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Manufactured Goods Surpluses
UN Comtrade Data with SITC Categories, % Global GDP

Brad Setser/Volkmar Baur
cfr.org/blog/setser
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China Shock 2.0 (Autor, Setser, Pettis etc.)
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 The China Shock 1.0 occurred
between the mid-1990s and
the Global Financial Crisis
(Autor, Dorn and Hanson)

Imports from China (% of GDP)

China Shock 2.0 Exaggerated

Western Europe, Offshoots, Japan & Korea
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Manufacturing Employment Share (%)



 The China Shock 1.0 occurred
between the mid-1990s and
the Global Financial Crisis
(Autor, Dorn and Hanson)

« Combination of technological
progress and China Shock 1.0
led to decline in manufacturing
employment

« Specialization has changed
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China Shock 2.0 Exaggerated

Western Europe, Offshoots, Japan & Korea
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China Shock 2.0 Exaggerated

Western Europe, Offshoots, Japan & Korea

* Implication: now impact for 3.0
rich countries is mostly from
Chinese high skilled exports
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* Magnitude and pace of China
Shock 2.0 significantly smaller
than China Shock 1.0

« China Shock 2.0 no
longer macro-economic but
sectoral/technological/security
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The New China Shock is on Low and Middle
Income Countries (LMICs)

« High and rising imports of low- =~ Low-Skil+Electronics (LMICS)
Sk|||ed prOdUCtS from Ch|na 40_ High-Skill+Elec. (High Income Countries)

* Magnitude and pace of China
shock much greater than for
rich countries

Low & Middle Income Countries

w
o
1

Imports from China (% of GDP)
N
[}
|

—h
(<)
|

High Income Countries

0.0
I I T T I I I i
1995 2000 2005 2010 2015 2020 2023

# PI I E Presentation title | 6

’i
g

)
AR\W\WA

-




How Big is the Shock to LMICs?

« China’s export market share in 55 | Low-Skil g + Elecranics -34
low-skilled goods peaked in Population Share (Rt. Y-axi)
2015, declined some but is still
high at 53 percent

i 32
- How high is it and how much S0

employment is it crowding out

in LMICs?
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China's Export GMS among LMICs (%)

China's Working Age Population share among LMICs (%)
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How Big is the Shock to LMICs?

 How much employment is it
crowding out in LMICs?

- Benchmark: global export
market share versus global
working age population share

« Since 2005, global exports
share greater than global
working age population share
and has been rising

« Today “excess” share is 28pp
which is at least 10 million
direct jobs

« 7-9 workers per million
dollar of export

China's Export GMS among LMICs (%)
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How “Unfair” is the Shock to LMICs?

« High and rising “excess” Apparel
China share despite rising 10000 China
wage differentials with LMICs

Bangladesh

Vietnam Indonesia

Brazil

Mexico

« Chinese wages now about 8000 India
US$10,000 in low-skill @
manufacturing, 3-5 times 3
those in LMICs g 60007 .
: . 5 %
- Technology or distortions? o 49%
S 4000
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Sources: UNIDO, China Ministry of Human Resources & Social Security (via Macrobond)
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How Open is China’s Market to LMICs?

*  LMICs’ exports of low-

skilled gOOdS have 20- //\//\ | MICss Low-Skill Mfg.
deC“ned SInCG the pre_ - / \ = = LMICs Low-Skill+Electronics
Global Financial Crisis

peak

Exports to China (% of Chinese GDP)
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China as Better Hegemon than US?
* Hegemons provide key public EC Ll P S E
goods:
« Emergency financing

* Resources for development
and

* Open markets

Arvind Subramanian
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« US was such a public good provider
but no longer (Posen, 2025)
* China
* Has renounced S&D status
« Has offered duty-free access
to poorest countries

« BUT its mercantilism toward poor
countries must be reversed

The Public Good of Open Markets

Manufactured Goods Surpluses
UN Comtrade Data with SITC Categories, % Global GDP

Brad Setser/Volkmar Baur
cfr.org/blog/setser
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Is Some of the Shock “Good”?

Low & Middle Income Countries

* Rising imports could be 2.5 I
cheap intermediate inputs — — Gross Imports
helping final good exports //
C e o 2-
* Rising imports could be US & /
tariff circumvention 5 //
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The New China Shock is on Low and Middle
Income Countries (LMICs)

Low & Middle Income Countries

* High and rising imports of low-skilled = Low-Silg ,/\

= = Low-Skill+Electronics

products from China 4.0
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How Big is the Shock to LMICs?

B0 Exports of Low-Sil Mig - [38
 How much employment s it oty P N~
crowding out in LMICs? < %
- Benchmark: global value-added g 50 - % %
share versus global working 3 2
age population share E ;
L og @
- Since 2005, global value-added ~ $ 40
share greater than global H Z
working age population share d g
and has been rising £ a0 % E
- Today “excess” share is ~20-25 ; 6
percentage points which is xxx 20
million workers 201 . . | l . |
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Source: OECD TiVA
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