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Moderator:  Good afternoon, if you could take your seats please.  We’d like to get started so if 

you could just take your seats, we’d appreciate it.  And I’d like to welcome you to the 425th 

meeting of the Economic Club of New York.  It’s in our 105th year.  The Economic Club of New 

York is the nation’s leading nonpartisan forum for economic policy speeches.  More than 1,000 

guest speakers have appeared before this club establishing a strong tradition of excellence.  That 

tradition has been supported by the contributions of the 174 members of the club’s Centennial 

Society. Their names are listed in the program and we’d like to thank them.  We’d also like to 

welcome the students who are with us today from West Point, The City University of New York, 

and Columbia University School of International and Public Affairs.  Their attendance is made 

possible by our members.   

 

So I’d like to get to the program and I’m pleased to introduce Gao Xi-Qing.  He is the Vice 

Chairman and President of the China Investment Corporation, China’s sovereign wealth fund, 

since September 2007.  He was the Vice Chairman of the National Council for Social Security 

Fund of China and was Vice Chairman of the China Securities Regulatory Commission.  In 

addition to serving as a trustee of the Board of Trustees at Duke University, he holds adjunct 

positions at the law schools of Tsinghua University, The University of International Business and 

Economics, and the Duke University School of Law.  He attended Duke Law School as a 

Richard Nixon Scholar and before returning to China practiced law at Mr. Nixon’s law firm in 

New York. As a co-founder of the Chinese Stock Exchange Executive Council, he was 

instrumental in founding of the CSRC and the establishment of the Shanghai Stock Exchange in 
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the early 90s.  And now I’d like to welcome Mr. Gao. 

 

The Honorable Gao Xi-Qing 

Thank you Kevin.  I’m very honored to be here.  And I didn’t realize, due to a fault of my 

assistant, that there are so many people here.   We, as a company policy, we never, almost never 

accept any speaking engagements with press present, and this has no press.  And, of course, 

there’s not going to be any report anywhere.  That’s why we agreed to talk.  But I have to caution 

you that my words only represent my own view and it does not necessarily reflect the views of 

the CIC.  And so for that, you know, I hope you do not get disappointed in this part, because my 

net worth is negligible in terms of the money we run.  But other than that, I’m thrilled to be able 

to speak here because, you know, with all the old friends, new friends, and especially the amount 

of brain power that’s represented here.   

 

The topic of today’s talk is about China’s economy.  That, of course, to anyone is a, you know, 

it’s a daunting task.  And our economists as well as economists throughout the world have been 

trying very hard to figure that out and we in particular try very hard to figure that out.  But, you 

know, that’s a very difficult task to fulfill. 

 

But having said that, coming from China, grew up in China, and looking at all the common 

indices and travel so much in China, we do have a different perspective as compared to many of 

our friends in talking about China, because I constantly read things about China in this country 
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and in Europe and the people have their views all over the world.  And especially today, if you 

look at the economic situation in many countries, in many places they simply tell me, they say, 

oh, we, we look at you, look at China to decide, oh, well, no, our economy is going to get better.  

I said, that’s not very fair for the Chinese because our economy, until very recently, was so 

negligible from most countries that, you know, we were a non-recipient of all the, the direct 

foreign investment, of trade and all these things.  So, you know, all of a sudden for us to bear that 

much of a burden to carry the, you know, the task of reviving the world economy, of course is 

not, that’s not going to happen.  But you guys know better than me in that regard. 

 

However, very often I get the question that, you know whether or not China is going to, is it soft 

land, hard land, or whether or not this is about the end of an era of time when China’s economy 

has been going up over 10 percent every year for 20 years.  That, of course, is anyone’s guess 

almost.  But to me, my personal view, is that it’s going to go up, if not 12 percent, it’s definitely 

going to be higher than a lot of people expect today.  Because recently, you know, instead of all 

the foreign, they talk about China’s 12 percent each year and many people are saying, okay, it’s 

going to be 5, 4, 3 percent.  That, you know, to me is not going to happen.  But of course that 

would happen, if and only if, the political situation and overall structure in China changes 

tremendously. 

 

When people ask me to evaluate, I say, well, I’m about 60 percent optimistic about it.  I’m an 

optimist in almost every aspect of my life.  And for those of you who know me, who gets injured 
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every day, every year several times, you know I’m an optimist.  So for those of us who have 

observed China for so long and have been there for so long especially in the past year or so, 

because I travel a lot, both within and without China, and recently I made many trips to poorer 

provinces, the relatively, more of the inter-land of China.  And I have the feeling that we have to 

be more optimistic than otherwise, simply because the inertia which we started with this 

economic growth, the momentum that’s already there is not going to stop and even if anyone 

tries to stop it.  

 

Recently I went to the provinces of Qinghai, Gansu, and Guizhou.  These are all much poorer 

provinces for those of you who know.  And it’s mind-boggling to see the third, fourth tier cities, 

how the cranes are still popping up, how the people are still going out and buying things, and 

how expensive brands are, these shops are popping up. 

 

So I go there, I would ask, I say, how come you build all these high risers in a city where it’s all 

flat land. You have so much land. Qinghai is a province, one of the largest provinces in area, but 

the smallest in population, only six million people in a huge area of about 900,000 square 

kilometers.  And they have all these high risers in the city of  Xi’ning.  And I ask them, they say, 

well, you know when people get rich, they want to stay a little higher to look down upon other 

people, so we keep building them up.  And we can sell them. So that’s very, very revealing to me 

because it’s at a time when in Beijing, in Shanghai, in many major cities, you see, oh, the 

government is worried about the glut of buildings.  But if you go to those places, these are still 
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coming up tremendously.   

 

So this is a very important respect of the way you look at the economy.  So I sort of, in trying to 

prepare for this speech, I tried to look at all the factors that’s positive, because, you know, to be 

politically correct, even though I disclaim that I’m not going to represent anyone, I have to be 

correct, and I look at, I figure out six respects where China is still on the more positive track.   

 

Simply by your typical Western way of looking it, first of all, if you look at the overall 

urbanization process, today by government statistics China’s urbanization rate, which mean the 

people living in the cities, is 51 percent.  So last year the government said, okay, now finally we 

pass the 50 percent point which, you know, for a long time people were advocating that we 

should get faster speed in urbanization.  And now with 49 percent of people, you know, countries 

think, well, China is a such a huge country with so many people living in urban areas, people 

look at the negative side of it and think, you know, coming with the urbanization you will have 

all the problems with the urban area. That’s true in many areas.  

 

But at the same time if you go to the countryside, you go to smaller cities, by government 

numbers, there are 666 cities in China.  That’s, you know, the size of a city, of course, we have 

very small cities of half million or so people.  But that’s the smallest.  And then recently I went 

to Guangxi, also one of the poorer provinces, I went to a place, I was trying to be complimentary 

to the city mayor about the size of the city.  I said, well, I heard that, because she told me, this is 
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the mayor of the city, a woman, she told me very proudly that, okay, we have half a million 

people here.  So I immediately jumped in and said, okay, this is great because by the statistics in 

the United Nations, half a million is about right for everyone to live comfortably.  Anything 

beyond that is bad.  But she said, no, but in fact, our plan is to double the size of the city in the 

next three years.  I said, how can that be possible?  She proudly took me to tour the city, to many 

areas where they had plans, they already started all the construction.  She said this is, this is all 

the areas that we are ready for the rich people to come here, if you think about that. 

 

So this is, you know, when you look at the number, the 51 percent, to the sort of the Western 

norm of typically around 70, and some places of course 80, 90 percent already, but mostly in the 

developed world, it’s over 70 percent of urbanization, now if you think, if China goes to 70 

percent, some people say in the next 20 years, some say in the next eight years, but we still have 

a gap of about 20 percent.  And 20 percent of population, you know, in China, is almost the 

population for this country.   

 

And each year, now we have all these, what we call migrant workers, and a big part of the 

migrant workers is no longer migrant.  When people actually go talk to these people and 

especially the second generation or third generation, they say they don’t belong to the 

countryside anymore.  And these youngsters, you ask them, no, I can’t go back, I don’t know 

how to plant these things. I don’t know how to grow rice.  I don’t know how to feed the pigs.  

And I’m very comfortable in the cities.  That represents about 200 million people.  
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And we have another 150 million by the government statistics that needs to be moved to the 

cities.  Because, you know, in the countryside, if you go there...look at the increase of 

productivity, you know that in our countryside we don’t need that many people to plant, to grow 

all the agricultural products there.  Because China has about the area of this country, but our 

arable land, I think is about one-seventh of yours.  So you know in this country you have hardly 

two million people on agrarian industry. 

So in China we still have, you know, half the population there, even though many of those 

people move around.  So that in and of itself, when you look at it, it can be a problem but at the 

same time you think about all the people who move to the cities where you need all the housing 

and all the transportation.  You need all the infrastructure.  And with all these things, there’s got 

to be a tremendous amount of economic potential.  That’s the single most important thing as far 

as I can see for the next ten years or even twenty years of growth in China. 

 

So with a, let’s say, conservatively eight percent growth in the next 20 years, you can’t be able to 

feed these people.  You cannot, you won’t be able to put these people up there.  And if you keep 

those people migrating back and forth, the government will probably have a lot more problems 

than what it will have today.  So that’s positive factor number one. 

 

Two, we have what we call regional differences. You know China is a big country.  And of 

course, in this country you have east coast and the west and the middle east, the middle west.  
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But in China it’s, you know, our geographic difference is very stark.  Those of you who are 

familiar with China, you go to China, you go to the eastern coast, all these areas, you know 

Beijing, Shanghai, these cities are as modern as any cities in the West.  And their life expectancy 

today in Beijing is 81 years old.  And that in the United States is about 78 right now.  And in 

Shanghai it’s 83 years old.  These cities are the sizes of many countries.   

 

But at the same time you go to the west, Tibet, of course Tibet is slightly different because it’s 

on a high plateau, life expectancy is still under 64.  And in many of the provinces in the west, in 

Qing__, in Qinghai, Gansu, even Shaanxi, these provinces, there’s still a stark difference 

between those places and the east coast.  

 

And an important thing is, you go, you know of course you have differences in many parts of the 

world, in any country, and many people will say, like, you know, the people that visit in Europe 

this time around, they say, well, we are content with the way we live, wouldn’t care if you, you 

know, you want to do eight percent, we’re content with zero percent because we are a different 

people.  But you go to these provinces in China, those people say, we’re not content.  We want to 

live as much as those people live in Beijing, in Shanghai, in Hangzhou.  That’s why in the past 

ten years you see such a huge increase of the price in real estate in all these, in Beijing, in 

Shanghai, because it’s really not the Beijing people themselves who are buying up these housing.   

 

So the government now is trying very hard to maintain the price of the real estate because they 
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say if it’s goes up too fast, then eventually we’ll have problems that we can’t deal with, which I 

believe is a sound policy.  But of course the way, how to deal with it, you know can be debated.  

Because for those of us who believe in a slightly more, sort of invisible hand, would very often 

feel horrified to see the visible hand meddling around with everything.  But the end result, we 

agree where we can have consensus. We know if the price today in Beijing, the prices already 

came down about 15 percent in the past two years, since the government policy to suppress it. 

Still for the price, it’s about a, I think in any livable apartment for a three, four people family, in 

the center of Beijing, it’s probably more expensive than here, you know, of course, other than 

Park Avenue apartments.  But in most places in New York you would think, you would look at 

those prices and think this is crazy price.  But those are all the natural momentum by the people 

who try to go into the cities and by those people who are in the west, in those places where they 

make some fortune and they try to go to the big cities.   

 

So this is the process that was happening in this country over 100 years ago, or 150 years ago.  

So if you compare China to that kind of development, you know that it has continued to go.  Of 

course, unless something else, bigger happens.  So we’re hoping that those things will not 

happen because right now we can see a relative positive prospect of maintaining this stability in 

order for the west part of China to develop. 

 

Positive factor number three is what we call, this is what our government keeps calling, called 

upgrading of our industry.  But if you actually look at these things, you look at all our industries, 
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you know over the years we’ve been trying very hard to attract foreign investment.  And that, 

until very recently, was always a very positive thing for both China and the United States, and 

the European countries.  But recently it’s of course people start to raise eyebrows in some places 

of the world thinking, okay, now the Chinese are rich enough to invest in our countries, why are 

we still going there?  So that’s a different matter.  You know we can get into, if you are really 

interested in knowing the politics side of it, but as far as we’re concerned, we think, you know, 

we agree really with all the policymakers in this country and all the economic dialogues, and 

with that in Europe, that China does need to upgrade its industry.  And we do need to stay away 

gradually from what we call the export-oriented economy and gradually try to boost up our own 

domestic consumption.   

 

You know for domestic consumption, it’s always a major topic for American governments in 

their talks with us.  And I’m always a little puzzled by that.  I say, well, our domestic 

consumption, why are you so worried about it?  And they say, well, if you can boost up your 

domestic consumption, then we are going to do better.  Why?  Because you guys would want to 

buy things American.  I say, well, you know, maybe a small percentage of people would like to 

buy things in your country, but you know, if you look at all the things that are produced in China, 

now we can produce about everything.  So, you know, the fact that we need to increase the 

consumption in China tangentially would help everyone in the world, that I agree, but there’s not 

a direct nexus in that regard.   
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So very often when I talk to politicians in this country and in Europe, I just tell them, don’t be 

too harsh on that.  You know eventually when we do rise up to that level, you may have second 

thoughts, that we are already seeing.  Some people say, oh, now they are, you know, competing 

with us, let’s stop the investing in their country and start talking about other things.  But that’s, 

for the Chinese economy itself, it’s an unstoppable process.  And whether or not you like it, 

whether or not you encourage it or discourage this, it’s happening.  This is a huge country with 

all the people and it has a huge industrial base. 

 

And you go to coastal lines, and a lot of you here probably have had investment in those places, 

and you go, you visit, the Yangtze River delta, the Pearl River delta, and you go to many of the 

factories which recently some people say, oh, American entrepreneurs are moving out of their 

factories back to the U.S.  That’s a great thing, if that happens.  But the thing is at the same time 

we all know this world is becoming much smaller and our economies are becoming so much 

more diversified and so much more, you know, how do you call it, the division of labor has 

become so much finer.  

 

So you can’t really say, okay, we just want to produce everything we need here.  You can’t really 

go back to the old mercantility society because today this world is increasing, you know is 

getting so much more, so much smaller and so much more connected.  So that is another factor 

that I think China definitely is going to that direction.  And because of that the economy would 

almost have to grow whether or not Western companies stay there.   
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And factor number four, this is one of the most important factors in the urbanization process 

which is the construction of the infrastructure.  Talking about infrastructure, that’s very often one 

of the major purposes of my coming to this country.  Because very often we’ve got, you know 

we look at all these things and very often when we try to invest in certain companies or 

industries, we get, I want to put it politely, people somehow just say, okay, why don’t you look 

at other things?   

 

Very often we have to deal with, you know, with your government agency called CFIUS.  And 

for those of you who do not know, this is a government agency to control foreign investment.  

And sometimes some people there would sit on the thing, very much the fashion that our 

bureaucracy would do, they say, okay, we’re looking at it.  And we waited and waited and 

waited.  That was a time when some company in this country needed capital.  And we were 

ready to put in a few billion dollars into the company with only a small percentage of their shares 

without any promise for a board seat and with our intention fully not to vote.  And with 

everything we say, well, we don’t, you know, we’re not technically savvy, we don’t have the 

expertise, so we’ll just put in the money.  And we’re only looking at the numbers, we’re going to 

try to get some profit out of it.  But then of course some people wrote to the politicians and said, 

okay, we’re worried about the Chinese sovereign wealth fund because they are going to go in 

and take us over.   
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You know, you guys, this corporate governance thing was invented by the Western World and 

mostly by the Brits and by Americans.  And today the United States is about the biggest model 

for the world to follow in terms of corporate governance.  But still, you know, they look at that 

as, you know, ten percent of a very large company.  It’s like, no, we don’t want these people to 

be in.  But that, you know, for us it’s not very good, but it’s not the end of the world because we 

invest in over 100 countries every year.  And I have to fill in over 100 forms and sign my name 

about 800 times to file with the authorities.  So, you know, if you don’t want that, then we go 

somewhere else.   

 

But one thing we found very revealing in the past few years is that the old world, this is the new 

world, but somehow compared to us, it becomes a little older, and mostly in the old world the 

infrastructure is in a very, very dire situation.  You know I came here an hour ago on the train 

and when I come in on the train service in this country, to compare to our high speed train, and 

someone said, oh, you probably, you didn’t take the good train, the ASLA. I said, I was on the 

ASLA.   

 

But of course, you know, because when I’m getting older, my eyesights are getting worse and I 

can’t read on the train here which I do all the time on the Chinese train because our trains are just 

much more smooth.  I’m not saying, I’m not criticizing, all I’m saying is that you have the need, 

you have the ability, you have the money.  You probably need a little bit of a willingness to just 

upgrade your train.  That’s just a very basic part of your infrastructure.  
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But of course for that, for many of you who do not have to travel, that’s probably a luxury, but 

I’m sure everyone here, I’m quite sure everyone here uses cell phones, uses Blackberrys, uses 

things like that, wireless services.  You know every time I come to this country, I feel so much 

pain in my heart that very often your phone doesn’t work.  I traveled a lot this time in New 

England area.  I didn’t realize because usually I would come here only to big cities.  So when 

I’m in New York, you know, around some street corners, you get a dead spot.  And I say, well, 

maybe they have bigger buildings than in Beijing so, you know, the phone signals are blocked.   

 

But now you get on a train, you get in a car, you travel around, in the past five days almost, some 

days almost 80 percent of the time I don’t get a signal.  For me it’s very frustrating because I 

have to deal with my company, with all the people, and I have to be answerable to them.  I’m not 

my own boss.  I have too many bosses calling me up and I have to say, yes, yes sir.  But you 

know it’s very, very frustrating.  And this is the United States of America, this is the biggest 

economy in the world.  This is a great country in terms of your industrial might.  Of course your 

military might.  And your creativity and everything.  So you need a lot of construction.   

 

So when I talk about the Chinese infrastructure, you think, oh, okay, you guys probably, because 

you’re new.  That’s true.  We are new so we can leap frog certain things and we don’t have to go 

through all the, you know, fix phones, and all that sort of thing.  But you go to China West, this 

is something that I’m really struggling in the past few months, because I’ve been traveling a lot 
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but most of the time I travel to, you know, really far away places, in Tibet, in those places, we 

climb up mountains.  

 

But this time I went to the boarder of Sichuan and Tibet to climb a mountain, 6,200 meters.  At 

6,000 meters elevation, at least 20 to 30 percent of the time we get phone service.  It was very 

strange to me because I said why would anyone bother in this area.  I don’t really know.  But the 

thing is, you know, our base camp is at 4,200 meters, there I got very good phone service.  So we 

were all sending our micro-blogs to our people and sending pictures.   

 

So, you know, I think it’s very important for China to get up there but it’s more important, of 

course, for this country and for Europe.  In European countries, the phone service may be a little 

better because they’re so small, these countries.  But really, you know, this is not somewhere in 

the Midwest, somewhere in out of the way places, this is New England.  This is the oldest part of 

your, in our words the revolutionary cradle of this country.  Right?  So you really need that sort 

of thing.  

 

And all the roads in the poorer provinces in China West, and I was really very impressed by 

those roads and at the same time I was worried.  I asked the provincial governor of Gansu, I said, 

well, you have all great roads but how many cars do you have on them?  He said, well, of course, 

you see the benefit of us because we don’t have the kind of traffic jam in Beijing.  And I say, 

that’s great, but are you going to get enough money out of it?  He said that’s not the point.  Why 
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do we need to get enough money just on the road?  The road is not owned by private 

entrepreneurs.  It’s owned by the state government and we just want to pave the road so that 

people can travel.  People will feel easier to travel to us and invest here and do all these things.  

So this governor has a very advanced sort of thinking process.  He says I don’t really care if we 

make any money so long as our province’s economy gets better and all that.   

 

But still if you look at the, what I would call the density of highways there, throughout China, 

my information is that compared to this country we’re still probably about, less than 50 percent 

of your highway density.  That means we need, you know, we need to at least double our 

highways. And if you look at all the railways, you look at all the subways in the cities, we’re still 

way behind all the major countries.  You know this country is a huge country, therefore our 

number compared to yours is not that, not that inferior, half of it.  But compared to Japan, to 

Singapore, to Taiwan which is not a country, part of us...I have to be correct, you have to 

remember that, and to Hong Kong, to these places, we’re less than 20 percent of the density.   

 

So if you look at these things you, of course, you can think, well, you know, it looks like you’re 

going to go there.  This is a country with a lot of vigor, a lot of need, a lot of desire, and the 

willingness, and now the ability to increase the number to that, to that part.  So once you see that 

you know that’s going to be another, I don’t know, $4 trillion or $8 trillion, or $10 trillion 

investment.  So this is, you know, another major positive factor that I think China’s economy is 

definitely going to go up.  Because otherwise, you know, what do they do?   Right?  

 



The Economic Club of New York – Honorable Gao Xi-Qing – October 5, 2012             Page 17   
 

 

And then positive...one of my teachers used to tell me that never pass number three when you 

talk, but I just can’t help it because I get so excited about talking about all the positive things in 

China.  Number five is all the new industries.  That, of course, you talk a lot about, and I just 

heard from President Obama and Governor Romney about your new industries, the alternative 

energy, renewables, and these things, and we are trying very hard to do that as well.  This is 

another area that China may possibly leap frog.  But of course recently you read in today’s New 

York Times, you read about the solar industry in China is going to have major problems and all 

that sort of thing.  That we know.  We see it from time to time.  But the thing is, of course, you 

know the newspapers always, they try to be, you know, more negative than otherwise because 

that gets you the eyeballs.  

 

But for me, we are, CIC is the investor of one of the largest solar companies in China and one of 

the largest, the largest windmill producers in China.  And because of that, we go to these places 

and we look at them.  We look at numbers.  We look at government agency policy and these 

things often.  And I think, you know, no matter what you say about the possibility of these 

companies going down and the possibilities of these banks not being able to get their money 

back, this industry is going to grow and this the general direction of mankind and it’s not just 

China.    

 

And for China it makes a lot more sense because, you know, over the years we never, you know 
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throughout the history of China we always thought we were so biologically self-sufficient. We 

were always, even when I was growing up we never throw away anything, anything.  Today 

when I go to American homes, when my hosts very gracefully introduce us to all the 

environmentally-friendly way of disposing of your garbage and your things, I’m very impressed, 

and this is great for a country like yours.  But in fact for me, up until, until I came to this country 

really, all these years we were always on that mode. 

 

But today in our new mode, to follow, to learn from our rich friends in the West, we’ve become a 

little more wasteful.  We start, we produce a little more garbage.  But I think that we are going to 

come back and we are going to try.  More and more people now, especially in the cities, you hear 

all the time, you read all the time that people start to think more on the renewable energy side, 

the green economy side.  And the younger generation constantly come up and...a lot of people 

have that sort of misconception that, oh, most Chinese don’t really care.  Even I myself 

sometimes got suspicious when people advocated to me ten years ago.  

 

Today, you know, I talk to the youngsters, they are so much into green economy.  They say, 

okay, I want to work for environmental protection.  They want to do things that would help other 

people.  So this is, I think this is all, you know, like what was said by Mencius, this is the biggest 

disciple of Confucius.  He said, everyone has that soft spot, and it’s very difficult to translate, but 

the spot where they sympathize with other people, where they love other people, where they 

have the sense of shame, you know things like that.  So this is, that’s happening everywhere.  
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And with that, if you think about it, the economy definitely is going to take on the new facade 

and going on to a new direction.  So now we have, you know, probably recently I was talking to 

some of my friends in the Silicon Valley and in Massachusetts, about life sciences.  And they 

were all thrilled by this one Chinese company that hires over 3,000 PhDs just doing one thing, 

human genome sequencing.  Therefore, when many people came to me and said, okay, now 

there’s a great thing in the United States of America where you can spit into a tube and get all 

your genome analyzed.  And I talked to my friend in that company in ___, he said, well, they 

send the samples to us and we can do it 100 times better and ten times faster than most of them.  

I’m not joking.  This is a serious scientist.  

 

So we are moving to that direction.  The awareness of the importance of these things for the 

general welfare of people is not quite there yet.  That’s understandable because, you know, most 

people they are still recently out of poverty. You know my generation, I would say recently out 

of hunger really, because for many years in my life I was hungry every day, every night before I 

went to bed.  So all of a sudden we have that much wealth.  Of course people would, you know, 

people like that would naturally tend to try to make more money, getting very grabbing, and 

think, okay, I need more because I’m afraid tomorrow I won’t have it.  That’s changing.  That’s 

changing fast. 

 

So with that, you see the new life sciences industry and the new energy industry, the new 
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pharmaceutical industry, all these things are coming out.  Recently the police in China have a 

major crackdown on all the people who try to defraud older people.  Why?  Just by a very simple 

mode, because I knew that personally because my mother was defrauded quite a few times 

because you have all these people coming out saying, okay, we have these wonderful drugs that 

you can take and then it can last your, you know, your life for another ten years and make you 

look pretty and things like that.  The fact that that’s happening widespread everywhere is a 

manifestation that people are getting more affluent.  And people do have a lot more disposable 

income to worry about how they look, to worry about the longer term, rather than their next 

meal.  So I think this is very, this is all very positive because that’s happening everywhere in the 

world, but in China the curve is a lot steeper.   

 

Okay, last number, I won’t bore you, but the last one.  Investment in education.  I have to confess 

that, you know, I feel very torn in this regard because right now my son is applying for school in 

this country.  And a friend of mine wrote me and said, I think it’s funny that all these Chinese 

people I know, like those of you, are sending your kids to educations in this country, at the same 

time our people here are all saying look at the Chinese education, look at all the engineers they 

produce.  Look at the scores their middle-schoolers are getting.  Well, you know, we can have a 

lot of debate on that, but that of course is a very important factor, both in China and the United 

States.   

There are lot of things to be improved on and the Chinese parents historically, you all read Amy 

Chua’s book, The Tiger Mother.  Now the word, the wolf father, and the eagle father. That 
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comes with being asked, what are you?   I said, well, I’m a lamb.  My son doesn’t even want to 

talk to me.  But the thing is that with that, you know it’s not possible for most Chinese to send 

their kids abroad, wherever, right, because we have just too many kids in China.  And the 

education, no matter how inadequate the educational system is, the government is making a 

tremendous amount of effort to try to do it, you know, both for the benefit of the country, for 

whatever, and even just let’s say as a general trend of all governments turning to a more 

populous approach.  And this is the single most thing on the minds of most people.  Everything 

you read about it, every time people debate, it’s that, we have to do something about it.   

 

So a few years ago someone said, okay, we check all the numbers and average investment to 

education is about 4 percent or higher of their national income.  How come China is only 1.2 

percent?   That was quite a few years ago.  And our government immediately made that decision, 

okay, we’ll make it 4 percent.  You know with a country that big you can’t get to 4 percent from 

1.2 overnight.  So over the past several years, we’re still, every time during the National 

Congress, our premier will say, oh, I’m disappointed that we haven’t quite gotten there yet.  But 

in fact, if you actually look at what progress we’ve made to date, there’s a tremendous amount of 

investment into it.  And you know I personally, I take a personal interest because we have a 

small fund, a foundation ourselves.  I constantly go to these poorer provinces simply to spot 

people who can actually help the poor kids to go to schools.   

 

And ten years ago when we were doing it we had to figure out the cost of each schooler, each kid 
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in a primary school, middle school, high school, how much money they would need.  And after a 

few years, all of a sudden the central government decided that they are going to look at really 

very seriously about free education up to ninth grade.  For many years, they say free, this is sort 

of free, but they always have to pay a little bit here, a little bit there.  That’s why we had to 

supplement that with our money. 

 

But now everywhere I went, you know, I recently went to all these places and I asked them, they 

said, no, up to ninth grade you no longer have worry about anything.  You know until about two 

years ago no tuition anymore and no book fees anymore, no pencil fees.  You know, the schools 

were always, you know, cook up something to charge for the kids.  But the government now is 

making it more and more strict for the schools just to try to get the kids to study without paying 

anything.  

 

And recently they even say, okay, now we are going to provide a free lunch.  Of course, there’s 

no free lunch.  But the burden will be on the state government, on the central government in most 

cases.  Because many of the provinces will say, well, if you want us to pay, we don’t have the 

money, and the central government will say, okay, if that’s the case, we would have to factor that 

in, in terms of transferring budget.  

 

So we are rapidly going in that direction.  But that’s only one part of it. That’s the part that you 

say, well, you know that doesn’t help the economy directly. But if you look at all the, what we 
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call the middle class, you know, major cities, in Beijing, in Shanghai, in  ___, in Guizhou, ___, 

all these places where they start and then the few parents who had the awareness or the language 

or the knowledge to send their kids abroad, but most of these people would send their kids to 

private schools in China.  

 

Now there are many of those schools and the government, the government now is more and more 

permissive about establishing private schools.  And of course a lot of foreigners complain and 

say, well, they don’t allow foreign schools to accept Chinese students.  And I ask our friends in 

the Ministry of Education, they say, no, if we start that, then we’ll have major identity problems.  

We’ll have major problems that many of the state-owned schools are going to have because, you 

know, you can’t compete with those people. But you know, whether or not you agree with it, the 

fact of the matter is that people are willing to pay so much more in terms of education and in 

terms, you know, building these things up.  

 

So in that regard I think that’s another industry that’s really coming up.  And when we were 

young, when we were in schools we had little books that we had to use again and again.  Today 

you go to the school, any public school even in China, and the kids will have much better books 

and a lot more books if they want.  And many places, as I said earlier, most counties, there’s 

probably only one county in China, we have 2,300 counties in our country, except for one 

county, every county is connected by paved roads, by these things, internet and everything.  So 

many of those now start to have the internet-linked educational system.  So this all needs a lot of 
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investment.  So that, I think, is definitely something that will go.   

And next to that is the government investment into social security system, into the pension 

system, into the old age people where they, you know, they started, because in China we have, 

even in Beijing, they say the shortage of aged homes is about, I think it was 94 percent or 

something, it’s a huge number.  Only a small percentage of the older people can actually get to 

the place where they can get care.  Therefore, over the years, it didn’t matter before.  Most 

people, you know when we tentatively asked my mother whether she would like to go, she said, 

absolutely not.  I want to stay with my kids.  I said, of course, we don’t have any intention of 

sending you there, but we just wanted to get some sense of how you view it.   

 

The thing is very soon our children and most of the upcoming middle class, we are not going to 

be able to even ask that question.  Why?  Because of the one child policy.  And today in most 

cities, most families, you have one couple taking care of four, eight, even more older people.  

Sure, our people are getting better health and they’re living longer, but the problem with it is 

that, you know, these people are not, they’re going to be living alone there without being taken 

care of because they just don’t have enough kids to take care of them.   

 

So the government is now paying more and more attention to it, trying to do it.  If you go to the 

hospitals, you see all the best hospitals in Beijing and Shanghai filled with people, filled with 

relatives.  Why?  We don’t have nurses.  So if someone in the family gets a chronic, kind of a 

longer term sickness and needs to be hospitalized, at least one of the family members would 
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almost have to resign from work, would have to go to the hospital and play the role of a nurse.   

 

So I just came up from my alma mater, Duke University, where I sit on the board, and one major 

thing we discussed there is our corporation have a Duke Nursing School with all the Chinese 

similar educational facilities.  We don’t even have such thing as a nursing school.  We have 

some sort of a lower level educational system.  And Duke is very enthusiastic about it.  And I 

was very much encouraging them to try to set up some school just next to Shanghai to, they were 

wondering whether, how much they need to invest?   I said I think you probably do not need to 

invest any money.  And initially we probably need a little bit to send people there, but I know 

there’s such a pent-up need for that, that people are going to pay to get into these schools to 

study.   

 

So with all these things, all the positives, I haven’t of course gotten into the negative part of it, 

but I don’t think there are as many, the important thing is that if you look at all these things you 

know it’s going to go on with that momentum for quite some time.  The estimate of my friend, 

Justin Lin, who until recently was at the World Bank, said he bets for the next 20 years, and I’m 

very much with him up there.  So that’s my sort of humble personal opinion on the prospects of 

the Chinese economy.  Thank you very much. 
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QUESTION AND ANSWER PERIOD 

 

MODERATOR:   Thank you very much.  Mr. Gao will now be joined by our two designated 

questioners, William Rhodes, of William Rhodes Global Advisors, and a Senior Advisor to Citi, 

and Stephen Friedman of Stone Point Capital and former Chair of Goldman Sachs.  I think we 

have time for one question each and I think I’ll start with you, Bill, okay. 

 

WILLIAM  R. RHODES:  Thank you very much.  I’d like to thank President Gao for his very 

frank comments that we’re used to, those who have known him since his Social Security days, 

and also his good sense of humor.  My question is I’ve taken note that you feel that China is not 

going to have a hard landing.  You mentioned eight percent growth.  And you also mentioned the 

move from an export-oriented economy to domestic consumption.  But most people feel in order 

to achieve that, that China needs to move more rapidly in opening up the financial sector, freeing 

up interest rates, which should lead as rapidly as possible to a convertible RMB on the currency 

side.  Along with this, and you touched very briefly on the social security side which you know 

so well, but most people feel that China has not improved, increased, or widened the social 

safety net as quickly as it should to free up domestic savings to push the very consumption-

oriented economy that you talk about.  Could you please comment on that, President Gao?  

Thank you. 

 

THE  HONORABLE GAO XI-QING:   Well, that sounds like a lot of questions.   
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WILLIAM  R. RHODES:   I put them all into one. 

 

THE  HONORABLE GAO XI-QING:   Okay, first of all, I have to make it clear that I didn’t say 

I don’t believe China is going to have a hard landing.  I said anything’s possible but, you know, 

as far as I’m concerned it’s not, the probability is not as high as the other side.  Okay.  Secondly, 

as far as our financial market, you know, I was a regulator for many years and I looked at all 

those things.  And for a long time I was sort of criticized by our people, especially what the 

people called a neo-leftist in China.  It’s sort of like, I don’t know, I kind of equal that to the Tea 

Party or the, you know, those people.  But it’s a one faction of our political spectrum.  And 

people always say that, okay, this guy is a pro-American capitalist lackey and he’s going to, you 

know, just dupe us into the trap that’s set up by the American imperialists.  

 

And that, you know, I have no qualms about telling them how I feel about this country, about the 

correctness of doing certain things.  But I’ve held that without any reservation, up until about, I 

don’t know, five, six, seven years ago, about five years ago, because I keep telling my friends, I 

say, well, I always seem to be on the defending side of American policies, American law 

especially.  And every time I say anything funny that happens in this country’s press, and people 

say, see, their system doesn’t work.  I said, no, no, no, I think it is because, I always try to tell 

them what’s behind it and how people in this country would look at it.   
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But until I got into the CIC five years ago and until I started to actually deal with the system here 

on a much more, on a very different platform, because before we were always on the lower level 

dealing with specific things, that, of course, I think this country has the greatest strength.  But 

once you get on a certain level and you look at it, at the end of the day, very often it’s almost by 

serendipity.  People say, well, you know, they just happen to be holding up that rule.  After you 

see that a few times, you think, well, no, it shouldn’t be serendipity.  That’s by design. 

 

I don’t want to be too specific about things, but my, the reason for my cynicism is that very often 

if you look at the, what happens in the financial world, you look at how the government, you 

know, government agencies deal with certain things, you think, well, it looks like, you know, 

everyone is being sort of influenced by their own interests.  I don’t want to say their personal 

interests, but very often it’s by the interests of their own invested group. And that’s the same 

anywhere, our country included of course.  But a difference in this situation is that our people, 

myself included, we are, we’re not as, once again I don’t want to use an impolite word, but we’re 

just a little more straightforward because we know, we started out from a very low level.  So I 

would say, okay, we do have the problems.  We need to solve it.   

 

We are learning from your way of doing things.  Because even the language, the terminologies 

and everything, all the models, the risk parameters, you know all the indexes, these are invented 

by you guys.  We can only talk within your language environment, okay.  But at the end of the 

day, very often in cases where we need to, we need to deal with certain situations, with your 
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regulatory agency, with your, you know your certain parts of your government, now we are told 

that we, we’re being looked at very hard for, you know, for reasons that at times sound technical 

but after three times, you say, well, that seems to be really politically motivated.  So I’m sorry 

for veering around, but my point on the financial market is that, true, the market needs to be 

opened, but it needs not to be opened the way that most people in the financial industry here in 

this country would be familiar with.   

 

China is a very different country.  And we came at it from a totally different direction.  Because 

you guys, your market started off from the very bottom, you know, the Buttonwood thing and all 

the Wall Street, and everything, down from the very basic level of private entrepreneurship, 

private ownership, property, all these things.  But in our country, for thousands of years private 

citizens never had one-tenth of the right or privileges that you people have.   

 

So you have to understand that this country, this is a top-down sort of environment where the 

government would have to feel slightly comfortable about allowing their children to do anything.  

In our terminology, in the Chinese language, the government officials are called fumu guan, 

that’s parent officials.  And that, I believe, in Latin, in the Roman Empire was called parens 

patriae.   It’s exactly the same idea because they believe that officials are the parents of the 

people.  So the people, you know, I don’t know how you deal with your children.  In our country, 

I can’t deal with my children anymore. 
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But the problem is that the government and government agencies across the board would always 

feel that they have the responsibility.  They almost try to strain to do things because they believe 

it’s in your benefit.  That, of course, you say, well, you can say that tongue in cheek, because 

now many government agencies will have their own personal interests or have their own vested 

interest in it.  That’s true.  But overall, this is a big mentality and this is true, especially with 

people who have idealism rather than, you know, their personal strings to pull, their children, 

their cronies to take care of.  It’s not just that simple.   

 

You know when people go to China and look at our...ah, this is, you know, the children of these 

rich people or the powerful people.  I say it’s not that simple. That’s a fact in many cases but 

that’s not all.  The problem is that this government and the people, you know I remember 

someone, I think one of your earlier founders of this country, said people deserve their 

government.  And that’s, I think that’s what it is. The people allow the government to exist.  The 

way the government functions in certain ways is by and large because of their people, because of 

the populous, they will allow it. They produce the kind of people to rule them in that way.   

 

So for us, our system is going to be quite different from yours.  For us, today, it’s almost better.  

You know I don’t want to quibble with Mr. Rhodes but the thing is you know our system very 

well, and you see our, the CSRs and CBRs, all the banking, insurance, security regulators, these 

people all are very cautious in allowing not only foreign financial institutions coming in, really 

allowing anyone to come in.  And people say, oh, you’re creating this rent-seeking process for all 
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these state monopolies and all that.  It’s not that simple simply because they are cautious and this 

time around, after the 2008 financial crisis, they say, see, we’ve been trying to follow their suit, 

that’s where they got, so let’s not rush up to catch up.  So that’s exactly what’s happening.  

That’s exactly what a lot of people are saying.  Sorry for that long-winded answer.  There was 

another part. 

 

WILLIAM  R. RHODES:   I think I’ll pass it to my colleague, Steve Friedman, who has a 

question there, for reasons of timing.  Thank you. 

 

MODERATOR:   Okay, Steve, do you have a question there. 

STEPHEN FRIEDMAN:   Yes, President Gao, just touching on the last point you were making, 

the financial crisis in the U.S. and the European banking crisis exposed massive failures of risk 

management and our parent officials didn’t do so great either.  What lessons do you and other 

regulators in China draw from that to be applying to the Chinese financial system? 

 

THE HONORABLE GAO XI-QING:   That’s a great question.  Thank you.  In fact I’ve been 

reflecting on that a lot recently.  And two days ago I gave a talk at Harvard Kennedy School and 

I was asked that similar question.  And I gave them an example and you all know what happened 

with the London Whale.  So that single thing was most revealing to me at least because I respect 

this institution, J.P. Morgan, very much, you know, because we use them a lot.  And we use all 

the major financial institutions, but J.P. Morgan in particular because of their, we believe in their 
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risk management.  We believe in the way they’re being cautious about things.  

 

But the fact that something like the London Whale happened would just teach people a lesson 

that it’s not, you know, there are days when something happens, you say, well, that’s because 

that one particular rogue trader, because that one particular greedy person who wants to screw it 

up and do something bad, but this time around it’s not something with a bad intention.  

 

This is a system that they invented to exactly prevent things like that to happen, but it happened 

nonetheless. Why did that happen?  It’s because you’re creating, that’s my humble opinion, 

you’re creating a system that very few people understand, much less the regulators because the 

regulators do not have as much of the incentive as the bankers to do as good a job in terms of 

looking at all the numbers and everything, looking at all the small, the details. 

 

What lessons did that provide to us?  You know this is what I, I talked to our people, I said, look, 

as a former regulator, I think we do need to slow it down a little bit, instead of rushing up to all 

the fancy derivatives that we invented.  If you look at overall situation, it’s almost a natural 

process.  When I was in law school in this country in the early 80s, I remember that was a time 

when there was an article written by the then President of the Chicago University who was 

before that the Dean of Chicago Law School and she said, and of course self-serving, she said 

the only worthwhile education in this country is a law school education.  I was very happy to 

read that. 
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And she said we were spending too much money and sending too many smart, good talents to 

business, to finance, to those schools.  And this whole process of the past 20, 30 years, you can 

see many of the smartest people gravitate into this industry. There’s no, you know, I have no 

problem with the people wanting to do that.  The thing is the system itself, it’s a self-fulfilling 

prophecy.  Eventually these people get into that and then you have all the best engineers 

engineering financial products rather than, you know, auto parts and rockets and things that will 

make our material life actually better.  But you have people, all the smartest kids to design these 

products in the financial world, the only purpose of which is to get money out of other people’s 

pocket.  That is not very good.  

 

And every time, because I oversee a lot of kids in China and I’m the oldest son in a family, in 

China once the father dies, the oldest son becomes that figure, I carry a huge burden on me.  

Because of that, gradually that started to accumulate to about 20, 30 kids.  But every time any 

kid comes to me and says, okay, I got admitted by the big business school, I would look at him 

or her and I say, okay, my condolences.  Basically it’s because, so I have no absolutely no 

intention to demean this education, the problem is that if the brightest kids go there and if they 

design all these fancy stuff, then the whole society will go there, and then you leave those people 

with the lesser, people of a lesser intelligence, like myself, not being able to understand those 

things. 
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I’m responsible for the risk management of my company.  And when I look at these things, very 

often, two days ago at Harvard I gave them an example.  I said, someone said, oh, how do you 

look at all the country risk and all that stuff?  Do you guys use models?  I said, yes, we do, but I 

personally don’t trust the models.  Why?  Because the models are, as I said, are based on the 

language, the indexes and things that were created by this whole system and gradually deviates 

from its original route.  

 

So when I, when someone brings me a product and they say, you know, they talk the world of it 

and say this is going to be great, my first thing is that, you know, I need to have people go there 

to have a look.  But eventually I even lose, I lost that sort of confidence because our people are 

younger people who got trained mostly in this country or in Europe.  And very few of them have 

had practical training in factories, in companies, in actual work.  I was a railway construction 

worker for three years and an artillery factory bench worker for two years, and I’ve personally 

visited hundreds and hundreds of factories.   

 

And very often when someone was advocating to me to put a few billion dollars in one particular 

car factory producing new sort of a renewable thing and all that sort of thing, I said I need to 

look at it.  I’d go there.  I’d demand to see the production line.  Ah, no, you don’t need to 

see...you could just test drive it.  Of course, I test drive it, it’s a great car. But I said I still want to 

go see the production line.  Oh, the workers are on vacation.  I said, no, I still want to see it, 

because it was not a holiday.  So finally I went there, I saw the workers.  I saw the production 
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line.  I was there only a half an hour.  I came out.  I told our people, I said, I don’t trust it.  We 

didn’t invest in that company.  And of course that company is, you know, this is by serendipity 

of course, not by my wisdom, but today the price of that company is about, what, 10 percent of 

what it was.  So I still think that basic fundamental things are there that we need to, we need to 

train our kids in doing things, doing actual physical things rather than looking at only numbers, 

concepts.  Thank you. 

 

Moderator:   Thank you very much.  Thank you Mr. Gao, Bill, and Steve.  And before lunch is 
served, let me announce that our next scheduled event will be a lunch on November 20 with Ben 
Bernanke, Chairman of the Federal Reserve System.  So I hope many of you will be able to join 
us then.  And right now what I’d like you to do is enjoy your lunch.  Thank you. 


