2004 – the year China came out?

The fact that 2004 saw the first ever Chinese Grand Prix may have more significance to motor racing fans than to economists, but it was yet another indication of the emergence of China as a world economic power. The sheer scale of the country and its appetite for resources can be astonishing. In 2003 half the concrete poured in the world was poured in China. Chinese oil imports rose by 30% to make them second only as an oil importer to the USA. 30% of the coal and 36% of the steel used in the world was used in China, and the list goes on. Their appetite for resources seems insatiable, driven by some of the highest levels of GDP growth in the world. With growth at around 9.7% in 2004 and showing few signs of faltering significantly, these figures will only get bigger.

All this has a significant impact on world commodity markets. Although demand for commodities may be static or perhaps growing a little elsewhere, the rapid growth in demand from China is significant enough to move market prices significantly. The metals-price index produced by The Economist has risen by 75% since its low in September 2001 and a significant proportion of this growth has been driven by Chinese demand for metals. These price changes for commodities will have knock-on effects around the world and many companies will find the cost of their inputs rising rapidly. This may lead to rising consumer prices and perhaps the end for some marginal producers, so the global impact of the waking Chinese dragon is starting to become very apparent.

Chinese companies are themselves starting to take a more global view and a wide range of joint ventures are already under way with a number set to follow. Chinese companies are also starting to shop around globally for possible mergers and takeovers. Thanks to their past domestic focus and central-planning pedigree, Chinese companies may have a certain degree of naïvety about wheeling and dealing in the wider world, but no-one expects this to last long. As Ren Haiping, of the Institute of World Economics and Politics at the Chinese Academy of Social Sciences in Beijing says:

“They [Chinese companies] will, of course, make mistakes and bad deals, and there are lessons that will have to be learnt. But the government is prepared to tolerate this because it understands that this is the path China needs to take,”

Many Chinese companies already have a significant global presence and Shanghai-based Baosteel and 11 other Chinese companies, already sit on the Fortune 500 list of the largest global companies by sales. Many more are likely to follow in future years. However, it is particularly in areas like steel and metal production where Chinese companies have made big inroads globally. This may be areas where economies of scale have the most impact, but they are also perhaps areas that have a longer history and therefore more experience.

Chinese consumer-brand and technology companies seem to be finding it more difficult to enter the global market place effectively. December 2004 saw the Chinese computer company Lenovo take over the personal computer arm of IBM (though security and other doubts have been raised since then, so the takeover is not certain). While this may be seen as a sign of strength, many commentators saw it as an attempt by Lenovo to prop up their overseas sales – something which they had been struggling to do under their own brand name. Chinese companies may need more time to build more world-class consumer products before they will be a significant threat globally. As Vincent Yan, managing director of TCL International (producers of TVs and other electronic products), admits, 

“... no Chinese company is ready to build a global brand. You need technology and products. Just spending money on ads without good products doesn't make sense.”
The rapid levels of economic growth have continued in China with averages each year of over 9% being commonplace. However, as with many other countries, this has raised the spectre of inflation and inflation rose to 5.3% in August 2004. By December 2004 the authorities had reduced this by tightening monetary and fiscal policy, but also through a range of administrative controls. A number of bottlenecks were starting to cause problems; ships were having to queue at ports, power outages were common and food prices jumped as demand outstripped supply. The Chinese authorities moved fast to make the necessary supply-side improvements and money was poured into infrastructure projects. Liang Hong, an economist with Goldman Sachs, said that the government had expanded the capacity of many ports by between 30 and 60% within months, a task that would take years in practically any other country. “This is still a centrally-planned regime” she said. “When it puts its money behind something, it gets done.” 

Growth has been helped by the relatively low value of the Chinese currency, the renminbi, which is denominated in yuan (CNY). The government keeps the renminbi pegged to the value of the dollar close to a rate of CNY8.28 = $1 and the recent fall in the dollar has correspondingly led to a fall in the trade-weighted value of the renminbi. This has boosted Chinese exports, much to the chagrin of US policymakers and commentators, many of who blame China for lost US jobs and competitiveness. However, despite pressure, China does not yet seem ready to move to a fully floating exchange rate.

Although it would be difficult to label 2004 as the precise year that China moved to being a global power, the world is clearly watching carefully. Economists and economic commentators are viewing China with a great deal of interest, and an awareness that events in China will impact on us all.

Want to find out more?

The above analysis of the issue of China and its growing presence in the world, touches on a range of topic areas including demand, supply and prices, economic growth and macroeconomic policy and trade and exchange rates. To find out more detail on any of these areas you may want to look at Economics (5th ed.), Chapters 2, 3, 20, 22, 24 and 25;  Essentials of Economics (3rd ed.), Chapters 1, 2, 10, 11 and 12; Economics for Business (3rd ed.), Chapters 4, 5, 13, 15, 23, 24, 25, 26, 27 and 32; The Economic Environment of Business Chapters 1, 2, 6, 9, 11 and 12, and especially Box 12.3 which looks at issues concerned with investing in China.

On this website it would also be worth having a look at recent Economics in the News Items including News Item 14 in the January 2004 edition, News Item 1 in the March 2004 edition, News Item 10 in the April 2004 edition and News Item 12 in the November/December 2004 edition.
