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The U.S.-China Trade Friction and the Chinese Economy’

ZHANG Yunling

Professor, Academy Member, Chinese Academy of Social Sciences
President, Institute of International Studies, Shandong University

The Chinese economy is now facing great difficulties in sus-
taining growth. There are two main causes. First, there is a need
for internal adjustment within China’s domestic economy. The
second is the ongoing trade friction between the United States
and China.

First, I will outline the issues behind the necessity for internal
adjustment. For the past 20 to 30 years, China has achieved eco-
nomic growth, but we have recently entered a new phase. Past
growth was based on three points. First, the government imple-
mented policies that assisted economic development to maintain
high growth rates. Second, China became the world’s foremost
processing plant with the introduction of foreign capital, most of
which was used to promote foreign exports. Third, low cost la-
bor processed a large volume of low-quality products.

Rapid economic growth of these three driving forces, powered
by foreign capital, exports and coastal regions leading the way,
brought regional disparities to China, which in turn forced the
need for significant adjustment in the method of achieving
growth. As for the kind of adjustment needed, the first is quality
growth, that is to say, a shift towards the encouragement and pro-
motion of innovation. This is because past growth has led to en-
vironmental pollution problems and regional disparities. Second,
to create a higher-level growth structure, China should transform
its foreign capital- and export-dependent growth model.

Since regional disparities in development are disadvantageous
for China’s economic development, the government has empha-
sized high-quality development, correction of regional dispari-
ties and increased domestic demand for the past two years. In
other words, the government stopped the pursuit of high growth
rates and came to adjust structures with a high degree of pollu-
tion and high energy consumption. As for regional disparities, a
series of measures have been taken to promote the development
of the Central and Western regions.

China, once a processing giant and the heart of East Asia’s
production network, relied on external markets, mainly those in
the United States. This created a trade imbalance. As a result, af-
ter the Trump administration was inaugurated, the U.S. changed
to a national protectionist policy, triggering a trade war and an
increase in tariffs on China. On top of this, the emergence of new
competitors put China under further pressure. Other countries
such as Vietnam, Southeast Asia and India offered low labor
costs. Compared to these countries, labor costs in China have in-
creased, which resulted in the movement of foreign capital to

other countries for production.

These changes in the internal and external environment have
led to structural industrial problems in China, especially in la-
bor-intensive export processing industries in coastal regions who
face difficulties such as structural unemployment. Although it no
longer seeks high growth rates, the Chinese government is ex-
pressing concerns about future developments.

So, how can the situation be improved? Looking at the overall
situation in 2019, conditions are still good. That is because GDP
growth exceeded at least 6%, with a final figure of 6.1%. It is
hard to be optimistic about trends such as the slow growth in the
fourth quarter, but from an overall perspective, structural adjust-
ments have generated more than $100 billion of foreign capital
and 13 million jobs. Reaching the total economic volume of $1
trillion in 2000 and a GDP per capita of $10,000 within 20 years
were significant changes.

Although China’s actual economic growth rate is under de-
bate, 5.5 to 6% is said to be a reasonable estimate. That is be-
cause China needs to maintain a certain growth rate. Its urban-
ization rate exceeds 60%, and current employment issues must
be resolved. Also, moderate economic growth is linked to corpo-
rate confidence, influencing its willingness to invest for the fu-
ture.

As for regional disparities, although Guangdong Province and
Jiangsu Province in southern China have a large impact on ex-
ports, they maintain overall growth and are making progress in
structural adjustments. The Central and Western regions also ex-
perienced high growth rates and structural transformation, but
conditions have not improved in the Northeast region, where the
impact of regional disparities is most noticeable.

So, where does the biggest threat to China lay? First, there is
the problem of debt. To maintain growth, the government ex-
panded its investment, eased its monetary policy, and continued
to increase its debt. Also, the production volume per unit gener-
ated by the amount invested has been decreasing.

Second, there is the issue of employment. Since private com-
panies account for 80% of China’s industry, a negative impact on
private processing exporters can trigger an employment problem.
Although the overall employment situation is good, the low in-
come of private processing exporters is alarming. Some sectors
and regions, such as processing centers in small and medium cit-
ies in coastal areas, are facing difficult conditions. It will be nec-
essary to adjust structures over the next ten years. However, with
no major crisis to this point, there is hope that all will remain

stable. This is because the government intervenes strongly, and

' This text was to be delivered as a keynote speech at NICE (Northeast Asia International Conference for Economic Development and Japan-Russia Energy and Environ-
ment Dialogue), scheduled to be held on February 5-6, 2020. Following its postponement due to the influence of the new coronavirus, the speech was recorded on Janu-

ary 20, 2020 and transcribed by ERINA.
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state-owned banks are playing an important role in providing
loans.

Next, I will describe the U.S.-China trade friction, an area of
keen interest. What is the cause of the trade friction? To begin
from the conclusion, U.S.-China trade is in a state of structural
imbalance. With export processing centers concentrated in Chi-
na, there was an export surplus in China and an import deficit in
the U.S., which in turn accelerated the U.S. trade imbalance. As
a result, the Trump administration adopted protectionism and
raised tariffs.

On the other hand, trade friction is not only an issue of eco-
nomics, but behind it, a problem of politics and policy. The U.S.
fears that China’s total economic volume is increasing rapidly,
thus becoming a superpower and its direct competitor. And when
the total volume of economy increases, so does its military pow-
er. Using its military capabilities, the “Belt and Road” initiative
and more, China is gaining more influence on other countries
and regions of the world in multiple ways. In other words, if
China is not restricted, the U.S. will consider itself to have lost
out. In terms of science and technology, as seen in the example
of regulation of Huawei, China’s development opportunities are
being narrowed.

What will lead to a resolution in the U.S.-China trade friction?
It seems impossible to thoroughly resolve this issue in a short
period of time. However, it can be appreciated that both the U.S.
and China recognize that unilateralism is not the answer, and that
any solution to this issue will require negotiation.

On January 15, the first phase of negotiations between the
U.S. and China was concluded with an agreement, and a second
phase was entered. The issue of trade imbalances was mentioned
during the negotiations, and the U.S. urged China to import agri-
cultural products. Also, institutional friction is present. The U.S.
recognizes that China will not keep its commitment to modifying
systems. On the other hand, by using the negotiations, China is in
part independently modifying some aspects of its systems. For
example, before the conclusion of the agreement, China declared
the opening of its financial and investment markets. China’s ap-
proach is likely to last for a long time. The continuation of these
negotiations can be viewed positively.

On the other hand, the impact of trade friction is significant for
Japan and ROK, both active in the supply chain. China’s exports
to the U.S. are declining, but trade with other countries is on the
rise. Imports may have declined, but a 5 to 6% increase in ex-
ports has been maintained. That said, Japan’s economy has been
hit hard, and companies have struggled to find suitable replace-
ments for relocating production in countries other than China.
Taiwan’s Foxconn has also relocated its production base to India,
but with no environmental improvements in the supply chain or
other areas, it will take more than a decade to realize ideal condi-
tions.

So, what should China do? First, it must continue negotiations
with the U.S., and keep applying pressure on the U.S. to not im-
plement unilateral policy measures in East Asia. The next step is
to build a Free Trade Area in East Asia in haste. Rudimentary
agreement on the Regional Comprehensive Economic Partner-
ship (RCEP) in East Asia will be reached by 15 countries, and it

ERINA REPORT PLUS

is scheduled to be signed in 2020. Since India has not yet met the
requirements for participation, it is preferable to construct an
open economic zone in 15 countries except India, at first.

What of this open economic zone? It will create a growth
structure within East Asia that is not solely reliant on export pro-
cessing. This agreement will be formed promptly, and at the
same time, a free trade zone between China, Japan and ROK will
be formed. This negotiation has been ongoing for ten years, so
gradual results should be produced. It is hoped that in 2021, a
political decision higher in level than that of RCEP will be made,
resulting in the completion of a China-Japan-ROK Free Trade
Agreement.

In addition, if China joins the Trans-Pacific Partnership (TPP),
it can create development opportunities that do not rely on the
U.S. and maintain regional growth. In other words, there are a lot
of problems, but regional cooperation is important. Also, the aim
is not to eliminate the U.S., but to continue to apply pressure on
its unilateral policies, otherwise the problem of trade imbalances
cannot be resolved.

As is well known, the U.S. trade imbalance is a domestic
problem. For U.S. companies to survive, it is advantageous to
produce in low-cost markets or markets like China where con-
sumption is rapidly increasing. Thus, the U.S. should coordinate
its own policies and spend on internal regional imbalances.

China has the largest total economy in East Asia, and it con-
tinues to grow. India follows, and for the first time in history, we
are experiencing two large economies in East Asia. The U.S. is
currently the leading economy, but East Asia shows true poten-
tial. Looking at growth in 2019 under China’s structural adjust-
ments, growth in the high-tech sector was 8%, which is faster
than the overall growth rate and other general manufacturing
sectors. The development of the high-tech sector, i.e. big data,
telecommunications, etc. is dramatically faster, and the technolo-
gy enables electronic trading, and most Chinese now lead cash-
less lives. This situation also drives consumption and lowers
costs. Soon the issuance of data money will be promoted, and the
use of 4G and 5G technologies will likely make China the center
of technological innovation.

With these technological innovations and large-scale potential
consumer markets, the medium-term growth rate in the East Asia
region over the next decade will be significant. In the past, East
Asia, and especially China, Japan, and ROK in Northeast Asia,
have been the driving force behind the global economy. China’s
economy accounted for most of that growth, but it was depen-
dent on investment and technology from Japan and ROK. The
next stage will see China itself as the center of technological in-
novation, and its new economy that has networked and digi-
talized the entire region of East Asia will lead the way.

The new economic structure emphasizes energy-saving and
cost-effectiveness. A new generation of artificial intelligence, big
data, and space technology will create an integrated open region
and an open world. From this point of view, it is vital to continue
to open the entire world multilaterally. East Asia is linked to the
whole world. Though China’s trade with the U.S. has declined,
figures with Europe, Africa, Latin America, among others, are all

on the rise, and its economic structure is expanding. To achieve



economic benefits, China will open the regional production net-
work we have built to this point, stop protectionism, create and
open a free trade zone and economic functions of China and In-
dia, the region’s two largest economic bodies, and ASEAN,
among others.

Now, though, we should focus on two issues: the balance of
growth and the distribution of social income. It is necessary to
look at this point in the development process of the region. Chi-
na emphasizes a new method of growth centered on the “Belt
and Road” initiative for this reason. For China to prosper, it must
first construct its transportation infrastructure, rather than focus-
ing on openness policy. China needs to change the past model of
growth, such as opening markets, using foreign capital, and pro-
cessing exports, and aim to implement cooperative policies so
that more balanced growth can occur in the region. In other
words, we should pay attention to the construction of a compre-
hensive environment for development, cooperation and growth,
and not necessarily aim for the implementation of zero tariffs or
zero barriers at once. Over the next year or two, China may en-
counter some volatile phases in its regional economy, but I am
quite certain of its growth.

This is because of the major changes in economic relations
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between Japan and China. China was once overly dependent on
the Japanese market, but now Japan depends on China’s econo-
my. China’s domestic demand reached 60% in 2019. These
structural adjustments also create many inconsistencies. In par-
ticular, small and medium-sized private companies are facing
difficulties. That is because, unlike large companies, they require
full coordination. China has established support policies such as
lending to the private sector and guaranteeing the economic en-
vironment, but these measures are still insufficient for compa-
nies.

To summarize the above, the Chinese economy experienced
the following model changes; there was a shift from quantity to
the development of quality, a shift from foreign demand to do-
mestic-led demand, and a shift from low-cost labor force to de-
pendence on innovation. If China is successful in making these
adjustments in 20 years without facing a major crisis, it will be
tremendous. The U.S.-China trade friction is not only an issue of
economics, but behind it, a problem of politics which cannot be
resolved easily. Under these circumstances, it is important for
China and East Asia to strengthen regional cooperation and re-
solve current multilateral issues together.

[Translated by ERINA]

In response to the spread of the new coronavirus, we add the following comments from Mr. ZHANG Yunling, made after

this speech.

1. The new coronavirus outbreak will affect China’s economy in 2020. The growth rate for the first quarter is expected to fall

below 5% or less, and the annual growth rate is expected to be below the original forecast of 6%. However, to maintain eco-

nomic growth, the government will take special measures later in the year, including monetary and fiscal policies.

2.The spread of the new coronavirus poses a new challenge for regional cooperation. East Asia is densely populated, increas-

ing the risk of various viruses spreading and serious damage to the region. Regarding regional cooperation, it is important to

strengthen cooperation in non-traditional security fields such as natural disasters and infectious diseases, while emphasizing

the establishment of cooperative mechanisms for prevention and management.
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Is Regional Development Policy in Russia Effective?
The Case of Special Economic Zones (Summary)

KAN Viktoriya
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The aim of the paper is to shed some light on the effectiveness of regional development policy in Russia. Particular attention is paid
to the challenges and existing problems of special economic zones (SEZ). The results of the comparative analysis of different regional
development policy instruments implemented in Russia, such as industrial parks, technological parks, industrial clusters, zones of
territorial development (ZTR), territories of advanced socio-economic development (TOR) and free port of Vladivostok(FPV), reveal

some important insights about the effectiveness of SEZ in particular and implications for the regional development policy of Russia as a
whole.
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Russia’s Pivot to the East Exempilified by Cargo
Turnover in Far Eastern Ports (Summary)

ARAI Hirofumi

Director and Senior Research Fellow, Research Division, ERINA

Russia has been promoting its “Pivot to the East” policy in recent years. Infrastructure development in the Far East is one of its
priorities. According to statistics of port cargo turnover in Russia, the Far Eastern Basin’s share in the country increased from 17.6%
(2008) to 25.4% (2019). In particular, the share increase of “coal and coke” handled in the Far East has been remarkable. In light of
these freight transport trends, one can understand that the Russia’s “Pivot to the East” is achieving real results.

Keywords: Pivot to the East, Russian Far East, Port, Freight Transport
JEL classification: R11
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