Evolving World Economy




According to Nariman Behravesh, content specialist, we can look at two case studies, one in China and one in the U.S. One of the most frustrating things facing an international economist is the persistence of a lot of myths about the global economy, like, for example, the assertion that the U.S. economy is becoming deindustrialized because of trade, or that trade is like war. It will be useful to tackle some of these myths. First, let’s look at some of the lessons that we have learned. Perhaps the most important lesson is the dramatic increase in the flow of goods, services, labor, capital and technology among the countries of the world in the post-war period has greatly boosted the standard of living world-wide, even though there have been costs associated with this globalization; namely, in the way of lost jobs, and certain industries in the industrial countries going out of business. However, what we are saying is, that the benefits of this liberalization of trade have far outweighed these costs. A second lesson is that it attempts to interfere with the free flow of trade, capital, technology, etc. is at best wasteful and at worst dangerous. What do we mean? Well, it is wasteful in the sense that attempts to interfere in the market functioning or in free trade end up in very inefficient allocation of resources, allocations that do not play to comparative advantage. Dangerous in the sense that often attempts to interfere in trade or in the flow of capital or technology will lead to retaliation or trade wars. A third important lesson is that as economies become more integrated into the global economy, there is a role for the government to: conduct sound macroeconomic policies; keep the economy open to competition; encourage savings investment and innovation; and equip its citizens with solid education and training. However, what we are also saying is that these are the foundations on which comparative advantage in built, but the government should not try to determine where the comparative advantage is, and more importantly not to try to pick winners or losers in the whole trade situation. Now, having explained that, there are also a lot of myths out there about the global economy. The first one is that industrial countries are rapidly losing manufacturing jobs to low-wage countries. This again is that myth of the deindustrialization of the U.S. and other industrial countries because of trade. Let’s see if we can deflate this myth by looking at the first case study, which looks at the rise of China as an economy and a trading power. The southern regions of China, the center of an economic boom; thousands of new factories have moved here from centers like Hong. Kong. Construction has skyrocketed, providing housing for the new workers flooding in from around China. Products manufactured here are earning vital foreign income for China, and raising workers’ living standards. But is China growing at the expense of other more developed nations? Or can the boom mean prosperity for all? In the 1950’s, Japan built its industrial base on low-skilled manufacture like clothes and footwear. But as skills and wage costs rose, workers’ jobs changed. Japan developed more complex industries, passing the lower-skilled jobs on the developing economies like Taiwan and Hong Kong. It has become known as the Flying Geese Principle. When comparative cost is no longer in line with the production of a certain industry, then the industry will be relocated or taken up by, for example, a lower wage country, and then this process will go on. It is like a team of flying geese flying together in a very systematic way, with a leader followed by different tiers of countries. In the early 1990s, China’s comparative advantage was in low-cost labor. In the south of China, that saw areas like the Guandong province inherit much of the lower-skilled labor-intensive industry being passed on by Hong Kong. It is bringing prosperity. The influx of manufacturing has seen real economic growth exceeding 20% per year sustained for more than a decade. Charles Yeung is one of the Hong Kong businessmen leading the industry shift. He fled China during the 1960s cultural revolution. In Hong Kong, he built a textile business worth hundreds of millions of dollars, which now spans the globe. But his company, the glorious sun, is changing. It no longer had manufacturers in Hong Kong. That job has been passed on to countries such is China. It brings a number of benefits. First was the cost has gone down, and the second, in China, because they have enough workers and enough space, the second, China fortunately can help us to improve the workmanship, so there to make our product is that the price is lower, the cost is lower, and the quality is better. That is, today, China is getting the benefit. China shares in that benefit. New industry is providing jobs and income for millions, replacing low-skilled and lower-paid farm work. It is sparked massive investment in infrastructure like housing and roads. Living standards have risen sharply. Workers are learning new skills which improve product quality. They are interested to not just work, they are interested to learn. Charles Yeung’s company funds the northwest textile Institute in the city of Huizhou. Teachers here are passing on skills learned in the world’s fashion capitals, such as Paris, Milan, and New York. Students graduate and are able to turn cloth into clothes. Graduates take their new skills across China. Like a ripple in a pond, they spread to other workers. The knowledge will be vital as more of China opens to development. Hong Kong does not lose by moving manufacture, there are mutual benefits. It frees resources to concentrate on higher skilled levels of business. The glorious sun’s Hong Kong office now administers eighty businesses spanning three continents, all accounting services are based here. Computer systems improve financial management and production. Clothes made in China and sold around the world are designed here where market knowledge is more mature. The glorious sun typifies Hong Kong’s evolution into a financial and management center which is generating new wealth. This complementary relationship between nations presents new opportunities for the more developed economies. Today in the developed countries, they specialize in something which developing countries would still have a great demand for, like services. Like the United States today is very much a service-oriented economy. The United States has a huge trade deficit in commodities, but in fact, the United States has a huge favorable balance in terms of export of services. The boom in developing countries like China does not mean more mature economies suffer. Their role may change. But as they move to providing much needed services and expertise to developing nations, they tap the flow of new wealth being generated. It is a positive-sum game. That is, one country’s success does not mean another’s loss. By filling a new niche, countries are building industry and raising living standards. It will not with China. Already, countries in Africa and Eastern Europe are carving their place in the economic new world order. 
