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Abstract: Global economic disparity refers to the unequal distribution of income and
opportunity between different groups in society, especially between developed and less
developed countries. The essay consists of five parts: an introduction, an analysis of the
economic impact of disparity, a recommendation of China’s stance, a discussion of the tools
to carry out the stance, and a conclusion. The essay argues that global economic disparity is
detrimental to the world economy and human welfare, and that China should adopt a global
perspective and cooperate with developing countries to reduce disparity and promote mutual
benefits. The essay suggests some possible ways for China to implement this stance, such as
the Belt and Road Initiative, bilateral local currency swap agreements, and offshoring labor-
intensive industries. The essay also acknowledges the risks and challenges involved in these
actions, and calls for more research and dialogue on this issue. The essay aims to contribute
to the academic debate on global governance and China’s role in it.
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1. Introduction

Disparity, despite its infamous name, may correlate with economic growth. Dollar and Kraay find
that the income of the poor tends to rise and fall with average income, implying that inequality does
not affect growth [1]. On the other hand, Ostry find that lower net inequality is robustly correlated
with faster and more durable growth [2]. Yet, uncontrolled inequality may tend to unequal benefit of
growth. For instance, Ravallion finds that higher initial inequality reduces the poverty elasticity of
growth, meaning that growth benefits the poor less when inequality is high [3], while some suggested
that changes in poverty can be attributed to changes in mean income, relative distribution, and
population composition [4]. It is thus reasonable to conclude that the extent of disparity is crucial in
determining its economic potential, stressing the role of policies in influencing the distribution of
income and wealth in society. Empirical studies have shown that both institutions and policies matter
for global economic disparity. For example, Acemoglu show how institutions that protect property
rights and limit the power of elites foster economic development and reduce inequality [5]. Similarly,
Milanovic shows how different policy regimes have different effects on inequality within and
between countries [6]. In addition, globalization and technological change have complex and
heterogeneous effects on global economic disparity. Feenstra and Hanson show how trade
liberalization and skill-biased technological change increase the demand for skilled workers relative
to unskilled workers [7]. Likewise, Goldberg and Pavcnik review how trade and technology affect
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poverty and inequality in developing countries [8]. The attempt of this essay is therefore to examine
what stance should China adopt in global disparity. The essay is separated into four part, introduction,
application, stance, and policy, each incorporating data and analysis to evaluate the different
opportunities and risks of these aspects for China and its partner countries.

2.  Economic Impact of Global Disparity

Economic disparity is the unequal distribution of income and opportunity between different groups
in society. This could happen not only to individuals but also to nations worldwide. Although the
world’s wealth is growing, the entity that is trapped in poverty is not very likely to climb up.The
disparity between developed and less developed countries has been consistent from 1820 to 2018[9].

The economic impact of disparity is detrimental to the growth of global GDP and the total welfare
of humankind. This essay aims to articulate the impact brought by disparity, the stance we recommend
China to take, the practical tools to handle, plus the benefit & risk for those actions.

2.1. Lack of world economy motor in long run
2.1.1.Solow model

Solow model is a macro growth function that has input of labor, physical capital, and productivity
level. National output function: y = f(k) , Human capital = L(labor) x E(education level), physical
capital = k( capital per capita)Xo(population), productivity level= A(ideas of way to allocate
resources)[10].

The capital per capita is the most decisive factor that directly influences national output. National
output increases when capital per capita increases. However, the growth rate of capital per unit capital
will gradually decrease when nations have a larger amount of accumulated Capital and reach a steady
state.

Besides the diminishing marginal return of capital, capitals naturally go through depreciation at a
function of time because they either need repair or will naturally wear out. When net new investment
(national saving * saving rate) that’s directly correlated to the national income curve, meet with the
capital devaluation curve. Countries will eventually enter a steady-state level of capital per capita,
and when the level of capital per capita stops at a constant value, the output will end the catching up
growth phase and enter a steady-state that only experienced cutting-edge growth.

2.1.2. Application

The Solow model illustrates how developing countries with less original capital have more potential
to grow their capital per capita and will have a higher economic growth rate. When applying the
model to the world economy, our advising team realizes that developing countries could be the motor
that stimulus global economic growth. China and India are two developing countries that are 2nd and
5th in GDP ranking [11], and their growth rate in 2010-2020 is 7.91% and 5.9% while the global
during 2010-2020 growth rate is only 2.84% [12]. China and India's growth rate will exceed the world
average in the period, and their large economic volume and high growth rate make them become the
factors that push the world economy to grow in the past decade.

However, when the disparity between the rich and the poor is large, developing countries have no
way to participate in the global economic cycle or participate in very few components. Poverty traps
in poor countries cause low national income and low market confidence, which results in low
investment levels on capital. A lot of developing countries also may have capital flights problems and
a lack of inward FDI. The inadequate investment slows down the accumulation of the capital of these
developing countries, and the catching-up growth phase cannot be reached. China and India cannot
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be the motor of the world economy forever because when capital per labor increases, the growth rate
of capital per capita decreases, therefore growth rate of GDP per capita will also decrease. The world
needs countries that have less capital accumulation to become the new motors of the world economy
that provide new markets for the world. Countries’ economy is highly connected by various trade in
the modern era, if poor developing countries fail to be responsible for pushing world economy growth,
developed countries’ growth rate will also slow down.

2.2. Economic Impact of Migrant Crisis

Developed countries need to withstand the economic and social impact of immigration. Since human
instinct is to seek benefit. When disparity is at present, it creates a lot of immigration problems, many
of which are illegal. For example, during the 2015 Europe migrant crisis, Sweden took in
approximately 163,000 refugees, and this led to a dramatic increase in the crime rate of 27.79 percent
[13]. The governments of countries receiving refugees had to increase the spending ratio on public
security, causing a decrease in social welfare.

On the other hand, the outflow of these young and middle-aged laborers will lead to a decrease in
the country's fertility rate. In the long run, the emergence of a series of social problems such as a
decrease in the employee population and an aging population will decrease the labor supply. For
instance, the fertility rate in Syria is currently 2.84 births per woman, which is lower than in recent
years. This decreasing fertility rate trend is expected to continue and is expected to be between 1.4
births to 2 births per woman by 2025 [14]. As a result, without foreign aid, some developing countries
would be difficult to promote its economic growth.

2.3. Global Crisis of Pandemic

Under the threat of COVID-19, poor countries will make the global fight against the epidemic more
difficult. As a result, the recovery of the global economy is nowhere in sight. Because of poverty,
their medical conditions are poor, and the infection rate and death rate are higher. This decreases the
labor supply of the country. For example, Peru, a less developed country located in western South
America, has a total of 210 thousand coronavirus deaths [15].

Under these circumstances, many people who are rich enough will do everything possible to flee
to developed countries for better treatment. This makes it easier for the epidemic to spread to other
areas. For example: at the outbreak of COVID-19, India's billionaires’ private jets almost took off at
the same time to the developed countries for refuge. Some people will choose to smuggle. As United
News Network reported, when cases in Laos and Cambodia broke out, Vietnam would be on high
alert to prevent smuggling [16].

3.  Recommended Stance — Global Perspective

Taking a global stance would increase China’s export output by investing in the potential of
purchasing power of developing countries. China’s value of export is heavily determined by
developing countries' economic growth. China is the world’s largest export country, with almost 2.6
trillion U.S. dollars, constituting 19 percent of the GDP in 2021 [17]. By taking a more global
perspective stance, providing development aid to developing countries would improve their economy,
therefore achieving higher GDP. This leads to an increase in purchasing power of these developing
countries, allowing them to import more of China’s goods.

In addition, collaboration in trade, according to the comparative advantage theory, would benefit
the people of both countries; cooperation in finance may resist certain risks from the fluctuation of
interest & exchange rate; assistance in anti-epidemic can enable the global economy to recover as
soon as possible.
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Although providing development aid would have a short-term cost of a decrease in government
spending in China, there would be an economic benefit in the long run, which is that China can have
access to lower-priced or scarce resources from other developing countries. For example, the Belt
and Road (explained in 5.1) can grant China access to natural resources, such as the Simandou mine,
at relatively low operating costs by building relations with developing countries and facilitating
transportation [18]. These development projects with developing countries can shift the long-run
aggregate supply to the right, resulting in an outward shift in the production possibilities curve.
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Figure 1: Interactive graph [19].

Even though people might argue that Isolationist policies like tariffs protect local producers, the
Isolationist stance of countries will limit natural resources supply and decrease global market share
for their local producers. When a government imposes a tariff on another country, the price of natural
resources that are imported from that country increase too. The producer will face a higher producing
cost which will decrease their producer surplus like how free trade does. Also, the tariff-originated
country will likely get a tariff imposed on them in return. This can decrease local producer profit
gained from international trade because their product will face a rise in price in the foreign market,
which means a decreased amount of quantity demanded. The US started a trade war with China in
2018 by increasing tariffs on a list of chines products. China imposed a tariff in return, and according
to a spokesperson for the American Farm Bureau, farmers have lost the vast majority of what was
once a $24 billion market in China” as a result of Chinese retaliatory actions [20].

As a result, we propose to launch thorough and deep strengthen cooperation with developing
countries around the world, rather than unilateralism and isolationism. This stance is beneficial to
both parties and is more beneficial to the prosperity and stability of the world.

4.  Tools to Carry Out Stance of Global Stance
4.1. Belt and Road Initiative

The “Silk Road Economic Belt” is referred to as the "Belt": It starts from mainland China and ends
in Europe along the land-based Silk Road: one is to reach Europe via Central Asia and Russia; the
other is from Xinjiang to the Indian Ocean, Central Asia and West Asia via Pakistan Reach countries
along the Persian Gulf and the Mediterranean Sea. The “Belt” connects the Asia-Pacific region and
Europe, and the Central Asia region that passes through it.

The Belt and Road Initiative, which is along the maritime Silk Road. From mainland China, is
crosses the South China Sea from the coastal ports to the Indian Ocean, extending to Europe, or from
the coastal ports of mainland China to the South China Sea to the South Pacific.
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4.1.1.Benefits of Belt and Road Initiative

In terms of Backed Lending System, China has invested in 51 projects including transportation and
warehousing, mining, finance insurance, construction, and manufacturing in Kazakhstan with a total
investment of more than 27 billion US dollars. These projects have created 20000 jobs in Kazakhstan
[21].

A practical approach for mutual benefits is a resourced backed lending system. It is a system that
allows all repayment made directly in natural resources or natural resource-related forms.” [22]. This
system allows developing countries to attract foreign investment much easier because the resources
in the developing countries guarantee return for the investor which largely decreases the risk to invest
in developing countries. China actively used this lending system in past loans, and they should insist
on using it because China gains a lot of useful resources they need for return. China lent Ghana 67
billion RMB to build hospitals, colleges, and even offices for the national security department. Ghana
later pays back loans by selling the right to extract aluminum in Ghana to China with a 50% price
deduction. Aluminum resources are scarce in China but are also essential for China’s next step
development because it is listed in the list of strategic minerals published by the Chinese government
in 2016. Other African developing countries also possess 89% of gold, 16% Uranium in the whole
world, which are also on the list. This spurns China to continue investment in Africa.

In terms of Lower Cost and Better Efficiency for Transportation and Trade, After the inner
Mongolia Iran railroad was built in 2018, the sunflower seed oil that has high demand in Iran can be
transported to Iran directly from the sunflower oil-producing site inner Mongolia. The railroad
connects China's Xinjiang province to Iran's capital, Tehran, and the Persian Gulf, providing a more
direct and efficient transportation option for goods traveling between China and Iran, as well as other
countries in the region, reducing transportation costs and time for goods traveling between China and
Iran [23]. The rise of trade protectionism, mainly in the United States, has made trade facilitation
conditions appear particularly important in the complicated international competition. Therefore,
exploring the impact of trade facilitation on China's trade is crucial. According to the Asian
Development Bank report, the Belt and Road Initiative has the potential to reduce trade costs by 1.1
to 2.2 percent for participating countries, which could translate into significant economic gains [24].
The report also highlights the potential benefits of the initiative for poverty reduction and
environmental sustainability.

In terms of Economic growth by the movement of human resources, International students can be
a major source of income for the government. England earns more than 28 billion pounds for
accepting international students to their schools in a year [25]. Students' expenses on tuition and
consumer goods because of the multiplier effect can bring more value to a country's economy than it
shows on paper. China is the largest supplier of international students in the world, with a more
convenient way to travel to developing countries on the Belt and Road after the construction of
railroads and other infrastructures, a growing number of international students is a predictable future.

In terms of Economic growth by tourism, In terms of tourism, during the 13th Five-Year Plan,
China sends 150 million Chinese tourists to countries along the Belt and Road and spend 200 billion
US dollars on tourism. At the same time, 85 million tourists from countries along the Belt and Road
visited China and spend a total of 110 billion US dollars [26]. Tourism has stimulated the
development of the tertiary industry. Tourists' demand for food, entertainment, and accommodation
creates more jobs for local people. The decline in the unemployment rate will increase the national
growth rate (Okun's law).
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4.1.2.Risk of Belt and Road

The instability of the region may jeopardize economic cooperation. For example, China’s long-term
ambition to reduce its dependence on Australian iron ore suffered a major setback lately when
Guinea’s junta ordered the immediate suspension of all activities at the massive Simandou mine.

4.2. Bilateral local currency swap agreement

A bilateral local currency swap agreement refers to an agreement signed between the central bank
(monetary authority) of one country (region) and the central bank (monetary authority) of another
country (region), stipulating that under certain conditions, either party can exchange a certain amount
of local currency for equivalent value. The counterparty’s currency is used for bilateral trade and
investment settlement or to provide short-term liquidity support for the financial market. After the
expiration, both parties exchange their local currency, and the user of the funds pays the
corresponding interest at the same time.

4.2.1.Reduce transaction risks

Establishing currency swap agreements with more developing countries’ measures may reduce
transaction risks caused by exchange rate fluctuations. Bilateral currency swap agreements (BCSA)
can effectively prevent international trade from being disrupted by exchange rate changes. Under this
framework, the interest rate and exchange rate of the exchanged money are fixed.

A constant exchange rate allows a country to preserve its comparative advantage in the prices of
its products from being disrupted by changes in the exchange rate. At the same time, the reduction of
exchange rate risk has encouraged more companies to conduct cross-border business and investment.
Liu, by modeling the trade data between China and the countries that have BCSA, found that the
establishment of this framework can effectively promote China's import and export by smoothing
exchange rate changes [27]. It is worth noting that BCSA is a mutual agreement, so both business
parties will benefit from it.

BSCA facilitates the internationalization of RMB. Internationalization of RMB has always been a
substantial goal for China from a currency perspective, as it reduces exchange rate risk by reducing
the necessity for holding reserved currency. Yet, China’s capital account liberalization is considerably
less developed and due to a continuous trade surplus, the liquidity of foreign RMB property is
relatively low. These two factors consequently limit the foreign economic body from employing
RMB trade settlement. BCSA from this perspective can reinforce the international movement of RMB
to offset the lack in these elements and thus in the short and medium-term, continue the
internationalization of RMB. Particularly when the level of capital account liberalization in the
partner nation is comparatively high, through BCSA, China can further expand the RMB’s access to
foreign financial markets augmenting foreign RMB settlement and participation of RMB in the
foreign financial market [28].

4.2.2.Offshore labor-intensive industry to developing countries with lower labor cost

China is now at an interface between developing and developed countries. Relying on the labor-
intensive manufacturing industry, China experiences rapid growth in the past 40 years and now
becomes the second biggest economy in the world. However, as the economy grows, the labor cost
gradually rises. Thus, it is essential for China to shift their focus industry from a labor-intensive
industry that has low added value product to technology-intensive industries that have high added
value product [29].
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4.2.3.Benefit

Earning profit from a country’s advantages in product development and retailing provides a more
sustainable growth [30]. The technical or commercial skills needed in these two phases makes it hard
for other to find a substitute for the advantages, and these two phases of creating a product also require
fewer energy resources, that is beneficial because the price and value of the developing and retailing
phase will not be too interdependent with the fluctuation of resources price.

A suitable way the Chinese government can complete this transition is by moving labor intense
manufacturing industry to other developing countries with a large population. Developing countries
with large populations will have advantages of lower labor costs, so producing their decreased cost
of production. China will then focus on providing machinery, design, guidelines, or other products
that serve the product development process to guide production in developing countries. In this way,
China efficiently accomplishes the shift from low added value phase to high added value phase of
production without sacrificing access to cheaply manufactured products. (Human capital-break
poverty trap) The manufacturing sector that China built in developing countries will also promote
developing countries to produce in full potential by providing more employment, and when
developing countries have an increase in national income, their demand for China’s product will
naturally increase and our export will increase [31].

4.2.4.Risk

However, offshoring labor-intensive production lines to other countries might be risky. If China's
supply of manufacturing goods highly reliant on other developing countries, their economy will
become mutually interdependent with developing countries’ economy. This means that if developing
countries face unexpected rise in cost of natural resources or human capital, China will experience a
negative supply shock in the manufacturing market and the price of manufacturing good increase and
quantity decrease. Some of the manufacturing goods that serve as intermediate products will further
shift supply of other industries to the left and result in a decrease of GDP. However, various means
to mitigate these risks can be effective. Diversification of supply chain, advancement in
manufacturing technologies, and innovation in high-value industries, can all reduce reliance of China
on other developing countries and propel more sustainable economic growth [32].

5. Conclusion

The paper argues that the global economic gap is not conducive to the world economy and human
well-being, and China should adopt a global perspective and cooperate with developing countries to
narrow the gap and promote mutual benefit and win-win. This paper suggests some possible ways for
China to implement this stance, such as the Belt and Road Initiative, bilateral currency swap
agreements, and the outsourcing of labor-intensive industries. The shortcoming of this study is that
there is no large-scale empirical study, and more comprehensive judgments and conclusions will be
made in the future by combining more data.
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