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Historically, economists have found that when a country’s per capita GDP exceeds $3,000 good 
things happen.  Wealthier households begin to invest in durable goods, like automobiles and 
appliances – in essence shifting their savings into future consumable assets.  The shift to durables 
requires heavier capital investment: 1) for plant and equipment to produce the durables; 2) for 
expansion of input industries like energy and steel; and 3) for infrastructure, like streets & highways, 
railways, and the electrical grid.  During the building of these plants and infrastructure, incomes and 
employment are rising without any new consumer goods yet being produced.  This raises the prices 
of existing goods and services, stimulating profits and further investment outside the durables 
industry.  The scale of durable goods production also tends to stimulate urbanization, which leads to 
increased specialization and higher income growth.  Finally, the increase in capital investment also 
generally requires a more mature financial system either through banking or securities (often from 
the government in the early phases of development).  The spark of income levels high enough so 
that some consumers can make long sighted investments, rather than just fulfilling subsistence 
needs, results in a broadening of economic well being for the entire economy. 
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South Korea and Taiwan are excellent examples of this process.  Both countries reached the $3,000 
per capita income mark in the early 1970s (actually the equivalent level when expressed in inflation 
adjusted dollars) and enjoyed a twenty year period of robust growth thereafter.  Growth only began 
to slow from a 6%-plus rate (barring the deep recession of the early 1980s) when income levels had 
almost quadrupled in per capita terms.  By then, the most well off households had reached income 
levels comparable to the average US earning power. 

 

China reached the $3,000 mark on a national scale in 2006 and we see the results in recent strong 
growth in automobile sales.  Though China is now producing over 18 million vehicles a year, car 
ownership is so new that the entire fleet is just 100 million vehicles in a country of 1.35 billon 
people.  Higher income families are just beginning their acquisition of durable goods, most 
prominently seen in the real estate.  It is likely investment will continue to drive China’s growth and 
consumption for many years to come.  Even in the wealthier provinces on the coast, per capita 
GDP is still around $7,200, well short of the $11,000-$12,000 threshold where growth slowed below 
6% in South Korea and Taiwan.  For the 760 million people in the inland provinces, per capita GDP 
is just reaching the magic $3,000 level.  Due to China’s size, even an average of 6% growth over the 
next decade would have a far more profound effect on global markets than earlier Asian breakouts. 
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One difference between China and earlier examples in South Korea and Taiwan is that wealth and 
income are far more unevenly distributed in China.  Before their economies reached the breakout 
point in 1970, South Korea had a Gini coefficient of .332 and Taiwan was at .294. (The Gini 
coefficient is a measure of income inequality.  At zero everyone has the same income, and at 1 the 
richest person has all the income.) During their expansion phase, inequality rose in South Korea to a 
peak of .400 in 1988 before falling.  In Taiwan, income inequality was largely unchanged until 1985 
(.290) and rose to .345 by 2002.  In China, well before their take-off, the Gini index was already at 
.412 in 2000 – the last time the government published an official number.  Private estimates have the 
index rising from .410 in 2000 to .445 in 2006.  The World Bank estimated the index at .470 in 2007.  
The government says they cannot publish a number due to inability to get high income data.  Wang 
Xiaolu of the China Reform Foundation estimates that 30% of incomes go unreported and two-
thirds of the missing data is in the incomes of the top 10%.         
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China is aware of this problem and now is working aggressively to redistribute income to the least 
well off in their country.  Tax thresholds have been raised to exempt those under $6,000 a year from 
income taxes.  The definition of poverty has been changed from $0.25 a day to $1.00 a day, adding 
over 100 million to the government transfer programs.  Agricultural prices are set to increase the 
incomes of the country’s 400 million farmers.  A program of building 10 million low income homes 
is attempting to relieve the inequality in housing.  Banks are being directed to make access to credit 
easier for small and medium businesses.  All of this is in order to alleviate both the economic and 
political consequences of income concentration at the top of society.  A combination of sustained 
strong growth and income redistribution to lower income households suggests very strong demand 
for basic materials like cotton, grains, meat and dairy products – in contrast to the recent boom in 
demand for industrial commodities like copper, iron ore and energy. 

 

Everyone agrees that China must shift from an export led growth model to one based on domestic 
consumption.  The collapse in Western growth and import demand after Lehman has already 
resulted in a sharp reduction in the Chinese trade gap.  However, even at 2% of GDP, their trade 
surplus is still $150 billion a year – larger than it was in late 2006, and only half of what it was at the 
peak in early 2009.  Due to rapid Chinese growth – and a desire to stockpile resources rather than 
accumulate more financial assets – growth in imports has exceeded exports for the past three years.  
Yet, China is still gaining share in global export markets.  To truly wean themselves off the 
traditional Asian mercantilist model, they must adopt a continental growth model similar to the US 
in the late 1800s when Horace Greely advised “Go West, young man.” 

History shows that export led models are only sustainable when a lower income area is exporting to 
a higher income area.  This is often the result of investors from the high income area putting capital 
to work in the low income area to benefit from lower wages – and the consequent rise in income 
leads to higher savings rates and further increases in local investment in the low income area.  Some 
find it counter-intuitive that low income areas can save more than rich nations, but history has 
shown that spending lags income growth resulting in rising savings rates as incomes rise.  In rich 
nation’s it is often the opposite, as slowing income growth is not yet reflected in reduced 
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consumption, leading to a build-up of debt.  Bottom line, the shifting of productive assets into lower 
cost areas is a traditionally successful economic growth model, as seen by the move of Northeastern 
factories to the industrial Midwest, then to the South, then offshore to Japan, Korea and now China.   

When wealthy countries grow by selling exports to poorer ones, the model only works if the exports 
are capital goods – which increase income and buying power in the low income areas.  If the exports 
are primarily consumer goods, the rich nation’s apparent trade surplus generally ends up being lent 
back to the poorer nations ( essentially vendor finance) eventually resulting in defaults.  I think of 
this as the Tennessee Ernie Ford model – Sixteen tons and what do you get, another day older and 
deeper in debt.  This was the consequence in the Latin debt crises of the 1970s, the Asian crisis in 
1998, and the problem in Europe today. 

The key to sustained Chinese growth is a shift of productive resources into the lower cost areas away 
from the coast (or at least away from the major Eastern cities) – not for export to the rest of the 
world, but rather for export to the wealthier Eastern provinces.  Just shifting export led production 
to the West is unsustainable given China’s size and already large share of global export markets.  
Bottom line, China must consume more Chinese goods if its growth is to be sustained.  Given this 
view, we are much more interested in advances in Chinese agriculture than we are in Eastern 
provinces moving up the production ladder for the export of more technologically advanced 
products.  We are much more interested in development of domestic consumption markets, like 
Ford’s new investment in Chongqing, than we are about Foxxconn’s shift to the same area to 
sustain exports of electronics.  And we are more interested in a broadening and deepening of service 
industries on the East Coast (like tourism, medical care and finance) which show growth in 
consumer sophistication.  Interpreting China growth is often more a matter of anecdotes than it is a 
study of statistics.  For us, evidence of a successful “Go West” policy suggests a stronger 
underpinning for a long sustained rally in commodities markets, while rapid growth which only 
benefits incomes in the top tier threatens an unsustainable, and potentially volatile, situation.          

                   

         

 

 


