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Preface

Some mega trends have developed since 1990s that have pro-
pelled China to become the ‘world’s factory’ and the second
largest economy in the world after the United States. Initially,
these trends are simple and have been widely discussed by busi-
nesses and China watchers in the forms of books and business
research reports. They focus on the production and income sides
of these China mega trends and draw straight-line projections
for Chinese demand growth, painting a rosy long-term outlook
for the Middle Kingdom and translating them into optimistic
business opportunity forecasts in China. The prevailing work pre-
dominately focuses on the microeconomic and business aspects.

These books and reports share some common characteristics.
They are descriptive of the trends and simplistic on the assump-
tions that government policies are static (and correct) so that
these business trends will unfold as projected. They are microeco-
nomic orientated, based on business data, interviews, surveys
and even anecdotes from travel experience. They capture the pre-
vailing market sentiment, and hype, on China’s economic liberal-
isation. These analyses predominately assume that by opening up
to the world, China would be changed by the global forces and
move towards the global norms. This approach has been proven
naive as China has become so assertive that it wants the world to
play by its rules too.

Academic research on China’s mega trends is lacking. There
are some papers on individual topics on the changing dynamics
of the Chinese economy, but the ivory tower economists have
offered no integrated themes on the driving forces behind these
changing dynamics. This is not a shortcoming but the nature
of academic research. However, there is clearly a need for a
general equilibrium approach to piece together the individual
developments for understanding the secular forces behind
China’s structural changes and their impact on the world over
the long term.
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The biggest dissatisfaction of the analysis on China’s
mega trends by market practitioners is the lack of serious
research effort. This has resulted in confusion and misunder-
standing about the development and direction of the mega
trends. Blind acceptance of these trends or reading them through
distorted lenses only lead to erroneous business and policy deci-
sions and reactions to the emergence of China.

China and the world are dynamic, not static. New mega
trends have emerged in China over time, especially on the
financial and policy sides, and they have not been covered by the
earlier studies. There have also been changes to the prevailing
trends due to changes in the structural forces in China and the
world economy. Meanwhile, there are hidden issues, problems
and trends that many observers have missed. Here are some of
the examples.

• Who would imagine a new trend of reverse migration from
cities back to rural areas has emerged in China recently when
everyone is still expecting urbanisation to drive China’s
growth and when most global businesses are still forming
their China business strategy based on urbanisation?

• Everyone talks about China’s shrinking labour force. But
there has been almost no discussion on China’s early retire-
ment problem (it has the world’s earliest effective retirement
age) and its profound implications on economic growth
which is already threatened by an ageing population.

• Many observers still talk profusely about the brisk
progress in renminbi internationalisation, capital account
opening, Belt and Road (BAR) strategy, Chinese urbanisa-
tion, consumption etc., but without knowing (or just ignor-
ing them intentionally for the sake of self-interest) that
changes have crept in to alter the trajectory of the trends.

• Others project a gloomy future for China based on its
structural woes as if they will only get worse and eventually
drag China into secular doldrums like Japan. But they do not
bother to understand the evolving secular forces that make
their predictions of a Chinese Armageddon wrong for more
than 30 years.

• Consensus has it that China suffers from a secular problem of
excess capacity, but seldom noticed is the fact that it also
suffers from under-investment at the same time. How can
these conflicting trends coexist, and what are the implications
on future growth, systemic risk and economic policy?
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Another problem with most market analyses to-date is that
they have focused too much on how the outside world will
change China as the mega trends unfold, but not on how China
will change the world. This is clearly a serious shortfall, as
China’s influence has become so big that even without an open
capital account, a slight change in its policy move or develop-
ment path has the power to send significant shock waves across
the world. Witness the global market rout between late 2015 and
early 2016, which was caused by a very small change in China’s
foreign exchange policy that move the renminbi by only 3%
against the US dollar in six months and then stabilised (compared
to the steady decline of more than 20% in the major currencies
against the US dollar in 2015).

In general, studies on China’s mega trends are thin on the
ground, both inside and outside of the country. Westerners often
do not truly understand China as they are preoccupied by their
own values which are not appropriate for examining the struc-
tural dynamics in China. Meanwhile, Chinese/Asian analysts are
often too stubbornly constrained by their oriental values that
blind them from the global perspectives of reading China.
Aggravating the problem is the proliferation of casual analysis
on, and misrepresentation of, China by the western media,
although the mainland Chinese media suffers from tight ideo-
logical control which also taints our ability to distil facts from
narratives promoted by the Chinese Communist Party.

This book differs from all these aspects and aims at bridging
the gaps between the East and West perspectives, and academic
and market studies of China. It examines China’s macroeconomic
mega trends, backed by vigorous research and evidence. It is not
descriptive and does not take the trends for granted. Rather it
takes a critical approach to question and to assess the evolution of
the mega trends through theoretical and empirical analyses.

It captures the new mega trends and reassesses the prevailing
trends by examining the structural forces behind them, refuting
conventional wisdom and demystifying media and market hypes.
This is a significant departure from the existing work, which
focuses on the business and microeconomic aspects and adds
hype to conventional wisdom to generate exaggerated and erro-
neous analysis. Crucially, the discussions here cover both the
impact of the world on China and China’s impact on the world
in its process of opening up.

Coverage of China’s mega trends in this book is not meant to
be exhaustive as new trends will emerge over time and the
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existing trends will keep on evolving. Thus, the discussions and
views here may be controversial and even incomplete from a
research perspective. But the purpose of this book is to dig deep
into the hidden issues and uncover the changing dynamics of
China in order to stimulate educated debates and further research
to correct those distorted assessments that are clouding the
understanding of the mega trends of the Middle Kingdom.

The plan of the book is as follows. As an introduction,
Chapter 1 gives a bird’s-eye view on some of the macroeconomic
mega trends that are unfolding in China, while the rest of the
book takes a deep dive into these and the new trends that have
either been misunderstood or clouded by bad analyses.

Chapter 2 starts our in-depth analysis by exploring the trends
of China’s long-term growth and reform strategy from a risk
perspective that most discussions have missed, namely the possi-
bility of secular stagnation and the risk of an economic identity
crisis in the reform process. While no one can pin down China’s
growth trajectory, there is evidence showing that it is moving
towards a sustainable growth path without catching much atten-
tion, and that stagnant is a low-odds outcome but needs to be
monitored.

Chapter 3 looks at China’s demographic challenges through
the emerging and hidden trends and problems, including the
little-known reverse-migration from cities back to the farmlands,
‘early retirement’ and its related policy and incentive problems,
the structural implications on Chinese consumption (especially
the demand for financial assets) of an ageing population and the
obstacles for transiting towards a consumption-led growth
model.

While China’s excess capacity problem is well known, it is
seldom noticed that it also has an under-investment problem
simultaneously. This bifurcated insight is quite non-consensus
and is the focus of Chapter 4, which also reassesses critically
the views that Beijing has the power to cut excess capacity at
will and that its supply-side reform could yield significant effi-
ciency enhancement. The discussion also highlights the inherent
problem of incentive incompatibility in China’s structural reform
process that Beijing will have to resolve to make reforms
successful.

Deleveraging is a key part of China’s structural reform and a
policy mega trend that unfolds gradually. Behind deleveraging
lies the worry about China’s ‘debt bomb’, which has led to
pessimistic prediction of an imminent debt crisis sending shock
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waves across the global economy. Chapter 5 demystifies the
debt-currency crisis by examining the structural factors behind
China’s debt and assesses the measures that Beijing may take to
diffuse the debt bomb. Privatisation is a crucial solution, but
there is also a conundrum that this book highlights but many
China analysts have ignored.

Opening up the capital account is another mega trend
unfolding in China. Although still at its early stage, this trend is
already creating significant impact on the global policy and
investment landscape and causing confusion, fears and hype
among the international community. Chapter 6 discusses the
‘controlled way’ which China is using to open its capital account
and seeks to debunk many of the myths behind Beijing’s policy
moves, notably the setting up of the two-way channels for capital
flows between China and Hong Kong and the free trade zones
since 2014. Many observers have mistaken the capital flow chan-
nels as a big step towards opening the capital account, while no
one seems to be aware of an incentive incompatibility problem
behind the free trade zones.

As China opens its capital account gradually, capital out-
flows have emerged as a related secular trend since 2013.
Chapter 7 explores the dynamics of these outflows by examining
the worries about capital flight from China, the evolving forces
behind China’s overseas direct investments, their global impact
on the political and financial environment, and the effect of the
emerging financial prowess of China on the world’s development
financing. All these shifts argue that there is a need for a change
in the way that the world looks at China’s investment and capital
flows.

Chapter 8 zooms in to examine one particular aspect of
China’s capital outflows, the BAR strategy that underpins
China’s long-term strategic expansion on the global stage. The
BAR initiative has been under-appreciated by the international
community, which has either little knowledge about its strategic
importance or distorted views on its impact on the Chinese and
global economic development. This chapter assesses whether the
BAR strategy has actually gained traction (as the optimists
believe), identifies its development path and examines its impact
on China’s economic rebalancing (which has been misunder-
stood) and the concerns about whether China is using its BAR
plan to ‘conquer the world’.

Closely related to China’s capital outflows and the BAR ini-
tiative is the internationalisation of the renminbi, which is one of
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the major emerging mega trends that is catching international
attention and causing jitters. Chapter 9 focuses on the develop-
ment, risks and challenges of renminbi internationalisation that
China and the world are facing and seek to debunk some of the
myths and hypes about this process. It is particularly discomfort-
ing to see casual analysis on pushing the view that the renminbi
has been developed into an investment currency while its inter-
nationalisation process is still stuck in the first gear of being trade
driven. Worst of all, no one seems to acknowledge that even the
momentum of this first-gear development is hitting a limit.

Renminbi internationalisation will potentially re-write the
global monetary order in the coming decades. But it is not a
smooth-sailing process, and Beijing is already having second
thoughts about its policy priority for promoting the global role
of the yuan even at this early stage of its efforts. Chapter 9 also
highlights Beijing’s change of mind regarding renminbi inter-
nationalisation policy that most market analysts have ignored.

Our discussion on China’s macroeconomic mega trends
argues that it is not a matter of whether but when these
forces will eventually elevate China’s influence to the top of the
world economic league. The eventual realisation of President
Xi Jinping’s ‘Chinese Dream’ will mean a global currency status
for the renminbi challenging or even displacing the dominance of
the current global reserve currencies. Chapter 10 wraps up our
discussion by examining the future of the renminbi by identifying
the necessary and sufficient conditions of a global currency and
understanding China’s incentives to acquire those conditions.

A reassessment of the global status of the world’s three major
currencies (the US dollar, the euro and the Japanese yen) is
indeed timely at this point because structural changes behind
them are starting to erode their basic currency functions. This
argues that their global influence should fade over the long term.
The global impact of these structural shifts will certainly be
substantial, and even confusing and worrying in the short- to
medium-term, because the geopolitical reality behind the future
monetary order is that China’s global influence is rising at a time
when that of the United States and Europe are fading.

Nevertheless, this does not mean that China will dominate
the world anytime soon because it still lacks many of the
economic, political and cultural attributes that are essential for
making it a global power. Our discussion on the renminbi’s
global status in Chapter 10 highlights the challenges for China to
instil global confidence in its currency when it does not have
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most of those characteristics that create the necessary and suffi-
cient conditions for the renminbi to serve, on a global basis, as a
store of value, a medium of exchange and a unit of account.

I hope that this book will help demystify and clarify some of
the important issues stemming from China’s mega trends and
open up new angles for further debates and research on the driv-
ing forces that will affect the Middle Kingdom and the global
economy in the coming decades. It is not my purpose to jump
into conclusions for the issues that we discuss here, as they are
moving targets with no defined paths yet. Rather, by challenging
consensus and conventional wisdom, and by correcting the
crooked views and distorted analyses, I hope we can have a
better reading on China by keeping an open mind and basing our
understanding on proper research and evidence instead of senti-
mental judgement, partial analysis and distorted concepts.
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