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Foreword by Virgínia Trigo

Somewhere in the mid 1990’s, newspapers around the world published a small, trivial piece of news:  for the first time, in that particular year, the Clintons’ Christmas tree would be Made in China. Even before China having started the negotiations for membership in the World Trade Organization (WTO), the news was disquieting. First in garments, then in supermarkets, then in domestic appliances, then in shops in general, most of what American consumers could buy was made in China. Ten years ago, for a visitor of New York, San Francisco, Chicago or even of smaller towns like Madison, this was startling evidence. Nowadays, it is so much embedded in our daily life that we no longer notice the familiarity of Chinese products. Like everybody else, in December, when time comes, we will sit around the tree for another very… Chinese Christmas.  The toys the children will receive, the sports equipment for the elder ones, daddy’s new laptop, mummy’s pearl necklace, granny’s pashmina – such a soft cashmere, all of them carry labels quietly shouting Made in China.  Then, when looking in delight at the lights that shine on and off, fireflies in the dusk, and at the other colorful decorations, we will notice that, well beyond the tree, all of them are made in China. Later that night we will perhaps plan for the New Year or for the next holidays and we may consider visiting Beijing, Shanghai or Guilin. A likely decision since China is already the fourth world tourism destination and, according to the World Tourism Organization will become the first in 2020, overtaking France with a yearly record of 130 million tourists.  

China is in fashion but it is not a fashion. These indicators are only signs of a reality that takes shape and has been announced for the last ten, fifteen or twenty years and that, in spite of the detractors – there are always plenty – is the great event of the beginning of this century: the emergence of a country with 1.3 billion people as a world economic power. With a population six or seven times larger than Japan’s, like in physics, the quantity associated to the Chinese paradigm – too much space, too many people, too much time – may modify the quality of the solution. For the rest of the world, it is a matter of accommodating an elephant in a China shop: it calls for care, knowledge, evaluation and exploitation of the opportunities brought about by the occasion.  

With 5% of the world population and 20% of the production, can the United States afford to rest on the inverse symmetry of the Chinese data: 20% of the world population and 5% of the production?  In just 25 years China has transformed from an isolated, turned to itself country, into the fourth world economy, a production platform for the world and for its vast internal market. Our anxiety arises from this disturbing - and for many, unexpected - growth pace. China produces 70% of the world toys, bicycles and DVD players, 60% of digital cameras, 50% of laptops and, till the end of the decade, according to the WTO, it will produce over 50% of world textiles. Supposing a 7% growth rate, China’s economy will double in a decade; if we take into account the current 9.5%, the effect can be achieved in less than eight years. While attracting billions of dollars in foreign direct investment, China also invests in improving the quality of its products and an endogenous, wholly Chinese entrepreneurship, often supported by its own research and development, stages its appearance in the international arena: it goes by the name of Haier, TCL, Huawei, Lenovo, Tsingtao or, more recently, Alibaba. 
How could this happen? Since the beginning of the reforms in late 1978, China has been a country that consistently plans and prepares its future, organizes it, and musters good wills towards inspiring, ever present national goals.  The process of the reforms has since then been dealt with as a system, that is, as a set of intertwining factors of economic, social, political and even psychological order.  Constant experimentation before the general adoption of a given policy has been the norm and has enabled the timely correction of mistakes and the introduction of incremental improvements.  The reforms, for example, started in the rural areas with the responsibility system by subcontracting the fields to individual family units and was then progressively extended and replicated to villages and townships; control over the inflow of foreign capital was also gradually released and in 2002, China was already the largest receiver of foreign direct investment.  Town-village-enterprises – an original model that well represents Chinese pragmatism and acumen – have gradually received a larger autonomy and through the 1990’s have become an extremely dynamic part of economic activity.  Market forces, including those that regulate prices and promote the emergence of entrepreneurship started to permeate all layers of the economy. Although formally forbidden, private entrepreneurial activity became increasingly tolerated and accepted till the declaration, at the 16th Congress of the Party in 2002, that it should be allowed and protected. 

The experimental system of incremental reforms adopted by China has produced remarkable results and guaranteed stability and cohesion. Hence, this book is a major contribution towards a better understanding of one of the most remarkable transformation processes initiated in the last decades of the 20th century: the gradual but unfailing conversion of a centrally planned economy into a market economy experienced by the world’s most populated country, which at the same time, reoccupies its own place in history. The magnitude of this event is such that it affects unsuspected elements of our daily life: the salaries we earn, the garments we wear, the essence we consume.  It cannot be ignored.

The author points out that the word “progress” is no longer unknown in China and without concealing the threats and challenges that still lie ahead, he introduces not only the country that produces a major part of world commodities but also the country that consumes and increasingly values Western quality products: a China that undeniably integrates itself in the global economy.  In the most fashionable shops in New York, Paris or London, we can now see side by side with Japanese speaking shop assistants, those who speak Mandarin for the benefit of a sophisticated Chinese clientele. 

Individual initiatives, as Zhibin Gu states, are behind this economic growth.  Frustrated by a scarce economy where everything was missing, the first generation of Chinese entrepreneurs, at the beginning of the 1980’s, started their companies from nothing aware that they had nothing to lose.  Their underground existence was tolerated under the opening process designed by Deng Xiaoping, and progressively accepted within the framework of experimentation that enabled the reforms and that the slogan of the time “mo zhe shi ziguo he”, (to touch the stones to cross the river) illustrates.  To transform an economy through experimentation seems to be, in China’s case, a far more intelligent strategy than through revolution because, among other advantages, an experiment allows a larger degree of control. 

Before China’s achievements, we may wonder – and this book is of assistance in this regard – whether and how made in China differs from other qualms we have experienced along the second half of the last century. First, it was made in Germany, then made in Japan, then made in Taiwan and made in Korea. Each time, when one of these economies took off, was not the rest of the world affected by protectionist temptations? And have not these concerns always proved to be groundless?  In the beginning of the 1970’s, the salary of a Japanese worker was well below that of many Europeans. Today the situation is the inverse. History has demonstrated that the process of industrialization and progress has enabled countries to take off not only for their own benefit but for the others too. 

Will it be different in the case of China? Some fundamental economic theories explain the nature of the accommodation and the benefits withdrawn from the turbulence set in motion by the arrival of newly industrialized countries into the economic scene: first the theory of comparative advantages by the English economist David Ricardo (1772-1823) and, secondly, the concept of “creative destruction” enunciated by the Austrian Joseph Schumpeter (1883-1950).

Ricardo argued that, even if a country has an absolute advantage in relation to another in products that both commercialize, there will be gains if this country chooses to specialize in the production of the product in which he has a comparative advantage provided that he will exchange it for the one in which the other country has an identical advantage. If both countries specialize in the production of those goods where they are more effective, not only will they benefit but the world as a whole. In turn, Schumpeter suggested a reflection on the issue of capitalism explaining that it is a process of permanent transformation in the course of which old activities are destroyed and replaced by new ones, in a process of “creative destruction.” Together, Ricardo and Schumpeter explain the reason why those countries that first industrialize give up certain jobs in favor of others that industrialize later, looking for specializations in new activities, constantly forced to renew their offer. This is what happened with Germany, then with Japan, then with the New Industrialized Economies of Southeast Asia, in succeeding cycles. 

Will it be so with China? There are at least three reasons that lead us to think we are confronted with a new phenomenon, the consequences of which are difficult to explain under Ricardo and Schumpeter’s theories.  Firstly, there is the sheer demographic size of the country and its huge “labor reserve.” If, today, a Chinese worker earns a salary that is twenty times less than his European counterpart, this difference will tend to be wiped out over time, but it is also true that new waves of Chinese workers will be in the offing, by force of simultaneous movements of migration to the cities and delocalization of factories to the inner country. As such, these salary differences will be maintained for much longer and China will take over new activities (more advanced industries) while maintaining a comparative advantage in traditional industries.    

The second reason concerns the specific moment the country took off in terms of accumulated and available technology and this is a remarkable difference from previous take offs. At the time of internet, mobile communications, jet travel, liberalization of world trade, stages are eliminated and China can afford to frog leap. In terms of communications, for example, the country has gone directly from zero to the mobile phone. We may then wonder on a dimension still not entirely captured by economic theories and however essential: time. Under these circumstances “creative destruction” takes such a pace that it may enforce violent adaptations.  

The third uniqueness of the Chinese process concerns the fact that the country must face three concurrent challenges: transition (from a central planned economy to a market economy), development and globalization.  For the first time, a country must deal with a similar situation and there are no theories to illuminate the way. Currently, we may evoke the stage of “primitive accumulation of capital” as described in Marx’s Capital, Vol.1: the process of accumulation must happen first, otherwise there will be no development. Who, in China, is directing the accumulation process? The State, a whole State at the service of capital, of any shape, large or small, local or foreign, private or public. The price associated to failure is such that the State cannot afford to withdraw from exercising a hard line political-economical order to impose and ensure social stability.  In spite of the weaknesses, the success of the exhilarating period China is going through when facing these three challenges, lies precisely in the critical role of the State in maintaining social stability but also in solving market problems, regulating the distribution of income and regulating the way China interacts with the global economy.  

There are undoubted risks associated to the perennial growth of the Chinese economy and Zhibin Gu, in Made in China, does not cover them up. Among those there are political tensions, social and geographic inequalities, weaknesses in the legal and institutional framework, flaws in the financial system, impending ecological disasters. However, for all those countries affected by the return of China to the status of economic power, the event carries along troubling destabilizations.  In these circumstances, any European country will not be able to make its voice heard unless in the framework of Europe, a truly unified Europe that represents joint interests either socially, environmentally, energetically or commercially and that is able to capitalize on the emerging opportunities. As a spin off of the inexorable rising of China in the world scene, Europe may be forced to speed up its unification process. China transforms the world. 
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