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Paging Edward Hugh: Demographics do not explain the recent rise in Chinese savings
Posted on Monday, June 19, 2006

by Brad Setser

Louis Kuijs’ latest analysis seems to suggest – based on my reading — that three common perceptions of China are more myth than
reality.    

Myth one: foreign direct investment has been a big driver of China’s growth.   

The reality: most investment in China has been financed domestically.   FDI accounts for no more than 10% of total investment.    That is
consistent with the analysis in Goldstein and Lardy’s critique of Bretton Woods 2 as well.   Obviously, that FDI is concentrated in China’s
export sector, so foreign firms account for a much larger share of exports than of total investment.     

Analysis based on the total amount of FDI may understates its impact, as innovations that start with foreign firms diffuse through the
economy.

But there is little doubt that most investment in China is financed domestically.  FDI this year will probably by something like $70b or so. 
That is small relatively to the $1300b in total investment that Stephen (a bit more bearish once again?) Roach expects in China this year. 

Myth two:  China’s state banks do little more than finance investment by China’s unprofitable state-owned enterprises.

The reality: There is some truth to the argument that state banks finance money losing state owned enterprises.   But it also may be a
somewhat dated argument that ignores some recent reforms.  Jon Anderson of UBS consistently argues that there reforms have increased
the profitability of (many) Chinese state firms.   And Kuijs’ data suggests China’s increasingly profitable state-owned enterprises finance
lots of investment out of their own retained earnings, without having to turn to the banking system.   A surge in business savings, according
to Kuijs, is why overall national savings have risen so strongly in the past few years.  Some of that surge comes from a surge in private
profits.  But a decent chunk of it comes from a surge in the profits of state-owned companies.   And rather than paying out dividends,
state-owned enterprises plow their current profits into new investments.

Incidentally, some of the big state commercial banks seem to have been rather active in the mortgage market recently.

Myth three:  China’s current account surplus comes from its demographics, not from its policies.

The reality:  According to Kuijs, policies – not demographics – explain the recent surge in Chinese savings.   

Kuijs highlights two sets of policies, both in his paper and in the earlier powerpoint.   First, those profitable state enterprises need to start
paying out dividends, not just empire building.    Second, China shouldn’t finance large capital investments at the local level with revenues
transferred from the center.  This pushes up government savings.   Far better for the government to finance a bit of health care – and start
to provide some of the social services that now–profitable state-owned firms don’t want to provide.

I am probably stating Dr. Kuijs’ arguments a bit more starkly than he would, but that is one of the advantages of a blog – I can opt for a
more provocative framing. 

Kuijs isn’t the only one with interesting things to say about China recently – check out Yu Yongding’s latest paper. 

 You don’t have to read too far between the lines to figure out that Yu believes that China has put too high a priority on maintain a (de
facto) exchange rate peg (and keeping domestic interest rates low to reduce incentives for money to flow into China) and too low a priority
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 81 Responses to “Paging Edward Hugh: Demographics do not explain the recent rise in Chinese savings”

June 19, 2006 at 9:31 pm
1 .  DOR responds: 

FDI h a s been  a  big  dr iv er  of g r ow th  in  Ch in a .

Th e m ista ke is cou n tin g  th e dolla r s flow in g  in  w h ile ig n or in g  th e tech n olog y ,  m a n a g em en t  kn ow -h ow , fin a n cia l sa v v y , log ist ics ex per t ise,
qu a lity -con tr ol sy stem s,  cu stom er  r ela t ion s m a n a g em en t  a n d w h olesa lin g  a n d r eta ilin g  distr ibu t ion  ch a in .  Oh , a n d m a r ket in g ,
m er ch a n disin g , a dv er t isin g  a n d br a n din g .

* * *

US$1 .3  tr illion  g r oss fix ed ca pita l in v estm en t? A t  a n  a v er a g e 8 :1 ,  th a t  w ou ld be Rm b1 0.4  tr illion . A dd 1 4 % to la st  y ea r ’s GDP (ju st  to en su r e
w e’r e n ot  u n der sta t in g  a n y th in g ) a n d th a t  w or ks ou t  to CA P/GDP = 5 0 %. Th a t ’s a bou t  1 0  poin ts h ig h , u n less Mr  Roa ch  is u sin g  a  m u ch
str on g er  ex ch a n g e r a te.

.

June 19, 2006 at 9:57 pm
2 . Dave Chiang responds: 

Wh y  do y ou  th in k th e People’s Ba n k of Ch in a  (PBOC) is h a v in g  to t ig h ten  m on eta r y  policy  n ow ? Beca u se th e U.S.  dolla r  is dr a g g in g  Ch in a  in to
h ig h er  in fla t ion  – in fla t ion  in  th e or ig in a l sen se of th e w or d, ex cess m on ey  cr ea t ion .  By  peg g in g  its cu r r en cy  to th e U.S.  dolla r  n ow , Ch in a  is
ty in g  u p to a  dr a g g in g  a n ch or .  If th e PBOC is ser iou s a bou t  slow in g  Ch in ese m on ey  su pply  g r ow th ,  it  w ill h a v e to be m or e r elu cta n t  to su ppor t
th e U.S. dolla r  v is a  v is th e y u a n . Th e su ppor t  en ta ils th e pu r ch a se of dolla r s w ith  fr esh ly -pr in ted y u a n .  Bu t  th e PBOC is tr y in g  to slow  th e
g r ow th  in  y u a n ,  n ot  in cr ea se it .  Th in g s cou ld g et  v er y  in ter est in g  in  th e secon d h a lf of th e y ea r  a s th e dolla r  sta r ts to sin k beca u se of v er y  soft
r ea l GDP g r ow th  a n d a  Fed on  h old.

Pa u l L.  Ka sr iel
Th e Nor th er n  Tr u st  Com pa n y
h ttp://w w w .sa feh a v en .com /a r ticle-5 4 06 .h tm

on other objectives.    He thinks China needs tighter monetary policy and looser fiscal policy (seems right to me) – and realizes such a
policy mix is inconsistent with targeting a weak RMB.    He isn’t quite that blunt: he just notes “the multi-objectives of China’s monetary
policy have deprived the ability to the PBOC to implement a relatively tight monetary policy” … and calls for “reform” to “China’s
macroeconomic management regime.” 

Kuijs doesn’t really discuss monetary policy.  But there is one point of disagreement between Yu and Kuijs.   Kuijs emphasizes the growth
in Chinese corporate profitability over time – and the failure of Chinese firms to distribute retained earnings.   Yu thinks corporate
profitability is now falling, as big increases in input costs have not been passed on.  But a host of factors – liquid banks, ambitious local
governors and the like – have led investment growth to accelerate even as corporate profitability falls (see p. 17 of his paper).   

They may be looking at the data over different time frames.   Or they may be looking at different sets of data.  No one seems to have a
great grip on how profitable Chinese state firms really are.  Or what exactly should count as a state-owned firm.   Stephen Roach:

China, however, is far from a normal economy. Despite over a quarter century of impressive reforms, it remains very much a
"blended" economy — a mixture between state- and privately-owned enterprises. While the ownership balance continues to shift
dramatically away from the state, the latest statistics put state-owned enterprises at about 35% of Chinese GDP. Moreover, that
share undoubtedly understates the degree of state control in the newly privatized — or "corporatized" in Chinese parlance —
segment of the economy. Even after public offerings, the state still maintains sizable majority ownership stakes in most of its so-
called publicly-listed, privately-owned companies. 

I know enough to have an informed view about capital flows into China, and Chinese reserve growth.  But not enough to have an informed
view on current levels of Chinese corporate profitability.

Do read Kuijs, Yu and Roach.  I'll probably have more to say about Yu's paper later.

This entry was posted on Monday, June 19th, 2006 at 6:24 pm and is filed under China. You can follow any responses to this entry through the RSS 2.0 feed.

Both comments and pings are currently closed.
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June 19, 2006 at 10:28 pm
3 .  Stormy responds: 

I a m  h a v in g  a  pr oblem  w ith  Ku ijs’ pa per .

“ Ma  sa id th a t  th e for eig n -fu n ded com pa n ies in  Ch in a  h a v e a ccou n ted for  5 7 .3  per cen t  of Ch in a ’s ov er a ll ex por t  in  2 005  a n d th ey  took a  sh a r e
of 8 7 .8 9  per cen t  of th e tota l h ig h -tech  pr odu cts ex por t .

“ A ccou n tin g  for  on ly  3  per cen t  of Ch in a ’s ov er a ll com pa n ies,  th e for eig n -fu n ded com pa n ies h a v e ta ken  u p 2 8 .5  per cen t  of th e cou n tr y ’s tota l
in du str ia l a dded v a lu e a n d 2 0.5  per cen t  of th e ta x  r ev en u e,  Ma  sa id.:

h t tp://en g lish .people.com .cn /2 006 06 /09 /en g 2 006 06 09 _2 7 2 4 2 0.h tm l

Bu t  befor e a ddr essin g  th e pr oblem , I fin d th a t  Ma ’s fig u r es lea ds m e to con clu de w h a t  is n ot  a  m y th :

Th e U.S.-Ch in a  tr a de deficit  is dr iv en  pr im a r ily  th r ou g h  FDI.

In  ter m s of its a ctu a l size (3 % of th e com pa n ies),  FDI h a s pr ov ided m or e m u scle per  com pa n y  th a n  Ch in ese fir m s.

Now  to Ku ijs: I h a v e a  h a r d t im e squ a r in g  Ku ijs’ a sser t ion s w ith  Ma ’s fa cts,  especia lly  w h en  y ou  r ea d som eth in g  like:

“ Its r eg im e for  tr a de a n d FDI is open ,  a n d ex ter n a l tr a de a n d FDI a r e qu a n tita t iv ely  im por ta n t  in  th e econ om y , a m ou n t in g  to 6 4  a n d a lm ost  3
per cen t  of GDP in  2 00 5 , r espect iv ely .  ”

If tr a de a ccou n ts for  6 4 % of GDP a n d if 5 7 % of th a t  is a  r esu lt  of FDI (for eig n  com pa n ies in  Ch in a ), th en  a t  lea st  3 6 % of GDP is a  r esu lt  of FDI.
Th a t  m ea g er  3 % cer ta in ly  pr odu ced a  lot  of GDP.

In  sh or t  it  is m islea din g  to m ea su r e FDI sim ply  a s a n  in v estm en tâ €” a  m ea g er  3 % of GDPâ €” w h en  th a t  in v estm en t  r esu lts in  3 6 % of GDP.

A m  I m issin g  som eth in g  h er e?

June 19, 2006 at 10:37 pm
4 . Gcs responds: 

br a d a  lot  of th is r in g s w ell in  m y  ea r

bu t  i’d steer  clea r  of r etu r n  on  in v estm en t ca lcs
th a ts m a d scien ce a t  th is poin t

th er e is a  pon zi feel to su ch  a n  on sla u g h t  eh  ??
bu t  m a y be th is u n iqu ely  “ blen ded”
is like th e booze u s g r a n t  w a s dr in kin g
its m a y be n a u g h ty  a n d cr u de
bu t  th ey  seem  to be w in n in g  ba tt les w ith  it

June 20, 2006 at 1:09 am
5 .  HZ responds: 

Th e big  listed sta te fir m s pa y  siza ble div iden ds,  a t  lea st  th ose listed on  th e ov er sea s stock ex ch a n g es.  I th in k beca u se of th e str u ctu r es of th ese
com pa n ies — th e m a jor ity  h older s (pa r en t  com pa n ies) a r e in v a r ia bly  “ g r ou p”  com pa n ies th a t  a r e w h olly  sta te ow n ed, r eflect in g  th eir  for m er
liv es a s sta te com pa n ies.  Now  th e pa r en t  com pa n ies a r e n ot  r equ ir ed to pa y  div iden ds (i.e.  h a n d th e div iden ds th ey  r eceiv e to th e MOF).  Th ey
a r e a lso u n listed w ith  n o pr iv a te equ ity  h older s.  Th ey  u se th e div iden ds th ey  r eceiv e for  in v estm en ts to bu y  or  dev elop bu sin esses.  If th ey  a r e
su ccessfu l th ey  w ill often  th en  sell th e bu sin esses to th e listed oper a tin g  com pa n ies.  Th is w a y  th e pr iv a te equ ity  h older s of th e listed
com pa n ies do n ot  h a v e to ta ke th e r isk; bu t  by  th e sa m e token  th ey  a lso pu t  n o r estr a in t  on  th e pa r en t  com pa n ies fr om  in v est in g  a lon g  lin es
th a t  a r e n ot  pr ofit -m a x im izin g .

June 20, 2006 at 2:41 am
6 . Anonymous responds: 

I fin d m y self in  a g r eem en t  w ith  Stor m y , a n d w ill a dd a  Beijin g  Rev iew  a r t icle: ‘A r e th ese pr ofits or  losses?’

(Ex cer pt):

Ch in a ’s sta te-ow n ed en ter pr ises (SOEs) pr esen t  a  str a n g e dilem m a –th ey  a r e m a kin g  pr ofits bu t  a lso dr a in in g  sta te a ssets.  Th is h a s pr om pted
th e Na tion a l A u dit  Office to set  th e ex a m in a tion  of SOEs’ fin a n cia l a ccou n ts a s a  key  ta sk for  th is y ea r .
[. . .]
A t  th e Na t ion a l A u dit in g  Wor k Con fer en ce h eld a t  th e en d of 2 005 ,  A u ditor  Gen er a l of th e Na tion a l A u dit  Office Li Jin h u a  sa id th a t  a
pr elim in a r y  ov er h a u l of 1 1  key  SOEs su ch  a s th e Ch in a  Na tion a l Petr oleu m  Cor p.  a n d th e Sta te Gr id Cor p.  of Ch in a  r ev ea led th a t  g a in s a n d
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losses w er e n ot  r epor ted a ccu r a tely  a n d m a n y  SOEs m a de fa lse r epor ts of pr ofits.  Ow in g  to w ea k in ter n a l con tr ol,  especia lly  th e la ck of
effect iv e ch ecks a n d ba la n ces on  th e pow er  of top ex ecu t iv es,  sta te a ssets w er e em bezzled.
h t tp://en .ce.cn /Bu sin ess/Ma cr o-econ om ic/2 006 04 /2 8 /t2 006 04 2 8 _6 8 5 0 8 9 7 .sh tm l

June 20, 2006 at 3:09 am
7 .  Guest responds: 

Fir st ,  th ose pr ofita ble sta te en ter pr ises n eed to sta r t  pa y in g  ou t  div iden ds,  n ot  ju st  em pir e bu ildin g .

Risin g  bu sin ess sa v in g  h a s a n oth er  n a m e : too low  w a g es,  w a g es n ot  follow in g  pr odu ctiv ity  g r ow th .

Th a t  m ea n s on ly  on e th in g ,  Ch in a  n eeds for eig n  con su m er s beca u se it  does n ot  pa y  en ou g h  its dom est ic  w or ker s.

US a n d Ch in ese w or ker s u n ite,  y ou  a r e u n der pa id r ela t iv e to y ou r  pr odu ctiv ity  by  th ose ca pita list  m on opson ies on  th e la bor  m a r ket ,  th ey
offer  to len d y ou  m on ey ,  th ey  tr y  to tell y ou  th a t  h ou sin g  is a  per fect  in v estm en t oppor tu n ity  a n d to con v in ce y ou  to ca sh  in  on  y ou r  illu sor y
w ea lth .
Don ’t  g et  fooled.
Or  y ou ’ll pa y  th e pr ice.

A  cou n tr y  w h er e th e cen tr a l ba n k is h a ppy  w h en  w a g es do n ot  r ise in  pa r  w ith  pr odu ct iv ity  is a  sick cou n tr y .

June 20, 2006 at 4:00 am
8 . Edward Hugh responds: 

Hi Br a d,

Th a n ks for  th e cov er a g e.  Ba sica lly  I a m  n ot  r espon din g  a t  th e m om en t  sin ce I a m  str ipped dow n  to th e w a ist  a n d th or ou g h ly  en ter ta in ed in
th e th eor y  boiler  r oom . I a m  st ill  tr y in g  to u n der sta n d th e u n der ly in g  dy n a m ics of th in g s a t  th e con ceptu a l lev el.  Wh ich  m ea n s I do n ot  h a v e
a n y th in g  v er y  u sefu l to sa y  a bou t  Ch in a  a t  th e m om en t.  Ra th er  th a n  sa y in g  som eth in g  su pid I pr efer  to r em a in  silen t .

Cer ta in ly  I a m  n ow  con v in ced th a t  sim plist ic v er sion s of th e life cy cle th eor y  don ’t  h elp m u ch ,  th is is a  com plex  pr oblem , a n d n eeds to be
u n der stood in  a ll its a spects.

I h a v e ju st  su r fa ced fr om  w r it in g  a  dr a ft  of som eth in g  w h ich  m a y  h elp to g et  th e pr oblem  set  u p r ig h t ,  bu t  w h ose r elev a n ce w on ’t  be
im m edia tely  a ppa r en t  to m ost  obser v er s:

h t tp://w w w .edw a r dh u g h .n et/Dem og r pa h ic_Div iden d_A ddit ion a l__Mech a n ism s.pdf

Th e idea  th a t  w e n eed to u n der sta n d h ow  ou r  u n der ly in g  biolog y  (m en a r ch e a g e,  m or ta lity  sch edu les) is en dog en ou sly  im pa cted by  econ om ic
g r ow th  pr ocesses w on ’t  w in  m e m a n y  fr ien ds a m on g  econ om ists a t  th is sta g e (a lth ou g h  biolog ists of a g ein g  a n d ev olu t ion a r y  a n th r opolog ists
a r e a  lit t le m or e r ecept iv e).

I th in k w e a ll n eed to g et  ou t  of th e box ,  a n d do som e h a r d th in kin g .  Of cou r se I th in k th e em pir ica l w or k y ou  a r e doin g  is ter r ific,  I ju st  h a v e
m y  dou bts a bou t  th e th eor etica l fr a m ew or k.  I w ill m a il y ou  w ith  som eth in g  m or e th ou g h tfu l la ter  in  th e w eek.

June 20, 2006 at 4:10 am
9 . Edward Hugh responds: 

I’ll g iv e y ou  a  h in t :

“ A s Ch in a ’s dem og r a ph ic t r a n sit ion  con tin u es, th e OA DR is pr ojected to r ise in  th e
com in g  deca des,  ex er t in g  dow n w a r d pr essu r e on  pr iv a te sa v in g .”

Th is is a  v er y  du biou s idea , th er e is n o r ea l ev iden ce for  th is a n y w h er e a s fa r  a s I ca n  see. Th is is ju st  sim plist icly  lifted fr om  th e Modig lia n i
m odel,  a n d a sia c ju st  w on ’t  do. Of cou r se I a m  n ot  in  a n y  posit ion  to dem on str a te th is y et .  Th is is for  th e su m m er .  See y ou ,  a s th ey  sa y , in
Septem ber .

In ciden ta lly ,  th is: Feh r , Jokish ,  a n d Kot likoff (2 005 ), is a  com pletely  r idicu lou s pa per ,  a n d is a  g ood ex a m ple of w h a t  n ot  to do.

Till la ter .

June 20, 2006 at 7:33 am
1 0.  Guest responds: 

If Ch in ese h ou seh olds believ e th a t  th e pr esen t  boom  is a  tr a n sien t  ph en om en on  th a t  m u st  su r ely  en d in  Ha r d Tim es,  r a t ion a l ex pecta t ion s
seem  to g o a  lon g  w a y  tow a r ds ex pla in in g  Ch in ese sa v in g s.  A m on g  Ch in a ’s m iddle-a g ed,  th e Gr ea t  Lea p For w a r d a n d Cu ltu r a l Rev olu tion  a r e
v er y  m u ch  w ith in  liv in g  m em or y .
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June 20, 2006 at 7:58 am
1 1 .  Guest responds: 

Lookin g  a t  DOR’s poin ts a n d su bsequ en t  posts,  per h a ps a  g ood sta r t  to a  m u ch  lon g er  list .  A lon g  w ith  th e pr oblem  of h ow  div iden ds a r e
a lloca ted,  th e costs of dev elopm en t . If th er e is a n y  tr u th  to r epor ts of g r ow in g  pollu t ion  a n d food sa fety  pr oblem s,  th en  m on ey  for  both
h ea lth ca r e a n d con su m ption  cou ld qu ickly  be a bsor bed by  th e costs of n u tr it ion a l a n d en v ir on m en ta l deg r a da t ion  r ela ted pr oblem s.  Not  to
sa y  th is isn ’t  a  pr oblem  in  oth er  n a tion s a s w ell.  I kn ow  n oth in g  a bou t  ta x  policies in  Ch in a  – if w or ker s a r e better  pa id,  h ow  m u ch  of th a t
in com e is lost  to ta x es. How  sm a ll a n d m ediu m  sized loca l bu sin esses a n d th eir  w or ker s, a r e tr ea ted in  r ela t ion  to sta te ow n ed a n d for eig n
ow n ed en ter pr ises.

June 20, 2006 at 7:59 am
1 2 .  FR responds: 

Gu est : y ou  w r ote -
“ US a n d Ch in ese w or ker s u n ite,  y ou  a r e u n der pa id r ela t iv e to y ou r  pr odu ct iv ity  by  th ose ca pita list  m on opson ies on  th e la bor  m a r ket ,  th ey
offer  to len d y ou  m on ey ,  th ey  tr y  to tell y ou  th a t  h ou sin g  is a  per fect  in v estm en t oppor tu n ity  a n d to con v in ce y ou  to ca sh  in  on  y ou r  illu sor y
w ea lth .
Don ’t  g et  fooled.
Or  y ou ’ll pa y  th e pr ice.
A  cou n tr y  w h er e th e cen tr a l ba n k is h a ppy  w h en  w a g es do n ot  r ise in  pa r  w ith  pr odu ct iv ity  is a  sick cou n tr y .  ”

Br a v o!

Th a ts w h a t  I’v e been  tr y in g  to sa y , on ly  y ou  sa id it  better .  Now , lets ta ke a ct ion  on  th a t  a n d m a ssiv ely  em a il ou r  elected r eps in  su ppor t  of th e
cu r r en t  A FL-CIO com pla in t  a bou t  Ch in a ’s la bor  pr a ct ices.

June 20, 2006 at 8:06 am
1 3 .  Guest responds: 

r e: “ If Ch in ese h ou seh olds believ e th a t  th e pr esen t  boom  is a  tr a n sien t  ph en om en on  th a t  m u st  su r ely  en d in  Ha r d Tim es…”

Th en  w ou ldn ’t  th a t  m on ey  be in  coffee ca n s a n d m a ttr esses – a n y w h er e w h ich  m a y  be bey on d th e scr u tin y  of g ov er n m en t  sta t ist icia n s?

June 20, 2006 at 8:11 am
1 4 .  MTC responds: 

Stor m y  -

I on ly  h a v e t im e to w h iffle th r ou g h ,  bu t  cou ld a n y  of th e follow in g  sig n ifica n t?

1 ) t r a de is both  ex por ts a n d im por ts,  so it  is n ot  5 7 % of 6 4 % bu t  5 7 % of som eth in g  n ea r er  to 3 4 %, w ith  th e r esu lt  som ew h er e n ea r  1 7 % of GDP.

2 ) FDI in  Ch in a  is st ill  cu lm u la t iv e in  im pa ct ,  i.e. ,  v ir tu a lly  a ll th e pr odu ct iv e ca pa city  bou g h t  a n d in sta lled th r ou g h  FDI is st ill in  u se
som ew h er e

3 ) FDI w a s a  la r g er  % of GDP in  th e pa st  (g u essin g , I do n ot  h a v e th e fig u r es)

Sor r y , h a v e to r u n .

June 20, 2006 at 8:15 am
1 5 .  Guest responds: 

“ …Th e difficu lt ies a n d ch a llen g es a ssocia ted w ith  m a n a g in g  th e g loba l su pply  ch a in  in  em er g in g  m a r kets m ig h t  su r pr ise th ose n on -r eta iler s
a m on g  u s: listen er s w er e r eg a led w ith  h or r or  stor ies of Ru ssia n  br ibes (a n d g u n s),  In dia n  tr u ck dr iv er s w h o tu r n  off th e fr eezer  w h en  th ey ’v e
left  th e stor e,  a n d th e n ea r  im possibility  of tr a n spor t in g  g oods a cr oss Ch in a ’s v a st  a n d poor ly  con n ected ex pa n se…”  h ttp://w w w .ju st-
food.com /blog s.a spx

June 20, 2006 at 8:29 am
1 6 .  Iasius responds: 

“ If Ch in ese h ou seh olds believ e th a t  th e pr esen t  boom  is a  t r a n sien t  ph en om en on  th a t  m u st  su r ely  en d in  Ha r d Tim es,  r a t ion a l ex pecta t ion s
seem  to g o a  lon g  w a y  tow a r ds ex pla in in g  Ch in ese sa v in g s.  A m on g  Ch in a ’s m iddle-a g ed,  th e Gr ea t  Lea p For w a r d a n d Cu ltu r a l Rev olu tion  a r e
v er y  m u ch  w ith in  liv in g  m em or y .”
Isn ’t  th a t  a n  a r g u m en t  for  ca pita l flig h t?

June 20, 2006 at 8:31 am
1 7 .  Guest responds: 
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“ …In dia ,  w idely  con sider ed to be th e la r g est  r ecipien t  of m on ey  tr a n sfer s fr om  m ig r a n t  w or ker s ov er sea s – com m on ly  r efer r ed to a s
r em it ta n ces — is ex pected to r eceiv e n ea r ly  $2 2  billion ,  a ccor din g  to Wor ld Ba n k fig u r es,  w ith  Ch in a  close beh in d in  in ter n a tion a l r eceipts.

Jen n ifer  Iser n ,  [Con su lta t iv e Gr ou p to A ssist  th e Poor  (CGA P),  a  con sor t iu m  of 3 1  pu blic a n d pr iv a te dev elopm en t a g en cies h ou sed w ith in  th e
Wor ld Ba n k] CGA P’s lea d m icr ofin a n ce specia list  w h o com m ission ed th e stu dy ,  sa id sh e isn ’t  su r pr ised th a t  Ch in a ’s dom est ic  r em it ta n ces
m a r ket  is big g er  th a n  w h a t  it  — or  a n y  oth er  cou n tr y  — r eceiv es fr om  a br oa d. “ It  ta kes a  cer ta in  a m ou n t  of ca pita l to be a ble t o tr a v el th e
lon g  dista n ce, sa y  fr om  In dia  to th e U.K. or  fr om  th e Ph ilippin es to Sa u di A r a bia ,  a n d a  lot  of people m a y  n ot  be a ble to g a th er  th a t ,  a t  lea st
in it ia lly ,  so th ey ’r e m ig r a tin g  a  sh or ter  dista n ce for  la bor ,”  Iser n  told IPS… Th e r epor t  a lso su g g ests th a t  7 5  per cen t  of Ch in a ’s dom estic
r em it ta n ces a r e sen t  th r ou g h  th e Ch in a  Post ,  com m er cia l ba n ks a n d r u r a l cr edit  cooper a t iv es,  bu t  pin poin t in g  a  pr ecise pr opor tion  ch a n n eled
th r ou g h  th e cou n tr y ’s for m a l sector  poses com plica t ion s sim ila r  to th ose fou n d in  oth er  m a r kets.  “ A n y  fig u r es w ith  r eg a r d to r em itta n ces a r e
v er y  h a r d to com e by ,”  sa id Da v id La n dsm a n , ex ecu tiv e dir ector  of th e Na t ion a l Mon ey  Tr a n sm itter s A ssocia t ion . For  Ch in a  specifica lly ,  it s
cen tu r ies-old sy stem  of tr a n sfer r in g  m on ey  ou tside of for m a l ch a n n els ov er  la r g e dista n ces m a kes th e ta sk a ll th e m or e difficu lt .  “ Lookin g  a t
r em it ta n ces elsew h er e in  th e w or ld,  th er e a r e a  lot  of in for m a l r em it ta n ces h a ppen in g  a n d som e sou r ces w ou ld sa y  th ey ’r e a s h ig h  or  h ig h er
th a n  for m a l r em it ta n ces g loba lly ,”  sa id Iser n .  “ I st ill  qu est ion  th e [7 5  per cen t] fig u r e… if th er e isn ’t  ju st  m or e ou t  th er e, a  kin d of h idden  side
of th e iceber g .”  h ttp://cg a p.or g /pr ess/pr ess_cov er a g e3 1 .ph p

June 20, 2006 at 8:41 am
1 8 .  Guest responds: 

Th is Septem ber  ‘02  CIO a r t icle is da ted.  Wou ld be in ter est in g  to see a n  u pda te:

“ …Eig h ty  per cen t  of a ll Ch in ese In ter n et  u ser s a r e loca ted in  la r g e cit ies,  w h ile m or e th a n  8 0 per cen t  of Ch in a ’s popu la t ion  r esides in  r u r a l
a r ea s, w h er e th e telecom m u n ica tion s in fr a str u ctu r e la g s fa r  beh in d th e u r ba n  a r ea s… on ly  2 0 per cen t  of Ch in ese h ou seh olds h a v e a
teleph on e lin e,  com pa r ed w ith  9 7  per cen t  in  th e Un ited Sta tes. A n d on ly  2 .5  per cen t  of u r ba n  Ch in ese h ou seh olds ow n  a  com pu ter ,  com pa r ed
w ith  5 5  per cen t  in  th e Un ited Sta tes. Ju st  u n der  6  per cen t  of u r ba n  Ch in ese h a v e a ccess to th e In ter n et ,  com pa r ed w ith  5 9  per cen t  in  th e
Un ited Sta tes. Likew ise, th er e is a  “ dig ita l div ide”  betw een  la r g e a n d sm a ll cor por a t ion s in  Ch in a .  La r g e cor por a t ion s m a y  h a v e a dv a n ced
in for m a tion  tech n olog y  bu t  sm a ll com pa n ies la ck both  tech n olog y  a n d ex per t ise. A  n a tion a l su r v ey  by  th e Ch in a  In ter n et  Netw or k
In for m a tion  Cen ter  (CNNIC) sh ow s th a t  m ost  sm a ll- a n d m ediu m -sized Ch in ese com pa n ies do n ot  h a v e th eir  ow n  w ebsites.  Fu r th er m or e, m ost
Ch in ese com pa n ies,  in clu din g  la r g e m u lt in a tion a ls,  spen d lit t le on  ITâ €” less th a n  1  per cen t  of th eir  in v estm en t spen din g  per  y ea r . Sta te-
ow n ed en ter pr ises spen d ev en  less…. Th e la ck of a  m a tu r e n a tion a l cr edit  sy stem  a n d distr ibu tion  ch a n n els,  a n d t ig h t  r eg u la t ion  of both ,
h in der s e-com m er ce a n d r equ ir es m u lt in a t ion a ls to a dopt  n ew  w a y s of collect in g  pa y m en ts a n d deliv er in g  g oods in  Ch in a .  Th er e a r e
v ir tu a lly  n o cr edit  ca r ds in  Ch in a … th e m ost  fr equ en t ly  u sed pa y m en t  m eth ods a r e ca sh  on  deliv er y  a n d posta l r em it ta n ce (m ost  Ch in ese
don ’t  h a v e per son a l ch ecks, eith er )…”  h ttp://w w w .cio.com /a r ch iv e/09 0 1 02 /ch in a .h tm l

June 20, 2006 at 8:50 am
1 9 .  Guest responds: 

“ Tw o y ea r s a g o, I h a d th e oppor tu n ity  to spea k w ith  th e depu ty  ch a ir m a n  of Ch in a ’s Cen tr a l Ba n k. I h a d been  w a r n ed in  a dv a n ce t h a t  th e
officia ls in  ch a r g e of Ch in ese fisca l policy  w ou ld n ev er  officia lly  a dm it  to a  policy  of tr y in g  to h old dow n  th e v a lu e of th e y u a n .  In deed,  th e
closest  th e depu ty  ch a ir m a n  ca m e to su ch  a n  a dm ission  w a s w h en  h e sta ted Beijin g  cou ld n ot  a llow  th e y u a n  to r ise in  v a lu e. I ca m e a w a y
pu zzled n ot  by  th e Ch in ese g ov er n m en t ’s r elu cta n ce to discu ss th is policy  open ly , bu t  by  th e econ om ic log ic.  A s on e Ch in ese econ om ist
ex pla in ed it ,  th e g ov er n m en t  en cou r a g es Ch in ese bu sin essm en  to in v est  a br oa d beca u se th is h elps h old dow n  th e v a lu e of th e y u a n .
En cou r a g in g  Ch in ese in v estm en t a br oa d to w ea ken  th e y u a n  m a kes n o sen se, h ow ev er . Gov er n m en ts n or m a lly  su ppr ess th e v a lu e of th eir
ow n  cu r r en cies to en cou r a g e in v estm en t  a t  h om e. Bu t  n ot  a ll for m s of in v estm en t  a r e a like.  Th e Ch in ese a u th or it ies a r e in ter ested in
a t tr a ct in g  for eig n  in v estm en t beca u se it  in jects “ sm a r t  m on ey ”  in to th e econ om y . For  on e th in g , for eig n  in v estor s a r e m u ch  better  th a n
th eir  loca l cou n ter pa r ts — a n d fa r  better  th a n  th e sta te — a t  iden t ify in g  pr om isin g  com pa n ies. Str a teg ic for eig n  in v estor s a lso ba ck th eir
m on ey  w ith  tech n olog y  in pu ts,  w h ich  a r e in dispen sa ble for  cou n tr ies su ch  a s Ch in a  a n d Ru ssia  th a t  a r e pla y in g  ca tch -u p w ith  th e dev eloped
w or ld…”  h ttp://w w w .m oscow tim es.r u /stor ies/2 006 /06 /2 0 /007 .h tm l

June 20, 2006 at 10:21 am
2 0. bsetser responds: 

Wow  — I kn ew  i w ou ld g en er a te a  bit  of a  r espon se by  fr a m in g  Ku ijs in  a  pr ov oca tiv e w a y ,  bu t  th is ex ceeded m y  ex pecta t ion s. I a g r ee w ith  th e
a r g u m en t  th a t  FDI pr ov ides “ in ta n g ibles”  — in clu din g  polit ica l su ppor t  for  tr a de w ith  Ch in a  on  cu r r en t  ter m s sin ce lots of th e pr ofits g o to
n on -Ch in ese MNCs — th a t  a r e n ot  ca ptu r ed in  th e da ta . I sor t  of a llu ded to th a t .

Bu t  I a lso th in k it  is tr u e th a t:

a ) FDI a ccou n ts for  a  declin in g  sh a r e of ch in ese in v estm en t . fDI h a s been  stu ck a t  @ $6 0b a  y ea r ,  w h ile in v estm en t  h a s su r g ed in  $ ter m s.
b) Ba n ks a lso fin a n ce a  declin in g  sh a r e of Ch in ese in v estm en t.  Cer ta in ly  r ela t iv e to to sa y  2 003 , w h en  cr edit  r ea lly  r ea lly  g r ew  fa st  a n d th e
in v estm en t  ba se w a s m u ch  sm a ller .  q1  th is y ea r  sor t  of ch a n g es th e pictu r e, bu t  I dou bt  ba n ks w ill fin a n ce m or e th a n  sa y  $4 00  of th e $1 .3
tr illion  in  in v estm en t .

er g o,  m or e a n d m or e in v estm en t  seem s to be fin a n ced ou t  of r ein v ested ea r n g in g s, bu sin ess sa v in g s, y ou  n a m e it .

tw o oth er  poin ts

On e: th e “ For eig n  in v ested en ter pr ises”  th a t  g en er a te 5 0-6 0% of Ch in ese ex por ts seem  to in clu de n ot  ju st  FDI,  bu t  th e in v estm en t of th e
Ch in ese join t  v en tu r e pa r tn er s of th e of for eig n  fir m s. See Roa ch :

“ In  a ddit ion , n ea r ly  6 0% of tota l Ch in ese ex por ts a r e g en er a ted by  “ for eig n -in v ested en ter pr ises”  — Ch in ese su bsidia r ies of for eig n
m u lt in a tion a ls a n d join t  v en tu r e pa r tn er s, w h o r ely  on  Ch in ese sou r cin g  a s a  cr it ica l pa r t  of th eir  g loba l efficien cy  solu tion s.”
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Tw o: If a  for eig n  fir m s bu y s pa r ts loca lly  for  a ssem bly  a n d ex por t ,  th e ex por t  w ou ld I th in k cou n t  a s a n  ex por t  by  a  for eig n  fir m , ev en  if a  lot  of
th e tota l in v estm en t n eeded to pr odu ce th e com pon en ts th a t  w en t  in to th e fin a l ex por t  w a s don e by  dom estic Ch in ese su pplier s.

June 20, 2006 at 11:05 am
2 1 .  Joseph Wang responds: 

HZ: Ov er sea s listed com pa n ies ten d to be su bsidia r ies of a  Ma in la n d pa r en t  com pa n y .  Th e policy  for  th e Ma in la n d pa r en t  com pa n y  h a s been
“ n o div iden ds”  a lth ou g h  th a t  policy  is u n der  a  lot  of dispu te n ow .

Th e bottom  lin e in  a ll of th is is th a t  th e r efor m s th a t  sta r ted in  1 9 9 8  a r e ba sica lly  w or kin g .  Th er e a r e n ow  pr ofita ble SOE’s sit t in g  on  top of
r ea son a bly  h ea lth y  ba n ks.

A lso,  th e fa ct  th a t  n ew s of cor r u ption  sca n da ls a r e poppin g  u p r ig h t  a n d left  is pr oba bly  a  g ood th in g . If y ou  look a t  th e da tes of m ost  of th ose
sca n da ls,  th ey  ten d to be in  th e pa st .  Wh a t  I th in k h a s h a ppen ed is th a t  th e g ov er n m en t  h a s clea n ed u p som e of th e w or st  of th e sca n da ls,  a n d
n ow  th a t  n o on e in  pow er  r ig h t  n ow  is in  da n g er  of losin g  th eir  jobs ov er  cor r u pt ion ,  th ey  h a v e a  fr ee h a n d to ba sh  th e people th a t  a r e ou t  of
pow er .

A lso,  it ’s n ot  clea r  to m e th a t  fr om  a  socia l ju st ice poin t  of v iew  th e m on ey  fr om  SOE’s sh ou ld g o to SOE w or ker s.  SOE w or ker s a r e a  r a th er
pr iv ileg ed bu n ch ,  a n d I ca n  th in k of people w h o pr oba bly  deser v e th e m on ey  m or e th a n  w or ker s in  SOE’s (n a m ely  th e r u r a l poor  a n d w or ker s
in  pr iv a te n on -sta te pla n ts).  My  ow n  sen se is th a t  th e pr ofits fr om  SOE’s sh ou ld be in v ested ba ck in to im pr ov in g  Ch in a ’s h ea lth  a n d edu ca tion
in fr a str u ctu r e.  (Th en  a g a in  I’m  a n  a ca dem ic so th er e is som e self-in ter est  h er e.)

Fin a lly ,  I w ou ld be in ter ested in  Roa ch ’s defin it ion  of a  “ n or m a l”  econ om y . Ju st  beca u se on e doesn ’t  u n der sta n d h ow  it  w or ks, or  it  doesn ’t  fit
on e’s pr econ ceiv ed ca teg or ies,  doesn ’t  m ea n  it  is “ a bn or m a l.”

June 20, 2006 at 11:18 am
2 2 . DF responds: 

Fir st  off,  a  n or m a l econ om y  is a  n eith er  boom in g  n or  bu st in g  econ om y , w er e g r ow th  is dom estic r ev en u e led a n d n ot  ex por t  led or  debt  led.

Th a t  lea v es v er y  few  n or m a l econ om ies in  th e cu r r en t  er a ,  ex a ct ly  w h a t  Roa ch  is sa y in g .  Th e pa th  is su icida l,  y et  a ll of u s lem m in g s g o on
w a lkin g  it ,  a n d v er y  few  policy  m a ker s da r e m a ke som e ch a n g es.  It  seem s som e per cen ta g e of th e popu la t ion  m u st  see th e disa ster ,  pr oba bly
liv e it ,  befor e lea der s ca n  g et  su ppor t  for  th e n ecessa r y  a ct ion .
Sa d.

June 20, 2006 at 1:45 pm
2 3 . Guest responds: 

Wou ldn ’t  a  ‘n or m a l’ econ om y  a lso h a v e to oper a te w ith  su fficien t  tr a n spa r en cy  to g en er a te th e da ta  sets r equ ir ed for  a n a ly sis a n d ‘g ood’
a dm in istr a t iv e decision s?

June 20, 2006 at 2:47 pm
2 4 . Guest responds: 

Hm m m  La st  t im e I looked,  Fa ctset  Resea r ch  Sy stem s (FDS) w a s secon d on  toda y ’s list  of NYSE top g a in er s a n d a m on g  th e h a n dfu l of th a t
ex ch a n g e’s n ew  h ig h s. Looks like th er e’s g old in  th a t  da ta  if th e m a r kets th in k its g ood.  Gu ess th a t  h a s to be a ccom pa n ied by  a  pipelin e th a t
ca n  deliv er  th e da ta  on  t im e a n d to th e a ppr opr ia te dest in a tion .

Th ir d on  th e list  of top g a in er s w a s PCCW (PCW), on e of A sia ’s lea din g  in teg r a ted com m u n ica tion s com pa n ies.  Off its h ig h ,  bu t  looks like th e
div iden d y ield is a bou t  5 %.

June 20, 2006 at 3:57 pm
2 5 .  Movie Guy responds: 

A ppr ecia te th e r efer en ces,  Br a d.

In  th e ca se of Ch in a ,  it  is to be ex pected th a t  dom estic pr odu ction ,  sa v in g s a n d r ein v estm en t a r e r u n n in g  a t  h ig h  lev els.  Sim ila r ly ,  dom estic
con su m ption  is pr og r essin g  w ith  a  h ig h  r a te of a n n u a l g r ow th  (th ou g h  som e don ’t  a ckn ow ledg e it).

Th er e a ppea r s to be a  com m on  er r or  a m on g  m a n y  econ om ists a n d oth er s w h o w r ite a bou t  or  discu ss FDI in v estm en t  in  Ch in a  – g r ossly
u n der est im a t in g  its econ om ic im pa ct  a s a  m u lt iplier  of econ om ic en g in e g r ow th , sa v in g s g r ow th ,  a n d su bcom pon en t  su pplier  r ein v estm en t
g r ow th  – a ll of w h ich  con tr ibu te to th e econ om ic ex pa n sion  of Ch in a .

I a m  n ot  con fiden t  th a t  th e pa per  w r iter s fu lly  a ppr ecia te th e lon g  ter m  ben efits a n d r esidu a ls of FDI in v estm en ts in  Ch in a . Not  r ea lly .  Well,
“ n ot  close”  w ou ld be a  m or e a ppr opr ia te w a y  to sa y  it .  In  m a kin g  th is sta tem en t , I a m  n ot  ov er lookin g  Ch in a ’s dom est ic  in v estm en ts n or
dom est ic  pr odu ction  g a in s a n d efficien cies.  Bu t  th ose w h o con t in u a lly  u n der est im a te th e n ea r  ter m  a n d ‘g o for w a r d’ effects of FDI flow s a n d to
w h a t  en d (pu r pose) w ill be w r it in g  w ith  su bsta n t ia l con fu sion .  A  few  steps beh in d, so to spea k. A lw a y s tr y in g  to ca tch  u p. Bu t  st ill con fu sed.
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Th e effects of FDI a n d tech n olog y  tr a n sfer s to Ch in a  h a v e been  con sisten tly  u n der est im a ted by  a n a ly sts.  It ’s a  m a jor  pa r t  of th e r ea son  w h y
m a n y  a n a ly sts ca n  n ot  su ccessfu lly  pr oject  fu tu r e econ om ic g r ow th  a n d g loba l t r a de im ba la n ces. It  m ig h t  h a v e h elped h a d su ch  in div idu a ls
w or ked on  ser iou s econ om ic dev elopm en t  pr ojects a t  th e loca l lev el.  Th ey  w ou ld u n der sta n d th e n ea r  ter m  a n d lon g  ter m  m u lt iplier  effects.
Bu t  it ’s a ppa r en t  th a t  th ey  la ck th is ba ckg r ou n d a n d lev el of h a n ds on  ex per ien ce (or  for g ot  it ).  Sa m e stor y  for  u n der sta n din g  m a n u fa ctu r in g .
If y ou  h a v e w or ked in  th a t  en v ir on m en t,  y ou  sh ou ld u n der sta n d it .  Oth er w ise, y ou ’r e fa r  beh in d th e pr odu ct ion  a n d log ist ica l su ppor t  pow er
cu r v e,  a n d y ou  possibly  w ou ld h a v e a  h a r d t im e g r a spin g  th e fu ll scope a n d effects of FDI pr odu ction  tr a n sfer en ce to a n oth er  n a tion .

My  th a n ks to DOR for  m a kin g  th e FDI dist in ct ion  a n d n otin g  th e m ista ke betw een  “ cou n t in g  th e dolla r s flow in g  in  w h ile ig n or in g  th e
tech n olog y ,  m a n a g em en t kn ow -h ow , fin a n cia l sa v v y ,  log ist ics ex per t ise,  qu a lity -con tr ol sy stem s,  cu stom er  r ela t ion s m a n a g em en t a n d
w h olesa lin g  a n d r eta ilin g  distr ibu tion  ch a in . Oh , a n d m a r ketin g ,  m er ch a n disin g , a dv er t isin g  a n d br a n din g .”  DOR is cor r ect  a n d it  doesn ’t
stop th er e.

FDI flow in g  in to th e pr odu ct ion  of g oods (m a n u fa ctu r in g  a n d com pon en t  a ssem bly ) a lso does m u ch  m or e th a n  th a t .  In  m a n y  ca ses,  it  cr ea tes
a n  ex plosion  of econ om ic g r ow th  beca u se of th e dem a n d for  su ppor t in g  oper a t ion s – su pplier s,  r a w  m a ter ia ls,  en er g y ,  a n d oper a tion s
m a in ten a n ce, a m on g  oth er  con sider a tion s.  On ce th e FDI pr oject ,  sa y  a  v er y  la r g e pr odu ct ion  pla n t  is con str u cted,  is in  pla ce, th e FDI
con tr ibu tion  to th e Ch in ese econ om y  doesn ’t  stop th er e.  It ’s ju st  beg in n in g .  A n d it ’s a  ser iou s m ista ke to fa il to u n der sta n d a n d a ckn ow ledg e
th e in div idu a l FDI in v estm en t pr ojects’ con tr ibu t ion  to su bsequ en t  econ om ic g r ow th .

Th e n ex t  w a v e of h ig h  tech  g oods a n d kn ow ledg e flow in g  in to Ch in a  w ill cr ea te a n oth er  h u g e ex plosion  of g r ow th . Th e U.S.  w ill lea d th a t  effor t
a n d dr a g  oth er s like Ta iw a n  a lon g  for  th e r ide. (I posted lin ks posted la st  w eek; see
h ttp://w w w .r g em on itor .com /blog /setser /1 3 2 1 06 #r ea dcom m en ts)

Econ om ic Hy dr olog y  Th eor y  (EHT) is w or kin g  qu ite w ell.  We’r e n ow  a t  th e sta g e w h er e w e w ill w itn ess a n  a lm ost  com plete ca pitu la t ion  on
g iv in g  a w a y  th e Cr ow n  jew els of h ig h  tech  pr odu ct ion  a n d kn ow ledg e,  in clu din g  fu tu r e r ev er se en g in eer in g  effor ts.  A n d it ’s on ly  a  m a tter  of
t im e u n t il m or e R&D cen ter s a r e a lso m ov ed ov er sea s.

June 20, 2006 at 4:00 pm
2 6 . Movie Guy responds: 

Steph en  Roa ch ’s a r t icle is en ter ta in in g .

Steph en  Roa ch  is sta r t in g  to u n der sta n d th e fu ll effects of Econ om ic Hy dr olog y  Th eor y  (EHT). Bu t  h e doesn ’t  a  h a v e a  m a g ic bu llet  solu t ion .
Nor  does h e a ppea r  to r ea lize th a t  Ch in a  ca n  r ea dily  a bsor b m or e g loba l pr odu ction  of g oods.

Joseph  Wa n g  ta kes th e w in d ou t  of h is sa ils – I would be interested in Roach’s definition of a “normal” economy. Just because one
doesn’t understand how it works, or it doesn’t fit one’s preconceived categories, doesn’t mean it is “abnormal.”

Good poin t ,  Joe. Plen ty  of people don ’t  really u n der sta n d Ch in a ,  let  a lon e its econ om ic pla n s a n d econ om ic per for m a n ces.  I dou bt  th a t  th ey
w ou ld u n der stood th e ex plosiv e g r ow th  of som e of th e w ester n  U.S. tow n s a n d cit ies ba ck in  th e da y … We m a y  v er y  w ell be w a tch in g  a
r ev er sa l of “ Ea ster n er s”  a n d “ Wester n er s” ,  a s a pplied in  th e U.S. w ell ov er  1 4 0 y ea r s a g o.

St ill,  th er e is som e g ood da ta  in  Roa ch ’s a r t icle.  It  a ppea r s th a t  h e r ea d Yu  Yon g din g ’s dr a ft  pa per  or  u sed sim ila r  sou r ces.

Her e’s a  h ea ds u p for  Roa ch .  Ea t  h ea lth y  a n d ch eck y ou r  bloodpr essu r e. Th er e’ s m or e to com e, bu ddy .

On e g loba l t r a de econ om ist  w h o g r a sps th is is Peter  Mor ici,  w h o sta tes th a t  th e U.S. h a s a lr ea dy  su r r en der ed a t  lea st  $1  tr illion  in  GDP
a n n u a lly  du e to U.S. a n d WTO tr a de policy  in it ia t iv es – pr im a r ily  offsh or e pr odu ct ion  tr a n sfer s.  A n d, n o, U.S. tr a de policy  in bou n d r esu lt in g
job g a in s h a v e n ot  m a de u p for  th e loss.  Th e issu e is a lso loss of h a r d skills.

June 20, 2006 at 5:22 pm
2 7 .  Stormy responds: 

MTC,

Is im por ts pa r t  of GDP? Ku ijs sa y s “ ex ter n a l t r a de,”  w h ich  I ta ke to be on ly  ex por ts.  A ccor din g  to h is fig u r es,  6 4 % + 3 % (ex ter n a l t r a de a n d
FDI),  a ccou n t  for  6 7 % of GDP. Th e r em a in in g  3 3 % is in ter n a l a ct iv ity  w ith in  Ch in a . Som e of th a t  3 3 % w ill be FDI en g a g ed in  n on -ex por t
bu sin ess in  Ch in a .

Un less I a m  m issin g  som eth in g ,  I w ou ld st ill a sser t  th a t  FDI in  ter m s of ex por ts is a r ou n d 3 4 % of GDP. Tota l FDI,  w h en  w e toss in  n on -ex por t
bu sin ess in side Ch in a , w ou ld on ly  in cr ea se th a t  3 4 %.

I su spect  th er e is g r ow in g  fr ict ion  betw een  in dig en ou s Ch in ese fir m s a n d for eig n  fir m s flu sh  w ith  ca pita l a n d kn ow -h ow .

Reg a r din g  y ou r  secon d poin t ,  I w ou ld a g r ee: FDI is cu m u la t iv e in  im pa ct .

Reg a r din g  y ou r  th ir d poin t ,  I w ou ld su spect  th e opposite: FDI m a y  g r ow . How ev er , th er e a lr ea dy  is g r ow in g  fr ict ion  betw een  in dig en ou s
Ch in ese fir m s a n d for eig n  fir m s flu sh  w ith  ca pita l,  kn ow -h ow , a n d ta x  a dv a n ta g es.  Th a t  fr ict ion , fr om  m y  r ea din g ,  is in cr ea sin g , bu t  so is
for eig n  desir e to lev er a g e ch ea p la bor  u p a n d dow n  th e skill la dder .
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June 20, 2006 at 9:33 pm
2 8 . MTC responds: 

Stor m y  -

Ch in a  GDP 2 00 5  = $2 2 7 9  billion
Ch in a  tota l tr a de = $1 4 2 2  billion
Ch in a  ex por ts = $7 6 2  billion
Ch in a  im por ts = $6 6 0 billion

A ll fig u r es fr om  Xin h u a

Tota l tr a de a s a  % of GDP = 6 2 .4 %
Ex por ts a s a  % of GDP = 3 3 .4 %
Ex por ts pr odu ced by  for eig n -in v ested fir m s a s a  % of GDP = (3 3 .4 ) X 0.5 7 3  = 1 9 .1 %

June 20, 2006 at 10:10 pm
2 9 . DOR responds: 

Br a d,

For eig n -in v ested en ter pr ises (FIEs) do in deed in clu de com pa n ies w ith  loca l equ ity ,  bu t  JV s h a v e becom e so u n fa sh ion a ble th a t  I’m  con fiden t  in
a sser t in g  th a t  th e loca l equ ity  r ole in  FIE ex por ts is pr etty  sm a ll.  JV s a s a n  in v estm en t v eh icle w er e n ecessa r y  in  th e 1 9 8 0s,  ea sier  in  th e
1 9 9 0s a n d .  .  .  a bsen t  n ow , ex ceptin g  h ig h ly  str a teg ic sector s su ch  a s t r a n spor t ,  en er g y ,  r esou r ce ex tr a ct ion  a n d com m u n ica t ion s.

Com pon en ts w ou ld be cou n ted in  th e FIEs ex por t  sh a r e. Th e cla ssifica t ion  is ba sed on  th e com pa n y  r eg istr a t ion  of th e en ter pr ise th a t  m a kes
th e ex por t .  How ev er ,  th er e is lit t le r ea son  to a ssu m e th a t  th e m a jor ity  of th e v a lu e-a dded w ou ld be fr om  n on -FIEs.  Ex por t  qu a lity  pr odu cts
n eed ex por t  qu a lity  com pon en ts.

“ fDI h a s been  stu ck a t  @ $6 0b a  y ea r ,  w h ile in v estm en t  h a s su r g ed in  $ ter m s.”
—I’m  n ot  su r e w h o sta r ted th e n ow  con v en t ion a l w isdom  th a t  Ch in a  h a s been  pu llin g  in  $6 0 billion  a  y ea r  for  sev er a l y ea r s.  Th e fig u r e is
a ccu r a te for  ex a ct ly  on e y ea r ,  2 00 4 , a n d n on e oth er .

Ut ilized For eig n  Dir ect  In v estm en t  (US$ Bn )

1 9 9 2  _ _ _ $1 1 .01
1 9 9 3  _ _ _ $2 5 .7 6
1 9 9 4  _ _ _ $3 3 .7 7
1 9 9 5  _ _ _ $3 7 .7 4
1 9 9 6  _ _ _ $4 1 .7 3
1 9 9 7  _ _ _ $4 5 .2 6
1 9 9 8  _ _ _ $4 5 .4 6
1 9 9 9  _ _ _ $4 0.3 2
2 000  _ _ _ $4 0 .7 7
2 001  _ _ _ $4 6 .8 5
2 002  _ _ _ $5 2 .7 4
2 003  _ _ _ $5 3 .5 1
2 004  _ _ _ $6 0 .6 3
2 005  _ _ _ $7 2 .4 0

Mov ie Gu y  n a iled th e im pa ct  of FDI on  Ch in a .

Wh a t ’s th e dolla r  v a lu e of sh ift in g  fr om  “ Good en ou g h  for  g ov er n m en t  w or k”  to “ Zer o defects”  ?

MTC,

Repea t  a fter  m e: “ A ssu m in g  a n y  of th e da ta  a r e close to a ccu r a te .  .  .”

Th e 5 7 % fig u r e is th e per cen t  of ex por ts – on ly  – a r isin g  fr om  for eig n  in v ested en ter pr ises in  Ch in a  in  2 004 .

For  2 005 ,  _ _ _ Ex por ts _ _ _ _ Im por ts
Tota l _ _ _ _ _ $7 6 2 .0 0 bn  _ _ $6 6 0.1 2  bn
FIEs _ _ _ _ _ $4 4 4 .2 1  bn  _ _ $3 8 7 .5 1  bn
% sh a r e _ _ _ _ _ 5 8 .3 0 _ _ _ _ _ 5 8 .7 0

Note th a t  FIEs’ ex por ts r ose $1 05 .6 0 bn  du r in g  th e y ea r , equ a l to 6 2 .6 % of th e $1 6 8 .6 3  bn  r ise in  ov er a ll ex por ts (im por ts side: 6 3 .7 7 %).

FIEs a r e th e dr iv er  of th e en g in e of th e econ om y .

5/16/2011 Brad Setser: Follow the Money » Blog …

…cfr.org/…/paging-edward-hugh-demo… 9/22



Wh en  FDI a r r iv a ls w er e a bov e $5 0  billion  a  y ea r  (2 0 02 -0 5 ),  th ey  a v er a g ed 3 .3 % of n om in a l GDP. A t  th e $3 0-4 9  billion  lev el (1 9 9 4 -2 0 01 )
th e a v er a g e w a s 4 .6 %. In  th e 1 0  y ea r s befor e 1 9 9 4 , it  w a s 1 .5 %. Bu t ,  r em em ber  th a t  th e ea r lier  FDI w a s r ea lly ,  r ea lly  in ex pen siv e.

Repea t  a fter  m e: “ A ssu m in g  a n y  of th e da ta  a r e a ccu r a te .  .  .  ”

Stor m y ,

6 4 % + 3 % doesn ’t  look r ig h t ,  u n less th e 6 4 % in clu des dom est ic  t r a n sa ction s betw een  com pon en t  su pplier s a n d a ssem bler s,  a n d oth er  th in g s
like th a t .

“ I su spect  th er e is g r ow in g  fr ict ion  betw een  in dig en ou s Ch in ese fir m s a n d for eig n  fir m s flu sh  w ith  ca pita l a n d kn ow -h ow . ”
“ How ev er , th er e a lr ea dy  is g r ow in g  fr ict ion  betw een  in dig en ou s Ch in ese fir m s a n d for eig n  fir m s flu sh  w ith  ca pita l,  kn ow -h ow , a n d ta x
a dv a n ta g es. Th a t  fr ict ion ,  fr om  m y  r ea din g , is in cr ea sin g ,  bu t  so is for eig n  desir e to lev er a g e ch ea p la bor  u p a n d dow n  th e skill la dder .”
—Not  su r e of y ou r  sou r ces on  th is,  bu t  I w ou ld be in ter ested a s fr ict ion  betw een  loca l a n d FIEs h a sn ’t  com e a cr oss m y  r a da r .

Ev er y on e,

Repea t  a fter  m e: “ A ssu m in g  a n y  of th e da ta  a r e close to a ccu r a te .  .  .”

.

June 20, 2006 at 10:26 pm
3 0. MTC responds: 

DOR -

Th a n k y ou  for  th e m or e pr ecise fig u r es for  2 005 .  I w a s ju st  tr y in g  to w h it t le Stor m y ’s su r m ise dow n  to a  decen t  a ppr ox im a t ion  of r ea lity .

June 21, 2006 at 1:54 am
3 1 .  psh responds: 

‘A ssu m in g  a n y  of th e da ta  a r e close to a ccu r a te .  . , ’ Mor e of th a t  so-ca lled FDI w ill be seepin g  in  a s PE fu n ds-of-fu n ds th r ou g h  Liech ten stein  or
Lu x em bou r g  & Gu er sey  etc.  w h er e it ’s n ot  so ea sy  to a dd u p.

June 21, 2006 at 3:46 am
3 2 . Stormy responds: 

MTC a n d DOR,

My  poin t  w a s th a t  Ku ijs’ r em a r k seem ed biza r r e to m e. Ku ijs h a s ex ter n a l tr a de a t  6 4 % a n d FDI a t  3 % of GDP:

“ Its r eg im e for  tr a de a n d FDI is open ,  a n d ex ter n a l tr a de a n d FDI a r e qu a n tita t iv ely  im por ta n t  in  th e econ om y , a m ou n t in g  to 6 4  a n d a lm ost  3
per cen t  of GDP in  2 00 5 , r espect iv ely .  ”

Ma ’s n u m ber s m a ke a  g r ea t  dea l m or e sen se.

Fr a n kly ,  I w or r y  a bou t  w h ose n u m ber s to t r u st .  Deter m in in g  FDI, for  ex a m ple, is tr icky  in  itself,  let  a lon e in  Ch in a  w ith  “ r ou n d-tr ippin g .”

Reg a r dless, I a g r ee w ith  DOR th a t  Mov ieg u y  n a iled it .

(I was trying to nail Kuijs.) To da te,  FDI is m ov in g  stea dily  u pw a r d. (See DOR’s n u m ber s.)

DOR–

We a bsolu tely  a g r ee th a t  FDI h a s been  the driver of Ch in a ’s econ om y .

Reg a r din g  th e “ fr ict ion ,”  I h a v e r ea d a bou t  it  for  som e t im e–u su a lly  in  A sia n  or  Ch in ese pa per s. I v iew  th em  a s n a tu r a l g r ow in g  pa in s.

Her e a r e som e of th e poin ts of “ fr ict ion .”  I ca n  pr ov ide y ou  w ith  lin ks if y ou  w ish .

1 .  La bor  a n d en v ir on m en ta l con dit ion s.  For eig n  fir m s (a n d loca l fir m s) u se both  a s lev er a g es for  pr ofit .

2 .  In equ a lity  of ta x a tion  betw een  FDI a n d in dig en ou s fir m s. To a ttr a ct  FDI, Ch in a  set  u p a  tw o-t ier  sy stem : On e for  FDI a n d a n oth er  for
in dig en ou s fir m s. In  som e ca ses, for eig n  fir m s r eceiv ed a  ten -y ea r  ta x  a m n esty  if th ey  “ set  r oots.”
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3 .  Con cer n s th a t  n ot  ev er y th in g  sh ou ld be for  sa leâ €” sim ila r  to th e U.S.  fla p ov er  th e Du ba i por t  dea l–,  n a tion a l secu r ity ,  etc.

4 .  Con cer n s th a t  th e br ea dth  a n d depth  of FDI w ill sm oth er  in dig en ou s fir m s.  Wh ile FDI is a  g r ea t  sta r ter ,  y ou  cer ta in ly  do n ot  w a n t  to sell th e
stor e.  For eig n  fir m s a r e m or e soph ist ica ted, r ich er ,  a n d m or e pow er fu l,  ev en  th ou g h  th ey  com pr ise on ly  3 % of th e tota l n u m ber  of fir m s.  (See
th e Ma  com m en t .)

A g a in ,  th ese a r e v er y  n a tu r a l con cer n s for  a  poor  cou n tr y .

On  th e oth er  h a n d, la r g e en ter pr ises h a v e en or m ou s spillov er  effectsâ €” a s a n y  U.S.  city  kn ow s. Loca l bu sin esses do m u ch  better  w h en  a  big
com pa n y  m ov es in .  Un for tu n a tely ,  FDI n ev er  m ea su r es th is effect .  (Nor  do th ose econ om ists w h o see sim ply  a  cer ta in  n u m ber  of U.S. jobs)

Con v er sely ,  w h en  a  la r g e fir m  in  th e U.S. decides to g o ov er sea s, th e loss is n ot  m er ely  in  th ose fir m ’s jobs bu t  in  a ll th e a n cilla r y  ben efits
th ose jobs br in g  to loca l bu sin esses a n d ta x  r ev en u es.

A g a in ,  r eg a r dless of th e u n der sta n da ble fr ict ion , I su spect  FDI w ill g r ow . Mov ieg u y  is a bsolu tely  r ig h t .

Sor r y  for  bein g  lon g -w in ded. Ku ijs w a s n ot  w or th  th a t  effor t .

June 21, 2006 at 4:39 am
3 3 .  DF responds: 

Br a d,  I lov e y ou r  blog , th e fr esh  in fo,  th e n er d com m u n ity  com m en tin g .  THer e’s on e qu est ion  th a t  bu g s m e,  I’m  a lw a y s r a n t in g  a bou t  th e
sa m e stu ff : debt/GDP r a t io, fa llin g  sh a r e of w a g es in  GDP, Cen tr a l ba n k m on ey /cr edit  ba sed m on ey  r a t io… I g u ess th ose a r e th e 3  r a t ios I
r elish . Ba sed on  th ose on es I fea r  debt  defla t ion  ba ca u se of ex cessiv e debt ,  ex cessiv e cr edit  ba sed m on ey ,  a n d too low  w a g es to su sta in  r ev en u e
ba sed con su m ption .

So h er e is m y  qu est ion .
You  r a r ely  a n sw er  to m y  r epetit iv e r em a r ks, is th is beca u se :
a  THey  sou n d too polit ica l or  g loom y  to y ou
b You  focu s on  in ter n a t ion a l im ba la n ces,  n ot  dom est ic  on es
c You  h a v e a lr ea dy  a dr essed th ose issu es som ew h er e (Wh er e ?),  a n d sin ce I keep com in g  u p w ith  th e sa m e idea s, n o u se to a n sw er  tw ice.
d You  disa g r ee w ith  th e r ea son m en t  th a t  follow s fr om  a bov e (w e’r e in  th e m idst  of a  lon g  ter m e g loba l cr edit  boom  (w h ich  sta r ted in  th e 8 0 ’s),
on ce th a t  on e stops,  a n d it  h a s to,  beca u se it  is becom in g  obv iou s th a t  bor r ow er s w on ’t  be a ble to fu lfill  th eir  pr om isses to r epa y ,  la ter ,  lot ’s of
th in g s w ill ch a n g e (en d of dolla r  h eg em on y ,  closin g  of bor der s,  str on g er  r eg u la t ion  of fin a n cia l a ct iv it ies))…

Th e qu est ion  g oes in deed for  oth er s th a n  Br a d : a m  I bein g  too r epet it iv e in  poin t in g  ou t  th ose a spects or  is th a t  ea ch  t im e (or  m ost) in ter est in g
a s w h en  DOR poin ts to a g in g  societ ies,  or  Ch ia n g  to ex ploita t ion ,  or  … I g et  lost  on  w h o sa y s w h a t,  bu t  h er e a r e oth er  com m on  r ecu r r in g  poin ts
: Ch in a  is a t tr a ct in g  in du str ies a n d kn ow  h ow , Ch in a  is doin g  w ell a t  boostin g  th e sta n da r d of liv in g  of its people (w a n g ) etc.

I m ea n  if th a t ’s becom in g  a n n oy in g ,  plea se tell m e.

June 21, 2006 at 4:43 am
3 4 . MTC responds: 

Stor m y  -

DOR’s n u m ber s do n ot  sh ow  FDI m ov in g  stea dily  u pw a r ds.

Gr ow th  in  FDI in  %

9 2 -9 3  1 3 4 .0
9 3 -9 4  3 1 .1
9 4 -9 5  1 1 .8
9 5 -9 6  1 0.6
9 6 -9 7  8 .5
9 7 -9 8  0.4
9 8 -9 9  -1 1 .3
9 9 -00 1 .1
00-00 1 4 .9
01 -02  1 2 .6
02 -03  1 .5
03 -04  1 3 .3
04 -05  1 9 .4

Th a t ’s n ot  stea dy –th a t ’s t ipsy .

Ku ijs is w or th  th e effor t–h e is tr y in g  to dem on str a te th a t  dem og r a ph ic, str u ctu r a l a n d dev elopm en ta l sh ifts a lon e w ill n ot  sa v e Ch in a  fr om
h a v in g  to bite th e bu llet  ov er  th e m a n a g em en t  of th e CYN.
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A s for  th e con cept  th a t  FDI is th e dr iv er  of th e econ om y –th e n u m ber s do n ot  a ppea r  to su ppor t  th is v iew . Cla im in g  th a t  $7 0-8 0 billion  of FDI
w ill h a v e a  g r ea ter  econ om ic im pa ct  th a n  $1 .3  tr illion  of dom estic in v estm en t  is n ot  sen sible.  Wh ile I a g r ee th a t  FDI pr ov ides in ta n g ibles of
th e tr em en dou s v a lu e to th e Ch in ese econ om y  (so do Ch in a ’s lea der s,  I r eckon ) th e r ea l econ om ic im pa ct  of FDI in  a n y  on e y ea r  m u st  be sm a ll.

June 21, 2006 at 4:52 am
3 5 .  MTC responds: 

DF -

If Dr .  Setser  does n ot  r espon d to com m en ts,  it  m u st  be on ly  beca u se h e h a s to br ea th e,  sleep a n d ea t  fr om  t im e to t im e.  Ma y h a p I a m
h a llu cin a t in g ,  bu t  h e ten ds to a ddr ess con cer n s r a ised in  th e com m en ts in  la ter  posts.

Keep on  poin t in g  ou t  th e in con sisten cies, w h er e y ou  see th em .

June 21, 2006 at 6:19 am
3 6 . DF responds: 

I don ’t  see a n y  in con sista n cies, w ell v er y  r a r ely ,  a n d in deed w h en  th a t  h a ppen s,  Br a d is qu ick to a n sw er .  Th e fa ct  is I often  com m en t  on  oth er
th in g s th a n  Br a d’s m a in  poin t .  He a dr esses m ost  of th e t im e in ter n a t ion a l im ba la n ces issu e,  a n d fin a n cia l r isks, a n d often  sh or t  -m id ter m
v iew , a n d I keep com in g  ba ck w ith  com m en ts on  dom estic im ba la n ces,  r ea l sph er e r isks,  lon g  ter m  v iew . So I’m  ju st  a skin g  if th a t  is a  u sefu l
r em in der  of th e oth er  side of th e coin ,  or  u seless on  h er e.
Th e fa ct  is w ith  m y  ow n  lim ited t im e I ten d to r ea d on ly  3  blog s r eg u la r ly .  Do a n y  of y ou  kn ow  of a  blog  a dr essin g  th e w a g e/pr odu ctiv ity  g a p
issu e,  th e r isks of th e g loba l a sset  a n d cr edit  bu bble… I’m  n ot  su r e th er e is m u ch  better  elsew h er e.
In  fa ct ,  m y  qu est ion  com es fr om  th e fa ct  th a t  I feel th a t  th er e is a  h u g e u n ea sy n ess of m ost  econ om ics to clea r ly  sta te,  w h en  th a t  is tr u e,  th a t
w a g es a r e too low  for  a  su sta in a ble g r ow th .

It  seem s econ om ists h a v e r ejected th e w a g e sett in g  issu e ou t  of econ om ics.  It  g oes som eth in g  like : in fla t ion  is ba d,  CB fig h t  in fla t ion , if
in fla t ion  g oes h ig h er ,  so w ill r ea l in ter est  r a tes beca u se of CB a n tiin fla t ion  policy , th is w ill h u r t  debt  a ccu m u la t ion  a n d g r ow th ,  if w a g es g o
h ig h er , th is w ill cr ea te in fla iton ,  th er efor e : h ig h er  w a g es a r e ba d, h ig h er  pr ofits a r e g ood.

Th is seem s to be ex a ct ly  w h a t  th e Fed th in ks a n d a ppr ox im a tiv ely  w h a t  m ost  econ om ists th in k. A n d I w on der  w h y ,  especia lly  w h y
n eokey n esia n s like Br a d seem s to be w ou ld bu y  th ose lin es. How  com e th er e a r e so few  econ om ist  poin tin g  ou t  th a t  w a g es a r e too low  in  th e
USA  to pr ov ide a  su sta in a ble lev el of spen din g . I m ea n  it  is v er y  w or r y in g  th a t  so m u ch  spen din g  r elies on  equ ity  ex tr a ct ion , w h ile a  so sm a ll
per cen ta g e of pr odu ct iv ity  g r ow th  g oes in to h ig h er  w a g es.

(th er e I a m  r epea t in g  a g a in )

June 21, 2006 at 7:40 am
3 7 .  Guest responds: 

A s u su a l,  a n oth er  in ter est in g  a r t icle fr om  psh . Her e’s a  tea ser  for  th ose w h o m a y  be in ter ested:

“ …La v ish  pr a ise for  th is str ea m  of ex pa tr ia te FDI,  h ow ev er ,  m isses its deep fla w s.  Yes,  ex pa tr ia te-in v ested fir m s pr odu ce m a n y  Ch in ese
ex por ts,  bu t  th ey  often  do it  by  seizin g  con tr ol of ex por t-or ien ted bu sin esses fr om  in dig en ou s Ch in ese. Tw o r a t ios tell th e stor y .  On e is th e
ex por t/GDP r a t io, w h ich  r ose fr om  1 5 % in  1 9 9 0 to 2 0% in  1 9 9 9 , a n  in cr ea se of 5 %. Th e oth er  is th e sh a r e of ex por ts by  for eig n  fir m s of tota l
Ch in ese ex por ts: th is r ose fr om  1 5 % to a lm ost  4 0% du r in g  th e sa m e per iod.  So,  for eig n  fir m s m a y  cr ea te ex por ts for  Ch in a ,  bu t  t h ey  a lso
div er t  a  big  slice of th e ex por t  pie a w a y  fr om  in dig en ou s Ch in ese en tr epr en eu r s.  Ex pa tr ia te con tr ol of so m u ch  ex por t-or ien ted bu sin esses
r eflects a  fu n da m en ta l fa ilin g  in  Ch in a ’s fin a n cia l sy stem . Ch in a  m a y  h a v e th e secon d h ig h est  sa v in g s r a te in  th e w or ld,  la g g in g  beh in d on ly
Sin g a por e, bu t  th ese fu n ds a r e u su a lly  w a sted on  in efficien t  sta te-ow n ed en ter pr ises (SOEs).  Th ese in v estm en ts h a v e fa iled to in cr ea se th e
com pet it iv en ess of Ch in ese SOEs,  y et  h a v e sta r v ed efficien t  loca l en tr epr en eu r s of th e cr edits th ey  n eed… Ch in a ’s a bility  to a t tr a ct  so m u ch
ex por t-or ien ted FDI is th u s a  w a r n in g  th a t  th er e is som eth in g  v er y  w r on g  w ith  th e fin a n cia l sy stem . Discr im in a tion  a g a in st  in dig en ou s
pr iv a te en tr epr en eu r s in  Ch in a  g oes bey on d fin a n ce…”  h t tp://w w w .pr oject-sy n dica te.or g /com m en ta r y /y a sh en g h 1 /En g lish

June 21, 2006 at 8:13 am
3 8 . Guest responds: 

Oh  DF, y ou  a r e on e of th ose w h o m a ke th is blog  a s w on der fu l a s it  is.  Plea se do keep post in g . Its a lw a y s a  plea su r e r ea din g  y ou .

June 21, 2006 at 8:24 am
3 9 . Guest responds: 

Re: w a g e g a ps.  Mig h t  th e defin it ion  of ‘ea r n ed in com e’ be g ett in g  a  bit  distor ted?

“ …Eig h t  ou t  of ten ,  m or e th a n  a n y w h er e else, believ e th a t  th ou g h  y ou  m a y  sta r t  poor ,  if y ou  w or k h a r d,  y ou  ca n  m a ke pots of m on ey .  It  is a
cen tr a l pa r t  of th e A m er ica n  Dr ea m ….Toda y ’s r ich , by  a n d la r g e,  a r e ea r n in g  th eir  m on ey .  In  1 9 1 6  th e r ich est  1 % g ot  on ly  a  fifth  of th eir
in com e fr om  pa id w or k, w h er ea s th e fig u r e in  2 004  w a s ov er  6 0% … Th e pr opor tion  w h o th in k y ou  ca n  sta r t  poor  a n d en d u p r ich  h a s r isen
2 0 per cen ta g e poin ts sin ce 1 9 8 0. Th a t  h elps ex pla in  w h y  v oter s w h o g r u m ble a bou t  th e econ om y  h a v e n on eth eless fa iled to r espon d to cla ss
polit ics.  Joh n  Edw a r ds,  th e Dem ocr a ts’ v ice-pr esiden tia l ca n dida te in  2 004 , m a de lit t le h ea dw a y  w ith  h is ta le of “ Tw o A m er ica s” ,  on e for  th e
r ich  a n d on e for  th e r est… A m er ica n s ten d to bla m e th eir  w oes n ot  on  r ich  com pa tr iots bu t  on  poor  for eig n er s….Bu t  ev er y  m ea su r e sh ow s th a t ,
ov er  th e pa st  qu a r ter  cen tu r y , th ose a t  th e top h a v e don e bet ter  th a n  th ose in  th e m iddle,  w h o in  tu r n  h a v e ou tpa ced th ose a t  t h e bottom …”

5/16/2011 Brad Setser: Follow the Money » Blog …

…cfr.org/…/paging-edward-hugh-demo… 12/22



h ttp://econ om ist .com /w or ld/displa y stor y .cfm ?stor y _id=7 05 5 9 1 1

June 21, 2006 at 8:42 am
4 0. Guest responds: 

A n d it ’s v er y  difficu lt  to believ e th a t  th e on g oin g  pr iv a t iza t ion  a n d con solida tion  of g loba l w ea lth  ca n ’t  be fa cilita t in g  a  cor r espon din g
in cr ea se in  in sider  t r a din g  a n d m a r ket  m a n ipu la t ion .

“ …Dev elopin g  cou n tr ies a r e ex per ien cin g  a  r a pid em er g en ce of a  n ew  elite of su per -r ich  in div idu a ls a s th eir  econ om ies ex pa n d a n d m a tu r e…
Th e r epor t  a lso su g g ests th e w or ld’s su per -r ich  a r e sta r t in g  to m ov e th eir  m on ey  ou t  of th e Un ited Sta tes… tr a n sfer r in g  a ssets to em er g in g
m a r kets su ch  a s A sia -Pa cific  a n d La t in  A m er ica . Th er e w a s a lso a  sh ift  a w a y  fr om  h edg e fu n ds to “ a lter n a tiv e in v estm en ts” ,  in  pa r t icu la r
pr iv a te equ ity ,  w h ich  is n ow  m or e popu la r  th a n  a t  a n y  t im e sin ce th e dotcom  boom …”
h ttp://bu sin ess.g u a r dia n .co.u k/stor y /0,,1 8 02 3 7 3 ,0 0.h tm l

“ …Th e CIBC ex ecu tiv es w h o sa t  on  Globa l Cr ossin g ’s boa r d “ a cted tog eth er  w ith  oth er s to r epea tedly  v iola te th eir  fidu cia r y  du ties of loy a lty  to
Globa l,”  th e su it  sa id…”  ‘CIBC h it  w ith  in sider -tr a din g  la w su it ’
h t tp://w w w .g lobein v estor .com /ser v let/stor y /RTGA M.2 006 06 2 1 .w cibc06 2 1 /GIStor y /

“ Sa les of lu x u r y  r esiden t ia l h om es h a v e h it  a n  “ u n pr eceden ted lev el”  in  Ca n a da , w ith  per cen ta g e in cr ea ses r a n g in g  fr om  8  per  cen t  in
Ha lifa x  to 1 7 7  per  cen t  in  Edm on ton , a ccor din g  to a  r epor t  on  Wedn esda y …”
h ttp://w w w .g lobein v estor .com /ser v let/stor y /RTGA M.2 006 06 2 1 .w r em a x 0 6 2 1 /GIStor y /

So a s th e su per -r ich  becom e ev er  m or e pr iv a te,  ev er y on e else w ill t r y  to do th e sa m e in  th eir  ow n  w a y  – th ey  h a v e to ea t  a n d liv e som ew h er e
– w h ich  is w h y  th e sh a dow  econ om y  is so in ter est in g , a t  lea st  to m e.

June 21, 2006 at 10:21 am
4 1 .  Guest responds: 

Th in kin g  a bou t  th a t  sm a r t  m on ey , a  w h ile ba ck,  DOR r a ised th e possibility  of a  ’sch oolin g  bu bble’.  Lookin g  a t  th is m or n in g ’s n ew s a bou t  th e
on g oin g  sta n doff a t  a  Ch in ese colleg e in  Zh en g zh ou  a n d th e r efer en ce to th e ‘qu a lity  of a  deg r ee’ below , w h a t  ex a ct ly  th a t  m ea n s:

“ Police h a v e occu pied a  colleg e ca m pu s in  cen tr a l Ch in a  a fter  r iots in v olv in g  th ou sa n ds of stu den ts,  r epor ts sa id.  Stu den ts a t  th e colleg e, in
Hen a n  pr ov in ce,  w er e a n g r y  a t  th e colleg e’s m ov e to a w a r d less pr est ig iou s diplom a s,  loca l m edia  sa id… Hig h er  edu ca tion  in  Ch in a  is
ex pen siv e a n d m a n y  fa m ilies g o in to debt  to pa y  tu it ion  fees.  With  com petit ion  for  jobs in ten se,  th e qu a lity  of a  deg r ee ca n  m a ke a ll th e
differ en ce… Riot  police h a v e n ow  con fin ed th e stu den ts to th e ca m pu s, a ccor din g  to m edia  r epor ts.  Th e Ch in ese a u th or it ies a r e in cr ea sin g ly
w or r ied by  in ciden ts of socia l u n r est ,  w h ich  th ey  see a s th e big g est  th r ea t  to th eir  r u le.  En dem ic cor r u ption  a n d a  g r ow in g  div ide betw een
r ich  a n d poor  h a v e spa r ked a n  in cr ea se in  pu blic distu r ba n ces in  r ecen t  y ea r s…”  h t tp://n ew s.bbc.co.u k/2 /h i/a sia -pa cific/5 09 8 2 04 .stm

June 21, 2006 at 10:26 am
4 2 . OldVet responds: 

DF,  don ’t  stop r a n t in g  a bou t  th e w a g e/con su m ption  lin k in  th e US – beca u se it  a lso dir ect ly  im pa cts th e ex por t/dev elopm en t  stor y  in  Ch in a .
Tw o h a lv es of th e sa m e coin . Wh en  US w or ker /con su m er s h it  th e w a ll,  a s th ey  a r e n ow  doin g  a t  th e m id- a n d low er - in com e lev els,  Ch in a  w ill
su ffer  too.  Th e differ en ce is th a t  Ch in a ,  flu sh  w ith  ca sh  a n d for eig n  r eser v es,  ca n  tu r n  its fa ctor ies to m a kin g  stu ff for  Ch in ese dom estic
con su m er s.  You  kn ow , bea t  th e dr u m , r a ise th e fla g ,  a n d sa y  it ’s pa tr iot ic  to bu y  stu ff.  A m er ica  w on ’t  h a v e th e sa m e option ,  so it ’s w or ker s
w ill sim ply  h a v e fa llin g  liv in g  sta n da r ds. Ta lk a bou t  a n  “ a sy m etr ic str a teg y !”

June 21, 2006 at 10:40 am
4 3 . psh responds: 

Yet  Ya sh en g  is ba r kin g  u p th e w r on g  tr ee a  lit t le,  m a y be ou t  of ta ct .  Th e pr esen t  sy stem  does n ot  h in der  Ch in ese en tr epr en eu r s,  on ly
u n con n ected ä ¸çˆ±ä º¤é™…çš„  pea sa n ts.  Let ’s sa y  La o Fou r pockets sees a n  ex cit in g  in v estm en t oppor tu n ity  in  Gu a n g don g . He is n ot
discou r a g ed by  th e deplor a ble discr im in a tion  a g a in st  loca l in v estor s.  With  som e discr eet  ov er sea s fr ien ds h e g oes to,  sa y ,  LGT Sin g a por e,
offer in g  n ot  on ly  h is h a r d-ea r n ed pelf bu t  in tr ig u in g  pr ospects for  its fu n d m a n a g er s a lon g  w ith  in dispen sa ble kn ow h ow  n eeded t o ex ecu te th e
tr a n sa ct ion . In  th is situ a tion  pa r ty  sta tu s is a  secu r e sou r ce of dom estic v a lu e-a dded a n d r ou n d tr ippin g  a  v ita l com plem en t  to for eig n
in v estm en t .

June 21, 2006 at 11:19 am
4 4 . bsetser responds: 

DOR — I a polog ize for  th e $6 0b in  fDI m em e, i h a v en ’t  qu ite seized on  th e r ev ised $7 2 b for  05 . Bu t  ch a n g e $6 0b to $5 0-7 0b,  w ith  a  slig h t
u pw a r d tr en d ov er  th e pa st  few  y ea r s.  a s a  sh a r e of GDP, it  r em a in s @ 3 % i th in k.  n ot  h u g e.  A n d cer t ia n ly  n ot  r isin g  a s fa st  a s ov er a ll
in v estm en t . Th e su r g e in  ov er a ll in v estm en t com es b/c pr im a r ily  b/c of a  h u g e in cr ea se in  th e $ v a lu e of dom est ic  in v estm en t,  n ot  b/c of a
$2 0 b in cr ea se in  FDI.  Yes, th er e a r e in ta n g ibles.  bu t  it  st ill  seem s to m e th a t  to ex pla in  Ch in a ’s r ecen t  dy n a m ism , y ou  n eed to ex pla in  th e
su r g e in  Ch in ese in v estm en t,  n ot  a  su r g e in  FDI. I th in k th is is Ku ijs poin t .

Df– th er e is a  lim it  to th e n u m ber  of com m en ts th a t  i ca n  r espon d to,  so i ten d to pick a n d ch oose.  I th in k i h a v e a ddr essed th e fa llin g  sh a r e of
w a g es v .  GDP/ sta g n a tion  of r ea l w a g es in  v a r iou s posts,  th o u su a lly  a s a  secon da r y  poin t .  I h a v e ten ded to focu s on  ex ter n a l debt  to GDP n ot
h ou seh old debt  to GDP, bu t  th e r ise in  h ou seh old debt  to GDP is a n  im por ta n t  poin t .  Defen der s of th e cu r r en t  sy stem  n ote r isin g  debt  h a s been
m a tch ed by  r isin g  a ssets (i.e.  h om es) — I a m  n ot  so sa n g u in e.  Cen tr a l ba n k m on ey / cr edit  ba sed m on ey  isn ’t  m y  th in g , so i don ’t  u su a lly
com m en t on  it .  I h a v e ta lked ex ten siv ely  a bou t  r a pid g r ow th  in  both  cen tr a l ba n k m on ey  a n d cr edit  ba sed m on ey  in  Ch in a .  I do w or r y  a bou t
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a  debt/ defla t ion  scen a r io — th a t  is w h y  I w ou dl r a th er  r ea l a dju stm en t com e fr om  r isin g  pr ices/ a  n om in a l a ppr ecia t ion  in  Ch in a , n ot  fa llin g
pr ices (in clu din g  w a g es) in  th e US. Bu t  r ig h t  n ow , I th in k th e defla t ion a r y  im pa ct  of Ch in a  h a s been  a  bit  ov er sta ted. Ch in a  h a s h a d a  big
im pa ct  on  r ela t iv e pr ices, bu t  it  h a s pu sh ed som e pr ices (sa y  of m ost  com m odit ies) u p ev en  a s it  h a s pu sh ed oth er  pr ices (m a n u fa ctu r in g
a ssem bly ) dow n . Th a t  su cks if y ou  a r e in  som e sector s (a n d a r e n ot  in  Ch in a ), bu t  n ot  if y ou  a r e in  oth er s.

June 21, 2006 at 12:49 pm
4 5 .  Guest responds: 

Fed Pa per : $8 00 Billion  In ta n g ible In v estm en ts Un cou n ted In  Da ta

Sor r y  if th is h a s a lr ea dy  been  posted… don ’t  h a v e t im e to r ea d a ll th e com m en ts

h ttp://n ew s.m or n in g sta r .com /n ew s/DJ/M06 /D2 0/2 006 0 6 2 01 6 3 1 DOWJONESDJONLINE00 06 8 0.h tm l?Ca t=Wa sh Wir e

Br a d : th is is th e kin d of stu ff th a t  cou ld m a ke y ou  ju m p. Too ba d th ey  don ’t  g iv e a  lin k to th e pa per .

Ra ph a el Ka h a n

June 21, 2006 at 12:50 pm
4 6 . Dave Chiang responds: 

Wh y  Dolla r  Heg em on y  Is Un h ea lth y : Th e w or ld’s da n g er ou s depen den ce on  th e US dolla r  r isks h u r t in g  a ll
h t tp://w w w .g loba lpolit icia n .com /a r ticledes.a sp?ID=1 9 01 &cid=1 &sid=4 5
Th om a s I.  Pa lley  – 6 /2 1 /2 006

With  US Feder a l Reser v e ch a ir m a n  w a r n in g  a bou t  in fla t ion ,  th e US dolla r  is in  th e n ew s th ese da y s,  a n d th er e’s a  sen se th a t  th e w or ld
econ om y  h a s becom e ex cessiv ely  r elia n t  on  th e dolla r .  Th is r elia n ce sm a cks of dy sfu n ction a l co-depen den ce w h er eby  th e US a n d th e r est  of
th e w or ld both  r ely  on  th e dolla r ’s str en g th , bu t  n eith er  is w ell ser v ed by  it .

Th e US dolla r  is th e w or ld’s pr em ier e cu r r en cy ,  w ith  a ppr ox im a tely  tw o th ir ds of w or ld officia l for eig n -ex ch a n g e h oldin g s bein g  dolla r s.
Mor eov er ,  m a n y  cou n tr ies a ppea r  w illin g  to r u n  su sta in ed tr a de su r plu ses w ith  th e US, su pply in g  ev er y th in g  fr om  t-sh ir ts to Por sch es in
r etu r n  for  a ddit ion a l dolla r  h oldin g s. Th is w illin g n ess to ex ch a n g e v a lu a ble r esou r ces for  pa per  IOUs r epr esen ts a  for m  of dolla r  tr ibu te.

Ma n y  for eig n  policy m a ker s com pla in  a bou t  th e specia l a dv a n ta g e for  th e US, a llow in g  th e n a tion  to r u n  en or m ou s tr a de deficits w ith ou t
a ppa r en t  m a r ket  sa n ct ion . Wh er ea s ba la n ce-of-pa y m en ts con sider a t ion s con str a in  oth er  cou n tr ies to r u n  t ig h t  econ om ic policies,  n o
equ iv a len t  con str a in t  a ppea r s to h old for  th e US. Th is a dv a n ta g e is r ooted in  th e dolla r ’s specia l r ole a s th e w or ld’s r eser v e cu r r en cy .

For  th e US, on e m a jor  ben efit  of th e dolla r ’s r eser v e-cu r r en cy  r ole is th a t  it  in cr ea ses th e dem a n d for  US fin a n cia l a ssets.  Th is dr iv es u p pr ices
of stocks a n d bon ds a n d low er s in ter est  r a tes,  th er eby  in cr ea sin g  h ou seh old w ea lth  a n d low er in g  th e cost  of bor r ow in g  m on ey .  A ddit ion a lly ,
th e US g ov er n m en t  g ets seig n or a g e,  or  a n  in ter est-fr ee loa n ,  fr om  th e h u n dr eds of m illion s in  dolla r  bills h eld offsh or e. Pr in t in g  a  $1 00 bill is
a lm ost  cost less to th e US g ov er n m en t,  bu t  for eig n er s m u st  g iv e m or e th a n  $1 00 of r esou r ces to g et  th e bill.  Th a t ’s a  t idy  pr ofit  for  US
ta x pa y er s.

In cr ea sed for eig n  dem a n d for  US a ssets a lso a ppr ecia tes th e dolla r ,  w h ich  is a  m ix ed blessin g .  On  on e h a n d, con su m er s ben efit  fr om  low er
im por t  pr ices. On  th e oth er ,  it  m a kes US m a n u fa ctu r in g  less com petit iv e in ter n a t ion a lly  beca u se a n  ov er v a lu ed dolla r  m a kes US ex por ts
m or e ex pen siv e a n d im por ts ch ea per .  Reser v e-cu r r en cy  sta tu s th er efor e pr om otes t r a de deficits a n d de-in du str ia liza t ion .

US Dolla r  h eg em on y  is ba sed on  US m ilita r y  pow er  a n d th e Pa x  A m er ica n a .  Th e a r g u m en t is th a t  US m ilita r y  pow er  pr ov ides th e secu r ity
th a t  pr otects th e g loba l m a r ket  sy stem , a n d New  Yor k is th e n ew  Rom e. Cou n tr ies,  su ch  a s Sa u di A r a bia ,  h old r eser v es in  dolla r s beca u se New
Yor k is a  polit ica l sa fe h a v en  a n d beca u se th a t  h elps cov er  th e costs of en for cin g  th e Pa x  A m er ica n a .

—

Com m en t  – Wh ile ben efit t in g  th e n a r r ow  econ om ic in ter ests of Wa ll Str eet  specu la tor s, US Dolla r  h eg em on y  is a t  th e r oot  of g loba l econ om ic
im ba la n ces,  n ot  Ch in a .  Cr it ica l r esou r ces especia lly  oil for  Fa r  Ea ster n  n a tion s a r e sold in  US Dolla r s a n d on ly  US Dolla r s.  Cr it ica l t r a de su pply
lin es for  Ch in a  r em a in  u n der  th e con tr ol of th e for w a r d ba sed US m ilita r y . Th e Ch in ese a r e u n fa ir ly  sca peg oa ted for  US for eig n  policy  th a t
en for ces US Dolla r  h eg em on y  a t  th e ex pen se of A sia n  econ om ies.  – Da v e Ch ia n g

June 21, 2006 at 1:32 pm
4 7 .  Guest responds: 

Ch in a  blocks sea r ch  en g in es, Cor r espon den ts in  Beijin g ,  JUNE 2 1 ,  2 006 , “ CHINESE a u th or it ies h a v e blocked th e sea r ch  en g in es of tw o of th e
cou n tr y ’s m ost  popu la r  w eb por ta ls a s pa r t  of th eir  effor ts to cen sor  th e in ter n et…”
h ttp://a u str a lia n it .n ew s.com .a u /a r t icles/0,7 2 04 ,1 9 5 4 06 2 3 %5 E1 5 4 04 %5 E%5 En bv %5 E1 5 3 0 6 -1 5 3 2 2 ,00.h tm l

June 21, 2006 at 2:03 pm
4 8 . Guest responds: 

My  poin t  in  post in g  th e lin k to on e of m a n y  stor ies a bou t  th e sh u tdow n  of 2  m a jor  sea r ch  en g in es in  Ch in a ,  w h ich  seem s to h a v e been  deleted,
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w a s on ly  to qu est ion  if som e issu es m a y  be com in g  to a  h ea d,  g iv en  th e m a n y  str esses to th a t  econ om y  w h ich  h a v e been  discu ssed on  th a t  site.

June 21, 2006 at 2:05 pm
4 9 . Guest responds: 

A polog ies – th er e it  is.

June 21, 2006 at 2:38 pm
5 0. Guest responds: 

“ Is Ch in a  a bou t  to sta r t  ex por t in g  in fla t ion  to th e r est  of th e w or ld, a lon g  w ith  pla st ic  toy s a n d la ptops?…”  Lex , ‘Ch in ese in fla t ion ’,  Ju n e 1 9 ,
2 006

Ca n  it  be a r g u ed th a t  m u ch  of Ch in a ’s r ecen t  dy n a m ism  h a s been  fa cilita ted,  a t  lea st  in  pa r t ,  by  dolla r  h eg em on y  – th e qu est ion  bein g  th e
w a y s a n y  n u m ber  of a u th or it ies,  en tit ies a n d in div idu a ls m a y  h a v e ex ploited th a t  sy stem  to th eir  ow n  a dv a n ta g e – a n d w h eth er  th e
a ssocia ted r isks ca n  be m a n a g ed a n d th e r esu lt in g  im ba la n ces r edu ced in  som e w a y  w ith ou t  pr ecipita t in g  a  m a jor  cr isis.

June 21, 2006 at 3:08 pm
5 1 .  Guest responds: 

Don a ld Koh n : “ [T]h e fa ct  th a t  Ch in a  a n d som e oth er  em er g in g -m a r ket  econ om ies h a v e r esisted u pw a r d pr essu r e on  th eir  ex ch a n g e r a tes a n d
a r e r u n n in g  tr a de su r plu ses h a s u n dou btedly  con tr ibu ted to th eir  disin fla t ion a r y  effects on  th e r est  of th e w or ld.  Th e pr ices of th eir  ex por ts
a r e low er  th a n  th ey  w ou ld be if m a r ket  for ces w er e g iv en  g r ea ter  scope in  for eig n  ex ch a n g e m a r kets,  a n d th ey  a r e su pply in g  m or e g oods a n d
ser v ices to th e r est  of th e w or ld th a n  th ey  th em selv es a r e dem a n din g .  Th ese im ba la n ces a r e n ot  likely  to be su sta in ed in defin itely .  Th e
elev a ted r a tes of n a t ion a l sa v in g  in  th ese econ om ies–a n d, in  som e, r ela t iv ely  r estr a in ed r a tes of in v estm en t–a r e n ot  likely  to per sist  in  th e
fa ce of on g oin g  im pr ov em en ts in  th e fu n ct ion in g  of th eir  fin a n cia l m a r kets,  in cr ea ses in  th e depth  of th eir  pr odu ct  m a r kets,  a n d fu ller
dev elopm en t of econ om ic sa fety  n ets.  A s in div idu a ls in  th ese cou n tr ies a r e in cr ea sin g ly  dr a w n  to in v est in g  a t  h om e a n d con su m in g  m or e of

th eir  w ea lth  a n d as their real wages catch up to past productivity gains, the upward pressures on their currencies will intensify,  th eir  dem a n d

w ill com e in to better  a lig n m en t w ith  th eir  ca pa city  to pr odu ce,  cost  a dv a n ta g es w ill declin e,  and these economies will exert less, if any,
downward pressure on inflation in the United States.”  [/em  a dded :]

ch eer s!

June 21, 2006 at 3:13 pm
5 2 .  Guest responds: 

In fla t ion  Ra v a g es U.S. Wa g es,  Fu elin g  A n g st  a t  Bu sh ’s Econ om y : A dju sted for  in fla t ion ,  th e m edia n  in com e for  th e top 1 0 per cen t  of U.S.
h ou seh olds r ose 2 .3  per cen t  betw een  2 0 01  a n d 2 004 , cov er in g  m u ch  of Bu sh ’s fir st  ter m  in  office,  a ccor din g  to th e Feder a l Reser v e’s Su r v ey
of Con su m er  Fin a n ces. For  th e oth er  9 0 per cen t  of h ou seh olds — w h ich  ea r n ed less th a n  $1 8 4 ,8 00 in  2 004  — th e m edia n  fell 0 .5  per cen t  ov er
th e sa m e per iod.

In equ a lity  in  A m er ica : Th e r ich ,  th e poor  a n d th e g r ow in g  g a p betw een  th em  – Th e r ich  a r e th e big  g a in er s in  A m er ica ’s n ew  pr osper ity .

June 21, 2006 at 3:15 pm
5 3 .  Movie Guy responds: 

Br a d Setser  – “ DOR — I a polog ize for  th e $6 0b in  fDI m em e, i h a v en ’t  qu ite seized on  th e r ev ised $7 2 b for  05 . Bu t  ch a n g e $6 0b to $5 0-7 0b,  w ith
a  slig h t  u pw a r d tr en d ov er  th e pa st  few  y ea r s.  a s a  sh a r e of GDP, it  r em a in s @ 3 % i th in k.  n ot  h u g e.  A n d cer t ia n ly  n ot  r isin g  a s fa st  a s ov er a ll

in v estm en t . The surge in overall investment comes b/c primarily b/c of a huge increase in the $ value of domestic investment, not b/c of a $20b
increase in FDI. Yes,  th er e a r e in ta n g ibles.  bu t  it  st ill seem s to m e th a t  to ex pla in  Ch in a ’s r ecen t  dy n a m ism , y ou  n eed to ex pla in  th e su r g e in

Ch in ese in v estm en t , n ot  a  su r g e in  FDI.  I th in k th is is Ku ijs poin t .”

You  don ’t  kn ow  w h a t  y ou ’r e ta lkin g  a bou t  a s r ela tes to FDI effects.

Ku ijs’ pa per  w a s w ea k.

June 21, 2006 at 3:16 pm
5 4 .  Movie Guy responds: 

China Economic Net

A n  ex cellen t  sou r ce for  econ om ic n ew s stor ies – sh or t  a n d to th e poin t .  On e pa g e per  a r t icle is th e n or m . Plen ty  of su m m a r y  da t a ,  a n d
g ov er n m en ta l qu otes or  sou r ce iden t ifica t ion .  Ea sy  on  th e ey es. Ea sy  on  th ose w h o h a v e lim ited ex tr a  r ea din g  t im e.

Ch in a  Econ om ic Net

Ch in a  Econ om ic Net  – Bu sin ess / Ma cr o-Econ om y
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Ch in a  Econ om ic Net  – Bu sin ess / En ter pr ise

Ch in a  Econ om ic Net  – In du str ies

>

June 21, 2006 at 3:19 pm
5 5 .  Movie Guy responds: 

FDI and High Technology Imports

In ter ested, open -m in ded,  or  ex per ien ced en ou g h  en ou g h  to g r a sp th e v a lu e of For eig n  Dir ect  In v estm en t (FDI) a n d h ig h  tech n olog y  tr a n sfer  in
Ch in a ? Th ese v er y  br ief a r t icles h elp pr ov ide a n  econ om ic a ppr ecia t ion  r eg a r din g  FDI’s in it ia l v a lu e a n d ex ten siv e ‘g o for w a r d’ m u lt iplier
effects on  th e Ch in ese econ om y . Sim ila r ly ,  on e ca n  ex a m in e th e su bsta n tia l g r ow th  of h ig h  tech n olog y  im por t  con tr a cts a n d pa ten ts.

China’s Foreign-Funded Manufacturers and Other Enterprises

2 006 -05 -2 1 : Ch in a  Ha s A ppr ov ed th e Esta blish m en t of Ov er  5 0 0,00 0 For eig n -fin a n ced En ter pr ises

2 006 -04 -1 8 : ‘Sa n zi’ Fir m s (Join t  V en tu r e,  Pr iv a te a n d Tota lly  For eig n -Ow n ed) Ta ke Up 7 5 % of Hig h -Tech  Sector  In com e

2 006 -04 -1 3 : Wh a t  Ma kes Ch in a ’s For eig n  Tr a de Su r plu s

2 006 -04 -1 3 : U.S.-Ch in a  Hig h  Lev el Ta lks – Tr a de Dea ls Reflect  Resolv e to Cu t  Su r plu s

China’s High Technology Trade Goals and Performance

2 005 -1 2 -2 8 : Hig h -Tech  Tr a de Boosts Im por t-Ex por t  Bu sin ess

2 006 -06 -2 0: Im por ted Tech n olog ies v s In depen den t  In tellectu a l Pr oper ty  Cor e Tech n olog ies – Per cen ta g es Iden tified

2 006 -01 -1 1 : Ch in a  Ma ps Ou t  Hig h -Tech  Dev elopm en t  Pla n

2 006 -04 -1 8 : Ch in a  A im s for  2 0% Rise In  Hig h -Tech  Goods Tr a de

2 006 -04 -1 8 : ‘Sa n zi’ Fir m s (Join t  V en tu r e,  Pr iv a te a n d Tota lly  For eig n -Ow n ed) Ta ke Up 7 5 % of Hig h -Tech  Sector  In com e

Import Technology Contracts in China

2 005 -1 1 -2 5 : Tech n olog y  Ma r ket  Tr a de V olu m e a n d Tech n olog y  Con tr a cts – 2 004

2 006 -01 -09 : Tech n olog y  Im por t  Con tr a cts – 9 ,9 02  Con tr a cts in  2 00 5

2 005 -1 2 -1 2 : Tr a de of Hig h -Tech  Pr odu cts in  2 0 05  Up 2 6 .8 % Yea r -On -Yea r

2 006 -06 -2 0: Ch in a  Sig n ed 4 ,6 3 0 Tech n olog y  Im por ts Con tr a cts To Da te in  2 006  – A n  In cr ea se of 5 7 .2  Per cen t  Yea r -On -Yea r

Patent Applications in China

2 006 -05 -2 9 : Com pa r ison  of For eig n  a n d Dom estic Pa ten t  A pplica t ion s

2 006 -02 -05 : Ch in a ’s Pa ten t  A pplica t ion s Rocket  in  2 0 05

2 006 -05 -1 5 : Pa ten t  A pplica t ion s Ov er  1 1 5 ,000  in  Fir st  Qu a r ter ,  2 006

Automobile Manufacturing Industry in China

2 006 -06 -01 : Ch in a  En cou r a g es (Requ ir es) In depen den t  In n ov a t ion  of A u to In du str y ,  In clu din g  For eig n -Fu n ded Ma n u fa ctu r er s Dir ect  Su ppor t

>
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June 21, 2006 at 3:33 pm
5 6 .  Guest responds: 

Em er g in g  Ma r kets Wa tch : A ccor din g  to th e IMF, em er g in g  econ om ies a ccou n t  for  4 8 % of g loba l GDP (in  PPP ter m s), a n d th ese econ om ies a r e
g r ow in g  a t  a n  a v er a g e r a te of 7 % v er su s 3 % for  th e dev eloped econ om ies.  Th u s th eir  sh a r e of th e g loba l pie is la r g e a n d g r ow in g .

With  th eir  econ om ic im por ta n ce in cr ea sin g  on e w ou ld ex pect  th e fix ed in com e m a r kets to m ov e a t  lea st  r ou g h ly  in  lin e w ith  econ om ic
a ctiv ity .  Th a t  is,  in cr ea sed econ om ic a ct iv ity  sh ou ld g o h a n d in  h a n d w ith  a  br oa den in g  a n d deepen in g  of fix ed in com e m a r kets,  a n d
in v estm en ts in  th ese cou n tr ies w ou ld be ex pected to be a n  im por ta n t  com pon en t  of a n y  g loba l fix ed in com e a lloca t ion .

Bu t  a t  pr esen t  th ese cou n tr ies a r e sig n ifica n tly  u n der -r epr esen ted in  r ela t ion  to th eir  econ om ic im por ta n ce.  Ch a r t  2  sh ow s th e IMF est im a tes
for  sh a r e of g loba l GDP com pa r ed w ith  th ose cou n tr ies’ r epr esen ta tion  in  th e Leh m a n  Globa l A g g r eg a te in dex  (a s a  pr ox y  for  fix ed in com e
in v estor s’ ex posu r e).  A m a zin g ly  9 6 % of in v estm en ts a r e con cen tr a ted in  cou n tr ies th a t  m a ke u p on ly  5 2 % of w or ld GDP – a n d th e slow er
g r ow in g  cou n tr ies to boot!

In dia : Th e SEZs Ru sh  – In dia  h a s w itn essed a  h u g e r u sh  fr om  pr iv a te sector  com pa n ies keen  to set  u p Specia l Econ om ic Zon es (SEZs). Th e n ew
SEZ la w  w a s a ppr ov ed in  Febr u a r y  2 0 06 , a n d th e g ov er n m en t h a s a lr ea dy  r eceiv ed ov er  1 00 a pplica t ion s.

Despite th e r ecen t  pick-u p,  In dia ’s sh a r e in  w or ld g oods ex por ts h a s been  v er y  sm a ll – a t  0 .9 % for  2 0 05  – du e to th e w idely  kn ow n  g a ps in  th e
bu sin ess en v ir on m en t.  SEZs, h ow ev er , ca n  qu ickly  h elp cr ea te h ig h -qu a lity  in fr a str u ctu r e in  pockets,  pr ov idin g  a  liber a l a n d su ppor t iv e
bu sin ess en v ir on m en t,  a n d th u s kick-sta r t  th e m u ch -n eeded pu sh  for  m a n u fa ctu r in g  ex por ts.

A lth ou g h  SEZs a s a  con cept  a ppea r  to be th e r ig h t  solu tion  to en cou r a g e In dia ’s m a n u fa ctu r in g  ex por ts,  th e g ov er n m en t ’s cu r r en t  a ppr oa ch
m a y  n ot  be th e best  w a y  to a ch iev e th e m u ch -n eeded pu sh  to boost  In dia ’s m a n u fa ctu r in g .

We believ e th a t  a  la r g e n u m ber  of n ew  SEZs bein g  pla n n ed a r e pr im a r ily  a im ed a t  w in n in g  ta x  ben efits; losin g  ta x  r ev en u es a t  a  t im e w h en
th e g ov er n m en t ’s fisca l deficit  is a lr ea dy  h ig h  is n ot  th e best  idea .

Th e n ew  SEZ la w  is u n likely  to a ddr ess th e cr it ica l issu e of la bou r  flex ibility .  Th e m ost  r estr ict iv e cen tr a l g ov er n m en t  r eg u la t ion  is th a t
w h ich  r equ ir es a ll em ploy er s w ith  m or e th a n  1 00 em ploy ees to g a in  com pu lsor y  g ov er n m en t a ppr ov a l (n or m a lly  a  lon g  dr a w n -ou t  pr ocess)
befor e r etr en ch in g  w or ker s or  closin g  pa r t  of a n  en ter pr ise.  Th is pr ov ision  h a s n ot  ch a n g ed sin ce 1 9 8 2 .  Th e or ig in a l dr a ft  of th e n ew  SEZ la w
in ten ded to g iv e sta te g ov er n m en ts th e fr eedom  to a llow  im plem en ta t ion  of flex ible la bou r  la w s w ith in  th e SEZ a r ea . How ev er ,  befor e th e
fin a l a ppr ov a l fr om  th e low er  h ou se of pa r lia m en t,  th e g ov er n m en t w a s for ced to dr op th is cla u se in  th e fa ce of left ist  opposit ion .

Th e g ov er n m en t  h a s a lso in dica ted th a t  it  w ill n ot  a llow  th e m ov em en t of ex ist in g  bu sin esses in to SEZs.  We believ e th a t  g iv en  t h e ta x  sa v in g s,
com pa n ies m a y  ch oose th e n ew  SEZ r ou te for  ex pa n sion  pla n s th a t  th ey  oth er w ise w ou ld h a v e pu r su ed ou tside th e SEZ a r ea .  Ma n y  pr oposed
in v estm en ts cou ld be m er e su bst itu t ion  of in v estm en ts th a t  w ou ld h a v e oth er w ise ta ken  pla ce ou tside th e SEZ a r ea .  Th e n ew  SEZ in v estm en ts
a r e u n likely  to pr ov ide th e m u ch -n eeded fillip to In dia n  sm a ll a n d m ediu m  m a n u fa ctu r in g  sector  com petit iv en ess.

June 21, 2006 at 3:59 pm
5 7 .  Dave Chiang responds: 

To Br a d,

It  a lm ost  seem s to m e th a t  y ou r  w ebsite Blog  h a s ov er ly -focu sed on  Ch in a ’s m a cr o-econ om ics.  Reg a r dless of w h a t  Wester n  pu n dits cr it icize,  th e
Ch in ese a r en ’t  g oin g  to follow  th e dicta tes of th e US Tr ea su r y , IMF, or  Wor ld Ba n k (ie.  a ll ba sed in  Wa sh in g ton  DC).  For  th e pa st  3 0 y ea r s,  th e
IMF Neo-liber a l Econ om ists a n d th eir  Wester n  m edia  pu n dits h a v e a lw a y s been  pr ov en  w r on g  a n d com pletely  bia sed a g a in st  th e A sia n
In du str ia l m odel.

A  m or e pr odu ctiv e econ om ic Blog  topic w ou ld in v olv e in for m in g  A m er ica n s to pr epa r e for  th e in ev ita ble sta g n a n t  econ om ic g r ow th  a n d
r isin g  in fla t ion . A s a  r esu lt  of Bu sh ’s ta x  cu ts a n d deficit  spen din g  a n d Gr een spa n ’s r ock-bottom  in ter est  r a tes of th e ea r ly  2 000s,  th e US
econ om y  is a t  r isk of a  sta g fla t ion a r y  cy cle.

A  m or e pr odu ctiv e topic for  US r esiden ts w ou ld be a  discu ssion  on  h ow  to pr otect  on e’s per son a l w ea lth  fr om  econ om ic m ism a n a g em en t
policies by  th e US g ov er n m en t a n d Feder a l Reser v es.  Th e in tellectu a lly  dish on est  a ttem pt  to bla m e th e Ch in ese for  fu n da m en ta l US Econ om ic
issu es does a  disser v ice to th e Econ om ic pr ofession . Th e Ch in ese econ om y  sh ou ld be ba n n ed fr om  fu r th er  discu ssion  by  A m er ica n  Econ om ists.

Reg a r ds,

June 21, 2006 at 4:05 pm
5 8 . bsetser responds: 

MG — In v estm en t h a s g on e fr om  som eth in g  like 4 0 to som eth in g  like 5 0% of Ch in ese GDP (su bjct  to DOR’s ca v ea ts a bou t  th e sta ts) ov er  th e
pa st  few  y ea r s.  FDI h a s m a y be g on e u p by  1 % of GDP ov er  th a t  t im e (I h a v en ’t  don e th e ca lcu la t ion ,  bu t  i a m  r ea son a bly  g ood a t  ey eba llin g
da ta ).  It  ex pla in s m a y be 1 % of th e 1 0% in cr ea se …

a n d if DOR is r ig h t  a n d JV s a r e ou t  of sty le,  th a t  im plies on e $ of FDI is n o lon g er  lev er a g in g  a n  a ddit ion a l $ of in v estm en ts by  Ch in ese JV
pa r tn er s. It  m a y  be doin g  th e sa m e th in g  th r ou g h  in dir et  ch a n n els.

I fu lly  a ccept  th a t  th er e h a s been  a  h u g e sh ift  in  electr on ics a ssem bly  a n d in cr ea sin g ly  electr on ics com pon en ts m a n u fa ctu r e ov er  th e pa st  few

5/16/2011 Brad Setser: Follow the Money » Blog …

…cfr.org/…/paging-edward-hugh-demo… 17/22



y ea r s, la r g ely  du e to FDI (m ostly  Ta iw a n ese).

Bu t  dom estic in v estm en t  h a s in cr ea sed su bsta n tia lly  a t  th e sa m e t im e — a n d th a t  is w or th  ex plor in g  too.  ch eer s

June 21, 2006 at 4:06 pm
5 9 .  Movie Guy responds: 

Goin g  for w a r d,  dir ect  a n d a ccou n ta ble FDI in  Ch in a  sh ou ld declin e,  bu t  h ig h  tech n olog y  im por ts a n d th eir  effects on  th e Ch in ese econ om y  w ill
in cr ea se su bsta n tia lly .  Both  situ a t ion s a r e to be a n ticipa ted.

It  doesn ’t  m a tter  if FDI in  Ch in a  declin es som ew h a t  a s lon g  a s h ig h  tech n olog y  im por t  con tr a cts in cr ea se,  a s tech n olog y  g r ow th  is per for m in g
a s ex pected a n d ca lled for  in  Ch in a ’s fiv e y ea r  pla n . Th e m u lt iplier  effects a r e im m en se a n d w idespr ea d, dr iv in g  a  n otew or th y  por t ion  of
dom est ic  in v estm en ts a n d sa v in g s.

Th ose w h o a ttem pt to com pa r e FDI to dom est ic in v estm en t tota ls w ith  a  sim ple a ccou n tin g  n u m ber s to n u m ber s spr ea dsh eet  com pa r ison  a r e
lost  fr om  th e sta r t .  It  doesn ’t  w or k th a t  w a y .  You  h a v e to kick in  th e pr ojected a n d kn ow n  m u lt iplier s for  th e FDI n u m ber s.  Th ose ex per ien ced
in  econ om ic dev elopm en t pr ojects kn ow  th is,  bu t  a ppa r en tly  th e poin t  is lost  on  som e econ om ists a n d a n a ly sts w h o la ck th e h a n ds on
ex per ien ce.

Sim ila r ly ,  th ose w h o a t tem pt  to com pa r e, a s a  g a u g e, FDI in v estm en ts in  th e Un ited Sta tes to th ose of Ch in a  a r e equ a lly  in cor r ect  in  th eir
a ssu m ption s in  m a n y  in sta n ces. New  FDI in  th e USA  w h ich  does n ot  in v olv e th e in tr odu ct ion  of n ew  tech n olog y  a n d pr odu cts or  n ew
m a n u fa ctu r in g /ba ckr ooom  oper a t ion s w ill ty pica lly  n ot  m a tch  th e FDI per for m a n ces in  Ch in a . Not  ev en  close.  Wh y  sh ou ld it?

Let ’s sa y  th a t  a  for eig n  fir m  bu y s a  U.S.  cor por a te a sset  or  th r ee su ch  cor por a te a ssets.  Wh a t  h a ppen ed? Ow n er sh ip tr a n sfer  a n d th e ty pica l
dow n sizin g  or  g r ow th  ch a n g es a pplied to su ch  a n  FDI tr a n sa ction .  No big  dea l in  ter m s of m a ssiv e econ om ic g r ow th .  Ch in a  is a n  en tir ely
differ en t  stor y  for  m ost  FDI pr ojects.  New  ca pita l,  con str u ct ion , tech n olog y ,  m a r kets,  pr odu cts,  y ou  n a m e it .  Hu g e g r ow th .  Poten tia l for
sig n ifica n t  m odifica t ion  of th e econ om y .

How  m a n y  FDI fir m s,  FFE, or  FIEs a r e in  Ch in a ? Th ou sa n ds u pon  th ou sa n ds. Th e im pa ct  is sig n ifica n t  a n d g r ow in g .

How  m a n y  FDI fir m s or  FIEs h a s Ch in a  a u th or ized to be pu t  in  pla ce? Mor e th a n  y ou  ca n  im a g in e. See on e of th e lin ks a bov e.  Ov er  5 00 ,000 .

Th is is n ot  a n  a ttem pt to slig h t  dom estic in v estm en ts or  im pr ov em en ts in  Ch in a . Cer ta in ly  n ot .  Ra th er , th is is posted in  a n  effor t  to open  a  few
to th e w or ld of FDI r ea lity .  It ’s t im e to ca tch  u p.

If y ou  h ir e a n  econ om ist  to r u n  y ou r  for eca st in g  a n d a n a ly sis in  y ou r  cor por a t ion  (ju st  a ssu m e y ou  ow n  on e),  y ou  w a n t  th a t  econ om ist  to
u n der sta n d econ om ic dev elopm en t in it ia t iv es (in bou n d a n d ou tbou n d) in clu din g  FDI pr ojects.  If y ou r  econ om ist  doesn ’t  ev en  m a ke a n
a ttem pt to u n der sta n d FDI r ea lity ,  cu t  h im  or  h er  loose a n d h ir e a n oth er  on e. Qu ickly .  Oth er w ise,  y ou  w ill lose m on ey .

FDI in  Ch in a  is a  v er y  big  dea l.

A n d, y es, it  is m y  opin ion  th a t  Ch in a ’s FDI dolla r s w ill decr ea se,  bu t  th e sta g e w ill a lr ea dy  been  set  for  su bsta n t ia l con tin u ed g r ow th . It ’s
sim ila r  to sett in g  a  for est  on  fir e.  Tr y  to pu t  ou t  if y ou  w a it  too lon g .

Th e g a m e g oin g  for w a r d is h ig h  tech n olog y  in for m a tion  a n d pr odu ct  im por ts.  Th e n ex t  su r g e in  g r ow th  w ill be ev iden t .

June 21, 2006 at 4:44 pm
6 0. Guest responds: 

DF: Do a n y  of y ou  kn ow  of a  blog  a dr essin g  th e w a g e/pr odu ct iv ity  g a p issu e,  th e r isks of th e g loba l a sset  a n d cr edit  bu bble…

Ch eck ou t  th is m issiv e of A n dy  Xie a t  Mor g a n  Sta n ley ,  m or e on  th e la t ter  topic th a n  th e for m er .
h t tp://w w w .m or g a n sta n ley .com /GEFda ta /dig ests/2 006 06 2 0-tu e.h tm l

June 21, 2006 at 4:55 pm
6 1 .  Joseph Wang responds: 

I’d a r g u e th a t  th e big g est  th in g  th a t  Ch in a  ca n  g et  fr om  FDI isn ’t  tech n olog y ,  its m a n a g em en t kn ow  h ow . On ce y ou  h a v e Ch in ese fig u r in g  ou t
h ow  to r u n  a  h ig h -tech  com pa n y  like IBM or  a  stock m a r ket ,  th er e is m or e th a n  en ou g h  in dig en ou s ta len t  to pr odu ce its ow n  tech n olog y .

June 21, 2006 at 5:24 pm
6 2 . ReformerRay responds: 

Da v id Ch ia n g  ca n  be cou n ted on  to r ev er t  to “ dolla r  h eg em on y ”  a s a  key  r ea son  for  tr a de im ba la n ces.

A ppa r en tly ,  th e ter m  r efer s to th e ten den cy  of econ om ic a g en ts a ll ov er  th e w or ld to con tin u e to possess dolla r s a n d seek a ddit ion a l on es.
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If th a t  is th e m ea n in g  of th e ter m , it  is clea r  th a t  th e U.S.  m ilita r y ,  th e Feder a l Reser v e Boa r d a n d a n y  oth er  U.  S. a g en ts a r e a bsolv ed fr om
bla m e in  cr ea t in g  th e situ a t ion  h e deplor es. In depen den t  econ om ic a g en ts m a ke th eir  ow n  decision s a s to w h ich  cu r r en cy  to h old.  Officia l
Wa sh in g ton  h a s don e n oth in g  to r ea lly  in flu en ce th ese decision s sin ce th e Pa r is A ccor d in  1 9 8 5 .

Econ om ic a g en ts seek dolla r  den om in a ted a ssets for  a  v a r iety  of r ea son s of th eir  ow n  ch oosin g , depen din g  u pon  th eir  object iv es,  n ot  th e
object iv es of th e U. S.

I h a ppen  to a g r ee th a t  th e con tin u ed str en g th  of th e dolla r  en cou r a g es th e U. S. tr a de deficit  a n d th a t  th is tr a de deficit  is ba d for  both  th e U. S.
a n d its tr a din g  pa r tn er s.  Bu t  cu r r en cy  v a lu e is bey on d th e con tr ol of th e U. S. g ov er n m en t,  ev en  if it  w a n ted to in flu en ce th e v a lu e.

Th e on ly  a ct ion  open  to th e U.S. g ov er n m en t,  a im ed a t  r edu cin g  th e tr a de deficit ,  is to r estr ict  im por ts.

June 21, 2006 at 8:52 pm
6 3 . Guest responds: 

“ …La st  su m m er ,  th e g ov er n m en t r a ised th e [qu a lified for eig n  in st itu t ion a l in v estor ] QFII ceilin g  fr om  $4  billion  to th e cu r r en t  $1 0 billion –
bu t  Zu o sa y s th a t ’s n ot  likely  to be r epea ted in  th e n ea r  fu tu r e.  On e r ea son  is th a t  Ch in a  doesn ’t  n eed th e ca sh . “ Mon ey  isn ’t  th e dr iv er  for  th e
r eg u la tor s to speed u p QFII a ppr ov a l,”  sh e sa y s.  In stea d,  th e m a jor  r ea son  for  QFIIs is edu ca t ion a l–loca l in v estm en t fir m s ca n  lea r n  a bou t
stock m a r kets fr om  th eir  for eig n  cou n ter pa r ts…”  h ttp://w w w .g loba lcu stody .n et/ca /secu r it ies_in du str y _n ew s_la test_1 4 /

June 21, 2006 at 11:23 pm
6 4 . DOR responds: 

Stor m y ,

A h , n ow  I see th e FIEs-loca l con flict  in  a  bet ter  lig h t .  Yes, th e ta x  in cen tiv es for  FDI a r e n ot  a v a ila ble to loca l fir m s,  w h ich  ex pla in s som e of th e
r ou n d-tr ippin g  FDI.  Th e “ n ot  ev er y th in g  for  sa le”  (a  la  Du ba i Por ts in  th e US) is,  I believ e,  a n  op-ed ty pe of com m en ta r y  r a th er  th a n  a n  FIE-
loca l disa g r eem en t.  Ha v en ’t  h ea r d th e con cer n s a bou t  sm oth er in g  loca l fir m s a n d th e la bor  a n d en v ir on m en t  don ’t  seem  to be a n  FIE-loca l
disa g r eem en t  a t  a ll.

MTC,

PRC FDI in  1 2  ou t  of 1 3  y ea r s m a in ta in ed for w a r d m om en tu m , v s.  on e r ev er sa l.  If th a t  isn ’t  m ov in g  stea dily  u pw a r ds, w e fa ce differ en t
g r a v ita t ion a l for ces on  th is side of th e Pa cific.

“ Cla im in g  th a t  $7 0-8 0 billion  of FDI w ill h a v e a  g r ea ter  econ om ic im pa ct  th a n  $1 .3  t r illion  of dom est ic  in v estm en t is n ot  sen sible.”
—Wh a t  w ou ld y ou  offer  a s a n  a lter n a t iv e? Ex por ts a r e th e key  job cr ea tor  a n d MNCs a r e th e key  to ex por ts.  Oh , a n d r eg a r din g  $1 .3  t r illion ,
r epea t  a fter  m e:

“ A ssu m in g  a n y  of th e da ta  a r e close to a ccu r a te .  .  .”

DF,

“ How  com e th er e a r e so few  econ om ist  poin tin g  ou t  th a t  w a g es a r e too low  in  th e USA  to pr ov ide a  su sta in a ble lev el of spen din g .”

Wh y  w ou ld a n y on e th in k th a t  th e US sta n da r d of liv in g  is su sta in a ble? Let ’s fa ce it : th e ty pica l US em ploy ee is ov er pa id (in  a  low  cost-of-
liv in g  econ om y ) r ela t iv e to th e a lter n a tiv es, a n d equ a lly  im por ta n t,  costs h is em ploy er  too m u ch  r ela t iv e to th e a lter n a tiv es.

Oh , a n d DF, if y ou  stop com m en tin g , w e a ll lose.

Gu est  (w h oev er  y ou  a r e),

RE: “ Yes,  ex pa tr ia te-in v ested fir m s pr odu ce m a n y  Ch in ese ex por ts,  bu t  th ey  often  do it  by  seizin g  con tr ol of ex por t-or ien ted bu sin esses fr om
in dig en ou s Ch in ese”

Ha ! Th a t ’s th e best  joke I’v e seen  in  y ea r s!

Clea r ly  th e a u th or  (I r ea lize it  w a sn ’t  y ou ) h a s n o idea  w h o for eig n  in v estor s in  Ch in a  a r e,  n or  th e pr e-FDI sta te of Ch in a ’s m a n u fa ctu r in g -for -
ex por t  in du str y  (n on -ex isten t ,  or  close to it ).

Th a n ks for  th e la u g h !

Mov ie Gu y ,

Th a n ks for  th e r em in der : 5 5 2 ,7 00  for eig n  in v estm en t pr ojects in  Ch in a  in  1 9 7 9 -2 005 .
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Bu t , I w a n t  to r epea t  som eth in g  else I sa id a bov e: Wh a t  is th e dolla r  v a lu e of “ Good en ou g h  for  g ov er n m en t  w or k”  v s.  “ Zer o defects”  ?

Refor m er Ra y ,

Welcom e ba ck!

.

June 22, 2006 at 1:07 am
6 5 .  DF responds: 

Th a n ks for  su ppor t .

DOr  of cou r se th e US w or ker  is m or e ex pa n siv e th a n  it ’s a lter n a t iv es (ch in ese) so is th e ch in ese w or ker  (v ietn a m ese).
Yet  a n d th a t ’s th e poin t ,  both  a r e UNDERPA ID.
THey  a r e u n der pa id n ot  r ela t iv e to a  m or a l sta n da r d,  h ey  a r e u n der pa id r ela t iv e to th eir  pr odu ct iv ity .  Th ey  pr odu ce 1 00 a n d g et  pa id 8 0.
SO tell m e h ow  a r e th ey  g oin g  to bu y  th e 1 00 pr odu ced ?
A n sw er ,  w ell th ey ’ll pr odu ce m or e for  th e a sset  r ich  or  th e a sset  r ich  w ill len d to th em , bet t in g  on  th eir  w a g e g r ow th … Well sin ce th a t  w a g e
g r ow th  is fa llin g  beca u se of th e a r bitr a g in g  pow er  of em ploy er s … Th e a ll sy stem  h ea ds for  a  cr a sh .

June 22, 2006 at 10:54 am
6 6 . Joseph Wang responds: 

DF: Th e tr ou ble w ith  th a t  a r g u m en t  is th a t  y ou ’d ex pect  if th is w er e th e ca se th a t  Ch in ese w or ker s w ou ld en d u p in  debt  to th e Un ited Sta tes
w h en  th e opposite is h a ppen in g .

It ’s a lso g oin g  to ta ke a  bit  of con v in cin g  to a r g u e th a t  a n  a ssem bly  lin e w or ker  is u n der pa id r ela t iv e to th eir  pr odu ctiv ity .  (Bu t  th is a r g u m en t
is a  bit  cir cu la r  sin ce a  lot  of econ om ists w ou ld a r g u e th a t  th e a m ou n t th a t  a  w or ker  is pa id is by  defin it ion  th e v a lu e th a t  t h ey  a dd to th e
pr odu ct .  To r ea lly  m a ke th e a r g u m en t,  y ou  a r e g oin g  to h a v e to defin e h ow  y ou  a r e ca lcu la t in g  pr odu ctiv ity .)

June 22, 2006 at 12:34 pm
6 7 .  DF responds: 

1  it  is n or m a l for  ch in ese pr odu cer s to len d to th e US con su m er .
On e r ea son  w h y  sa v in g s a r e so h ig h  a n d h ou seh old bor r ow in g  in  ch in a  qu ite low  is pr oba bly  beca u se pr odu ctiv ity  g a in s a r e so h ig h  in  ch in a
th a t  w a g es a r e r isin g  fa st  ev en  th ou g h  th ey  do n ot  m a tch  pr odu ctiv ity  g a in s.

2  Pr odu ctiv ity  is th e v a lu e a dded div ided by  th e h ea d cou n t.  A s sim ple a s th a t .  A ll I’m  sa y in g  is th a t  com pa n ies in  th e USA  a n d in  ch in a  h a v e
too m u ch  m on ey  a fter  th ey  h a v e pa id w a g es, so th ey  eith er  ov er  in v est  or  ov er len d or  ov er pa y  th eir  a sset  h older s

June 22, 2006 at 1:36 pm
6 8 . Guest responds: 

the biggest thing that China can get from FDI isn’t technology, it’s management know how

Doin g  bu sin ess in  Ch in a : Ch in a  h a s th e r a w  m a ter ia lâ €” sm a r t ,  dr iv en , edu ca ted peopleâ €” it  n eeds to pu sh  its h ig h -tech  a m bit ion s. Yet
m a n a g in g  th ose people w h ile n a v ig a t in g  a n  opa qu e bu r ea u cr a cy  a n d a n  u n pr edicta ble bu sin ess en v ir on m en t m a tter s ju st  a s m u ch  a s
w r it in g  code or  desig n in g  h a r dw a r eâ €” a n d w ill deter m in e w h eth er  Ch in a  ca n  m ov e fr om  th e w or ld’s w or ksh op to becom in g  a  ser iou s for ce in
g loba l tech n olog y .

June 22, 2006 at 2:30 pm
6 9 . Joseph Wang responds: 

DF: Qu estion : You  ca n  solv e th is pr oblem  of com pa n ies h a v in g  too m u ch  m on ey  by  cu tt in g  a  n ice big  ch eck to th e CEO a n d sen ior
m a n a g em en t . Wou ld th a t  be a n  a ccepta ble solu tion  to th e pr oblem  y ou  m en t ion ? I’m  tr y in g  to u n der sta n d w h eth er  y ou r  object ion  is a bou t
la bor  v s.  ca pita l or  if it  h a s som eth in g  to do w ith  in com e distr ibu t ion . Th e tw o a r e v er y  differ en t  (a n d I’m  m or e sy m pa th et ic  t o a r g u m en ts
com pla in in g  a bou t  th e la tter ).  For  th e pu r poses of bookkeeppin g , m on ey  pa id to CEO’s in  th e for m  of bon u ses a r e cou n ted a s “ w a g es”  to
“ la bor ” .

June 22, 2006 at 7:05 pm
7 0. DF responds: 

Th e pr oblem  is in com e distr ibu tion  a n d pr odu ct ion  distr ibu t ion .
Mor e a n d m or e g oods a r e bein g  pr odu ced for  people th a t  do n ot  h a v e th e m ea n s to pa y  th em , m or e a n d m or e people a r e h a v in g  m on ey  w ith  n o
spen din g  u se a v a ila ble,  few  g oods for  th em .

June 22, 2006 at 11:06 pm
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7 1 .  DOR responds: 

DF,

V a lu e of pr odu ct  = 1 00.
Wor ker  pa y  = 8 0
Rem a in der  = 2 0

2 0 cov er s in v estm en t , cost  of em ploy m en t  (bey on d com pen sa t ion ),  ta x es,  in ter est ,  pr ofit .

If y ou  w a n t  a n  in du str y  w h er e 1 00% of th e v a lu e g oes to th e w or ker ,  y ou ’r e lookin g  for  su bsta n ce fa r m in g , n oth in g  m or e. Pu llin g  w eeds w ith
BOTH h a n ds is a n  ex cellen t  w a y  to dou ble pr odu ctiv ity .
.

June 22, 2006 at 11:07 pm
7 2 .  DOR responds: 

I m ea n t  “ su bsisten ce fa r m in g ” .

June 23, 2006 at 9:23 pm
7 3 .  groucho responds: 

“ Th e pr oblem  is in com e distr ibu t ion  a n d pr odu ction  distr ibu tion .
Mor e a n d m or e g oods a r e bein g  pr odu ced for  people th a t  do n ot  h a v e th e m ea n s to pa y  th em , m or e a n d m or e people a r e h a v in g  m on ey  w ith  n o
spen din g  u se a v a ila ble,  few  g oods for  th em .”

DF, w h o n eeds m on ey  w h en  y ou  ca n  g et  cr edit? If Ber n a n ke ca n  keep Gr een spa n ’s ser ia l bu bble blow in g  sy stem  in ta ct ,  US h ou seh olds sh ou ld
ea sily  be a ble to ex tr a ct  a n oth er  1 0-2 0 tr illion  in  w ea lth  fr om  th eir  “ por tfolios” .  Th e tr ick is n ot  to w a it  t ill a ssets h a v e colla psed like in  Ja pa n .
A s soon  a s Ber n a n ke sees in fla t ion  ex pecta t ion s con sisten t ly  dr oppin g  h e w ill h a v e to pu t  “ th e peda l to th e m eta l” .  If h e blow s h a r d en ou g h ,  US
con su m er s sh ou ld be a ble to soa k u p a ll th e ex cess pr odu ct ion  th a t  ch in a  ca n  m u ster .  It ’s th e US con su m er  m u st  ou t-con su m e a ll

June 24, 2006 at 2:18 am
7 4 .  DOR responds: 

DOR, I don ’t  th in k y ou  r ea d m e.
THe h istor ica l m ea n  of th e sh a r e of w a g es / GDP is 6 0,  r ig h t  n ow  it  is closer  to 5 0  in  th e USA  a n d m a n y  eu r opea n  cou n tr ies.
1 0  poin ts is a  lot ,  a n d th e w or st  th in g  is th a t  it  h a s been  g oin g  on  for  a  w h ile n ow .

DF, w h o n eeds m on ey  w h en  y ou  ca n  g et  cr edit? If Ber n a n ke ….

You  sa id it .  If Ber n a n ke … Bu t  Ber n a n ke ca n ’t  … You  n eed m on ey  beca u se y ou  ca n  pr in t  m on ey  a d in fin itu m , bu t  y ou  ca n ’t  bor r ow  a d
in fin itu m . Soon er  or  la ter  y ou  h a v e to stop a ddin g  to y ou r  debts.

BWS n ote — th is post  w a s n ot  fr om  th e u su a l “ DOR”  bu t  fr om  som eon e post in g  a  com m en t in  r espon se to th e u su a l “ DOR”

June 24, 2006 at 9:29 am
7 5 .  wimpie responds: 

“ Soon er  or  la ter  y ou  h a v e to stop a ddin g  to y ou r  debts”

DOR,

Un less y ou  keep r ollin g  th em  ov er  a t  con tin u a lly  declin in g  in ter est  r a tes.  How  m u ch  cr edit  ca n  ev er y body  h a n dle a t  0%. How  a bou t  @ .01 %,
.001 %, .0001 %. Key n es object iv e w a s to br in g  ca pita l to t r a n sa ct ion  costs on ly (0%+ fee).  With  a ll th e a u tom a tion  in  toda y s len din g  pr ocess,
tr a n sa ct ion  fees a r e a lr ea dy  becom in g  n eg lig ible a n d soon  th ey  w ill a ppr oa ch  n il.  A t  th a t  poin t  a sset  pr ices cou ld a ppr oa ch  in fin ity  a n d
w ea lth  ex tr a ct ion  cou ld g o on  in defin itely .  Cen tr a l Ba n kin g  h a s cr ea ted a  per petu a l w ea lth  cr ea tin g  m a ch in e. Now  let  m e g o look  for  a  bu r g er
join t .

I w ill g la dly  pa y  y ou  tu esda y  for  a  h a m bu r g er  toda y !

June 25, 2006 at 10:13 pm
7 6 .  DOR responds: 

OK, th is is g et t in g  spooky  .  .  .  a  post  to m e, a bou t  m y  post  to DF th a t  is sig n ed DOR (bu t,  w ith ou t  th e e-m a il a ddr ess beh in d it).

Wa sn ’t  m e, h on est .

w im pie,
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© Copy r ig h t  2 01 1  by  th e Cou n cil on  For eig n  Rela t ion s. A ll Rig h ts Reser v ed.

Im plicit  in  y ou r  a ssu m ption  a bou t  debt  r oll-ov er  is th a t  th e len der  n ev er ,  ev er  w a n ts h is m on ey  ba ck. Rea list ic?

June 26, 2006 at 12:30 am
7 7 .  wimpie responds: 

DOR, I r e-r ea d th a t  post .  I th in k DF m ig h t  h a v e w r itten  it .

“ Im plicit  in  y ou r  a ssu m ption  a bou t  debt  r oll-ov er  is th a t  th e len der  n ev er , ev er  w a n ts h is m on ey  ba ck.  Rea list ic?”

I’m  n o fa n  of cen tr a l ba n kin g .  Bu t  th ey  cer ta in ly  don ’t  n eed th eir  “ m on ey ”  ba ck. On  th e oth er  h a n d, w ith  th is cu r r en t  g loba l cr edit  cy cle,  w e
ca n  see th a t  CB’s w ill ta ke ba ck w h a t  th ey  h a v e g iv en  a n d it  ca n /w ill ca u se som e ser iou s a dju stm en ts. Un der  th e cu r r en t  CB m on eta r y  sy stem
to keep debtor s r ollin g  ov er  th eir  lia bilit ies a t  low er  a n d low er  r a tes y ou  w ou ld h a v e to a dopt  a  m or e Fr iedm a n  ty pe m on ey  su pply  g r ow th
sy stem  in stea d of th e cu r r en t  pr ice in fla t ion  sch em e.

June 26, 2006 at 9:12 pm
7 8 .  DOR responds: 

w im pie,

You  m a y  be r ig h t .  I ca n  cer ta in ly  en v isa g e a  len der  dem a n din g  r epa y m en t  of a  3 % loa n  a n d th en  tu r n in g  r ig h t  a r ou n d a n d len din g  to th e
sa m e bor r ow er  a t  8 %. Im plicit  is th a t  th e bor r ow er  isn ’t  a s sa fe a s befor e, w h ich  is cer ta in ly  t r u e in  th is ca se!

.

June 27, 2006 at 1:07 pm
7 9 .  wimpie responds: 

DOR,

“ I ca n  cer ta in ly  en v isa g e a  len der  dem a n din g  r epa y m en t  of a  3 % loa n  a n d th en  tu r n in g  r ig h t  a r ou n d a n d len din g  to th e sa m e bor r ow er  a t
8 %. Im plicit  is th a t  th e bor r ow er  isn ’t  a s sa fe a s befor e, w h ich  is cer ta in ly  tr u e in  th is ca se!”

Th a t  is a lr ea dy  h a ppen in g  in  th e US, w h er e h om eow n er s a r e doin g  ca sh ou t  r efi’s a t  h ig h er  r a tes. Obv iou sly , th ey  h a v e a  ca sh flow  pr oblem  or
ex pect  on e soon . So w h y  n ot  ta ke ou t  som e m or e in com e fr om  th e best  job on  th e pla n et…h om e r efin a n cin g .
I do ex pect  a  cr edit  cr u n ch  ov er  th e n ex t  1 2 -2 4  m on th s.  A t  th a t  poin t  th e m u sica l ch a ir s stop a n d a ll pla y er s w ill h a v e to look for  a  ch a ir .  I
ex pect  a  tsu n a m i of h om es w ill qu ickly  en ter  th e m a r ket  a s pla y er s r ea lize th e g a m e h a s ch a n g ed.  A t  th a t  poin t  th e US sh ou ld en ter  in to a
m a jor  r ecession  w ith  a n y body ’s g u ess h ow  th e g loba l econ m y  w ill r ea ct  a n d a dju st .

June 27, 2006 at 10:31 pm
8 0. DOR responds: 

w im pie,

Ma n y  th a n ks for  th e v er y  g ood n ew s! I’m  h ea din g  to th e US th is su m m er  to sh op for  a  pla ce to liv e in  m y  r et ir em en t . I don ’t  pla n  on  bu y in g
for  6 -1 8  m on th s,  a n d n ow  look for w a r d to a  n ice discou n t.

June 29, 2006 at 8:40 am
8 1 .  DF responds: 

Yea h  Dor ,  th e post  w a s fr om  m e, I don ’t  u n der sta n d w h y  I sig n ed DOr …

I’m  g la d y ou  a dm itted th a t  debt  ca n ’t  r ise for ev er  a n d th a t  y ou  n eed r ea l ea r n ed m on ey  to r epa y  y ou r  debt  on ce y ou r  cr editor s stop len din g
y ou . Th is is tr u e for  th e in div idu a l con su m er  or  for  th e USA  a s a  w h ole.
(r ea l ea r n ed m on ey  m ea n in g  in  th is ca se ex por ts)
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