
Page 1

“Only when the world is good, China is good. Only when China is good, can the world get better.” 

– Xi Jinping, president, People’s Republic of China 

China’s Gordian Knot
JANUARY 2020

S P E C I A L  R E P O RT: 

Xi’s message is a sobering reminder of China’s economic ascension. 

China is still booming, an astonishing 40-year rise from an 
impoverished nation to the world’s second largest economy. And its 
success could possibly make the world a better place. For example, 
China buys vast quantities of raw materials from other countries to 
fuel its manufacturing engine, and in return, consumers everywhere 
enjoy products famously labeled “Made in China.” Since the 2008 
financial crisis, China also has been a driving force in worldwide 
recovery and growth.

The world’s reliance on China is deepening. But daunting, complex 
economic challenges loom for this nation of 1.4 billion people. It’s 
a Gordian knot1 that could affect us all.

China is attempting to evolve from a middle-income to an upper-
income economy. To avoid the middle-income trap so many other 
Asian countries have encountered, China’s gross domestic product 
(GDP) must grow annually at a rate no less than 5%. Considering 
China’s annual growth averaged over 9% for the past three decades, 
one would think 5% would be easy. However, that is not the case. 

China has resource deficiencies and demographic issues, so it must 
aggressively look beyond its borders to surmount these obstacles 
and meet growth objectives. China’s answer: the Belt and Road 
Initiative (BRI). 

The BRI is Xi’s vision for a “New Silk Road” of economic 
development and Chinese investments across Eurasia, Africa and 

Latin America. Since announcing the BRI in 2013, China has been 
building an infrastructure network connecting the communist 
country to the world. The plan includes constructing:

• Intercontinental highway and rail systems traversing parts of 
the globe where donkeys, camels and four-wheel vehicles now 
deliver commerce. 

• Oil and natural gas pipelines bringing energy to resource-
deficient China.

• Seaports opening underdeveloped countries to resource 
development and providing the rapidly growing Chinese navy 
with safe harbors from which it can protect sea lanes critical to 
China’s economic wellbeing.

• New centers of commerce complete with power, water and 
sewer plants, and airports to open up international travel.

All these projects will be built by mostly Chinese state-owned 
enterprises (SOEs) with Chinese materials, labor and expertise. 
These improvements would bolster the economic wellbeing of 
local residents while promoting consumption of Chinese products.

If all this can be accomplished, the Gordian knot will be solved, and 
China likely will surpass the United States as the world’s leading 
economy by 2050. But under closer examination, the knot isn’t so 
easily unraveled. In this publication, we explore various economic 
problems restricting future Chinese growth. 
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Growth Requires Secure  
Energy Resources

To fuel its growing economy, China currently consumes about 
13 million barrels of oil per day (mmb/d).2 Only 4.83 mmb/d 
is produced in China while the rest must be imported mainly 
from Russia, the Middle East and Africa. That means China 
transports more than 60% of its energy across maritime routes. 
Most of these imports pass through the narrowest chokepoints 
in the world, the Strait of Hormuz (21 miles wide) in the 
Persian Gulf and the Strait of Malacca (40 miles wide) in 
Southeast Asia.

These vital sea lanes are a major concern for China’s economic 
security. The routes are susceptible to wars, natural disasters, 
piracy and terrorism. If a conflict arose and China was involved, 
it would be susceptible to having its energy resources cut off. The 
BRI is part of the answer for resolving this potential problem. 

Growth Requires  
Population Growth

China has the largest population in the world. Almost 50 years 
ago, China’s population was ballooning with 5.8 births per 
family.4 With the initiation of a “one-child” policy in 1979, 
that number has deflated to about 1.6 today,5 which means the 
Chinese population will soon start shrinking. 

Without robust population growth, potential GDP is limited. 
It’s basic economics: Potential GDP = Population Growth 
+ Productivity Growth. Population growth will eventually 
be zero and then become negative. When that occurs, 
productivity growth would need to be at least 5% or higher 
for China to meet its economic growth objectives. Once again, 
the BRI may be part of the answer. 

Growth Requires  
Agricultural Products

The Chinese are rapidly urbanizing and becoming more 
prosperous, so they want a more protein- and dairy-based diet. 
In response to its developing palate, China has become the 
world’s largest importer of pork, chicken and soybeans. Beijing 
recently lifted a more than four-year-old ban on U.S. poultry 
imports, and rising milk prices around the world are partly 
driven by Chinese demand. Chinese people are consuming 
more meat, drinking more milk and adding cheese to everyday 
foods. Cheese-filled spring rolls and tea topped with cream are 
only the beginning of China’s evolving cuisine.

But China does not have enough water and land to produce 
all the agricultural products desired by its growing middle 
class of over 400 million.6 Per capita water resources are about 
one-fourth the world average, and China is almost out of land 
used to grow crops due to industrialization, infrastructure 
construction and land degradation.7 The BRI effort could help 
developing countries become more stable sources of food for 
China. By doing so, China could sustain its growing appetite. 

Growth Requires  
Natural Resources

China has the largest steel-manufacturing industry in the world. 
Its aluminum production and concrete-making capabilities also 
are extensive. As a result, China is the world’s largest importer 
of iron ore, alumina, copper and phosphate. Even though they 
have large coal mines supplying their power plants, the Chinese 
consume more coal than they produce.

These large state-owned industries have built China’s impressive 
infrastructure of highways, dams, high-speed trains and high-
tech seaports over the last 20 years. But now China has a 
problem. It has massive excess capacity in its industrial sectors 
—especially, steel, glass, aluminum and concrete. Beijing must 
keep these SOEs afloat or else large parts of the Chinese labor 
force will be unemployed. Once again, the BRI could be part 
of the solution in keeping these facilities operating by assuring 
they have projects around the world to supply.

Growth Requires  
Full Employment 

Full employment means China’s economy is at maximum 
efficiency. Those who should be working are working. A strong 
labor force means Chinese people are happy and more willing 
to spend. China’s domestic consumption contributes to almost 
40% of GDP, whereas in the U.S.,8 it accounts for almost 70%.9 

Beijing is keenly concerned about growing unemployment and 
angry citizens. 
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China’s officially reported unemployment rate is 3.61%.10 

However, its real unemployment rate is much higher and 
causing uneven growth.11 Comparable in population, the coastal 
metropolis of Shanghai is five times wealthier than the inland 
province of Gansu.12 The rich are getting richer as the poor are 
staying poor, thus future growth will rely heavily on inland 
development of workers’ skills and economic development. 
Without this there would be growing social unrest and wavering 
emotions toward the Communist Party of China (CPC). That 
would be a formula for a doomed Chinese command-economy. 
The BRI offers a solution for underemployment and regional 
employment disparities. 

Growth Requires  
Value-Added Products 

China wants to upgrade its economy through value-added 
products. From semiconductors to artificial intelligence, China 
is shifting its economy to high-quality and innovation-driven 
growth. Beijing is upgrading its industry by exporting Chinese 
technology and engineering expertise around the world. Look 
at tech giants, Huawei and Alibaba. 

Huawei is leading the future with its end-to-end 5G capabilities. 
It is already the largest supplier of state surveillance systems 
and mobile internet networks in Africa.13 Huawei and Alibaba 
unveiled their first artificial intelligence (AI) chips this year. 
Alibaba’s chip, Hanguang 800, is said to cut computing tasks 
of a performing machine down from an hour to five minutes.14 

The Chinese tech giants’ rise in the global tech industry is 
all thanks to Made in China 2025 (MIC2025). Through 
government subsidies and forced technology transfers from 
Western corporations, this reform will help China achieve 
70% self-sufficiency in 10 high-tech sectors by 2025 (e.g. next-
generation IT, aerospace and aviation equipment, advanced 
rail equipment, high-end numerical control machinery and 
robotics)14 and become the dominant industry in global 
technology markets by 2049.16

Thus innovation, research and education will continue to be vital 
to China’s long-term development and modernization. However, 
China needs to stimulate global demand for its high value-added 
products. The BRI may open markets for these products.

Growth Requires  
Productivity Gains

China has been the “world’s factory.” China’s resource-intensive 
economy was built from low-cost exports of mobile phones, 
computers, air-conditioners and televisions. Its manufacturing 
industry grew from 3% of the global market to about 50% in 
under 30 years.17 However, being the world’s factory has its costs. 
It’s been energy intensive and highly polluting. Now, China is 

losing its comparative advantage in low-value manufacturing as 
wages rise. China wants to change. 

Remembering the basic economic formula from before, China 
plans to achieve its 5% productivity growth by shifting its 
focus from quantity to quality. It hopes to make its declining 
population more productive and innovative. The BRI may help 
make this happen. 

Growth Requires  
Successful Exporting

China is the world’s largest exporter. Exports account for 
almost 20% of China’s GDP.18 Beijing’s top trading partners 
span North America, Asia and Europe. Soaring international 
consumer demand has been an important driver of China’s 
growth since 1990. As a result, China must export its goods 
across the world using different modes of transportation.

China’s main mode of international transportation is the sea. 
This is because the other modes—roads and rail—are still 
underdeveloped. There aren’t any roads or railways connecting 
China to its trading partners. Crossing borders through poor 
infrastructure, corrupt governments and nations plagued by 
wars is costly and dangerous. The future of China’s successful 
export industries is tied to securing borders and trade 
interconnectivity. Enter the BRI. 

Conclusion

The BRI has been underway for six years now. It can be defined 
as this century’s Marshall Plan—the U.S.-led initiative that 
rebuilt Western Europe after World War II. However, the BRI 
is much greater in terms of scale and the amount of investments. 
China has already financed nearly 14,00019 BRI infrastructure 
projects worth $400-$700 billion, but it’s not stopping there. 
Beijing plans to invest at least $4 trillion into the BRI by 2049. 
With the number of nations participating in the BRI growing 
every year, Xi formally added the strategy to the communist 
party’s constitution in 2017.20 

The BRI is altering the global economy in order to resolve 
China’s Gordian knot. If successful, China’s BRI will have 
a significant impact on the economic development of Asia, 
Europe, the Middle East, Africa and Latin America. This 
makes us wonder if there will be any opportunities for the rest 
of the developed world if this becomes an intentionally closed 
Chinese system. 

But like any grand plan, execution is the key. If it fails, China 
may not be able to resolve its Gordian knot let alone become the 
world’s greatest economic power. In future AMG white papers, we 
will examine the importance of energy, the execution challenges 
and where corporate America fits into the BRI, if at all.
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