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Unit One

China in the Future
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Predicting the future of China (1)
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The Economic Puzzle

Nicholas Lardy, senior fellow, Brookings Institution:
China’s record in generating growth and improvements in pro-
ductivity (4 # %), as opposed to simply accumulating capital, is
not very impressive. It is difficult to foresee how, in the next 50
years, China can move to an economy where technological inno-
vation (#& R # #7)-— a knowledge-based economy—generates a
large portion of its growth.

Huang Yasheng, associate professor, Harvard University
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business school: A lot of these challenges are already being expe-
rienced by the state-owned sector, which is shrinking even with-
out drastic reforms. The issue now is not about how to reform
those institutions that govern the old, dying sector. Instead, the
question really is whether the government has the capacity to
look forward to leading a “new economy. ”

Fan Gang, director, National Economic Research Institute:
If you look at the fast-growing countries of the past 50 years,
they were all in one way or another run by authoritarian govern-
ments (£ 4 B #), Japan being an exception. But in the next 50
years democracies will have an edge. In the past, the best eco-
nomic model was the fast and successful catch-up country. The
emphasis was on assembly-type operations, labor discipline and
low-end skills. It is quite possible in the next 50 years to have a
dramatically different model.

Andy Xie, executive director, Morgan Stanley Dean Witter .
The most important development in China’s future will be the
movement toward the rule of law. It’s the foundation of a mod-
ern economy—in which people with ideas create wealth, not the
people who have control over capital. This transition is not going
to be an entirely smooth one. Too many people in China are still
focused on capital-intensive industries.

Fan: Globalization, especially of the financial markets, im-
plies that entrepreneurs (4 3 % )don’t have to rely on the local
capital market. So the role of the government in managing fi-
nance to provide capital is diminished (i ). And that’s very
good for small, innovative entrepreneurs. In Asia it’s likely that
we’ll have two business models: the more traditional one that

emphasizes basic skills and disciplines, and another that empha-
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sizes innovation and ideas. It is likely that democracy fosters the
new model and creates conditions for it to succeed better than au-
thoritarian governments could. So the relationship between poli-
tics and economics is going to be quite different from what the
world has known before.

Xie: If you look at ethnic Chinese in the region, you’ll see
they have a common set of characteristics. For example, they’re
very risk-taking, very entrepreneurial (4] st #4%). On the other
hand, they have not been able to create big, success{ul corpora-
tions. In the next 50 years, we’ll see increasing use of informa-
tion technology. So a higher level of organization will not be as
important as before. This is what Bill Gates has been talking
about; empowering individuals in small organizations. This
works very much in favor of Chinese culture. 1f you’re worried
that somehow China has not created big successful corporations,
in the long-term this trend might work out in China’s favor.

Fan: There’s something else starting to emerge that’s very
important. Recently we had a constitutional change that gave
private ownership legal protection. More and more people real-
ized the importance of the ownership issue, the property rights
issue.

Huang . But there has to be a dynamic process. In the past,
growth came from the fact that society was stable. In the {uture,
returns will be coming from dynamic, mobile people and capital,
and therefore there has to be some sort of legal system to accom-
modate that. The demand for a different type of political and le-
gal system will increase relative to the demand for a stable and
traditional system. T would associate growth with democracy and

the rule of law. We ought o invest more in creating those types



of political institutions that reward people for their innovative-
ness (E##ib) and energy.

Fan. Why weren’t democracy and growth compatible be-
fore? Previously, growth was controlled by the government.
The ownership was in the state, so there was no middle class,
no private owners, no fundamental framework for democracy.
Why couldn’t China tolerate demonstrations before? Because if
you had a demonstration on the street, the whole economy
stopped. Not like in South Korea, where they can have student
demonstrations every day but the economy keeps going. This is
why 1 think private ownership is fundamental.

Huang: As long as you have growth, you can use the bene-
fits of growth to pacify (3&A&) the losers. Instead of using a po-
litical authoritarian system to suppress dissent, what you do is
manage growth and then use its benefits to pacify those left be-

hind. That’s how democracy solved that problem.

Heading to the City

Fan. Yes, but the urbanization (3% 4t) process itself will
create jobs. The reason why is that in.previous years rural indus-
try was limited—it produced things, but it didn’t produce many
consumers. Urbanization means more public infrastructure,
more housing. The urban service sector itself creates jobs.

Xie: But urbanization also can create an ecological disaster
(£ %& % ). Soin China people have to pioneer something like a
super city. It will be something different from what the United
States is experiencing. It’s more like in Japan. Take Honshu Ts-
land—the whole island is really a city with 60 million to 70 mil-

lion people. That is the sort of scale we’re talking about.
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Lardy: I think the increase in urbanization is actually going

to be much smaller than that for the simple reason that there is
very little arable land (T ## £3b), and crop yields are already
high. So when you take people off the land you can’t raise yields
enough to feed everybody. China will become highly dependent
on external food supplies, so there will be limits to urbanization.

Xie: The future of agriculture depends largely on genetic en-
gineering and mechanization, so it’s very possible that the yields
could rise a lot. ook at the development of new varieties of
corn. Corn crops in the U. S. have greater resistance to pests,

and they are also less labor-intensive.

What’s behind the door?
Fan: Labor is not the issue, because now the labor produc-

tivity of Chinese farms is very low. Many rural people are under-
employed. Nominally (% SU_ L), there are a lot of workers. Ac-
tually, they can be reduced by one-third to one-half without

changing output.
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Lardy; The real scarcity is land. The question is, how do
you overcome that problem? Technological change is one possi-
bility. But because of this land scarcity, I don’t think China can
follow patterns previously found in Europe and America’s indus-
trialized towns, which ate up a lot of land.

Xie: China just has to grow differently, because its popula-
tion -density is tremendously different from anybody else’s. The
challenge of urbanization is not that you can’t keep people on the
land but that you are going to have an ecological disaster when
they move.

Hu Angang, professor, Qinghua University: During the
1990s natural disasters subtracted (& %) 3% to 5% from the
GDP (H A £ ® ¥ 4i). Pollution now accounts for 3. 5%.
China’s GDP is 57% of America’s, but its consumption of water
resources is nearly equal to America’s. The question is how do
we encourage new technology in solving these problems.

Zhang . Technology may mean that the environment issue,
the problem of energy—all these important problems might be
solved. Take the car industry. In the next 20 years, we may
have a totally new car, with no pollution and lower energy con-

sumption.
Questions for Reflection and Discussion BE{}itH

1. Which direction will Chinese economic development take
in the next fifty years, capital-intensive mode or technological in-
novation mode? What are the major factors that will pose the
greatest influence on the Chinese economy at that time?

2. What are the problems that China will encounter in the

process of its urbanization?
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Ability, Cleverness, Stupidity f#£77,5508,./B%

. be/get on top of something fE AT B AL B ME S 25 ; 1 b5

This is a difficult job but I'm sure that Mr. Lee is on top of it
from the excellent reports ['ve had. X % —H#HF & 14,42
HBUBOAGAEARE AR FTRAFLEREBEY,

. spread /stretch one’s wings B HCHARE.BHA

You can’t do everything for your children, there comes a time
when they must leave home and spread their wings.
RARRABRTME T —20, $H — RN LA E FHARAMN B
T e,

. give a good/excellent account of oneself THEIF(LIEEZTS
F%); Kk & B F opposite; give a poor/disappointed account
of oneself

Rosemary gave a good account of herself in the tennis finals
and almost won. FHBWAMKEAEFTRARBELEF,.£ 45
F: Y 38

. You can’t teach an old dog new tricks fRMEFESFIHM AR
FEY,FEETIHRARRFES

He is old, and so you can’t expect him to change his ways of
doing things. You can’t teach an old dog new tricks.
HESRKRT BRGANBERLAEBESFT L S5 ETH
HABRLHEFHAIRAEY,

. be/get out of one’s depth  Kyeeeeee VNSN3

Alan has taken a new job with a computer company but is quite
out of his depth with that kind of work. ¥ # £ —Fit E#
B RAET HIRAL A2 A AR AEA A T RER Y,



