

  [image: ] 




  

    





    





    





    





    





    ACCESSING THE CHINESE MARKET




    A critical look at the challenges and




    best practices of Spanish firms




    





    





    





    Eva Perea Muñoz




    





    





    



  




  

    




    





    





    Cualquier forma de reproducción, distribución, comunicación pública o transformación de esta obra sólo puede ser realizada con la autorización de sus titulares, salvo excepción prevista por la ley. Diríjase a CEDRO (Centro Español de Derechos Reprográficos, www.cedro.org) si necesita fotocopiar o escanear algún fragmento de esta obra.




    





    Accesing the chinese market




    © 2014 Eva Perea Muñoz




    © De la edción, 2014, Fundación Universitaria San Pablo CEU




    





    CEU Ediciones




    Julián Romea 18, 28003 Madrid




    Teléfono: 91 514 05 73 Fax: 91 514 04 30




    Correo electrónico: ceuediciones@ceu.es




    ISBN: 978-84-15949-67-1    




  




  

    





    





    "Standing by the deep valley makes you think deep,




    and scaling the heights makes you aim high"




    Read at the Humble Administrator’s Garden in Suzhou,




    July 2011.




    





    "Success depends upon previous preparation,




    and without such preparation, there is sure to be failure"




    Confucius




    (Chinese philosopher, 551-479 BC)




    



  




  

    Abstract




    China represents today the world’s most attractive emerging market. Most economic indicators agree on this: China embodies a country with a thriving GDP, a growing urban population, a burgeoning middle class and an increase in both private and public spending. In spite of all this, Spanish exports to China are still very low and underscore an unfavourable and chronic trade deficit. Efforts are being made to redress this trade imbalance. The evolution from 2009 onwards shows an increase in Spanish exports to China, a small reduction in the deficit and an increase in the Direct Foreign Investment. However, put together this still represents a very modest change.




    The present book is based on three hypotheses. Firstly, accessing the Chinese market dictates that foreign firms in general, and Spanish ones in particular, adapt their products or services to this specific market. Secondly, China offers an attractive market made up of many consumers and a significant emerging middle class. Spain is not taking full advantage of this opportunity. Finally, accessing the Chinese market is full of obstacles: it requires significant investment, skilled staff, a long payback period, much patience and endurance. Therefore, it is a market only accessible for large firms.




    While the first two are confirmed, the third is not. Some large and highly recognized Spanish brands have been very successful in China. But there are also hundreds of smaller ones that operate fruitfully in this country in all sectors. The survey has confirmed that there are significant prospects for success independent of the company size. The crucial question is to have a very clear strategy for implementation. Therefore we can conclude that it is not mainly about size (although advantageous at times) but about having a clear strategy and fulfilling certain requirements, all of which will be analysed in detail.




    A thorough study has been carried out using quantitative and qualitative data. A questionnaire was sent to Spanish firms in China to categorize them and identify the opportunities found, to study their difficulties and future plans in the country and to determine the best practices for companies in China in order to draw up a practical framework for corporate performance that will support practical strategic action for Spanish businesses. All these variables are developed fully in the chapters ahead.




    Finally, we may conclude that the world is moving at a hectic pace and businesses are trying to adapt quickly to these changes. If in the recent past Western firms moved to China to access its cheap labour cost, nowadays they try to access the growing domestic market. Opportunities are opening thanks to a rapidly increasing middle class that is eager for consumption. Access is difficult and full of obstacles. At the same time, short term profits are not easily available. But opportunities are there for Spanish firms of all sizes and sectors (one in particular being quality tourism from China to Spain). The document proposes to unify efforts of the different Autonomous Communities to promote Spain and its brand. China is here to stay and Spanish firms are in China to stay.




    





    Resumen




    China representa hoy el mercado emergente más atractivo del mundo. Muchos indicadores económicos lo confirman: China encarna un país con un PIB próspero, una creciente población urbana, una floreciente clase media y un aumento en el gasto privado y público. A pesar de todo esto, las exportaciones españolas a China son aún bajas y subrayan un déficit comercial desfavorable y crónico. Por supuesto, se hacen esfuerzos para corregir este desequilibrio de comercio. La evolución a partir de 2009 muestra un aumento de las exportaciones españolas a China, una pequeña reducción en el déficit y un aumento en la inversión directa. Sin embargo, todo esto todavía representa un cambio muy modesto.




    El presente documento se basa en tres hipótesis: en primer lugar, el acceso al mercado chino dicta que las empresas extranjeras en general, y españoles en particular, adapten sus bienes o servicios a esta demanda específica. En segundo lugar, China ofrece un atractivo mercado conformado por muchos consumidores y una significativa emergente clase media. España no aprovecha plenamente estas oportunidades. Finalmente, el acceso al mercado chino está lleno de obstáculos: se requiere una inversión importante, personal especializado, un período de recuperación largo, mucha paciencia y perseverancia. Por lo tanto, es accesible sólo para las grandes empresas.




    Mientras se confirman las dos primeras hipótesis, no ocurre lo mismo con la tercera. Algunas grandes y muy reconocidas marcas españolas están teniendo gran éxito en China. Pero también hay cientos de pequeñas empresas que operan de manera fructífera en este país, en todos los sectores. La encuesta realizada confirma que hay importantes posibilidades de éxito, independientemente del tamaño de la empresa. La cuestión crucial es tener una estrategia muy clara para la implementación del proyecto en China. Por lo tanto, podemos concluir que lo fundamental no es principalmente el tamaño (aunque pueda ayudar) sino tener una estrategia clara y cumplir con ciertos requisitos que se analizarán en detalle.




    Se ha realizado una exhaustiva investigación utilizando datos cuantitativos y cualitativos. Se envió un cuestionario a las empresas españolas en China para categorizar quiénes son e identificar las oportunidades; estudiar sus dificultades y planes para el futuro en el país; descubrir las mejores prácticas que respalden la acción estratégica de nuestras empresas. Todas estas variables se encuentran desarrolladas en los capítulos siguientes.




    Finalmente, podemos concluir que el mundo se halla en un entorno turbulento y las empresas tratan de adaptarse rápidamente a los cambios. Si en el pasado reciente las empresas occidentales se trasladaron a China para acceder a su mano de obra de bajo costo, hoy en día intentan acceder al creciente mercado interno. Se abren oportunidades gracias a una clase media ansiosa por consumir que aumenta rápidamente. El acceso es difícil y lleno de obstáculos y las ganancias no se consiguen a corto plazo. Pero existen oportunidades para las empresas españolas de todos los tamaños y sectores (en particular, el turismo de calidad de China hacia a España). El documento propone unificar esfuerzos promover la marca España ya que China está aquí para quedarse, y las empresas españolas están en China para quedarse.
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    I. Introduction




    The main objective of this book is to shed light on the key success factors in accessing the Chinese market for Spanish companies, and to create a framework for companies wishing to sell their products in China and what they need to do to succeed.




    For several years, many Western companies off-shored their production to countries with low cost labour, such as China. Today, these same companies, regardless of where they manufacture, are seriously considering accessing the emerging markets. In the case of China, we are talking about a market of over 1,300 million people, with a purchasing power, albeit limited, on the increase. How can companies try to start marketing their products there? It is an arduous, slow task and it can be very expensive with many potential pitfalls. The company that intends to access this market should consider well its strategy in order to succeed.




    1. Research objectives




    The world is changing at a pace we struggle to adapt to. There are new forces that are reshaping the environment of business and as a result we are living in a new era of rapid and unpredictable change. It seems highly likely that the levels of volatility and unpredictability that we have experienced in recent years will continue into the future. These changes are classified by Robert M. Grant[1] into (1) economic changes, with the world stuck in the worst economic downturn since the 1930s, which paint a picture of volatility and low growth, at least for the Western world, (2) technology changes with a “New Economy” that has moved from an industrial economy to a knowledge economy, driven by the digital revolution, and (3) societal pressures: “for organisations to survive and prosper it is required that they adapt to the values and expectations of society—something which organisational sociologists refer to as legitimacy. Loss of social legitimacy may be as great a threat to the survival of commercial and investment banks as are their weak balance sheets”.




    In this situation of economic recession and lower demand for our products, Western companies are finding it more and more difficult to find customers in the domestic marketplace. In the search for more attractive markets, these businesses look around and observe how some emerging markets are growing at an unprecedented rate. They obviously wonder whether accessing these markets would be something they could do, whether it will be hard, whether it will be possible, whether anyone similar to them has done it before, and how a company can be successful. In short, businesses often feel at a loss when trying to enter a new market that is so unknown for them in terms of culture, language, geographical distance, distribution channels, and so on.




    There are two main approaches when considering the access to global markets. On the one hand, Friedman states that the world is flat, in his book of the same name.[2] He explains how, during a trip to India, he discovered a large number of European and American companies operating in India, and how globalization has shifted the world. One can get an American-designed product built in different Asian countries, with outsourced technology from a third country, supported by call centres placed in India, for European customers, and so on. According to Friedman, ten forces have flattened the world, including the fall of the Berlin Wall, the connectivity achieved by the Internet, digital technologies and the improvement of communications and infrastructures.




    This flattening of the world has opened up many opportunities and made the world smaller and perfectly accessible to everyone. National differences do not account for much and as such, it is easy to access foreign markets, even though they are far away and as different from us as the Chinese market is.




    On the other hand, Ghemawat portrays a somewhat different picture[3]. According to him, the world is circular, countries are still not completely integrated, and borders still matter. These borders are developed in his well-known CAGE model: there are still large differences that can be cultural, administrative, geographic and economic distance. He concludes by airing caution for businesses that want to operate globally: “failing to keep it in view can be a recipe for poor performance”. Therefore, he warns that country and regional differences still matter and easily surpass the similarities of a flat world.




    Therefore, following his theory, if a firm tries to compete in the same way in all the markets, it is in for an unpleasant surprise.




    This book will try to analyse who is right: can we access the Chinese market using the same products, services and strategies as we do in our domestic market? Or do we have to adapt strategically to fit into a new market? How easy is it to access the Chinese market? Can small and medium-sized companies achieve the goal successfully or are we facing an impossible task? What are the obstacles and the opportunities? Summarising the question: is the world flat or is it round?




    We shall try to answer these questions in the following pages.




    But first, we need to focus on the country of China. We are going to study its enormous growth compared to that of Spain. We will try to prove that:




    a) There are increasing opportunities due to the growth of the population (in particular urban population and middle classes), growth of the Gross Domestic Product and Gross Domestic Product per capita, consumption growth and increase of imports.




    b) Indicators of economic confidence are also positive. The recession suffered in Spain is not affecting China as greatly. Perhaps the economic growth will slow down but it will be a soft landing.




    c) In spite of these opportunities, access to the market is proving difficult due to legal, cultural and language barriers, amongst others. But some large Spanish firms have successfully entered the market.




    d) There are several hundred medium and small-sized Spanish businesses regularly doing business in China. A survey has been carried out to help draw a profile of these firms: why they set up business in China, what were their main obstacles, their priorities for the next few years and the best practices learned after the process. We determine how to take full advantage of the opportunities that open up to us.




    2. Hypotheses




    H1: Accessing the Chinese market requires foreign firms in general, and Spanish ones in particular, to adapt their products or services to that specific market. Moreover, the adaptation should not be restricted to the company’s products but also be applied to the management style and strategic approach of towards China.




    Explanation: in a world that is global, where tastes and habits are becoming increasingly homogeneous among countries, there is still a strong, specific, underlying culture, negotiation peculiarities and specific market needs in China that have to be addressed. Otherwise, the foreign company will not be successful.




    H2: China offers an attractive market made up of many consumers and a significant emerging middle class. Spain is not taking full advantage of this opportunity.




    Explanation: while the opportunities China presents are colossal (in terms of GDP growth, urban population with increasing disposable income, high consumer confidence levels, blooming middle class, rising demand for all products, etc.), Spanish firms have not taken as much advantage of these opportunities as expected: the trade balance is negative, exports are still very low, as is direct investment in the country.




    H3: Accessing the Chinese market is full of obstacles: it requires significant investment, skilled staff, a long payback period, much patience and resilience. Therefore, it is a market only accessible for large firms.




    Explanation: the path into China is long and winding. Examples of large firms setting up successfully in China are very well-known and are continuously portrayed in the media. But what about the smaller or medium-sized ones? We need to give an answer to the following related issues:




    

      	

        Detecting which Spanish companies are operating in the Chinese market and identifying the opportunities in accessing it;




      




      	

        Sorting out the challenges for our companies: what their difficulties are and future plans in the country;




      




      	

        Finding out the best practices and drawing up a practical framework for corporate performance that will support practical strategic action for Spanish businesses.




      




      	

        We shall try to deduce the keys to success, or best practices, so that companies in the future can use this knowledge to increase their chances when accessing the Chinese market.




      


    




    3. Methodology




    The present research is the result of several years of work, study and trips within Europe and China. Several different methods have been used in order to grasp the complexity of the subject:




    





    Firstly, an extensive literature review on China (history, culture, economy, trade, etc.), and also on Spanish businesses, has been carried out.




    Secondly, substantive research has been done on quantitative data. The main sources that have been used are all official databases from, amongst others, the International Monetary Fund, the World Bank, the Asian Development Bank (ADB), the US-China Business Council, Chinese Customs, the Spanish Statistical Office (INE), the Spanish Institute for Foreign Trade (ICEX), Casa Asia and Eurostat.




    Thirdly, a research framework leading to a comprehensively-designed set of interview questions was created. Qualitative information was collected mainly from interviews done in China, Spain and different parts of Europe with experts in the following fields:




    

      	

        Chinese economy and international relations,




      




      	

        Foreign Trade between Spain and China,




      




      	

        Businesses with Chinese marketplace experience,




      




      	

        Export promotion agencies.




      


    




    As a starting point, institutions and trade organisations (Chambers of Commerce, Casa Asia, Catalonian Government Agency ACC10, consulting companies, etc.) with a track record in the promotion of exports to China were identified. A selection of firms that actively export to China were interviewed as well. Other experts in economics and foreign trade from the finance sector and from academic institutions were also consulted. These interviews took place between January 2011 and June 2012. Questions were open-ended to gain maximum insight. We would like to thank herein the availability of these individuals, and the generosity they showed when sharing their knowledge.
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    Last but not least, a survey has been carried out to help draw up a profile of Spanish firms operating in China: why they set up business in China, what their main obstacles were, what their priorities for the next years are and the best practices learned after the process. The survey was conducted between January and May 2012 among the 360 Spanish firms based in China.
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    Shortcomings of our methodology:




    There are firms that are actually exporting to China but these are not, however, represented in our study. We believed that the main variables to take into account were firms that are trading in China regularly, not just on a one-off basis. Therefore, having some direct investment in the country was considered essential, from the simplest form, such as a Representation Office, to a production plant or other facilities.




    What is not the objective of our research?




    One of the problems encountered in our path has been the breadth of the subject, along with the huge volume of data and speed of change. For this reason, we find it relevant at this point to establish what has not been the specific object of our research:




    

      	

        To analyse the history of China or the philosophy that underlies the Chinese culture;


      




      	

        To study in depth the political or even the economic panorama of China. In that sense, we have only evaluated the indicators that could serve our purpose: the variables that explain China as an emergent market with plenty of opportunities;


      




      	

        To explore the legal or fiscal framework of foreign firms in China;


      




      	

        To compare the case of Spanish businesses with other Western countries.


      


    




    4. Acknowledgements




    We would like to thank all the people who have helped us write this document. In fact, the research is the result of the cooperation of many individuals and organizations. First, we wish to thank the more than 40 talented experts who so generously shared with us their experiences and accumulated years of knowledge about China and doing business in this fascinating country.




    We also wish to thank the 78 firms that were so collaborative and helpful in filling in our questionnaire. In a hectic world where everybody is always in such a hurry, such generosity is doubly valued and appreciated.




    Concerning the Abat Oliba CEU University, our special thanks go to Dr. Ferran Porta, for his guidance in the difficult paths of research, whose insightful comments on the key issues facing this work helped us clear the way ahead. Dr. Joan Ripoll was extremely helpful with data sources, data analysis and its comprehension. He spent many hours revising the document and he always provided very valuable and wise advice. The discussions we had helped me greatly to develop the ideas put forward in this work. Alejandro Gisbert gave me a very useful hand in accessing data, in particular with the Bloomberg database. He also offered much advice and insight in the latter phases of our work, and one could not hope for a friendlier advisor.




    Finally, I wish to add special thanks to my family for their support, resilience and endurance during all this period.




    





    

      

        [1]Grant, R. M. Contemporary Strategy Analysis. John Wiley & Sons. Barcelona, 2010.


      




      

        [2]Friedman, T. L. The world is flat. A brief history of the twenty-first century. FSG Books. New York, 2005.


      




      

        [3]Ghemawat, P. Redefining global strategy. Crossing borders in a world where differences still matter. Harvard Business School Press. Boston, 2007.


      


    


  




  

    II. The Popular Republic of China: an increasingly attractive market




    1. Introduction to the Popular Republic of China. Key indicators.




    The Chinese economy grew by 9.2% in 2011, a robust pace of growth that, even though it is the lowest in the last decade, shows that China’s economy is not going to stop growing, as some reports have suggested. Instead, China is heading for a slow landing. The reasons for its downturn lie in the slow recovery of exports due to a lower demand of the global economy, plus a decrease in investment.




    According to most of the surveys consulted, for instance, those of La Caixa[1], the risks of a recession are very limited. In the first place, China still has enormous potential to increase its internal demand. Even though it is true that certain consumer goods are approaching saturation (mobile phones, televisions or home appliances), particularly in urban areas, other sectors, such as cars, still have a very long way to go. Regarding investment, the factors that suggest a decreasing trend are very limited, and centre on infrastructures and building. The former was seriously affected by the high-speed-train accident that took place in Wenzhou last summer. The latter is distressed due to credit restrictions being applied in order to stop the growth of inflation. However, bearing in mind that more than 300 million people in rural areas are willing to move into cities, the demand for housing is ensured. The activity indicators such as industrial production and electric production are still growing strongly (by 14% and 11% respectively in the third quarter of 2011). Finally, foreign trade, both exports and imports, are on the increase, even though not as strongly as in the past decade. Therefore, it can be concluded that the Chinese economy is not going to crash, but to cool down slightly.




    Perhaps the main risk is the high rates of inflation, still at 6.1% in September 2011. The rate of inflation of food is at a worryingly high 13.4%, a factor of considerable social relevance that is a cause for concern for Chinese authorities.




    Associated with price increases are swelling labour costs, which erodes the competitiveness of traditionally cheap Chinese labour. As a result, it obliges the country to reorient the economy towards more domestic consumption and to produce more sophisticated goods.




    Therefore, we can conclude that growth is set to continue, even though perhaps at a slower rate. We would like to stress the idea at this point that, independently of whatever happens in the short term, the interest for China in the long run remains unaffected. This is not a fashion and does not depend on short-term indicators: China is here to stay and its influence as a second world power is unquestionable.
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    There are, however, certain facts that indicate that the economic growth model needs to be revised, in order to counterbalance certain challenges affecting the Chinese economy. These are increasing inequality, social contradictions, environmental hazards, weak technological innovation, irrational industrial structure and fragile agricultural structure, to name a few. This is the summary for China by the ADB Outlook 2012[2]. It reflects precisely the situation in a few lines:




    Domestic demand rather than exports was the driving force behind 2011’s strong performance, with high investment and consumption. The outlook for 2012 and 2013, despite uncertain global prospects, is for only moderately slower growth. The economy is gradually diversifying, with imports rising rapidly and the trade surplus now much less as a percentage of economic output. Currency appreciation, rising wage rates, increasing income disparities, and environmental concerns underscore the need for modifying the country’s growth model. With a strong fiscal position and declining inflation, the Government is well positioned to implement the 12th Five-Year Plan, designed to further transform the economy.




    The Chinese Government is aware of the need for a change of economic model and, to that purpose, it has developed a tool to implement such change: the 12th Five-Year Plan 2011-2015. Premier Wen Jiabao said in a speech at the Fifth Plenary Session in Beijing 6th March 2012[3]:




    2012 is an important year for the 12th Five-Year Plan period and the last year of the current administration. We should accelerate the transformation of economic development model and adjustment of economic structure, strengthen self-innovation and energy saving and emission reduction, and facilitate socialist economic, political, cultural, social and ecological development in an all-round way.




    Premier Wen Jiabao noted that the expected annual growth of GDP this year will be 7.5%, which, although slightly lower than that of last year, is in line with the targets of the 12th Five-Year Plan. It will guide each region and department to focus on accelerating the transformation of economic development model and raising economic development quality and benefits to achieve long, high-level and better development.




    We will make new progress in areas such as industrial restructuring, self- innovation, energy saving and emission reduction (…) We will keep on the implementation of a steady monetary policy, and keep on strict control of the loans to the industries with high energy consumption, heavy pollution or excessive productivity. We will achieve better combination of keeping steady growth with controlling price, adjusting economic structure, benefiting public welfare, promoting reform and facilitating harmony.




    To summarise, the Popular Republic of China is expected to continue growing, although at a slower pace compared to the last 25 years. With a population of over 1.3 billion people, it is surely going to surpass the US GDP within a few years, a fact that is perfectly natural due to its much larger population. In addition, several factors are challenging China’s economy and they will have to be dealt with in the coming years. The following sections analyse in depth the accession of China to the World Trade Organization, the economic variables that influence the attractiveness of the Chinese marketplace (such as income, employment, an expanding middle class), and the challenges China faces in the future.




    2. China, the most populated country in the world




    The population of China was approximately 1,347 million people in 2011, around 30 times the population of Spain. As such, China is the most populous country in the world, accounting for more than 20% of the world’s population. By 2016 the population is expected to be 1,380 million people, compared to 47 million in Spain (estimates carried out by the IMF[4]). In Figure 5 we can appreciate both the evolution and population difference between the two countries.
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    While the population of Spain has grown at a rate of 18% in the last twenty years (1996-2016), in the same period the population of China grew at a slower pace, at 12% over the time period. However, if we consider the absolute figures, the growth in China means that for every year, in the period 2000-2016, the total population increases by 6 to 8 million people.
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    It is of special relevance in the case of China to establish a clear difference between the rural and urban population. While the majority of the population (55.1%) is still rural compared to the urban population (44.9%), the intense migratory movements leads us believe that by 2035, 70% of the population will be living in the five largest urban areas: Shanghai (18.9 million), Beijing (16.7), Canton (7.8), Tianjin (11.8) and Chongqing (28.4)[5].




    That means that the urban population—with access to products and services, with needs to be fulfilled and with considerable purchasing power—will grow from being around 600 million people at present to 1,000 million in the next 14 years.




    To summarise, we can conclude that population growth accounts for an increase of 6-8 million people annually (80-100 million people in the next 14 years), but more importantly, some 400 million people will move from rural to urban areas in the same period of time.




    At the end of 2012, the total employed population in China was over 800 million people, of whom around 128 million were employed in urban areas. According to the National Bureau of Statistics, the unemployment rate was 4.1%. This figure has been questioned by some surveys, which believe that the figure does not really reflect the real situation. Active population accounts for 59% of the total population (quite a low figure if we compare it with developed countries, where it stands around 65%). The primary sector, which accounts for 11% of the GDP, employs 40% of the workers, indicating that productivity is very low in this sector. The secondary sector accounts for 27% of employment, while services employ the remaining 33%. To a certain extent, the growth of employment and productivity in China comes from the migratory movements from low productivity rural areas to urban areas, where activities are more productive.




    As we can see, migratory movements towards urban areas, combined with the increase in wealth in these areas, represent a new world of opportunities in terms of market growth that are currently taking place and that can be expected to continue in the future.




    In 2011, the proportion of urban population stood at more than 50% for the first time ever. Statistics show that from an urban population of 18% in 1978, it reached 51.3% in 2011. Figure 3 shows clearly the growing importance of the urban population over the whole, mostly since the 1980s.
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    Migration policy in China since the revolution has evolved significantly. According to Webber, Wang and Ying[6], the period 1958-84 was one of restricted migration, since industrialization was unable to absorb all the peasants who had migrated to the cities. People could only move to cities if they had an employment certificate, were enrolled at a university or had specific permission from the immigrating city. Since 1984, migration has been partially restricted. Peasants could migrate to market towns if they had savings, could provide their own accommodation or had managerial skills (they had to prove they had worked at a firm for several years). Such people could become legal town residents. More recently, however, mostly since 2000, several provinces have begun to lift restrictions controlling migration. For instance, Guangdong province, according to the above mentioned authors, has completely removed all controls. Other provinces, such as Zhejiang, Beijing, Shanghai or Anhui have relaxed their restrictions over people mobility.




    The main migration stream is, as one could expect, from the rural world to the cities. “Now, in rural areas of the centre and the east of the country, it is hard to find a household from which at least one male has not worked in a city, at least temporarily”11.




    As peasants move to the cities, they shift residence, at least temporarily. But, even though they live in the city most part of the year, they mostly keep their registration in the village where they come from, because they prefer to remain tied to the land. In fact, they continue to do part-time farm work, helping the family that has stayed in the country. As a consequence, there is a mismatch between the location where they are employed (the city) and the location of registration (the village). Therefore, information about the rate of migration is scarce. It is not easy to know exactly how many people live in rural areas versus urban citizens. It is very likely that urban figures are under-estimated.




    3. China is still the fastest-growing country of the major economies




    In 1980, the GDP of Spain was higher than that of China. As we can appreciate in the Figure 4 below, the situation changed in the 1980s when the Chinese GDP overtook that of Spain, and since then the gap has annually become more pronounced. Deng Xiaoping, the leader considered to have led China towards a market economy, is responsible for the economic reforms. In fact, his reputation is as “the architect” of a new brand of socialist thinking: he developed socialism with Chinese characteristics and led his country’s economic transformation through a series of reforms that became known as the “socialist market economy”. Deng’s initiatives included the opening of China to foreign investment, the global market and private competition.




    The goals of his reforms were summed up by the “Four Modernizations”: agriculture, industry, science and technology, and the military. Deng emphasized that socialism does not mean shared poverty and therefore he allowed the entry of competition of market forces. In his famous quote “It doesn’t matter if a cat is black or white, as long as it catches mice”, he referred to the dilemma of communism versus capitalism. History has given him the credit for developing China into one of the fastest growing economies in the world for over 30 years and raising the standard of living of hundreds of millions of Chinese.




    





    [image: ]





    





    China´s GDP in 2010 was 5,800 billion US$, second in the world after the USA (14,600 billion US$). It has only been in the past few years that China´s GDP overtook that of Japan, Germany and France. China is still the most dynamic driver of growth in the world economy, with a growth rate of 9.2% in 2011. The growth target set by the Chinese authorities for 2011-2015 is 7% a year, which is below the recent trend. Estimates for the coming years are all around 8-8.6%, which means that the country continues to be the fastest-growing of the world’s major economies. Figure 5 below shows China’s contribution to world GDP, which has been over 8% since 2010. As parts of the world go into a recession, China’s contribution to global GDP consolidates itself.
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    To continue with the comparison between China and Spain, if we stated that in 1980 Spanish GDP was higher that the Chinese, by 2010 Chinese GDP was four times that of Spain. Estimates forecast that by 2016 Chinese GDP will amount to 6.5 times that of Spain. This is due to the astounding growth of the Chinese GDP: the average annual increase since 1990 has been 10%, compared to 2.3% in Spain. China has therefore grown at a speed five times that of Spain. We can see the annual growth details in the Table 3 below:
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    The picture changes when we talk about GDP per capita, the unresolved (or one of the unresolved) matter for China. It is estimated that by 2013 the GDP per capita of China will more or less represent the same as in Spain in 1980. It will only get to 5000 US$ per capita by 2012, but it is undoubtedly growing at a very stable and unmistakable pace. In fact, if in 1980 the GDP of a Spanish person was 30 times that of a Chinese, by 2016, it is estimated it will be only four times as big. Still a remarkable difference, no doubt, but significantly lower all the same (see Table 4).
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    Considering how diverse China is and, more in particular, the great difference between rural and urban areas, we can probably say that the 8,000 US$ per capita estimated for 2016 will not be very equally distributed: the one thousand million inhabitants concentrated in the main cities will probably account for most of the wealth, while it is estimated that the remaining 600 million living in the rural areas would hardly benefit from the per capita increase.




    GDP per capita in China is projected to grow by 10%, and even quite possibly to 20% or 30% year on year and it is forecast that it will continue to follow IMF estimates until 2016, although perhaps at a slower pace (around 9-10%), which is, nonetheless, a marked increase (compared with Spanish growth projections of 2 or 3% annually).
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Figure 6. Evolution of GDP annual growth, 1980-2016, China and Spain (%)
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‘Source: IMF, World Economic Outlook Database (WEO), 2012, and own calculations.
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Table 2 The Popular Repubic of China: A selection of key indicators
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Figure 4. Evolution of GDP in China, Japan, USA and Spain, 1380-2017 (illons of USS)
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Table 4. GDP per capita, current prices. US$

GDP per capita, current prices. US$
China Spain
1980 205 6,005
1985 290 4,600
1990 341 13,408
1995 601 15,164
2000 946 14,464
2005 1,726 26,305
2006 2,064 28,244
2007 2,645 32,468
2008 3,404 35,364
2009 3,739 32,030
2010 4,382 30,639
2011 4,833 32,176
2012 5,321 32,947
2013 5,917 33,730
2014 6,589 34,601
2015 7,316 35,539

Source: IMF, World Economic Outlook Database (WEO), 2012. Estimates start after 2011.
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Figure 2a. Evolution of Population: China, Japan, USA and Spain 1980-2017. In millions.
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Table 1. Summary of methodology for the survey

Concept

Dates.

Date of the survey launching

January 2012

Dates of reminders

15" February | 1 March | 15" March 2012
Some preliminary results were sent to all to
encourage further answers in May. Telephone
follow-up was carried out throughout the period.

Population 360 firms from two databases: Spanish firms
belonging to the Spanish Chamber of Commerce
in China plus the ICEX Database of Spanish firms
in China.

Sectors ‘All sectors are represented, from industrial

products, construction and civil engineering to all
types of services.

Location in China

‘Al firms in China are considered, regardless of the
geographic area, although three areas are more
represented: Pearl River Delta (Beijing Area),
Yangtze River Delta (Shanghai Area), Bay of Bohai
(South of China).

Collaborations

Different institutions have helped to encourage
answers, namely Casa Asia and different
Chambers of Commerce.

Number of questionnaires sent

360

Number of answers received

78 (i.e. 21.6% of the total)

The survey represents the total population of
firms, in terms of sector, size and geographical
destination.

Source: author
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Figure 5. World growth rate and China’s contribution to world GDP, 2000-2012
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Figure 7. Evolution of GDP per capita, China, Japan, USA and Spain, current prices, USS.
1980-2017
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Figure 3. Evolution of ural and urban population in China, 19505-2010
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Table 3. Evolution of real GDP annual growth (in %)

‘GOP Annual growth (in %)
Estimates start after 2011.
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2000 54 s

2005 13 36

2010 104 01

2011 52 [

2012 55 16

2015 55 18

2016 55 17

Total growth 2660 596

Average
annual growth 102 23

“Source: IMF, World Economic Outlook Database (WEQ), 2012, and own calculations.





OEBPS/Images/FIGURA2.jpg
Figure 2b. Evolution of the annual population growth in China 1980-2014 (in thousands)

Source: IMF, World Economic Outlook Database (WEO), 2012. Estimates start after 2011
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‘Figure 1. Collection of qualitative data through interviews with experts.
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