Chapter 16

SUMMARY

China and India are home to two-fifths of humanity and are two of the world’s fastest growing economies. The population of China is 1.3 billion and India, 1.1 billion. China is growing at 9.5% per year and India 7%. India’s GDP is one third that of China.

China accounts for 28% of the US trade gap, which explains the arguments about their exports to the US in particular.

China is a large manufacturing economy (49% of GDP) and its growth has led to substantial imports of raw materials including oil, and also imports of components from neighbouring Asian economies. Exports are not just of low cost, low tech goods but computers, digital phones and similar products.

India is an entrepreneurial economy with skilled English-speaking graduates and has a high reputation in the field of information technology. It has become a major centre for outsourcing. It is also a young economy (52% under the age of 25). China will face major future problems as a result of its ‘one child’ policy.

Both economies have massive rural populations and face the problem of the contrast between the growing prosperity of the middle classes and the extreme poverty in rural areas.

Hong Kong retains some autonomy. When people speak of China they usually mean mainland China.

Banking in both economies is dominated by state sector banks and this has led to much wasteful lending to local enterprises. Foreign ownership is carefully controlled. China’s state banks are gradually going public, using the Hong Kong exchange and releasing only a minor percentage of shares for sale.

There are a large number of rural and urban cooperatives in both China and India and also many thousands of post offices which both countries would like to see playing a larger role in providing banking services.

The renminbi is kept within a tight band in a basket of currencies; the rupee floats; but both countries impose tight capital controls.

Capital markets are weak in both countries. China’s stock exchanges are dormant pending implementation of changes to allow large state holdings to be floated without disruption. China’s top companies float in Hong Kong. India’s Mumbai stock exchange is flourishing. Bond markets are dominated by state bonds in both economies and the corporate bond market is weak. Banks are far too dominant as a source of finance and strong capital markets are badly needed in China and India.

Derivative markets in China only exist for commodities. In India, financial derivatives are well established.

Insurance is growing fast in both markets and many foreign insurers are represented. Financing pensions for the rural poor is a major future challenge for both countries.

The growth of China and India can be seen as a threat to employment in the US and Europe. At the same time, the influx of low cost goods reduces inflation and raises living standards. The opportunity is there to sell services, general and financial, to the fast-growing, prosperous middle classes.

