US & CHINESE PANDEMIC RESPONSE

Larry & Xin discuss US & Chinese Pandemic Response
How can culture explain the bungled US response? Why is Asia doing much better?
What are the major risks in China now? How are US-Chinese tensions evolving?
Welcome to a new discussion between Larry and Xin, two prominent economists from
the Keynesian tradition, offering a bi-weekly US-Chinese debate. Today, Xin is sharing
two charts from Beijing and Larry is responding from the US on its pandemic response.
Disclaimer: names are fictional but analysis may be realistic.
Xin: It was good to see you in New York in December, Larry. I am glad we can connect
over FaceTime while I am enjoying my evening tea here in Beijing.
Larry: Great to see you again, Xin. I am sipping my morning coffee in Washington and
am wondering about the great re-opening in the US while looking at your charts.
Xin: So we both love Apple, after all I didn’t like Zoom and you didn’t trust WeChat.
But our Apple Store in Beijing is open again, and its big factory in Zhenzhou is running
so let’s hope that the Apple spirit will keep the US-Chinese collaboration going strong.
Larry: Indeed, and you have a great chart showing how our culture could impact our
respective pandemic response. I have been disappointed how chaotic the US response
has been with its pathetic preparedness, belated closings, and haphazard re-openings.
Xin: Well, the US culture is pretty rebellious, individualistic, and short-term oriented,
isn’t it? My research found some cross-country comparisons: most East Asians have a
more respectful, common-good oriented, and long-term attitude. Comparing the US
and China in a global sample, US measures for critical (blue dots in chart 1),
individualistic (gray), and short-term attitudes (green) are two standard deviations
higher than in China. And the same applies to Korea and Taiwan. Would you agree?
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Larry: Well I don’t know much about culture, but it makes sense at a pretty high level
although I wonder why autocratic, repressive regimes like Russia have done so poorly.
And it is interesting how consistent these cultural attitudes are across East Asia. But
having heard about the desperate situation in Mumbai, I am concerned about India
with the rapid increase and poor sanitary conditions, and I am not quite following how
the IMF can project higher growth in India as compared to China for this year. And
the political chaos and short-termism in Brazil help explain their chaotic response.
Xin: The situation in Mumbai is sad, but New York City has been a tragedy with over
20,000 deaths, how could that happen? And why is the UK death rate so high at 14%?
Larry: Indeed, more than six times the 9/11 deaths in just six weeks, that’s atrocious.
And the US already has over 50,000 excess deaths, that is beyond annual flu deaths,
which is more than all Americans who died in the Vietnam war. And is anybody asking
about our policies that are supposed to address this disaster? The common good must
count for something, especially when looking at the terrible death rates in the UK
with its ominous utilitarian approach and its precarious health care system.
Xin: You certainly speak your mind. On the other hand, Germany and Denmark have
reopened and are more successful, as they seemed to be more disciplined and guided
by more effective administrations, as compared to the Netherlands, Sweden, and the
UK for example. Our cultural indicators reveal that the latter are more individualistic
and short-term oriented than Germany, and that is reflected in their worse outcomes.
And Germany has a good social safety net that so far prevented mass unemployment.
Larry: I get it, US libertarians are having a field day, literally. They don’t wear masks,
even in the US Senate. They don’t stay at home either, and of course they insist on
their privacy and reject any “public” health policy, and certainly any contact tracing.
You get these death mountains by putting your own freedom above the life of others.
A minority of law-breakers has undermined the effectiveness of our social distancing.
And now they seem to blame China for all that, although our own culture and our very
own failed policies are obviously major contributing factors … but can you imagine,
just briefly, how such a situation we have in the US today would play out in China?
Xin: I really cannot imagine that, I think we would face a revolution in China. 20%+
unemployment? 30%+ quarterly output decline? People refusing public health orders?
Armed demonstrations in the streets? Whatever you say to criticize our regime in
China, I am really glad that we don’t ever get into that kind of situation. We do have
our own shortcomings and not as much freedom but at least we can avoid such chaos.
Larry: That’s an important tradeoff, although Korea and Taiwan and others also seem
to be doing well in avoiding such chaos. So how does the Chinese regime today deal
with the political and economic fallout from the pandemic and the global crisis?
Xin: Let me first share the good news, real estate is doing fine, and that’s important
because it contributes over 20% of Chinese GDP. Our numbers are pretty accurate,
property inventory is higher than a year ago, and sales are just down 2%, although
prices are softening. That also explains why the government has not stimulated as
much as after the 2009 financial crisis. Some supply chains have shifted to Vietnam
and some US exports have declined, but these are relatively smaller problems.
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Larry: Well, same old story, financial repression and capital controls are omnipresent
but let’s leave that for our next conversation. So how about the other US reactions,
like the recent threats on tariffs, limitations on Huawei suppliers, the ban on pension
investments, the FED refusal to grant China a swap line, the US going-it-alone on
vaccine research, the cyber tensions, and NSC’s Pottinger political attacks on China?
Xin: We call this “Wéijī” or crisis response, where we assess both impact and duration
of various risks, and the political risks tend to be more severe threats to the regime
(as shown in chart 2). When a senior US policymaker insults Chinese leaders on
Uighurs, Taiwan, and Hong Kong protesters, I have no hope for constructive dialogue.
Our military is increasingly focusing on cyber threats and our regions are paying high
attention on health policy, not just the pandemic but also climate and environmental
risks, which have severe longer-term impacts. The economic risks are often limited
to the length of US administrations, so the tariff threats won’t last very long, the
supply chain disruption will be contained by linking it to Chinese market access, and
the political FED and health policies might backfire and further isolate the US.
Larry: We do have some nationalist and some populist tendencies on both sides. But I
agree that economic policies will likely be re-calibrated after our November election.
What worries me is the rising negative perception of China across the US political
spectrum as the Pew Research Center is reporting now 66% of US respondents have
negative views on China, which could become a more permanent perception. How do
you see that reflected on the Chinese side?
Xin: I have two thoughts on your question: naturally, China is pushing back against US
interference in our region, and China is recruiting new allies through our Belts-andRoad Initiative (BRI). We are facing some pushback from BRI, especially from Europe
as they perceive it as undermining the European Union, and from poorer countries
that perceive it as exploiting their resources and weak financial positions. But my
second thought is probably more important, as the current US administration has
pulled back from many international obligations and China has been filling the void.
Nationalist US policies have shifted the perception of American democracy around the
globe, with barely 15% support in Germany and now less than 30% support in China.
Larry: That’s what I hear as well but I am optimistic for our future administration. It
is clear to me that East Asia has done much better during its pandemic response and
that the US may face big trouble from our premature re-opening and our excessive
libertarian attitudes. I hope that the China bashing can be contained and won’t be
abused for political vote-getting. Let us plan to look at the longer-term financial
impact of this crisis, especially deepening financial repression, in our next talk.
Xin: Thank you Larry, it is great to be part of this bridge and to share some thoughts,
and I am looking forward to our next conversation.
http://emleaders.com/pdf/eml-china-2020.pdf
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