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Preface

The English language literature on China is seemingly endless, the vast
majority of which tries to explain aspects of China’s history, culture and
economy to the Western world. This is a commendable task, for the history is
expansive and the culture very different from that known in the West, whether
in the United States of America or Europe.

Lately, many of these books have focused on China’s meteoric rise to the
world stage, its incredible potential, the innumerable risks overcome and the
many more that lie waiting. No matter what point in history authors begin their
account of China’s growth (most commonly either in 1978, the beginning of
the reform and opening up, or 2001, when China joined the WTO), however,

the focus almost always turns to what China should or needs to do in the future



to succeed in becoming a global superpower.

The problem with this approach is that the recommended course proposed
for China is formed on the basis of experience in other countries which, while
similar in certain ways, is also very different. Generally speaking, authors usu-
ally make comparisons to either the growth model of the West or that of Japan
and the Asian Tigers of South Korea, Taiwan, Hong Kong and Singapore.
People look to the US economy because China is in the process of adopting
some more market-oriented reforms, and the US has long been the paradigm
of the free market. Meanwhile, comparisons to the Asian Tigers give comfort,
as it is thought that cultural similarities make the path more predictable. When
following either approach, however, the end solution is China transitioning to-
wards a free market economy. We believe this conclusion is premature.

The Chinese, possibly more than the people of any other country, are
students of history. China’s history is longer than any other modern civili-
zation and almost everyone in China, whether the common man or top of-
ficials, views history as an indispensable part of where they are and where
they will go.

Three events in history stick out as to why China will not follow the same
path of other nations. The first two contradict a path built on the Asian Tigers
model, while the third raises questions about the US model. First, there are
the large currency reforms undertaken by Japan in the mid-1980s under pres-
sure of foreign governments, which contributed to one of the largest economic

bubbles in history. Second, there is the Asian Financial Crisis in 1997 and the
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effect it had on the majority of the region. Third, and most important, is the
global financial crisis that began in 2007, which made many people rethink the
correctness of the financial model in the US on which the structure of global
markets has been based.

Beyond these three, there are countless other events in the history of China
and the world that have shaped the opinions of top policymakers in ways that
are far removed from the Western way of thinking.

So, instead of focusing on what China should do, in this book we will at-
tempt to explain what the most likely path of reform will be. Each step of the
way, we will explain the unique historical conditions that have led China’s
economy to where it is now, and how historical and cultural factors affect the
decisions that are likely to be made in the future. We will try to shed some
light on the Chinese economy and explain why and how some quintessentially
Chinese practices are used to solve problems, highlighting both the positive
and negative effects of China’s distinctive economic model.

Most books on China tend to fall into one of three categories. The first cat-
egory is those books that try to explain how to do business in China. For the
most part, they are stories of how entrepreneurs and businessmen got swindled
out of their money and undercut by domestic competitors. They generally
present China in a negative light. Second are those books that are less about
personal experience, but yet still focus on the negatives, outlining what they
see as the inevitable failure of China’s system. Third, and lastly, are those

books that focus on the positives and defend why China will continue its un-
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precedented economic success.

In contrast to all of these books, we attempt to be as neutral as possible on
China’s economic prospects. While we recognize that the task facing China’s
new leaders is immense, we choose not to simply focus on the negatives,
nor will we highlight only the positives. We attempt to elucidate areas where
China has potential, as well as draw attention to problems that the leaders face,
outlining how they may attempt to address them.

By no stretch of the imagination is this an easy task, but we believe our
respective backgrounds make us uniquely qualified to do so. We, the authors
— one Chinese and one American — have lived and worked both in China and
in the West. Our experience and ongoing collaboration, with countless hours
of thoughtful dialogue between us, puts us in the uncommon position of being
able to analyze and succinctly explain what could be expected.

Without the input from the Chinese psyche, many books on China miss
subtle forces that have profound impact. Meanwhile, the addition of Western
thought to such Chinese thinking may elucidate certain inferred forces or ac-
tions that would otherwise remain unexplained to the outside world.

The book is split into two parts. The first part is a review of China’s
economy and the reforms that can be expected, as mentioned above. The book
is framed in the context of the 12® Five-Year Plan, which lasts from 2011 to
2015. China began to use five-year plans in 1953 as a way for the central gov-
ernment to guide economic development. Although many things have changed

over the last 60 years, policymaking remains rooted in central planning.
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The second part is designed for reference purposes. It will offer fresh
insight into China’s newly elected leadership, from the Top Seven in the Po-
litburo Standing Committee down to the new heads of each major ministry.
It will include outlines of major functions of the different regulatory agencies
and the most important people in each body, as well as other key terminology
that must be known to understand China.

The second part, in many ways, should be more useful than the first in
terms of understanding China. While there are many reforms on the agenda of
top policymakers, the decisions on which reforms will be prioritized over oth-
ers and how quickly they will be implemented are related to the disposition of
the people in charge and the relative distribution of power between individuals
or government agencies. While China has many potential reforms to under-
take, they will not be addressed in order of economic priority, as one might
expect.

The reforms will be undertaken based on the ability of the new leadership
to negotiate with special interest groups. While this is true in many countries,
accentuated, for example, by the partisanship within the United States Con-
gress, the negotiations in China are of a different nature given the historical
power structure concentrated among just few individuals. Therefore, under-
standing the power dynamics and the predilection of the newly elected leader-
ship is of utmost importance.

This book, therefore, has two uses. First, it can be used as a tool to give a

background and history of economic policy and a review of what reforms are



likely to be enacted in the medium term. The second is to act as a reference
manual for all things related to China’s economy. Whether it is the structure of
the government, the tasks of each agency or the particular leanings or influenc-
es of each person, the information can all be found in this book and can give a

basic understanding of how policy is enacted and carried through.
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Guangdong International Trust and Investment Corporation
Gigawatt

Industrial and Commercial Bank of China

Initial Public Offering
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NPC
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SAFE
SAIC
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National People’s Congress
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People’s Bank of China
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State Administration of Foreign Exchange

State Administration for Industry and Commerce
State-owned Assets Supervision and Administration Commission
State Administration of Taxation

State Electricity Regulatory Commission
Shanghai Interbank Offered Rate
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