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1. WTO Accession and Impacts 
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2. China’s Economic Impact  
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Morgan Stanley Global Economic Forum, October 1, 2004. 

http://www.morganstanley.com/GEFdata/digests/20041001-fri.html 

Global: China Meets the G-7  
 
Stephen Roach (from Mumbai) 
 
 

By inviting China to participate in the upcoming G-7 discussions in Washington, the club of rich 
nations is acknowledging something that the rest of Asia has known for a long time: The world is 
finally recognizing the existence of a renminbi bloc.  The key question for the G-7 and Asia is whether 
China is up to the task in managing this new currency zone. 

Make no mistake -- China is increasingly in the driver’s seat of an externally-dependent Asian 
economy.  It is the region’s low-cost producer, with unmatched scale and scope and with a production 
platform endowed with the latest in new technology and supported by spectacular infrastructure.  
Economics tells us that low-cost producers are the dominant price setters at the margin.  China 
increasingly plays that role in Asia.  Countries that lose their competitive edge with China are doomed 
to loss of market share in an increasingly competitive global economy.  Consequently, the rest of Asia 
-- including Japan -- has no choice other than to march to the beat of a super-competitive Chinese 
economy.  To the extent that China maintains a fixed relationship between the RMB and the dollar, 
other Asian currencies give the appearance of having dollar pegs.  In reality, however, this masks a 
much more important relationship -- the Asian-RMB peg.  

The RMB bloc encompasses a huge slice of the global economy.  The pan-Asian segment makes up 
34.1% of world output, as based on the IMF’s purchasing-power-parity constructs -- only slightly less 
than the combined 37.0% share for the United States and Europe.  At the same time, Asia currently 
makes up 25.3% of world exports by IMF metrics -- more than double the 11% portion of the United 
States but well below the 32% European share.  China accounts for 37% of pan-Asian GDP and 21% 
of the region’s total exports (on a PPP-basis).  China’s trade dynamic says it all: Over the past 20 
years, China’s share in global trade has risen from less than 1% to nearly 6% -- pushing the nation into 
the role as currently the fourth largest exporter in the world.  Moreover, Chinese imports are exploding 
-- up fully 40% in 2003 and accelerating further to in excess of 50% in early 2004; this import 
explosion has turned China into an engine of growth for its Asian trading partners -- especially Japan, 
Korea, and Taiwan -- and into a key driver of global demand for many important industrial 
commodities such as oil, aluminum, steel, coal, iron, and cement.  An increasingly powerful Chinese 
trade dynamic is reshaping the region and the broader global economy. 

… 
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2.1 Is China exporting deflation? 
 

 
Source: ‘Is China “Exporting Deflation”?’ by Steven B. Kamin, Mario Marazzi, and John W. Schindler, International Finance Discussion Papers No. 
791, January 2004. 
 
 

 
Source: ‘Is China “Exporting Deflation”?’ by Steven B. Kamin, Mario Marazzi, and John W. Schindler, International Finance Discussion Papers No. 
791, January 2004. 
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Source: ‘Is China “Exporting Deflation”?’ by Steven B. Kamin, Mario Marazzi, and John W. Schindler, International Finance Discussion Papers No. 
791, January 2004. 
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“These results would suggest that imports from China have indeed depressed U.S. import 
price inflation to some extent. The estimated long-run impact of higher Chinese import shares on U.S. 
import inflation, based on equation (3), is about -1.3 (calculated as: -.791/[1 - .384]). Considering that 
the share of imports from China in total U.S. imports grew by an average rate of about 0.6 percentage 
point annually over the past decade, this coefficient suggests, as a back-of-the-envelope estimate, that 
imports from China might have depressed overall U.S. import inflation by about 0.8 percentage point 
annually. This represents a far from negligible impact on U.S. import prices, and moreover, prices in 
many sectors were likely affected to a considerably greater degree.16 Even so, with merchandise 
imports accounting for only about 11 percent of U.S. GDP and merchandise imports of consumer 
goods accounting for less than 10 percent of U.S. consumption, the direct effect of imports from China 
on U.S. consumer price inflation in recent years would likely have been quite small, on the order of 0.1 
percentage point or less.” (‘Is China “Exporting Deflation”?’ by Steven B. Kamin, Mario Marazzi, and 
John W. Schindler, International Finance Discussion Papers No. 791, January 2004). 
 
2.2 Is China taking markets away from East Asia 
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 “We find little evidence overall that increases in China’s exports reduce exports of other 
emerging Asian economies. Indeed, it appears that China’s exports and exports of the other economies 
are positively correlated. The correlation appears largely driven by common shocks—such as trading 
partner income—but even after controlling for the major sources of common shocks, the correlation 
remains weak but positive.  

Nevertheless, when one looks at specific products, there is clearly considerable shifting of  
trade patterns taking place. It seems likely that these shifts require actual shifts in resource allocations, 
which can often be painful for those who lose out. From this perspective, China and emerging Asia are 
competitors. The appropriate policy response, however, would be to take steps to smooth the flow of 
resources across sectors.” (“China and emerging Asia: comrades or competitors?” by Alan Ahearne, 
John Fernald, Prakash Loungani and John Schindler, Chicago Fed Working Paper 2003-27, November 
2003). 
 


