
Reactions to China’s emergence as a major force
in the global economy seem altogether too famil-
iar. Concern that China’s rise may pose a threat to
American prosperity recalls similar worries not too
long ago about the implications of Japanese eco-
nomic success. In 1970, Hudson Institute director
Herman Kahn projected that Japan would surpass
the United States by the year 2000 and have the
world’s largest gross domestic product (GDP) in
both per capita and absolute terms.1 With this
accomplishment in prospect, Kahn thought it
likely that the Japanese would insist on full super-
power status.2

The year 2000 has come and gone and Japan 
has neither the world’s largest GDP nor full super-
power status. In 1970, in purchasing power parity
terms, Japan’s GDP was 32.8 percent of U.S. GDP.3

Thirty-four years later in 2004, it was 31.1 percent
of U.S. GDP, leaving Japan relatively smaller com-
pared to the U.S. than in 1970. In 2004, Japanese
defense expenditures as a share of GDP remained
under 1 percent, just as they were in 1970. Japan’s
acquisition of nuclear weapons confidently expected
by Kahn and many others never happened.4

Concerns about Japan were vastly overblown,
but that does not mean that the same concerns
about China will prove groundless. Many will 
say China is different. China is much larger 
than Japan, and not just in population. In 
2004, China’s GDP may have been 65.3 percent
or, perhaps, even 74.1 percent of U.S. GDP.5

And unlike Japan, China is not in a security
alliance with the United States and has long
maintained an independent nuclear capability.
Whatever the extent to which China and Japan
are or are not vastly different, Japan, by itself,
provides too limited a point of reference from
which to understand China’s emergence as 
a major factor in the global economic order.
China, since the 1970s, is the fourth example in
the past 150 years of a large, rapidly growing
export-oriented country being integrated into
the international economic system. Japan,
between 1950 and 1973, was the third. Germany
and the United States, both between 1870 and
1913, were the first two. In the future, India 
may be the fifth. While there is much in Japan’s
experience that is relevant for understanding
China’s emergence today, the German and
American cases may be just as pertinent, if not
more so.
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Speed, Scale, Labor Supply, and Wages

By the standards of these three past emerging giants, what
is it about China that is unique? The speed of China’s
growth is hardly unique. Between 1973 and 2004, China’s
real GDP grew at an average annual rate of 6.86 percent,
but between 1950 and 1973, Japan grew at a still faster
average annual rate of 9.29 percent. To be sure, the smaller
Japanese economy accounted for only 10 percent of global
GDP growth between 1950 and 1973. By comparison,
China has accounted for 20 percent of global GDP
growth since 1973 and 24 percent since 1998. The scale
of China’s accomplishment is truly impressive, but con-
sider that the United States accounted for 25 percent of
global GDP growth not just for a six- or seven-year period,
but for a full forty-three years between 1870 and 1913.

The U.S. experience is especially instructive. The
explosive growth of China’s manufacturing labor force is
widely seen as changing the terms of trade between
unskilled labor and other factors of production in
unprecedented ways worldwide as China continues to
exploit its comparative advantage.6 Between 1978 and
2002, China added 30 million manufacturing jobs.7 This
is double all of manufacturing employment in the United
States today.8 Consider, however, that during roughly
comparable lengths of time in the late nineteenth and
early twentieth centuries, Germany and the United
States together added 9 million manufacturing jobs at a
time when global GDP was 3 percent of what it is today
and global population was no more than one-quarter its
present size.9 The United States in those years, like
China today, was able to radically increase the size of its
manufacturing labor force by drawing in workers who
were effectively outside the international economic sys-
tem. While Chinese manufacturing draws underemployed
workers from elsewhere in the Chinese economy, the
United States easily added 6 million employees to its
manufacturing labor force between 1880 and 1910 by
keeping its borders open to European immigrants.10

While the United States and Germany dramatically
increased the size of their manufacturing labor forces, real
wage increases remained quite modest. Between the early
1880s and 1913, real wages in manufacturing in both the
United States and Germany grew at no more than an
average annual rate of between 1.2 and 1.5 percent.
Because of their economic size, the United States and
Germany, in the late nineteenth and early twentieth cen-
turies, were able to have just that impact on labor mar-
kets in advanced industrialized countries that China is

thought to have today. By drawing on immigrant labor
from southern Europe and eastern Europe, the United
States and Germany not only kept a relatively tight lid
on the growth of real wages in their own economies, they
also kept a lid on real wages in the manufacturing indus-
tries of their leading trading partners and competitors.
Real wages in the manufacturing industries of the UK
and France during these same years grew by an average
annual rate of less than 1 percent.11

In marked contrast to what the U.S. and Germany
experienced, as China has added 30 million workers to its
manufacturing labor force between 1978 and 2002, real
wages in manufacturing there have risen at an astonishing
average annual rate of 12.4 percent.12 At the same time,
just as 100 years ago when the United States and Germany
emerged as major players in the international economy,
real wages in manufacturing have grown only modestly in
at least some of China’s trading partners. Between 1978
and 2004, while real wages were growing rapidly in China,
real hourly wages in manufacturing in the United States
fell at an average annual rate of 0.2 percent.13 During
these same years, real manufacturing wages in Japan grew
by a very modest average annual rate of 0.8 percent.14

Unlike 100 years ago, the relationship between the
emergence of China and the lid on the growth of
demand elsewhere for manufacturing labor during the
past quarter century may be more coincidental than
causal. While China has accounted for 17.5 percent of
the growth in world trade since 1998, over the entire
period since 1973 it has accounted for no more than 8.5
percent of this growth. By enormous contrast, for the
entire forty-three-year period between 1870 and 1913,
the United States and Germany together accounted for
29.8 percent of the growth in world trade. Despite China’s
vaunted size and growth, in the perspective of American
and German scale and growth a century ago, China may
still not be large enough to have the impact often
expected of it. Notice that in the past ten years, when
Chinese exports have come to loom largest in global mar-
kets, real manufacturing wages in the United States have
reversed course and have been growing at an average
annual rate of 0.5 percent, after having declined at an
average annual rate of 0.7 percent during the preceding
fifteen years.15 The quarter-century lag in manufacturing
real wages in the United States has many causes, but
China cannot be one of the most important among
them. This trend was underway long before imports from
China were a factor in the United States or in the mar-
kets of other advanced industrialized economies. 
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Scale, Speed, and the Pace of Structural
Change

While the scale and speed of American and German labor
growth dampened wage growth both at home and abroad
in the late nineteenth and early twentieth centuries,
employment in all the industries in all the other advanced
industrialized economies with which German and Ameri-
can industries competed kept on growing. Manufacturing
employment in countries such as the United Kingdom,
France, and Belgium kept growing right up to World 
War I.16 Readers of such highly popular, hand-wringing,
economic decline–predicting books of that period, such as
Ernest E. Williams’s Made in Germany and W. T. Stead’s
The Americanization of the World, to the extent they might
have learned this, were no doubt surprised.17 Some sixty
years later, in the late 1960s and early 1970s, when Japan-
ese imports to the United States were growing at an
annual rate of 20.1 percent––and Herman Kahn, as noted,
wrote his own hand-wringing book––concerns were raised
about the future of manufacturing in the United States.
These concerns rose exponentially between 1969 and
1971, when manufacturing employment fell by 1.4 million
even as Japanese imports continued to grow.18 Within a
year, however, as unemployment in manufacturing began
to dissipate, it became clear that the drop in employment
had been driven largely by macroeconomic forces.19 With
imports accounting for no more than 4.5 percent of
American consumption of manufactures, it could hardly
be otherwise.20 Within a few years, almost all the Ameri-
can industries most subject to Japanese competition
employment had recovered to peak levels or greater even
as Japanese imports continued to grow. By 1979, more
than 1 million new manufacturing jobs had been added.21

Since 1998, imports from China have grown at an
annual average rate of 18.4 percent.22 Unlike the some-
what faster growth of imports from Japan when it was a
newly emerging economic power, this import growth has
been associated with important structural changes in the
U.S. labor market. During this relatively brief period,
even as real wages have been growing again, 3 million
jobs have left the U.S. manufacturing sector. In the ten
industries (computer and electronic products, machinery,
furniture, wood products, primary metals, fabricated 
metals, transportation equipment, textiles and apparel,
printed matter, and paper and paper products) where
imports from China have grown at an average annual
rate of 20 percent or more between 1998 and 2004, no
fewer than 2,565,000 jobs have been lost. Significantly,

unlike the late 1960s and early 1970s in the United
States––or for that matter, U. S. and western European
experience in the late nineteenth and early twentieth
centuries––economic expansion has done little to
reverse job losses in these industries. For example, in the
two and one-half years since the pace of U.S. economic
growth began accelerating in mid-2003, another 150,000
jobs have been lost in these ten industries. 

Is there something special about competition from
China that underlies this major structural change in the
American labor market? Not surprisingly, like the stag-
nation in real wages in manufacturing, and following its
recovery in the late 1970s, employment in manufactur-
ing in the United States has been declining for a quarter
century. There has been an acceleration in the decline,
however, since 1998. Between 1979 and 1998, manufac-
turing employment fell at an average annual rate of 0.6
percent. Since 1998, this rate of decline has increased to
an average of 3.2 percent per year. This is just the period
when Chinese imports have been increasing most
rapidly. Note, also, that unlike the late 1960s and early
1970s, in 2004 imports accounted for as much as 25 per-
cent of domestic consumption.23 In six of the industries
where Chinese imports have surged in recent years,
imports from there account for as much as 40 percent of
the post-1998 increased share of imports in domestic
consumption. These industries (computers and elec-
tronic products, machinery, furniture, fabricated metals,
printed matter, and textiles and apparel) have together
lost 1,915,000 jobs between 1998 and 2004. In the case
of machinery, fabricated metals, and printed matter,
however, it is particularly difficult to see a connection
between Chinese imports and the staggering job losses
that have occurred. The increases in the market share of
Chinese imports in these three industries range from 1.1
percent to 2.7 percent between 1998 and 2004, yet these
industries during this same period have experienced
employment declines from 14.4 to 23.9 percent. Even in
computer and electronic products, furniture, and textiles
and apparel, increases in the share of Chinese imports in
domestic consumption (12.9, 8.4, and 16.2 percent,
respectively) cannot explain more than 35 to 40 per-
cent, at best, of the 1,190,000 jobs lost in these three
industries (29, 14.9, and 45.1 percent of the total indus-
try labor force, respectively). Much of the rest of the
observed decline in employment in these industries is
due to productivity increases. In computer and elec-
tronic products, between 1998 and 2004, productivity
increased by an astonishing 199.4 percent, while furniture
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and textile and apparel experienced more modest but
nonetheless non-trivial increases (14.7 and 25.2 percent,
respectively).24

Manufacturing employment is not the same thing as
total employment. Just as economic expansion from late
1971 meant a recovery of employment, decades later,
economic expansion from the second quarter of 2003
has meant a recovery of overall employment, if not manu-
facturing employment. It is hardly surprising that in an
economic expansion in the early 1970s––when imports
occupied only narrow niches of the market for manufac-
tures in the United States––workers displaced by imports
would find employment elsewhere within the same
industry or elsewhere within manufacturing. In the early
twenty-first century––with imports occupying one-
quarter of the domestic market for manufactures––the
probability is inevitably lower that displaced workers will
be reabsorbed elsewhere in manufacturing. Whether
today or in the 1970s, increasing imports do not change
the total volume of jobs in an economy. They do, how-
ever, change the composition of these jobs. 

Do workers displaced today by imports sustain greater
distress because their new jobs are more likely to be out-
side of manufacturing than was the case decades ago? 
In the heavily unionized sectors of decades past with
labor markets heavily balkanized, the loss of a job could
mean considerable destruction of a worker’s firm-specific
human capital. Movement from an assembler to a sup-
plier of parts, movement from a unionized to a non-
unionized sector, reclassification of occupational
description and/or geographic relocation could mean 
a substantial lowering of employee compensation, even 
if a worker stayed in the same industry. 

Today, the consequences for a worker being displaced
by Chinese import competition vary greatly according to
industry. The 660,000 jobs lost in textiles and apparel and
furniture between 1998 and 2004 are, on average, among
the lowest paid in manufacturing. Average compensation
per full-time employee in these industries is more than
one-third below average compensation in manufacturing
as a whole. Year in, year out, these industries have the
poorest paid manufacturing workers.25 Since 1998, almost
8.5 million new jobs have been created outside of manu-
facturing. This is almost triple the number of jobs lost in
manufacturing. Twenty-one percent of these new jobs,
however, are in retailing or in administrative and waste
management services that pay on average 15 to 20 per-
cent less than the already low wages in textiles and
apparel and furniture. On the other hand, a much larger

49 percent of these new jobs are in construction, health
services, and state and local government. Jobs in these
three sectors pay on average 15 to 20 percent more than
those in textiles and apparel and furniture. Workers leav-
ing the poorly paying manufacturing industries that are
contracting are provided significant opportunities by an
expanding American economy to maintain and improve
their economic situation. 

The situation is surely more difficult for the 530,000
workers in the computer and electronics industry whose
jobs were lost between 1998 and 2004. Workers in this
industry have been the highest paid in manufacturing,
with compensation 50 percent above the average in
manufacturing. The workers losing jobs in this industry,
however, are highly trained and, in general, better edu-
cated by comparison with those in textiles and apparel
and furniture. The skills and education of these workers,
to the extent that they are not tied narrowly to the jobs
they have been lost, may give the workers the flexibility
to recoup their fortunes in the better paying subsectors
that remain in manufacturing, or more likely in the ser-
vices sector. 

Speed, Scale, and the Demand for Energy
and Raw Materials

There have been concerns in recent years not just that
China’s integration into the global economy will bring
with it potentially destabilizing new supplies of labor, but
also that its emergence will bring with it potentially
destabilizing demands for energy, minerals, and other raw
materials.26 In 2004, China imported 14 percent of the
global output of rubber, 15 percent of the global output
of cotton, 18 percent of the global output of copper, and
20 percent of the global output of aluminum.27 In 2004,
China accounted for 8.2 percent of global oil consump-
tion, 34.4 percent of global coal consumption, and 13.6
percent of all global energy consumption.28 More signifi-
cantly, China accounts for 28.2 percent of the increase
in global oil consumption over the past ten years, and
fully 35 percent of the increase in oil consumption over
just the past two years. 

Despite China’s enormous growth in demand for oil
in the past few years, oil is not China’s main source of
energy. Indeed, its share in China’s energy consumption
has declined steadily since 2000. In the past five years,
following years of stagnating demand, Chinese use of
coal reversed course and has now more than doubled.
Coal now provides 69 percent of China’s energy needs.
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That China consumes so much coal and that its use has
been growing so rapidly does not mean that there is
widespread concern about the very long-term trend of
coal prices. As has been well understood for decades,
there are abundant reserves of coal worldwide. The prob-
lems are rather the long-term environmental issues asso-
ciated with the use of coal. Should China change its
energy policies so that, as with most other economies, its
prime reliance would come to be on oil and natural gas
rather than coal, its impact on global markets would still
be more far-reaching than it has been already.29

A hundred years ago, the emergence of the United
States and Germany as players in the global economy
did not engender the kinds of concerns about the sup-
plies of energy and raw materials that China’s does today.
Quite the contrary. The emergence of the United States
and, to a lesser degree, Germany rested on their ability
to make creative use of those raw materials found in
enormous abundance within their borders. By 1913, the
United States had 95 percent of the world’s natural gas
reserves and 65 percent of the world’s petroleum
reserves. It was the world’s leading producer by a wide
margin of copper, coal, zinc, iron ore, and lead.30 Like
the United States, Germany was a major coal exporter,
and with its possession of the Ruhr, its vast iron and
steel-iron industry relied exclusively on domestic sources
of coal and iron.

In the third quarter of the twentieth century, 
however––when Japanese real GDP growth averaged
better than 9 percent annually––concerns about what
this would mean for the future price and availability of
energy, food, and other raw materials were expressed in
terms remarkably similar to those being voiced about
China today. It is hardly surprising that this should have
been the case. Compared to China’s accounting for 8.1
percent of the global oil consumption today, in 1973
Japan accounted for as much as 9.4 percent. Between
1996 and 2004, Chinese oil demand grew at an average
rate of 8.1 percent. In contrast, Japanese demand for oil
between 1965 and 1973 grew at an average annual rate
of 15.3 percent. Of course, Japanese impact on global
markets was not confined to oil. In 1969, 73 percent of
all the copper imported into Organisation for Economic
Co-operation and Development countries went to Japan,
as did 35 percent of the iron ore.31

Concerns expressed about Japan took the form of
very concrete projections about what Japan’s continued
rapid growth would mean for future global demand and
supply balances. In a 1972 study sponsored by the Japan

Society of New York, Kazuo Sato found that even if
Japan’s average annual rate of GDP were to fall to 8 per-
cent per year, in 1980, 20 percent of all petroleum and
25 percent of all other raw materials entering inter-
national trade would be purchased by Japan.32

Sato’s forecast implied that Japan would be consuming
9.9 million barrels of oil per day in 1980. The Boston
Consulting Group in 1974 did a study similar to that of
Sato’s on behalf of the United Kingdom’s Department of
Trade and forecasted daily oil consumption for Japan in
1980 of 10.8 million barrels per day.33 Also in 1974, the
Japan Economic Research Center in Tokyo forecasted
that in 1985, Japanese consumption would be 14.2 mil-
lion barrels of oil per day.34 All these forecasts proved to
be wildly off the mark. In 1980, Japan’s oil consumption
was no more than 4.9 million barrels a day, and in 1985,
no more than 4.4 million barrels a day. Even today, Japan-
ese oil consumption is more than 10 percent below what
it was in 1973. 

Why did these forecasts of Japan’s oil consumption
prove so wrong? Most obviously, the GDP growth assump-
tions behind these forecasts were much too high. Between
1973 and 1980 and 1985, rather than growing at annual
rates of 8 to 10 percent, Japan, in part as a result of
changes in global energy markets, grew at a more modest
4 to 4.5 percent. Still more important was Japanese energy
conservation during these years. Based on historical evi-
dence, these forecasts assumed that for every 1 percent
GDP would grow, the demand for energy would likewise
grow at 1 percent. In fact, between 1973 and 1980, this
assumption was off by a factor of ten, with energy demand
in Japan growing at only one-tenth the rate of growth of
GDP. For the entire period between 1973 and 1985,
energy demand grew at only one-eighth the rate of GDP
growth. These forecasts proved wrong because they did
not appreciate what Japan’s long-term response would be
to the higher energy prices that emerged after 1973. Not
only was there dramatic conservation of energy in general,
but also for reasons of economic security, Japan moved
away from oil and toward nuclear energy, coal, and natural
gas. In 1973, oil accounted for 78 percent of Japanese
energy consumption. Twelve years later, in 1985, oil’s
share was down to 57 percent. Today, it is 44 percent.
This is low by Japanese standards, but, as noted, it is con-
siderably higher than oil’s current share in Chinese energy
consumption. Even so, calibrating by any of the available
estimates of Chinese GDP, including those incorporating
the new official revisions, Japan is a very efficient user of
energy relative to China.
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Scale, Size, and the Stability of the 
International Financial System

Given concerns, alarmist or prudent, that China’s growing
demands for imported energy, minerals, and other raw
materials will result in hitherto unprecedented increases
in the prices of these commodities and a massive change
in China’s terms of trade with the rest of the world, it may
seem odd that there is simultaneously the concern that
China may continue to run for many years a large and
growing current account surplus. To many, it seems odd
that China should be running a current account surplus at
all. A nation growing as rapidly as China should be home
to many investment opportunities. As such, China should
be importing capital and running a current account deficit
rather than exporting capital and running a current
account surplus that reached 3.2 percent of GDP in 2003,
4.2 percent in 2004, and that is projected to reach to 6.1
percent of GDP in 2005.35 Even if the National Bureau of
Statistics of China is correct and China’s GDP is under-
estimated by 16.8 percent, these are unusually large sur-
pluses in relation to GDP. 

China’s current account surpluses in relation to GDP
are unusually large, but not unprecedented. For the
entire period between 1870 and 1913, the United King-
dom ran a current account surplus of greater than 5 per-
cent.36 Of more relevance, perhaps, China’s experience
is similar to those of the United States, Germany, and
Japan. In each case, rapid economic growth and emer-
gence as a global economic power went hand-in-hand
with a growing current account surplus. China’s experi-
ence is more in keeping with the norm than the excep-
tion. In each of these cases, accelerating productivity
increases tended to be unanticipated and, in conse-
quence, tended to run ahead of the money supply, con-
sumption, and investment.37

While neither the U.S., German, nor Japanese cur-
rent account surpluses ever exceeded 2.5 percent of GDP
during their years of fastest economic growth, in each
case, their balance of payments surpluses did place signifi-
cant stress on the international financial system.38 In the
late nineteenth and early twentieth centuries, the large
American and German surpluses led the U.S. Treasury
and the German Reichsbank to accumulate large stocks of
gold. Rather than recycling its gold reserves to the Bank
of England or to its domestic monetary system as needed,
the U.S. Treasury simply sat on them; it purchased gold
but did not sell it. By 1913, the U.S. Treasury held one-
quarter of the world’s monetary gold.39 The Reichsbank,

though not to the same extent as the U.S. Treasury, was
also extremely reluctant to recycle its gold reserves inter-
nationally.40 Through their monetary policies, the U.S.
Treasury and the Reichsbank imposed a deflationary bias
and unnecessary instability on the international financial
system in the late nineteenth and early twentieth cen-
turies. Indeed, it is possible that even without World 
War I, the international gold standard system might not
have survived absent significant adjustment. 

In the late 1960s and early 1970s, it was Japan’s turn
to be the large, rapidly growing economy whose large
balance of payments surpluses were straining the inter-
national financial system. Japan’s surpluses resulted in the
buildup of mostly dollar-denominated foreign exchange
reserves that in this era had largely replaced gold as the
international financial system’s store of value. Between
January 1967 and August 1971, Japanese foreign
exchange reserves swelled from $2 billion to $12.5 bil-
lion.41 This Japanese accumulation accounted for more
than one-third of the outflow of reserves from the
United States. The flow of reserves from the United
States to Japan was more than double that of any other
country. When the Nixon administration began on
August 15, 1971 what turned out to be a three-year, ulti-
mately unsuccessful effort to reshape the international
financial system, it was Japanese policies that were
widely viewed as having played a major role in necessi-
tating this action.42

Decades later, whether a dramatic reshaping of the
international financial system––beyond cutting the
anachronistic tie of the dollar to gold––was necessary at
all remains an open question.43 Was it possible, perhaps,
that the foreign claims building up in dollars, whether in
Japan, Europe, or elsewhere, merely reflected the demand
for services provided by the U.S. financial system?44

Rather than an indication of a lack of competitiveness of
the American economy, might the loss of reserves have
been a tribute to the American capital market’s ability to
provide a unique set of financial intermediation services
to governments, firms, and individuals throughout the
world? With unit labor costs in the United States falling
relative to those of all of its major trading partners—
particularly Japan––between 1965 and 1971, it is by no
means clear that there was a loss of industrial competitive-
ness at all.45 In the absence of oft-stated official concerns
in the United States about the buildup of foreign reserves
abroad, is it possible that the large component of this
buildup that was driven by speculators might never have
happened?

- 6 -



In many respects, China seems to pose the same kind
of concerns for the international financial system that the
United States, Germany, and particularly Japan did in
years past. Like Japan in the late 1960s and early 1970s,
China in the past five years has been responsible for a
large share in the global buildup in foreign exchange
reserves. Its foreign exchange reserves have doubled in the
last two years. In a matter of months, China’s foreign
exchange reserves will exceed Japan’s, and China’s central
bank will hold more dollar claims than any other central
bank in the world.46 This large buildup of reserves is
thought by many to have the potential to threaten the
centrality of the dollar to the international financial system
in the same way that the buildup of dollar reserves abroad
did thirty-five or forty years ago. These concerns persist
despite the dollar continuing to be—notwithstanding all
the changes in the international financial system—as
much the system’s store of value, unit of account, and
medium of exchange as it was in the early 1970s.

As might have been the case decades ago, is there
again altogether too much concern about the buildup of
foreign claims against the dollar? With too many fragile
financial institutions and effective financial intermedia-
tion relatively weak in China, is it entirely surprising that
investment should fall short of savings there with a cur-
rent account surplus resulting? At the same time, with pri-
vate capital export controls still in place if this savings
cannot be sent abroad easily, might it be that China’s cen-
tral bank effectively serves as a financial intermediary
between China’s households and the American capital
market? If, as might have been the case forty years ago,
the U.S. current account deficit has a capital account sur-
plus as its counterpart that is driven by a demand for the
services of U.S. financial intermediaries––both public and
private––then widespread concerns about some event trig-
gering a free fall of the dollar may be no more or less
legitimate today than they were then. Then, as now, the
greatest dangers may arise from self-inflicted wounds that
come about from poor policy choices driven by miscon-
ceptions about the causes of the U.S. current account
deficit, and by speculation based on the assumption that
such ill-conceived policies will actually be undertaken.

China, Asia, and the Dollar

In thinking about the role that China might play as a
possible source of instability for the international finan-
cial system, it may be a mistake just to look at China in
isolation. China’s foreign exchange rate policies may play

a decisive role in shaping the policies of many of the
other economies in Asia that, like China, are also run-
ning substantial current account surpluses. In 2004,
imports from China accounted for 15 percent of U.S.
imports, while imports from Asia as a whole accounted
for 40 percent. As such, a broader look at all of Asia
might be appropriate. If all Asian international finance
policies are moving in tandem with those of China, and
maintaining undervalued currencies, it might be
expected, for example, that imports from all of Asia into
the United States should rise substantially as a proportion
of total imports. This has not happened at all. Excluding
oil, natural gas, and petroleum products, imports from
Asia were 40 percent of total imports in 1998, just as in
2004. Imports from China have increased from 8 percent
of total U.S. imports in 1998 to 15 percent in 2004. The
increased Chinese share in total imports, however, has
come at the expense of Japan, Hong Kong, Taiwan, and
Singapore––all countries that have invested heavily in
China and all countries that have seen dramatic growth
in their exports there. Imports into the United States
have grown well in excess of GDP since 1998, but if dis-
tinctive Chinese-influenced pan-Asian financial policies
have played a decisive role, why is it that imports from
the rest of the world have also grown at the same pace as
Asian imports? 

Finale 

From the 150-year perspective of American, German,
and Japanese emergence as very large, rapidly growing,
export-oriented economies, China’s emergence today
seems largely unremarkable. U.S. GDP growth and 
German export growth in the late nineteenth and early
twentieth centuries bulked larger in the global economy
than do China’s GDP and export growth today. Chinese
GDP and export growth rates have been fast in recent
decades, but Japanese GDP and export growth rates were
still faster in the third quarter of the twentieth century.
China seems to be drawing on a seemingly inexhaustible
supply of labor to fuel its rapid growth, but 100 years
ago, through its then-liberal immigration policies, so too
did the United States––with important consequences
both for its own wages as well as for those of its leading
trading partners. There are also concerns that the sheer
size of future Chinese demands for energy and raw
materials will greatly increase the prices of these com-
modities, to the enormous detriment of countries that do
not produce them. Astonishingly similar concerns were
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voiced about future Japanese demands thirty-five years
ago, and yet all dire forecasts proved off the mark. China
today is a rapidly growing economy filled with countless
new opportunities that hardly existed a few years ago,
yet it is the world’s largest exporter of capital. However
unusual this may seem, this was also the experience of
the United States, Germany, and Japan during their
years of fastest growth. 

For all the similarities of China’s emergence into the
global economy with the experiences of the United
States, Germany, and Japan, there are also important dif-
ferences. Workers in industries competing with imports
from the United States, Germany, and Japan during the
years when those economies were experiencing their
most rapid growth, when displaced for whatever reason,
tended to be reabsorbed elsewhere within the industry in
which they were working, or, perhaps elsewhere in manu-
facturing. Today, as imports from China grow rapidly, the
industries in the United States with which these imports
compete are going through far-reaching structural
changes, with imports occupying many times the share in
American manufacturing consumption than they did in
the years when imports from Japan were growing rapidly
after 1965. Unlike workers displaced decades ago, workers
displaced today––whether because of rapid productivity
change or imports––are more likely to have to find work
outside the industry where they had been working. 

Still more significant, by 1913, the emerging United
States had the world’s highest per capita GDP, while Ger-
many’s per capita GDP was about 70 percent of the U.S.
level. In 1973, emerging Japan had a per capita GDP that
was the same as Germany’s and almost 70 percent of the
U.S. level. In marked contrast, Chinese GDP per capita
in 2004 may be no more than 15 percent, or at best 18
percent, of the U.S. level. GDP per capita is an index of
the level of development. If China is to converge to the
level of development characteristic of advanced industri-
alized economies, many more decades of rapid growth lie
ahead. Whether this comes to pass depends on the pro-
portion of the Chinese economy that experiences this
convergence. As China has grown rapidly, regional and
sectoral differences in wages and productivity have
widened rather than narrowed to a degree that is far
greater than what was experienced in the United States,
Germany, and Japan during the decades that their
economies emerged as global economic powers. If like
many parts of the global economy, many parts of the 
Chinese economy do not become integrated significantly
into the process of development, rapid Chinese economic

growth may end long before China, on average, reaches
western European and Japanese––much less American––
levels of per capita GDP. 

To say that much in China’s emergence, rather than
being unique, resembles even in scale the emergence of
other large, rapidly growing, export-oriented economies,
is not to downplay its significance. After all, German
and American economic growth in the late nineteenth
and early twentieth centuries allowed those two coun-
tries to be dominant military and economic powers in
the war-torn half century that followed. 

Yael Levin and Nicole Passan, editorial assistants at AEI, worked
with Gary Saxonhouse to edit and produce this Asian Outlook.
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