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CHINA ASCENDING: THE NEW ECONOMIC SUPERPOWER 

 

International and global equity markets advanced during the fourth quarter to conclude a strong 2012. 

Despite strong market performance, a slowing global economy during the year was an impediment to 

economically sensitive investments such as WHV’s energy and materials equities. However, prospects 

for improved global economic growth may have emerged in December. The fiscal cliff issue in the 

United States, the world’s largest economy, was resolved at the end of the year, which may boost 

consumer and business confidence and enhance economic growth prospects. In addition, natural 

resource-dependent China, the second largest economy in the world, appears to have started a moderate 

economic recovery as the Shanghai Stock Exchange Composite Index advanced 15% in December. In a 

globalized capitalistic world, if the two largest economies have improved growth prospects, then their 

trading partners, which include the European Union, Japan and emerging market countries ex-China, 

should also benefit economically. 

 

Angus Maddison, the preeminent world scholar on historical national economic growth and 

development, determined that for several centuries, prior to 1800, China was the largest economy in the 

world. During the pre-industrial era, all countries were agrarian and relatively equally poor. Thus, the 

relative GDP of a country was more a function of population and China possessed the largest headcount 

on the planet. However, during the 1800’s Europe and the United States initiated the first industrial 

revolution that elevated Europe and eventually the United States to the top of the global economic 

hierarchy while China plummeted to only 4% of world GDP by the 1970’s as the dragon failed to 

industrialize.  

 

The world is now being flipped upside down again as China’s rapid industrialization since 1978 has 

propelled the country’s GDP to surpass that of the United Kingdom, France, Germany and Japan to 

become the world’s second largest economy. Although China’s annual GDP growth rate will decline 

from its post-1978 10% average rate to a forecasted annual growth rate of 7.5% in 2012 and 2013, the 

lower growth rate is still three times that of the United States. The slowdown in the Chinese economy in 

2012 was the result of tight monetary and fiscal policies that were designed to combat rising inflation, 

while a once-in-a-decade leadership transition may have placed some policy stimulus measures on hold. 

However, those constraints on China’s growth may no longer be limiting factors as inflation has 

declined substantially and a new President and Prime Minister were elected in November. 

 

Some global experts predict that China will become the world’s largest economy within the next two 

decades. The primary rationale for this forecast is that China’s 1.34 billion citizens are in the midst of 

the world’s second industrial revolution and while it has come very far since its economic opening in 

1978, the country still has significant potential to industrialize, urbanize and modernize its infrastructure. 

Industrialization, urbanization and economic growth are closely linked.  China’s urbanization rate 

increased from 20% in 1978 to 52% today, a staggering achievement as that represents the migration of 

hundreds of millions of people from rural to urban areas.  However, most industrialized countries have 

urbanization rates closer to 70% and China’s Asian neighbors Japan and South Korea are over 80% 

urbanized. If China’s new leaders continue with the pro-growth and pro-urbanization policies of the old 

administration, tens of millions of people will continue to migrate to cities in coming years.  In turn, 

China’s superior economic growth rate would be expected to continue over the foreseeable future and 
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this trend would be expected to benefit WHV’s energy and materials investments as China’s massive 

urbanization and industrialization has made the country the largest marginal consumer of many of the 

planet’s natural resources. 
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Past performance and forecasts do not guarantee future results. 


