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Overview

• Survey of Chinese economy and recent growth, issues, and 
trends

• Broad growth trends over past three decades

• Is China getting more expensive?

• Other key inputs: land and capital

• What does “urbanization” mean in China?

• Does the state sector still matter? (Spoiler—you betcha!)

• Where does Commerce see opportunities?

• Outbound FDI

• Exports



Important topics I will not cover today…

• Local government debt and local government 
investment companies

• China’s 2008-2010 stimulus

• The exchange rate and other RMB-related issues

• Taiwan, other sovereignty and geopolitical issues

• The Strategic and Economic Dialogue (S&ED)

• And plenty of other stuff…



What drives economic policy decision-making 
in China? And the internal debate.

• Employment (National Development and Reform Commission, MOFCOM)

• Support for tradable goods sector (e.g. exchange rate policy, credit allocation, etc.)

• Inflation (PBoC)

• Limited ability to control. People’s Bank of China does not have a fully independent 
monetary policy.

• Monetary policy oriented around sterilizing excess liquidity created by undervalued 
RMB.

• Must resort to “window guidance” and administrative measures to stem bubbles, e.g. 
2010 (largely ineffective) regulations on housing purchases.

• Social stability (stemming from the above two)

• Growth in local uprisings against illegal land takings and/or unsatisfactory 
compensation, environmental degradation, and corruption



What’s driving growth in China? The debate.

• Louis Kuijs,1 World Bank, 2009: between 1995 and 2009, 5.5ppt from capital 
accumulation, 2.7ppt from total factor productivity (TFP).

• Bosworth and Collins,2 2007: TFP grew at 3.8% per year, responsible for 2/3 of 
growth during reform period.

• Brandt and Zhu,3 2010: rising TFP in the non-state, non-agriculture sector the main 
driver of growth.

• If capital was more efficiently allocated, China could maintain high growth without further 
capital deepening.

• Alwyn Young,4 2003: TFP grew only 1.8% between 1978 and 1998.

• That China essentially followed the low-efficiency growth of other Asian economies

• European Union Chamber of Commerce,5 2009: investment the biggest 
driver.

http://www.google.com/url?sa=t&source=web&cd=1&ved=0CBYQFjAA&url=http%3A%2F%2Fsiteresources.worldbank.org%2FCHINAEXTN%2FResources%2F318949-1268688634523%2Fmedium_term_scenario.pdf&rct=j&q=louis%20kuijs.%20world%20bank%2C%202009&ei=jV3mTa6wIczWiALVrvjOCQ&us
http://www.google.com/url?sa=t&source=web&cd=3&ved=0CCgQFjAC&url=http%3A%2F%2Fwww.brookings.edu%2F~%2Fmedia%2FFiles%2Frc%2Fpapers%2F2007%2F0117china_bosworth%2F0117_china_bosworth.pdf&rct=j&q=bosworth%20and%20collins%202007&ei=yV_mTejRIKbYiALx8czjCQ&usg=AF
http://www.google.com/url?sa=t&source=web&cd=2&ved=0CCEQFjAB&url=http%3A%2F%2Fwww.fiel.org%2Fpublicaciones%2FNovedades%2Ftecipa-394.pdf&rct=j&q=brandt%20and%20zhu%2C%20accounting%20for%20china's%20growth&ei=vGDmTfOkAcjhiAK75PTACQ&usg=AFQjCNEI2sgw55A3_EfWqG
http://www.google.com/url?sa=t&source=web&cd=1&sqi=2&ved=0CBoQFjAA&url=http%3A%2F%2Fwww.stanford.edu%2F~klenow%2FGold%2520into%2520Base%2520Metals.pdf&rct=j&q=alwyn%20young%2C%20from%20gold&ei=4mDmTca8NY_QsAOA6cCOBw&usg=AFQjCNERo8IrS2MGQgKpdkFNGDxSvBmf4Q
http://www.europeanchamber.com.cn/images/documents/marketing_department/beijing/publications/overcapacity_en.pdf


China’s growth model—some broad trends

• Household 
consumption at 
historical, record lows 
(as share of GDP; 
35.1% in 2009)

• This does not mean 
that consumption is 
not growing, but that 
it is growing much 
slower than 
investment past 
couple years.
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Gross fixed capital formation and household 
consumption
Share of GDP, 1978-2009

• Perspective: If China wants 
to achieve a 
consumption/GDP ratio of 
0.6 in 15 years and
maintain real GDP growth 
of 8% per year, 
consumption would need 
to grow 4 percentage 
points faster per year (not 
the trend we’ve seen of 
late)

• To reach a consumption 
level of 70%, that rate 
would need to be more 
than 5 percent points 
faster
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Issue #1: Wage Growth, but When and How?



An Aging Population
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• Impacts of the One 
Child policy are now 
being felt

• Eventual reduction 
in size of working 
age population and 
upward pressure on 
wages.

• Growing strain on 
social security 
system with fast 
growing number of 
retirees—sound 
familiar?



Lewis Turning Point

• Basic idea is that, as economy develops, significant productivity 
gap between traditional (i.e. non-technical agrarian) and 
modern (aka capital-intensive/manufacturing) sectors, 
significant surplus rural labor.

• As (usually urban) manufacturing sector grows, factory 
managers able to tap into seemingly limitless supply of 
rural/traditional sector excess labor  downward pressure on 
wages, despite high growth  high corporate profitability and 
retained earnings.



But are we there yet?

• In China, despite 30 years of growth, manufacturing wages 
have only recently shown signs of (real) growth.

• Many scholars argue that the Lewis Turning Point is upon us.

• But, has China really fully tapped out labor supply? (Has 
demand finally outpaced new supply?)

• Maybe not—other considerations, notably the household 
registration system, or “hukou.” (More on this later.)

• If China were to “free up” institutional constraints on 
permanent rural-urban migration, this could prolong period of 
low-wages.



Issue #2: Urbanization

• What does 
urbanization mean in 
China?

• Who is “urban”?

• Shenzhen has per 
capita GDP of 
$10,000 if you 
exclude all the 
people making GDP!



Issue #2: Urbanization
• The “devil’s in the details”

• China is urbanizing, but this only 
“partial” urbanization—majority 
of 150+ million migrants are 
temporary.

• Cannot get full, permanent status 
as urban residents, due to hukou
system.

• Significant mismatch between 
housing prices and those that 
actually need housing.

• Large debate about how China 
should urbanize going forward.

*Calculations by Kam Wing Chan, “Fundamentals of China’s Urbanization and Policy,” The 
China Review, 2010, Vol. 10, No.1, pp.63-94 
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Urbanization (cont.)

• Today, significant stratification between 
“local, urban” hukou population and 
nongmingong (rural-to-urban migrant 
workers) with limited rights.

• Migrants do not have access to many public goods, 
e.g. education for children and state-subsidized affordable housing.

• Many cities now “sell” local hukou as revenue stream, 
e.g. one can purchase a new home, luxury home and pay hukou transfer 
fee.

• Obstacles mean finite period of stay for most migrant workers, e.g. 5-7 
years, before (very reluctant) move back to village

• This limits labor supply and has a positive effect on wages. 



Issue #3: State Capitalism
Returns to capital strongly favor the non-state sector, but…

Source: Loren Brandt and Xiaodong Zhu, “Accounting for China’s Growth,” 
IZA discussion paper, February 2010.

Total factor productivity (TFP) gains show a similar story, with 
agriculture showing the most growth, followed by the non-state 
manufacturing sector.



…look where capital is going

Source: Loren Brandt and Xiaodong Zhu, “Accounting for China’s Growth,” 
IZA discussion paper, February 2010.

Period of state-owned enterprise 
restructuring, or “zhua da fang 
xiao” (“grasp the big, throw away 
the small”)



Capital

• State banking system continues to favor state enterprises over 
private enterprises (which are driving growth)

• Private sector firms often have to go to informal markets for credit, with 
higher rates.

• Due to financial repression, households have few alternative places 
to store earnings other than deposit accounts, which pay below 
inflation rate (one alternative for wealthier households: real estate)

• This enables cheap credit for lending to tradable goods sector, forces 
households to effectively subsidize manufacturing sector.

• Higher interest rates on deposits could actually support more 
household consumption through wealth effect.



Land Markets

Local government expropriates 
rural land from urban fringe, 

converts land from  collective to 
“urban” 

Farmers compensated 
based on Land 

Management Law 

Land converted to 
commercial real estate or 

residential use or 
industrial use

Land use rights sold well 
below market value as 

incentive to attract 
investment

Some land kept in “land 
bank” to maintain 

undersupply, high prices

Remainder of land use 
rights sold to developers

Revenue impact: 
front-loaded, short-term

Revenue impact: 
Long-term, sustained tax 
stream through share of 

VAT

Exp
ro

p
riatio

n

Land use rights purchaser

Revenue impact to local 
government

• Local governments have 
become increasingly 
dependent on extra-
budgetary revenue streams 
like land conveyance fees 
since 1994 tax reform



Some Brief Conclusions

• The state matters!

• The state influences the prices of land and capital, and the size and 
mobility of the labor force.

• Recent policies like “Indigenous Innovation,” though momentarily 
withdrawn, reflect protectionist tendancies.

• Window guidance measures to control inflation in the absence of a truly 
independent central bank.

• System that encourages/supports transfer of wealth from households to 
state-owned manufacturing sector.

• China data can be useful, but understand it before drawing 
conclusions.



Outbound FDI

• Much excitement lately about Chinese outbound FDI, but 
where is this going?
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Outbound FDI

• To date, mostly resource plays, some M&A.

• U.S. (as of now) not a major recipient, though some recent 
wins in Washington.

0.0%

0.2%

0.4%

0.6%

0.8%

1.0%

1.2%

1.4%

1.6%

1.8%

2.0%

0

100

200

300

400

500

600

700

800

900

1000

2005 2006 2007 2008 2009

M
ill

io
n

s 
U

SD

Chinese (non-financial) Outbound FDI to U.S.

OFDI to U.S. Percentage of total OFDI (RHS)

Data source: Ministry of Commerce, People’s Republic of China



OFDI—Washington’s Experience

• Some recent “wins”—
GCL Solar (2009) and 
Mindray Medical (2006)

• Challenges:

• Most investors opaque 
about investment objectives

• Unrealistic expectations for 
how the state can help 
“choose” investment targets.

• Still in learning phase of process

• Growing interest in EB-5 program

http://www.isoftstone.com/en/index.htm
http://www.kiloboat.com/index.aspx
http://www.etalkup.com/default.aspx


Exports: China is a Major (and Fast Growing) 
Export Market for Washington

• From 2009 to 2010, non-aerospace exports (excluding 
soy, corn, and rice) to China grew 38.6%, equal to 
18.2% of gross export increases to all foreign markets.

• Exports are a mix of commodities (e.g. wood and 
scrap metals) and high tech goods (e.g. aircraft  and 
ultrasound equipment)

• Aerospace exports to China peaked at $4.1B in 2009, 
and reached $3.9B in 2010—still Washington’s biggest 
single market (Japan is second, at $2.3B).

Data source: WISER Trade



Washington’s trade with China

• Non-aerospace 
exports have 
consistently increased 
over the past decade

• Non-aerospace 
exports have grown at 
a per annum rate of 
22.8% between 2000 
and 2010 (in nominal 
USD)
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Washington’s non-aerospace, non-
agriculture exports to China
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• Medical device 
exports grew 
553.7% from 2001 
to 2010, a per 
annum rate of 
23.2%

• Ultrasound 
equipment exports 
grew at an average 
annual rate of 
68.6% between 
2001 and 2010.

Data source: WISER Trade



Washington’s Top non-Aerospace Exports to 
China, 2010
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For more detailed discussions of Washington’s 
exports…

• Quarterly publication

• General export 
trends, plus detailed 
analysis by product 
and/or market.

• Company and 
stakeholder features.

• Free and 
electronically 
distributed.

http://www.choosewashington.com/Pages/CommerceQuarterlyTradeBulletin.aspx


Thank you

Spencer Cohen
Research Manager

Washington State Department of Commerce
spencer.cohen@commerce.wa.gov

www.choosewashington.com

mailto:Spencer.cohen@commerce.wa.gov


Appendix



Consumer Price Index in China
Year-over-year change, by month
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Washington’s Medical Device Exports to China
Total exports, and two largest products
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