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Will the global economy’s eastward shift slow down?
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Three phases of economic growth
B K =K%z

Economic growth

5 5T

Economic growth of “catch-up” economies

Jo RUE T B S T

Take off

#2R

Natural landing

H i REE

o S5 A B3

Middle-income trap |

BANN AR NH §

: 11000-12000GK

4500-6000GK
i, A GDp

Time, per capita GDP



Time taken for per capita GDP to grow from Int$1,800 to Int$11,000

Characteristic 1;: Latecomers take less time
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Of the economies that completed the climb from a per capital GDP of 1,800
international dollars to 11,000 international dollars, those that started later (at 1,800)
required less time to complete it. This journey took the advanced economies over a
century to complete. The UK spent 141 years, the US took 109 years and Germany
spent 103 years. Some economies that developed later took only a few decades to
cornplete the centuryflong journey that the advanced economies went through. Among
them, Japan took 54 years, South Korea and Taiwan spent 27 years, and Hong Kong
and Singapore respectively took 31 and 37 years.
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Note: Sample includes 31 countries or regions (taken from Maddison data) that grew from Int$1,800 to Int$11,000
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Characteristic 2: Lower starting points means faster growth
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Correlation between average annual growth of successful catch-up economies during their rapid growth phase and their starting points
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Characteristic 3: Using the absolute levels of per capita GDP is more reasonable (compared to relative levels) when trying to determine when an economy's economic development phase and
sustained rapid growth phase will end
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Hong Kong i 1992 19270 82.7 31704
SKorea 3 1995 11850 482 19614
Singapore # An 3. 1996 19638 77.8 28107
Finland 3% 2 1975 11441 703 24344
Netherlands ] 2 1974 13497 81.8 24695
Austria L 3, 5] 1974 11658 70.7 24131
France & 1974 13113 795 22223
Greece Ap JI& 1973 7655 459 16362
Japan H A 1973 11434 68.5 22816
Taiwan & 75 1989 9538 41.4 20926
Ttaly & KA 1968 9105 61.3 19909
Ireland & /R 2 1978 8250 44.9 27898
Canada /18 K 1976 14902 87.8 25267
Sweden 3, JiL 1974 14485 87.8 24409
Belgium pb A B 1974 12643 76.7 23655
Isracl VA &, % 1974 10025 60.8 17937
Portugal #] %) 7 1973 7063 423 14436
Germany 1% 1960 7705 68 20801
Spain & JE 5 1974 8149 49.4 19706




Characteristic 4: After a period of suppressed growth, average growth usually declines by 3-5 percentage points

e REERBLRE, FHEREATFT TEsA T4 %
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Source: Compiled from Maddison database
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Of the 101 middle-income economies that existed in 1960, only 13 managed to enter the high-income club by 2008 (Japan, Ireland, Spain, Portugal, South Korea, Mauritius, Puerto Rico, Singapore, Israel, Greece and Equatorial Guinea; after the Second
World War, 13 economies achieved sustainable high growth, of which only six hit the high-income level, including many East Asian economies.
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Historical Data of Catch—up Economies
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Typical Soviet sphere trend
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Typical Latin America trend
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Three phases of economic growth
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Human capital: Overall expansion amid slowing growth
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® China's working age population (aged 15-64) will begin to fall around 2015, and the 15-59 population has already started to fall

in 2012
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® But over the next decade, rising education levels and changes to the urban and rural population structures will continue to drive

the overall growth of human capital, but this growth will gradually slow from 1.5% to about 0.4%

12 /\F’}‘ﬁﬁ BAARFRZGEIMS AREMTHNFREDAS T AL T YLK, ~id
38 3% J5F 15 H7 M1.5% B, 22 B 0.4% Fr Ax 8] IK T

® Raising education and training standards to accumulate human capital is still an important mean of maintaining China's

international competitiveness
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Population and labor force
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Population and labor force
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Total dependency ratio Child dependency ratio Elderly dependency ratio
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Average real wage index
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Innovation and TFP: From focus on efficiency to focus on innovation
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® China is lower on the innovation index compared to major developed countries, its performance is comparable of theirs at this growth phase.
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® At present, raising efficiency is key to China's growth. The next decade is a crucial period for China to intensify efforts to raise efficiency
levels and establish the institutional and technoiogicai foundation for a future shift towards innovation.

LA PO ERA IR AEZZAE R . RATFRT B A S F 32, -0 el 37K 3
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® Over the past 30 years or so, China‘s average annual TFP growth was close to 3% and has contributed nearly 30% to its economic growth.
Over the next decade, the potentiai to drive the rapid growth of China’s TFP through factor reallocation will become increasingiy smaller.
China‘s TFP is projected to fall by about 1 percentage point, and this is consistent with the experience of other countries.
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Technological progress and efficiency (TFP outlook)
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Capital stock per capita is not high, but investment efficiency has fallen
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Overall return on assets has dropped and overcapacity has become a serious problem. China's incremental capital output ratio

(ICOR) has been rising rapidly since 2008, reaching 4.6 in 2011, the highest since 1992.
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Potential for industrialization-driven domestic demand growth to gradually shrink
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The basic characteristics of industrialization are a shift towards standardized and iarge-scaie production, continued refinements to division of
labor within industries, and the growth of intermediate inputs. On one hand, there will be a rapid growth in demand for industrial goods and
capitai goods, as well as a rapid rise in the production of steel, electricity, automobiles, cement and home appliances. On the other hand,
popuiations and factors will become more concentrated, the domestic market will become increasingiy integrated, urbanization growth will
acceierate, and the demand for infrastructure deveioprnent will be huge. History has shown that when GDP reaches about 11,000 international
dollars, the production of key industrial products will also peak in value, and urbanization growth will slow. Based on this trend and China's key
industrial product per capitai levels at present, the absolute peak or growth peak for steel, cement, housing construction and automobile

production will be graduaiiy attained from 2015 onwards.
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Export growth to slow
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Plugging into globalization and achieving rapid expansion through external demand has become an important driver of China's rapid economic
growth. Noteworthy is the fact that China's share of world trade (11%) is already comparable to Japan and Germany's historical peaks. WIth the
upgrading of China's industries, the pressure from two ends will gradually intensify. On one end, the further upgrading of China's exported
products will pit it against even stronger competitors (primarily developed countries like the US, Japan and countries in Europe), from a
differentiated competitive landscape to a homogeneous one, growing one's international market share will become increasingly difficult. On the
other end, China's labor costs has been rising, and competition from emerging countries that possess traditional export advantages will also
intensify. Additionally, the post-crisis global economy is growing relatively slowly, and these factors will gradually slow down the growth of
China's exports. The original average annual growth projection of 20% will be fall to around 10% and this will reduce the role of exports as a

driver of the economy.
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Housing: How many houses do we need?
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*The annual growth of housing demand in Chinese cities is estimated to peak at 12m-13m units. Based on

the scale of ongoing projects and construction progress, urban housing investment growth is projected to 8.0 1
decline significantly from 2016 onwards, and investment scale will also near or reach its peak by then. 7.0 - B PN
¥ B WA F AR T T RIEL T T 120013007 B0 . ARYE T Z 4RI 6.0 | “‘A
69 UL Fo IR AEDT , RAME TR R T Moo F AT B LA 2w
%, AR89 IR AAL AL NG I UL R GE B A 5.0 -
40 - Total investment _.-"é* ﬁﬁ
®New commercial residential projects may also peak around 2014 and will gradually decline after that; Affordable housing investment g {3 B2 $5 5
construction area may peak around 2016 while completed area may do so around 2018. 3.0 - Commodity housing investment =0
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*If affordable housing and commodity housing construction are considered together, housing investment may
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peak around 2015. By 2015, China's urban housing inventory would have reached 273m units, and the

urban resident population's housing area per capita would have hit 31 square meters; by 2020, total urban 25
housing would have underwent a net growth of 51m units from 2015, and the urban housing area per capita

will near 34 square meters. 20
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Infrastructure: Relative construction peak has passed but momentum remains
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Infrastructure investment as % of fixed asset investment Infrastructure capital stock as % of fixed capital stock Forecast of physical volume of China’s transportation and communications infrastructure over the
next 10 years
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Automobiles: Entering second high growth period
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®Tt is forecast that by 2015 and 2022, China's total car ownership will reach 160m-165m
units and 320m-330m units respectively, production and sales of new cars will hit 26m-27m
units and 39m-40m units, and car ownership per 1000 people will climb to 117-119 units
and 230-235 units.
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®The elasticity of automobile exports with respect to production is roughly 0.5-0.6. With
the rising quality of Chinese automobiles, conservative estimates put the vehicle and
complete knock-down export volume at over 3m units by 2015, and nearly 10m units by
2022, representing an average annual growth of about 24%.
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Automobile demand: A future highlight
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Tertiary industry: Structural change and sector upgrade

ZRFL: EAHEHEFLAK
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Agriculture sector: Continued growth amid tight balance

Rib: FEEKTHE 4

L Daily calorie intake per capita peaks around 3000 kcal and the types of
agricuiturai products consumed by people will increase in diversity. Non-food
grain consumption will significantly outpace food grain consumption, and
after entering the upper middle-income phase, total grain demand will

Grain demand
continue to grow for a very iong time.
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conversion

Of which:

® Over the next 10 years, production of China's main agriculturai products
will continue to grow, but since consumption growth will be faster, the Seed grains
balance between overall demand and supply of agricultural products will be

kept tight, and the gaps will be relatively large for some products.
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Manufacturing sector: Upgrading amid relative stability
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As per capita GDP increases graduaHy, a typicai industrialized country's
manufacturing sector will rise as a percentage of GDP and fall thereafter. It is
estimated that China's industrialized value added as a percentage has already hit
peak value during the 11th Five Year period. But different sectors hit their peak
values at different periods, and this is also the result of an upgrading process witl
the industrial sector.
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In China, heavy industry sectors like rnetaiiurgy and building materials will peak
percentage) around 2015 and continue to decline thereafter; capital and technoiog
intensive sectors such as machinery and electronics will continue to rise (as a

percentage) and are expected to stabilize around 2020.
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2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Industry structure
2 A g5
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G
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EE
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Service sector: Prospect as a dominant sector gradually showing

RS-k Kok 575 Aban FE R

® China's service sector is currently developing in paraHel with the industrial sector. Changes to the service sector's internal structure have
basicaﬂy been consistent with the experience of typical industrialized countries at this development Phase, and Particularly so for China's
Producer service sector (compared to experience of other countries). However, the service sector's overall development still lags behind to

some extent, especially in the distribution service sector when the difference is more significant.
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Four phases of service sector development and their main

characteristics
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® The value added of China's service sector as a percentage of GDP is Projected to break 50% during the 12th Five Year period and reach
about 55% by 2022. Over the next decade, China's distribution service sector will rise (as a percentage of GDP) before falling, its producer

Per capita GDP
(1990 Int$)
A ¥)GDP
(19904 H [ 7T)

Development phase

A B

Service sector value added as a
%
IR G-k 38 o fh b &

service sector will continue to climb (as a percentage of GDP) and is expected to overtake the former around 2014, thus putting it in a
dominant position within the service sector. China's personal service sector will rise steadily (as a percentage of GDP) and its social service
sector will experience significant growth (as a percentage of GDP).
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Below Int$3000
3000 G VAT

Low-level development

A B B

From below 40% to 55%
R B 40% S F)ss
%

0
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® At present, China's financial system is compatible with its extensive economic growth phase in which resources are pooled to achieve
major objectives. When China's economy shifts towards an innovation-driven and intensive growth model, its financial system will also

have to become more market-oriented and liberalized. Since financial growth usually outpaces the growth of national output and wealth,

In$3000-11000
3000 ~ 11000 7C,

Development in parallel
with industrial sector
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Between 55% to 60%

A~F55% ~60% Z_a]

the potential for China's financial development remains huge going forward.
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Accelerating

developrnent
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B 60 % M ik _E I+ %] 70
%

0

Above In$22000
22000 70 VA _E

Developed

F BB

Remains steady above 70%
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GDP index

GDP 152§

China's regional growth dynamics
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Regional GDP growth bubble chart 1980
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China’s quarterly GDP growth
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Average quarterly growth over the past decade was 10.4%
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Population distribution
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GDP distribution
GDPH-H
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Future potential

ARG Z

L. Potential of "reform dividends" remains considerable
—& “BRELAN FTRARAREKX

II. Urbanization potential is still huge
—RBPNBHRRE X

III. New competitive strengths may form
ZRIFEFRE TR K

IV. Robust household consumption growth
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V. New opportunities arising from globalization
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Overall outlook

AR F) B

Considering these various factors and the experience of other countries, it is projected (based on the DRC model) that over the next 10 years,
the effective implementation of China's key reforms will enable its economy to shift from a high annual growth of about 10% on average to a
moderate growth of about 6.5% on average. Even so, this is still a rather high growth rate on the global stage. If the fastest phase of China's
economic growth is over, it would also mean the most challenging yet equally exciting phase of China's economic development has arrived, a

phase that will see the shift from industrialization to "maturalization" and the creation of a high-income and middle-class society.
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Earth at night (Oct.2012)
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Source: NASA.
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