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By Albert Leung, Staff Writer

W

ith a new twist to a
classic movie musical,
Mu Performing Arts is
showcasing a captivating adaptation to the once landmark movie
and book Flower Drum Song. The musical
explores the difficulty in balancing one’s
traditional Chinese culture in an American
world.

Authors Daid Henry Hwang and C.Y. Lee
Author David Henry Hwang, playwright
of the award winning play M. Butterfly, re-

envisioned the original musical and book by
C.Y. Lee, to fit modern themes that mirror
the experiences many Asian Americans
may share when growing up in a household
deep in tradition. Maintaining the original
characters, and Richard Rodgers and Oscar
Hammerstein’s music, Hwang reinvented
the story’s plot for a more bittersweet approach on the original story. Hwang also
wanted to portray Chinatown’s inner thriving community rather than a “tourist view”
of Chinatown much like in the original
movie.
“I hope this play is something that is
true to Chinese Americans,” Hwang said.
“I believe this is a show which mainstream
audiences can watch to better understand
what it is like to grow up as a Chinese
American.”
In Hwang’s rendition, the story follows
Wu Mei-Li (Sara Ochs) who escapes from
communist China in search of a new life
in San Francisco, Calif. While adjusting to

her new surroundings, she confronts many
differences between traditional Chinese and
American philosophies.
Arriving in San Francisco Mei-Li leverages her Chinese opera background, which
she learned from her father, to find work
at a local Chinese opera theater called the
Golden Pearl. The theater is owned by her
father’s long-time friend Wang (Randy
Reyes). Mei-Li is introduced to Wang’s son
Ta (Sherwin Resurreccion), a young Chinese
American who struggles to get along with
his traditionalist father. Ta’s aspiration is
to change the failing Chinese opera theater
into a hot spot nightclub in the heart of
Chinatown, San Francisco.
As Mei-Li navigates through the cultural
complexities that estrange Chinese and Chinese Americans, she receives guidance from
Ta and an sassy nightclub performer with
Hollywood ambitions named Linda (Lau-

China’s economy has continued to feel
the brunt of the global crisis. Global economic activity continued to decline in the
first part of 2009, even as tentative signs
of stabilization have emerged recently in
several countries.
However, very expansionary fiscal and
monetary policies have kept the economy
growing respectably. Fiscal stimulus is centered on the infrastructure-oriented “RMB
4 trillion” stimulus plan and the monetary
stimulus has led to a surge in new bank
lending. Government-influenced investment has soared. Market-based investment
has lagged, although positive signs have
emerged in the real estate sector. Consumption has held up well. Very weak exports
have continued to be the main drag on
growth, but import volumes have recovered
in the second quarter of 2009 as raw material
imports rebounded.
Global growth prospects remain subdued even as signs of stabilization have
emerged. Financial markets have become
less strained and there are prospects for
stabilization of activity. However, a rapid
global recovery seems unlikely and uncertainty remains. The risk of global deflation
seems low, although spare capacity will
continue to put downward pressure on
prices of manufactured goods. Monetary
policymakers in major countries should in
principle be able to prevent inflation from
rising in the medium term, although risks
remain, including political ones.
Growth in China should remain respect-

able this year and next, although it is too
early to say there is a sustained recovery.
Government influenced investment will
strongly support growth in 2009. Nonetheless, there are limits to how much and how
long China’s growth can diverge from global
growth based on government influenced
spending, given that China’s real economy is
relatively integrated in the world economy.
Meanwhile, market based investment is
likely to continue to lag for a while because
of the squeeze on margins amidst spare
capacity in many manufacturing sectors.
Prospects for real estate activity appear reasonably good, but consumption is unlikely
to pick up speed. In all, China’s growth is
unlikely to rebound to very high single digit
rates before the world economy recovers.
We project GDP growth of 7.2 percent in
2009 and 7.7 percent in 2010.
China can have the confidence to emphasize forward looking policies and structural
reforms. Based on our projections we think
it is not necessary or appropriate to add
more traditional stimulus in 2009. One
reason is that the fiscal deficit is likely to
be significantly higher than budgeted and
additional stimulus now reduces the room
for stimulus in 2010. Nonetheless, with
subdued global demand and less export
growth, China needs more growth from
domestic demand—consumption in particular. Also, relative prices need to change,
notably those of natural resources. The
transition to more consumption-led, service
sector-oriented, and labor-intensive growth
requires policy adjustments that: (i) help
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channel resources to sectors that will grow
in the new setting, instead of to sectors that
have traditionally done well; and (ii) support
thriving domestic markets and successful,
permanent urbanization. Such reforms can
be pursued more successfully if flanked by a
well-functioning public finance system and
social safety net.

Recent Economic Development

Internationally, economic activity continued to decline in the first part of 2009.
Tensions on international financial markets
have eased, equity markets have rallied,
and some tentative signs of stabilization in
the economies of key countries including
the United States have emerged recently.
However, in the first 5 months of 2009, the
impact of the crisis on the global economy
has continued. GDP fell 5.7, 9.7 and 14.2
percent (at a seasonally adjusted annualized rate, or SAAR) in the first quarter
in the United States, the Euro zone, and
Japan. In recent months, the decline in
output continued, even though the rate of
decline appears to have come down. The
weak global environment has had a major
impact on China’s exports and the economy
more generally.
In this setting, China’s economy continued to slow down, but it received significant
support from expansionary policies. Fiscal
and monetary [policies] have been very
expansionary since November 2008. Much
of the fiscal stimulus is centered [on] the
government’s investment and infrastructure
Quarterly Update continues on Page 10
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announcements

Publisher’s Prouncements
Greetings:

Now that the best days of summer are upon us, we encourage you to take advantage of the many great activities and events that will be taking place throughout the Twin Cities in the coming months.
While we would normally wish to spend the summer enjoying outdoor activities we strongly recommend that
you plan to see A Flower Drum Song now playing at the McKnight Theatre, Ordway Center. This classical musical by Rogers and Hammerstein is being presented by Mu Performing Arts and there are only 8 performances
remaining. For additional information and a review of the play, please be sure the read the articles presented on
pages 1 and 3. We were honored to have C.Y. Lee author of the novel and David Henry Hwang playwright of the
updated version, attend the opening night performance.
The outdoor activity not to be missed is the Dragon Festival on July 11 & 12 that will be held at Phalen Lake
Park, St. Paul, MN. This is the largest pan-Asian event of the Twin Cities and is totally free! The event will feature
dragon boat races, cultural performances, martial arts and cooking demonstrations, arts & crafts, Asian cuisine,
canoe rides and children’s activities. Something for the whole family to enjoy.
Also, Circus Juventas in collaboration with CAAM Chinese Dance Theater is presenting Yulong, the Jade
Dragon, the legendary tale of Hua Mulan, a circus spectacle of battles, dances and festivals, celebrating courage, love and Chinese artistry. See page 4 for more details on this production.
We also wish to direct your attention to a medical study that is being conducted by Prism Research. This
study could ultimately benefit Chinese patients in proper dosage of medication and they are seeking candidates
of Chinese descent. For more information on this study, see article on page 5.
ChinaInsight, in conjunction with Eden Prairie High School, has organized a visit
by 20 students and teachers from Loudi, Hunan Province, China, from July 16-26, 2009. Although a full schedule of activities has already been developed for their visit, there is a possibility of scheduling a few evening or
weekend activities for them if anyone is interested in sponsoring or organizing such an event. An opportunity to
serve as a host family might also be possible. Please contact Richard He at rhe@chinainsight.info or me, if you
wish to discuss.
We also want to tell you that there is not a separate edition of ChinaInsightt that will he printed for August. As
is our policy, this a combined July/August issue so that our great volunteer staff can take a break. We will resume
our regular monthly schedule in September.
As always thank you for supporting ChinaInsight and we hope that you will enjoy the balance of the summer
and will make it a point to attend and support the various activities that are being held throughout the Twin Cities.
By doing so, you assist in fostering business and cultural harmony between China and the U.S.
Sincerely,

www.chinainsight.info
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Dancing with the stars
Fresh on the heels of attending the
exhilarating opening night performance of
his revised and restyled Flower Drum Song,
author C. Y. Lee was feted by the Chinese
Heritage Foundation in a gala dinner dance
on June 28 at Jun Bo Restaurant. Lee, an
avid ballroom dancer who credits dancing to
having kept him healthy and fit in his ninth
decade, glided effortlessly across the dance
floor with beautiful ladies on his arm. He
turned them gently, showing off their flowing dresses and keeping their eyes on him.
Scott Simpson and Friends provided the
perfect accompaniment reminiscent of the
big-band sounds of days gone by to these
unforgettable moments.
The evening began with free dance
lessons and then dance performances were
introduced by Greg Hugh, master of ceremonies for the evening. The group was
treated to dance performances by champions
Tom & Anne LaTourelle, Adel Jaena, Jay
Cai, Lisa Wu, and Daniel Lai. Their dances
included tango, waltz, fox trot, samba and
jive. The performances ended with a dreamy
waltz danced by the LaTrourelles to the
famous operatic aria una furtiva lagrmia.
It brought down the house.
Prior to dinner, C.Y. Lee addressed the
group and shared some stories about his
experiences and the continued need for the
Chinese community to recognize that in
addition to the more obvious professional
careers, the field of entertainment was also
a worthy field to pursue. He commended
Ming Tschou for starting the Chinese Heritage Foundation and he applauds the service
that is being provided by the organization in
promoting Chinese history and culture.
After a sumptuous dinner and a bravura

performance on the guzheng by Jarrelle Barton, a lively bidding war, urged on by Rick
Ledford, erupted for opportunities to dance
with the champions and C. Y. Lee. There
were many starry-eyed dancers who, for a
brief moment, were dancing with the stars.



Top right, Ming Tchou and C.Y. Lee doing
his exercise, bottom right, Adel Jaena and
Jay Cai performs for the group, and above
Ming Tchou with Scott Simpson (All photos
by Bob Bergad)
Ordway from Page 1
rine Price). Romantic feelings bud between
Mei-Li and Ta, forcing Mei-Li to learn that
American courtship rituals can be vastly different from what she learned in China. Ta,
on the other hand, struggles to be accepted
by his father who is strongly opposed to his
son’s entrepreneurial ambitions.
Also featured in Flower Drum Song is
Wang’s quirky assistant Chin (Arnold R.
Felizardo), Linda’s loyal backstage assistant
Harvard (Brian McCormick), the business
savvy Madame Liang (Melissa Bechthold),

and Chao (Kurt Kwan), a recent immigrant
who traveled to the United States with
Mei-Li.
The play is thought provoking and features a strong performance by Sara Ochs
who portrays Mei-Li with a charming innocence. Flower Drum Song is directed by Mu
Performing Arts veteran Artistic Director
Rick Shiomi. The original scores by Rodgers and Hammerstein add extra fervor to
an already outstanding story re-written by
David Henry Hwang.

(L to R) Tianjiang Cui (Chinese opera
choreographer in Flower Drum Song and
artistic director of MN Chinese Dance
Theater, Cherie Chen (artistic collaborator
of C. Y. Lee), Ming Tchou (CHF founder),
David Henry Hwang (playwright of revision
of FDS), C. Y. Lee, KaiMay Terry (CHF
founding member), Pearl Bergad (CHF
founding member), Rick Shiomi (artistic
director of Mu).
Flower Drum Song is showing in the
McKnight Theatre at the Ordway Center for
the Performing Arts, located in downtown
St. Paul. Shows will run until July 12. For
more information on Flower Drum Song,
visit www.muperformingarts.org or
www.ordway.org. 

ASIAN BLOOD DONORS NEEDED
Call 1-800-59-DONOR toll free for
more information.
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Circus Juventas
interprets Yulong
By Albert Leung, Staff Writer

The story of Hua Mulan will be recreated with an injection of circus artistry in a
re-envisioned rendition by local performing
arts school Circus Juventas. For its summer
showcase, Circus Juventas will take traditional Chinese performing arts and Cirque
du Soleil flair to create their own interpretation of Hua Mulan’s folk tale in a show titled
Yulong. The St. Paul-based performing arts
circus school will hold weekly shows from
July 30 through August 16.
Yulong will feature nearly 90 performers, most of whom are local children and
teenagers from around the metro. Circus
Juventas, founded in 1994, specializes
in training and developing circus artistry
among youths and adults. The majority of
Yulong’s cast members are enrolled at Circus
Juventas and boast two to seven years of
experience in circus artistry.
The tale of Hua Mulan tells a story of
a Chinese heroine who joined and served
in the all-male army disguised as a man.
Yulong will be Circus Juventas’s first production of a Chinese story.
The lead role of Hua Mulan will be
played by 17-year-old Anna Ostroushko,
an upcoming senior at St. Paul Conservatory for Performing Artists. This will be her
first leading role in her seven year tenure at
Circus Juventas. Ostroushko, an aerialist
and dancer, has performed in six Circus
Juventas productions.
“Our shows deliver professional acts
that pull in the audience. People are always

Fringe Festival
includes show by a
Chinese American
The Rise of General Arthur, by
phillip andrew bennett low

The fifth century meets the twenty-first
as Lance-Corporal Pellinore is shipped off
to Baghdad. It’s Arthur’s story...as you’ve
never heard it before.
Set against the backdrop of the first Gulf
War, this military drama uses the body of
medieval legend surrounding the early days
of King Arthur and his knights to explore
the nature of idealism in the face of armed
conflict. Comparing and contrasting the
contemporary and classical language of
martial heroism, this wholly unique blend
of scholarship and performance art promises
to be a controversial and thought-provoking
event.
WARNING: This show contains profanity, gunshots, and some violent imagery.
This production presented as part of
the 2009 Minnesota Fringe Festival. The
performances will be at the Augsburg Mainstage, 2211 Riverside Ave, Minneapolis,
MN 55454. Ticket prices are US$12, US$10
for students, seniors, and MPR members.

Performance times will be:

Saturday Aug. 1 at 5:30 p.m.
Sunday Aug. 2 at 10 p.m.
Tuesday Aug. 4 at 7 p.m.
Wednesday Aug. 5 at 8:30 p.m.

Saturday Aug. 8 at 8:30 p.m.
The 2009 Minnesota Fringe Festival
will be held July 30 to August 9. For more
information about Fringe Festival events,
visit www.fringefestival.org.
phillip low is a Chinese-American
playwright and slam poet, storyteller and
mime, theatre critic and libertarian activist. His performances have won acclaim
at such varied venues as the Minnesota
Renaissance Festival, Spirit in the House,
FoolFest, and the Iowa, Kansas City, and
Minnesota Fringe Festivals, where his oneman show “Descendant of Dragons” was the
bestselling show in its venue and honored
with a coveted Encore slot. He is also the
co-founder and Chair of the Rockstar Storytellers, a team of bestselling Minneapolis
spoken-word artists.
E-mail phillip andrew bennett low at
maximumverbosityonline@gmail.com or
visit his Web site at
www.maximumverbosityonline.org. 

amazed that these aren’t professional performers who are executing death-defying
acts,” said Betty Butler, Circus Juventas
Creative Director.
Yulong will feature a plethora of talented
performers that will be displaying various
circus artistry including Chinese circus
performances. Circus Juventas organizers
understood that performances from the
Chinese culture were also integral to properly tell this story. They decided to include
Chinese circus performances such as hoop
diving, bicycles, flag tumbling, Chinese
poles acrobats, as well as martial arts and
traditional Chinese dances.
“We hired special Chinese coaches who
could teach our performers acts such as
bicycles and hoop jumping,” said Butler.
“Working with these coaches, the performers have had a year of training to prepare.”
Circus Juventas also partnered with the
Chinese American Association of Minnesota
(CAAM) to also include traditional performances such as the lion dance. Furthermore,
the sets and costumes used for Yulong have
also been designed to properly depict ancient Chinese culture.
“Our set designs and costumes were
carefully researched by our staff so that traditional Chinese designs were represented.
We wanted to infuse the culture with a bit of
what Cirque du Soleil does,” said Butler.
For more information on Yulong or Circus Juventas, visit
www.circusjuventas.org. 

CAPI hosts A Refugee & Immigrant
Journey at the Weisman Ar t
Museum

Meet refugee and immigrant community
leaders & members, policymakers, educators, health & human service advocates,
funders and others in a compelling dialogue
at civic rights & responsibilities: A Refugee
& Immigrant Journey, a CAPI event at the
Weisman Art Museum at the University of
Minnesota.
A Refugee & Immigrant Journey will
include a Photography Exhibition/World
Tasting & Wine featuring “Stories of the
Somali Diaspora” by Abdi Roble and “Identity in the American Landscape” by Wing
Young Huie.
There will also be a Social Justice
Dialogue with Wing Young Huie, awardwinning photographer; Minnesota Senator
Patricia Torres Ray, District 62; Peggy
Saika, President/Executive Director, Asian
Americans/Pacific Islanders in Philanthropy; Hussein Samatar, Founder & Executive
Director, African Development Center; and
Kao Kalia Yang, author, “The Latehomecomer: A Hmong Family Memoir.”
A Refugee & Immigrant Journey will be

held July 21, 5-7:30 p.m. The price to attend
is US$50 per person and the deadline to
RSVP is July 15. This event is sponsored by
the Weisman Art Museum, Custom Health
Consultants and Mary T., Inc.
CAPI, Centre for Asians and Pacific
Islanders, a unique, multi-service mutual
assistance association that annually assists
3,500 refugees from around the world.
CAPI’s mission is to guide refugees and
immigrants in the journey towards selfdetermination and social equality. CAPI
fulfills its mission through two integrated
departments (Employment and Training and
Social Services and Cultural Education) and
a growing number of strategic partnerships
and collaborations.
Visit www.capiusa.org to register, or
learn more about CAPI.

Advertisers

Your potential customers are
reading ChinaInsight. Shouldn’t you
be bringing them in the door with
an ad?
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Prism Research
conducting study
to dose drugs more
accurately for
Chinese patients
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MTO offers
China
Practicum

By Albert Leung, Staff Writer

Minneapolis-based clinical
research facility Prism Research is embarking on an extensive study which they hope
will lead to understanding how
to dose drugs more accurately
for Chinese patients. Researchers will be studying two liver
enzyme sets that effects how
fast or slow the body can eliminate drugs
in its system.
Representatives of Prism Research said
that numerous studies have shown that
upwards of 40 percent of Chinese descendants have a rare phenotype involving liver
enzyme sets CYP2 C219 and CYP2 C9.
These enzymes are primarily responsible
for metabolizing drugs and this unique trait
can cause drugs to remain in the system for
too long or too short of a time.
The goal is to identify about 200 Chinese people who possess this variant and
are willing participate in further studies to
better understand how this effects drugs in
the system.
“Pharmaceutical companies are see-

ing a lot of economic
growth and opportunities
in China,” said Kevin
Fitzgerald, Recruitment
Coordinator. “We hope
to build a database of
people who have this
phenotype to help pharmaceutical companies
better understand how to dose their drugs
to people of Chinese descent.”
Prism Research is paying US$25 to
each participant for the initial blood draw
that will determine if they have this unique
phenotype. Participants must be between the
age of 18 to 65 years old and completely of
Chinese descent. Prism Research assures
that all willing participants will be safely
cared for by their medical staff. Participants
can also opt-out of the study at anytime if
they feel uncomfortable with participating
further.
For more information on participating
in this study as well as further studies conducted by Prism Research, visit
www.prismresearchinc.com.

Join the Minnesota Trade Office on
Wednesday, July 22, for its most popular
and longest running seminar The China
Practicum: A Compact Course on China. The seminar content has been updated
with the latest information on this rapidly
changing and dynamic juggernaut that is
China. Taught by a team of seasoned international trade professionals and experts on
China, this day-long immersion course provides a basic framework for understanding
the intricacies of China’s economy, culture,
business climate, and more.
To view the program brochure, including
a speaker agenda, visit:
http://www.exportminnesota.com/
PDFs/2009%20PDFs/CP7-09Draft.pdf
Registration and light breakfast begins at
8 a.m. The seminar will be held from 8:30
a.m. to 3:30 p.m. at the 1st National Bank

Building’s Conference Center (ground floor,
5th & Minnesota Street entrance), 332 Minnesota St., St. Paul, MN 55101-1351. The
fee is US$75 if pre-registered, or US$95 if
registering at the door, and includes handouts, breakfast, lunch and refreshments.
Advance registration is highly recommended.
For questions on seminar content, call
Mr. Li King Feng, 651-259-7484 /
800-657-3858, or e-mail:
li.king.feng@state.mn.us.
To register, complete the registration
form and fax it to 651-297-4265, or email the registration detail to:
mto.edu@state.mn.us.
Also, check the MTO Web site for
details on upcoming MTO and partner
seminars: www.exportminnesota.com, then
click the Calendar of Events box.

Volunteers of Chinese
Descent Needed
Study 907

Research Purpose: The purpose of this study/screening visit is to identify and obtain baseline information on
people of Chinese descent with a genetic trait for the cytochrome P450 enzyme CYP2C19. This enzyme can affect how drugs are eliminated from the body. The information obtained in the study/screening visit may be used
to identify you for possible participation in future studies at Prism Research.
Volunteer Qualifications:
• Men and women with at least one parent of direct Chinese descent.
• Ages 18-65
• Must speak English
Length: One 1-hour outpatient visit that will include a review of your medical history, medications, brief physical
examination and a blood sample.
Compensation: Up to $25
For more information about this research, please contact 651-641-2900 or prismresearchinc.com

1000 Westgate Drive, St. Paul, MN 55114
651-641-2900
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Pelosi briefs Asian
American media on
China trip
By Vivian Po, New America Media
SAN FRANCISCO – At [a] special
briefing organized by New America Media,
House Speaker Nancy Pelosi on [June 22]
compared the current turmoil in the streets
of Iran to the Chinese government’s crackdown on Tiananmen Square protesters 20
years ago.

House Speaker Nancy Pelosi, sharing her
trip to China with 20 AAPI media representatives.
Pelosi said the U.S. government’s response to the two crises has also been similar, with the president speaking cautiously
while members of Congress urge more overt
support of demonstrators in the streets.
“The Congress has always been ahead
of the White House in these kinds of matters, no matter who is in the White House,
Democrats or Republicans. We saw that
clearly in Tiananmen Square,” she said,
noting that George H.W. Bush and Bill
Clinton continued China’s most favored
national trade status despite Congressional
opposition, while Barack Obama has offered
muted criticism of the Iranian government’s
recent actions.
“I would hope that we could be much
more proactive when it comes to human
rights because it is our value. It is who we
are as a country,” she said.
Pelosi made her comments on Iran during a meeting with two dozen representatives of Northern California Asian American
and Pacific Islander (AAPI) media. The
45-minute news briefing was organized
by New America Media, and held in the
Hawaii Room of San Francisco’s Federal
Building.
In the same news briefing, Pelosi also
shared observations on her recent trip to
China in May, which focused on discussing
environmental and human rights issues.
Pelosi focused the first part of the news
briefing on the Chinese government’s environmental adjustments, which she called
“remarkable,” from reducing auto emissions to “closing down dirty coal plants,
[and] building some new ones with better
technology.”
By contrast, 600,000 people die each
year of air pollution in China, said Pelosi,
who indicated that there is still much room

for improvement.
Pelosi also described two points Chinese
officials brought to her attention during their
meetings in China. First, China proposed
that the developed world should pitch in
one percent of their GDP to pay for what
they think should be done in the developing world. Second, China argued that the
United States should share some of the
cost of reducing China’s emissions since
the United States is the main consumer of
China’s manufactured products.
Pelosi described that position as “interesting, but not the way it works.”
Pelosi said that since her trip, she is
hopeful that strengthened U.S.-China relations will bring both sides to some form of
agreement on emission reductions, as they
are the two largest emitters of the world.
Human rights in China was brought up
repeatedly by Pelosi and AAPI reporters in
the second part of the briefing, as the question and answer section began.
Emily Yu, vice director of Oriental
Morning Post, was the first to question the
change in Pelosi’s attitude toward China as
a long time human rights advocate.
After Tiananmen Square, House Speaker
Pelosi had called for tough sanctions on
China in an effort to force the Communist
country to improve its human rights record,
a position she no longer supports.
Pelosi answered by noting that the Chinese government had also changed its attitude toward her, from an unfriendly one after
she met with Tibet’s exiled leader, the Dalai
Lama, during last year’s crackdown in Tibet,
to inviting her to China earlier this year. She
noted that a friendly tone “doesn’t represent
a change for us in Congress, but it does say,
‘Let’s talk about these subjects.’”
Pelosi said that her stand for more freedom in China had never changed. She added
that she would continue to advocate for
more transparency and accountability from
the Chinese government. “If you are going
to talk about human rights in the world,”
Pelosi said, “you have to talk about China,
not now we have a commercial interest with
them, we just talk about human rights in
small countries, but not big countries.”
Several other topics, such as the Digital
TV transition, were also discussed. Samson Wong of Asian Week asked about the
progress of immigration reform. Pelosi, a
supporter of comprehensive immigration
reform, said she believes that there is a great
chance for a change this year. “What we do
next,” she said, “will be predicated on the
clarity in the legal status of the people who
are here.”
U.S. and Chinese officials are visiting
each other more frequently this year. Pelosi
was invited to China in May after Chinese
officials visited Washington, D.C. Pelosi
also invited the chairman of the National
People’s Congress of China, Wu Bangguo,
to visit the United States later this year.
Apart from government officials, Pelosi
also met with nongovernmental, business
and religious organizations during her trip
to China. 
Source: New American Media
Posted: Jun 25, 2009
http://news.newamericamedia.org/news/
view_article.html?article_id=6f5fe0b54f0
2e087366ff7c61cb5b3d3
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University
graduates suffer
“employment
anxiety”

HOST FAMILIES NEEDED
Host a Chinese student and make a difference…
Enrich their experience and enhance your own!

• As a host family you
shareAmerican culture with
a student from China and
provide them much more
than could be learned in a
classroom.
• Learn about their culture,
explore the differences and
develop new connections

By Liu Qiong, China Today

With 6.1 million graduates around the country, job fairs are always packed.
After walking out of a job fair at Peking
University, Che Xinglai shook his head disappointedly and told the reporter, “Nothing
gained.” Che Xinglai is a physics doctoral
candidate from Tsinghua University, who
will graduate in July. Like most of his
classmates, he began crisscrossing Beijing
campus job fairs at the beginning of the 2008
autumn semester.
Che hopes to find a job as a teacher or
general staff member at a Beijing university.
Compared with other students, he is in a
fortunate position, since he already has an
offer from a university in Qinhuangdao,
Hebei Province. But his girlfriend works in
Beijing, so he is still looking for a job in the
capital. “Doctors from our school had little
difficulty finding a job in a Beijing university in the past, but this year the number
of universities with recruitment plans has
declined, and some even have canceled
their original plans.” In such a gloomy job
market, Che Xinglai has little choice but to
keep on searching.

A Grim Market Awash with Graduates

If universities are suffering the effects of
the financial crisis, enterprises are encountering an even bigger impact. Since the end
of 2008, many enterprises have shrunk or
cancelled their annual campus recruitment
drive. Some real estate tycoons like R&F
Properties, Evergrande Real Estate Group
and Mayland Lynch Foundation have cancelled their campus recruitment, while of
China’s four leading banks (Bank of China,
Agricultural Bank of China, Construction
Bank of China, Industrial and Commercial
Bank of China), only three of them have
stuck to their original plan. And stock
companies have almost stopped recruiting
altogether.
At the beginning of 2008, E Fund Management was still booming. The company
even assigned HR specialists to America
looking for overseas recruits, regardless
of the high costs involved. But as business
declined, campus recruitment has been

slashed. Meanwhile, some other famous
companies like Citic Securities and China
Jianyin Investment Securities have ceased
all employment projects after the financial
blowout.
Opportunities with enterprises in export
manufacturing and trade fields are even
more bleak. Affected by the international
financial crisis, private enterprises around
the Zhujiang River Delta and the Changjiang
River Delta, which employed 34.2 percent
of university graduates in 2007, went into a
recession in the very beginning of 2009.
At the same job fair Che Xinglai attended, Huo Jingying, supervisor of the HR
department of Wuxi Zhiwei Technology,
got over 80 resumes in the morning session
alone. With two years’ recruitment experience, she has noticed obvious differences
this year, with graduates much less picky
about job locations and salaries. “Perhaps
they have some idea from the media that
the financial crisis means the job market is
grim.” Recently, Tencent Web did a survey
on university students’ job expectations.
There were 20,000 replies, with bachelor
graduates expecting a monthly salary between RMB 1,000 and 2,000.
On the same day as the job fair mentioned above, the “Forum on Financial
Crisis, Expanding Domestic Demand and
China Economy Strategy” was held at the
China Strategy Studies Center of Peking
University. The president of Peking University Zhou Qifeng said: “Under the financial
crisis, finding employment for graduates
becomes one of the hardest nuts to crack,
and we are trying to find the best way to
help them.”
Figures from the National Statistics Bureau show that there will be over 6 million
graduates in 2009. With 4.8 million graduates still unemployed from recent years, the
number of graduates seeking employment in
2009 will soar to over 10 million.

Job Security Is the New Priority

Ten years ago, universities and colleges
began to expand their enrollments, and
every year since then their graduates have
seen a “grim” job market. According to official statistics, the number of graduates in
2006 was five times that of 1999. This year
the situation is even worse, for it is the first
time that a global financial crisis has afflicted China since reform and opening-up
commenced in the late 1970s.
The attraction of foreign-funded enterprises has waned due to layoffs and pay
cuts, pushing more graduates to seek public
service roles. “The current employment
situation in the finance field is somber. Becoming a public servant seems more stable,
regardless of the middle-level incomes and
social securities,” says Tang Yuan, a finance
major at Renmin University. She has just
finished two examinations conducted by the
Finance Ministry of China and the People’s
Bank of China respectively.
The 2008 Report on the Recruitment
Situation of University and College Graduates published by Shanghai Foreign Service
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Arriving in July from Hunan Province, China, is a group of 35
high school students that have earned a cultural exchange trip to
the United States.
Global Learning Alliance is finalizing arrangements for their trip
and has incorporated, as part of their program, staying with an
American host family. They will be given the option of staying with
the family for their entire 10 day visit or simply for one weekend.
Since most of their educational programs will be taking place in
the south-west suburb of Minneapolis, we are focusing our search
for families that live in that part of the city however will consider all
families regardless of where they reside.
To learn more about becoming a host family, please visit our
website at: www.GlobalLearningAlliance.net.

Co., Ltd. shows that since the global financial crisis, job security has now become
graduates’ main concern. This point has
been proven by the 1,040,000 applicants
that have signed up for the 2009 National
Civil Servant Recruitment Examination to
compete for the 13,566 vacancies in government departments, a chance of 1.3 percent.
Each position has an average of 78 people
competing for it, a substantial increase over
last year’s 60:1. Netizens consider it the
cruelest competition in history.
At the same job fair, Li Junkai held the
best booth at the entrance to the hall. She
does not represent an enterprise, but is the
deputy director of the Peking University
Job Center. She says it is understandable
that university and college graduates are
exploring different options, and state organs
and public service units have been attracting
large numbers of applicants. If one gets the
chance, one should be prepared to work in
this kind of unit. However, it is unrealistic to
think all the graduates can pile into government organizations, and the competition will
be increasingly tough. At this time, taking
the exam for postgraduate study or going
abroad for further study are both advisable.
Peking University Job Center offers seminars on career planning and job consultations
in order to broaden students’ minds.

Don’t Be Blind Nor Pessimistic

“Graduates should be objective in facing
the current job market. Changing pressure
into motivation, lowering expectations,
enhancing work capabilities, and willing
to start from the lowest position may allow
graduates to catch more work opportunities,”
suggests Li Junkai. She says graduates must
fling away blind or pessimistic emotions.
Due to national strategies, some domestic

pilot units are still capable of expanding
their recruitment. “China Telecom, China
Mobile, and the Large Civil Aircraft Project
of China Commercial Aircraft Co., Ltd. all
state that their recruitment quotas this year
will be significantly increased.”
Moreover, some joint-venture enterprises will maintain their investment increase
in China and expand staff quotas. There
are still some industries feeling less impact
from the downturn, like quick consumables
and tertiary industries.
Li Junkai holds that the basic aspects
of the Chinese economy have remained
unchanged, and its impetus still powerful
– an essential guarantee for graduates to
find jobs. Meanwhile, several bailout plans
to expand domestic demand have been
implemented, which will see a two-year
investment of RMB 4 trillion. Although
these new measures will take time to evince
their long-term results, their positive effects
on the job market is apparent.
“Active job policies must be carried out
to make the employment situation stable.”
The Central Government Economy Workshop at the end of 2008 came up with this
point as the main economic task of 2009. To
overcome the challenge of the job market,
the Central Government Economy Workshop did an unprecedented mapping out of
relevant policies.
At the end of last year, at a symposium
held at Beijing University of Aeronautics
and Astronautics, Premier Wen Jiabao told
students that before long the government
would take a series of actions to promote
graduate employment. Large enterprises,
especially innovative enterprises, will be
encouraged to expand recruitment. InGraduates continues on Page 14

travel
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Education differs in China and America
By Grace Rybak, Breck School Senior

Group photo of Breck Student & Parent Group with their hosts at Harbin No. 1 High
School

C

hinese high schools differ
from American high schools
in many ways, primarily in
structure. A Chinese school
day is much longer than an American school
day. While American students usually attend
school for about seven hours each weekday,
Chinese students spend much more time in
school. For example, at Harbin Number One
High School, students begin school at 7:00
a.m., and remain until 8:20 p.m. The seniors,
preparing for their final examinations, stay
later, even until 10:00 at night.
Class structure varies as well. In contrast to the American system, where students have each class in a different room

with a different set of classmates, Chinese
students remain in the same classroom all
day, with teachers rotating in and out. As a
result, the Chinese language has a special
word to distinguish classmates of the same
class from classmates in the same grade. A
classmate of the same class- tóng bàn tóng
xué- is naturally a closer bond because
these students are in class together for the
entire day. Inside these classrooms, students
remain at the same desk all day, and at the
Harbin High School, they each share a desk
with another person. The classrooms of each
grade are separated, with the oldest students
taking classes on the top floor.
The two countries also follow their own

system of grade division. In China, kindergarten through 6th grade is called elementary school (xiǎo xué) and 7th through 12th
grade is called middle school (zhōng xué.)
At American schools, the most common
system classifies kindergarten through fifth
grade as elementary school, sixth through
eighth grade as junior high school, and ninth
through twelfth grade as high school.
In addition to structural dissimilarities, Chinese high schools also differ from
American high schools in the college application process that students undergo. In
the United States, colleges use a holistic
application system that takes into account
a student’s high school grades, standardized
test scores, extracurricular activities, teacher
recommendations, application essay, and
often a personal interview. Students apply
to colleges by January, find out where they
are accepted by April, and select a college by
May. Because students are accepted to college by April, the last few months of senior
year involve relatively little work and almost
no pressure. The Chinese college admission
process is very different. College acceptance
is determined entirely by standardized examinations administered once a year at the
end of each school year. Although students
take these tests at the end of their first and

second years of high school, the test that
really matters is the exam taken at the end
of their final year of high school. The enormous significance of this final examination
leads to a tremendous amount of pressure on
students to work hard all year, particularly
in the final months of senior year. The test
is only given once a year, and if a student is
sick that day, he or she must delay college
for a year until the test is offered again.
The pressure placed on this test means that
many students attend classes on weekends
to ensure preparedness.
The major way in which Chinese and
American high schools differ is in the way
information is taught. In America, personal
expression is valued heavily. Many classes
are based around discussion of the material,
and teachers expect students to be engaged
in this dialogue. Classroom participation,
meaning how a student contributes to the
class discussion, is a significant part of a
student’s grade, so a student who is attentive
but never speaks up could receive a lower
grade as a result. Chinese classrooms do
not place this same emphasis on classroom
participation. Class is based on the teacher
lecturing and the students listening quietly.
This means that students can do well in class
Education continues on Page 9

Capturing the China experience

M

ary Warpeha spent a month
in China (from March 20
to April 22) teaching a
class on American Culture at Beijing Royal School to students
who hope to attend American universities.
She captured her experience in words and
pictures. Just a few of the many photos of
her journey are represented here. To learn
more about her stay in China, visit her blog
and online photo albums.
Cave homes in loess soil near An’Shang
Village

Mary’s blog

http://chinaexperiences2009.blogspot.
com/

Worshippers taking a break

Photos of Hebei

http://picasaweb.google.com/marywarpeha/
HEBEI409#

Photos from Beijing Royal School,
Beijing and Changsha

http://picasaweb.google.com/marywarpeha/
CHINA2009#

Lovely campus shot at Xiang Ya Medical University - affiliated in 1900 and now with Yale
University

Photos of Anshang Village

http://picasaweb.google.com/marywarpeha/
ANSHANGVILLAGEApril2009#
Mary Warpeha is the co-president of the
Minnesota Chapter of the US-China Peoples
Friendship Association. She has taught
Chinese businesspeople in connection with
the China Center at the University of Minnesota. Warpeha has a Teaching English
as a Foreign Language Certificate a BA
in Education and an MA in English as a
Second Language. 

Inside living space in cave home

Prayer ribbons, Hebei

Larger than life models of gods and godessThe lobby of this
hotel in Hebei was
one of the most
beautiful I have
ever seen - and I Hamming it up at one of Lei’s bronze works
have been around displaying the old life
in this world

Sand paintings on the “Old Street”

All photos provided by Mary Warpeha
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Breck students
travel to China
By Grace Rybak, Breck School Senior

O

n May 14, 67 Breck students, teachers, and parents
embarked on Breck School’s
27th trip to China, led by
Breck’s Chinese teacher, Margaret Wong.
All of the students on the trip have been
studying Mandarin with their Chinese
teachers, Yang Laoshi and Wong Laoshi.
The group visited seven cities in China:
Beijing, Harbin, Xi’an, Hangzhou, Suzhou,
Shanghai and Hong Kong.

Mayor Rybak giving a speech, translated by
his daughter, Gracie, at a Harbin Baquet
hosted by the vice-mayor of Harbin
In addition to the goals of cultural
enrichment and improving language proficiency, our group had a special purpose as
cultural ambassadors in Harbin, a sister city
to Minneapolis. During our two-day stay in
Harbin, one of our activities included a visit
to Harbin #1 High School, where students
from both schools performed for each other,
then conversed in both Chinese and English
about the similarities and differences between Chinese and American schools.
That night, we were joined by my father, Minneapolis Mayor R.T. Rybak, at
a banquet with vice-mayor, and other city
officials from Harbin. He spoke about the

importance of the relationship between Harbin and Minneapolis, and the need to foster
this relationship as both of our countries
search for solutions to the world’s problems.
With the help of my teachers, I was lucky
enough to have prepared a translation of my
father’s speech in advance and delivered it
with relative ease.
My father was very impressed by the
city of Harbin, and proud that Minneapolis
is Harbin’s sister city. “The comparisons between the two cities go beyond climate,” he
said, “Harbin is a beautiful, clean city with
a developing riverfront that will continue to
grow.” He also stated that the partnership
between Harbin and Minneapolis will be
especially beneficial to both cities in the
years to come.
Harbin’s economy is based on industry,
particularly car manufacturing. As clean
energy becomes a prominent subject of
interest in Minneapolis, our cities can work
together to share the research and technology to produce cars that run on alternative
energy. Architecture is another important
area in which Harbin and Minneapolis can
exchange ideas. My father was honored by
the welcome extended to him by the city of
Harbin, and looks forward to working with
Harbin in the future.
Throughout the rest of the trip, we students discovered that, as my father said, the
relationship between China and America is
very important now and will grow increasingly more so, as we prepare for college
studies and careers in our future. This trip
not only enhanced our knowledge of Chinese culture, but deepened our understanding. We have all discovered a newfound
dedication to our study of Mandarin, and
many of us are eager to return to China to
study or work in the future. 

Education from Page8
by being diligent and attentive, but it also
means that less interaction exists between
the teacher and students. This difference
extends to the overall classroom attitude.
In American classrooms, students are likely
to talk not only when participating in classroom discussions, but also when talking
out of turn. As a result, the classroom can
become noisy and boisterous. Students often
develop a friendly relationship with teachers over the course of the year. In Chinese
classrooms, respect towards teachers is
emphasized far more. Students are much
more quiet and attentive than many American students, and when a student is called
on to speak, he or she is expected to stand.
This classroom atmosphere is more formal
and respectful.
The differences between the educational
experience in America and China are significant because they reflect a great deal about
the broader differences between the cultures.
A good example of this is the differing levels
of formality between American and Chinese
classrooms; these differences exist in culture as well. The Chinese language reflects
respect far more than the English language,
particularly the more formal word used for
second-person address, which elevates the
speaker’s tone and bestows respect.
Comparison of American and Chinese
educational systems is important because
the education students receive plays a big

role in the way they act in society as adults.
In some ways, the educational systems reflect the society’s direction as a whole. The
United States, operating under a democratic
government that values free speech, follows
an educational system that encourages students to express their opinions freely. China,
operating under an autocratic government,
places more emphasis on obedience and
respect. As China’s rapid development and
prominence in today’s economy shows, the
Chinese educational system has produced
many high-achieving, industrious individuals. However, some worry that China will
be at a disadvantage if Chinese students
miss out on encouragement to think for
themselves and express these thoughts. In
China Road, NPR correspondent Rob Gifford remarks on the importance of creativity
in today’s economy, and wonders: “Can
you become a player in the “knowledge
economy” if you restrict the teaching and
flow of knowledge?” (70) China’s current
educational system has clearly succeeded
in fostering capable students. The coming
years will show whether free expression,
encouraged heavily in American education
and less so in Chinese education, is an essential skill needed for a country to become
a world power.
Grace Rybak will be attending Columbia
University in the fall. 
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Changes in China
over the past
decade
By Katie Ross, Breck School

B

icycles, pollution, and rice
paddies - those three elements defined my memory
of China prior to this trip. My
parents and I went to Hong Kong in 1997
and Mainland China in 2000, so while I
didn’t remember much about the country,
my perspective was shaped by what I took
in as a 5- and 8-year old. I remembered
streets where bikes far outnumbered cars
and where entire families piled onto a small,
one-gear bike. I remembered the grey haze
that seemed ever present in the cities. And
I remembered lush, green rice paddies of
the Guilin countryside farmed by a single
farmer maneuvering a steel plow behind a
water buffalo. That is how I remembered
China, but now after 10 years, another trip,
and immense changes in China, I have a new
impression of China.
I’m not the only one who has noticed
changes; China’s progress over the past
decade has caught the attention of many
including NPR’s Rob Gifford, who wrote
about the developments in his book, China
Road. According to Gifford and many other
analysts, China has undergone immense
changes in its economic, political, and social
systems in recent years that have changed
the face of the country and its role in global
politics.
The economic changes that have occurred in China are astonishing. Even
though China is not a democracy, it is very
much a capitalistic society, and over the
past 10 years, that characteristic has become
much more pronounced. Small farms are
being combined to form larger ones and
the job once done by a man, his plow, and
his water buffalo is now done by high-tech
equipment. According to a report in Architectural Record, the Chinese consume 54.7
percent of the concrete and 36.1 percent of
the steel produced in the world. I witnessed
the immense usage of these products as I
saw countless cranes and buildings in the
process of being built in every city we
visited. China’s economy is no longer dominated by agriculture; it’s become a booming
industrial superpower.
Politically, China has transitioned from
a reclusive Communist country to a nation
that is now seeking the limelight on the
global stage. This week marked the twenty
year anniversary of the student protests
at Tiananmen Square. In 1989, student

protestors voiced their disapproval of the
government’s authoritarianism and calls for
economic change. The Chinese government
violently put down the protest killing over
7,000 people. Little has ever been published
about the massacre that is available to Chinese citizens. However, China is beginning
to move away from this isolated approach
and rather is thrusting itself into the global
spectrum. The 2008 Beijing Olympics were
a perfect example of China’s desire to break
from its long-term hermitlike existence.
China spent billions on its own “coming
out party” with the 2008 Olympics where
it invited the world to see it as a clean,
beautiful, stable country ready to compete
with the rest of the world’s superpowers.
China is now a powerful global force to be
reckoned with.
Since Mao’s attempted leveling of society during the Cultural Revolution, China
has resumed a course of social stratification.
Where once bikes may have taken up space
on the street, now there are BMWs, Audis,
and Mercedes. Ten years ago, expensive
European cars were commonplace in Hong
Kong, but not in Mainland China. Since
then, many hutong communities have been
leveled. The communities are now fewer
and farther between and serve as tourist
destinations rather than examples of a typical Chinese way of life. A new status-aware
upper middle class has emerged and huge
emphasis is being put on prestige and
appearance. People long for exclusivity:
expensive cars, nice apartments, designer
clothes, and membership at private golf
clubs. China seems more Western than I
remembered it before. Often on the trip, I
felt like I could have been in a large United
States city with the designer shops, nice
cars, and huge skyscrapers. The Chinese
social sphere is moving away from the
farmer-based majority of Mao’s time to a
competitive, materialistic one where exclusivity and prestige are top priorities.
China has undergone immense changes
over the past decade, but then, I’ve changed
a bit, too. I’ve gone from a wide-eyed,
white-blond haired girl who happily smiled
in countless photos with Chinese strangers
to a young adult more fully able to appreciate the Chinese language, culture, history,
food, and people. I look forward to returning to China again someday to witness its
further evolution. 
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economy
sumer confidence has fallen to the low level
registered at the time of SARS (Figure 4).
Retail sales data for April and May indicate
that consumption growth remained robust.
Consumption has been supported as lower
inflation buoyed real incomes even though
nominal income growth came down in the
first part of 2009. Rural income growth decelerated in the first quarter, due to subdued
farm output prices and significantly less
buoyant earnings of migrants.3 Seemingly
at odds with reported low consumer confidence, and following a pronounced deceleration in 2008, car sales rose 14 percent on
a year ago in January-May. This is in part
due to lower consumption taxes for small
cars, but apparently also because expectations of lower car prices have diminished
as concerns and uncertainty over China’s
prospects have subsided somewhat.

Quarterly Update from Page 1
oriented “RMB 4 trillion” stimulus plan (see
our March Quarterly Update (pp 17-21)
for details). With the central government
committing to 29 percent of the spending
under the stimulus plan, its own spending is
leveraged by complementary bank lending.
This has been a key part of the impressive
expansion of bank credit in the first 5 months
of 2009.
Following a spectacular surge in the first
quarter, lending moderated in the second
quarter. In the first quarter, monthly new
lending averaged a massive 5 percent of
annual GDP, leading to some concerns
among policymakers about the pace, the
high share of bill financing, and credit flowing to financial markets rather than the real
economy (Figure 1). Monthly new lending
slowed in April-May, averaging 2 percent
of annual GDP. The composition of lending
also changed, with the share of bill financing
and other short term lending declining. The
share of lending to households also went
up, in part due to higher housing sales. In
any case, this massive monetary impulse
will fuel economic growth in the coming
quarters.

Government-influenced investment
(GII) has soared (Figure 2). Boosted by the
stimulus package, infrastructure and other
government-influenced investment rose

rapidly in the first five months (an estimated
39 percent (yoy) in the first four months in
national accounts terms, up from an estimated 13 percent in 2008).1
The stimulus has also supported some
market-based sectors, but overall, market
based investment (MBI) lags significantly.
The monthly urban fixed asset investment
(FAI) data suggest real MBI also rebounded,
driven by commodity and specialized
machinery industries that benefit from the
stimulus spending. However, the FAI data
over-estimate growth of fixed capital formation.2 Moreover, in several key manufacturing sectors—notably those oriented on exports (textiles, clothes, furniture, computers,
and IT)—FAI has continued to decelerate,
reflecting subdued and uncertain prospects
for exports and profits and substantial spare
capacity. Nominal MBI rose by an estimated
12.6 percent (yoy) in the first four months
in national account terms, compared to 20
percent in 2008.
Housing sales have recovered in early
2009, but new real estate activity remained
subdued so far. Sales had been falling
throughout 2008. Amidst a more positive sentiment stemming in part from the
stimulus package, sales have benefited
from lower interest rates and taxes, as well
as from an earlier easing of prices. Higher
sales nudged up prices in April and May,
but they are still down on a year ago. The
completion of residential property projects
has also risen sharply since early 2009
(Figure 3). To date this appears to be driven
less by the recovery in sales than by a boom
in property construction in 2007 and early
2008, when the amount of floor space under
construction was growing much faster than
that completed. Indeed, floor space started
is still falling strongly (yoy). This may
change if the positive recent developments
gain momentum.

Consumption has held up well. It grew
at an estimated 11 percent in real terms in
the first quarter (yoy) (based on household
survey data), even though reported con-

Exports have remained very weak while
imports recovered (Figure 5). The export
weakness since end 2008 has been across
the board, in terms of type and destination,
and export volumes were still down an
estimated 20 percent on a year ago in AprilMay. Meanwhile, China’s import volumes
have picked up swiftly since March because
of stimulus package-induced demand for
raw materials. In April-May, total import
volumes were down an estimated 6.8
percent on a year ago, with raw materials
import volumes up strongly even as those
of manufactured goods were still down
sharply. Part of the strength of raw materials imports since March follows particular
weakness earlier—China’s manufacturing
firms sharply curtailed inventories of raw
materials in response to the crisis—and it
may thus not fully reflect underlying patterns. Nonetheless, the impact of the import
rebound dominated that of improved terms
of trade due to lower raw material prices,
and China’s trade surplus was down on a
year ago in April-May.

Overall, economic growth remained
respectable in a very difficult global environment. GDP rose 6 percent (SAAR) in
the first quarter, to a level 6.1 percent up
on a year ago. Industrial production seems
to have picked up pace somewhat recently,
with (yoy) growth up from 5.3 percent in
the first quarter to an average 8.1 percent in
April-May (Figure 6), while fiscal revenues
posted positive (yoy) growth in May for the
first time this year.
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Downward pressure on inflation has
continued. Prices of raw materials are now
much lower than a year ago and this has
driven PPI (factory gate) and CPI prices
down from a year ago (Figure 7). In addition
to these benign price pressures, substantial
spare capacity in China and abroad is putting
downward pressure on prices of manufactured goods.

Profitability in industry deteriorated
further in early 2009. In 2008, margins in
industry were compressed by a surge in raw
material prices (Figure 8). This pressure has
reversed as raw material prices have fallen.
Moreover, with wage growth coming down,
unit labor cost growth is diminishing (Figure
9). However, margins are squeezed by the
impact of spare capacity on PPI (factory
gate) prices and the impact of slow or negative sales growth in the face of fixed costs,
notably of financing. The impact of lower
output prices and extent of the slowdown
and its impact in the face of fixed costs are
particularly high in heavy industry. Thus,
profits in heavy industry fell 43 percent
(yoy) in February, while those in light industry dropped only 10 percent (yoy).4

Quarterly Update continues on Page 11
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China’s foreign exchange reserve accumulation has slowed. In the first part of
2009, the trade surplus and FDI inflows
both remained sizable, despite some decline in FDI from early 2009 onward and
in the trade balance from April onward
(Table 1). The main reasons behind the
slower pace of reserve accumulation in the
past 9 months (to about US$2 trillion) are
valuation losses due to appreciation of the
U.S. dollar against other major currencies,
notably the euro, and a sizable apparent net
financial outflow.5 Both of these factors are
unlikely to be sustained over long periods.
Recent indications are that China continues
to be a significant net buyer of U.S. bonds,
mainly treasuries, despite expressions of
concern about the financial security of such
investments by senior Chinese leaders (see
the Special Focus on global prices).

China’s stock market rallied in early
2009. With sentiment on the economy
improving since the beginning of 2009 and
liquidity in the domestic financial market
up substantially due to the easy monetary
stance, the Shanghai composite index (of A
shares) has risen more than 50 percent since
end 2008, led by cyclical sectors such as materials. Rising share prices have re-ignited
interests from investors, and turnover has
increased in volume terms, even surpassing
levels of early 2007.

economy
most developing countries and emerging
markets outside of East Asia there are no
strong signs yet of improvements in the
economy. That is because much deteriorated
access to external financing and a smaller or
less effective policy stimulus than in many
industrialized countries are constraining
domestic demand. The world excluding
China is now expected to shrink by 3 percent
in 2009, before posting moderate growth in
2010 (weighted by the geographical composition of China’s exports, projected world
growth looks slightly better, because of East
Asia’s relatively good prospects).
Global price prospects are receiving a lot
of attention. Prices of most raw commodities
have come off earlier lows in international
markets, with some, including the oil price,
having risen significantly recently. However,
they are still much lower than their peaks of
mid-2008. Forecasters do not expect commodity prices to rise significantly from current levels in the coming one and a half year
(Table 2). As to global headline prices, the
combination of large global downturn and
very aggressive policy responses in many
countries, notably the United States, has
incited concerns of both global deflation and
inflation, also among China’s policy makers. The Special Focus discusses the issues
and concludes that the risk of deflation is
considered low. Monetary policy makers
should, in principle, also be able to manage
the challenges associated with preventing
inflation from rising too much. This is also
what financial markets think. But risks remain, including political risks.

Economic Prospects

Globally, there are signs of stabilization
in financial markets, where the current crisis
started. Financial markets in industrialized
countries have become less strained since
early 2009, with tension in inter-bank
markets receding and equity markets having rallied. However, markets have not
stabilized fully. Risk aversion is still high,
reflected in reluctance among banks to lend.
International capital flows in particular are
still very subdued, and the corporate sector
in many developing countries has difficulties getting access to finance. Moreover,
additional shocks originating in the financial
system cannot be ruled out.
There are also some tentative signs of
stabilization in parts of the global economy.
Although global output has continued to
decline in the first quarter of 2009, there
are signs of sequential (month on month)
moderation in the rate of decline and possible prospects of stabilization of activity.
Some “green shoots” have been observed in
the United States, including in retail sales,
home sales and factory orders. Recently
business sentiment in the United States and
Europe has also improved, although most
business surveys are not yet indicating sequential growth. And, globally, orders have
rebounded sequentially.6 Several East Asian
countries have seen output rising recently,
grounded in part in a sharp acceleration in
high tech manufacturing.
But a rapid global economic recovery
seems unlikely and a lot of uncertainty remains. Prospects for 2009 for global growth
and trade have again been downscaled,
compared to three months ago, in large part
because of a sharper than expected decline
in the end of 2008 and early 2009 (Table 2).
In this light, eventual sequential stabilization of activity does not necessarily presage
a rapid, sustained recovery. Moreover, in

It is too early to say that there is a
sustained recovery in China. The policy
stimulus allows China to continue to grow
in this weak global setting. Nonetheless,
there is a limit to how much and how long
China’s growth can diverge from global
growth, given that China’s real economy is
relatively integrated in the world economy.
Government influenced spending only
makes up one-third of domestic demand.
The current surge in government influenced
investment is welcome, and more domestic
demand in China is helpful for the world
economy. However, it is unlikely to lead
to a rapid, broad based recovery in China,
given the current global environment and
the subdued short term prospects for market
based investment. China’s economic growth
is unlikely to rebound to a high single digit
pace before the world economy recovers to
solid growth.
In our view, overall growth prospects for
2009 have improved somewhat, compared
to 3 months ago, but with little carry-over
into 2010. The downward revision of export prospects is offset by a more favorable
domestic growth outlook. Developments
in the real economy have been somewhat
better than expected 3 months ago. More
importantly, bank lending in the first part of
2009 has been much larger than expected.
After such an expansion, it is likely and
appropriate that new lending will moderate
during the rest of the year. Nevertheless,
the massive monetary impulse of the first 5
months will support economic growth in the
coming quarters. Government expenditure
has also substantially outpaced expectations
in the first 5 months.
In this light, we forecast GDP growth of

7.2 percent in 2009 (Table 3, Page 13). A full
6 percentage point of growth is estimated to
be contributed by government-influenced
expenditure, with additional stimulus from
lower tax revenues. We expect growth
to pickup somewhat in 2010, but not as
much as in many other countries, largely
because China already saw a large fiscal
policy stimulus in 2009, whereas many
other countries will see much of it in end
2009 and 2010. Moreover, it appears that
many companies still have to fully adjust
investment plans to the subdued prospects
in several manufacturing sectors.
On the specific expenditure components:
* Strong government influenced investment will support growth in 2009,
but market based investment is likely to
continue to lag. The prospects for market
based investment in several sectors are not
very favorable. Economic growth prospects
remain uncertain, while large spare capacity in China and globally is putting serious
downward pressure on output prices (the
PPI) and profits, even as lower commodity
prices help. Thus, market based investment
may remain subdued for a while, particularly in manufacturing, where foreign sales
make up between one-fourth and one-third
of the total. In the real estate sector, medium
term sales prospects are reasonably good. A
large stock of unfinished housing expected
to be completed may contain new high end
housing projects. However, mass market
and low-end construction should expand as
a result of government measures.
* Consumption is likely to be resilient
but is expected to slow.7 Growth of nominal
wages and employment is likely to decline
further. Real income should continue to be
supported by very low inflation and fiscal
support. However, urban consumption has
started to lag urban incomes, indicating
some increase in the household saving
rate, consistent with relatively low reported
consumer confidence. Improvements in the
housing sector would support consumption,
because of wealth effects stemming from
higher housing prices and the consumption
related to home improvement. Assuming
some further increase in household saving
rates, urban consumption would slow this
year (compared to 2008), although it would
remain robust. Rural income prospects are
more subdued, due to subdued agricultural
output prices and migrant wages and employment. Fiscal support will stimulate
rural incomes and consumption—including
via more government subsidies to medical
insurance and spending on household appliances (see our March Quarterly Update,
p. 18). However, this is unlikely to be large
enough to prevent a slowdown in rural real
income and consumption, and keeping up
rural income and consumption growth remains a challenge.
* Net trade is likely to subtract from
growth this year. The PMIs suggest new
export orders are up sharply, signaling that
exports should recover from the current
trough. However, while China’s competitiveness remains good, exports are likely
to continue to face headwinds from the
weak global economy. Even if part of the
relative import strength in March-May may
not last, as it was because of restocking of
raw materials following earlier destocking,
imports should decline less than exports in
2009, given that growth in China is so much
higher than that abroad.
In the coming 10 years exports are
likely to grow significantly less than in the
previous 10 years. This shaves off around 2
percentage point of GDP growth in our illustrative scenario (Box 1). This is significant
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but not catastrophic.

Box 1. Medium term growth trends—
an illustrative scenario.

More subdued exports are likely to lower
GDP growth, although not dramatically.
From 1998 to 2008, world imports grew
6.6 percent on average and China’s exports
19.7 percent, in real terms. In the coming
decade, exports will grow less. How rapidly
depends on world import growth, China’s
competitiveness, and possible limits to its
global market share. In an illustrative scenario, on the basis of mainstream projections
for world imports and assuming a continued
increase in market share reflecting strong
competitiveness, the growth rate of China’s
exports could average 9 percent in the coming decade— 10 percentage point (pp) less
than in the previous decade.1/ China’s global
market share would be 12 percent in 2018.
As a comparison, the US share peaked at
14 percent in the early 1990s. The value
added contribution of exports to GDP now
is estimated at almost 20 percent.2/ Thus, as
a rough, illustrative estimate, GDP growth
could be (0.1*0.2=) 2 pps lower in the coming decade because of lower export growth.
This is significant, but not dramatic, compared to average GDP growth of 10 percent
in the previous decade.
A slowdown in potential output is likely
to largely reflect lower capital stock growth.
China’s potential output has grown fast in
the previous decades, driven by rapid capital accumulation and TFP growth (Figure).
Several factors will contain potential output
growth in the coming years, largely affecting
the capital stock. First, most importantly,
investment is likely to be subdued in the
coming years, especially in manufacturing,
given the outlook for exports, spare capacity, and profits. Second, the composition
of investment is changing now, with more
government influenced investment (GII) and
less market based investment (MBI). GII
is likely to contribute less to narrow GDP
growth than MBI in the medium term, largely because the economic returns of investment in infrastructure are spread out over a
longer period than those of investment in
equipment. GII is also likely to be less efficient.3/ Third, some of the current capital
stock in sectors facing particularly large
spare capacity will have to be written off.
In all, on reasonable assumptions, China’s
capital stock would rise by 10 percent in the
coming 5 years, compared to 13.3 percent in
the previous 5 years. Potential output growth
would be about 2 pp lower in the coming 5
years than in the previous 5 years.
Successful rebalancing could help boost
growth. In the transition to a new setting,
TFP growth may be lower because of less
migration out of agriculture and policies that
channel resources to less efficient activities
and firms. More progress with rebalancing
would help offsetting this by generating
more reallocation of labor from agriculture,
more education, and more service sector
productivity.
Quarterly Update continues on Page 12
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1/ We believe that, reflecting strong competitiveness, China will continue to gain market share, but at
a slower pace, assuming that exports outpace world
trade by 4 percentage points (pp), compared to 13 pps
in the previous decade.
2/ He and Zhang (2008) (HKMA Working Paper
14/2008) use input output tables and estimate that
the share in value added was 17.5 percent in 2007. In
gross terms, exports of goods were 20 percent of gross
industrial output in 2008.
3/ Assuming that GII is 40 percent less efficient
in the medium term, potential growth would be 0.2
pp lower.

There are risks to the growth projections.
Key short term growth risks are longer and
more severe export weakness; lower market
based investment, in light of spare capacity
and weak profit prospects in many sectors;
and lower consumption. There are also
upside risks to the growth forecast, notably
higher government influenced spending,
perhaps also higher market based investment—if we are too pessimistic on profit
prospects—and lower imports (because of
more import substitution). Key medium
term risks are that global imbalances are
not resolved and, domestically, that potential output growth is lower because of slow
progress with rebalancing.
China is unlikely to get into deflation;
policy measures can help mitigate the risk.
As discussed, globally, the risk of malign
deflation seems low. In this context, outright deflation in China is also unlikely, but
downward pressure on inflation is likely
to continue. The risks of deflation could
be mitigated by increasing administrative
prices opportunistically and preventing excessive investment in sectors that may have
done well traditionally but may do less well
in the future (with a different composition
of demand and relative prices).

Economic Policies

On current projections it is not necessary, and probably not appropriate, to add
more traditional fiscal stimulus in 2009.8
First, while growth may not exactly reach
the government’s target this year, it will be
very respectable, given the global setting,
because of the forceful stimulus. Indeed,
China is likely to avoid malign deflation or
other major downturn-induced problems.
Second, it would be good to retain room
for fiscal policy stimulus in 2010, given
the uncertainty about the global recovery.
China’s public finances are quite sound.
Nonetheless, the current stimulus is already
set to increase China’s government deficit
substantially, and the higher the fiscal deficit in 2009 is, the less room there is for an
additional increase in 2010, given limits on
the size of deficits.9 Third, there are limits to
how much additional infrastructure-oriented
stimulus can be spent effectively and efficiently. If policymakers are concerned about
the adverse consequences of the downturn
for households, it is less costly to address
these by using and beefing up the social
safety net. This would also fit well with
China’s medium and long term objectives.
Some of the short term measures to boost
consumption also seem relatively effective,
even if they will have little medium and long
term impact.
In responding to the global crisis, China
should have the confidence to emphasize
forward looking policies and structural
reforms. The economic setting is likely to
look different in the coming decade from
what it looked in the previous decade.
With global demand more subdued, China
needs to get more growth from domestic
demand—consumption in particular. Also,
the government’s rebalancing objectives
call for changes in relative prices—notably
higher prices for resources and environmen-

economy
tal impact. The pattern of growth emerging
in this setting would be driven more by the
service sector (and other relatively clean,
energy efficient, and labor-intensive activities), and less by industry (especially environmentally damaging, energy consuming,
and capital-intensive heavy industry).
Fiscal and structural policies
The transition to such a pattern of growth
would be easier and more successful with
fiscal and structural policy adjustments
that:
* Help channel resources to sectors that
should grow in the new setting, instead of to
sectors that have traditionally been favored
and done well. This calls for reforms to
encourage competition and remove barriers to private sector participation in several
key services sectors currently reserved for
SOEs, as well as in financial sector policy,
natural resource pricing and taxation,10 and
SOE dividend policy. 11
* Support thriving domestic markets
and successful, permanent urbanization.
In addition to service sector liberalization,
key policies to make this happen include
land reform, further liberalization of the
Hukou system, and reform of the intergovernmental fiscal system that make it
possible for local governments to fund the
public services without which migration
cannot be successful and permanent. With
more successful, permanent migration
and thriving service sector-oriented urban
activity, wage and household income, and
thus consumption, can rise as a share of the
economy.
Such reforms could be pursued all the
more boldly and successfully if they are
flanked by a well-functioning public finance
system and social safety net. In addition
to the essential reforms of the intergovernmental fiscal system, the following are
important:
* A well functioning social safety net
that can deal with the adverse consequences
of economic shocks such as the current one
and possible temporary or sectoral impact
of reforms.
* More equal and less segmented institutions and arrangements for social insurance
and social safety nets. This would strengthen
them and also increase economic efficiency
and mobility. In particular, more pooling and
portability and less segmentation of schemes
would facilitate domestic market integration
and labor mobility.
On current trends, the fiscal deficit is
likely to be substantially higher than budgeted. The 2009 budget foresaw revenue rising
by 8 percent and expenditure by 22 percent,
leading to a budget deficit of 3 percent of
GDP (excluding the balances of the social
security and extra-budgetary funds). In the
first five months of the year, tax revenues
fell 9.4 percent on a year ago, and total
revenues 6.7 percent, with particularly large
declines in corporate tax revenues and large
increases in VAT rebates to exporters. A
sizeable portion of the decline is because of
policy changes and one-off effects, notably
the change in VAT treatment of investment,
higher VAT rebates to exporters, and fluctuating stamp taxes on stocks. Expenditures
rose 27.8 percent (yoy) in the first five
months, with particularly large increases in
transportation, agriculture, and environmental protection. Revenue forecasts are very
difficult to make at the moment. Nonetheless, on the basis of our current economic
forecasts and broad estimates of the whole
year effect of policy changes, we estimate
that revenues may decline somewhat in 2009
as a whole. Our illustrative scenario assumes
that expenditure growth in the remainder

of the year will come down substantially
from the pace of the first 5 months so that
expenditures grow 22 percent for the year as
a whole, as budgeted (Table 4). This would
lead to a budget deficit of almost 5 percent
of GDP. Almost one-third of the increase
in the deficit in 2009 would be the whole
year effect of the discretionary revenue
measures, including measures taken only
recently such as 2 new rounds of increases
in VAT rebate rates. These projections are
only tentative, and China’s fiscal position is
strong enough to deal with such an increase
in the deficit. However, these projections
underline the trade off between more general
fiscal stimulus in 2009 and having room for
stimulus in 2010.
The implementation of the stimulus
package and other fiscal initiatives is
hampered by longstanding problems with
China’s intergovernmental fiscal system.
Sub-national governments in China are

responsible for a much larger share of spending than in most other countries. However,
China does not have institutional arrangements that channel substantial amounts of
resources from rich to poor areas on the basis of rules guaranteeing minimum levels of
public services. As a result, despite transfers
from the central government, local governments in poor areas tend to be financially
strained. Local governments are legally not
allowed to borrow, although for infrastructure spending this constraint has long been
by-passed by having SOE type entities that
are part of the local governments do the borrowing. Nonetheless, there are large disparities in the provision of public services that
amplify regional income inequality.12
In the case of the projects under the
stimulus plan, many local governments
have difficulty providing the matching
funds. For the first 2 phases of the stimulus
plan, local governments were supposed to
provide RMB 170 billion, matching the
central government’s commitment of RMB
230 billion.13 The Ministry of Finance found
that as of end April local governments had
allocated only RMB 88 billion. Partial
short term relief is coming from additional
borrowing on behalf of local governments.
Since the start of this year the government
is operating a pilot whereby the Ministry
of Finance issues bonds on behalf of local governments. The scheme is meant to
emphasize poorer provinces. To address
such problems structurally, China’s intergovernmental fiscal system will have to be
adjusted.
Monetary policy
Large liquidity injections are supporting
the surge in bank lending. In the last months
of 2008, the PBC injected large amounts
of liquidity into the banking system, in addition to lifting the credit quotas that had
constrained bank lending. In large part the
injection came about because of lower required reserve ratios (from 17.5 percent to
14-15 percent). Base money has stabilized
in March, but the liquidity injection is still
working its way through the financial system. With lending growth continuing at a
rapid pace, banks’ excess reserve ratio has
declined.
A sharp increase in the share of bill
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financing caused concerns, but may be less
worrisome than it appears. The concerns
include that bill financing does not lead to
economic activity but to arbitrage and asset
transactions. However, there are reasons
not to be too worried about the increased
share of bill financing. Bill financing largely
crowded out other short term credit. The
total share of short term lending inched
up only moderately, to 52.2 percent at
end March, and is still lower than in early
2007. Moreover, from the perspective of
the banks, replacing other open credit with
bill financing was a rational response to a
combination of sharply increased liquidity,
and thus lower cost of funds, and increased
risk aversion because of the downturn
(unlike other forms of short term credit,
bill financing is backed by receivables as
collateral).
The high pace of lending is not sustainable. As the backlog of projects gets cleared,
banks’ excess reserves come down because
of all the lending, and government-related
projects receive their financing, new bank
lending is expected to come down later in
2009. Even so, credit is likely to outpace
nominal activity by a very large margin this
year, and this implies risks.
* The risk of inflation seem low. Some
worry that the rapid growth of money and
credit will lead to inflation. However, with
a lot of space capacity in China and worldwide putting downward pressure on prices
and raw material prices unlikely to soar
soon, substantial generalized price pressures
seem unlikely any time soon.14 The Special
Focus looks into risks of global deflation
and policy-induced inflation.
* However, the rapid credit expansion
can have consequences other than inflation
and the authorities are right in being cautious and vigilant.
o Abundant liquidity in an environment of subdued demand could lead
to unwarranted asset market inflation. In
principle, asset transactions are a function
of portfolio decisions, and these will eventually be consistent with economic outcomes
and expectations. However, given the large
liquidity shock, the still immature financial
system, and with capital controls making
capital outflows difficult, unwarranted
flows and processes could happen along the
way.
o It also increases the risk of misallocation of credit, and thus of resources, as
well as NPLs. Amidst concerns about the
impact of the credit surge on the quality of
banks’ loan portfolios, the CBRC raised its
loan-loss coverage ratio to 150 percent.
China’s government has taken several
initiatives recently to boost the role of the
RMB in international trade and finance.
These include (i) agreeing currency swaps
worth RMB 650 billion (US$ 95 billion)
with several economies (including Argentina, Malaysia, South Korea, Hong Kong,
Belarus, and Indonesia) that will allow foreign importers to pay with RMB for imports
from China; (ii) allowing 2 foreign banks
to launch international bonds denominated
in RMB; and (iii) allowing exporters and
importers in 5 Chinese cities to settle crossborder trade deals in RMB. The government
is also studying a proposal to extend financial aid to developing countries in RMB
instead of in U.S. dollars and then allow
beneficiary nations to trade RMB reserves
in Hong Kong.
It may take time before the RMB
becomes a major reserve currency. International experience suggests that several
conditions need to be in place, including
open capital markets; deep, liquid foreign
Quarterly Update continues on Page 13
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exchange markets; well developed bond
markets; and a more or less flexible exchange rate. It will take time before China
has achieved these benchmarks.
Special Focus: Global prices—the risks
of short term deflation and medium term
policy-induced inflation
The steep global economic contraction
has raised fears of deflation. Headline
prices are under downward pressure now
because of falling raw material prices.
On balance, though, the risk of deflation
is low, in large part because of a forceful
policy response in most major economies.
At the same time, the uncommonly forceful
response of fiscal and monetary policy in
major industrialized countries is raising
concerns, including among China’s policymakers, that inflation may emerge in those
countries once their economies recover, and
that this may weaken their currencies. The
risk of such policy-induced inflation depends
on the ability of central banks in major industrialized countries to reverse the recent
liquidity injections, balance sheet expansions, and monetary policy loosening. So
far, most experts and the financial markets
expect the major central banks to be able to
do this, although it cannot be ruled out that
central banks err on the side of supporting a
recovery at the risk of higher inflation.
With headline prices lower than a year
ago in the United States and Japan amidst
a global recession, there are fears of deflation. Real, malign deflation is a persistent
and generalized decline in prices across a
wide array of products and services, with the
price declines generating expectations that
prices will continue to fall. The current situation does not constitute global deflation, as
headline prices are down because of lower
raw commodity prices, especially energy
(Figure 10); core inflation is on course to
remain positive in the United States and the
euro zone, although perhaps not in Japan.
Nonetheless, vigilance is required. A key
reason why real deflation can be dangerous is that, with prices falling persistently,
central banks cannot stimulate the economy
by pushing interest rates below inflation.
In fact, the more deflation, the higher real
interest rates are, further hampering economic activity.
The global policy response to the recession makes sustained deflation unlikely,
although it cannot be ruled out. Decressin
and Laxton (2009), in an IMF “staff position
note”, find that spare capacity world wide

has historically led to downward pressure
on inflation.15 Thus, in the short term, the
severe recession and large amount of unused
capacity will create deflationary pressures.
However, the global policy reaction to the
financial crisis has been so aggressive and
determined that it is likely that deflation is
avoided. Current consensus forecasts for
inflation in the United States and the Euro
zone show that experts do not expect prices
to continue to fall (Figure 11).16 They do

economy
expect prices to fall in Japan, but that has
happened frequently in the last decade. Current 10 year government bond yields in the
US and Germany (3.7 and 3.5 percent) show
the same for financial markets. Decressin
and Laxton conclude that, while the risks
for sustained deflation are appreciably larger
than in 2002-3, the previous period with
downward pressure on inflation, the most
likely outcome is that sustained deflation
will be avoided. Their model based analysis
also suggested that, on the assumption that
the financial distress is gradually resolved,
the most likely outcome is that the global
economy will stay clear of sustained deflation. However, they note that if financial
sector problems are not remedied or further
shocks add to current stresses, there is a
significant probability of more negative
deflationary outcomes, with a deeper and
more prolonged recession.
In fact, the aggressive policy response in
key industrialized countries has led some to
worry about inflation in the medium term.
There is a reasonably widespread consensus
among economists that lowering interest

rates alongside substantial fiscal expansion
was the right response to the current downturn in the short term. Indeed, there are few
who expect inflation any time soon. However, the response of several key central banks
to the crisis has been aggressive compared
to historical benchmarks and it has included
additional unorthodox measures that could
potentially lead to inflation in the medium
and long term. Many worry about the large
fiscal deficits that will result from the forceful fiscal policy response in major industrialized countries, notably the United States. In
a country such as the United States, where
the government can issue interest bearing
debt, whether large fiscal deficits lead to
inflation depends on monetary policy. If
the central bank “accommodates” the fiscal
deficits by letting them lead to higher money
supply, higher total demand and inflation
may follow. If the central bank prevents
the money supply from rising, higher short
term interest rates will contain the rise in
total demand and inflation. This puts the
onus on monetary policy. Several prominent
economists have expressed worries about
the ability and willingness of policymakers
to successfully reduce the size of central
banks’ balance sheets and tighten monetary
policy more generally.17
The balance sheets of key central banks
have expanded sharply. They have done
this by boosting base money (the liabilities
of the central bank) via standard injections
of liquidity; pursuing quantitative easing by
buying long maturity government bonds;
and, in the case of the FED, providing direct
credit to private borrowers. As a result, the
balance sheets of central banks are now
much larger than they normally are (Figure
12). If things go wrong, this potentially
could threaten monetary stability. To date,
these liquidity injections have led to a much
more moderate increase in overall monetary
aggregates in the United States and, espe-
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cially, Europe (Figure 13). So far, banks
in the developed countries have used the
additional base money to restore their required reserves and built up excess reserves
(some US$700 billion the case of the United
States). In the face of the global recession
and very weak demand for loans, banks
have actually slowed lending (the “money
multiplier” has dropped dramatically in the
United States and Europe) (Figure 14).18
Once the financial system stabilizes and
bank lending eventually comes on stream
again, banks could lend out multiples of
the hoarded reserves (the money multiplier
could rise). What will happen to monetary
aggregates depends on the “exit strategy”
of central banks.
While there are no disagreements over
what needs to be done to avoid inflation in
the medium and long term, some fear that
central banks are not able to do this. To avoid
inflation in the medium and long term, central banks need to eventually withdraw much
of the high powered money they created and
bring the size of their balance sheets back to
normal. In principle, there are no disagreements over the need to do this. However,
there are some concerns over how easy this
is going to be, technically and politically.
On the technical side, for instance, many
of the new assets on the balances sheets of
central banks are illiquid. In the case of the
United States, Feldstein notes that commercial banks may not want to exchange their
reserves for the “mountain of debt” that the
FED is holding and the FED lacks enough
treasury bonds to conduct ordinary open
market operations. These technical concerns
are countered by FED president Bernanke
(2009).19 He argues the FED has sufficient
ability to soak up the liquidity, including
because (i) much of the FED lending (up to
US$1 trillion) is short-term and thus could
be wound down relatively quickly; (ii) the
FED can conduct reverse repo agreements
against its long-term securities holdings to
drain bank reserves.
There may also be political constraints
Quarterly Update continues on Page 14
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Alternatives to building a plant in China
discussed at UCBC meeting
By Greg Hugh, Staff Writer
The topic for the June meeting of U.S.China Business Connections (UCBC),
Alternatives to Building a Plant in China,
was presented by a panel of speakers that included Chris Berghoff of Control Products,
Steve Oanes of Stuhr Associates, and Dale
Peterson of MINNCOR Industries.
Each of the speakers presented a different perspective as how to approach building a plant in China and suggested their
alternatives.
Even before a business considers
building a plant, the company should first
consider outsourcing, a joint venture, a
partnership, acquire a Chinese company or
create a wholly owned foreign enterprise
(WOFE).
In his remarks, Chris Berghoff listed
both the pros and cons of pursuing any of
these courses and recommended that smallto medium-sized firms should partner with
a company that has a similar business and
social culture...example: if you are a U.S.
firm, find a U.S. partner with a similar
business culture that is already established

in China.
For large firms he recommended that the
business should seriously consider acquiring a firm or establishing a WOFE to avoid
partner conflicts.
Another alternative to building a plant in
China was presented by Steve Oanes with
Stuhr Associates. His recommendation was
the “sheltering” approach which is to utilize
a business environment created by a firm
already established in China to optimize and
share efficiencies in manufacturing design
and engineering while providing all the
necessary resources to ensure a successful
business venture. This approach maintains
total control under U.S. laws at the same
cost as China.
One of the more interesting alternatives
to building a plant in China was presented
by Dale Peterson of MINNCOR Industries
which is a self-sufficient division of the
Minnesota Department of Corrections.
According to Peterson, MINNCOR Industries can be a contract manufacturer: “We
provide many companies with the ability to

manufacture their product with minimal
capital and/or startup expense on their
part. MINNCOR provides the ability to
be a primary manufacturer for your company or can be used to provide additional
capacity to your current manufacturing
processes. By partnering with MINNCOR
you avoid the issues and costs of equipment repair, capital investment, training
of equipment operators and equipment
idle time.”
A company can simply have parts produced in China and shipped to MINNCOR
Industries where they can be assembled.
The presentation concluded with a Q
& A session.

Minneapolis Mayor R.T. Rybak to
speak at July Meeting.

UCBC is honored to have Minneapolis Mayor R.T. Rybak as the special
guest speaker at the next meeting, following up on his recent official visit to
China. To accommodate Mayor Rybak’s
busy schedule, the meeting will be held

Thursday, July 2, in the MCTC Theater. Those
interested in attending should contact UCBC
immediately as attendance will be limited to
the theater’s capacity.
UCBC meetings are held at Minneapolis
Community & Technical College, 1501 Hennepin Avenue, Minneapolis, MN 55403.
The fee is US$20 per person. UCBC
members and college students are free. Everyone can bring a guest who can be admitted
for half price (US$10). To register, e-mail
jls1273@hotmail.com or call Jim Smith at
612-8656543.
For free parking at the MCTC Ramp,
please mention your name for the UCBC
meeting to the parking staff. The MCTC parking ramp is located at 1420 Hennepin Avenue
(north side of Hennepin Ave). Additional
information on parking:
http://www.minneapolis.edu/parking.cfm 
Editor’s Note: Also, see accompanying
articles on pages 8 and 9 by Mayor Rybak’s
daughter, Grace, about her recent trip to
China with a group from Breck School.

Coke eyes “organic” growth for juice
business in China

BEIJING, June 25 -- Coca-Cola Co, the
world’s largest beverage maker, will focus
on organic growth for its juice business
in the country and focus on its own juice
brand, Minute Maid, a top executive said
[June 24].
The company is not considering any acquisition in the juice sector after the Chinese
government rejected its $2.4-billion bid for
Huiyuan Juice recently, said Doug Jackson,
Coca-Cola’s president for China, during the
opening ceremony of a new bottling plant
in northwestern China.
Jackson also said Coke had no plans to
list on China’s stock exchange, dismissing
an earlier research note by UBS AG, which
reported that the company might seek to list
in the yuan-denominated A-share market.
Coke and COFCO Coca-Cola Beverages
Ltd, a joint venture with China’s largest ag-

Graduates from Page 7
stitutions and universities should absorb
graduates to work on their significant hi-tech
projects. Relevant government departments
should advocate graduates working at the
grassroots units, taking further education
and having more training.
The Ministry of Education cooperated
with ten national organs like the Ministry of
Railways and the Ministry of Commerce in
organizing 13 cyber job fairs from November 2007 to June 2008. Vice Minister Zhang
Xiaojian of Human Resources and Social
Security says, “This year the main program
is to organize Internet job fairs and spot
recruitments. Accompanying this will be
different kinds of activities, such as career
planning, policy consulting, business startup services and so on. We hope all these are
helpful for graduates to find jobs.” 
Reprinted with permission from China
Today (www.chinatoday.com.cn)

riculture product enterprise COFCO, have
invested more than 110 million yuan for the
bottling facility in Urumqi, the capital of the
Xinjiang Uygur autonomous region.
The plant is expected to churn out 500
million bottles of Coke products each year,
and help it better tap the demand of the 20
million consumers in the western region.
On [June 23], the company opened
another bottling plant in Nanchang, the
capital of Jiangxi province. The 100-million
yuan investment there is expected to help
the company gain better access to the 44
million consumers in this eastern province
of China.
Both investments are part of the beverage
maker’s three-year plan of investing US$2
billion in China to expand its manufacturing
and marketing activities. That’s more than
its US$1.6 billion total investment in China

over the past 30
years.
Coca-Cola is
accelerating its
expansion in the
world’s most populous nation.
“China has
the potential to
become our largest market in the
world,” Jackson
said.
China overtook Mexico to
become the third
largest market
for Coke in 2008, but the company said
Chinese consumers only drink 25 bottles
of its products per person each year, com-

Quarterly Update from Page 13
in soaking up the liquidity and tightening
monetary policy swiftly. It may be politically difficult to tighten monetary policy
at a time when the economic recovery is
not yet in full swing. Moreover, government debt is set to rise substantially in
the coming years in several countries.
Some fear that this may lead to political
pressure on central banks to keep interest
rates low. This may lead to weakening of
currencies. In addition, “when the time
comes to sell its large holdings of mortgage debt, the FED may face resistance
from the housing lobby of the US” (the
Economist, April 25). Indeed, some say
that the real risk is not “uncontrollable”
inflation, but rather a preference for inflation over deflation.
Policy makers should be able to
manage these challenges—this is also

what financial markets think—but risks
remain. It is not clear that the technical
difficulties are really problematic. However, there is a risk that central banks err
on the side of supporting a recovery at
the risk of higher inflation. Given that
monetary policy has lost some credibility, independent central banks may
feel the need to show independence and
strengthen their credentials, thus erring
on the side of caution, and policy makers
have some time to develop instruments
and mechanisms to deal with possible
problems. The potential risks may be
more significant. So far, judging from inflation forecasts and bond yields, experts
and investors do not expect significant
post crisis inflation. But this cannot be
ruled out. 

pared with 500 in the
[United States].
Jackson estimated
that there would be
another 300 million
urban residents in
China by 2020, about
the current population
of the [United States].
That could be a “big
opportunity” for the
U.S. soft drinks maker, he said.
The company’s
sales in China grew
10 percent in the first
quarter this year, even
as global sales only expanded by 2 percent
during the period.
In March, the Chinese government rejected Coke’s bid to acquire 100 percent of
Huiyuan Juice Group, a local juice maker,
citing concerns over market monopoly.
Huiyuan is the dominant player in China’s
growing juice market, holding more than 40
percent of the share in terms of sales revenue.
Coke also faces fierce competition from local players such as Wang Lao Ji, a domestic
herbal teamaker, in the non-sparkling beverage market.
Coke now holds about half of the Chinese
market for carbonated beverages but it has
also been expanding the faster-growing juice
business, as younger Chinese consumers are
willing to pay more for healthy juice beverages.
The failure of the deal, which could have
been the largest foreign acquisition of a Chinese company, was a serious setback for Coke
as the juice business already accounts for 10
percent to 20 percent of its total China sales.



Source: China Daily/Xinhua
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China’s ethnic minorities

We continue our series on China’s 55 ethnic minority groups. This month features the Jino ethnic minority.
The Jino ethnic minority

Population: 18,000
Major area of distribution: Yunnan
Language: Jino
Religion: Polytheism

Numbering 18,000 in all, the Jinos live
in the Jinoluoke Township of Jinghong
County in the Xishuangbanna Dai Autonomous Prefecture, Yunnan Province.
The language of this ethnic minority
belongs to the Tibetan-Myanmese group
of the Chinese-Tibetan language family.
Its structure and vocabulary have much in
common with Yi and Myanmese. Without
a written language of their own, the Jino
people used to keep records by notching on
wood or bamboo.
Jinoluoke is a mountainous area stretching for [43.4 miles] from east to west and
[31 miles] from north to south. The climate
there is rainy and subtropical with an average annual temperature of [64 to 68 degrees
Fahrenheit]. The rainy season lasts from
May to September with July and August
having the heaviest rainfall. The rest of the
year is dry.
Jino land is crisscrossed by numerous
rivers and streams, the longest being the
Pani and the Small Black rivers. The major
crops are upland and wet rice and corn. The
famous Pu’er tea grows on Mount Jino.
Jinoluoke also has a long history of cottongrowing and is abundant in such tropical
fruits as bananas and papayas. Elephants
and wild oxen roam the dense primeval forests which are also the habitat of monkeys,
hornbills and other birds. Jinoluoke is also
rich in mineral resources.

Jino tribe girls of Yunnan Province celebrating their national day that drops on
Oct. 3.

History

It is said that the Jinos migrated to Jinoluoke from Pu’er and Mojiang or places
even farther north. It seems likely that they
still lived in a matriarchal society when
they first settled around the Jino Mountain.
Legend has it that the first settler on the
mountain ridge was a widow by the name
of Jiezhuo. She gave birth to seven boys and
seven girls who later married each other.
As the population grew, the big family was
divided into two groups to live in as many

villages, or rather two clans that could intermarry. One was called Citong, the patriarchal village, and the other was Manfeng,
the matriarchal village. With the passage
of time, the Jino population multiplied and
more Jino villages came into existence.
Until some 40 years ago, Jino people
from far and near still went to offer sacrifices
to their ancestors in the matriarchal and
patriarchal villages every year.
The Jino matriarchal society gave way
to a patriarchal one some 300 years ago.
But the Jinos were still in the transitional
stage from a primitive to a class society at
the time the People’s Republic was founded
in 1949.
Most Jinos are farmers. In 1949 they
still cultivated land by a slash and burn
method, not knowing how to irrigate their
crops. Land was communally owned by
clans or villages and farmed collectively
except in some villages where land was
privately owned.
The Jinos are great hunters. When men
go out hunting, they shoulder crossbows
with poisoned arrows or shot-guns. They are
also experts in the use of traps and nooses
to catch wild animals. They hunt in groups
and divide the game equally among the
participants. But the pelts of animals go to
the men who shot them. While the men hunt,
the women gather wild fruit in the forests.
Edible herbs are also collected for soup.
The early ancestors of the Jinos, united
by ties of consanguinity into a big family,
dwelled in the Jizhuo Mountains in very
ancient times. But the social structure of the
Jinos had changed by 1949. The basic unit of
society was no longer the clan by blood-ties
following the emergence of the communal
village in which people of different clans
lived together. The boundaries of the villages were marked with wooden or stone
tablets on which swords and spears were
carved. The land within the boundary was
communal property, and each village was inhabited by at least two clans whose members
could intermarry. Two elders were elected to
take care of village administration as well as
sacrificial rites and production. Each village
was a small, self-contained world.
Primitive egalitarianism still manifests
itself to these days in Jino customs. The
meat of wild beasts brought back by hunters is divided equally among all adults and
children in a village. Even a small deer is cut
into very tiny pieces and shared out among
all the villagers, including the new-born.
Because of low crop-yields resulting from
primitive farming methods and extortion by
the Kuomintang and Dai overlords, there
was always a shortage of grain for three or
four months every year. But despite that,
the Jinos stored what little grain they had in
unguarded straw sheds outside their houses,
and never worried that it would be stolen.
Zhuoba (the village father) and Zhuose
(the village mother) were the leaders in a
communal village. Being the oldest people
in the village, they were respected by all.
They became village leaders by virtue of
their seniority, not because they were brave
in war or eloquent in speech. No matter how
mediocre they might be, even if they were
blind or deaf, they had to serve as village
elders so long as they were the oldest people
in the community. After their death, the next
eldest in the same clan would be chosen as
successors.
Their functions were tinged with timehonored traditions or religion. For instance,
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the yearly sowing could only begin after the
elders had animals slaughtered and offered
to the spirits at a ceremony during which the
elders put a few seeds in the soil, before the
other villagers could start sowing on a big
scale. The elders also fixed the dates for holidays. The beating of a big drum and gong in
elders’ homes ushered in the new year, and
all the villagers, young and old, would rush
to the elders’ homes to sing and dance.

Life Style

The Jinos live in bamboo houses built
on stilts on flat hilltops. The men usually
wear collarless white jackets and white or
blue trousers made of flax or cotton. Before
liberation most men divided their hair into
three tufts. Women, as a rule, prefer multicolored and embroidered collarless short
gowns and short black skirts rimmed in red
and opened at the front. Many wear long
skirts and puttees. They also wear their hair
in a coil just above the foreheads, and sling
across their shoulders sharp-pointed flax
hats. Both men and women go barefooted,
and have thick bamboo or wooden sticks
plugged into the holes in their earlobes.
Those with big holes in their earlobes are
considered most beautiful. The Jinos carry
things in baskets on their backs with straps
tied on their foreheads.
Monogamy is practiced in Jino society.
But before marriage the prospective brides
and grooms are permitted to have sex. If a
woman brings her illegitimate child to live
in the home of her husband, both the mother
and child are not looked down upon. In
some villages, special houses are built for
unmarried young men and women to spend
the night. But once married, a woman must
remain faithful to the husband throughout
life. Divorce is rare.
A dead body is put in a coffin carved
out of a single log and buried in a communal cemetery. The personal belongings
of the dead -- work tools and clothing, and
a copper pot of silver for some of the rich
-- are buried as sacrificial objects. Above
the grave, a small thatched hut with bamboo
tables inside is set up to provide a place
for the relatives of the dead to offer meals
to the departed soul for a period of one to
three years.
Being animists, the Jinos believe that
all things on earth have souls. Ancestral
worship constitutes an important part of
their religious activities. When there was a
drought or something untoward happened,
a shaman was sent for to mumble prayers
and kill oxen, pigs or dogs to appease the
trouble-making spirits. Shamans also used
to cure diseases with herbal medicines.
The Jinos learn to sing when still very
young. They are good at improvising poems and set them to agreeable melodies
extemporaneously. At holiday gatherings,
the young dance to songs sung by elders.
There are many Jino festivals. The biggest one takes place on New Year’s Day in
March and is celebrated at different dates
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in different villages. There are worships for
“Large Dragon” and “Small Dragon,” both
of which meant to get rid of disasters and
pray for good harvests. A festival is held
annually in the wake of a harvest, at which
all Jinos gather to help themselves to newly
harvested rice.

Jino woman prepares cold tea

Improvement in Life

Changes began to take place in Jino life
in 1954 when teams sent by the government
arrived for the first time in the out-of-theway mountainous areas. They brought
relief supplies and helped the local people
to step up production. After winning over
the powerful village elders, they helped the
Jinos undertake democratic reforms to put
an end to outdated institutions that had kept
them backward for centuries.
And in 1955, the Jinos set up cooperative teams to work the land more effectively.
Formerly upland rice was cultivated in small
jungle clearings where the trees were felled
and burnt before each sowing. Today the
crop is grown on well-prepared paddy fields,
and the yield has jumped up enormously.
The paddy is irrigated by water lifted by
electric pumps. The service of prayermumbling priests is no longer needed, nor
was the slaughtering of animals, to appease
evil spirits in times of drought.
Small reservoirs and hydroelectric
installations have been built, and electric
lamps have replaced the flickering oil-lamps
that once lit Jino homes. The wooden mortars formerly used for pounding rice have
gone, too, with the advent of milling equipment powered by electricity.
In 1981 there were 14 primary schools
and middle schools with an enrollment
of 1,600 in the mountainous areas where
most people used to be illiterate. The Jinos
now boast their own college students and
university-trained doctors.
Another thing the Jinos welcome most
is the emergence of a network of trading
stores that offer farm implements, clothing,
food, salt and a long list of goods at moderate prices. Gone are the traveling cut-throat
merchants who used to squeeze every cent
out of the pockets of the Jino people. 
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