
CHINA & U.S:  TWO 
COMPETING MODELS OF 

ECONOMIC 
DEVELOPMENT





Basic Facts about the Two Largest Economies in the 
World

U.S:  

Economic type: free-trade capitalism

Population: 326,766,748

GDP: $19.49 trillion (2017 est.) [official 

exchange rate]

GDP at Purchasing Power Parity (PPP): 

19.49 trillion (2017 est.)

GDP/capita:  $59,800 (2017 est.)

China:

Economic type:  State-led capitalism 

(also called neo-mercantilism)

Population: 1,415,045,928 (4 times that 

of the U.S.)

GDP:  US$12.01 trillion (2017 est).

GDP at Purchasing Power Parity (PPP): 

23.21 trillion

GDP/capita (PPP): US$16,700 (2017 est)



China’s Political and Economic “Structural 
Impediments” to a “free-market” arrangement

1. One-party political system that has used the following to keep legitimacy:

a. Rapid economic growth (must keep the “economic engine” going to avoid 
unemployment)

b. Improved standard of living

c. “National identity” [nationalism]  
2. Copied the “East Asia” economic development model: State-led economic development

--Support major local/national companies with financial backing e.g. Sony, Hyundai

--Promote these company’s exports

--Limit imports through tariffs

3. Who were the “East Asia miracle economies?” Japan, South Korea, Taiwan.  WHY did the U.S. 
accept this in the 1950s--1970s?  They were anti-communist and the U.S. wanted strong, capitalist 

economies because of China’s communism next door!



What We Know

1. China’s economy has grown incredibly fast since 1979.
2. China became the “manufacturing center” of the world at least in terms 

of processing.

3. About 40% of China’s manufacturing is dominated by state-owned 

enterprises (SOEs). SOEs dominate in energy, chemicals, banking

4. The U.S. economy has matured (post-industrial), slowing its growth.

5. The number of workers in traditional manufacturing in the U.S. has 

declined.

6. The Trump Administration has accused China of unfair trade and other 

related practices.

7. The Trump Administration has applied tariffs to try and get China to 

change its economic practices.

8. China has responded with tariffs and promises of structural changes.



China’s Economic Growth: 1979--2017



HOW DID CHINA GROW SO RAPIDLY?

Complicated story! Started in 1979: 

1. Deng Xiaoping opened China’s economy to trade, foreign investment, 
and consumerism (was suppressed before)

2. Normalized relations with the U.S. and other western countries

3. Emphasized the growth of exports, and limited Chinese consumer 

imports

4. Encouraged foreign investment

5. Eliminated most of the command economy/inefficient factories

6. Promoted state-owned enterprises (about 50% of China’s biggest firms 
are owned by the government)

7. Subsidized strategic industries, e.g. energy, and prevented foreign 

ownership

8. Promoted technology acquisition from abroad and at home



President Carter and 
Deng Xiaoping signing 
the normalization of 
relations between the 
U.S. and China.







More of the story!

9. Rapidly developed its infrastructure:  roads, railroads, air, 

telecommunications

10. Controlled labor demands

11. Kept defense spending relatively low

12. Joined major trade agreements--World Trade Organization (WTO). This 

gave China access and preferential treatment to other countries.

13.  Maintained political stability with a one-party system

14. Expanded its educational system and access to higher education

15. Avoided conflicts outside its borders



Freeway system in 
Shanghai

China’s high speed rail 
system



IMPACT OF CHINA’S ECONOMIC GROWTH & 
DEVELOPMENT?

1. China became the manufacturing center of the world.  Most of the 

companies manufacturing toys, t-shirts and smartphones were and are 

foreign. 

2. China greatly reduced the number of poor in China.

3. China’s middle class dramatically increased, now larger than the 
population of the U.S.

4. Experienced major environmental degradation: air, water, soil

5. China seeks resources and technology from different parts of the world 

for its economic growth

6. Developed a trade deficit with the U.S. (and other countries)





Rise of China’s Middle Class



The city of Shenzhen, before and after







U.S. Manufacturing? 

The U.S. has seen a simultaneous increase in manufacturing

output (the value of goods and products manufactured in the 

U.S.) and decline in manufacturing jobs over the long term.  

Why? American manufacturers have become far more 

productive than they were three decades ago – that is, they 

can produce more goods, or higher-value goods, with less 

labor.  [Pew Research Center Jul 25, 2017]

The number of factories in the U.S. has greatly declined.





Decline in Manufacturing Jobs in the U.S.



What does the Trump Administration want from 
China?

Trump wants China to change its economic behavior. Specifically:

Address the trade imbalance/deficit--import more U.S. goods, e.g. 

remove tariffs on U.S. agricultural goods

Open China’s economy to more U.S. businesses

Protect intellectual property rights (trademarks, patents, original 

designs)

Stop technology transfer. China required foreign firms to share their 

technology with foreign direct investment. Foreign firms are required to 

enter into joint ventures with Chinese companies.  



What has the Trump 
Administration Done? 
China’s Response?  

--U.S. imposes tariffs on China.

--China imposes counter tariffs on 

the U.S.

--So far? 266-day trade war 

between the two countries.



Impact of U.S.--China “Trade War”?
1. Trade declined between the U.S. and China: China imported less from 

the U.S. and exported less to the U.S.  

2. China’s economic growth has declined (though exports are now up)
3. Some U.S. groups hit by tariff impact. Here is a list of 202 companies 

that have been hurt: 

https://www.cato.org/publications/commentary/here-are-202-companies-

hurt-trumps-tariffs

4. China has agreed to many of the U.S. demands e.g. new foreign 

investment law; open up financial sector to U.S. companies; drop the 

technology transfer requirement; import more U.S. goods.

Question: Why would China be willing to fundamentally change its 

economy?  Costs and benefits of doing so?

https://www.cato.org/publications/commentary/here-are-202-companies-hurt-trumps-tariffs


President Trump and President Xi Jinping



Timeline of Events

January 22, 2018. President Trump placed a 30% tariff on foreign solar panels, to be reduced to 15% after four years

March 1, 2018. President Trump imposed tariffs of 25% on steel and 10% on aluminum.

March 22, 2018. President Trump asked the United States Trade Representative (USTR) investigate applying tariffs on US$50–60 billion 
worth of Chinese goods

April 2, 2018. China responded by imposing tariffs on 128 products it imports from America, including aluminium, airplanes, cars, pork, 
and soybeans (which have a 25% tariff), as well as fruit, nuts, and steel piping (15%).

May 15, 2018. Vice Premier Liu He, top economic adviser to President of China Xi Jinping, visited Washington for further trade talks

May 20, 2018. Chinese officials agreed to "substantially reduce" America's trade deficit with China[177] by committing to "significantly 
increase" its purchases of American goods

May 29, 2018. The White House announced that it would impose a 25% tariff on $50 billion of Chinese goods with "industrially significant 
technology

June 15, 2018. Trump declared that the United States would impose a 25% tariff on $50 billion of Chinese exports. $34 billion would start 
July 6, 2018, with a further $16 billion to begin at a later date.

https://en.wikipedia.org/wiki/Solar_panel
https://en.wikipedia.org/wiki/United_States_Trade_Representative
https://en.wikipedia.org/wiki/Tariff
https://en.wikipedia.org/wiki/Ministry_of_Commerce_of_the_People%27s_Republic_of_China
https://en.wikipedia.org/wiki/Liu_He_(politician)
https://en.wikipedia.org/wiki/President_of_the_People%27s_Republic_of_China
https://en.wikipedia.org/wiki/Xi_Jinping
https://en.wikipedia.org/wiki/Trade_deficit
https://en.wikipedia.org/wiki/China%E2%80%93United_States_trade_war#cite_note-:9-178


Timeline of Events

June 19, 2018. China retaliated almost immediately, threatening its own tariffs on $50 billion of U.S. goods

July 6, 2018. American tariffs on $34 billion of Chinese goods came into effect. China imposed retaliatory tariffs on US goods of a 
similar value.

August 8, 2018. The Office of the United States Trade Representative published its finalized list of 279 Chinese goods, worth $16 
Billion, to be subject to a 25% tariff from August 23, 2018

August 14, 2018. China filed a complaint with the World Trade Organization (WTO), claiming that US tariffs on foreign solar panels 
clash with WTO ruling and have destabilized the international market for solar PV products. China claimed the resulting impact 
directly harmed China's legitimate trade interests

August 22, 2018. US Treasury Undersecretary David Malpass and Chinese Commerce Vice-Minister Wang Shouwen met in 
Washington, D.C. in a bid to reopen negotiations.

September 17, 2018. The US announced its 10% tariff on $200 billion worth of Chinese goods would begin on September 24, 2018, 
increasing to 25% by the end of the year. They also threatened tariffs on an additional $267 billion worth of imports if China
retaliates,which China promptly did on September 18 with 10% tariffs on $60 billion of U.S. imports

December 1, 2018. The planned increases in tariffs were postponed.
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