1 Mk F¥E #, ol %= 61 37 A ¥
#) was shunned (#JF). Home was a “Mickey Mouse (% % K,) room” at the Lido
Hotel. When St. Pierre asked for research (## ) on the number of private (#4 #J)
car owners ( fif A& ), the answer came back; two. Now it's 1 million and rising, and
many automakers ( {5 ZE#|E ) see China as the key to future growth in a slumping ( 3
%1y ) world economy. “All the things we were dreaming and scheming (i%1i1) 20 years
ago are happening. My God! Who would have thought?” says St. Pierre. “I didn’t
imagine (#}#8) it would all happen this quick. | thought we would get here in 30 or 40
years, not20.” (1)

China now moves so fast that outside perceptions (J&&0;£%,7A 1) of it tend (&
4£x) to lag increasingly far behind. Since the crash of 2000 (35 2000 £ £ X 4 F22th
AL A LR 9 - 11 T4, crash FifE) , economists have been agonizing (1R EHLE,#H
L) over the rare ( FE LK) simultaneous (R & &4 M) slump ( FiB) in the “three
engines (51 %, % ahl) " of the world economy — Germany, Japan and the United
States — and asking where the demand that drives (3Rzh, #:3h) growth will come from.
Until recently, no one had ever seen China as an engine or an answer — even though it
has continued to boom (& A& &) through recent shocks (4 AEBHEHE; i), is
already by some key measures (5, R ) the world’'s second largest economy and, in
the first three months of this year, grew at around 9.9 percent pace (& ;#1k). Last
week Lehmann Brothers analysts (43t &) concluded ( #i%E ) that “China is already
emerging as an important growth pole ( 3Z#F;[ HZE R ] $.0 ), not just for the Asia
region, but also for the world. ” (2)

This turns the China story on its head (f# .- TPk . BARAF:on one's
head f#|57 ). Since the days of the British colonial (5 R £ X ) traders in Canton ( 7§ 4
AXE™ M B IHFR) , China has inspired (&) vast (E k) commercial ( 7§k #)
hope (the billion-consumer market) , doubt ( but they're mostly peasants) and dread
(B1]) (how to compete (3% 4 ) with all that cheap ( B #t 89 ) labor?). Lately,
however, the dread has overwhelmed ( %18 ) the hope. The fear is that China’s rapid
emergence (M) as the “factory to the world™ poses (1% 8% : #) a threat to factories
everywhere else, but they miss (#F 3|, Z #.) a dramatic (B zh A L8, % B /)
recent turn (¥ m), ¥ 78 ) in the data (¥, B ¥E) . demand (FE k) in China is also
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booming (EZE A ), and in the early part of this year, imports have been growing
faster than exports. The Asian Development ( 7 % ) Bank forecasts (#iflj ) that China
will become the world’s top importer by 2005, fully half a decade (10 4 ) soconer than it
is expected to become the world’s biggest exporter. (3)

Not even China's neighbors seem 1o have noticed (FEE3)). Bruce Murray of the
Asian Development Bank says the Asians who most fear China as an export power (5&H |
KHE) actually have the most to gain (#£48) from its rise as a consumer (%% #&). In
2002 China’s imports from East Asia jumped (f£3) 35 percent, and it is now expected’
(f&it) torun (FA/R) a long-term trade deficit in the region. China last year surpassed
(##) Japan and will soon pass (#id) the United States as the region’s top customer,
driven by a growing middle class that numbers more than 200 million (3 =98 4815, fER
EREANA ,drive 38z HESL, middle class AP~k &% ,number v. i1 ). The World Bank says
Chinese demand is fueling ( &2 ; Xt ------ AR “an amazing ({EAH) expansion (3
3¢ )" in East Asian trade, and now provides “a partial (E43-#) buffer (B {5 ; £ b
£#8) against recession (iR ) in the rest of the world” that may propel ($#3) East Asia to
5 percent growth in 2003. (4)

Not only has China earned recognition (#&tA) as an economic driver (3Xzh2%), says
Frank-Jurgen Richter of the World Economic Forum (if3z), but its share (#}#i) of the
world economy is growing fast because the other engines are sputtering ( 478 & 1 B
7, BB T ). China became the world’s largest consumer of mobile phones ( #3l e
%) in 2001 and of steel (4%k) 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 (HEEF]) that the “inflationary (5|#2@ FiEhk#)) force” of China is holding up (¥4
#£) world prices for commodities (#F4r=&) from steel to copper (4d) and chemicals
(b= 5). Last week the world's largest steelmaker, Posco of South Korea, raised
prices, citing strong Chinese demand ( BR7E 7 iRI4TE , FEARIE , RAEBETT R, LM LEA 4]
BIEFEFEITNERERE, cite 5L, - F41). American investor (% &) Wilbur
Ross says one reason he dared (#{) buy bankrupt (§r=#J) Bethlehem Steel last month
is that he sees China as a big-time (EE/8, % E@';%——iﬁwﬁ) buyer, not just a cheap
seller of steel. “China is an engine. ” he says. (5)

If China is not normally ( IE3E#h) recognized (#&iA;IAR]) in that rank (173 ; % %)
alongside (prep. &--:--- H-HE,5EEF ) America, Japan and Germany, it is because of the
way economists read the numbers. In 2002 China accounted for ( H[ tL#1]) just 2.6
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percent of worldwide (it REER) GDP (HEWN 47~ 5{E), or just one third of Japan’s.
But GDP underestimates (fikffi) the true wealth (4 &) of poorer countries. An alternate
(& Hr,AHR) yardstick (& &4R#E) is purchasing power parity (PPP) ( #g3L f15¢
o, R B AR WBP 1 E R GDP AR , A ER LGP E R GDP #H49r& BR —
HRAMETT, R EHHREBUEI L IR, X FEME LUK B GDP W EIEMHE, BN & BN H
KFEFZFRN, FAFRRNRTAUEAFRNEREIARBERER. Ul EHE —
E GDP WHEIEWME, EF AR —®MiIt A KNSR GDP A& AER W H L LhRfEE %
DRV, parity X35, PPP B2 AR E X3E W F i, ), which tries to measure real buying
power by correcting for the low average (F##J) price levels in poor countries. In PPP
terms (Fg----- i #BB), China accounts for ( [ kb 1) about 10 percent of world
GDP, which puts it behind the United States in the No. 2 spot ([ /#3]]{&). Using PPP
analysis and projected growth of 6 to 9 percent for the next two decades ( BLEE 4 iAl4E1E ,
VERE, AT M F B, projected Hiit #), Lehman figures ( Fiif) that the People’s
Republic of China already contributes ( 3i#k) more to global growth than Japan and could
surpass Europe as early as 2008. (6)

China offers many multinationals ( &/ #&]) an alluring (& AK)) market. No matter
how competitive the market, the boom () in demand (&3K) is huge (B Xi). At
headquarters ([ AFIRY] EE) in Japan, executives ( 2 E & H A i) say China defines
(W ;% B) the usual emerging (F2%By) market pattern (1), in which consumers
start on two-wheelers (¥ ZE—H8f7%) and work their Way to luxury (ZE4e.44{%) cars.
In 1999 Honda took over (4 ) a failed Peugeot ([ B:E 1M K EAF]) plant in
Guangdong and began making high-end (S¥#, 5% H) sedans (%) and minivans
(/NGB %), expecting to sell mainly to the government on the assumption that the
average Chinese was too poor to buy a $30,000 car ( BRZEAMAEIE , fERiE , BLFERE,
assumption A8 X4 SR #hih O R 52, average FE KT, — MR H). Instead, Honda made a profit
in only its second year, and now expects (Hi¥l) 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 (3£ ) 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 (with 3| SR B &1E , R E M IFHBEEE,
H o rushing. . . 2 companies B 2 iE ;set up shop N shiAl%EiE, BIKE JFIE, FHEL
&), foreign investment in China spiked ( 3k #f; 47) to $52. 7 bilion last year,
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surpassing the United States for the first time (BLE iR E &, fER B, RXRER).
Multinationals now account for( 5[ Eb 1) 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 (FRBIAHA) ways, because its supply chain ({
M4%) includes a growing network of contract (&4 [F]) 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
(MBS R E, fERIE; R R, magnify UK. §7 K, liberal B g #y, environment 374§ ) ,”
says Roland-Holst. (8)

In short, China now looks like the supercharged ([ BV 1IN T £/, S H+HEH)
engine ( & 3h#L) of the world’s only dynamically (/dai'naemikali/4: X 3 $h#s) growing
region. In 2002, East Asian exports within the region rose 13 percent, mostly to China,
while exports to the rest of the world rose only 3 percent. That will force East Asian nations
to be more aggressive ( R #H BL A ) in “exploiting ( #) A; JF & ) fast-growing
opportunities in the China market itself,” says the World Bank. (9)

It could get better, too. For all (&4) the talk of China’s “globalization ( £&xk{k),” it
still has many industries (f7.k), particularly in services ( fR &l ) like insurance ({#J&)
and finance (4:®8#f), which are only now beginning to open to world trade. Perhaps most
important, Beijing knows it cannot tie the value (#1{g) of its currency (i) forever (jk
JHh) to the 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 (BUEMAEIE MERIE, KRG R ). So far, a weaker currency has done surprisingly
little to slow China's appetite (#8 ;& 4k) for imports. But when Beijing lets the renminbi
float freely — and the issue ([a]g) is when, not if — it is expected (#iiit) to rise by a
high percentage against the dollar, giving a huge boost to the import-buying power of 1.3
billion Chinese ( 7E4yiF 4515, fERIE R LR, boost 2% ). 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



