China and Europe, a threat or chance?
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Introduction




N
owadays, Europe grows, new members have just joined and new members will join shortly. One of the main reasons for Europe’s expansion was to protect the economy. Europe needed cheap labour, and this was not to be found in Western-Europe as it used to be before. With the expansion of countries in Eastern Europe, Europe was trying to protect against the other big “players” in the world. For a long period of time the United States was dominating the world’s economy. But Europe grows and makes good progress the last couple of years. And don’t forget about China. According to data compiled by M&A Asia which was recently released in a report by PricewaterhouseCoopers in Hong Kong, the first three months of this calendar year the value of M&A deals in China was $12.3 billion, representing a jump of no less than 55 per cent compared with the same period in 2003 (The China Challenge: Opportunity & Risk in the World's Fastest Growing Market, 2004, z.j., para 1) China is definitely the fastest growing market in the world. Although the quality of their products is still considered low, they learn fast and have the ability to innovate. Should Europe fear this growth? Will Europeans lose their jobs although the Union recently expanded with several new countries to protect the economy? And how big is the “threat” China basically? Or should Europe take advantages of a growing market in China? In this literature research 
I will try to investigate this threat and come up with ideas for Europe to protect its economy. 
Central question and sub-questions

The central question for this research will be:

How big is the (economic) threat of China, and what should Europe do to protect its position?


In order to find the answer on this question I will need to find out how China performs compared to Europe, what the possible threats are and what possible solutions could be for Europe to solve this “problem”. 


I will use four sub-questions to investigate:

1 : How is Europe’s (economic) position in the world at this moment?

2 : How is China’s (economic) position in the world at this moment?

3:  What are the main threats for Europe’s position in the world, mainly keeping China in mind? 

4 : What should Europe do to protect their economy?

How is Europe’s (economic) position in the world?

1.1 Introduction


  
C
urrently, Europe is one of the big players in today’s world economy, together with Northern-America, and East-Asia. Europe always had a strong economy in the world. Even though the term “Europe” formerly did not exist in the early years, many important inventions took place during the Industrial Revolution, which started in Britain.  The development of steam power for railways and textile manufacturing created a booming economy in Europe.
 
But why did this all happen in Europe and not in any other part of the world? This question still remains unanswered. Many historians have different views on the fact that the revolution started in Europe. Why not in Asia? China was said to have the same abilities to force an industrial revolution. But the fact that in these days the per capita income was relatively low in China and other large countries gave Britain and the rest of Europe a lead. Below a table shows the estimates of the structure and level of income in England ca. 1290 and 1688, according to Campbell and Williamson (in percent). 
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Figure 1.1  Estimates of the structure and level of income in England ca. 1290 and 1688 
(Luiten, Jan van, Cobb-Douglas in pre-modern Europe, 2004, p. 8)


Basically, the position of Europe was secured in these early years. Still, Europe is one of the biggest economies in the world. Mark Elvin, Research Professor of Chinese History at the Australian National University in Canberra argues that China was in a high level equilibrium trap in which the non-industrial 
methods were efficient enough to prevent use of industrial methods with high costs of capital.
 In the chapter about the Chinese economy I will further explain Elvin’s theory. 
1.2 History and development


Europe, as we know it by now, started in 1951 by introducing the “treaty of Paris”. Six countries in Europe (Belgium, Italy, Luxembourg the Federal Republic of Germany, France and the Netherlands) set up a common market for coal and steel. Basically, to make it easier to trade these products among the several countries. Moreover, the ECSC was founded to protect Europe against a new war and to have the ability to  “have an eye” on Germany as a potential threat. 


A new treaty, the treaty of Rome, recognised the need of progress in further integrating Europe: 

"It shall be the aim of the Commission to promote close collaboration between member states in the social field, particularly in matters relating to employment, labour legislation and working conditions, social security, protection against occupational accidents and diseases, industrial hygiene, the law as to trades unions, and collective bargaining between employers and workers".


At the end of the 50’s the six member states decided to create a European Economic Community, the EEC. This community was an improvement of the existing ECSC. Some time passed before the EEC became a true free trade area. In the early 60’s, Europe was doing well economically, the bad period after the war was almost finished and Europe needed more and more goods to satisfy their citizens . Furthermore, in July 1968, all tariff barriers were removed within the six member states, which made it even easier to trade between member states. In the table below it is clearly shown, that import and export increased after removing the tariff barriers. 

	
	
Import

	
	
Export

	
	
1960
	1970


	
	
1960
	
1970

	
Germany
France
Italy
Netherlands
Belgium & Luxemburg

EEG

	
29.9
29.4
27.7
45.8
47.9

34.4
	
44.4
48.9
41.9
55.9
58.9

48.4
	
	
29.5
29.8
29.6
45.9
50.5

34.5
	
40.2
48.8
43.0
62.0
68.5

48.9



Figure 1.2  Inter EEG trade as a percentage of the total foreign trade, 1960 and 1970 
Source : Eurostat
The EEC was a success; therefore other countries as Denmark, Ireland and the United Kingdom decided to join. Later the EEC signed conventions with the so-called “APC “countries, Africa, Caribbean, Pacific on aid and trade. During this period Europe’s main goal kept alive, namely, create a common security and economic
policy among the member states and strength the position of Europe in the worldwide market. 
 
In the seventies, due to economic benefits, more countries decided to join the European Union. After the democratic countries joined, the former communistic countries in the European region realized the need of a democratic system to get along with the new developments in Europe. Some countries such as Hungary, Poland and Czech Republic developed their infrastructure and tried to fight their former corruption. Important reforms were made to ensure joining the European Union. With luck, because in 2004, 10 new member states, mainly ex-communistic, were added to the European Union. In the table below the development of the several memberships from the beginning until 2007 is shown. 

	Date
	History of Countries' Membership

	25 March 1957
	Belgium, France, West Germany, Italy, Luxembourg, Netherlands, founding members

	1 January 1973
	Denmark, Ireland, United Kingdom

	1 January 1981
	Greece

	1 January 1985
	Greenland withdrew after gaining home rule from Denmark

	1 January 1986
	Portugal, Spain

	3 October 1990
	(The territory of the former German Democratic Republic as part of unified Germany also becomes part of the European Community)

	1 January 1995
	Austria, Finland, Sweden

	1 May 2004
	Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia

	1 January 2007
	Bulgaria, Romania



Figure 1.3  History of Countries’ Membership
(Source: Wikipedia.org)

As you can notice in the table above, the most recently joined countries are Bulgaria and Romania. Prior to the process of joining, much contradiction among the several member states took place. One thought that the countries have not made enough effort to repulse corruption. Furthermore, many people thought expanding the European Union with these “poor” countries was a threat, as their citizens might search for better paid labour in the existing member states. In contrary, others think that these poor countries offer stable and cheap labour within the European Union. Nevertheless, new countries always create a new area to sell products. For example; Romania has a potential of 22 million customers, In 2004 the Romanian economy reached a record growth of 8,3 percent of the GNP – and in 2005 about 4 percent (“Vijf redenen voor en tegen Roemenië en Bulgarije bij de EU”, 2006, page 2). 

1.3 Currently


The 6th of November the European Commission proposed its research on the European economy and its development. In the years before, Europe attempt a lot to encourage the economy. Economic reforms and budgetary consolidation were important to the European economy. Policies on investment, knowledge and understanding the need of increasing labour finally become noticeable.  “After years of disappointing results, the European Union economy in 2006 will be at its best since the beginning of the decade and is expected to grow at around potential in 2007 and 2008. This shows the benefits of economic reforms and budgetary consolidation in an environment of a strong global economy and ought to encourage Member States to pursue on what is the only road capable of delivering strong and better growth and more jobs” said Joaquín Almunia, the Economic and Monetary Affairs Commissioner (“European commission: Autumn economic forecasts”, 2006, page 2).

In 2006 the economic growth will reach 2.8% in the EU and 2.6% in the Euro area. Unemployment, inflation and deficits are all on a downward path. “Overall, the EU is expected to create 7 million new jobs over the period 2006-2008, including 5 million in the euro area. This is almost twice the rate of job creation that was seen in the euro area in the previous three-year period and ¾ higher in the EU as a whole. As a result, the employment rate is expected to reach 65½% in 2008, up from 63¾% in 2005” (“European commission: Autumn economic forecasts”, 2006, page 3).
second figures show the development of the GDP and employment in the European Union. 

1.4 prospects


The main problem in Europe is that many people simple stay on the side of the working process. Europe is known for their social security system. Of course this is a good thing; it secures the people’s lives whenever they lose their job.  However, many of the social security policies in Europe are often described as “to easy”. For some people it is easy to be unemployed and gain money. This is why the European Union hopes countries to reform their social security systems to get more people to work. “Particularly difficult challenges for Europe include reducing the high level of structural unemployment, including youth unemployment, and increasing the relatively low level of labour market participation, particularly of older workers, that persist in European labour markets. Overall, there is quite a distance to bridge before Europe reaches one of the key goals that have been set in the Lisbon agenda, namely an employment rate of 70 %.” Said Jean-Claude Trichet, President of the European Central Bank in 2004. Basically, getting more people to work solves many economic problems. 
 
Other problems have to do with the inflation of the currency. These concerns for the European economy and its currency relate in particular to the development of the oil price, which may have a visible impact on inflation. A further upward risk, as it always has been a disadvantage of the European Union, relates to the evolution of indirect taxes and administered prices. 
This year the OECD in Paris, the Organisation for Economic Co-operation and Development, launched a report giving suggestions to improve the worldwide economy.
 
The following points were important for the European Union:

· the labour market in the Euro zone should be more flexible, people should be able to move freely in
the member states without protectionist rules,

· In some European countries, such as Britain, there should be invested more in regular education, as in these countries top education is only offered in private and expensive schools. 

On the other hand, after years of depression, the European economy is on its way up. The graph below illustrates the growth of the Netherlands, France and Germany after introducing the Euro. 
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Figure 1.4 Development of the European Growth 
(Source :Dutch TV NEWS : RTL Z Nieuws – 13-02-2007)


How is China’s (economic) position in the world?

2.1 Introduction




A
lthough the country is still communistic, several improvements in the economic system and a “free” market made China grow rapidly. In the late 80’s, China reformed the economy from a communistic based economy to a more market oriented economy. When former leader Mao Zedong died in 1976, a new leader came across, Deng Xiaoping. He formed the beginning of a new economical system. His idea,  “It doesn’t matter if the cat is black or white, the animal has to catch the mice” created a new liberal economic system. Several countries around the world are worried about the fact that China could be the next biggest economy in the world. Nowadays 
the United States and Europe have a big share in the world’s economy but China is on its way up. Numerous reports show China as one of the big players. It all started with production of cheap goods which made the country competitive among the rest of the world. Many people own products on which “made in china” is written. Cheap labour and technology were the main factors in gaining this position. 
Starting in the late 70’s, China took a lot of effort liberalising the market, they even created so-called “SEZ’s” in the late 80’s, special economic zones, where rules apply that are more liberal than in the rest of the country. Lower taxes for example. These zones were mainly created to attract foreign investors.
Chinese economic development is among the fastest in the world, and has been growing at an average annual GDP rate of 9.4% for the past 25 years (Khalid, 2005) To clarify China’s GDP grew about 400% between 1979 and 1998 (CIA World Factbook 2004) A growing economy normally has many advantages, but growing as fast as China does now, it can also cause serious risks. So should Europe and the rest of the world be worried?

2.2 History and development


China is known as one of the first centres of the world. In the world’s history China developed many products and was known for their high knowledge in art and science. Particularly in the rural industry, China was considered having a leading role. In fact, many of the products we use nowadays were invented by Chinese. But where did it go wrong? When did the Chinese development stagnate? And more important, why did it stagnate? And how was Europe able to take its leading role during the industrial revolution? 
 
A famous theory was written by Eric Jones in his book “The European Miracle” in which he explains Europe’s leading role in the world’s economy. According to Jones a “configuration of causes” led to the “European Miracle”. The economist discovered several economical, political, geographical and social differences, which were, according to him, the reasons for Europe’s growth and development. Firstly, the centralized character in China was one of the reasons. “independent bases of power and alternative states which might have made a different decision did not exist” he states in his book. Another important difference was that China had the opportunity to serve its own market, because it was big and diverse. In fact there was no need for territorial expansion as it was necessary in Europe. Another important reason was the “‘wreckage of central authority” during the middle-ages. The states and departments who were created back then in Europe, used cross-border trade to earn money. Furthermore, Jones claimed that Europe had already an advantage before the Industrial revolution; they were wealthier and had more capital and livestock. 
 
On the other hand, the theories of Jones are discussed widely; many people discuss the stated fact that Europe had an advantage beforehand. 
 

In his book “The Great Divergence: China, Europe and the Making of the Modern World Economy”, Kenneth Pomeranz discussed Jones’ theory. He doubts Europe’s different position before 1800 and states that the different “worlds” developed relatively similar. Pomeranz stated that there was not many prove for a  “‘quantitative advantage in western Europe’s capital stock before 1800 or a set of durable circumstances – demographic or otherwise – that gave Europe a significant edge in capital accumulation’.(page 33). Pomeranz argues that China’s disadvantages were mainly a lack of coal and other commodities. He describes this as “geographic good luck” (pg. 66). Furthermore, the explosive grew of the European population and both colonies and slavery were important factors. Pomeranz summarizes his theory as follows: “‘Thus, forces outside the market and conjunctures beyond Europe deserve a central place in explaining why western Europe’s otherwise largely unexceptional core achieved unique breakthroughs and wound up as the privileged center of the nineteenth century’s new world economy, able to provide a soaring population with an unprecedented standard of living’( pag. 297)

In his research for the Colombian University Professor Derk Boddle states that basically, some of Europe’s biggest inventions were “just” re-invented after the Chinese did.
  Products as printed books, the compass and a crank drive engine were all invented earlier in China. However, China did not take all of the advantages of their inventions. According to Mark Elvin, China was suffering from the “High-Level Equilibrium Trap”. 
The following quote is formulated in terms of handicraft cotton production, but could easily apply to the “main” problem of the stagnation.

 

Why at some point did the economy not generate a demand for cloth
that was rising fast enough to smash through the institutional and

structural barriers to invention? . . .  The Chinese economy as a

whole was caught in what may be called a high-level equilibrium

trap: a situation to which most of the usual criteria of

“backwardness” do not apply, yet characterized by a technological

immobility that makes any sustained qualitative economic progress

impossible. (Elvin 1972:170)

 The figure below shows how input results in output and where the Equilibrium Trap (ET) point is reached:
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Figure 2.1  The high-level equilibrium trap
(Source: Mark Elvin, "The high-level equilibrium trap: the causes of the decline of invention in the traditional Chinese textile industries" Stanford, Calif., Stanford University Press, 1972 )
In its simplest form, Elvin describes the trap in the following terms: technology had developed to the fullest extent possible (in agriculture and water transport, for example) without a discontinuous jump involving application of modern scientific inputs (Elvin, 1973, page 312). In essence, there was no need to develop new methods for production and rural activity. Labour was cheap and enough “hands” to do the work were available, in fact there was an oversupply in labour. Investing in technological innovation would not bring the advantages wished for. The figure represents output as a function of labour inputs for a given set of techniques of production.  Each curve Pi represents a different practice, or mix of inputs per acre (labour, capital, fertilizer; (Elvin 1972, page 171), For each level of labour input it gives the preferred output. This figure is an example of an agricultural production process, given that land is fixed, adding one worker to the production process increases the aggregate output, but less labour is already invested in the process. At one point in this figure, there is no need to add more labour to it to achieve the desired output. The maximum possible productivity is achieved at this point. 
 At this so called ET (Equilibrium Trap) point more labour would only result in less productivity. 
 
In the early days there was not much interest in Europe for other cultures. But except the theory on the High-Level Equilibrium Trap, the spreading imperialism
 in the world could be an important reason for China’s stagnation. Due to this imperialism, in which Europe had a huge part, China lost its leading position. Europe was expanding its power, not only in Oceania and Africa, but in Asia too. By territorial acquisition Europe gained power and knowledge all over the world. They both used their own knowledge and used other innovations from around the world. Therefore, they “picked the best of both worlds”.  While Europe was expanding, China basically stood still and Europe became more and more developed and overtook China’s domination in art and science. 
 
Many people have tried to explain China’s stagnation, the explanations before were just a few of the known theories around the world. 

2.3 Currently


Currently China is making progress each and every month. Their economy is growing 10 percent on average each quarter of a year. Cheap labour and growing knowledge are the key factors for China’s success. The Chinese export is growing rapidly as well, in 1978 the export was “just” worth 20 billion dollar, but since the country’s export grew with 30% on average each year the grew resulted in the fact that since 2004 the Chinese export is larger than the Japanese export. Several other world economies fear the growth of China. However, the economy is growing too fast at this moment; people tend to believe that a growing economy is a good thing. Nevertheless, if an economy grows too fast, there will be an oversupply in money. People can easily get loans and investments are made everywhere. As there is plenty of money and the risks are low, people invest easily and do not take any risks into account. Furthermore, investments are made for a short time period which causes short time employment. Long time investments, and therefore a secure factor for employment are relatively rare. This could lead to serious economical problems. In the chapter on China’s position related to the European Union, the Chinese risks will further be discussed. 

2.4 Future prospects


Although there is a definite question mark on the Chinese economy, the future prospects look fairly impressive. According to the British Newspaper the Economist, the Chinese economy will keep growing for the next couple of years. However, the enormous growth shown in the first years of the 21st century will slow down. Where the GDP growth used to be around 10% on average, in 2011 prognoses tell us that it will lower down to about 7.6 %.  Below is a table from Economist Magazine which shows the prospects for the coming years. 
	Key indicators
	2006
	2007
	2008
	2009
	2010
	2011

	Real GDP growth (%)
	10.5
	9.5
	9.0
	8.3
	7.9
	7.6

	Consumer price inflation (%; av)
	1.4
	2.5
	2.7
	2.8
	2.7
	2.6

	Budget balance (% of GDP)
	-0.8
	-1.6
	-1.8
	-1.7
	-1.7
	-1.6

	Current-account balance (% of GDP)
	7.8
	7.2
	6.3
	5.0
	4.2
	3.3

	Commercial bank prime rate (%; year-end)
	5.9
	6.2
	6.4
	6.4
	6.4
	6.4

	Exchange rate Rmb:US$ (av)
	7.97
	7.62
	7.46
	7.35
	7.23
	7.10

	Exchange rate Rmb:¥100 (av)
	6.86
	6.67
	7.48
	7.68
	7.73
	7.73



Figure 2.2  Future prospects on the Chinese economy
(Source: The Economist  Intelligence Unit, febr. 2007)

In addition, according to the World trade Organisation (WTO), China is considered the third exporter in the world. The Chinese export increased around 35% last year, where one third consisted of electronics, which grew with almost 50%. But many countries around the world are creating “protectionist” measures to lower Chinese import products in their countries. Such as an extra import tax on Chinese shoes in February 2006. 
The Trade Commissioner has recommended provisional duties of 19.4% for China and 16.8% for Vietnam. 
Should Europe consider China as a threat or an opportunity?

3.1 Introduction



W
hile reading newspapers, the “threat” of China is often discussed. Some authors believe Europe needs protective measures. Others doubt the threat of the China but nevertheless feel the need to have a solid, transparent economic system in the EU to compete with an upcoming Chinese economy. An old saying tells us “transform a threat into an opportunity”; perhaps this is a good solution? But it is very important to explore how, and if China is a threat for the European economy. Luckily, the European Union is quite strong at the very moment, especially the expansion with new member states created more opportunities as threats. Europe’s newly joined member states offer cheap labour to compete with China. But in brief, what is it that Europe should be afraid of, and what are the strengths for now and in the future?
In global marketing, many businesses are compared and analyzed using a SWOT analysis. An acronym for the analysis of a business’ strengths, weaknesses, opportunities, and threats. It involves monitoring the marketing environment internal and external to the organization or individual. The technique is credited to Albert Humphrey, who led a research project at Stanford University in the 1960s and 1970s using data from the Fortune 500 companies. Several aspects are compared to analyze the business in its environment. So why not use this model to analyze a country’s position? 
Every important business aspect can be used to compare countries as well. Therefore I will perform a SWOT analysis for both China and Europe and compare the countries’ current position. 


3.2 SWOT analysis - Introduction



Since a SWOT analysis is typically used in businesses or product analyzing, my method of using this analysis for China and Europe might need some explanation. 
In the following analysis I will compare the main strengths, weaknesses, opportunities and threats. Whenever the term “market” is used, there is mainly referred to the country’s market as a whole. Using the term “threat” is basically based on a threat from the competitor country/world part or an internal country factor. A business analysis is usually based on several competitive firms, whereas in this SWOT analysis, Europe and China are each other’s competitors. On the following pages, China and Europe will briefly be compared; thereafter the briefly mentioned statements that need further explanation will be clarified with facts and figures. Therefore, this analysis will create a detailed overview of both China’s and Europe’s current position in the world’s economy.
 
In the last chapter of this report, “what should Europe do to protect and secure its position”, several suggestions for Europe will be specified and explained by using the main threats and opportunities of the previously done SWOT-analysis. 


	criteria examples

Competitive advantages? 




USP's (unique selling points)? 


Resources, People? 




Experience, knowledge? 


Financial

Innovative aspects? 



Location / geographical? 




Price, value, quality? 



Cultural, attitudinal, behavioural? 



	Strengths

WEF’s competitive ranking,
“late comer” advantage,
large domestic market, cost advantages

Cheap(er) products

Many resources, many people, cheap labour 




Advantage of ability to “learn”

Booming economy 


Fast and rapid production 



Large domestic market 




Prices are first priority


Hard workers, work is an important aspect of the Chinese life. 


	Weaknesses
Quality, growth will stop somewhere.  



Quality not always as good 


Labour migration is a high risk
Competitive salaries in the rest of the world. 

Overall knowledge still low 


Booming economy 


Fast and rapid, therefore less innovation.  


Still far away among other countries, shipping costs and import taxes. 


Quality does not have enough priority.

After a while, especially when knowledge grows, the Chinese people will look abroad.  Relatively low on the “Ease of doing business index”


	criteria examples
Market developments? 


Competitors' vulnerabilities? 


Industry trends? 


Technology development and innovation? 


Global influences? 


New markets? 


Geographical, export, import? 



New USP's? 


Partnerships

	Opportunities

Domestic market
Still expensive 


Don’t copy but create

Knowledge growing, learning 



Worldwide economy is getting better.   


Focus on domestic market 


Technology sector is growing, Asian market still not large enough. 
 

Better quality, own development

Partnership with other Asian countries, could help growth. 
	Threats
Eastern European markets

Better quality and high knowledge 


Others create as well 


We will always have the disadvantage of being “late” 

Many protectionism

People have less money 


Other Asian countries are afraid and use protectionist measures. 
Europe could be ahead of us. 

Relational problems with for example Japan. 


3.31 SWOT analysis China - Explanation



The above table contains a brief SWOT analysis using some of the most important strengths, weaknesses, opportunities and threats. Below, the several aspects will be explained and clarified. 

Strengths & Weaknesses

Competitive advantages? 

In the WEF Global Competitiveness Report 2001-2002, China was ranked at 39, out of 75 fives countries. This report "assesses the ability of countries to provide high levels of prosperity to their citizens. This in turn depends on how productively a country uses available resources. Therefore, the Global Competitiveness Index measures the set of institutions, policies, and factors that set the sustainable current and medium-term levels of economic prosperity." (Global Competiveness Network, 2006) However China tends to slow down this trend by dropping to the 54th place. Nevertheless, this is still quite a good place among the other 125 countries. Moreover, China has the so-called “late comer” advantage; other countries tend to invest in education and innovation, as seen in the WEF report, whereas China basically copies it. In a seminar on Asian competitiveness held on September 30, 2002 in Malaysia Dr. Shi-Ji GAO summarized this as follows:

– Less uncertainties with proven technological trajectories

– Technology development process can be compressed

– Localization of technology required in some cases

– Technological leapfrogging or path-creation
In addition, China has a large domestic market, so when the GDP rises, people will definitely spend more on products in their own country. Finally, China has the advantage of many cost advantages, mainly cheap labour and cheap resources. The tables below show the average earnings in several countries using Germany as the average for Western Europe.
  Median gross weekly private sector earnings: eastern Europe * (February 2006)

	Country
	Weekly pay in euros †
	Index: Germany = 100 

	Bulgaria
	37
	5

	Croatia
	182
	25

	Czech Republic 
	145
	20

	Estonia
	104
	14

	Hungary
	135
	19

	Latvia
	68
	9

	Lithuania
	89
	12

	Poland
	147
	20

	Romania
	66
	9

	Slovakia
	113
	16

	Slovenia
	247
	34



Source: FedEE, Pay in Europe 2006 **
Median gross weekly private sector earnings: alternative production centers (February 2006)
	Country
	Weekly pay in euros †
	Index: Germany = 100

	India (directly employed regular workers) 
	22
	3

	China (urban workers) 
	34
	5

	Russian Federation 
	56
	8

	Brazil (Rio de Janeiro) 
	85
	12

	South Korea 
	475
	66



Source: National statistical offices and economic agencies
As you can notice, there are great differences between the several countries. Indian and Chinese labour belong to the lowest in the world. But potential member states as Bulgaria, which offers cheap labour, create opportunities for Europe. However, except the strengths of China, some marginal notes should be explained. China will definitely need  to create a “backup” when the growth is slowing down. At this point, the economy’s main-spring is growth.  Furthermore, having higher quality products is a necessitate . And the image around the world on Chinese products will need some improvement. Also China should not forget about the Indian threat, they offer both high knowledge and cheap labour. 
USP's (unique selling points)? 

The unique selling points create both the strength and the weakness, cheap products but low quality. 

Resources, People? 

China owns many resources, many people and cheap labour. However, labour migration can be considered as a significant risk. Other countries could offer competitive salaries for highly educated Chinese. 


Experience, knowledge? 

Less experience, but having the “late-comer” advantage will provide the ability to learn from others.
Overall knowledge is low, main-spring is simple work, but the government is investing in education. 


Financial

A booming economy is both a strength and a weakness. For a long time, China’s average growth is about 10% each year. This is excellent for the domestic economy and consumer behaviour. However, this growth affects that innovation and investments tend to lower down. Therefore the Chinese government tend to slow the economy by raising the interest rates. (RTL Nieuws, 2006, China wil groei temperen met renteverhoging)

Innovative aspects? 
China offers fast and rapid production, however this does not attract innovation. In the textile industry China rapidly copies and export products for the European Market. The European Commission investigates this and  proposes an import quota on Chinese textile as it is disrupting the market. An official memo of the European commission answers on the question: Why has the Commission decided to propose the use of the urgency procedure? “The Commission is currently undertaking a market disruption investigation into a surge in textiles exports from China in nine categories of textiles products. In two of those nine categories evidence of serious damage has become so clear that the Trade Commissioner believes it is necessary to advance immediately to formal consultations with the Chinese. The guidelines that the Commission published on April 6 for the use of the Textiles-Specific Safeguard Clause written into China’s 2001 Accession Protocol to the WTO allow for this if, even before the investigation is completed, it is deemed obvious that serious market disruption and irreparable damage to EU industry would occur if action is delayed.”

Location / geographical? 

China’s domestic market is one of the main strengths of the country. With over a billion potential customers the own country is fairly an attractive market. However, exporting products to Europe and the US comes with shipping costs and imports taxes. 

Price, value, quality? 

As for some of the other aspects in this SWOT analysis, pricing is one of the weakest points in China’s worldwide position. Prices have the highest priority in the production process. Quality could be better. 
An important example is the Chinese automobile industry; these cars simply do not meet the high standards which European and Japanese cars have. Last year, the first Chinese car to enter the European market got the worst test results ever in Europe. The people that tested the car calculated that a driver would be unlikely to survive a collision at 70 km/h, and in a side-on collision at 60 km/h the driver would suffer severe head and chest injuries due to a lack of side protection.“This car seems to belong in the 1990s in terms of engineering,” said Chris Patience, head of technical policy at the AA Motoring Trust. “We will wait for the official Euro NCAP results, but if it really is that bad we hope people will think very carefully before buying this car.” (Chinese 4x4 gets zero in safety test, 2006, Times Online)

Cultural, attitudinal, behavioural? 

Although the Chinese are considered to be loyal and hard workers, which is one of the strengths, cultural differences can be difficult for foreign investments. In the Ease of Doing Business Index created by the World Bank. China scored relatively low (place 47) compared to most European countries. Certainly, it was a long way for China, and several reforms made this position possible. But for a competitive advantage, a higher ranking is essential. In the appendices you will find a detailed coloured map showing the ease of doing business in several countries around the world.   Higher rankings indicate better, usually simpler, regulations for businesses and stronger protections of property rights. (“Ease of Doing Business Index”, 2007, para. 2) However, the World Bank named China as being one of the top reformers in the last years among Georgia, Romania, Mexico, Peru, France, Croatia, Guatemala, Ghana, and Tanzania. Research shows that the effect of improving regulations on economic growth is very strong. To give an impression, the table below shows last year’s top 10. 
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  (Source: “Ease of Doing Business Index”, para. 5)

Opportunities & Threats

Market developments? 


Development and growth is mainly seen in the domestic market and the rest of Asia. However, China should strengthen its relationship with other Asian countries such as Japan. Although the relationship between the two countries is getting better every day, improvement is needed. The anti-Japanese sentiment is considered a significant problem. For example, talents are unwilling to work for Japanese companies and trading issues occur frequently. “Experts point out that if the Chinese and Japanese leaderships still fail to come up with resolute political decisions the possibility cannot be excluded that the China-Japan relations may transform from "chilly politics and hot economics" into "chilly politics and cool economics”.( “Article alerts China-Japan relations to changes”, 2006, People Daily Online)

Competitors' vulnerabilities? 

China competes on price, but Europe strengths its position with the joining of Eastern European countries, as they can offer a cheap production process as well. A threat for China is the high(er) knowledge in the European countries. 
Industry trends? 
An opportunity for China is to create own products and not copy as they do now. This needs improvement in the educational system and government policies on (foreign) investment. More investments will lead to more research and therefore innovation, which are competitive advantages.
Technology development and innovation? 


An opportunity is to create an advantage by letting the overall knowledge in the country grow. Furthermore, China can learn of other countries because they have the advantage of “being late”. Which is also a disadvantage because other countries can be first in creating new good selling products. Be “on time” not “late”. 
Global influences? 

The worldwide economy is getting healthier, especially in Europe and the United States, this is an opportunity. A threat could be the use of protectionist measures in the rest of the world to secure the own economies. 

New markets? 


China should focus more and more on their domestic market. They tend to concentrate on foreign markets. But strengthen the position in Asia (Japan) could provide many opportunities. 

Geographical, export, import? 

The Chinese technology sector is growing, but the size of the Asian market needs improvement.

New USP's? 

High quality products, relatively cheap. But beware of Europe and especially Eastern-Europe. 

Partnerships

Partnerships with other Asian countries still need perfection. Moreover, protectionist policies of Europe, such as import taxes, can be minimized by lobbying of the Chinese government and European companies.  

	criteria examples

Competitive advantages? 



USP's (unique selling points)? 


Resources, People? 




Experience, knowledge? 


Financial


Innovative aspects? 



Location / geographical? 



Price, value, quality? 



Cultural, attitudinal, behavioural? 



	Strengths

Euro-area, one currency, different markets. Stronger than the dollar. 

High knowledge, quality products. 

High knowledge, satisfied people.
People can easily move.  


Good education, high knowledge


Strong currency, economy is on the way up again. 

Innovation is high


Europe as a market, 
countries are close to each other. 

High quality products, European image is good in the world. 

Positive “Europe” attitude is growing in many countries. 

	Weaknesses
Countries may suffer of European policy.  



Expensive products.  


Dependent of others for resources. People can easily move. 


Others can imitate. 
Strong currency, expensive export. 

Different VATT-tariffs

Development takes time


Still far away among other world parts, shipping costs.

Prices can be lower


Former Europe countries tend to be more negative

	criteria examples
Market developments? 


Competitors' vulnerabilities? 


Industry trends? 



Technology development and innovation? 


Global influences? 


New markets? 


Geographical, export, import? 



New USP's? 


Partnerships

	Opportunities

European market
Quality

More and more in the tertiary sector. 


Be ahead of the rest of the world 



Worldwide economy is getting better

New member states 


EMU, free trade union 
 


Cheaper pricing, be competitive

European Union, new member states. 

	Threats

Eastern European markets

Cheap 


Other cheap labour countries with knowledge (India)

Other countries could pass us 


Environmental issues

These people have less money 


Not only products but also people can freely move

Can they be competitive?

Citizens should support the European Union as a whole. For example the European constitution.  


3.41 SWOT analysis Europe - Explanation

The table on the previous page contains a brief SWOT analysis using some of the most important strengths, weaknesses, opportunities and threats. Below, the several aspects will be explained and clarified. 

Strengths & Weaknesses

Competitive advantages? 

The most important competitive advantage of the European Union IS the European Union. Different countries that have a free trade union, free movement of products and people and share one currency. However, policies made by the European Union can sometimes affect local policies. 
USP's (unique selling points)? 

Except for the fact that European products have a good image around the world; Europe is known for quality brands and products. Appreciated airlines, car brands and more famous worldwide quality products. On the other hand, these products are mostly more expensive than others. As Europe has a competitive advantage by providing high quality, prices can be slightly higher. However, Eastern-European countries and Asia are on their way to compete.

Resources, People? 

Except for high knowledge in Europe, people are considered fairly satisfied with their lives. British magazine the Economist performed a research according the “quality of life” in most of the countries worldwide. Best country was Ireland because “the country's combination of increasing wealth and traditional values gives it the conditions most likely to make its people happy”. All but one of the top 10 were European countries.

Experience, knowledge? 

Europe owns the best universities in the world and knowledge is everywhere. Problem however is that instead of being ahead of the others Europe has a chance of getting behind. Other countries such as the Asian countries and India invest lots of money in their educational systems. When knowledge is increasing, these countries can offer high knowledge for less money. Therefore many ICT companies outsource their work to India for example. 

Financial

After some years of depression in the European area, the figures show that Europe is on its way up again. Having one strong single currency is an advantage for import, but can be a disadvantage for exporting 
products. The figure below illustrates the development of the Euro since the introduction. 

[image: image5.png]‘swzam



. 

Figure 3.4 The Euro on its way to reach $1.30  
(source: Dutch News : RTL-Z nieuws, November 2006)

Innovative aspects? 

For the fourth year in a row, the innovation gap between the US and the EU has decreased. The countries in Scandinavia and in Switzerland continue to be the innovation leaders worldwide. The new member states are catching up with the rest of Europe. Every year the European Commission conducts a research among several countries in the world to find out about the innovation in these countries. Typically, the European countries score high in this list. The European Innovation Scoreboard in 2006 grouped the countries as follows:

· Innovation leaders: Sweden, Switzerland, Finland, Denmark, Germany and Japan

· Innovation followers: UK, Iceland, France, Netherlands, Belgium, Austria, Ireland, US

· Catching-up countries: Slovenia, Czech Republic, Lithuania, Portugal, Poland, Latvia, Greece, Bulgaria, Cyprus and Romania 

· Trailing countries: Estonia, Spain, Italy, Malta, Hungary, Croatia and Slovakia
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Figure 3.5 : Innovation performance and recent trends (source: European Innovation Scoreboard 2006.)

Location / geographical? 

China’s domestic market is one of the main strengths of the country. With over a billion potential customers the own country is fairly an attractive market. However, exporting products to Europe and the US comes with shipping costs and imports taxes. 

Price, value, quality? 
The price is reasonable, but still rather expensive to export, the value and quality is high. Europe should take effort to lower prices. This could partly be accomplished by outsourcing the production process to countries in Eastern Europe. 
Cultural, attitudinal, behavioural? 

Especially in the newly joined countries a positive attitude according Europe exists, in the former member states people tend to be a little more negative. This attitude became clear when the Dutch and the French rejected the European Constitution in a referendum last year. Economic anxieties played a big role in the referendum campaign. Opponents of the constitution worried that it would enable low-wage workers from Eastern Europe to migrate to richer countries and “steal” jobs. Others complained that the constitution increased the odds that current Europeans have to send more money to Brussels which will be spend on poor EU member states.. 
Opportunities & Threats

Market developments? 


Europe as a whole is growing, new member states have just joined and potential member states such as Turkey are taking a lot of effort in reforming their countries policies and legislation to be able to join the European Union. Therefore the potential in customers is growing rapidly and a serious opportunity. In a way the new member states offer new customers but in general, these customers have less money to spend and can be a serious threat when “they” try to copy our products and offer it cheaper. 

Competitors' vulnerabilities? 

Europe’s opportunity is the quality of the products compared to Chinese and the experience with doing business in a free market. A threat is that China is able to produce cheaper and faster because of the high extent of labor and less difficult legislation. 
Industry trends? 
An opportunity for Europe, especially in Western-European countries is to focus more on the tertiary sector. Because of the cheap labor in other countries it is difficult to compete on producing products in the primary sector. Competition is everywhere. A serious threat while keeping focused on the tertiary sector is other countries with knowledge that are “up runners”. India for example is known for its high knowledge in ICT. 
Technology development and innovation? 


Europe should secure its position of being one of the most innovative parts of the world. The last reports show that Europe is doing great. However, Europe should watch carefully what other countries do and whenever it is needed, react rapidly. 
Global influences? 

The world’s economy is getting better at this very moment. But as well as in the rest of the world, environmental issues might be a risk for Europe. People and their governments are more aware of the environment and are willing to give up some economic benefits when it’s needed to save the environment. 
New markets? 


As in other points of this analysis, new markets are mainly available in the new member states. These people have less money to spend though.  


Geographical, export, import? 

The European Monetary Union, a single currency and free movement of people and products are one of the main advantages of Europe. Doing business and obtain employers among the different member states is uncomplicated. Europe should watch out for people going to other countries to earn more money. This could threaten the employment of the member state’s own citizens. 
New USP's? 


Cheaper pricing could be an opportunity; cheaper production processes are widely available in new member states in Eastern-Europe. But what if the new member states in Eastern-Europe gain knowledge and start competing with Western-Europe?
Partnerships

The most important partnership is of course the European Union itself and its newly joined member states. Still, a single policy and constitution is needed to do trouble-free business in Europe. Different rules and policies in different member states make it difficult to do business. China does not have these problems as it is just one country with a single policy.  

3.5 Conclusion



This SWOT analysis provides answers on both the Chinese and European position in the world. What are the strengths and what are the weaknesses? And furthermore, what are opportunities and threats? What can be noticed in the overall analysis, is that Europe lacks some strengths of China and vice versa. Cheap versus expensive, easy business versus more difficult, positive attitude versus negative attitude etcetera. However, some of the criteria meet, such as one single currency. 
 
As this report is based on China as a “threat” it is important for Europe to understand the competitive advantages of China and try to adapt to these. The SWOT analysis suggests that Europe should be more competitive, not only in product pricing but also in the labour market. Too many rules and legislation blocks Europe from being competitive. On the other hand, the booming economy and the lack of, or the disability of economy control in China blocks investments and innovation. For both parties there are several options available to solve their problems and create a better position in the world’s economy. In the next chapter I will give an advice to Europe on how to be ahead of China, based on the outcomes of this SWOT analysis. 

What are possible solutions for Europe to strengthen its position?

4.1 Introduction



I
n the previous chapter a SWOT analysis for both parties was made. The outcomes of the analysis provided several solutions for Europe to strengthen its position. As a part conclusion, Europe should not overestimate the threat of China but surely not underestimate it too. As the European economy is growing and the Union is positively expanding there are many positive effects noticeable. The important part is how to take care of these effects. In the last chapter of this report, I will give a 10 point plan to both strengthen and secure the European economy. What are the decisions that have to be made, what should Europe change and what are the most important opportunities in the coming years. And, fairly important, how to deal with it?

4.2 A ten point plan for Europe


Using the outcomes of the SWOT analysis I will provide a 10 point plan for Europe. The points are summed up and briefly explained with examples.

1: Take advantage of new member states
With new member states, mainly located in Eastern Europe, Europe should definitely take its advantages. Except for a new market and new customers, labour is cheap and possibilities for outsourcing in the Union are obtainable. Instead of outsourcing to China, or other Asian countries, and therefore provide them with an ability to grow, Europe better keeps it in the own area. First, it provides a solution for the problem of labour participation (more people get to work). Second, it helps the European economy to be more competitive (cheap products). It saves shipping costs, and helps economic interaction between member states. Furthermore, the “poor” countries take advantage and their GDP could increase. Which will in a certain amount of time lead to an increase of the average GDP of Europe. 
2: European integration should have more priority
The legislation and other policies of Europe have not always been clear. What is the legislation on country level and what are European rules? Integration of legislation is needed. Partnerships between European countries are a requirement. Having a better integrated Union provides a competitive advantage. Easier to invest in and easier to do business with. The EMU and free movement of people is a good step, but it could be taken further. 

3: Stress the need of the European Union among member states


The image of Europe is getting better. However, many people feel afraid of losing their national identity. The referenda for the European constitution did not work out very well. The Union should stress the need of integration. They should explain why integration is needed to strengthen the economy and give examples of what Europe can do for its citizens. Campaigns could be a useful instrument, but positive examples of what the European Union can do for you have more effect.

4: Legislation and policy should concentrate on worldwide competiveness


As said before, many legislation and policy is not as clear as it should be. Europe uses different tax systems, and has different legislation in the different countries. European legislation should therefore concentrate on worldwide competitiveness. Protectionism does not create more competition. Europe should think of policies to attract investments. And although the European countries are well represented in the “ease of doing business” index, Europe should try to improve the positions of the other member states. 
5: Flexibility labour market


In combination with a policy of integration, Europe should not forget to take advantage of the flexibility of the labour market. Especially in Western-Europe, labour is considered expensive. When outsourcing is not an option, companies can decide to “hire” employers from other countries. Europe should take advantage of this flexibility and should not create quotas or protectionist measures. 
6: Single VAT tariff
Why does Europe still has different VAT taxes? As prices adopt anyway while integrating, it would be an advantage to have a clear simple tariff. For example in internet shops, especially in this sector, the different VAT percentages are an obstacle. With a single tariff Europe makes doing business within the EU and overseas a lot easier. 
7: Social security system needs change
As told in the other chapters, the social security system in many of Europe’s countries is a great and positive thing. However, this affects the labour participation drastically. As said by both the OECD and several reports of the European Union; this should be reformed. Of course, people who cannot work should have government support, but anyone who is able to work should do something to contribute to the economy. 
8: Turkey should join the European Union

A lot of discussion is going on in Europe about Turkey joining the EU. Questions rise if Turkey takes enough effort in changing policies, human rights and legislation. In my opinion, Turkey should definitely join, as it provides many opportunities for Europe. Except for cost advantages and outsourcing possibilities it could be the bridge to the Middle-East. Since Turkey belongs to the most developed Islamic countries it can offer new markets and a better knowledge of dealing with the Islamic world. Cultural knowledge could be provided and relations between Christians and Islamic people could be improved.
9: Take advantage of the own market and try to find new markets
China has an own market of over a billion potential customers and the EU does not even has half of it, further integration and new markets are needed. First thing to do is of course to focus more on the European internal market. Europe has a GDP per capita that is far higher than that of China. According research by the International Monetary Fund, the European average is about $28 per capita whereas in China it is $7.5.

10: Invest in research and development

To stay ahead of China, Europe should invest heavily in education and development. Currently European education is considered among the best of the world. However, having a good economy makes “lazy”. Technology develops fast and Europe should stay ahead while China’s overall knowledge is growing. 


T


his report tries to give a view on the Chinese versus the European economy. By using several sub-questions, the report tries to answer the main question used for this research. Namely; How big is the (economic) threat of China, and what should Europe do to protect its position?.
By investigating the European position and the Chinese position I can conclude that China is not the threat that is thought of by some. China is developing fast, but lacks the ability to control this booming economy. The government is doing a lot to secure the Chinese position, but China has a chance of getting overheat. In fact, Europe has more to fear from India, who offers knowledge and cheap production than China. Basically, the European economy is doing great at the moment and is expanding each and every year. Obviously, Europe should never underestimate China and act appropriate to any developments.  Knowledge is growing in China and reforms are made. However, Europe is ahead of schedule and China still needs many reforms to meet the standards of other meaningful economies. Suggestions that have been made in this report, will affect the European economy and strengthen its position. New member states and better legislation are the most important aspects to take care of the coming years. If Europe acts reasonable, and takes advantages of what they own now, a strong position in the world’s economy is secured. 
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In addition to this report, the following appendices give a better view on some subjects in the report. 
· China’s Contributions to the west, a timeline
· Ease of doing business index, projected on Google maps by colour
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� The high level equilibrium trap is a concept developed by Mark Elvin to explain why China never underwent an indigenous Industrial Revolution, despite its wealth, stability and scientific advancement.





� Treaty of Rome 1957





�Appendix : Professor Derk Boddle, Colombian university: China’s contributions to the west


� Imperialism is the policy of extending a nation's authority by territorial acquisition or by the establishment of economic and political hegemony over other nations. This is either through direct territorial conquest or settlement, or through indirect methods of influencing or controlling the politics and/or economy. (� HYPERLINK "http://en.wikipedia.org/wiki/Imperialism" �http://en.wikipedia.org/wiki/Imperialism�)
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