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China’s Superpower Economy
John Tkacik

Despite breathless media reports about the
World Bank revising downward its estimate for the
size of China’s economy,! what the figures really
show is that China has indeed overtaken the United
States in manufacturing output. As an industrial
giant, China needs to be taken seriously as an inter-
national economic force and a strategic and military
power.

The World Bank’s Figures. China’s new status is
not surprising. China has been the worlds leading
producer of steel, copper, aluminum, cement, and
coal for several years. As a consumer, China sur-
passed Japan as the globe’s second largest importer
of petroleum in 2005. In 2006, China surpassed
Japan as the world’s No. 2 auto market, with total
sales of 7.2 million vehicles and production of 7.3
million. In 2007, China also became the world’s top
producer of merchant ships.? In short, one needs no
number-juggling from the World Bank to know that
China is an economic superpower.

But the revised World Bank numbers have the
effect of minimizing the impact of China’s impres-
sive growth. Most commentators claimed the new
World Bank numbers showed China “shrinking.™
In fact, the Bank merely lowered the factor for
China’s purchasing power parity (PPP), a multiplier
used by economists to make realistic comparisons
of global economies.

In 2006, Americas manufacturing sector pro-
duced about $2.7 trillion in goods. Chinas manu-
facturing sector produced about 8.74 trillion yuan
in goods, or about $1.124 trillion at the prevailing
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exchange rate of 7.77 yuan to the U.S. dollar. But
the real value of China’s output is more than twice
the exchange-rate value, according to price studies
done by the World Bank for the year 2005.

In an exhaustive study published on December
17,2007, the World Bank’s International Compari-
son Program (ICP) determined that, in China, one
only needs about 3.4 yuan to buy what would be a
dollar’s worth of goods on the U.S. market—far less
than half of the official exchange rate. So, the World
Bank lowered China’s PPP—Iast set in the 1980s—
from about 3.94 times the nominal exchange rate to
about 2.38 times the nominal exchange rate.

Not surprisingly, The Economist magazine arrived
at a similar figure for PPP simply by checking the
prices of “Big Macs” at McDonald’s restaurants
around the world (The Economist sharpened the fig-
ure to 3.42 in its February 1, 2007 issue).” Sure
enough, a Big Mac that cost $3 22 in Richmond,
Virginia, sold for 11.00 yuan (or about $1.41) in
Guangzhou.

The World Bank study simply confirmed that
this pricing deflator is valid across the entire Chi-
nese economy. Applying the PPP factor of 2.38,
China’s $1.124 trillion worth of manufacturing out-
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put would be worth $2.717 trillion on the U.S. mar-
ket—slightly higher than America’s $2.7 trillion in
manufacturing output.

Implications for the United States. Now that
Chinas manufacturing sector has nosed past the
United States, America’s political leaders must begin
to contemplate what China’s economy will look like
in another five years. It will likely be half-again big-
ger than Americas industrial sector, giving China
the capacity to assemble the building blocks of a
military superpower.

China’s boom is not necessarily bad news for the
United States. But it means that Washington can no

longer condescend to China as a “developing”
nation in need of U.S. tax dollars for programs relat-
ing to energy, environment, and the like. China has
ample money and resources to pay for these pro-
grams by itself. It also has the potential to build a
superpower military. The Central Intelligence
Agency suggests that China spends 3.8 percent of its
GDP on arms. Therein lies the real downside of
China’s economic boom.

—John J. Tkacik, Jr, is Senior Research Fellow in
China, Taiwan, and Mongolia Policy in the Asian Stud-
ies Center at The Heritage Foundation.
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