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Interview: Robert Lawrence Kuhn, Ph.D.
Tom Keene, Anchor:
It’s Bloomberg on the Economy. I’m Tom Keene, today in London. In this hour, Robert
Kuhn. He is senior advisor to Citigroup Investment Banking and also author of a very
influential book, The Man Who Changed China: The Life and Legacy of Jiang Zemin.
Dr. Kuhn, welcome to “Bloomberg on the Economy.”

Robert Kuhn:
Glad to be here.

Keene:
Let’s talk about Shanghai. What makes Shanghai different from Beijing and Hong Kong?

Kuhn:
Shanghai is what has been called one of the two “Dragonheads” of China. The first is the Pearl River
Delta in Guangdong Province, near Hong Kong, where reform began in the 1980s. During this period,
Shanghai, which early in the 20th century had been the Great City of Asia, the Paris of the East, was
languishing. Shanghai began to expand in the 1990s, so that today the Yangtze River Delta, with its core
in Shanghai and with two of China’s most economically powerful provinces, Jiangsu and Zhejiang,
located contiguously, has become one of the most economically vibrant areas of the world. If you
consider their collective economic strength, you’re talking about 30% of the GDP of China. Furthermore,
Shanghai has recently become the number one port in the world. It is an enormously powerful economic
city. But more than that, Shanghai is truly an international city, with its historic intermixing of European
and Chinese cultures. Shanghai is really quite unique.

Keene:
Dr. Kuhn, give us an update right now on the domestic politics of China. We see toxic events, chemical
spills, some unrest, social tensions. Does the government have control of the domestic economy and
national politics?

Kuhn:
The short answer is yes. Although we hear much about mine disasters and pollution—all of which are
terrible--China’s biggest problem is “imbalances.” There are great disparities in economics and in
people’s standards of living between coastal and inland provinces; between urban and rural populations;
between the “haves” and the “have-nots.” Some people have benefited enormously from reform and
have become wealthy, whereas many people are still impoverished or have grown poorer. These less-
fortunate Chinese may be unemployed farmers or workers who have been laid off from state-owned
enterprises. Often they are forced to become migrant workers. This “floating population” of around 200
million people has come off the farms, where they have minimal income, and into the cities where they
must live under difficult conditions to make money for their families back home.

These are some of the social problems, but the government is sensitive to them. China’s leaders
recognize these problems and are trying to deal with them.

Keene:
China has a booming economy—9, 10 percent—I don’t even know if I believe that number. John Ryding
at Bear Stearns thought it was higher. What portion of 9.8 percent is along that Coast Region?



Kuhn:
A good deal of China’s growth is indeed being generated by the dynamic coastal regions, a fact of life that
can exacerbate China’s imbalances. The recently revised data shows that the economy has actually been
growing faster than earlier statistics indicated, at the astounding rate of over 10 percent. President Hu
Jintao and Premier Wen Jaibao’s policies to cool the economy, to enable a soft landing, are working,
though it still remains sizzling hot, even after the restraints on too-rapid growth have been in effect for
over two years.

President Hu has made a significant policy decision to emphasize the strategy to “Revitalize the
Northeast.” It’s focused in the old Manchurian areas in North China, beginning in the city of Tianjin and
running north through Liaoning, Jilin and Heilongjiang provinces. In the 1950s, in the first flourishing of
the state following the founding of New China in 1949, this whole area was China’s industrial base.
These massive, state-owned factories, which composed China’s early industry, have in the new market
economy fallen into disrepair and disgrace. But now President Hu’s government is focusing on this area,
and also the central provinces, which have vast populations but are economically underperforming. The
Chinese leadership has targeted these heretofore lagging regions, the Northeast and the Central, as
centers of growth, and the government is putting into place favorable policies to facilitate their growth and
thus help rebalance society.

Keene:
Kenneth Rogoff of Harvard University is concerned about the money flows into developing nations. Is
there a concern about too much investment by the Western world into China, too much money coming in
for them to withstand the shock?

Kuhn:
When you have such massive flows of capital, there’s always opportunity for untoward things to happen.
Of concern in China is that a great deal of the growth—the capital that is spent in China—is being spent
on capital assets. Now infrastructure is really needed. The roads, the railways, the bridges are extremely
important for China. But there are also many high-priced real estate projects, and when growth is fueled
by such a high percentage of capital investment, it is warning sign that the system can be fragile. China
needs to fuel more of its growth through domestic consumption—its people need to spend more!

Herein lies part of the cause of America’s gigantic trade deficit with China, which can be [over]simplified in
this way: In China, the people save too much and spend too little, whereas in America, the people spend
too much and save too little. And Americans buy Chinese products because they are less expensive than
similar products, a process that increases the American standard of living but also increases the
American trade deficit, which the Chinese then finance. We send them our cash for their products, and
then they send this cash, which is now their cash, right back here to purchase U.S. government debt,
which helps finance our country’s deficit.

When you have so much cash coming into a country, the danger is that the cash will be spent on
inefficient projects: people get so excited about China’s growth that they put their money into anything. In
Shanghai, which is a fabulous city, the housing market, the real estate market, has become overheated
and now is settling back; people are concerned about this retreat. Well, it’s simple economics: in such a
frothy situation, too much cash is chasing too little good property.

Keene:
That brings to mind Chairman Greenspan’s comments on our own imbalances. One of the things that
we’ve heard so much about is the burgeoning state of China’s defensive, and maybe offensive, military
forces. With your big-picture view of China, do they need such defense? Do they need to grow their
military defense budget?

Kuhn:
You have to look at it from both domestic and foreign perspectives. From China’s own perspective, they
need powerful, modern armed forces to safeguard their national sovereignty, which in their view includes



an ultimate reunification with Taiwan—and Americans should recognize that this desire is felt emotionally
by the vast majority of the Chinese people in China, who view Taiwan as the last vestige of foreign efforts
to fragment China. Even Chinese citizens who reject Communism, or who are very critical of the
government, when you mention nationalistic issues like Taiwan, you see unity from people who would
ordinarily be disagreeing on other issues. Maintaining China’s integrity is something that is very important
to the Chinese soul; China is committed to protect itself against any sort of effort, as they would look at it,
to divide their country. For instance, the separatist threats against Tibet and Muslim separatists seeking
independence in the western region of Xinjiang Province is taken very seriously. So there are a number
of sensitive issues that, to China, necessitate a strong military.

And then there’s the question of national pride, which in China is essential to appreciate. This was a
country that, during Europe’s Dark Ages, probably consumed about a third of the world’s GNP, which is
what America had at its peak. China is a country that invented many of the inventions that drove modern
civilization [such as paper and printing, compass, wheelbarrow, gunpowder, rockets]. And then China fell
into centuries of poverty and humiliation and their once-proud country came to be dominated by foreign
powers, which reached its nadir of oppression with the Japanese invasion and occupation in the 1930s.

Now that China is resurging, it insists of having a very strong military. This is non-negotiable. And they
are focusing on high-tech weapons and information warfare, while cutting back their ground forces. The
Chinese leadership sees science and technology as critical for their future, driving their economy as well
as enhancing their military. President Hu Jintao recently gave a speech about the importance of high
technology in which he acknowledged that China is still not up to world-class standards in state-of-the-art
research. And President Hu wants to bring China to the highest level of technology, both for the economy
and for military defense, and if you understand China, also for the sake of Chinese civilization.

Keene:
Dr. Kuhn, at the Royal Academy of Arts in London, there’s this magisterial exhibition of three emperors
going back hundreds of years. Is there a historical heritage in China that links to the country’s amazing
economic growth?

Kuhn:
China’s remarkable resurgence since Deng Xiaoping began his reforms in late 1978 has been called the
greatest sustained economic success story in the history of the world. And at its roots is this sense of
Chinese culture and historic pride, the strength of the family, the intense focus on education, the ambition
and energy of the people. These are what really drive China and will continue to drive China.

By the way, one of the concerns of the government is that Chinese civilization be protected against the
onslaught of foreign and Western cultures, which, because of their power through film, television and the
internet, may put Chinese culture into a secondary position.

Keene:
When we talk about the economics of China, we have to talk about the adjacent nations. A colleague of
mine just returned from Vietnam. He says it’s simple: they’re riding on the coattails of China. Is that true
of all the Asian nations?

Kuhn:
You have to look at each nation separately. Certainly China has become the centerpiece of Asia.
Everybody recognizes that. It used to be Japan. Asian peoples didn’t like a dominant Japan, of course,
because of obvious historical reasons. Now there’s no escaping China, which is using its economic clout
to increase its diplomatic influence. China is once again truly the “Middle Kingdom,” which is the name of
China in Chinese. It is certainly operating that way in Asia.

However, we should recognize that there are historic rivalries as well. The Vietnamese and Chinese have
had a long history of friendship but also a long history of conflict punctuated by armed skirmishes along
their border. So today the Vietnamese have their own desire to be independent; they want to create their



own nation and not be dominated by others. But they recognize that the reality of the world is that China
is the center.

Keene:
Different economists have come up with 10-year, 20-year, 30-year forecasts that bring China, Brazil, and
other large countries to economic leadership. Do you buy an extrapolation of 9 and 10 percent year after
year growth?

Kuhn:
Extrapolation is always dangerous. It is easy to project that the future will emulate the past because
nobody can criticize you for basing your forecasts on history. The problem is that it is almost always
wrong. There are always exogenous forces that come up and reshuffle the deck. In predicting what will
happen in the real world, we always have to be sensitive to unexpected events.

Having given that qualification, it is indeed remarkable that China has sustained since the late 1970s—for
almost 30 years—this 10-percent per year growth rate. It is truly an astounding story. And then if one
extrapolates forward, one does have China becoming the world’s largest economy—not per capita but on
an absolute basis—sometime before the middle of the 21st century. (The time has actually been rolled
back a few years, from about 2050 to about 2040—some say as soon as 2030. This is because China
recently reevaluated its GDP upward when their first exhausted economic census concluded that the
economy has been growing faster than anyone realized—the census found the service economy, such as
restaurants, which trades in cash, was much higher than heretofore thought.)

Chinese leaders do point out, with pains, that even though China may now be the sixth largest economy
in the world (and soon to become the fourth), that on a per capita basis, it is still far down the list at
around number 100. And it will be a very long time before, on a per capita basis, China is able to elevate
itself to the level of the developed nations of the world. So although China has made great progress, it
still has a very long way to go.

Keene:
The last time I was in Hong Kong what I noticed was the pollution. Is pollution going to get in the way of
this economic dynamism?

Kuhn:
I’m impressed with President Hu Jintao’s commitment to a clean environment. By training and early
profession, he was a water conservation engineer and so he is technically expert as well as socially
conscious. In fact, all of China’s senior leaders have been trained as engineers, and they take the issue
of pollution very seriously, treating it as an engineering problem as well as a political and social issue.
China is putting enormous emphasis on solving the pollution problem.

However, there’s a tension here, because on the other side of pollution you have energy, which is needed
to fuel economic growth. China must have economic growth; it has no choice: this remains the top
priority. If you don’t have growth in the economy, you can’t sustain employment (especially with too many
rural farmers and millions of workers laid off from defunct state-owned enterprises). If you can’t sustain
employment, you’re going to have social disintegration. So if you must have increasing employment, you
must have economic growth, and if you must have economic growth, you must have increased energy
consumption. China is two-thirds dependent upon coal, and coal is the most polluting of energy sources.
New technologies for burning coal more efficiently and more cleanly is a priority.

Keene:
So that’s the heart of it.

Kuhn:
That’s the reality of it—this natural tension between growth and pollution. China is trying to work both
ends, but it’s difficult.



Keene:
Absolutely fascinating. When I think of China, I think of the dialogue with Washington. You are such a
student of China—what are your thoughts when you see the response of Washington to China? Is it a
simplistic response?

Kuhn:
Politicians in any country have a domestic constituency whom they need to satisfy and respond to.
Sometimes this generates inflammatory rhetoric. I understand that and don’t take it too seriously. At the
same time, the leadership of the executive branch who are responsible for China policy in Washington, in
general, really do get it. Some in the Congress, especially those who represent districts that have been
hurt by employment, where businesses have closed and jobs have been lost, have attacked China. I
understand that they need to protect their constituents, and naturally these politicians have a
predisposition to be very negative about China. What they don’t recognize is that thwarting China’s
access to American markets would probably have little impact, since if Chinese exports to America were
restricted, other countries, say Mexico or Vietnam, would produce goods to take their place. The prices
would be a little higher, and perhaps the quality a little lower, so that much of the result would a slightly
depressed standard of living for Americans. As the American domestic society is tightly integrated into
the global economy, these are the broad trends that are going to dominate from now on.

Keene:
We saw the last of the Gang of Four pass on this week [the “Gang of Four” instigated and perpetuated
the “Cultural Revolution,” China’s most chaotic and regressive period that lasted from 1966-1976]. It is
the end of the era? What’s the next era for the Chinese economy?

Kuhn:
China is becoming, socially and even politically, what I would call a normal country. It’s not there yet, but
it is on the right road. It is already a responsible country in terms of its statecraft, a country that is central
to virtually every important issue in international affairs. The leadership of China is philosophically united;
although they like any other group of strong leaders have internal disagreements in terms of shades of
policy, such as the speed of certain reforms, they share common thinking in terms of their vision, in their
sense of pride in what China has accomplished, and for seeking optimum solutions to the host of serious,
systemic problems with which they currently must deal [e.g., income disparity, fragile financial systems,
unsustainable development, unemployment, migrant workers, corruption, energy constraints,
environmental pollution, family and moral values].

We’ve spoken about pollution and the social imbalances. These are all critical issues. China’s
leadership, led by President Hu, very much look to science and technology for solutions. China is
committed to science and technology—all of the sciences, from basic research to applied research—to
revitalize their society.

Keene:
What do you say to conservatives in the United States who say we shouldn’t really be interacting with a
Communist government?

Kuhn:
Those people are living in the 1950s, because when a person calls China “a Communist government,” it
is baffling to everyone who knows China. Anybody who has any sort of awareness about China
recognizes that to call it “Communist,” in the way one would have properly done in Mao Zedong’s day, is
just ludicrous.

China does maintain an authoritarian government. It does not have a free press and it does not have a
one-person, one-vote democracy, as we have. China is not a democracy in the Western sense, but its
government has become much more transparent and responsive to the needs of the people. China, at its
own pace, is evolving its own system, a unique system. It’s what I (not the Chinese) would call a
“Democracy of the Elite”—the elite being the party members—because within the party, there has really
been fascinating reforms, even in terms of expressing opinions of leaders (up to a certain level) and



internal voting. President Hu Jintao is committed to increasing transparency, both within the party and
the government. This attitude is really pervading much of what is happening in China today. They’re
improving the judicial system, intellectual property rights, even the capacity to lobby and sue the
government.

Keene:
Regrettably, we’re going to have to leave it there, Dr. Kuhn. Thank you.


