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Unit 1
A Survey of World Economy

earning Objectives

After studying this unit, you should be able to:

1. have an overall idea of the world economy;

2. have a better understanding of Chinese market economy;
3. realize the challenges China faces after entering WTO;

4. describe the domestic automobile industry briefly.
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2 Text A
Economic Development Around the World

ur world is richer than ever before, but it is also marked by enormous inequalities,

both within and between countries. The average annual income of someone living in
the world’s richest country, Luxembourg, is more than 100 times larger than that of the
average citizen of Sierra Leone, one of the world’s poorest country. Trends in inequality
between countries have varied. In the 1950s and 1960s, developing countries experienced
strong and sustained economic growth. Since the 1980s, however, a trend towards increasing
divergence has set in, with a limited group of countries, most of them in Asia, achieving
rapid economic growth and gaining more from open global markets, while much of the rest
of the developing world has faced economic instability and made few gains in human
well-being.

The process of globalization has not yet closed the income gap between poor and rich
countries. Richer countries, for instance, tend to have preferential access to capital markets,
to attract more foreign direct investment, and to be more resilient than poorer countries in
responding to shifts in global commodity markets. The average citizen in Ethiopia today is
35 times poorer than a citizen who happens to have been born in Europe or the United
States. In 1950, the income level of an Ethiopian was one sixteenth that of an average citizen
of the industrialized world. Similarly, the average citizen of the United States now has an
income that is 27 times larger than that of the average Nepalese, up from 19 times around
1950. Most of the world’s poorest nations are falling behind in more or less similar
degrees. Periods of growth for worweconome

CLASSIFICATION OF COUNTRI
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developing countries have alternated
with prolonged periods of stagnation
and volatility, especially since the
mid-1970s. Only a few developing
countries have been growing at
sustained rates in recent decades, but ; <
these include, most notably, the f ,

world’s two most populous countries,
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i Unit 1

China can be taken as an example of
successful ongoing institutional change. The
Chinese economy has been growing at a
rapid pace since the initiation of its reform
policies in the late 1970s. Despite some
social and economic volatility, its economic

achievement has lifted tens of millions of

people out of abject poverty in the last two decades. No stereotypic reform package has
ever been adopted in advance and Chinese economic reform has been described as a
process of “crossing the river by groping for the stepping stones”. As a matter of fact,
economic development has been laid down as the ultimate goal.

The institutional reform process has been guided in the general direction of improving
overall economic efficiency by providing individuals with incentives, by fostering competition
among different categories of market players. In general, China’s transition to a market
economy has been a gradual process of economic reform which can be devided into three
stages. In the first stage, which spanned the period from 1978 to 1993, reform had been
carried out incrementally to improve incentives and to expand the scope of the market for
resource allocation. It had been characterized by successful agricultural reform and the
dual-track price-setting scheme. The second stage began in 1994 when the Chinese
Government decided to set the eventual establishment of a modern market system as the
goal of reform. The most recent stage has put a stronger emphasis on the need to deal
with the growing regional and income disparities generated by the accelerated growth
process. Currently, challenges still remain for China’s reform process, particularly in the
agricultural sector and large state-owned enterprises. China’s experience underlines the
importance of viewing institutional reform as a process, rather than as a one-off event.

China’s sustained economical growth is a success of China’s ecomonic reform. But not
all the economic reforms lead to success. At present, most of the successful growth stories
have occurred in East Asia, while most growth collapses have been seen in Africa. Also,
growth performance in Latin America has been rather uniform among the countries of the
region, but different when the region is compared with other regions in the world. The US
economy remains the main engine of global economic growth, but the growth of China, India
and a few other large developing economies is becoming increasingly important. They set

good examples that sustained growth can be generated through small governance changes
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and with initially imperfect institutions. In the case of most post-conflict countries or “failed
states”, the most important consideration is to foster the resumption of economic activity.

Governance issues are assuming an increasing weight in bilateral and multilateral economic
programs. International support should be directed towards improving specific areas of

governance weaknesses rather than achieving comprehensive reforms.

Vocahulary

inequality n. A3
divergence n. 43t
preferential adj. t5E#9
resilient adj. A PR
stagnation n. {54
volatility n. JEahtE
initiation n, FFif
abject adj. AT HY

sustained economic growth
economic volatility
institutional reform

dual-track price-setting scheme
state-owned enterprises

post-conflict countries

incentive n. AL

foster vr. K5 3%

incrementally adv. Z#iH, 31 H
allocation n. 43AC

disparity n. ZFf

accelerate v, W, &
resumption n. K&

bilateral adj. X #)

multilateral adj. 21 #)
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(1) globalization: Z£F 23k, EF LHMMAEBETELZBBRER, CLREENA
msh, §EH, SHXHEEMEREEANH SR, Hil, 2F2RKEER
HIBKMEMS, FXHRASELHF, BUs, Xk, 2 5 EZ8%)
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(2) developing countries: & /BFEEK, Mt RARMIE, HICKE, HAARTH
REHTERBAERLAAREZRE. F—KRELRBRARBERMMK, HH
B EARSRAENEAREEZMBK, B ARXEFAYERE™SME
F 1,000 ETEMER,; HZAXKRE “HERPIERRR", WART LARS
— . ZRMERERPEREA,

(3) developed countries: RiAE K, RELXHEFALAWTHE, RXEREFE
ZHERBATES . ERENEH, AFKELEENER, XHFTLEER,

(4) post-conflict countries: /5 MRER, FEHRMEE - RKMAKXKRE, LTAR
REWERREFHRPRER, #ln, JLAL, 77/, FH, BEK, B8
WMLLESE,

(5) failed states: £ E K, X—iREHEERS, FEHOEILP RBHFE S EHZ
WEX, A, SELHFEERXBARLNESER,

Exercises

I. Answer the following questions according to the text.

1. Why isn’t the world economy developing equally?

2. Why can China be taken as an example of successful ongoing institutional change?
3. What are the three stages of China’s transition to a market economy?

4. Which benefits more from globalization, Africa or Asia?

I Fill in the table below by giving the corresponding Chinese or English

equivalents.
VTR E
institutional reform |
HeHmEsah
sustained growth
FAC T Sk
to improve overall economic efficiency
] o 37 1%
governance weaknesses
A 52 3 B A i ‘
1

bilateral and multilateral economic programs




WHIE |y
I,

II1. Decide whether the following statements are true (T) or false (F) according
to the text.

1. Since the 1980s, most developing countries experienced strong and sustained economic
growth and gained much from more open global markets. ()

2. The process of globalization has closed the income gap between developing and developed
countries. () '

3. Three-stage strategy is the gradual process of China’s economic reform for the transition
to a market economy. ()

4. Currently, economic development has been laid down as the ultimate goal in Chinese
economic reform. ()

5. Compared with Africa, Asia benefits more from globalization. ()

6. Compared with other regions in the world, growth performance in Latin America has been
rather different, but it’s uniform among the countries in the region. ( )

7. The economies of China, India and a few other large developing countries are good
examples of sustained growth generated through small governance changes and with
initially imperfect institutions. ( )

8. Comprehensive reforms should be first achieved to improve specific areas of governance
weaknesses instead of international support. ( )

IV. Practical Writing

Imagine that the managing director of a muiltinational corporation selling luxurious
products has asked you to investigate the world economy and make recommendations for
sales improvement.

The World’s GDP Percentages in 2006

u.s.

® Japan

O Germany
O England
® France
@ [taly

@ China
O Canada
® Spain

B Mexico
% 2% 20 305 3% 4% 1~ O India

O Others

41%

1% |
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Draft a report to your MD by analyzing the world’s GDP percentages in 2006 according to
the diagram above. Begin your report like this:

To: Mr Rice, Managing Director

From: Clyde Martinez Date: March 15, 2007

Analysis on the World’s GDP percentages in 2006

As requested by the Managing Director on 10 January 2007, I have
analyzed the world’s GDP percentages in 2006....

Recommendations/Proposals
1.

2
3
4

»
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3
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b
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£ Text B

Challenges China Faces After Entering WTO

G lobalization is an irreversible trend. Historical experiences have taught the Chinese

not to shut the door in front of challenges. No country can side-step the changes
brought about by international competition and cooperation. China’s entry into WTO is a
fundamental change for China. It presents a new stage of reform and opening to the outside
world. A basic requirement or a basic obligation the country should meet is that China must
observe a series of international rules under WTO. China’s economic activities and
international exchanges must abide by the rules of the world, which embody the advanced
culture of a modern market economy. Such a kind of culture can help eliminate poverty and

bring about wealth. However, the modern market economy culture is incompatible with



WHEE |
1,

traditional Chinese view and
thinking formed by planned

economy. Inevitably, China will

It grows so fast!

face challenges mainly in these
aspects: mind, management, and
operation mechanisms.

Great changes will first take
place in people’s traditional
mentality formed under the
planned economy for a long

time. For instance, people may

traditionally associate getting [
rich with corruption, bribery and nepotism. People sometimes discriminate against
privately-owned or collective economies. ‘All these result from the traditional idea of
belittling commerce. What challenges us now is to change the outdated ideology and
create favorable legal, political, financial, and social environments and public opinion for
privately-owned and collective economies. Only in this way can Chinese enterprises improve
their competitiveness and avoid being defeated by foreign enterprises after China’s
accession to WTO. '

Too much administrative intervention in managing economic activities puts challenges
to China after its accession to WTO. What China needs to do is to improve the management
system to meet the needs of the market system. And people gradually recognize that the way
which the government monopolizes everything under the planned economic system cannot
make normal operation of modern economic system go well. The only way to solve these
problems is to devolve power to lower levels and give economic activities more autonomy,
and enable them to face the market independently. Government’s functions in economic
management should be changed to an optimal macro-regulatory system in indirect means,
separating the functions of administration and those of enterprises’, reducing government
intervention in enterprises’ activities, abolishing mandatory plans and replacing them with
guidance plans such as tax revenue, credit and exchange rates. From the perspective of
market economy, traditional structure of the previous planned economy should be further

dismantled and the relationship between the government and the market should also be



