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1. China’s economy: strength and weaknesses

Strengths
· Strong domestic demand
· the increase in China's net exports (ie, less imports) is likely to account for about one quarter of its growth—a record amount. But even without this external boost, GDP growth would still have been a respectable 9%.
· Strong fiscal position
· means that it has plenty of room to boost domestic demand by spending more on infrastructure, education or health.
· public-sector debt is only 18% of GDP, giving the government ample room for a fiscal stimulus.
· Huge labour surplus
· almost 60% of the population still lives in rural areas. 
· The wide income gap between rural and urban areas will continue to attract workers from farms to factories.
· Huge capital investments
· China's investment amounts to over 45% of GDP and is growing at 25% a year
· high savings
· may protect the economy from volatility of a pending stock market bubble. Firms also fund themselves mostly from internal sources and not from the stock market
· A command-and control system run by relatively skilled technocrats allows China to get things done, quickly.
· The ruling engineers preside over a system that is highly process-oriented and obsessed with performance metrics.
· Leaders who don’t meet internal performance standards are, more often than not, held accountable, and do get sacked
· High home ownership means there is lesser chance of a housing bubble problem
· High dependence on US market to absorb imports is slowly reducing with a more diversified export base that includes EU and Asia

Weaknesses
· Overheating economy – inflation
· In August consumer-price inflation jumped to 6.5%, up from 1.3% a year earlier and its highest for more than a decade.
· Caused by rise in world food prices
· Might lead to social unrest (eg. Tiananmen Incident)
· Inflation is more harmful to developing countries than deflation does
· it is not something that China's central bank can easily fix by raising interest rates. The bank has raised interest rates five times this year, but they still remain low relative to the country's growth rate.
· Hard to control inflation because of fixed exchange rate, lack of flexible currency movement (unlike Singapore, policy of gradual appreciation of currency to curb imported inflation)
· Impending burst of China's stock market bubble. Firms that invest in other firms via the stock market may see profit margins fall. It may also hurt bank balance sheets because banks do lend to such ends even though they are not supposed to.
· Continued artificially fixed low valuation of yuan may actually lead to the same problems Japan had due to a loose monetary policy
· Non-performing loans
· fragile and inefficient banking system
· China has huge foreign-exchange reserves available to protect its banking system. 
· Capital controls limit capital flight.
· High reliance on trade
· Consumption only account for 30% of GDP, net exports account for about 40%
· Too export reliant on US market  will be greatly affected once US demand less for China exports)
· Need to transform economic structure from export-oriented to consumption-oriented
· Impending aging population due to legacies of 1 child policy. This can be solved by allowing more rural-urban migrations.
2. Sino-ASEAN economic relations: prospects and challenges. 

Prospects
For Asean
·  China offers enormous market potential for ASEAN members
· many are small economies relying heavily on export.
·  Enable ASEAN and its member states to maintain and strengthen their global competitiveness
· Combination of ASEAN and China spells good prospects for the world economy as Asia is considered the engine of the world economy.
for China 
· brings easier access to South-East Asia’s raw materials 
· promise of new markets for manufactured goods to replace the markets in the United States and Europe.
· Lower tariffs benefit companies

challenges
· growing inter-dependence of the two economies
· As export of Chinese products suffered a sudden decline, China’s import from ASEAN countries dropped even more drastically, especially those of parts and components
· During the first half of 2009, for example, while China’s import contracted by 25% on a yearly basis, import from ASEAN members decreased by 28%
· Through September 2009, Asean ran up a collective US$74 billion (S$103 billion) trade deficit with China. 
· That is a sharp reversal of the surplus those nations enjoyed in recent years, and it is prompting some rethinking of the conventional wisdom that China’s rise is a windfall for the whole neighbourhood.
· More competition within the region
· Have similar cheap labour, share the same export markets
· Might give rise to protectionist measures against Chinese imports


