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The The PeoplePeople’’s Republic of Chinas Republic of China is currently the is currently the 
sixth (or possibly even the second) largest sixth (or possibly even the second) largest 
economy in the world, with the worldeconomy in the world, with the world’’s fastest s fastest 
growth rate and its largest population. growth rate and its largest population. 
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It is also still an economy It is also still an economy 
in transition from a in transition from a 
poor, rural command poor, rural command 
economy to a dynamic economy to a dynamic 
and prosperous market and prosperous market 
economy, with a stark economy, with a stark 
contrast between a contrast between a 
large and mostly poor large and mostly poor 
rural population, and rural population, and 
relatively advanced, relatively advanced, 
westernized, and westernized, and 
wealthy cities.wealthy cities.

Geography and PopulationGeography and Population

ChinaChina’’s population is 1.3 billion s population is 1.3 billion 
people (currently growing at only people (currently growing at only 
0.6% per year), with 58% in rural 0.6% per year), with 58% in rural 
areas and most of the people in the areas and most of the people in the 
east.east.

ChinaChina’’s land area is roughly 3.7 million square miles, s land area is roughly 3.7 million square miles, 
compared to 3.5 for the USA (including 0.6 in Alaska).compared to 3.5 for the USA (including 0.6 in Alaska).
ChinaChina’’s average population density is more than four s average population density is more than four 
times that of the USA.times that of the USA.
China has a less arable land than the USA, so the density China has a less arable land than the USA, so the density 
per unit of arable land is almost nine times that of the per unit of arable land is almost nine times that of the 
USA.USA.
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ChinaChina’’s GDPs GDP
In 2004, ChinaIn 2004, China’’s pers per--capita GDP was 10,500 capita GDP was 10,500 
RenminbiRenminbi (or Yuan).  At the official exchange (or Yuan).  At the official exchange 
rate, this was roughly $1,300.  Adjusting for rate, this was roughly $1,300.  Adjusting for 
purchasing power parity and updating to purchasing power parity and updating to 
2006, the CIA estimates that China2006, the CIA estimates that China’’s pers per--
capita GDP is roughly $7,600 (compared to capita GDP is roughly $7,600 (compared to 
$43,500 for the USA).$43,500 for the USA).
ChinaChina’’s real pers real per--capita growth rate since capita growth rate since 
1978 has averaged roughly 8% per year.  1978 has averaged roughly 8% per year.  
This is currently the fastest in the world, but This is currently the fastest in the world, but 
is not as fast as Japan (1950is not as fast as Japan (1950--1975) or Korea 1975) or Korea 
(1960(1960--1990).1990).
Assuming the PPP numbers are accurate, Assuming the PPP numbers are accurate, 
then IF China could maintain this growth then IF China could maintain this growth 
rate, it rate, it wilwil become the worldbecome the world’’s biggest s biggest 
economy by 2012 and the richest pereconomy by 2012 and the richest per--capita capita 
by 2040.by 2040.

Major Cities and ProvincesMajor Cities and Provinces
The capital The capital BeijingBeijing is Chinais China’’s s 
most modern city, with 15m. most modern city, with 15m. 
people and a perpeople and a per--capita income capita income 
of 37,000 RMB ($4500) in 2004.of 37,000 RMB ($4500) in 2004.
HenanHenan province is the most province is the most 
populous (97m.), followed by populous (97m.), followed by 
ShandongShandong (92m.) and (92m.) and SichuanSichuan
(87m.). (87m.). 
JiangsuJiangsu province is Chinaprovince is China’’s s 
largest industrial producer.largest industrial producer.
ShanghaiShanghai is the largest city is the largest city 
(17m.) and the richest (60,000 (17m.) and the richest (60,000 
RMB or $7200 per capita).RMB or $7200 per capita).
GuangdongGuangdong province (83 m.) province (83 m.) 
has the largest overall GDP.has the largest overall GDP.
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ChinaChina’’s Foreign Trade and Investments Foreign Trade and Investment

In 2004, China was one of the worldIn 2004, China was one of the world’’s biggest trading s biggest trading 
nations:nations:
–– the worldthe world’’s fourth largest exporter, after Germany, the U.S.A., s fourth largest exporter, after Germany, the U.S.A., 

and Japan.and Japan.
–– the worldthe world’’s third largest importer, after the U.S.A. and Germany.s third largest importer, after the U.S.A. and Germany.
–– accounts for 6% of world exports accounts for 6% of world exports andand 5% of world imports.5% of world imports.
–– receives 4% of U.S. exports and provides 11% of our imports.receives 4% of U.S. exports and provides 11% of our imports.

In 2006, China received $70 billion in Foreign Direct In 2006, China received $70 billion in Foreign Direct 
Investment.  China is the largest recipient of FDI in the Investment.  China is the largest recipient of FDI in the 
less developed world.  It was also technically the largest less developed world.  It was also technically the largest 
recipient in the world, but this amount included amounts recipient in the world, but this amount included amounts 
from Hong Kong.  After HK, the U.S.A. is the largest from Hong Kong.  After HK, the U.S.A. is the largest 
investor in China.investor in China.

ChinaChina’’s Labor Forces Labor Force In 2004, ChinaIn 2004, China’’s official labor force s official labor force 
was roughly 770 million people.  was roughly 770 million people.  
490 million were employed in 490 million were employed in 
rural areas (140m in township rural areas (140m in township 
and village enterprises, 20m in and village enterprises, 20m in 
private firms, 21m selfprivate firms, 21m self--
employed, and more than 300m employed, and more than 300m 
million in agriculture).million in agriculture).
265 million were employed in 265 million were employed in 
urban areas (67m in regular urban areas (67m in regular 
state units, 14m in state units, 14m in LLCsLLCs, 6m in , 6m in 
listed firms, 30m in private listed firms, 30m in private 
firms, 10m in foreignfirms, 10m in foreign--owned owned 
firms, and 25m selffirms, and 25m self--employed).employed).
Estimates for the Estimates for the ““floating floating 
populationpopulation”” of informal ruralof informal rural--
urban migrants are as high as urban migrants are as high as 
100 million people.100 million people.

The average wage was The average wage was 
approximately 16,000 approximately 16,000 
RMB/year (6400 in farming, RMB/year (6400 in farming, 
11,000 in manufacturing, 11,000 in manufacturing, 
about 20,000 in finance, about 20,000 in finance, 
research, and foreignresearch, and foreign--
owned firms).owned firms).
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EducationEducation
Literacy rate is roughly 90%.Literacy rate is roughly 90%.
China has more than 30 million China has more than 30 million 
new high school graduates per new high school graduates per 
year, plus 2.4 million traditional year, plus 2.4 million traditional 
college graduates, 1.9 million college graduates, 1.9 million 
returning adult graduates, and returning adult graduates, and 
150,000 advanced graduates.150,000 advanced graduates.
The most popular majors for advanced graduate study are The most popular majors for advanced graduate study are 
engineering (37%), management (12%), science (12%), engineering (37%), management (12%), science (12%), 
medicine (11%), and law (7%).medicine (11%), and law (7%).
ChinaChina’’s exports have typically been concentrated in labors exports have typically been concentrated in labor--
intensive products that used to be produced by other Asian intensive products that used to be produced by other Asian 
countries, but China is starting to move into more highercountries, but China is starting to move into more higher--tech tech 
areas.areas.
ChinaChina’’s government is making a major investment in its s government is making a major investment in its 
universities, attracting back professors from topuniversities, attracting back professors from top--ranked ranked 
schools in USA and elsewhere.  schools in USA and elsewhere.  QinghuaQinghua, et cetera., et cetera.

GovernanceGovernance

Chief of StateChief of State is President HU is President HU JintaoJintao, who is also , who is also 
General Secretary of the Chinese Communist Party.  General Secretary of the Chinese Communist Party.  
Appointed by the National PeopleAppointed by the National People’’s Congress to a fives Congress to a five--
year term, up to two terms.year term, up to two terms.
Head of government is Head of government is Premier WEN Premier WEN JiabaoJiabao, also , also 
appointed by the NPC, together with the entire appointed by the NPC, together with the entire State State 
CouncilCouncil..
ChinaChina’’s appointed leaders are all members of the s appointed leaders are all members of the 
CCP, as are most representatives to the NPC.CCP, as are most representatives to the NPC.

China is run by the Chinese Communist China is run by the Chinese Communist 
Party, and there are separate and parallel Party, and there are separate and parallel 
political structures for the party and the political structures for the party and the 
state.  Provincial/municipal governments state.  Provincial/municipal governments 
are appointed by the central administration.are appointed by the central administration.
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China under China under 
Chairman MAO ZedongChairman MAO Zedong

October 1, 1949:  PRC founded by October 1, 1949:  PRC founded by 
Mao.  Not recognized by USA.Mao.  Not recognized by USA.
SovietSoviet--style nationalization of style nationalization of 
industry in 1950s, gradual industry in 1950s, gradual 
collectivization of agriculture.collectivization of agriculture.
Great Leap Forward (1958Great Leap Forward (1958--60) led 60) led 
to worldto world’’s worst famine.s worst famine.
Cultural Revolution (1966Cultural Revolution (1966--76) led to 76) led to 
breakdown of education, public breakdown of education, public 
order, and planning.  Radical order, and planning.  Radical 
policies, extreme uniformity policies, extreme uniformity 
continued until Mao died (1976).continued until Mao died (1976).
China reChina re--established relations with established relations with 
the USA in 1970s.the USA in 1970s.

DENG XiaopingDENG Xiaoping

DENG Xiaoping emerged as DENG Xiaoping emerged as 
““paramount leaderparamount leader”” in 1978 after his in 1978 after his 
protegesproteges (HU (HU YaobangYaobang, ZHAO , ZHAO ZiyangZiyang) ) 
were elected to highest positions. were elected to highest positions. 
End of End of ““Politics in Command.Politics in Command.””
Political restructuring to end Political restructuring to end 
personality cults, including term limits.personality cults, including term limits.
CCP repudiated MaoCCP repudiated Mao’’s policies without s policies without 
repudiating Mao.repudiating Mao.
Pragmatic Pragmatic ““black cat, white catblack cat, white cat””
approach.approach.
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DengDeng’’s Economic s Economic 
ReformsReforms

Open Door PolicyOpen Door Policy :  Joint:  Joint--Ventures, Special Economic Zones, Ventures, Special Economic Zones, 
tourism, et cetera.  China granted tourism, et cetera.  China granted ““MFN StatusMFN Status”” by USA.by USA.
Rural Reform:Rural Reform: DecollectivizationDecollectivization, rural and urban markets, , rural and urban markets, 
new rural township and village enterprises, and the release new rural township and village enterprises, and the release 
of surplus labor.  of surplus labor.  
Industrial ReformIndustrial Reform:  Decentralization, more autonomy for :  Decentralization, more autonomy for 
state firms and provincial governments, profit retention, twostate firms and provincial governments, profit retention, two--
tier pricing system, banking reforms, et cetera. tier pricing system, banking reforms, et cetera. 
Result: State firms became more productive, but also were Result: State firms became more productive, but also were 
freed to get more investment than they could productively freed to get more investment than they could productively 
use: more competition, poor management, less profit.use: more competition, poor management, less profit.

The Socialist Market The Socialist Market 
Economy, 1992 Economy, 1992 ––
Under President JIANG Under President JIANG ZeminZemin, , 
the CCP renounced the idea that the CCP renounced the idea that 
economic reform was just a economic reform was just a 
temporary stage.temporary stage.

Instead, the new policy was to create a developed market Instead, the new policy was to create a developed market 
economy with the CCP in charge.  State firms would be the economy with the CCP in charge.  State firms would be the 
““cornerstonecornerstone”” but not necessarily the dominant type of firm.but not necessarily the dominant type of firm.
To promote trade, the currency was unified and devalued to To promote trade, the currency was unified and devalued to 
the black market rate.  The current account became the black market rate.  The current account became 
““convertibleconvertible””..
Most state firms were transformed into Most state firms were transformed into LLCsLLCs, and the best , and the best 
could raise money by going public could raise money by going public –– though the state though the state 
retained a controlling share.retained a controlling share.
State banks were split into commercial and policy banks.State banks were split into commercial and policy banks.
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ChinaChina’’s Changing Industrial Structures Changing Industrial Structure

New Chinese private firms, whollyNew Chinese private firms, wholly--
owned foreign firms allowed, but owned foreign firms allowed, but 
these have little access to financial these have little access to financial 
sector.  Private entrepreneurs sector.  Private entrepreneurs 
allowed into CCP under allowed into CCP under ““three three 
representsrepresents”” policy. policy. 
Policy of Policy of ““release the small, retain release the small, retain 
the largethe large”” for for SOEsSOEs, leading to , leading to 
layoffs in 1990s and creating layoffs in 1990s and creating 
KoreanKorean--style firms. style firms. 
Export sector dominated by Export sector dominated by TVEsTVEs, , 
foreignforeign--owned firms, private firms; owned firms, private firms; 
relied upon to deal with urban relied upon to deal with urban 
unemployment problem.unemployment problem.

State BankingState Banking

China has four big stateChina has four big state--owned banks, two of which now are owned banks, two of which now are 
partially owned by private owners, plus a number of other partially owned by private owners, plus a number of other 
smaller national and city banks. smaller national and city banks. 
Local governments have had influence over bank lending, and Local governments have had influence over bank lending, and 
loans have been biased towards state firms. loans have been biased towards state firms. 
Banking is poorly regulated, and there have been a number of Banking is poorly regulated, and there have been a number of 
major cases of bank officials absconding with or diverting very major cases of bank officials absconding with or diverting very 
large sums.large sums.
Banking has had a high nonBanking has had a high non--performing loan ratio for the past performing loan ratio for the past 
decade or more, and under Premier ZHU decade or more, and under Premier ZHU RongjiRongji the the govgov’’tt tried tried 
to address the problem, with mixed results. to address the problem, with mixed results. 
China has a China has a veryvery high savings rate, and deposits remain in high savings rate, and deposits remain in 
state banks due to implicit state guarantees.state banks due to implicit state guarantees.
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ChinaChina’’s   s   
entry into theentry into the

China was an original member of the GATT, but this China was an original member of the GATT, but this 
seat was kept by Taiwan after the civil war until the seat was kept by Taiwan after the civil war until the 
1970s.1970s.
China was given MFN status under the JacksonChina was given MFN status under the Jackson--
VanikVanik amendment, but this required an annual amendment, but this required an annual 
review of its human rights record.review of its human rights record.
China was finally admitted into the WTO (along China was finally admitted into the WTO (along 
with Taiwan), and agreed to open its import, with Taiwan), and agreed to open its import, 
telecommunications, and banking sectors to foreign telecommunications, and banking sectors to foreign 
competition and investment.  Chinese tariff rates competition and investment.  Chinese tariff rates 
came down dramatically.came down dramatically.
China is seen by many as dragging its feet, China is seen by many as dragging its feet, 
especially in banking.especially in banking.

ChinaChina’’s Exchange Rate s Exchange Rate 
ControversyControversy

China pegged RMB to the Dollar in 1994 at the black China pegged RMB to the Dollar in 1994 at the black 
market rate, which made Chinamarket rate, which made China’’s exports even cheaper.  s exports even cheaper.  
Currency had been considered overvalued.Currency had been considered overvalued.
ChinaChina’’s inflation rate has been lower than ours since s inflation rate has been lower than ours since 
1997, and the currency has become more desirable.1997, and the currency has become more desirable.
China now accounts for more than 10% of U.S. imports, China now accounts for more than 10% of U.S. imports, 
and is blamed in USA for loss of manufacturing jobs.  and is blamed in USA for loss of manufacturing jobs.  
The USA has lost 2 million manufacturing jobs since The USA has lost 2 million manufacturing jobs since 
1995, while China has lost 16 million.  1995, while China has lost 16 million.  
China runs a large current account surplus with the U.S. China runs a large current account surplus with the U.S. 
but a deficit with the rest of the world. Net trade surplus but a deficit with the rest of the world. Net trade surplus 
plus financial account surplus plus financial account surplus BOP surplus.BOP surplus.
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Will the Currency Appreciate?Will the Currency Appreciate?
Exchange rate kept low through massive purchases of Exchange rate kept low through massive purchases of 
U.S. Bonds by PeopleU.S. Bonds by People’’s Bank of China, which now holds s Bank of China, which now holds 
more than $1 trillion of US government debt.more than $1 trillion of US government debt.
Foreign exchange reserves have financed money growth, Foreign exchange reserves have financed money growth, 
but this has been met (so far) by rising money demand. but this has been met (so far) by rising money demand. 
Expectation of future appreciation provides implicit Expectation of future appreciation provides implicit 
insurance for those holding Chinese assets.insurance for those holding Chinese assets.
China now pressured to allow currency to revalue or China now pressured to allow currency to revalue or 
even float, but this is dangerous to banking sector.  even float, but this is dangerous to banking sector.  
Alternative may be price inflation from BOP surpluses.Alternative may be price inflation from BOP surpluses.
China has begun to give more weight to other China has begun to give more weight to other 
currencies, and in the past year has allowed RMB to rise  currencies, and in the past year has allowed RMB to rise  
from 8.29 to 7.76 per Dollar.  Much more still expected.from 8.29 to 7.76 per Dollar.  Much more still expected.

Rural ChinaRural China
Most Chinese still live in rural Most Chinese still live in rural 
areas, on less than $2 per day.areas, on less than $2 per day.
Rural areas continue to have Rural areas continue to have 
large surplus labor problem, and large surplus labor problem, and 
many worry about effect of U.S. many worry about effect of U.S. 
agricultural imports on farm agricultural imports on farm 
prices.prices.
Reports of many protests by Reports of many protests by 
farmers over extractive rural farmers over extractive rural 
leaders.leaders.
Recent experiments in local Recent experiments in local 
elections.elections.
Widening poverty gap between Widening poverty gap between 
rural and urban areas.rural and urban areas.


