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What do we know
about economic
growth in China?
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De Chinese draak wil de wereld veroveren
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grote jongen. Na Walmart is het zelfs het grootste bedrijf ter wereld.
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Reforms and transition since 1978- ...

1976: End of Cultural Revolution.
* Low-income country

* Inequality was limited

1978: Start leadership of Deng Xiaoping:

« “Reforms and Opening Up” (Gdigé kaifang,
EFF)
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Two well-known quotes of Deng Xiaoping

1. "It doesn't matter whether a cat is black or white, as long as it catches mice.”

"TERERTE, ERREZEMNMESFHE, "

"Buguan héi mao bai mao, néng zhuo laoshu de jiushi hao mao.”

will reach common prosperity.”

“UE—BAALERE , THRETIHME, REEEH

A

"Let some people get rich first, to propel a large share of the regions, later we

12"

“Rang yibufen ren xian fu qilai, daidong da bufen diqd, ranhou dadao gongtong

foyu.”
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Economic growth since 1978

e GDP per capita increased
6100

more than twentyfold.
5100 -

* 8oo million people lifted out
3100 -
o of poverty.
1100
e * Extreme poverty was
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,,,, eradicated.

| —@—per capita GDP (in 2010 §) |

Figure 1: Real Per Capita GDP and Gini Coefficient in China. 1978-2016
Source: Zhang (2021).
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Economic growth since 1978

* Average annual economic growth
rate of nearly 10% per year during
several decennia.

] Since 2010 the 2" largest
economy in the world (in terms of
nominal GDP).
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=—VS - China — Japan == Duitsland

Source: The World Bank. (2021). World Development Indicators.
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China became an economic powerhouse

China-US Trade: The Larger Trade Partner for Countries, 1980 and 2018

* China is the largest il S AZS
trade partner in the " ﬁ"’ “ A
world: China is a - . o B ; *
larger trade partner of j Ny
128 countries, while
the US is a larger
trade partner of 62

countries.

l *ad

x

1980

* China is the largest
export country of
goods in the world

[ nopata

S i n C e 2 O O 9 WHO IS THE LARGER TRADING PARTNER? ' (Source: Lowy Institute calculations,
. [ I . ics datab.
0s Equal ma IMF Direction of Trade Statistics database)
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https://charts.lowyinstitute.org/charts/china-us-trade-dominance/us-china-competition/

China is the largest lender

==
Let me get right to the point _
| debt to China* o
g ] China has bee_n the
: -, Y largest lender in the
gy s world since 2017.
. Dmg s sm, Moot
"P- L I fm : Coii billion in 2019.
) L K« More than twice as
b ‘ much as the World
Bank and IMF
[ _
0 1 5 10 25 100 Nodata Comblned.
Source: “China’s Overseas Lending” by S. Horn, C. Reinhart & C. Trebesch, 2019 *Direct loans only
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Belt and Road Initiative: More than investment in
infrastructure

The Belt and Road Initiative creates a global infrastructure network
China uses, acquires and builds railroads, ports and pipelines
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Is the Chinese economy
about to collapse?




Is the Chinese economy a ticking timebomb??

| [ nws cwe cmm ame o | ower projections for growth:

e 2023: growth of 5.2%

* Following years: expected growth of
4.5%

BUT: China is already the 2nd largest

economy.

* The Chinese economy is not likely to

Amerikaans president Biden noemt China implode, but growth rates _Wi” be lower
"tikkende tijdbom" die rest van wereld bedreigt and there are many stumbling blocks
ahead.
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Imbalanced growth

* Paul Krugman (July 18, 2013, The New York Times):

Yet the signs are now unmistakable: China is in big trouble. We're not talking about some minor setback along the
way, but something more fundamental. The country's whole way of doing business, the economic system that has
driven three decades of incredible growth, has reached its limits. You could say that the Chinese model is about to hit
its Great Wall, and the only question now is just how bad the crash will be.

Start with the data, unreliable as they may be. What immediately jumps out at you when you compare China with
almost any other economy, aside from its rapid growth, is the lopsided balance between consumption and
investment. All successful economies devote part of their current income to investment rather than consumption, so
as to expand their future ability to consume. China, however, seems to invest only to expand its future ability to invest
even more. America, admittedly on the high side, devotes 70 percent of its gross domestic product to consumption;
for China, the number is only half that high, while almost half of G.D.P. is invested.
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https://www.nytimes.com/2013/07/19/opinion/krugman-hitting-chihttps:/www.nytimes.com/2013/07/19/opinion/krugman-hitting-chinas-wall.htmlnas-wall.html

Export dependency

Mechanical & Electrical Goods High Tech Goods
) 2019Q4=100 . _ 2019 Q4 =100 .
Exports

140 - Imports -1 140
130 130
120 120
110 110
100 100
90 90
80 80

Lo brobo b b bro bona b b bl 70 Lo b bo b bro e b b b bl 70

2013 2015 2017 2019 2021 2023 2013 2015 2017 2019 2021 2023

1 What if trade partners no longer want to buy these goods?
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Gross capital formation vs. household consumption

Gross Capital Formation Household Consumption Expenditure
B Percent of GDP 50 ~ Percent of GDP 70
United States
= European Union 445 B 165
China
-60
MA
= - '\/"’\— 55
- -50
- -45
B United States |
. 40
European Union
& China 135
PG i et ernrnneerenrennreningt 15 PALL Rttt enenrearrnreningt 30
1970 1980 1990 2000 2010 2020 1970 1980 1990 2000 2010 2020
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China’s industrial policy since 1978

Price reform

Shift to light industry
Emphasis on FDI

Emphasis on exports

Shift back to heavy industry

Emphasis on innovation

Emphasis on infrastructure exports

1978 1989 1992 1995 2001 2005 2008 2013 2014 2015
—% 4 »
') 4
'Y
f »
Reforms begin Tiananmen Deang's 80% of WTO entry ‘Indigenous Global *Belt and '‘Made In China
Square  “Southemn Tour* consumar innovation" policy financial Road® stratagy| 2025" policy
uprising prices crisis
liberalized

1978-1989 (1997):
Deng Xiaoping Era

Interest rales and
exchange rate
liberallzed
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Deng Xiaoping Era

* In line with the East Asian development model:
o Capital-intensive, heavy industry = labor-intensive, light industry

o Focus on exporting output from light industry
« Foreign currency used for investments in capital

* In line with economic transition:
o Price reforms: Greater role allocated to the market
o Increased tolerance for private enterprises

e Special Economic Zones (SEZs)
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Special Economic Zones (SEZ) e ) .
Open Economic Zones (0OEZ) \ﬂ o Open Door PO'ICy
|Free '-I'ra‘de A»r_eav_s (FTA) Aussia |

/ /
s e - & ‘f -
- China
Mongoia }\/“ B aber) EEonomc Arese (0823
Liaodong S
D Peninsula 0EZ -~ //H 1 978'1 992
> 'orth
Korea i\

Beijin
iing
Tianjin Port FTA®

Dalian FTA

EXPERIMENTS IN CERTAIN REGIONS

Shandong
Peninsula OEZ

Qingdao FTA (Jiaozhou Bay)

“Gradual development strategy”

Yangtze River

Delta OEZ Shanghai

Waigaoqiao FTA
~— Ningbo FTA (Beilun Harbor)

In favor of Eastern, coastal regions

Southern Fujian

Delta OEZ Fuzhou FTA
Pearl River . I I
(Zhujiang, 227 River {7 siamon 5E2 Slow opening up and gradual expansion
72':‘.‘%3!7 .
) s Shenzhen SEz  Shantou FTA
Zhuhai SEZ —3 enznen
& Hong Korg Shatoujiao FTA
Vietnam s Shenzhen (Huanggang Port)
L Futian FTA
Zhangjiagang Harbor FTA
\ \ Hainan'Island SEZ Philtopines

Haikou FTA

(Kinpan Proc. Zone)
: De Chinese Economie - Les 6 KU LEUVEN




Eastern coastal regions

« Gateway for overseas trade

* Proximity to more
developed regions: South
Korea, Taiwan, Hong Kong

* “Modern industrial
environment”

* Infrastructure is more
developed than in other
parts of the country
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Tian’anmen protests in 1989.

China closed to the outside world until 1992.
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China’s industrial policy since 1978

Price reform

Shift to light industry
Emphasis on FDI

Emphasis on exports

Shift back to heavy industry

Emphasis on innovation

Emphasis on infrastructure exports

1978 1989 1992 1995 2001 2005 2008 2013 2014 2015
—% 4 »
') 4
'Y
f »
Reforms begin Tiananmen Deang's 80% of WTO entry ‘Indigenous Global *Belt and '‘Made In China
Square  “Southemn Tour* consumar innovation" policy financial Road® stratagy| 2025" policy
uprising prices crisis
liberalized

Interast ratas and

1989-2003/4:
Jiang Zemin Era

exchange rate
liberallzed
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Important rol for FDI

* Divergence from East-Asian
development model.: China foreign direct investment
* Due to difference in timing:
improved logistics and
transportation options.

$50b

« Significant share coming in from
overseas Chinese and
Hongkongers.

-$11.8b
k1 2000 Q1 2005 Qi 2010 Q1 2015 Q1 2020

® Ma|n|y |n export Orlented |ndustry Data: FactSet, SAFE; Chart: Deena Zaidi/ Axios Visuals
(part of global value chains).
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“Smile curve” of global value chains

APPLE (US) APPLE (US)
Basic and applied Marketing,
& R&D, Product Design, Brand management
Commercialization After-sales services
Chip Design

ARM Holdings (The UK)

Parts — touchscreen

Balda (Germany) -
Advertising
Samsung (Korea)

NXP Semiconductor (The Netherlands)

Assembly
Inventec (Taiwan)

R&D Hon Hai Precision Industry (Taiwan)

Knowledge Markenhe

Knowledge

Input A
P Market
Location Location Location Location Location Location

| 2 3 4 5
2Ny . P

VALUE CHAIN DISAGGREGATION
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China’s industriebeleid sinds 1978

Price reform

Shift to light industry
Emphasis on FDI

Emphasis on exports

Shift back to heavy industry

Emphasis on innovation

Emphasis on infrastructure exports

1978 1989 1992 1995 2001 2005 2008 2013 2014 2015
—% 4 »
') 4
'Y
f »
Reforms begin Tiananmen Deang's 80% of WTO entry ‘Indigenous Global *Belt and '‘Made In China
Square  “Southemn Tour* consumar ighovation"” policy financial Road® stratagy| 2025" policy
uprising prices crisis
liberalized

Interast ratas and

2003/4-2012/13: oxchanga rao

Hu Jintao & Wen Jiabao
Era
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Exports of goods, % of Asian total
12-month moving average

FDI and export

iIncreased faster 40
China
30
« WTO entry.
* Production capacity
moved from Taiwan to 20
Mainland China.
* Global economic Japan
boom. 10
Vietnam
J
Vaoko i bnmE bl & Sebmbatmt el Fankin s 0
2000 05 10 15 17

Sources: Oxford Economics; CEIC



Industriebeleid van vierde generatie van leiders

* Renewed focus on heavy industry

« Support inland development
» “Go West’-strategy
» “Revitalize the Northeast”

» Housing sector is booming as a result of housing privatisation.

* Focus op innovation and technology!
« 2006: “endemic innovation” (B F fll#t, Zizht chuangxin)
» Note: Stronger focus on self-sufficiency and autonomy than on creativity.
 QOutlined in Medium- and Long-Term Plan for Science and Technology Development

(AR PKEFZFEAREZBAINPME) published in December 2005.
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https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/gjkjgh/200811/t20081129_65774.html

China’s industriebeleid sinds 1978

Price reform

Shift to light industry
Emphasis on FDI

Emphasis on exports

Shift back to heavy industry

Emphasis on innovation

Emphasis on infrastructure exports

1978 1989 1992 1995 2001 2005 2008
ﬂ "y
') 4
'Y

Reforms begin Tiananmen Deang's 80% of WTO entry ‘Indigenous Global
Square  “Sowthemn Tour* consumar innovation” policy financial

uprising prices crisis

liberalized

2013 2014 2015

£

*Belt and '‘Made In China
Road® stratagy] 2025" policy

Interest rales and
exchange rate
liberallzed

2012/13-...:
Xi Jinping Era




Industrial policy (since 2006)

Table 1: Three Dimensions in China’s Industrial Policies from 2006—Present

Objective
(why)

Strategy
(what)

Incremental

Instruments
(how)

Economic
development (with a
stress on income
and pecuniary
advantage)

Opportunistic
sectoral targeting;

Indigenous
innovation to modify
technology import

Selective industrial
policies

Economic
development plus
holistic national
security

Innovation-driven
development;

broaden targeting
to cover new tech
revolution

Market-conforming
instruments;
capacity-building
industrial policies

National security
(including economic
power and security)

S&T self-sufficiency
and self-
empowerment

New-style national
team and NSS&TF

* Relatively “aggressive”
industrial policy

* Constant change:

* Evolving "mechanisms” for

implementation and
planning

* Economics [ security

Lessons from 50 Years of Industrial Policy

KU LEUVEN




Industrial policy: Investment in R&D

180
ee ,~*Self-sufficiency/autonomy in
140 = technological development
120 / * Increase in R&D
Domestic R&D Expenditure 0
- I expenditure.
: o  Reduction in import of

s foreign technology.

7/
40 rg 7
20 .
o Technology Import Expenditures
— — e
0

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Fig. 1. Expenditure on Domestic R&D and Technology Import.
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Industrial policy: “Strategic Emerging Industries’

Table 3
Sectoral Focus of Techno-Industrial Policy.

16 Megaprojects (2006-2015) 20 Strategic Emerging Industries (2010-2020 )
- Energy Conservation and Environmental Protection .
a. Energy efficient machinery D I nve St m e nt | n
1 Water pollution control and treatment —>b. Environmental protection
c. Recycling and Re-utilization
2 ULSI Semiconductor Manufacturing Next Generation Information Technology St ra te g I C e m e rg I n g
3 Next generation broadband wireless —>d. Next generation internet . .
4 Core electronics and high end software \? e. Core electronic components I n d U St rl e S .
f. High end software and information services
Biotechnology
5 Major New Drug Initiative —_—> . Biopharmaceuticals
6 Major Infectious Disease Initiative h. Biomedical engineering
7 Genetic transformation and plant breeding — i Biological Agriculture
j- Bio-manufacturing Industry
Precision and High-End Machinery
8 Large Passenger Aircraft —> k. Commercial Aircraft
9 High-Resolution Earth Observation System 7 i Satellites and Applications
10 Manned Space Flight and Lunar Landing m. Railroad and Transport Machinery
n. Marine Engineering Equipment
11 High-end Numerically Controlled Machine Tools 0. Intelligent Manufacturing Equipment
New Energy
12 Large-bed Oil & Gas; Coal Gasification p. Wind Power
13 Large High-Pressure Nuclear Reactor Technology q. Solar Power
r. Biomass Energy
14-16 Three Undisclosed Military Projects New Materials
s. New Materials
New Energy Vehicles
] Electric Vehicles & Plug-in Hybrids

Source for Table 3: State Council. (2012a,b).
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Industrial policy: From central to local

0 Centralized agenda
setting

— Primary Actors

A outcomes ] Local Governments

M..t. -
[0 More decentralized

Initial idea Politicians Firms | m p | emen ta t | on

A Experts & Think Tanks
Agenda Setting

Technocrats

Cornerstone Document:

Strategic Decision ‘ Interest Groups

Keystone
Document:
Programmatic Policy

Implementation Document:
Measures & Instructions

Fig. 3. The Four-phase Model of the Institutionalized Policy-making Mechanism.
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Industrial policy & Innovation

|4
The new three
China, selected green exports, $bn
150
Electric vehicles
120

B Photovoltaic cells
B Lithium-ion batteries

2019 20 21 22 23

Source: China Administration of Customs

8- President Biden & @POTUS - 15h

25% on steel and aluminum,
50% on semiconductors,
100% on EVs,

And 50% on solar panels.

; I just imposed a series of tariffs on goods made in China:

China is determined to dominate these industries.

I'm determined to ensure America leads the world in them.

O 12k 12K Q a0k ihi 1M M

[ (Over)production of green technologies.

0 Counteract with protectionist

measures/subsidies/...?

Lessons from 50 Years of Industrial Policy

[

KU LEUVEN




Conclusion
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One-size-fits-all strategy?

« Some characteristics of China'’s industrial policy strategy focusing on
Innovation:

1. Targets industries/sectors with leapfrogging potential:
* Fossil fuel cars vs. EVs

2. \Very expensive strategy:

« 2009-2023: China spent USD 230 billion in support for the EV industry (CSIS
estimates).

3. Internal competition:
* |In 2025, an estimated 12.5 million EVs will be sold in China alone.

| Maybe some interesting lessons... but mainly at the EU level
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Thank you for your attention!
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