China’s Economic Rise & Its Potential Implications
on the World Economic Order as We Know It

Irving Williamson Alexander B. Hammer
Former Chairman & Commissioner Lead Economist & Head of China Research
U.S. International Trade Commission U.S. International Trade Commission

For the National Academy of Public Administration
Oct 16, 2019

Note: The views expressed in this presentation do not represent those of the USITC or any of its individual Commissioners



Agenda

 How Fast is China Growing?

Why Has it Grown so Fast?
* |s it a Rival or Partner to the U.S.?
* |Implications of its Rise on the Global Economic Order

Implications for the Policy Tools the U.S. Traditionally Uses to
Address Unfair Trade Practices




1. How Fast is China Growing?
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GDP at Purchasing Power Parity
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2. How Did China Grow So Fast?



2. How Did China Grow So Fast?

Improved Resource Allocation (ended AG reliance)

Careful, Experimental, and Nimble Planning
-Opposing ideologies ok, “Growing Out of Plan” (Naughton)

Became Global Manufacturing Hub
-Assemble, Export, & Become GVC Glue

T FDI, “Learned” Technology, Now Leading Innovation?

Expanded Outwards for Resources & Markets



Evolved From Agrarian Society

CONMPOSITION OF CHINA'S GDP Composition of China's GDP (Production Side)

1950 1978 2018

AG (Primary) 50% 28% 7%
_ Industry (Secondary ) 21% 48% 41%
Ag Indust ry Services Services (Tertiery) 29% 25% 52%

Source: China's National Bureau of Statistics (through CEIC)




Data

		Select this link and click Refresh/Edit Download to update data and add or remove series

: 		GDP: Primary Industry		GDP: Secondary Industry(SI)		CN: GDP: SI: Industry		CN: GDP: SI: Industry: Mining		CN: GDP: SI: Industry: Manufacturing		CN: GDP: SI: Industry: Electricity, Gas and Water Production and Supply		CN: GDP: SI: Construction		CN: GDP: Tertiary Industry(TI)		CN: GDP: TI: Transport, Storage and Post

		Unit		RMB bn		RMB bn		RMB bn		RMB bn		RMB bn		RMB bn		RMB bn		RMB bn		RMB bn										Primay		Secondary		Tirtiary

		1952		34.290		14.110												19.510										67.910		50%		21%		29%		100%

		1953		37.800		19.160												25.480										82.440		46%		23%		31%		100%

		1954		39.200		21.080												25.700										85.980		46%		25%		30%		100%

		1955		42.100		22.150												26.910										91.160		46%		24%		30%		100%

		1956		44.390		28.040												30.640										103.070		43%		27%		30%		100%

		1957		43.000		31.660												32.480										107.140		40%		30%		30%		100%

		1958		44.590		48.360												38.280										131.230		34%		37%		29%		100%

		1959		38.380		61.680												44.690										144.750		27%		43%		31%		100%

		1960		34.070		65.260												47.680										147.010		23%		44%		32%		100%

		1961		44.110		39.350												39.770										123.230		36%		32%		32%		100%

		1962		45.310		36.390												34.510										116.210		39%		31%		30%		100%

		1963		49.750		41.280												33.790										124.820		40%		33%		27%		100%

		1964		55.900		51.930												39.160										146.990		38%		35%		27%		100%

		1965		65.110		60.850												47.440										173.400		38%		35%		27%		100%

		1966		70.220		71.540												47.100										188.860		37%		38%		25%		100%

		1967		71.420		60.800												47.200										179.420		40%		34%		26%		100%

		1968		72.630		54.260												47.520										174.410		42%		31%		27%		100%

		1969		73.620		69.500												53.100										196.220		38%		35%		27%		100%

		1970		79.330		91.810		83.630								8.450		56.830		10.020								227.970		35%		40%		25%		100%

		1971		82.630		102.990		93.630								9.660		60.060		10.840								245.680		34%		42%		24%		100%

		1972		82.740		109.160		100.010								9.480		63.330		12.300								255.230		32%		43%		25%		100%																1952						11.960								2.200				2.900

		1973		90.750		118.040		108.290								10.100		66.830		13.100								275.620		33%		43%		24%		100%																1953						16.320								2.900				3.500

		1974		94.520		119.980		109.440								10.890		68.270		13.220								282.770		33%		42%		24%		100%																1954						18.450								2.700				3.800

		1975		97.120		137.870		125.660								12.610		68.960		14.840								303.950		32%		45%		23%		100%																1955						19.120								3.100				3.900

		1976		96.710		134.600		121.680								13.310		67.550		14.710								298.860		32%		45%		23%		100%																1956						22.520								5.600				4.600

		1977		94.220		151.780		138.500								13.730		79.000		16.520								325.000		29%		47%		24%		100%																1957						27.160								4.600				4.900

		1978		101.846		175.516		162.148								13.886		90.508		18.203								367.870		28%		48%		25%		100%																1958						41.590								6.910				7.100

		1979		125.897		192.538		178.653								14.456		91.610		19.374								410.045		31%		47%		22%		100%																1959						54.130								7.720				9.400

		1980		135.948		220.474		201.485								19.634		102.336		21.343								458.758		30%		48%		22%		100%																1960						57.420								8.030				10.400

		1981		154.568		226.908		206.772								20.798		112.107		22.077								493.583		31%		46%		23%		100%																1961						36.770								2.700				6.920

		1982		176.169		239.769		218.303								22.164		121.397		24.693								537.335		33%		45%		23%		100%																1962						33.090								3.410				5.740

		1983		196.090		266.304		239.906								27.166		139.698		27.503								602.092		33%		44%		23%		100%																1963						37.170								4.230				5.500

		1984		229.562		312.482		281.590								31.792		185.807		33.861								727.850		32%		43%		26%		100%																1964						46.810								5.270				5.840

		1985		254.173		388.647		347.833								41.927		267.074		42.183								909.895		28%		43%		29%		100%																1965						55.420								5.600				7.740

		1986		276.405		451.524		400.077								52.727		309.686		49.896								1037.615		27%		44%		30%		100%																1966						65.630								6.120				8.510

		1987		320.446		527.397		462.127								66.749		369.616		56.845								1217.459		26%		43%		30%		100%																1967						55.160								5.820				7.230

		1988		383.118		660.736		581.413								81.185		474.184		68.588								1518.039		25%		44%		31%		100%																1968						49.690								4.730				7.050

		1989		422.820		730.090		652.570								79.608		565.064		81.290								1717.974		25%		42%		33%		100%																1969						63.370								6.330				8.490

		1990		501.722		774.429		690.470								86.170		611.136		116.721								1887.287		27%		41%		32%		100%																1970		79.330		91.810		83.630								8.450		56.830		10.020

		1991		528.885		912.980		813.819								101.766		758.698		142.050								2200.563		24%		41%		34%		100%																1971		82.630		102.990		93.630								9.660		60.060		10.840

		1992		580.028		1172.532		1034.048								141.794		966.893		168.921								2719.453		21%		43%		36%		100%

		1993		688.760		1647.308		1424.879								226.993		1231.255		217.427								3567.323		19%		46%		35%		100%

		1994		947.179		2245.311		1954.690								296.883		1671.255		278.821								4863.745		19%		46%		34%		100%

		1995		1202.048		2867.746		2502.390								373.374		2064.194		324.468								6133.989		20%		47%		34%		100%

		1996		1387.833		3382.813		2952.977								439.297		2410.717		378.260								7181.363		19%		47%		34%		100%

		1997		1426.523		3754.599		3302.353								462.826		2790.382		414.909								7971.504		18%		47%		35%		100%

		1998		1461.873		3901.853		3413.486								499.302		3155.825		466.147								8519.551		17%		46%		37%		100%

		1999		1454.898		4108.093		3601.541								518.087		3493.447		517.586								9056.438		16%		45%		39%		100%

		2000		1471.736		4566.485		4025.972								553.402		3989.794		616.188								10028.014		15%		46%		40%		100%

		2001		1550.250		4966.066		4385.556								594.548		4569.996		687.134								11086.312		14%		45%		41%		100%

		2002		1619.023		5410.548		4777.626								648.212		5142.171		749.426								12171.742		13%		44%		42%		100%

		2003		1697.025		6269.738		5536.379								751.075		5775.441		791.476								13742.203		12%		46%		42%		100%

		2004		2090.432		7428.690		6577.682		762.826		5174.850		583.326		872.050		6664.893		930.646								16184.016		13%		46%		41%		100%

		2005		2180.672		8808.441		7796.055		1031.824		6011.799		679.456		1040.046		7742.777		1066.877								18731.890		12%		47%		41%		100%

		2006		2331.701		10436.179		9223.836		1208.287		7121.289		801.518		1245.010		9175.967		1218.625								21943.847		11%		48%		42%		100%

		2007		2767.410		12663.364		11169.392		1346.070		8746.495		960.922		1534.802		11578.460		1460.510								27009.234		10%		47%		43%		100%

		2008		3246.410		14995.656		13172.762		1962.943		10253.949		809.131		1880.757		13682.390		1636.757								31924.456		10%		47%		43%		100%

		2009		3358.380		16017.170		13809.547		1672.602		11011.850		839.543		2268.147		15476.220		1652.241								34851.770		10%		46%		44%		100%

		2010		3843.080		19162.977		16512.638		2087.229		13028.253		1122.162		2725.929		18205.860		1878.362								41211.917		9%		46%		44%		100%

		2011		4478.140		22703.881		19514.285		2629.600		15645.700		1239.000		3292.654		21612.000		2184.197								48794.021		9%		47%		44%		100%

		2012		4908.450		24464.326		20890.562		2509.300		16980.660		1400.600		3689.612		24485.220		2376.324								53857.996		9%		45%		45%		100%

		2013		5302.810		26195.607		22233.761		2546.760		18186.780		1500.220		4089.676		27797.910		2604.266								59296.327		9%		44%		47%		100%

		2014		5562.630		27757.185		23385.637		2341.710		19562.030		1481.900		4488.045		30808.250		2850.093								64128.065		9%		43%		48%		100%

		2015		5777.460		28204.029		23650.626		1910.450		20242.010		1498.170		4662.670		34617.800		3048.780								68599.289		8%		41%		50%		100%

		2016		6013.920		29654.770		24787.770		1826.040		21428.930		1532.800		4970.290		38337.390		3305.880								74006.080		8%		40%		52%		100%

		2017		6209.950		33274.270		27832.820		2102.550		24050.540		1679.720		5531.380		42591.210		3717.260								82075.430		8%		41%		52%		100%

		2018		6473.400		36600.090		30516.020				26482.040				6180.800		46957.460		4055.020								90030.950		7%		41%		52%		100%





Table



												Composition of China's GDP (Production Side)

														1950		1978		2018

												AG (Primary)		50%		28%		7%

												Industry (Secondary )		21%		48%		41%

												Services (Tertiery)		29%		25%		52%
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Careful Planning (Medium-Term)

Modest goals
China’s GDP, % increase on a year earlier
B Actual = f]yve-year Five-year

target agverage
FIVE-YEAR PLANS: g g
8th 9th 10th 11th 12th

*Forecast fﬁew’sed up
from 6.0t0 8.5
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1991 95 2000

Sources: National Bureau of
Statistics: Thomson Reuters: IMF
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Main Targets
* | andTasks for

GDP and per capita personal income

Annual GDP growth

HR&D spending

High-speed rallways in service

Energy consumption per unit of GDP

New urban jobs

Housing units rebuilt in rundown urban areas

increase in average life expectancy

ﬁ Xinhua/Ma Yan




Careful Planning (Long-Term)

Ten core industries set the basis of Made in China 2025
China has set ambitious targets

Biomedicine & high-performance Next-generation
medical equipment IT

(|
Basze metais
Catton

Agricultural Aviation & space Sy
equipment Ten core equipment

industries

High-end computerized

New materials :
machines & robots

C H I N Al S G L O B A L R E A C H Click on counfries and sectors to explore The Heritage Foundation and American Enterprise Institute's China Global
Investment Tracker data. You can see where and what China is investing in, and how the trends are changing.

\ ‘et . . B DOWNLOAD THE DATA SET

Energyv equipment Maritime engineering [ B8 DOWNLOAD THE DATA SET |
=Y ST equipment &
l high-tech ships

‘ Energy-saving & e — E Advanced railway

new energy vehicles transportation equipment

- . Showing Data For:
Main steps Milestones %
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2049 Leading manufacturing superpower
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Growing Out of the Plan

China: Gross Value of Industrial Output & Urban Emplovyment
(26 from State-Owned Firms)

Share of industrial output by SOEs

Source: China's National Bureau of Statistics




Figure 1 China's Merchandise Trade by SOEs and Non-SOEs

SOE Trade:
Down But Not Out

Billiions US$

EEENon-SOE —#&—SOE share —<—Non-SOE share
From Hammer and Jones, “SOEs Play a

Figure 3. Broad Chinese Export Sectors with Highest SOE Contributions (2015) Sma ”er BU 7 S tl Il S tra tegic RO Ie in
J J
China’s External Sector” Jan 2018

Iron Mineral Fuels Ships & Fertilizer Rail, Loco- Air/Space-Craft
& Steel & Oils Boats motives & Parts & Parts

SOE Export Value $19.7 Bil $17.2 Bil $14.2 Bil $4.9 Bil $3.6 Bil $1.5 Bil

SEECLEL S L 40.1% 61.7% 49.3% 45.4% 28.8% 43.1%
(in Same Category)




Built a Global Manufacturing Hub

Global Manufacturing Ouput
(Share, based on 2010 SUS)

Germany

Source: UN National Accounts Main Aggregator Database and World Bank World Development Indications (for 2018 extimates)




Source: World Bank Development Indicators
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Lead Innovation?

Global Patent Applications (in % of Total)

100%

R&D Expenditures (in % of GDP)

Rest of World

Germany
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From “The Mysterious Divergence in China’s Productivity and Innovation Patterns” (Bernard and Hammer, Aug 2019)




Expand Outward

China will spend over

TRILLION

on the BRI by 2027." | ' 5 A tH I “ H’S g E LT

& ROAD INITIATIVE

o
MOSCOW

BRUGES
(o) CHINESE-OWNED ) .
85 /O S L0010, = DIGITAL ROAD
' r

CHINESE-OWNED LN

\ / AAVAY 001010 001001”1

MARSEILLE

VALENCIA i, Q CHINESE-OWNED

91%

CHINESE-OWNED

PIRAEUS

PAKISTAN CORRIDOR

KUNMING

INDIA CORRIDOR

. . . GUANGZHG '
China’s Belt and Road Initiative (BRI) is the :

most ambitious infrastructure plan in-world history.
Connecting Guangzhou to Venice by sea and Beijing

to Brussels by land, this massive undertaking already
involves 68 countries (including 24 in Europe) that com-
prise two-thirds of the global population. The BRI is a multi-
pronged plan that reimagines global supply chains, technolo-
gical connectivity, and military strategy.

MARITIME SILK ROAD

1Inside China’s Plan to Create a Modern Silk Road. Morgan Stanley. (2018, March 14). Retrieved in
March 2019. https://www.morganstanley.com/ideas/china-belt-and-road. All of the port numbers are
from: Chinese Firms Now Hold Stakes In Over A Dozen European Ports. National Public Radio.
(208, October 9). Retrieved in June 2019. https://www.npr.org/2018/10/09/642587456/chi-
nese-firms-now-hold-stakes-in-over-a-dozen-european-ports.

Woarld map vector graphics from: Vecteezy.com




3. Is China a Partner or Rival to U.S.?

U.S. Consumer Welfare Ambiguous Unfair Competition in China (e.g. SOEs)

Major Investor Trade Balance Unfair Trade (e.g., AD, CVD)

Currency Valuation

Largest Consumer Growth Market IP Infringement & Forced Tech Transfer

Treasury Bonds
Foreign Invested Enterprises Internationalization of FX
Manufacturing:

Manufacturing Offshoring Jobs vs. Productivity/High-Tech Focus Innovation Race

Global Value Chain Partner Securing Global Resources

“Stable” Trade Partner FDI & Soft Power



The US-China
merchandise
trade balance
reached $419
bil in 2018

(before real
trade war

effects kicked
in)
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U.S. Merchandise Trade Balance (USS)
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U.S. Merchandise General Imports (USS)

600

200

FIEs are

SJEVIGER Chinese sttistcs
Important role
in China’s
exports to the [E
U.S. ....
200 Amount by FIEs (Chinese Statistics) A%

ﬂ .
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Source: USITC & China Customs



.FIEs also
playing an
Important role Iin
China’s imports

from the U.S. ....

SU.S. Billions
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U.S. firms
finding cost
advantages in
manufacturing,
selling, and

even doing
R&D in China.

U.S.-Based Multinationals Employed 14.3 Million
Foreign Workers Through Overseas Affiliates” in 2016

China was the largest beneficiary...

Canada | Mexico
1.2 Mil (8%) \ 1.4 Mil (10%)

UK.
1.5 Mil {10%)

China
1.8 Mil [12%)

Rest of World
9.2 Mil (59%)

..employing 1.8 million workers
in the following sectors:

Manufacturing
(43% of China)

Retail Trade (9%)

Wholesale Trade (6%)
Professional Services [5%)

Other
(37%)

* Affiliotes defined as foreign firms that are at least 50% owned by U.5. multinational enterprises.

Data from the U.S. Bureau of Economic Analysis.



The majority
of workers of

U.S. affiliates
in China are in

the computer
(semiconduct
or) sector.

Thousands of Workers

200

180

160

140

120

100

Composition of U.S. Affiliate Employment
in China's Manufacturing Sector [740.1k in 2016]

Communication
Equipment

Computers &
Peripherals

Semicon-
ductors

Misc. Food & Chemicals Transportation Machinery & Computers &

Manufacturing Beverage (Auto) Parts Electronic Parts  Electronic Products



U.S. imports
from Asia
remained

fairly flat in

past 2
decades...




Share of U.S. Imports from Asia

60%

we== China ™= Asja (Non-China) =====All Asia

50%

..but their
composition
Is totally
different.
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no longer
doing this,
but importing
directly from
China
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China’s Holdings of U.S.Treasury Securities: 2002-2017
($ in billions)

China holds over $1
trillion $U.S. reserves

(18.8% of total, and

1,200 1,160 1,152
4 highest after
1,000 -
Japan, Caymen - m
Islands, UK).
600 478
397
400 310
However, selloff g 2B
200 118
would likely harm I I
y , A1
VoD

China more (needs

1,400
1,270 1,244 1,246

| 1,058

& ISP E PSS

1,203 5

1,18
\

Q>

o b
N
D7 ADT A

stable investment).

Source: U.S. Department of the Treasury.

Notes: Data are year-end and exclude Hong Kong and Macau, which are treated separately.

Source: CRS (Morrison), “China-U.S. Trade Issues”, July 30 2018



U.S. Manufacturing Jobs |, BUT
Manufacturing Output & High-Tech Specialization

Since 1980, U.S. Manufacturing Output Has 1+, While Employment Has - ...

\ U.S5.Manufacturing Employment (RHS)
)
v N
A /

v

e
h;# \

In Billions of 2009 SUS

U.5. Manufacturing Real Output (LHS)

En

S13%J0M *S' [ O SUOH|IIN

i
e

Sowrce: LS. Buvread of Economic Analysis

...owing to high productivity gains.

300

=100)
-

Index (1980
g

-

0

Productivity®" in U.5. Manufacturing

Growth
of 83%
Between
1980-
2015

U.S. Manufacturing Output (Real)
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From “Why Have U.S. Firms Offshored to China?” (Hammer, Jun 2017)



IP Infringement from Chinese Entities:

Real & Consequential

FIGURE ES.1 U.S. IP-intensive firmg that I’EDDI’tEd IPR inﬂingement in China accounted for 58.1 nercent o he total TABLE ES.2 Summary of potential U.S. gains from IPR improvement in China (based on statistical and simulation

sales of firms in the U.S. IP-intensive economy that were conducting business in China, 2808 analysie) Amount (point estimate®)
Economic gains from statistical analysis
Total sales by U.S. IP-intensive firms Exports of goods and services to China $21.4 billion
($7.3 trillion® in 2009) | Sales by U.5. IP-mte_nsrw_f Goods $9.4 billion
firped@ing busineSswaLhina Services $11.9 billion
(85.9 trillion in 2009) Receipts of royalties and license fees from China $3.0 billion
Other services $8.9 billion
Sales of U.S. majority-owned affiliates in China $87.8 hillign
U.S. exports to affiliate firms in China (subtracted)’
Reported IPR Total increase in U.S. exports to China and sales to U.S. affiliates in China®
E}" firme dulng infn'rlgEmE;ﬂ in China Net income of affiliates (profits)‘
business in China (98.7%) Economic gains from simulation analysis
($5.9 trillion) Fixed employment scenario:’
U.S. economic welfare $6.7 billion
U.S. profits (as reflected by returns to capital) $12.3 billion
Did not report IPR U.S. net employment effect (in full-time equivalents or FTES) Unchanged (by definition)
!ﬂfﬂﬂﬂ'ﬂﬂl&ﬂim China lllustrations of potential labor reallocation to more IP-intensive sectors (FTES):
H'.'.Ezﬂj Education and related services 26,000
Recreational and other services (e.g., motion picture production, recorded 17,000
music)
Business services 11,000
Software, paper products, and publishing 6,000
By firms not doing
business in China Flexible employment scenario:*
(§1.4 trillion) U.S. economic welfare $185.2 billion
U.S. profits (as reflected by returns to capital) $62-TD

. , _ _ . U.S. net employment effect (in FTES)
Sources: Weighted responses to the USITC questionnaire; U.5. Bureau of Economic Analysis; U.S. Census Bureau.

Source: Compiled and estimated by the Commission.




Innovation Race?

Global Patent Applications (in % of Total)
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From “The Mysterious Divergence in China’s Productivity and Innovation Patterns” (Bernard and Hammer, Aug 2019)




4. Implications of China’s Rise on the
Global Economic Order as We Know it




Most Economists Quibble Over When, Not If,
China Will Surpass U.S. (Nominal) GDP

EEES S $on) China GDP Will Almost Equal U.S. GDP by 2025

50000 _ 120 000 4
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15000 -
10000 Japan

5000 Germany
—
0 | ! I I I 9%, 2000 2006 2010 20151 20201 2025

2000 2010 2020 2030 2040 2050 Nate: GOP i real 2010 Rmb terms

Figure 5 - GDP of emerging powers showing dramatic projected growth for India Source: CEIC, Uhina NS, Jeffenes estimates

and China. Source: Goldman Sachs




High Tech Manufacturing: Not Just a U.S. Issue

Under Pressure: Industrialised countries will feel the heat of Made in China 2025 e : _ : :
kol . : s 1 Made in China 2025 aims to substitute foreign rj Focus on advanced technologies

imports Key sectors targeted by Made in China
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SOE Industrial Output Back on Rise

Share of industrial profits by enterprise type
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China: Lending By Enterprise Type

(in percent of total)

Private Firms

2014 2015 2016

Source: China Banking Society and The State Strikes Back (Lardy, 2019)
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3. Implications for the Policy Tools the U.S.
Traditionally Uses to Address Unfair Trade
Practices




Share of U.S. Imports Subject to
AD/CVD Orders
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Antidumping Investigations

China’s represents
a major share
(more than 50%) of
| | AD investigations.

2010 2011 2012 2013 2014 2015 2016 2017 Average

35
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1

o

(U]

(e ]

B China AD mROW AD

* ROW indicates investigations that do not include Chinese firms, while China indicates investigations that include
Chinese firms, but may also include ROW firms

Source: USITC
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Source: USITC

China’s represents
a major share
(more than 50%) of

CvD
Investigations.
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...same is true for
IP related
Investigations.




US-China WTO Disputes, 2002-18

Case Status Complainant
WTO Cases 23 15
Settled Early 9 1

Ruling for Complainant 10 4
Ruling for Respond 0 1
Split Decision 0 3

; :



SECTION 301 OF TRADE ACT OF 1974

Section 301 establishes domestic procedures that allow US companies
and unions to petition USTR to enforce US rights under international
trade agreements and eliminate unfair foreign government trade practices
that adversely affect US investment and exports of goods and services.

USTR can self initiate

USTR required to take appropriate action to remove foreign government
policies or practices that violates a bilateral or multilateral trade
agreement or are "unreasonable, unjustifiable, or discriminatory” and
"burdens or restricts US commerce.”



SECTION 301 (continued)

 |f foreign unfair practices are not eliminated through
successful WTO dispute settlement or negotiations,
USTR can retaliate against the foreign country.

» Retaliation can take the form of suspending the benefits
of trade concessions previously granted by the United
States (i.e., tariffs) or other restrictions or fees on the
trade of the offending nation.



Thank you!
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