China – Should We Trade More?
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Background

China had been the leading civilization in terms of development, outpacing the rest of the world in the arts and sciences. After World War II, the Communist government, under Mao Zedong, established a dictatorship that imposed strict controls over everyday life and cost tens of millions of people their lives. In 1978, Zedong’s successor, Deng Xiaoping loosened the government’s control on the economy, thereby opening it up. Thanks to this, output quadrupled in the next 20 years, and China now has the world’s second largest GDP. China’s government still has strict controls on politics. 

Geography
China is located at 35 00 N, 105 00 E in Eastern Asia, bordering the East China Sea, Korean Bay, Yellow Sea, and the South China Sea. It’s neighbour to the north is North Korea, while Vietnam is south of the country. China is the fourth largest country behind Russia, Canada, and the United States, and has a total area of 9,596,690 million. Since the country is so large, it makes it hard to import and export goods to and from the middle of the country. Major cities, including the capital Beijing, are located on or close to the Pacific Ocean. This makes it easier for shipping, because much more can be transported by boats than by other means of transportation. North America takes advantage of this location as far as shipping goes, because of the proximity between the two areas and the simple ways of transport. The country’s largest land boundary is with Mongolia, spreading 4,673 km. Other notable boundaries include India (3,380 km) and Hong Kong (30 km). Even though it may not seem that the border with Hong Kong is important, it holds a great deal of significance. Firstly, Hong Kong is one of China’s major trading partners, most likely because of the proximity between the two countries. Secondly, Hong Kong is a Chinese colony, but it does not have a Communist government. China is more likely to trade with a country that they own rather than one that they have no affiliation with. The country of China has a fairly large coastline (14,500 km) that borders the Pacific Ocean, thereby providing a corridor to the Pacific Ocean for shipping by boat.    

China’s climate is one of the most diverse in the world, meaning that the country can produce several different types of goods. The majority of agriculture products, including two of the most well known Chinese agricultural products, rice and tea, are produced in the southern part of the country. The climate in the north is much cooler, thanks in part to the mountainous terrain. The south is much more tropical, allowing the country to produce more agricultural products there. Since China is a major player in the agricultural industry, it has to buy great amounts of farm equipment. Canada has taken advantage of this by exporting these types of goods. As far as northern China goes, the area is in need of warm clothing. Asian countries have poor working conditions, so they are able to produce clothing and other not-so advanced products at a fraction of the price. Canada cannot compete with the low prices of clothing, so there is no point even trying. 

Population
China’s population is the largest in the world, at 1,261,832,482. This makes for a huge consumer market for Canadian goods, thereby making China a good country to trade with. The population is still growing at a rate of 0.9%, despite the law that allows for only one child per couple. This law, which was instituted to stop the great increase in population, has been the cause of a high infant mortality rate (28.92 deaths / 1000 live births). Since China’s population is still growing from its already great number, it has many consumers, making it a great country to trade with.    

Languages

China has several different languages, making things difficult when it comes to packaging and labeling products for importing and exporting. Trading is much tougher this way than it would be if the languages were English and/or French. Standard Chinese or Mandarin is the main language in China, but Yue, Wu, Minbei, Minnan, Xiang, Gan, Hakka dialects as well as minority languages are spoken.       

Object of Comparison
Canada
China
Analysis

Size (Area)
9,976,140 sq km
9,596,960 sq km
· Canada is the second largest country in the world, while China is the fourth. This causes some transportation problems, especially in costs.

Population
31,281,092
1,261,832,482
· Even though Canada is larger than China, the Chinese population is more than 40 percent that of Canada. This provides a bigger market for Canadian goods.

Number of neighboring countries
1
16
· By having many neighboring countries, China is able to trade more easily with more countries.

Number of Languages
2 major languages
9 major and semi-major languages
· Business between the two countries is further complicated by the difference in languages. This is especially true for Canadians.

Population Growth Rate
1.02%
0.9%
· Canada’s population is growing only a little more than China’s. This just means that there will be a little more of a market for Chinese goods in Canada.

GDP
$722.3 billion
$4.8 trillion
· The GDP difference between the countries is incredible. The reason why China has such a great GDP is that the country has a huge population.

Infrastructure

The country of China’s infrastructure is growing quite rapidly. Major investments have been scheduled for the road, railway, port, telecommunications, oil and gas, and coal sectors. The economy has an abundance of electricity in the coastal areas, but the interior of the country needs much more investment. Overall, China has 110 million telephone main lines in use along with 23.4 million mobile phones as of 1998. The telephone systems in China are unevenly distributed around the country, serving mostly the principal cities. Despite this, it is easy to get in touch with Chinese citizens via telephone, thereby making trade relations fairly easy. China has over 65,000 km of railways and 1.21 million km of highways. Shipments of goods can land at one of the many Chinese ports on the Pacific Ocean, and then taken by train or transport truck to one of the interior cities. The same can be done if the product lands at one of the 206 airports (192 with paved runways). In 1998, infrastructure grew by more than 20% in nominal terms, and the funds assigned for investment rose by 21 percent. Foreign participation in China’s infrastructure suffers because of the country’s cumbersome approval process, and especially the legal structure. This has changed recently when more and more countries got involved in China’s infrastructure.   

Object of Comparison
Canada
China
Analysis

# of Telephones
18.5 million
110 million
· The number of telephones relates to the number of people in each country. There is a greater percentage of phones in Canada, making it easier to communicate with one another.

# of mobile cellular phones 
3 million
23.4 million
· Same as number of mobile cellular phones.

# of airports
1,411 (515 with paved runways)
206 (192 with paved runways)
· Even though China has a bigger population and is about the same size as Canada, Canada has almost 7 times as many airports. This makes for easier business travel.

Length of railways
36,114 km
65,650 km
· China has many more railroads, even a better percentage in terms of land area. This makes transportation of goods and people by train easier in China.

Length of highways
901,902 km
1.21 million km
· The highways are relatively equal. This also makes for easy transportation.
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Political Stability

The biggest trade barrier when dealing with China is the government. China is ruled by a Communist government, led by President Jiang Zemin, which places extremely strict rules on the citizens. The government has a watchdog, known as the Control Yuan, that exercises the powers of impeachment, censor, correction, and audit. This is only one of the many organizations that dictate how things are run in China. Since the government owns all industries, people seeking business deals with the Chinese must do so with the government, thereby making it tougher. When a Communist government rules a country, trade commitments are often unreliable. Also, China’s lengthy business negotiations and tendencies to call many meetings before a deal is done scare off many possible business partners. All these aspects have a negative effect on trade, causing many to shy away from doing business in China. The Chinese government is loosening their reigns on the economy, but they still control most other aspects of life strictly. 

Currency Stability and Conversion Rate

The Chinese legal tender is Renminbi (RMB), which means “People’s Money.” The basic unit of RMB is the yuan. One yuan is equal to ten jiao, and one jiao is equal to ten fen. The majority of yuan and jiao is issued in notes, while fen can be found in notes and coins. In terms of Canadian money, the exchange rate is 5.391558. This means that each yuan is worth 5.391558 Canadian dollars. In different terms, the Canadian Dollar is worth just over 18 cents (0.183383 dollars) per each yuan. 

Canadian Dollars
Chinese Renminbi

$1.00
$5.39

$10.00
$53.92

$100.00
$539.16

$1,000.00
$5391.56

$10,000.00
$53915.68

$100,000.00
$539,155.85 

$1,000,000.00
$5,391,558.50 

$10,000,000.00
$53,915,584.97 


The yuan hasn’t been steady in its worth lately, because the country of China is undergoing deflation at 1.3%. This has significantly lowered consumer prices, making the money worth more. The chart below shows how it compares with the U.S. dollar, which has been solid lately.
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When comparing currency, it is more important to compare prices than the actual exchange rates. When traveling in China, one can keep their daily budget for food and travel to a minimum of about $22 Canadian. The costs vary greatly depending on the area of China, especially when it comes to accommodation. In the interior of China, it is possible to find beds in Sichuan for as little as $2.25 Canadian, but it is hard to find anything for less than $68 Canadian a night in the east. In general, by doing everything cheaply and sticking mostly to the interior provinces you can survive on $33 Canadian a day, but if you travel a bit more widely and in better comfort from time to time you're looking at $68 a day. When travelling in style and visiting key places along the east coast you're looking at daily expenses upwards of $105 a day.
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Trade History

China is the largest single market in the world, with a population of over 1.25 billion people and a GDP of more than $4.8 trillion (second only to the U.S.). It is for this reason that China is a great country to do business with. Since China is a communist country, the majority of business dealings must be made with government officials. In 1978, however, China adopted an open-door policy that created new opportunities for trade and business with other countries around the world. Canada took advantage of this, and became a major player in trade and investment in China. Canada’s trade relationship with China began in 1960 when the two countries negotiated an agreement that allowed Canada to sell wheat to China. The relationship continued to grow when, in 1973, China and Canada agreed to give each other Most-Favoured-Nation status in their trade exchanges, meaning that certain trade privileges were evident for both countries. The two countries also lowered tariffs to encourage trade between the two large countries. Since the Chinese government its program of economic reforms in 1978, trade between Canada and China has risen dramatically, and more than doubled in the 1991 to 1997 period. In 1999, China was Canada’s fourth largest export market, and it looks like this trend will continue. Exports to China were valued at more than $2.5 billion , while imports from China were worth nearly $9 billion. This is a trade deficit of about $7.5 billion for Canada, basically meaning that we are more dependent on China for goods than China is on us. 

Trade Agreements

As far as official trade agreements involving China and Canada go, the Asia-Pacific Economic Cooperation (APEC) is the only agreement that the two are members of. This organization allows many countries from different regions and trading blocs to join together and make international trade easier. Canada joined this organization in 1989 when it first started, while China became a member in 1991. One of APEC’s major goals is to remove all trade barriers within member economies by 2010. This trade agreement has made for closer ties for Canada and China, thereby increasing trade between the two countries. Also, even though China is not a member of the Association of SouthEast Asian Countries (ASEAN), it does have relations with these countries. Canada is also involved in importing and exporting with many ASEAN countries. If China were to become an ASEAN member, it would further increase trade relations with Canada. Finally, even though China is not a member of the World Trade Organization (WTO), it still has special agreements with Canada related to the WTO. This, like the other trade agreements, benefits both countries in terms of trade.

Transportation Considerations and Costs
A country’s size and location dictates the way goods are transported and the costs of the transportation. Luckily for China, some of the country borders the Pacific Ocean. Many of China’s major cities are situated on or near the Pacific Ocean, meaning that much of the transportation of goods can be done by boat. Boat is one of the cheapest and most effective ways to ship products, because they can carry more products than airplanes and any other means can. The location of the country makes trade with North America, including Canada, extremely easy, so it affects the trade relationship in a positive way. If the import needs to go to the interior of China, it can go by rail, which is harder, more costly, and less effective. Even though it is generally more expensive to trade with large countries in terms of size, China’s proximity to the Pacific Ocean and Canada makes it an ideal trading partner.

[image: image5.wmf]
Economic Factors That Would Influence Trade

There are no major economic factors that influence trade other than currency problems and other basic factors. China relies on Canada for many farm machines and other (mostly) agricultural products that are made by skilled workers and technologically advanced machines. The surrounding countries that China trades with, especially the southeastern Asian countries, don’t have the technology to make these products, so there is no competition for Canada from them. If these countries were able to produce these goods, China would more likely trade with them because of the cheaper transportation costs among other things. As things are now, this factor has little to no effect on trade between Canada and China.

Major Exports from Canada to China


Canada exports much less to China than China exports to Canada, making for a huge trade deficit for Canada. Overall, Canada exports over $3.7 billion worth of products to China. Canada is much more dependent on China than China is on Canada. As far as import partners go, Canada ranks 17th on China’s list.

Exports to Canada from China:
1. USA
2. Hong Kong
3. Japan
4. South Korea
13. Canada

20.92%
17.87%
16.70%
4.53%
1.27%


Imports from Canada to China:

1. Japan
2. Taiwan
3. South Korea
4. USA
17. Canada

18.45%
11.33%
10.31%
9.94%
1.67%



Product
Export Amount ($)
Percentage of Export

Other
$815,980,000
22%

Woodpulp, etc.
$593,440,000
16%

Vehicles not railway
$407,990,000
11%

Fertilizers
$407,990,000
11%

Misc. grain, seed, and fruit
$370,900,000
10%

Machinery
$296,720,000
8%

Cereals
$185,450,000
5%

Organic Chemicals
$185,450,000
5%

Ores, slag, ash
$148,360,000
4%

Aircraft, spacecraft
$148,360,000
4%

Plastic
$148,360,000
4%
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Importance To Trade:

China depends on agriculture for much of its business. It is for this reason precisely why China trades with Canada. As the charts show, the vast majority of Canada’s exports to China, including five of the top six, relate to farming and agriculture. To add to this, the “other” category most likely has many agricultural components. Many of these products have to be made in technologically advanced factories by skilled workers, and since China doesn’t have as much of these things that Canada has, the country is forced to trade to get the stuff. China can, however, produce many of the same goods.

Export Map
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Woodpulp – red




Fertilizers - green

Vehicles (not railway) – purple


Misc. grain, fruits, etc - blue

Major Imports To Canada From China


China is a major trading partner with Canada, especially when it comes to exporting goods to Canada. The country is Canada’s fourth leading trading partner, and its imports’ worth have been rising steadily for the past decade. Import worth from China to Canada in 2000 was worth $11,281 million. Canada is very dependent on China for goods.

Canada Import Chart

Trading Partner   
Total Trade 1999   

United States
$ 523 746

Japan
$ 23 425

United Kingdom
$ 12 906

China
$ 11 573

Mexico
$ 11 173 

Product
Import Amount ($)
Percentage of Import

Other
2,933,060,000
26%

Electrical machinery
2,030,580,000
18%

Toys & Sports equipment
1,353,720,000
12%

Machinery
1,240,910,000
11%

Footwear
789,670,000
7%

Woven apparel
789,670,000
7%

Furniture and Bedding
789,670,000
7%

Leather art: saddlry, bags
564,050,000
5%

Plastics
451,24,000
4%

Optic and Medical Instruments
338,430,000
3%

Knit Apparel
338,430,000
3%
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Importance To Trade: 


China has very poor human rights and working conditions, which allows them to pay workers far less than Canada pays them. This means that goods produced in factories that aren’t complex can be manufactured for a cheap price. These are the main types of exports to Canada. The majority of, if not all, Canada’s imports from China could be made by unskilled workers for a cheap price. Canada imports to get products for a much cheaper price. 

Import Map
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The Business Of Importing and Exporting
Example of exporting goods from Canada to China:

1. Massey-Ferguson farm machinery is made in Brantford, Ontario.

2. Boarded CN train in Brantford.

3. Sent by Global Commerce export company to Vancouver, British Columbia by way of train (four day trip).

4. Boarded a shipping boat at Vancouver harbour.

5. Sent to China by boat (seven day trip).

6. Boat lands at a Chinese port.

7. Shipment boards a train to the Chinese interior.

8. Sent by train to Lhasa, China (four day trip).

9. Shipment lands.

10. Store receives shipment.

11. Journey ends.

Example of exporting goods to Canada from China:

1. Reebok shoes are made in Chengdu, China (interior).

2. Boarded train in Chengdu.

3. Sent by a Chinese export company to Shanghai, China by way of train (three day trip).

4. Boarded a shipping boat at a Shanghai harbour.

5. Sent to Canada by boat (seven day trip).

6. Boat lands at Vancouver harbour.

7. Shipment boards a train to the Canadian interior (Toronto).

8. Sent by train to Toronto, China (four day trip).

9. Shipment lands in Toronto.

10. Store receives shipment.

11. Journey ends.
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Business Customs That Canadian Exporters Need To Consider

The countries of China and Canada have distinctly different customs, so, before one does business with the Chinese, he or she must now what is considered nice and what is considered offensive. Firstly, when dealing with the Chinese government, make sure to never insult the Communist belief, or else no trade between countries will happen. The Chinese are very keen on exchanging business cards, so make sure that you are equipped with many bilingual (English on one side, Chinese on the other) business cards. When exchanging business cards, present your card with two hands and ensure that the Chinese side is facing the recipient. Also, it is an asset to have your business cards printed in gold ink, because gold is the colour of prestige and prosperity in Chinese business culture. Finally, in terms of business card exchanging, be sure to make a show of examining the card that you are receiving for a few moments, than carefully place it in your card case or on the table, if you are seated at one. 

As far as entertaining for business success, there are many things that must be considered. Much of Chinese business culture belief is related to hierarchy, meaning that usually the head of the Chinese company begins everything, whether it be eating or sitting down. One interesting point that has to do with eating is that leaving a clean plate is considered a major insult in China, but leaving the food untouched is just as bad. Even if you find the dish unappealing, try a small portion for the sake of politeness. Lastly in the dining aspect, be sure to use chopsticks and hold the bowl close to your mouth, otherwise the Chinese will believe you are being disrespectful. These are only a few of the many Chinese entertaining and dining customs that must be incorporated when doing business with the Chinese.

Business hours vary greatly in China. Business and government hours go from 8:00 a.m. to 5:00 p.m, while store hours cover 9:00 a.m. to 7:00 p.m. Most importantly, the majority of Chinese workers take a break between 12:00 p.m. to 2:00 p.m., so be sure to avoid scheduling meetings during this time frame. Everything practically shuts down during this period, even elevator and phone services. Also, when scheduling your appointments, be sure to avoid Chinese holidays such as Chinese New Year, because many businesses will be closed during this period.

Gift giving is a very delicate subject in China. The official policy in Chinese business culture forbids giving gifts, and the gesture is considered bribery, which is an illegal act in the country. Consequently, your gift may be denied and the business meeting may be doomed from the start. These attitudes are changing, but never give a gift in public, because it will be considered offensive. The Chinese will decline a gift three times before finally accepting, so as not to appear greedy. You will have to continue to insist. Once the gift is accepted, express gratitude. You will be expected to go through the same routine if you are offered a gift. Also, never give the gift at the beginning of the meeting, or else the whole bribery aspect will arise. The following is a chart outlining the appreciated gifts and the gifts to avoid.
Appreciated Gifts
Gifts To Avoid

  a good cognac, or other fine liqueur

  a fine pen (not a pen with red ink--writing in red ink symbolizes severing ties) 

  solar calculators 

  kitchen gadgets

  stamps, if the recipient is interested in them (stamp collecting is very popular here)

  a cigarette lighter, assuming the recipient is a smoker

  Often, gifts are not opened in the presence of the giver.

  Acceptable gifts for a company include items from your country or city, such as handicrafts, or an illustrated book. Be sure to bring a supply of these items with you, so that you can reciprocate if it happens that you are presented with a gift.

  A banquet is usually a welcome gift; since it's likely you will be invited to one, you will have to follow Chinese business protocol and reciprocate.

  Gifts of food are acceptable, but not at dinner parties or other occasions where appetizers and meals will be served. Candy and fruit baskets, however, are acceptable as thank-you gifts sent after these events.

  Eight is considered one of the luckiest numbers in Chinese culture. If you receive eight of any item, consider it a gesture of good will.

  Scissors, knives, or other sharp objects can be interpreted as the severing of a friendship or other bond.

  The following items are to be avoided as they are associated with funerals:

  Straw sandals

  clocks

  handkerchiefs

  four of any item (the Cantonese word for "four" sounds similar, in the same language, to "death")

  gifts or wrapping paper in white, black, or blue



As far as business dress goes, it is much the same as in Canada. Conservative suits and ties in subdued colours are appropriate, while bright colours are not. The only differences are that men should never wear tuxedoes at formal events, and that women should do the same only with high heels. As with Canada, jeans are acceptable as casual wear for both men and women.


Finally, as an initial greeting, the Chinese will nod or bow slightly as well as handshake on occasion, but always let your Chinese counterpart initiate the gesture. Also, refrain from using your hands while talking, or else the Chinese will become annoyed. Finally, don’t express your emotions greatly by facial expressions, because, in China, there is a heavy emphasis on repressing emotion.


The Chinese business culture and customs is greatly different than the customs in Canada. Much research must be done to find out what is acceptable and what isn’t. If, on a business meeting, you offend the Chinese, it will be awfully hard to recover from it and make the deal. There is little chance of success after a bad start, so study the culture while before going to China for business.

Customs Of The People That Would Create The Market

The customs of the people that would create the market is much similar to the Chinese business culture. One aspect that is very important when dealing with regular Chinese is conversation. When visiting, be prepared to discuss your own country’s culture, because it is of great interest to the Chinese. Below is a chart of welcome and unwelcome topics of conversation.

Welcome Topics of Conversation
Topics to Avoid

  Chinese scenery, landmarks

  weather, climate, and geography in China 

  your travels in other countries

  your positive experiences traveling in China

  Chinese art
  Avoid mentioning Taiwan. If the subject comes up, never refer to this country as "The Republic of China" or "Nationalist China." The correct term is "Taiwan Province", or just "Taiwan."

  Refrain from using the terms such as "Red China", "Mainland China," and "Communist China."

Cultural Factors That Would Affect The Market

Canada’s culture is incredibly different than China’s culture, thereby making it necessary to research Chinese culture thoroughly before doing business in the country. Firstly, aside from Communism, the living conditions in China are horrendous, while Canada has some of the best in the world. This factor affects the market because many people live in extreme poverty, while others cannot afford to buy specialty goods. This takes away from the Canadian market. In Canada, citizens are far better off and looked after. The life expectancy in China is 71.38 years, while Canada’s is about eight years more at 79.43 years. Finally, the unemployment rate in Canada is 7.6%, and the country has approximately 0% living below the poverty line. In comparison, China’s unemployment rate is roughly 10% and about 10% of the population lives below the poverty line. This is because many of the workers get paid very little in China. All these factors affect trade between Canada and China, because many Canadian businesses do not want to do business with a country that has such poor living standards. 

Advantages to Canada of Trading With China

* These points are outlined more thoroughly earlier in the project.

· China has the second largest Gross Domestic Product in the world. This basically means that they have a large amount of products; cheap products that Canadians could use. 

· China has the largest population in the world at over 1.25 billion people. This is a massive consumer market for Canadians, so there is a great opportunity for Canadian companies to make money.

· Canada and China are in close proximity to one another, thereby making trade easy and not too expensive. Canadians should jump on this great opportunity. However, transportation is more costly if the goods need to be transported to the interior of China.

· China makes certain products much cheaper than Canada does, so the Canadian citizens are able to pay less for the Chinese goods. In comparison, Canada produces goods that China cannot produce, due to their lack of technology.

Disadvantages to Canada of Trading With China

-     Many language differences are evident between the two countries. This forces business people from bother countries to bring their own translators, which can be costly.

-     China’s Communist government is unstable. This means that trade commitments can be unreliable. Also, the business dealings are long and costly.

-     The customs and cultures of China and Canada vary greatly, thereby causing much confusion between business people. Many things that are fine in Canada are considered offensive in China, so much research is needed before going to China and conducting business meetings. 

Recommendation / Conclusion

China is a great asset to Canada. There is a great opportunity for Canadian businesses to make money if they do business in Canada, so I recommend that Canada push for more trade between the two nations. Most importantly, China has the largest population in the world, meaning that they have the largest possible consumer market in the world. Even though there are some disadvantages to doing business with the Chinese, most notably the Communist government, the Canadian government would be stupid to not increase trade ties. We can’t waste this opportunity to make money. 
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As the chart shows, the value of the Yuan per U.S. dollar has steadily decreased each year. The U.S. dollar was used for comparison as opposed to the Canadian dollar, because the Canadian dollar has been very unstable in the past few years.
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