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China - Economic Engine

China GDP (US$ trillion)
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Eliminated its dual 
exchange rate
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account 

transaction
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Became a 
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WTO

Source:  IMF and Deloitte
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Exports:  US 21.0%, EU 18.1%, Hong Kong 17.0%, Japan 12.4%, ASEAN* 7.2%, South Korea 4.7%
Imports: Japan 16.8%, EU 12.4%, ASEAN 11.2%, South Korea 11.1%, US 7.9%, Russia 2.2% 

2006 China's Trade
Exports:  $969.1B, 24%
Imports:  $791.6B, 20%

21.0% 7.9%

18.1% 12.4%
e.g., Italy
1970: 120M
2005: 18.6B
(-12.6B)

... 2.2%

12.4% 16.8%

4.7% 11.1%

17.0% ...%

7.2% 11.2%

1. Why Consider China?

Economic Engine – Impacts on global economy: trade 
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2000            2001            2002            2003           2004

$100 B

$300 B

$200 B

$400 B

$500 B Raw materials
Manufactured goods

Export    Import

1. Why Consider China?

Economic Engine – Impacts on global economy: trade 
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Source: US Federal Reserve, 1/15/2007

Economic Engine - Emerging economic super power with 
high growth, savings, and low inflation protection for the world.

1. Why Consider China?
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1. Why Consider China?

Balance Power – China has become international 
political balance power 

UN Security Council
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1. Why Consider China?

Beijing Summit of Forum
on China-African Cooperation

11/4/2006
中非合作论坛北京峰会

Shanghai Group
上海合作组织

6/15/2001 

Asia - Pacific Economic 
Cooperation
亚太经合组织

1989

Balance Power – China has become international 
political balance power 
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2040 World's largest  economy
2020, World's largest, wind power producer

2013, World's largest  radio telescope
2011, World's largest,  solar power generator

2010, World's largest  ship builder

2008
World's largest  exporter
2008
World's largest  cell  phone market

2007
World's largest  producer: fruit & vegetables

2007
World's largest  consumer: meat, coal, grain, steel 

2007
World's largest internet market

2007
World's largest  cargo port

2007
World's largest  IPO

2007
World's largest shopping mall

2006
World's largest  consumer: semiconductors
2006
World's largest  hydro-electric site
……

1. Why Consider China?
Future Promise – continue becoming No#1 in many areas…
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1. Why Consider China?
Future Promise – continue 

Goldman-Sachs
global economics paper #99
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1. Why Consider China?

Forecast in China future growth in 10 or 20 or 30 years?

China is a truly global economic and political influencer
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Future Promise??
– China scenarios

1. Why Consider China?

China’s 
Present

impossible 
futures

possible 
futures

What forces drive China future? 
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●foreign reserves
●currency exchange regime
●overall and bi-lateral trade surpluses
●excess liquidity & inflation
●stock market bubble
●real estate bubble
●non-performing loans
●policy based lending and investment
●loss making SOEs
●unemployment 
●low domestic demand
●high royalty payments
●distorted capital investment
●inter-provincial protectionism
●interest rate subsidies 
●budgetary subsidies for SOEs
●international protectionism
●raw materials sourcing
●excess capacity and hyper-competition
●transportation infrastructure capacity
●desertification of agricultural land
●immature domestic enterprises + open 
markets
●low (although increasing) productivity

●corruption
●innovation & ICM
●IP protection
●developing Western China
●energy supplies
●migrant labor conditions
●educational opportunities
●illegal land evictions
●pollution: water, air, land
●middle & low income housing   
●human transportation gridlock
●corporate governance & accounting
●health care system
●water resources
●domestic militarist & nationalists
●China's “brand” in the world
●aging population & single child families
●gender imbalance
●gap between rural and urban incomes
●territorial disputes
●threatening foreign militarism & unilateralism
●suspension of ideological and historical cultural 
values 
●emerging social institutions 

2. What Forces Drive China’s Future?

China’s Future is determined by many driving forces
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2. What Forces Drive China’s Future?

Covariant or logical groups emerge:

15
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Six group forces might need to difference scenarios

2. What Forces Drive China’s Future?

6 Group Forces Events/triggers Futures 

China’s 
Present

Certain 
Events
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The Chosen Future China graduates
700,000

engineers &
MBAs per year

China makes
real progress
towards clean
air, water, land

China gains
reputation as an
“honest  broker”

for peace

China cedes
low skill/ low
wage jobs to

LDNs

The professional
work force

gains experience
and know-how

Middle class
grows to 800M;
extreme poverty
becomes rare

“China supply
chain” becomes
major economic
& policy force

GDP growth
gradually

declines to
7.5% then 5.0%

China's per capita
resource footprint
is less than 15%

that of the US

China's GDP
surpasses

Japan's and then
that of US

The national
capabilities

portfolio more
resembles US/EU

Chinese law
and industries
become more

mature

Consensus 
replaces  the

violent 
“Pax Americana”

“Hopeless”
nations reduce

poverty with
China investment 

China evolves
from global

manufacturing
center to global

Innovation
center.

The issues of 
human rights,

personal freedom,
democracy,

rule of law, fade.

Balance of soft,
economic, & hard

power make
unilateralism

irrational

3. Where China has Chosen to Go? 

Scenario #1 of the” Chosen Future” Path
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China                             vs.                    EU/USA       

Scenario #1 of the “Chosen Future”

Policy Driven 
Economy

Rule by law

Idealist 
Society

Consumer Driven 
Economy

Rule of law

Pragmatist
Society

3. Where China has Chosen to Go? 
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“Some deeply seated conflicts that have accumulated over a long time have yet to be 
fundamentally resolved, and new problems have arisen that cannot be ignored.”

- Premier Wen Jiabao (3/5/2006)

Evident of Chinese Leadership decision:
The 11th Five-Year Plan

Pursuit of “Harmonious Development”

Scenario #1 of the “Chosen Future”

The 10th Five-Year Plan

Rapid speed for economic growth, 
doubling GDP in 2010 (vs.2000)

• More modern State-owned firms

• Employment opportunities, urban 
and rural

• Continuing to strengthen protection 
of the environment;

• Science, technology and education
• 1

Emphasis scientific development

• Urban and rural
• Coastal and interior
• Economic growth and social 

development
• Economic growth and the 

environment
• International forces and domestic 

interests

3. Where China has Chosen to Go? 
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China’s Plan & Action                                Business Implications
Reduce economic disparities

•Shift investment to social spending 
•Renew emphasis on developing rural and 
inland areas

Reduce economic disparities

•Shift investment to social spending 
•Renew emphasis on developing rural and 
inland areas

Promote internal consumption :
•Encourage people to spend more and 
save less

•Reduce dependence on exports

Promote internal consumption :
•Encourage people to spend more and 
save less

•Reduce dependence on exports

Upgrade industry:
Encourage firms to climb the global value
chain and develop innovative capacities

•Emphasize energy efficiency and 
environmental management

Upgrade industry:
Encourage firms to climb the global value
chain and develop innovative capacities

•Emphasize energy efficiency and 
environmental management

Building a stronger services sector:
Generate jobs and diversify the economy
•Foster a financial sector that operates on 
market principles 

Building a stronger services sector:
Generate jobs and diversify the economy
•Foster a financial sector that operates on 
market principles 

Scenario #1 of the” Chosen Future” Path

Will generate:
•Opportunities in healthcare, education
• and financial services
•A need for services and products
•Demand for infrastructure and logistics

Will generate:
•Opportunities in healthcare, education
• and financial services
•A need for services and products
•Demand for infrastructure and logistics

Will hasten:
•The emergence of increased spending power in the 
world’s fastest growing consumer market

Will hasten:
•The emergence of increased spending power in the 
world’s fastest growing consumer market

Will result in:
•Stiffer global competition in both markets  
•High demand for unique IP

Will result in:
•Stiffer global competition in both markets  
•High demand for unique IP

Will bring about:
•New opportunities for service providers 
•demand for skills and know-how and trainings

Will bring about:
•New opportunities for service providers 
•demand for skills and know-how and trainings

3. Where China has Chosen to Go? 
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Possible diversions off the “Chosen Future” path

Silent 
War

Black 
Tide

Panic 
of 2009

Poisoned 
Planet

Trade
Conflict

Chosen 
Future

China’s 
Present

4. What Triggers might Disrupt the Chosen Future?
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Chosen 
Future
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Trade Conflict The voluntary
textile quota
agreement
falls apart

Millions of 
newly

unemployed 
in China

Capacity added
in new US/EU
trade partners

China imposes
50% tax on
all exports
to EU/US

US & EU both
impose 125%

tariff on China's 
clothing exports

Capacity added
in new US/EU
trade partners

EU/US inflation
jumps by 6%,

living standards
decline

US/EU imports
redirected at
higher cost

China uses tax
receipts to

add education
& infrastructure

PRC abandons
low profit 

products for
higher value

China's exports
are redirected 
at a lower price

Productivity 
increases

while costs
decline in PRC

Interest rates
cause recession 
in Housing and
auto industries

China redirects
investments

toward 3rd world

WTO rules in 
favour of China;

newly elected 
Governments 

in EU & US
abolish tariffs;

countries that 
added capacity

face wasted
investment;

countries that 
accepted

low price PRC
imports face

inflation

Scenario #2 of the “Trade Conflict”

4. What Triggers might Disrupt the Chosen Future?
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Chosen 
Future

Possible diversions off the “Chosen Future” path

Black 
Tide

Panic 
of 2009

Poisoned 
Planet

Trade
Conflict

Silent 
War

4. What Triggers might Disrupt the Chosen Future?

China’s 
Present
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The Silent War Taiwan
declares

independence

Trade with
US & Japan
suspended

Dollar & Yen
reserves in PRC

liquidated

Some limited
incidents

of violence

The professional
PRC Blockade

of Taiwan
Sea, Air & IT

Communications
& IT networks
fail worldwide

US freezes PRC 
government
accounts 

US and Japan
intervene for

Taiwan

PRC-US trade 
is redirected
to EU, CIS

PRC freezes
US corporate

assets

Satellites, cables
and web servers

are attacked

Recession in 
US, Japan, PRC

Yen and dollar
collapse,

PRC recession

US & Japan
experience

20% inflation
New Taiwan
government
announces

formal accession
to PRC ending

conflict.

Massive global
recession 

EU firmly the 
policy and 

economic leader
of the world

Scenario #3 - “Silent War”

4. What Triggers might Disrupt the Chosen Future?
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Possible diversions off the “Chosen Future” path

Silent 
War

Black 
Tide

Panic 
of 2009

Poisoned 
Planet

Trade
Conflict

4. What Triggers might Disrupt the Chosen Future?

Chosen 
Future

China’s 
Present
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Black Tide Rises

Scenario #4 - “Black Tide”

China ends 
subsidies 
for banks 
and SOEs

“Hard landing”
300M 

are unemployed

Commanders of
3 of the 7 

military regions
support peasants

China declares
a state of 
emergency

as riots spread

Violent rioters
Massacred near

Changsha

Intra-national &
international
trade stalls

US & EU move 
to evacuate all

citizens in China

PLA mobilized
to counter

trouble spots

Migrant leader
organizes new

government
in Chendu

Exports from 
China  halt

Government
roadblocks 

isolate trouble

Ultra-nationalist
peasants wreck 

MNC assets

Famine in 
China kills

100's of millions

Food, energy,
and water are
cut off to cities

The old “liberal”
government in 

Beijing
reaches an

accommodation
with the 

ultra-nationalists
as China closes

its doors to
“spiritual &
financial 
pollution.”

Global inflation
and recession

4. What Triggers might Disrupt the Chosen Future?
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Possible diversions off the “Chosen Future” path

Silent 
War

Black 
Tide

Poisoned 
Planet

Trade
Conflict

Panic 
of 2009
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Future
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Scenario #5 - “Panic of 2009”

The Panic of 2009Central bank
relaxes forex
restrictions

The BOC limits
withdrawals

to  ¥100/day,
debit cards void

35% of private
deposits are
withdrawn 
in  14 days

Rumors spread
of banks running

out of cash

Chinese citizens
rush to buy

foreign assets

The interest rate
on time deposits

jumps from 
2.25% to 10.5%

No new loans
or budgetary
subsidies are

available

GDP growth
gradually

declines to
7.5% then 5.0%

China prints
¥2.5 Trillion
in Renminbi

Interest rate
subsidies to
SOE's are 
eliminated

The PRC Yuan
falls in currency

markets

Unemployment
surges at SOEs,
jumps at private

firms

Non-performing
loans hit 80%

in China's banks”

Within weeks
75% of SOE's
are insolvent

The low Yuan 
makes PRC

goods unbeatable
on world markets.

China allows 
the worst banks
& SOEs to fail,

shifting business 
to private 

competitors.

Productivity 
and GDP surge

over next 5 years

4. What Triggers might Disrupt the Chosen Future?
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Possible diversions off the “Chosen Future” path

Silent 
War

Black 
Tide

Panic 
of 2009

Trade
Conflict

Poisoned 
Planet
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Chosen 
Future

China’s 
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The Poisoned PlanetSwitch failure 
shuts down

11 of PRC's 15
nuclear reactors

Rumors cause
mass panic

Stagnant air
over Guangdong

contaminates
HK, GZ, SZ

Auto, rail, air
Transportation

is snarled

Daya Bay and
Dalian 1 both go
super critical :

failed extractors

Winter winds
contaminate
DL, TS, BJ

41 M evacuated
in Lioning;
70 M in 

Guangdong

Containment
fails due to

poor cement 
- corruption

Most
foreigners 

evacuate China

14 million
evacuated

from Beijing;
58 M in Hebei

1 million 
Mwatts off line;
most media is

off the air

MNCs begin
to write off

China 
investments

250,000 km^2
contaminated 
mid-long term

Radiation = 500
times that of
Hiroshima +

Nagasaki bombs

More than $8
Trillion in 

investment
wiped out;

200 M people 
displaced;

estimated 250K
deaths from

radiation over
10 years;

Radiation in 
Korea, Japan, 

SE Asia;

spreading to 
Western US

Scenario #6 - “Poisoned Planet”

4. What Triggers might Disrupt the Chosen Future?
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#3
Silent 
War

#4 
Black 
Tide

#5
Panic 

of 2009

#2
Trade

Conflict

#6
Poisoned 

Planet

#1
China's
Chosen 
Future

China’s 
Present

China’s Scenarios & its Impact on Global

Summary 
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Thank you! 
Q&A?

Jihong W. Sanderson
Executive Director of CRC 

at UC Berkeley 

jihong@haas.berkeley.edu
Office: (510) 643-5836
Cell: (925) 997-4331

Contact info:


