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T he dramatic rise in the 
price of land, labor and raw 
materials, and a 30 percent 
appreciation of the renmin-

bi since 2005, have seen China fast 
losing the historic cost advantages 
that helped fuel arguably the most 
dramatic economic rise in history.

But aft er several visits to China, 
Anders Aeroe — a senior director 
of the World Trade Organization-
linked International Trade Centre 
— says that he thinks the country 
remains fi rmly on track to success-
fully transform its manufacturing-
led growth model of the past 20 to 
30 years, into a more sophisticated 
economy, led by innovation and 
services.

In an interview with China Daily, 
Aeroe — whose organization is 
tasked with helping small business in 
developing and transition-economy 
countries — said the Chinese gov-
ernment’s very visible hand on the 
economy, is working better than the 
international market’s oft en invisible, 
more natural infl uences in helping 
companies here build their com-
petitiveness around the world, and 
change their image.

“In my opinion, there is no invis-
ible hand (in an economy). 

“It doesn’t exist. For a well-func-
tioning market, it is amazing how 
many intelligent policies are needed,” 
Aeroe said.

He said that the government’s 
tackling of issues “simultane-
ously from industrial development 
to education to infrastructure 
to urbanization” has been well 
planned and delivered, and in con-
trast to many Western economies, 
China’s evolution is being handled 
with “long-term vision” in mind, 
not short-term gain.

He said the “interplay between 
politics and economics” in China 
has played a hugely benefi cial part 
in changing that business and eco-
nomic model, and also reported that 
during his tour of the country he was 
enormously impressed by the num-
ber and standard of business gradu-
ates from universities.

“Th e interplay ... has certain 
advantages and allows China to do 
certain things and help it move faster 

on its development path, which I 
don’t think has been seen in any 
places elsewhere in history,” he said.

Aeroe, who heads the ITC’s key 
market development division, 
said China is correct in following 
the same trajectory of many of its 
predecessors, by gradually mov-
ing away from low-value added, 
labor-intensive manufacturing to a 
more sophisticated manufacturing 
power.

“When it comes to cheap labor, 
it only lasts so long because there 
are always other countries that are 
cheaper than you.

“It is important for a country to 
move up the value chain, to be more 
competitive in more sophisticated, 
more knowledge-intensive areas of 
production. 

“So innovation, R&D and so on, 
become very important,” he said.

Aeroe was in Beijing aft er traveling 
across the country, from Nanjing to 
Chongqing, and said he was hugely 
impressed by how much progress 
China had made in producing future 
business leaders, armed with master’s 
degrees and PhDs.

He singled out one science park he 
visited in Chongqing, which housed 
various universities. It had more than 
400,000 students, and one company 
in the park had half its workforce 
made up of PhDs. 

“Th is is extraordinary because it 
showed that the country recognizes 
so well that the future lies in innova-
tion, in added value.

“So in trade terms, it might be that 
you might export less, but the value 
you add will be higher,” Aeroe said.

One of the most fundamental 
changes China is going through 

is its determination to reduce its 
reliance on exports and fi xed-
asset investment, and to grow the 
economy with increased focus 
on domestic consumption. Aeroe 
agreed that must remain one of the 
key elements of the future Chinese 
economy.

Offi  cial fi gures show that domestic 
consumption accounted for 51.6 
percent of China’s growth last year, 
up from 37.3 percent in 2010.

Aeroe said that as trade grows, 
a country’s consumption pattern 
evolves, particularly in a big country 
like China, and domestic demand 
can play a tremendous role in sup-
porting new industries and new 
growth spots.

“Anything from computers, cloth-
ing, consumer electronics, to ser-
vices. You name it,” Aeroe said.

“As people get more wealthy, they 
want a decent product, a decent ser-
vice, so that also helps sustain a new 
knowledge-intensive environment.”

Aeroe has many years of experi-
ence working with governments, 
enterprises of all sizes, and trade 
support groups to off er trade-
related technical assistance, and 
he explained that this has made 
him rethink how markets oper-
ate, oft en away from the models 
extolled by traditional schools of 
economics.

As China moves toward a more 
“sophisticated” manufacturing sec-
tor, it should also rely more and 
more on the growing service sector, 
Aeroe said.

He argues that during the recent 
slowdown, it was the service indus-
try that proved to be more resilient 
and robust than trade in manufac-
turing. 

“A lot of what has been manu-
factured today comes with a strong 
service component — for instance, if 
you buy a new car the dealer might 
not make a huge profi t on that but 
he relies on what he can make from 
aft er-sales services. Today, the really 
sophisticated products come with 
service,” he said.

Many companies, he adds, are 
now being forced to change their 
business models from being a seller 
of what they produce, to a seller of 

what they off er in terms of service. 
One example provided by Aeroe 

is Rolls-Royce PLC. Historically, 
the company produced engines for 
airplanes, but now it leases engines 
and look aft er the engines for cli-
ents, which has proved to be more 
lucrative.

Referring to how China’s manu-
facturing industries could become 
more sophisticated, more jobs will be 
created as products demand higher 
levels of R&D, he said.

He noted that while global exports 
of services grew by 166.3 percent 
between 2001 and 2011, China’s 
exports of services grew by 448.1 
percent during the period, increasing 
its market share in service exports 
from 2.2 percent in 2001 to 4.5 per-
cent in 2011.

And even if China’s manufacturers 
move to cheaper locations, the ser-
vice part will remain.

“It might be that low cost work 
will move to other Asian countries, 
where it’s cheaper now compared 
to China, but you will still keep the 
service component.

“So the design and marketing, 
the promotion and branding, all of 
them will probably stay behind, cre-
ating jobs in a more sophisticated 
Chinese manufacturing sector,” he 
said.

Aeroe rejected the belief that to 
protect its service sector, a country 
should put up walls between it and 
the outside world. 

On the contrary, he believes in 
competition, and he thinks competi-
tion is vital for China to improve its 
competitiveness in service.

“Competition is a good thing; 
without it, companies get stale, and 
can’t provide good services,” he said.

But he also proposed a sound 
regulatory framework to ensure that 
“you don’t have one foreign service 
provider coming and wiping out the 
market (with poor service)”.

“Good regulation sets up the rules 
of the game, on how foreign com-
petitors and existing local companies 
can play together,” he said.

“A mix of intelligent policies, 
supporting and regulating a mar-
ket — that mean a well-functioned 
market.” 

A
t a time when 
foreign direct 
investment in 
China continues 
to decline, the 
need for it and 
its importance 

are being called into question. 
However, as the global economic 
crisis is far from over, this is a time 
when, if anything, FDI should con-
tinue and increase, not the other 
way around.

We have seen the benefi ts that 
foreign investment has brought and 
still continues to bring to China. 
Investment brings great benefi ts to 
the host country, in terms of jobs, 
capital, taxation, technology and 
management know-how transfer, 
and the expansion of supply chains. 

Chinese investment in Europe 
tripled in 2011. Th is not only dem-
onstrates the European market’s 
increasing importance to Chinese 
companies, but also shows the 
potentially massive benefi ts that 
the increasing ability of Chinese 
companies “going global” could 
bring for Europe.

Th e European Chamber, as a 
proponent of freer trade and invest-
ment, welcomes and encourages 
China’s increased investment in 
Europe — so long as similar access 
is granted in China.

Th ere are lots of perceptions 
right now that Europe is weak and 
China is strong. In some ways, this 
is the case.

But, Europe remains funda-
mentally strong and European 
business is still the global leader 
in many high-tech industries and 
advanced services. And Europe’s 
future growth potential remains 
very strong.

As Europe needs China, we must 
also realize that China also needs 
Europe. 

Th e eurozone debt crisis makes 
the relationship more important. 

China, as 
a credi-
tor nation, 
has lots of 
opportuni-
ties in the 
European 
Union. And 
at a time 
when the 
European 
economy is 
not grow-
ing, leading 
growth mar-

kets like China become even more 
important for EU companies.

Europe provides China with 
opportunities to deploy its foreign 
reserves, diversify its currency 
portfolio and spread risks. Impor-
tantly, it also off ers many merger 
and acquisition opportunities.

While there are frequent tempta-
tions to protect markets during 
economic downturns, Europe 
remains resiliently open. 

Alongside the increasing ability 
of Chinese companies to go global, 
this openness has been a major 
factor in contributing to China’s 
massive investment expansion into 
Europe.

But, this also reveals the major 
sticking point for EU-China rela-
tions — a lack of alignment.

While the European Chamber 
welcomes Chinese investment in 
Europe, it is important to point out 
that Chinese companies are increas-
ingly entering markets in Europe 
that European businesses are in 
many evident cases not allowed 
similar access into in China. 

And Chinese companies are 
showing their capabilities to bid for 
major participation in infrastruc-
ture projects in Europe, while such 
procurement markets in China 
remain out of bounds for the Euro-
pean industry. 

Th is is evidenced by deals such 

as Geely buying Volvo. Such an 
acquisition would not be pos-
sible were it the other way around 
because China requires foreign 
automobile manufacturers to form 
joint ventures, limited to a maxi-
mum 50 percent share, to operate 
in China.

Likewise, Chinese State-owned 
enterprises are increasingly enter-
ing markets in Europe that foreign 
enterprises are unable to access 
in China. Two deals in Portugal’s 
energy sector demonstrate this 
lack of alignment. China’s State 
Grid Corporation acquired a 25 
percent stake in Redes Energeticas 
Nacionais, the Portuguese national 
energy network, in February. And 
in December, China Th ree Gorges 
bought a 21 percent stake in Ener-
gias de Portugal, Portugual’s state 
power company.

Th e eurozone debt crisis is 
the result of a misallocation of 
resources. It is a crisis of sovereign 
debt, not of private debt. By and 
large, European companies remain 
strong and still hold large amounts 
of capital. Th is means that Euro-
pean companies are still in a strong 
position to invest.

China has been by far the big-
gest driver of global growth since 
the global fi nancial crisis started 
in 2007. Th is growth and the sheer 
size of the Chinese market con-
tinue to off er major investment 
opportunities for European com-
panies.

And we have the products, ser-
vices, technology and know-how 
to serve the Chinese market. 

But, while Chinese overseas 
direct investment in Europe tripled 
in 2011, in contrast, EU compa-
nies’ investment in China over the 
same period actually declined — 
despite our members telling us that 
the Chinese market is increasingly 
important to their global success.

Without the open global trad-

ing system, China’s remarkable 
economic development would 
not have been possible. So, we 
hope that as Chinese companies 
are increasingly going global, the 
importance of open markets will 
be increasingly recognized.

But, more important is the role 
that further opening-up can play 
to help rebalance China’s own eco-
nomic model.

Th e European Chamber has 
listed the acceleration of the dis-
cussion on a China-EU Bilateral 
Investment Treaty as a top priority 
recommendation to the policy-
makers of both sides. 

Th is remains a precondition for a 
better sharing of interests between 
European and Chinese companies, 
enabling Europe to attract more 
capital and investment, and giving 
China more access to the technolo-
gies it needs to further climb the 
value chain and gain positions in 
new markets.

Th is process will bring the EU 
and Chinese economies closer.

At the core of both the EU’s 2020 
Strategy and China’s 12th Five-Year 
Plan (2011-15) is the drive for green 
and sustainable growth based on an 
innovative economy. 

Th is will bring synergies, but will 

also put China and the EU into 
greater competition in some areas.

Both parties need to keep an eye 
on the long term. If both sides can 
solve and make progress on issues 
that aff ect EU-China relations in 
the short term and foster the con-
ditions for a comprehensive Bilat-
eral Investment Treaty, this will 
bring huge long-term benefi ts.

Mutual open access to markets 
in the EU and China would pro-
mote competition and would lead 
to increased effi  ciency, eff ective 
innovation and greater economic 
development, ultimately benefi ting 
both EU and Chinese consumers. 
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Investment needs a level playing fi eld

China on right track for growth model change

Davide Cucino, 
president of the 
European Union 
Chamber of 
Commerce in China

Anders Aeroe, head of the market 
development division of the 
International Trade Centre

Added value key to 
countering rising 
protectionism 

A nders Aeroe believes the 
best way for China to coun-
ter rising protectionism, is 
to engage in more value-

added production.
“To remain competitive, Chinese 

exporters cannot only reduce their 
production price, they have to com-
pete in terms of quality with other sup-
pliers,” he told China Daily.

“Chinese exporters would be less 
subjected to antidumping investiga-
tions if it specialized in a higher price 
range.”

Th e head of the market develop-
ment division of the International 
Trade Centre said he is also optimistic 
about China’s transition as it “pro-
gressively changes its specialization 
from assembly with limited value 
added, into new activities with more 
value added”.

Aeroe added that manufacturing 
companies in China have to be pre-
pared to relocate some parts of their 
production processes out of the coun-
try, as costs rise at home.

Th e focus could shift  here to R&D, 
while other countries in the region 
would benefi t as manufacturing facil-
ities moved to cheaper locations.

Aeroe said he is less enthusiastic, 
however, about regional free trade 
agreements, although FTAs are easier 
to conclude than multilateral agree-
ments. Small economies may be 
excluded from them or face diffi  cul-
ties in having their concerns heard, 
he added.

Th ere is also a greater risk of trade 
diversion from FTAs, meaning that 
international trade become less effi  -
cient for all, he said.

Looking at broader global trade 
issues, he said the world should still 
pin its hopes on the WTO’s multilat-
eral framework, as it could cut trans-
action fees for all members.

“For the moment, the average 

transaction cost is 10 percent of the 
world trade value.

“If the Doha Round, or at least the 
trade facilitation part is completed, 
the percentage will be reduced to 5 
percent, which is  major progress and 
will help world trade a lot,” he said.

Global trade now exceeds pre-
economic crisis levels and trade pro-
tectionism has so far generally been 
held at bay, he added.

But he noted that although the 
number of actions taken by the G20 
countries is on the increase, the mea-
sures taken are generally very specifi c 
and limited in scope.

Global Trade Alert, a monitoring 
service run by Simon Evenett — a 
professor at St. Gallen university in 
Switzerland — recently reported that 
protectionist actions including tariff  
increases, export restrictions and 
skewed regulatory changes were much 
higher in 2010 and 2011 than previ-
ously thought.

Th e alert also noted that, despite 
the G20’s pledge in 2008 to maintain 
free trade, its members are collec-
tively responsible for 79 percent of 
global protectionist actions this year, 
up from 60 percent in 2009.

By comparison, G20 members’ 
share of world trade declined from 80 
percent in 2010 to around 77 percent 
now, Aeroe said.

Th e good news is aft er a plunge in 
global trade following the 2008 fi nan-
cial crisis, trade has recovered and 
hit a value higher than the pre-crisis 
level, he added. 

Th e bad news is a “dramatic dete-
rioration” in the sovereign debt of 
European economies is dampening 
demand and is likely to aff ect trade 
in 2012.

Contact the writers at zhengyangpeng@
chinadaily.com.cn and luyanyu@china-
daily.com.cn
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A woman works on the China stand at fairgrounds in Hanover, central Germany, for the Hannover Messe technology 
fair on April 20. China was the fair’s partner country in 2012. 
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