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1870-1960 1960-2000 2000-2008
Number of developing
countries converging 2 2 76
Percent of countries
converging H% 2% 85%
Magnitude of
convergence 0.02% 1.53% 3.01%
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The process of convergence is not the main point of the book but is a conceptual starting point. China is of course the exemplar of this 
Convergence how much faster than the frontier economy--us


Motivation

 Convergence

e Central American belief

— “When the Soviet Union collapsed instead, the
Harvard Business Review in 1990 proclaimed in
every issue—every issue—in one way or another
that the Cold War was over and that Germany
and Japan had won. Now we hear the same thing
with respect to China. Predictions of America’s
decline are as old as the republic.” (Summers,
2010)
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Pew Poll July 2011—46 percent of Americans say China has or will replace US as leading superpower. Number is 63 percent for China and upper 60s and 70s in Western Europe http://www.pewglobal.org/2011/07/13/china-seen-overtaking-us-as-global-superpower/
So, it is very much yes there is China but they said this before and we can see of this challenge
challenging this conceit, I begin my book by with a fantasy scenario with the imf going to the fund for a loan which really combines Suz + 1998 indonesia. It turns out that as fantasy’s this is pretty tame—pedestrian- compared to a recent book that I just came across by gary shtyengart that takes this muvch much further. 


Main Messages

China’s economic dominance is more imminent,
larger in magnitude, and broader in scope than
currently believed

The rise of the RMB is conditionally imminent

The current open economic system will likely
survive China’s dominance but the world needs
multilateralism as insurance

America might be vulnerable. Repeat of Suez-type
episode is low probability but enough parallels to
warrant concern
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After fiost 2—so what question—especially since growtha nd trade ane economic prosperity have a large win-win mutually beneficial dimension
So what for the multilateral system and g for america


Index of Economic Dominance

 Economic attributes that confer the ability to
change actions of others and to preserve own

freedom to act

 Quantifying dominance
— Conceptually problematic
— Pitfalls of implementation

 Key determinants:
— GDP (resources for power),

— Trade (power of market access)
— External financial strength (“Insolvents Must Fawn”)
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By no means only way or even a very good way. Sharpening our intutitions and being transparent 
Trade is a two-way street


Index of Economic Dominance (contd.)

Other determinants? Fiscal strength, military strength, reserve
currency status

Measurement: Share in world total

— GDP (PPP and Dollar equally weighted)

— Trade (exports plus imports)

— External financial strength (cumulative current account balance)

Weighting: IMF and reserve currency
Validation

Projecting dominance: The centrality and plausibility of growth
assumptions

— US: 2.5 percent (5.5 per capita, PPP)
—.China: 6.9 percent (1.7 per capita, PPP)
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Middle income trap—nothing in this requires china to become as rich or close to US standards of living
Talk about 6.9 percent: 2 ways –one is crytsall ball gaze
Other is to look at history and ask: at a comparable stage of development how many countries grew at rates that I am now projecting for china
Differential that matters


More imminent...
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I use IMF weights; alternative weights from reserve currency analysis
Validation: smell test just GDP would have seen US ahead in 1873 and would have missed uk and 2010 captures the sense of China and US today ; 
When people say when—some manifestations of dominance already here: exchange rate; where do we go when europe is in trouble


Greater in magnitude ...
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And broader in scope

RMB will be premier reserve currency in the next ten
years or soon thereafter”

Of course, it will depend on many changes:
— market-determined interest rates

— market-determined exchange rates

— deep and liquid financial markets

Of course, these changes will be politically difficult
because vested interests around status quo

— Tradable goods sectors/Ministry of Commerce
— Domestic financial system

But ...
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Debate in the Economist which I am losing by a margin of 25 to 75 percent
So it is a judegment about politics and other smight be right and I might be wrong but


Renminbi’s rise (contd.)

 Broader dominance perspective forces re-
interpretation of history

— Lag between dollar’s rise and dominance of the US
economy 10 not 60 years
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US became economically dominant later
from a dominance perspective
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Dollar became dominant earlier than believed ECLIPSE
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http://www.piie.com/eclipse.cfm

Renminbi’s rise (contd.)

Broader dominance perspective forces re-interpretation of
history

— Lag between dollar’s rise and dominance of the US economy 10
not 60 years

RMB internationalization shows there are countervailing
forces

— Reduce vulnerability of export dependence ; burden of reserve
accumulation

RMB internationalization offers a plausible political economy
exit from mercantilist status quo

— Symbolic gains to offset the opposition from vested interests

Skeptics are essentially living in/extrapolating the present
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Shows that dominance is more than about GDP
Remember those who say that I am being optimistic are essentially making a prediction abi=out Chinese politics—that the status quo will prevail and will not be vulnerable to sweeping economic changes They may be right. But I think they discount the forces of rapid change; second if and when one side prevails over the other then ther eis a plausible political economy way out 
Remember US grows at 2.5 and china at 
Keynes: we assume that the present is a much more serviceable guid to the future than a candid examination of past experience would shown it to have been hitherto; in other words we largely ignore the prospect of future changes about the actual character of which we know nothing
Remember us grows at 2.5


Dominance in 2020
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China grows at 6.9 percent us 2.5 I know today China is far away but we need to imagine what the world will be and the pressures for change that that will give rise to
Keynes quote


Will the open economic system
survive China’s dominance?

Delivering convergence is critical for China’s policy makers
China’s convergence process is far from finished

China’s convergence has relied and will continue to rely on
trade

China’s need for an open system is an existential economic
necessity unlike for the US after World War i

In addition, China is becoming hub of “criss-crossing
globalization”



A trading superpower

Trade patterns of economically dominant powers

Percent
overtrading (+)
/undertrading (-)

United Kingdom: 1870
Exports 84.0

United States: 1975

Total trade -45.3
China: 2008

Total trade
68.6
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Britannia rules the waves by waiving the rules—chinese undervaluation counterpart; remember small countries trade more


But tail risk

History’s counsel is we cannot be sure

And China’s actions (for example, exchange rate) gives rise to doubt and
China’s systemic vision remains unarticulated and unclear

Multilateralism offers insurance, namely, protection against the strong
exercising unbenign hegemony

— US not always benign hegemon

Multilateralism to prevent harm: If China’s protects or undervalues, need
the collective heft of others (i.e. multilateralism) to secure change: Even
US can no longer do it alone

Alternatives: Promiscuous bilateralism and hostile bilateralism

Multilateralism to do good: China finances Europe or others through IMF
rather than bilaterally
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Penelope effect
Stress that china is not unique—US also on occasion exercise unbenign hegemony: IP and Capital account liberalization, labor and environmental standards


Final thoughts: America

* |s arepeat of Suez/US-borrowing-from-IMF
possible?

e Obvious differences:

— Why would China sell dollars and act against its own
currency strategy?

— US does not need to fear dollar decline like the UK
did in 1956

 Deeper parallel: generalized economic weakness
plus the emergence of a credible rival
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