
erations, we can say, “We will meet that standard within
Dr. Song Hongtwo generations.”

Get Rid of Bush and Cheney
The other thing—the leadership: My United States, we

can hope, that we will get rid of Bush, get rid of Cheney; China’s Role in
get rid of the neo-conservatives; get rid of the Mont Pelerin
Society freaks in every part of the world, including Ger- TheWorldEconomy
many—including from the Frankfurter Allgemeine Zeitung,
where there’s a big nest of these creatures. And we will pro-

Dr. Song is a senior research fellow at the Chinese Academyceed. We will proceed. And we can make this world a better
world. of Social Sciences, Institute of World Economics and Politics.

E-mail: songhong@cass.org.cn.But, we should not let the obstacles get in our way. The
biggest obstacles we have, are the fact of our lack of imagina-

The Chinese economytion, our lack of accepting challenges, our compromising [in-
terrupted by applause]—. grew 9.5% in 2004, and

maintained the momentum ofSo, my intent is to get the United States, to get my country,
to dump the two pieces of rubbish, called the Vice President the previous several years.

China’s international trade hitand President—I meant, the psychopath and the sociopath
must go! We will get ourselves a new President by the usual a new record, reaching

$1,154.79 billion; the annualprocess, Constitutional process now provided. Lame-brains
are impeached, because they are not competent. We don’t growth rate is 35.7%, and for EIRNS/William Salisbury

Dr. Song Hongthe first time in the history,impeach people because they committed crimes—that’s a
good reason to impeach them. But the reason to impeach a China replaced Japan as the

world’s No. 3 trader, only after the U.S.A. and Germany.high official of government, a President of a country, is for
incompetence! And when you find they’re incompetent, you Three years after accession to the World Trade Organization

(WTO), the scale of China’s international trade doubled;get rid of them! And we’ve got two of the most incompetent
men on the planet occupying those positions. and in the last decade, China’s international trade quadru-

pled. This growth rate is really impressive.If we get rid of those, with what I see from my colleagues
in the Senate, and some of the institutions of the United States’ As far as the inflow of Foreign Direct Investment (FDI)

is concerned, the performance of China is also outstanding.Executive branch now—what I see among those people, if
we do this job, if we clean that White House out of its rats, In the year 2002, the inflow of FDI in China was more than

$50 billion, that is, $52.7 billion; in 2004, the inflow of FDIwe will have an affirmation—which we have now in the Dem-
ocratic Party leadership. The Democratic Party has been in China was $60.63 billion.

The performance of the Chinese economy in 2004 waschanged during the past year, 2004, from the party which was
against Franklin Roosevelt, to the party which is pro-Franklin not exceptional in terms of growth rate. In fact, in the last few

years, while the world economy has been in recession, theRoosevelt. We are going back to a Franklin Roosevelt tradi-
tion in the United States. We will, therefore, provide the lead- Chinese economy has been growing very fast. For example,

from 2000 to 2003, while the growth rate of the world econ-ership with everything we have in terms of power and influ-
ence, to ensure that leading and willing nations of this planet omy was 2.5%, 2%, 3.0%, and 3.9%, respectively, China’s

economic growth rate was more than 7.3%. While the growthcome into agreement, and begin to cooperate, for our mutual
benefit. Then, all these conferences we want, all these negotia- rate of the value term of world trade was 13%, -4%, 4%, and

16%, respectively, the growth rate of China was 32%, 7.5%,tions we want, will happen.
But, I’m committed to getting my country, to get kick the 22%, and 37.1%. During the same period, after the world

inflow of FDI hit its peak in 2000, amounting to $1,388 bil-bums, kick the rubbish out. Get ourselves a new President. In
the meantime, let the Senate take the leadership, and if we get lion, it suffered in the next three years: in 2001 it was $817.6

billion, in 2002 it was $678.6 billion, and in 2003 it reachedsomething in that order, I think that we will be so relieved in
the United States, at having rid ourselves of these diseases, $559.6 billion. But the situation in China is totally different.

The inflow of FDI in China was $40.7 billion in 2000, $46.8this rubbish, this obscene sex show, that we will proceed to
do something right, just to make ourselves feel better. billion in 2001, $52.7 billion in 2002, and $53.5 billion in

2003. Why is China’s economic performance so outstanding;And our friends in China will cooperate with this, and
they’ll get our cooperation, on discussing this whole thing, what is the mechanism of China’s economic connection with

the world economy; and what are the implications of China’sand remembering we don’t have to fight about it. We’ll
discuss it. economic development?
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TABLE 1

Composition of China’s Inward Foreign Direct Investment (FDI) and International Trade

Share of Share of Share of Share of Share of Share of
M&A in the M&A in China’s Processing Trade FFEs in FFEs in China’s Processing

World Inward Inward FDI in China’s China’s Processing Trade in
Year FDI Inflow, % Inflow, % Export, % Export, % Trade (export), % FFEs Export, %

1993 36.51 2.04 48.2 27.5 48.1 84.27
1994 48.95 2.12 47.1 28.7 53.7 88.1
1995 56.46 1.12 49.5 31.5 57.1 89.7
1996 58.79 4.74 55.8 40.7 63 86.31
1997 63.76 4.2 54.6 41 64.1 85.19
1998 76.56 1.82 56.9 44.1 66.2 85.45
1999 70.39 5.94 56.9 45.5 67.2 84.12
2000 76.67 5.51 54.9 47.9 70.6 81.4
2001 80.79 4.96 55.4 50.1 72.3 80.01
2002 56.77 3.93 55.3 52.1 74.8 79.21
2003 53.07 7.14 55.2 54.8 78.7 81.34

Source: World Investment Report, 2004 and UNCTAD FDI database.

I. The Special Mechanism of China’s and is invested in a low-income economy, not countries with
a similar income level. The labor-sourcing FDI is intended toEconomic Connection With the World

Economy take advantage of local cheaper labor, and perform some of
the more labor-intensive process or production activities, andThe connection of China’s economy with that of world

is though two channels: the first is FDI, and the second is the outputs of this investment mainly are exported to a third
market, or directly resold to the home market of this FDI. Theinternational trade.

Compared with other countries, the nature of FDI in China labor-sourcing FDI in China was initiated by entrepreneurs
from Hong Kong in the 1980s, in the Pearl River Delta, andis different. Firstly, the majority of FDI in China is greenfield1

FDI (Table 1). The world’s inward FDI is mainly composed then firms from Singapore, Taiwan, and South Korea fol-
lowed suit. So, more and more production base and manufac-of mergers and acquisitions (M&A). The share of this type of

FDI is more than 80% in some years. In the last few years, turing activities are transformed from those economies. Japa-
nese firms also joined in the process during the 1990s,the increase of world inward FDI has come mainly from this

type of FDI, and this investment is mainly concentrated in the especially in the last few years after China’s accession to
the WTO.industrial countries. This type of FDI is highly economic-

cycle related. Because of the economic recession, M&A de- As far as international trade is concerned, it is also differ-
ent from that of other economies. Since 1995, the share ofcreased dramatically, and so did world inward FDI. But FDI

in China is not M&A, but almost all belongs to the greenfield processing trade in China’s exports has been more than 50%.
And since 2001, the share of FFEs [Foreign-Funded Enter-category. Because of this difference, while world FDI suf-

fered during the world economic recession, FDI inflow into prises] in China’s exports has also been more than 50%.
Most importantly, the inward FDI is closely related toChina continues to increase.

Secondly, the majority of greenfield FDI in China belongs international trade in China. Because the labor-sourcing FDI
is export-oriented, the more there is of this type of FDI, theto the category of labor-sourcing FDI. According to the as-

sessment of Song and Chai (2002), 70% of the stock of FDI more the exports. The connection of FDI and trade in the case
of China is as follows: 1) Internal and external conditionsin China is concentrated in the manufacturing sector; of this,

70% belongs to labor-sourcing FDI. This type of FDI is in- make China a very attractive destination for inward FDI.
Since 1996, each year China attracted more than $40 billionduced by the low cost of production, especially local cheaper

labor. During the development process of an economy, along FDI; 2) More than 95% of inward FDI in China is of the
greenfield type. That means more new production capacitywith the increasing level of economic development, the local

currency tends to appreciate, while production costs in gen- and manufacturing bases. 3) Seventy percent of these produc-
tion bases perform processing trade. So, the share of process-eral, and labor costs in specific, also tend to increase. There-

fore, this type of FDI is mainly from a high-income economy, ing trade in China’s trade increased very fast, and became the
main source of China’s trade growth. For example, in 2003,
54.88% of the increase of China’s export was from the pro-
cessing trade. In the same year, 63.12% of China’s export1. Pertaining to new plant and equipment—ed.
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icy was initiated by China’s government which targetted the
FIGURE 1

inward FDI from Hong Kong, Macao, and Taiwan. MoreThe Simultaneous Growth of Inward FDI,
favorable incentives were provided for the export-orientedInternational Trade, and GDP
and high-tech FDI. In the early 1990s, Deng Xiaoping’s fa-
mous south China tour provided a new dynamic for China’s
economic development in general and inward FDI in specific.

The third reason is the impact of China’s WTO accession.
Because China wanted to join the WTO, she made compre-
hensive commitments. 1) China opened up four new sectors
for foreign investors. Those sectors are telecommunications,
banking, insurance, and professional service. 2) China deep-
ened the extent of opening to the outside world in the already
opened areas. For example, full trade and distribution rights

The inflow 
of FDI

The growth 
of GDP

The special connection mechanism

The expansion 
of international 

trade

were provided to all firms three years after China’s WTO
accession, no matter what their type. 3) The environment of
investment in China has improved dramatically because of
China’s commitments. China joined the TRIMs [Trade-increase was from FFEs. In summary, more than half of the

FDI stock in China belongs to labor-sourcing FDI, so, on the Related Investment Measures agreement] and TRIPS [Trade-
Related Aspects of Intellectual Property Rights agreement],one hand, we got more inward FDI, while on the other hand,

we exported very fast (Figure 1). which would provide more favorable/equitable treatment to
foreign investment.The growth of the whole economy in general and China’s

export in specific is driven by inward FDI. That is the mecha- The fourth reason is the favorable international economic
background. During the second half of the 1980s, because ofnism of the Chinese economic connection with the world

economy. The key point of this mechanism is the export- the appreciation of the Japanese yen and the Asian NIEs’
[Newly Industrialized Economies’] currencies, the labor-oriented, labor-sourcing FDI. So, the question is, Why can

China attract so much labor-sourcing FDI? What are China’s intensive industries in those economies lost their comparative
and competitive advantages. On the other hand, the appreci-advantages in this respect?

The first reason is China’s special advantages. China has ated currency makes outward FDI more favorable for firms
from those economies. China’s policy of opening up to thefour important advantages: 1) China’s favorable geographical

location. China is the geographical hub of the Asian core outside world makes it deeply involved in the East Asian
industrial restructuring process, and gradually integrated intoeconomies. She is in the neighborhood of Japan, South Korea,

and Singapore, and she is the mainland of Taiwan and Hong regional economic development. More and more manufactur-
ing capacity is transferred to China though inward FDI. ThisKong. China shares the Yellow Sea and South China Sea with

those economies. 2) China’s favorable cultural advantage. momentum built up in the second half of the 1980s, and was
maintained in the next two decades.Chinese culture is the main source of Asian and Japanese

cultures, and the most important connection among South and In summary, these four important advantages allow China
to attract much labor-sourcing FDI each year in the last twoEast Asian economies. It is well known that transnational

corporations tend to invest in the same or similar cultural decades, and to survive the world economic recession and
continue to grow faster than other economies in the last fewregions. 3) Overseas Chinese. There are more than 50 to 60

million overseas Chinese all over the world. They control years.
Thanks to that special mechanism of China’s connectionhuge economic resources in the world, and they invest aggres-

sively in China. 4) Local market attractiveness. There are with the world economy, China’s economic growth rate has
been one of the highest in the world in the last two decades.more than 1.3 billion people in China. This is a huge potential

market. Along with the fast economic growth during the last From 1979 to 2000, its growth rate was 9.5%, the highest in
the world. China’s position in world trade improved dramati-two decades, comes a fast-rising purchasing power of local

people. A new middle class is emerging in China. cally, from No. 27 in 1979 to No. 3 in 2004. In terms of inward
FDI, since 1993, China has been the favorite investment loca-The second reason is China’s economic policies. China

adopted opening up to the outside and economic reform poli- tion among developing countries. By 2004, more than half a
million foreign fund firms were approved, and the stock ofcies since 1978. In the context of this policy framework, China

continues to initiate more and more programs and projects to contracts for inward FDI exceeded $1,000 billion, while ac-
tual investment in China was $562.21 billion in total. There-attract FDI. For example, in 1979 China set up four special

economic zones in the Guangdong and Fujian provinces, fore, the key to China’s fast international and economic devel-
opment in the last 20 years is the mechanism of connectionwhich are the important coastal areas of China, and the most

important homeland of overseas Chinese. In 1986, a new pol- with the world’s economies.
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II. The Sharing Economic Development Model true for another type of trade in China, such as general trade.
In 2003, China’s imports were valued at more than $400 bil-And China’s Position in Regional Trade

This mechanism also makes China economic develop- lion, the biggest import market in Asia, and this market ex-
panded to $560 billion in 2004.ment model different, and its international trade position spe-

cial. First, labor-sourcing FDI and the processing trade makes Secondly, the Chinese market also expanded quickly be-
cause of the fast growth of GDP in the last two decades. Onemany economies share in the economic growth of China in

general, and its trade expansion in specific. And in this sense, of the important conditions for inward labor-sourcing FDI is
the opening of the local market to international investors,we call China’s economic development model the Sharing

Economic Development Model, which is totally different because the low cost of production is only the necessary con-
dition for this type of investment, not the sufficient one. If onefrom the traditional one—we call it the Non-sharing Eco-

nomic Development Model. For the traditional development location can provide some extra incentives when competing
for such an investment project, in term of local market accessmodel, economic development is mainly, if not totally, based

on indigenous firms, and international trade expansion is also and so on, this type of FDI will pour in. So, one of the impor-
tant differences between the Sharing and Non-Sharing Eco-coming from the non-processing trade. So in the model, few

foreign firms, and then few foreign economies can take part in nomic Development Model is local market access. For the
former one, the market opening is a reciprocal opening, whilethe local economic development process, let alone be deeply

involved in it. However, for the Sharing Economic Develop- the latter is only overseas-market-oriented. Therefore, the
emerging market of China provides good justifications forment Model, foreign firms and foreign economies are compre-

hensively involved in the local economic development pro- local market-sourcing FDI2. Take China’s automobile indus-
try as an example. Due to the rise in income, more and morecess in term of FDI and processing trade. In the case of China,

for example, during 1985-2003, 61.64% of the total increase cities in China have passed the benchmark of the household
car purchase. So, the industry expanded dramatically in theof China’s export and import, 62.41% of export increase, and

60.90% of import increase, are from foreign-funded firms, last three years. It is well known that this industry is controlled
by joint-venture firms. Meanwhile, even if for the processingnot indigenous firms. During 1981-2003, 57.83% of China’s

total trade increase came from the processing trade. This is export activities, not all their output goes to the outside world,
and the share of local sales increases gradually.3definitely a new economic development model.

In the Sharing Economic Develoment Model, what are It is interesting for us to know which economies are shar-
ing in China’s international trade increase. Other trade part-shared, firstly, are the production activities. Transnational

corporations move some of their manufacturing activities ners share China’s trade expansion mainly in two ways. The
first is by sharing China’s imports and the second is by sharingfrom industrial or high-income economies to China. Most of

those activities are labor-intensive—that is, low-value-added China’s exports, in term of joint-venture or processing trade.
Table 2 tells us the beneficiaries of China’s import increaseand low wage activities in industrial economies. This transfor-

mation of industrial capacity from industrial to developing in the last ten years. Japan, four Asian NIEs, Germany, the
U.S.A., ASEAN-5, France, Australia, Saudi Arabia, Brazil,economies will upgrade and adjust the industrial structure in

the advanced economies and promote those economies to India, Russia, and Argentina are the main beneficiaries of
China’s import increase. Especially, the beneficiaries haveperform more high-value-added activities. On the other hand,

this transformation also provides many low-skilled jobs for been very stable in the last ten years. For example, the list of
beneficiaries of 1993-2003 is almost the same as that of 2002-the new workers in China, who have just migrated from the

countryside. Every year more than 90 million farmers migrate 03, except Argentina.
On the other hand, the share of FFEs and processing tradefrom the agriculture sector, and find jobs in the urban areas,

and each year there are more 500 billion RMB transferred in China’s export to her main trade partners is very high. For
example, for China’s top three export markets, the share offrom urban areas to the countryside. Those movements of

people and funds between the city and the countryside dramat- processing trade is all more than or almost 60%, and among
them, FFEs deal with more than 76%.ically promote the economic development of China.

Another important aspect of this Sharing Economic De- Take China’s top three export markets as an example. In
velopment Model is the sharing of the market. First, along
with the fast increase of Chinese exports comes the expansion 2. It should be noted that because of the market access, much labor-sourcing

FDI invested in China continues in business there. The reason for that isof China’s imports. In fact, the processing trade has a very
that the FDI can easily be transformed from labor-sourcing FDI to market-high import content. For example, in 2004, $1 in processing
sourcing FDI. Otherwise they may move again to other locations. The trans-exports required $0.6761 (two-thirds) in imports. Therefore,
formation from market sourcing to labor-sourcing FDI also happened in

from the $1 in processing exports, China only gets one-third China, and would more in the future.
in terms of wages and some local inputs, while another two- 3. We have no exact number of local sales of the processing trade in China,
thirds is shared by China’s trading partners, in terms of all but we do have the share of local sale of FFEs. FFEs sold more half of their

production in China’s local market in 2004.kinds of inputs such as components and parts. The same is
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TABLE 2

Beneficiaries of China’s Import Increase

The case of 2002-2003 import increase The case of 1993-2003 import increase

Import increase, Import increase,
Beneficiaries $100 millions Share Beneficiaries $100 millions Share

Japan 206.83 17.67 Japan 508.55 16.54
South Korea 145.6 12.44 South Korea 377.75 12.28
Taiwan 112.99 9.65 Taiwan 364.29 11.85
Germany 79.12 6.76 U.S.A. 232.78 7.57
U.S.A. 66.31 5.66 Germany 182.95 5.95
Malaysia 46.91 4.01 Malaysia 129.03 4.2
Singapore 34.31 2.93 Thailand 82.27 2.68
Thailand 32.25 2.75 Singapore 79.15 2.57
Philippines 30.89 2.64 Philippines 60.93 1.98
Brazil 28.41 2.43 Austria 53.56 1.74
India 19.77 1.69 Saudi Arabia 50.76 1.65
France 18.44 1.58 Brazil 49.82 1.62
Saudi Arabia 17.6 1.5 Russia 48.68 1.58
Argentina 14.9 1.27 France 44.57 1.45
Australia 14.5 1.24 Indonesia 43.02 1.4
Russia 13.19 1.13 India 38.38 1.25
Indonesia 12.47 1.07
Total 1,170.7 100% Total 3,075.4 100%

Source: China Customs.

2003, China exported $92.47 billion to the U.S.A.; of this,
67.52% belongs to processing trade export, and for the pro-
cessing export, FFEs provides 76.93%. China exported
$76.29 billion to Hong Kong, the shares of processing trade
and FFEs are 71.60% and 78.57%, respectively. For the
$59.42 billion exported to Japan, the shares of processing
trade and FFEs are 59.11% and 82.79%, respectively. There-
fore, China’s exports are not exclusively through Chinese
firms (that is, belong to general trade) and enjoyed by the
Chinese people, but they are shared with her trade partners.

In summary, in the past 20 years, China’s economy in
general and trade in specific are growing very quickly. This
growth is not so much a threat to other economies, but an
opportunity to grow together with China. This is a controlla-
ble sharing economic development.

Secondly, because of that integration with the world econ-
omy, China is becoming something like a bridge between
Asian economies on the one hand, and the U.S. and EU mar-
kets on the other. According to the trade balance with her
trade partners, since 1990s, China has gradually become the
middleman between Asian NIEs, Japan and ASEAN, and the
U.S. and EU markets. Every year, China earns a trade surplus
from the U.S.A., Hong Kong (re-export to the U.S.A. and
EU), and the EU, and transfers most of the surplus to Asian
NIEs, Japan, Malaysia, Thailand, and Germany (Figure 2).

Finally, because of WTO accession and China’s deeper

FIGURE 2

China’s Trade Balance, 2004: Sources 
of Trade Surplus and Trade Deficit
($ Hundreds of Millions) 

Source: Dr. Song Hong.
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integration into the world economy, more and more econo-
mies have gotten involved in China’s economic development
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TABLE 3

China’s Trade Increase, 2003-04

Increase of Import Increase of Export, Increase of Import, Share of Share of
Beneficiaries and Export, $ billions $ billions $ billions Export Increase Import Increase

Total 303.80 155.13 148.61 100% 100%
Asian-Pacific 213.91 105.89 108.02 68.26 72.68
Asia 169.48 72.99 96.61 47.05 65.01
Europe 53.53 34.22 19.37 22.06 13.03
EU 44.59 28.88 15.68 18.62 10.55
ASEAN 27.62 11.97 15.66 7.72 10.54
North America 48.85 35.12 13.78 22.64 9.27
Africa 10.92 3.63 7.29 2.34 4.9
Latin America 13.22 6.37 6.85 4.1 4.61
Pacific 7.61 2.88 4.73 1.86 3.18
Japan 34.33 14.08 20.24 9.08 13.62
South Korean 26.86 7.72 19.11 4.98 12.86
Taiwan Province 19.96 4.54 15.40 2.93 10.37
U.S.A. 43.32 32.46 10.81 20.93 7.27
Germany 12.39 6.31 6.07 4.07 4.09
Australia 6.82 2.57 4.25 1.66 2.86
Malaysia 6.14 1.95 4.18 1.25 2.81
Singapore 7.33 3.82 3.51 2.46 2.36
India 6.01 2.58 3.43 1.67 2.31
Canada 5.51 2.53 2.98 1.63 2.0
Brazil 4.38 1.53 2.84 0.99 1.91
Philippines 3.93 1.18 2.75 0.76 1.85
Thailand 4.68 1.97 2.72 1.27 1.83
Angola 2.56 0.05 2.51 0.03 1.69
Russia 5.47 3.07 2.40 1.98 1.62
Saudi Arabia 2.98 0.63 2.35 0.41 1.58
France 4.19 2.63 1.57 1.69 1.05

Source: China Customs.

process and benefit from it. For example, in 2004 (Table 3),
TABLE 4

some of the resource-abundant countries, such as Canada, Effects of 10% Reduction of China’s
also enter the list of main beneficiaries of China’s import Non-Processing Trade
increase, or improve their position in the list. This is a very

Current Accountimportant development, because it signals a new stage of the
Real GDP, % Balance, $ billionsChinese economy integrating itself into the world economy,

Asia, excluding China −0.4 −6.5that is, from importing from her neighborhood economies
Japan −0.5 −3.5parts and components and machinery and equipment, to raw
Asian NIEs −0.6 −2.0materials and primary commodities. Meanwhile, China’s
Other Asian countries −0.3 −0.7

consumption-drive imports are also increasing very fast, be- ASEAN-4 −0.3 −0.5
cause of the quick economic growth and rising per-capita

Source: IMF 2004 World Economic Outlook, Chapter 1, Box 1-2, “What Are theincome. For example, because more cars are being sold in the
Risks of Slow Growth in China?” September 2004, p. 21.

local market, the import of oil has increased dramatically in
the last few years. So, the development of Chinese economy
provides new opportunities for other countries to share her
economic growth. ample, a 10% reduction in China’s general trade imports will

make the GDP growth rate of Asian economies decrease byMoreover, China’s non-processing trade (general trade)
also provides good opportunities for her partners. According 0.4%. Among them, the impacts on Japan and Asian NIEs are

most serious. The same change of China’s general trade willto an analysis published by the IMF (2004), the change of
China’s general trade has an important impact on her trade reduce Japanese GDP growth by 0.5%, and Asian NIEs’

0.6%. Meanwhile, China’s general trade decrease also dra-partners, especially the Asian economies (Table 4). For ex-
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matically reduces the trade surplus of Asian economies. For weaker. After WTO accession, thanks to local market liberal-
ization and the gradual rise of labor costs in China, more andexample, the 10% reduction of China’s general trade will

reduce the trade surplus of Asian economies by $6.5 billion: more inward FDIs are motivated to target the local market.
Moreover, some of the labor-sourcing FDI are being trans-for Japan, the reduction is $3.5 billion, for Asian NIEs, $2

billion. formed into other types of FDI. This is especially true for
Japanese investment in China (JBIC 2003 Survey).

3. The share of M&A FDI in China will also increase, andIII. Challenges and Perspective
The huge inflow of labor-sourcing, industrial-market- that of greenfield FDI will decrease. Because of this change,

the effect of that mechanism will suffer. In November 2003,oriented FDI establishes a special connection mechanism
between the Chinese economy and the world economy. It a new policy was introduced in China. More policy space and

more incentives are provided for M&A investment in China.is this mechanism which is responsible for the quick, stable,
and healthy development of the Chinese economy in the last Qualified foreign investors are allowed to buy the A-share in

China’s stock markets. Moreover, China’s government en-few years in specific and in the last two decades in general.
However, the function of this mechanism faces serious courages transnational corporations to purchase financially

stressed SOEs [State-Owned Enterprises]. This is one of thechallenges.
several most important reform policies to restructuring SOEs.
For example, in 2003, Renault and Nissan invested $1 billionThe Challenges From Inflow of FDI

1. The reduction of inward FDI: After WTO accession, in the DongFeng auto group and acquired 50% of this com-
pany. In the same year, Kodak from the U.S.A. invested $100inward FDI in China has tended to increase, not decrease.

However, because of her deep dependency upon inward FDI, million and got the 20% share of Lucky Group. The CITI
Group bought $1.8 billion non-performaning loans fromit is dangerous and fragile for the Chinese economy to survive

a sudden reduction of inflow of FDI. Bank of China. So the share of M&A in inward FDI in China
reached 7% in 2003, the highest level yet.2. Due to the reduction of labor-sourcing FDI relative

to other types of FDI, the effect of the special connection
mechanism of the Chinese economy and the world economy The Challenges From International Trade

1. The limits of the overseas market: Thanks to the inflowon China’s economic development will become weaker and
of FDI, China’s international trade have been growing at more
20% annually since China first opened to the outside world
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in the late 1970s. Along with the expansion of China’s interna-
tional trade, there also came the constraints of access to over-
seas markets. China had replaced Japan and Asian NIEs as
the world favorite targets of anti-dumping actions. One of
seven anti-dumping actions in 1990s, and now one of four
anti-dumping actions, is targetting China. And this situation
cannot be changed in next ten years, because of the commit-
ments of China’s WTO accession. According to these com-
mitments, WTO members can initiate product-specific safe-
guard measures for imports from China before 2013, and treat
China as a non-market economy in anti-dumping and surveil-
lance actions before 2016. As far as textile and clothing im-
ports from China are concerned, a special safeguard mecha-
nism is there before the end of 2008, after the 50-year quota
system ended on Jan. 1, 2005. All those treatments are unfair
for China, and are not consistent with the basic principles
of nondiscrimination. Against this background, we cannot
expect free access to the overseas market for China’s exports.
The textile and clothing trade conflicts between China and
the EU, and China and the U.S.A., are the cases in point now.
So, what China get from WTO accession is conditional MFN
[most-favored nation status], and China’s access to other
WTO member’s markets is partially guaranteed.

2. A difficult role as a bridge: It is obvious that China has
been becoming the regional, if not the global, trade intermedi-
ary. On the one hand, China earns much more trade surplus
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from the U.S.A., Hong Kong (most of it is also re-exported
Lyndon H. LaRouche, Jr.to the U.S.A. and EU), and EU. On the other hand, China has

a huge trade deficit with Japan, Asian NIEs, Germany, and
ASEAN. For example, in 2004, China had a $214.58 billion
trade surplus with her top ten trade-surplus providers, and
also had a $116.61 billion trade deficit with her top ten trade- It’s TimeToDump
deficit suppliers, even if China only had a $32 billion trade
surplus this year. China now is something like a bridge trans- ‘BrandX’ Economics
forming the trade surplus from the U.S.A. and EU to Japan,
Asian NIEs, and ASEAN, with which China has a huge trade

During the discussion following Dr. Song Hong’s contribu-deficit. Because of this role of intermediary, China and her
trade partners need a new framework to deal with their bilat- tion, moderator Jonathan Tennenbaum asked Mr. LaRouche

to comment further on the effects of globalization.eral trade relations. China needs more appreciation from her
trade partners for her role as a bridge. However, it is difficult

Just one fact—let’s take the effect of a 30% collapse in thefor each trade partner to appreciate it. Not only China’s trade-
surplus providers, but also some of China’s trade-increase value of the dollar on China. Just take the one fact—just take

a 30% collapse of the U.S. dollar, a sudden 30% collapse ofsharers ever take advantage of it. So, the cost of China’s devel-
opment model is very high. This cost is shown itself in trade the U.S. dollar. What’s the effect of that on China? China’s

economy? With what [Dr. Song] describes, China’s economyconflicts with her trade partners.
has a vulnerability to certain kinds of problems. Some are
long-term. Some are always short-term threats.The Perspectives of This

Development Model And these are the things that we should be concerned
about, if we outside of China, are concerned with maintainingThe special mechanism of China’s economic connection

with the world economy will last for another decade. The China’s stability as a part of the world system, we have to be
concerned about the effects of something like that on China’sreasons are as follows:

Firstly, Chinese economy has not yet finished integration economy and political system.
with Asian NIEs, especially Taiwan’s economy. Most impor-
tantly, deep integration with the Japanese economy is just on Factors of Vulnerability

Therefore, the fact that China is dependent on—two vul-the way.
Secondly, the crowding out effect of inward greenfield nerabilities: import of capital, in the form of licensing foreign

investors; import of capital in the form of taking semi-finishedFDI is not a very serious concern now in China, because the
industrial capacity of FFEs is highly complementary with that goods or raw materials, and processing them in China, then

adding something to semi-finished or processed goods to theof the old one China had. In terms of geographical locations,
what FFEs have contracted is mainly concentrated on China’s world market. Which means that the power of China over its

own internal market, is limited by these outside factors. Thesecoastal areas, while China’s old industrial bases are mainly in
the west or middle regions. In term of industrial composition, are factors of vulnerability.

And since the whole world system depends, to a largewhat FFEs have established is mainly the labor-intensive in-
dustries, such as textile and clothing and so on, while what degree on—India has a different kind of problem. But, the

whole world system, if you take Asia into account, take NorthChina had had was a diverse industrial base, mainly focussed
on heavy industries. The former mainly focus on new emerg- Asia, take South Korea—for example, in electronics, in com-

puter technology, South Korea is very crucial in the worlding industries, while the latter the traditional industries. China
has an almost unlimited low-cost labor force. Under these supply of this. You take Japan’s capability, which is also a

machine-tool capability, which is lacking generally in Asia.conditions, the crowding-out effects from inward labor-
sourcing FDI are limited, if not zero. China is still a large Then you take the economies of Southeast Asia, then you take

India: This area of the world, which is a key part of the world’sdeveloping country, with many investment opportunities un-
tapped, so the crowding out effect is small or limited. How- population, has a certain built-in vulnerability which is a left-

over effect of colonialism.ever, this effect will increase in the future.
In the long run, the international trade in specific and And therefore, the question: If we want to have a planet,

we can not sit back and let something happen to destroy theeconomic development in general will depend upon the new
competitive advantages results from the integrating of the stability of the economies of Asia, of which China is the

largest single component. Therefore, it is in the interest of theindustrial capacity of inward FDI with indigenous industrial
bases; and will depend upon the cluster effects of this integra- world, it is in the interest of the United States, that China’s

stability be protected. Hmm?tion. If the Chinese economy is fully integrated into the world
economy, the special mechanism will disappear. And the problem he describes, which I just went through,
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