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Preface

This book is the result of the Chinese Academy of Social Sciences (CASS) 2011
research project entitled “China and the New Asian Market”, led by research fellow
Jianglin Zhao.

China’s rise has become an indisputable fact in recent years. The significance of
this fact to the whole region has never been fully explored, though it will influence
China’s future development and its relationship with Asia. This book is based on the
study of this relationship from the standpoint of the region.

After many years of development, Asia has crossed the threshold of a new devel-
opment stage and became the manufacturing center of the world. With China as the
place of final product assembly and the developed world as its market, Asia has had
an export strategy which has created one economic miracle after another. But the
financial crisis of 2008 has changed the economic picture of the world. The devel-
oped economies, mired in the subprime loan debacle and overburdened with debts,
are unlikely to return to the limelight in the short term, forcing Asian countries to
change their economic strategy and leverage their markets for future growth. More-
over, with the continued rise in per capita income, Asian economies seem ready for
the next step in their economic development.

From the market standpoint, Asian economies are at the crossroads of two trans-
formative trends. One is the change of growth model from export-based to domestic
demand-based, while the other is a consolidation of regional markets to satisfy the
requirements of future economic growth. This book will focus on the latter trend.
If the expanded domestic demand is unable to compensate for the reduced demand
from the developed world, Asia’s industrialization will slow down, especially since
this industrialization is of a collective nature.

China seems poised to be themajor participant if not the creator of the consolidated
Asian market. Having adopted the policy of reform and opening up more than 30
years ago, China has become a major Asian and world power. In 2010, it overtook
Japan as the second largest economy of the world and the largest Asian economy
in terms of GDP. This fact has transformed China’s economic relations with other
countries in the region and endowed it with the ability to lead Asia on a path of
autonomous development.
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vi Preface

China’s strategic interest in a consolidated regional market is threefold. First, a
regional market can extend China’s window of opportunity in terms of economic
development. As demand from the developed markets continues to be weak and the
domestic market not fully developed, a regional market can have stabilizing effects
on economic growth and industrialization. Second, a regional market protects the
common interests of China and other Asian economies. After the financial crisis of
2008, it has become increasingly clear that China is the final consumer of regional
products; in other words, China’s significance as a market has been made clear.
China’s relationship with other Asian economies used to be focused on production;
now it is focused on market. This change is favorable to the establishment of an
Asian economic community. Third, a regional market is a theater in which China can
implement its strategy. As an influential world power, China needs a regional market
to facilitate the rise of the Asian region.

This book explores themarket issues in Asia’s industrialization and the possibility
and continuity of China’s adjustment of its relationship with the Asian region in the
next 5 to 10 years from a regional standpoint. It also tries to quantify the effects of
China’s rise on the regional market.

Major conclusions are the following. First, Asian industrialization, including
China, has regional characteristics. Considering the constraints of individualmarkets,
Asian economies share a collective desire for a regional market. Second, a consol-
idated regional market concerns not only the stability of China’s industrialization
and economic development but also the implementation of China’s overall strategy.
Third, due to the limitation of its economic capabilities, China is not yet the leader
but a major participant in a regional market. So a consolidated regional market is
still a goal, not a fact.

This book is divided into nine chapters. Its authors are all researchers at the
National Institute of International Strategy at CASS. I am the author of Chaps. 1, 2,
4, and 6, and the first and second sections of Chap. 9. Xiaobing Zhou is the author
of Chap. 3, and Yuzhu Wang is the author of Chaps. 5 and 8 and the third section of
Chap. 9. Chapter 7 is written by assistant research fellow Zhongyuan Zhang.

We thank Social Sciences Academic Press (SSAP) and its editors for their
tremendous support, and we welcome comments from you, the reader, as always.

December 2013 Jianglin Zhao
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Chapter 1
Introduction

China’s rise has been an indisputable fact in recent years, but the overall significance
of this fact has in the region has never been fully studied. This subject concerns
China’s future development and its relationship with the region. This book attempts
to describe the new economic relationship China may entertain with the region from
the standpoint of the region.

1.1 Background and Significance

1.1.1 Background

Background considerations for this book are the following:
First, history has shown that regions have become an important platform and focus

for national (or regional) activities1 as exemplified by the following phenomena: 1.
The region is a major platform of economic activities by the economies within the
region. For instance, 70% of EU’s external trade happens within the block. This
means that major EU economic activities happen among members and not with
the outside world. 2. The region is the theater in which members implement their
national strategies such as free trade agreement andfinancial integration. Thematured
regional markets are in Europe and North America where most of the developed
countries, the highest GDPs, and themost sophisticatedmarket systems can be found.
In contrast, Latin America and Africa have lower economic development and lack
regionalmarketmechanismswhileAsia has raised the level of economicdevelopment
and market integration markedly.

Second, after many years of development, Asia entered into a new development
stage and became the manufacturing center of the world. With China as the place of

1 Katzenstein encourages further study of regions. Katzenstein (2007).
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final product assembly and the developed world as its market, Asia has had an export
strategywhich has created one economicmiracle after another. But the financial crisis
of 2008 has changed the economic picture of the world. The developed economies,
mired in the subprime loan debacle and overburdened with debts, are unlikely to
return to the limelight in the short term, forcing Asian countries to change their
economic strategy and leverage their markets for future growth. Moreover, the rise
of an Asian economic community has propelled Asia to a new stage of economic
development, and this is a big change resulting from the financial crisis. During the
Asian financial crisis of 1997, Asian countries were unable to grow their economies
by themselves and had to rely on the developed world to extricate themselves from
the crisis. Today, with the steady increase in per capita income, Asian countries are
able to decide on their own development paths; they can rely on their own and the
region’s strengths to achieve the next economic goal.2 For this reason, a consolidated
regional market has become the focus and goal for the Asian economies. Of course,
the regional market is a mid- to long-term goal.

Third, due to its rise, China can become the major participant if not the creator
of an Asian regional market. More than thirty years after first adopting the policy
of reform and opening-up, China has become a major Asian and world power. In
2010, it overtook Japan to become the second largest economy of the world and the
largest Asian economy in terms of GDP. This fact has transformed China’s economic
relations with other countries in the region and endowed it with the ability to lead
Asia on a path of autonomous development.

China’s strategic interest in a consolidated regional market is three-fold.
First, a regional market can extend China’s window of opportunity in terms of

economic development. Thiswindowof opportunity has changed to the extent that the
external environment can no longer satisfy the requirements of China’s industrializa-
tion and economic development. The economy grows as the external markets change.
As demand from the developedmarkets continues to beweak and the domesticmarket
not fully developed, a regional market can have stabilizing effects on economic
growth and industrialization. China must adjust its strategic thinking and actively
create a regional market to create more opportunities for itself.

Second, a regional market protects the common interests of China and other Asian
economies. The growth of external markets and economic growth have not kept pace
with the increase inAsia’s production capacity, and the situation has reached a critical
point. There are two ways of solving this problem: either the external markets have
to expand further to absorb more Asian products or Asia must make adjustments to
its economic structure. It seems that the latter is more likely to happen. As China’s
relationship with the other Asian economies has changed from production-focused to
market-focused,China has tomake some structural adjustments first and its neighbors
will have to follow suit.

2 Akyuz feels that it is impossible for Asia to return to the era of export-oriented high growth
since the developed countries are experiencing low growth and high unemployment after the global
financial crisis. What Asian countries need to do is to find a balance between domestic and external
demand and restructure their industries to focus on domestic demand and regional trade. Akyuz
(2011).
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Third, China can implement its national strategy in a regional market. We have
said that the region is an important platform for strategic and economic development.
As an influential world power, China needs a unified regional market to further its
strategic interests. The regional market can also serve as a natural showcase for the
peaceful rise of China; it can help eliminate conflicts and bring about the rise of the
Asian region.

1.1.2 Significance

This study differs from others in the following ways:
First, theoretical contribution. This book analyzes the relationship betweenmarket

and industrialization from a regional standpoint. Existing research on industrializa-
tion has focused on individual countries and not on multi-national regions. Asia
differs from other areas of the world in that it is undergoing regional industrializa-
tion.3 Economies at different levels of development are at different stages of indus-
trialization; they may be transforming from agrarian to industrial, from labor- to
technology-intensive, some highly developed economies in terms of GDP from tech-
nology—to knowledge-intensive, and from industrial to post-industrial. But common
interests and challenges (e.g. how to overcome market restrictions during industri-
alization) unite Asian economies which are integrating at a faster speed as a result.
The goal of this book is therefore to provide an analytical platform to discuss the
future of the Asian economy and the strategy that China may adopt.

Second, academic value. That this book takes the regional approach is unique.
Most of the existing research discusses China’s economic transformation (changing
of focus from export to internal demand) and extrapolates regional relationships
from the Chinese perspective. This approach has some shortcomings: First, China
is negatively impacted by the stagnating developed markets and has to rely on a
prosperous and stable region to continue its industrialization. Second, since China
is the largest Asian economy, any change in its strategic considerations will have
reverberations in the region. China has to be mindful of the national interests of the
other countries in the region. A focus on China is not sufficient to tease out the trends
of regional relationships or turn in a credible regional strategy based on common
interests.

Third, practical value. To wield its influence as a regional power, China has first
of all to become the instigator of a regional market. This represents a historical
opportunity as well as a crucial challenge for China. The developed markets had
matured during the long process of industrialization and are accessible to the world
in the post-industrial period. China is still in the process of industrialization; it did
not have enough time to develop a mature market but is thrust prematurely into the
role of providing a market for the region. Thus, for an indefinite period in the future,
China will be a producer and, more importantly, a consumer of regional products.

3 Latin America has some similar features but these are not as prevalent as in Asia.
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It can become a true regional power if it can successfully extend its market to the
region.

This is an auspicious time for China. The relationship between the ascendant
power and the region is changing. This is a time of economic development and
transformation for China and its neighbors and China can contribute positively to
regional transformation. Themajority of Asian economies are small and have limited
spillover effect to the regional market. But China, due to its size, has the natural
conditions to be the contributor to the regional market. In reality, being the consumer
of regional products is the prime reason that the relationship between China and the
region is changing, but it has taken many years for China to come to this point, and
this situation has only become apparent after the financial crisis of 2008. China could
be the leader of the region if it can realize its potentials during this auspicious time
of change. Of course, China is not as good a consumer as the U.S. and will still be
a major producer in the region for the foreseeable future, but it can take advantage
of the scope of its expanding market to lead Asian countries to limit and utilize the
spillover effects of eachmarket to construct a relatively autonomous regional market.

1.2 The Problem

This book reexamines the changes in regional relationships from the perspective of
market demand and explores howChinamay change its relationshipwith the region in
order to construct a regional strategy.Apressing issue forAsia now is how to construct
a unified low-cost market big enough to satisfy the requirements of future growth.
Some research4 suggests that the scope of the Asian market (including expanded
national and regional demand) is insufficient to compensate for the reduced demand
from the developed world. Asia’s industrialization will slow down if increased Asian
capacity is not matched with a suitably sized market. The market is especially impor-
tant as Asia industrializes collectively, and integrating a regional market has become
the precondition for future Asian growth.

The majority of existing research discusses regional relationships through the
lens of production; the research includes theories on trade creation and industrial
transformation such as the Flying Geese Pattern, and their point of departure is
always production. Very few papers analyze the changes in economic relationships
from the angle of a regional market and view the latter as a precondition for their
research.

4 Even though emerging economies have increased the volume of import, Xiaosong Wang et al.
argue that these economies are unable to weather a global crisis because the quantity of their final
products is still small compared with the world’s total. Longhua Zhao et al. hold that external
demand for Chinese products will worsen because the expanded internal demand of the emerging
economies is not sufficient to compensate for the reduced demand of the developed world. Jimenez
et al. find that an emerging economy’s export to the developed world is strongly related to economic
growth and that South-South trade is unable to replace South-North trade. SeeWang andXie (2009),
Zhao and Guo (2011), Jimenez and Razmi (2013).
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In reality, many questions prompt us to reexamine regional economic relation-
ships:What caused the call for global rebalancing? Is the path for future Asian indus-
trialization and modernization sustainable? Will collective industrialization bring
about contentious competition and conflict? Will cooperation solve the problem of
market that Asia is grappling today?

We will examine existing studies and try to see if the changes in China’s relation-
ship with the region and a consolidated regional market are possible, workable, and
sustainable.

1.2.1 Studies in China

Studies done inside China have a number of features in common:
First, a change in research direction. In the past, the focus was on how the region

affected China; now the focus is on how China affects the region. The fast pace
of China’s economic development has made China more influential in the region,
and Chinese experts are paying more attention to the Chinese factor in the struc-
tural changes that are happening in Asia. Some research suggests that a new Asian
economic order is in the process of being formed and academia should focus on
making this order more stable and defining the role China should play within it.
Yunling Zhang5 thinks that China’s rapid development adds a wild card in the trans-
formative Asian region while Ruan Zongze6 documents the interaction between
China and East Asia and analyses their common interests. Ning Huan7 believes
that China can have a stabilizing effect if it cooperates with its East Asian neigh-
bors while Feng Wang8 indicates that import is bigger than export in regional trade
and that China imports more than Japan. Wei Zhao9 points out that China’s vastly
increased trade volume has changed the pattern of East Asian trade and a new China-
centered triangular trade pattern is taking shape in which China will replace Japan
as the prime instigator of a new East Asian industrial structure.

Second, a change of research focus from production to consumption. Although
most research studies how China changes the structure of regional trade as a regional
producer, some researchers are keener on viewing China as a consumer. They delin-
eate a future in which China is the provider of market. Studies by Xiao Li et al.10

as well as Zhaoyang Zheng and Xin Zhou11 point out that the strengthening China
Factor is a trend of regional cooperation that should not be overlooked. After thirty
years of development, the fast growing Chinese economy has changed the paradigm

5 Zhang (2007).
6 Ruan (2007).
7 Huan (2008).
8 Wang (2008).
9 Zhao (2009).
10 Li et al., (2005).
11 Zheng and Zhou (2007).
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of regional economic cooperation, from the old Flying Geese Pattern to the current
“rhombus-shaped framework”, and many East Asian countries have grown more
reliant on the Chinese market. The conclusion that Xiao Li and Jinghui Fu12 draw
from this is that China is playing the role of market provider and that this trend will
strengthen as the Chinese economy grows and the RMB rises in value. However,
China is not ready to replace the U.S. as the largest market for East Asian products.
Yibing Ding et al.13 hold that the growing Chinese market is far from being on a
par with the American and Japanese markets in terms of absorbing East Asian final
products and that China needs to change the domestic economic structure to match
the changing trade pattern. Dawei Li14 thinks the following about China’s import:
it will increase faster than export, semi-processed products will continue to decline
while technical and key parts will increase markedly, it will play a more important
role in shaping some key industrial structures, commodities will still constitute an
important part while consumer goods will increase appropriately, and the source of
import will become more varied.

Third, China’s regional strategic preparedness. Youwen Zhang15 thinks that
China’s economic status in the world has risen after the financial crisis of 2008
and that China is poised to become an economic powerhouse. Jiayi Zou16 argues
that under this new set of conditions, China needs more balanced economic rela-
tions with the world, including dynamic and balanced trade relations, bidirectional
and controllable investment relations, diverse and independent currency relations,
comprehensive and open geopolitical relations, and proactive and effective develop-
ment relations. These balanced relationships will promote a virtuous cycle between
China’s and the world’s development.

Even though Chinese research has yielded fruitful results, it does not have a
sufficient grasp on the realities of regional relationships and is not able to describe
clearly the effects of Chinese influence on the region. These issues are precisely what
this book wants to explore. Many studies think that China ought to turn to domestic
demand in a restrictive external environment and make structural adjustments to
respond to changes in the outside world. To rely less on external demand, Yongding
Yu17 notes, structural changes are necessary even if export to the U.S. improves. Due
to China’s lack of real strength, some researchers suggest that China should invite
other countries to create a regional market together. Hualin Jin et al.18 hold that
it is difficult for individual countries to expand domestic demand, and even China
and Japan are unable to become a provider of market by themselves alone. It is
more reasonable to create a regional economic model in which member states try to
expand export and investment based on domestic demand. Positive interaction with

12 Li and Fu (2010).
13 Ding et al. (2013).
14 Li (2011).
15 Zhang (2012a).
16 Zou (2011).
17 Yu (2010).
18 Jin and Jin (2009).


