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Clear Harbor Flash – Thoughts From A Recent Clear Harbor Trip To China 
 

Clear Harbor’s Adrian Gray recently traveled to Asia and spent a week in China, where he came 

away with the following observations: 

The emerging importance of China as an engine of growth for the global economy cannot be overstated. 

I recently took an extended trip through Asia, where I had the opportunity to spend a week in China, 

dividing my time between Hong Kong and Shanghai and meeting with economists, legal experts, 

entrepreneurs, multi-national firms, local businessmen, bankers and many others.    

I came away with a new appreciation for the awesome scale of the economic boom that is taking place 

in China, and the massive amounts of new wealth that is being created for some segments of the 

population there—particularly in major cities where I spent time. 

To be sure, China as a whole is still very much a poor, Communist country, but its surging economy 

suggests that major changes are afoot there that will force profound changes in its demographic 

makeup and its political system. There is debate over China’s short-term economic prospects and 

whether its current boom is sustainable or a speculative bubble. In the long-term, however, it seems to 

me that the success of China’s economic trajectory really depends on its ability to adjust to a more free 

and open society without experiencing overwhelming political instability. 

China’s growth has mainly come from large industrial and infrastructure changes throughout the 
country.   Over the last few decades, they have imported raw materials, exported manufactured goods 
and invested their profits in buildings, roads, rail and other fixed assets.  Now, they are trying to steer 
their massive nation from export-based to a consumer driven economy.    
 
This process could get messy, it seems to me. Right now, China’s population of 1.3 billion people is 
generally satisfied, which allows the state to maintain its legitimacy. The central government’s approval 
ratings are reportedly hovering around 80%, but it’s difficult to say how accurate that number really is. 
 
As a westerner, it feels somewhat presumptuous of me to say this situation can’t last, but I suspect that 
China’s citizenry will demand political reforms as it grows richer and more educated and informed. 
Professor Minxin Pei from Claremont McKenna College recently wrote:  “Statistical analysis of the 
relationship between economic development and survival of authoritarian regimes shows that few non-
oil producing countries can sustain their rule once per capita GDP reaches $6,000 in purchasing power 
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parity (PPP).”  Chinese GDP per capita (PPP) was $8,382 in 2011, according to IMF data, and it’s 
projected to surpass $10,000 next year.   
 
While the Chinese middle-class is growing economically, political, civil and social freedoms are not 
advancing.  I’ll offer a few observations from my trip in China that elaborate on this point: 
 
The Chinese government, for instance, still tells its people when they can turn their heat on. It continues 
to shut off lights at night--even in its commercial districts.  People in Shanghai like to say the city is 
China’s New York.   But if the city of New York turned off power at midnight for its major commercial 
areas – as Shanghai does even in its high profile Pudong area – I am pretty sure there would be some 
social unrest. 
 
Wages are increasing for the Chinese labor force, but a growing wage gap between the rich and the poor 
leaves many workers feeling disenfranchised.   Take the case of Foxconn, which is well known as a 
Chinese manufacturer for Apple products. It garnered attention in the global media after a string of 
worker suicides drew scrutiny of the company’s practices. In China, Foxconn is actually a reputable 
company and a desirable place to work for young laborers.   But when they began to see their managers 
and executives advancing their income by a much greater scale, the joy of working for a good company 
was replaced by anger that they were not taking part in the upside.    
 
It’s interesting to note about the Foxconn story that the Chinese government (a) allowed the protests to 
take place and (b) allowed the media to cover it and follow the suicides.   This suggests that technocrats 
knew the social unrest was not directed at them and they shared the same goal of the workers: 
increasing their pay, which would help reduce the income gap.    
 
The problem is that someday, this level of frustration could spread and could be aimed at the ruling 
government.    
 
Intellectual property is a major concern in China and a hindrance to foreign businesses entering the 
market.   A legal expert told me that IP theft is an essentially cultural issue, marking a fundamental 
contrast between the U.S. and communist China.  He said the prevailing mindset in many lower-tier 
cities and rural areas is that if someone wants something, they should take it and face no consequences. 
This attitude is gaining prevalence on the Internet as access becomes more widely available in China. It’s 
having a detrimental effect on western companies as online piracy and hacking flourishes. 
 
If an existing foreign company has yet to file for IP protection in China and some local beats them to it, 
that is not seen as theft, but instead as an example of the Chinese player’s "innovation.” A foreign 
company that gets caught up in an intellectual property dispute there does have legal recourse, but the 
Chinese judicial and arbitration systems offer a new set of challenges. 
 
They have a four level judicial system: local, intermediate, provincial, and supreme.  The local courts are 
notoriously corrupt and have a strong bias for the locals--as do intermediate courts, which are like their 
local counterparts but take higher profile or higher value cases. With only one appeal available, foreign 
firms trying to protect themselves have only a single shot to appeal a bad decision made by a local court.   
 
Meanwhile, the regulating body that handles arbitration matters, the China International Economic and 
Trade Arbitration Commission (CIETAC), is also seriously flawed. For example, the Shanghai branch of 
CIETAC is actually fighting the CIETAC branch in Beijing in a dispute over which body has the authority to 
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arbitrate. In other words, the regulatory body that is designed to settle disputes is in a dispute over who 
is allowed to settle disputes.   
 
The banking system is run by “Big 5” state-owned banks, while foreign banks have only 2% market 
share.   The state is trying to foster access to lending down the food chain, but it is difficult. The Big 5 
generally loan to other big state-owned enterprises and not to smaller enterprises or consumers.  
Informal lending then takes up the slack, but it is unregulated and usually comes with very high interest 
rates. Without transparency, trust by the smaller organizations and individuals in the system may 
remain in doubt.    
 
Meanwhile, the well-known constraints on personal liberty that exist in China are, in many cases, being 
strengthened. Political activists are detained without legal rights, as we saw with the recent case of a 
pro-democracy protester that escaped house arrest and sought refuge at the U.S. embassy in Beijing. 
Information and communications are monitored and censored, and the command-and-control economic 
systems results in an inefficient allocation of capital as well as corruption. 
 
Ultimately, the government will need to decentralize power in order to sustain itself, which will diminish 
its power and embolden an emerging middle-class to demand reforms. If a transition could happen 
smoothly, such advancements should be a boon to Chinese society, including its economy, but the 
process could also be volatile, resulting in economic and political setbacks. The key for investors globally 
is to monitor the country’s progress and look for signs that political, social, legal and financial reforms 
can happen peacefully. 
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