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Abstract

Purpose & Background of the dissertation

China with its excellent economic structures, government policies and export oriented growth
has emerged as the new economic leader of the 21% century giving intense competition to US.
However, the financial crisis of 2008 and its after effects have dampened the global sentiment
towards economic growth up to some extent. China is not immune to the crisis and has suffered
and finds hard to propel its way to the biggest economy of the world. This dissertation attempts
to understand the impact of financial crisis on the Chinese economy by studying three main
parameters viz. Chinese GDP, export numbers and exchange rate.

Structure of the dissertation

The dissertation starts with the introduction and the background of the topic describing the
advent of China and its emergence as one of the economic leaders of the world. This part of the
dissertation also discusses the value of the research and then provides the methodology outline.
The next section is the literature review, which is the base of this dissertation and it talks about 5
main topics. The first part discusses the China’s position in the global economy. The second part
talks about the global crisis and how it has affected China. The third part is an overview of the
exchange rate based regime of China. The fourth part talks about the economic relations of China
with its main trade partners viz. US and EU and the regional influence of China in the Asian
region. The final part talks about the Chinese GDP, employment figures and Exports in the era of
recession. The next section is the analysis & discussion where the key findings have been
summarized. The dissertation ends by discussing the key points realized, its limitations and
scope of further research.

Research Methodology

Secondary research methodology has been used with focus on Quantitative data. Main sources
used include journal articles, internet articles, industry reports conference proceedings etc.

Key Words

Chinese Economy, GDP, Financial Crisis, Recession, Unemployment, Exports, Imports, China

foreign relations, Globalization, Exchange rate regime



1. Introduction

One of the economic miracles of the 20" century was the transformation of East Asia with Japan
leading the way initially. Boosted by a rapid wave of industrialization and economic expansion,
it was East Asia that developed faster than South and Central Asia. Till the late 20" century
Japan was at the apex of the political structure in East Asia with Taiwan and South Korea
forming the 2" Tier (Beeson, 2008). But now with the meteoric rise of China the equations in
the East Asia and the regional integration are getting reshaped with China at the Helm. China has
already become the largest recipient of foreign investment in the region depriving other smaller
countries of East and South East Asia. These countries are finding hard to compete with the low
cost manufacturing based economy of China. Even a strong country like Japan is becoming
dependent on China’s low cost manufacturing and a good export destination. China’s influence
in East Asia has been growing at a tremendous pace and its relationship with countries like
Japan, Taiwan, Philippines, South Korea, North Korea in East Asia and others like Vietnam and
Thailand has seen many ups and downs.

The global crisis affected the developed countries in a severe manner forcing them to come out
with rescue packages and austerity measures. Stock markets tumbled over 40% as an immediate
effect of the global crisis (Velde, 2008). Even the leading indicators of economic growth like
trade, shipping, and consumer demand are showing negative signs. In such circumstances, it is
essential to know the impact of this crisis on the developing countries and what steps the
developing countries should take to avoid being affected from such incidents. It is also important
to know the channels through which the crisis spread to the developing countries. There are
several questions that need to be answered relating to the global crisis and developing countries.

What does the crisis mean to the developing countries? Which developing countries are able to



cope up with the crisis in a better way? Which economic factors got affected the most? What
policy measures the developing countries should undertake to prevent themselves from getting
affected? It is understood that export oriented developing countries (those heavily dependent
upon trade with US and Europe like Mexico) would have been affected due to low demand.
Further, countries that are dependent upon foreign investments to manage their current accounts
issues would have been in trouble with low FDI numbers.

This dissertation attempts to understand the impact of global crisis on the Chinese economy by

considering main parameters like GDP, export growth and currency numbers.

1.1.Background and need for the research

As far as academic research on this topic is concerned, there are ample of opinion studies, news
articles and published papers. This is one of most hotly debated topics and hence there is no
dearth of literature. The topic is interesting because it’s a very current topic and this change can
be somehow felt at all levels. Majority of the literature includes short articles that highlight an
opinion rather than an elaborate explanation. Most of the researchers today focus only on the
economic growth of China and believe that this economic growth will automatically translate
into Political growth. Reviewing the literature it seems that over optimism has taken place of
pragmatism only based on economic numbers and hence there is a need to highlight the major
hurdles in the path of China.

The shift in the power balance from West to East should be read more as a question rather than a
conclusion. There are some pundits who believe that after the 2008 financial crisis the shift has
already started happening, while others believe that it is still a long way to go. It’s a well-known
fact that during the 2008 financial crisis, the Asian countries did much better than their European

and American counterparts and were mainly harmed due to the trickledown effect of the



recession. With Europe already bleeding in the ongoing Euro zone debt crisis focus on Asian

markets only grows stronger.

1.2.Aims & Objectives of the research
The main of this dissertation is to understand the impact of the Global Crisis on the Chinese
economy by studying three main factors viz. China’s GDP, China’s Export and Currency
Exchange rate. The sub questions of the dissertation are -
How significant is the impact of global financial crisis on Chinese economy in terms of
its GDP growth, exchange rate changes and exports?
What is the direction of relationship between decrease in GDP of United States and that
of China?

How the decline in U.S. imports affected export-oriented economy of China?

Apart from the primary questions, some secondary questions will be answered through
qualitative research method.
Given the impact of global financial crisis on Chinese economy, what policies should the
Chinese government consider for alterations?
Are the conservative financial policies of China detrimental to its own as well as global
economies? If yes, then what steps should be taken by Chinese policy makers to rectify

any negative consequences?

1.3.Value of the Research

The main attempt of every dissertation is to add value to the existing stream of literature and if

possible have some practical implications. From an academic view point, a research should have



clear objectives, should be concise and should present a new view point on an existing topic or
initiate a new area of discussion.

This dissertation is unique in a way as it is a conglomeration of a wide range of topics (that in a
way could itself be used as separate areas of research). This dissertation finds it prowess in being

wide rather than deep.

1.4.Methodology Outline
The study would be using the Secondary Research Methodology with focus on reviewing as
much existing research as possible. This study would use a lot of online material in the form of
documents, journals, reports and published papers related to the subject of Iron ore port
terminals, port competitiveness, port strategies etc. The methodology outline is as follows —
Problem Identification & Research Question
This is the first step of the research in which the focus is to identify a specific issue and define
the research problem. It is of paramount importance to consider a study that is relevant in the
present context and is significant addition to the existing literature (Saunders et. al, 2007). The
research question should be concise and clear. After this, the aims and objectives of the research
are decided to define the boundaries of the research. This section mainly explains the “why” and
“what” part of the research (Malhotra, 2007).
For this dissertation, the key research questions that came out of the preliminary literature review
were to understand the main factors behind the competitiveness of the Port of Dalian in China
and build the research suggesting solutions and an improved competitive strategy for the port.
The importance of this dissertation lies in adding a new perspective on a previously explored
issue.

Research Design



After deciding the research question and explaining the relevance of it the next step is to define
the “How” part. Research design explains the type of methodology used to undertake the whole
research. It explains the various stages that are involved in the whole study. It also gives
reasoning about why a particular methodology was used (Saunders et. al, 2007) & (Malhotra,
2007).

This dissertation mainly revolves around secondary research methodology and a comprehensive
review of literature.

Data Collection

This part deals with significance of the data collection process through the chosen method. Data
collection has to be accurate and relevant to the topic of research. The major sources used should
be clearly mentioned (Malhotra, 2007). The main resources used in this research are academic
articles, opinion articles, research reports, industry reports and internet articles.

Data Analysis

In this stage the collected data needs to be analyzed as per the defined research question. The
findings have to be clearly presented without any bias. Based on the findings, suggestions and
recommendations can be made that are relevant to the topic (Malhotra, 2007) & (Saunders et. al,
2007). One of ways of analyzing the secondary data is to summarize the learning from the

Literature Review and apply them in a particular context.

1.5.Dissertation Outline
Chapter 2 Literature Review
Literature Review is a very important chapter and forms the base of this dissertation.

Chapter 3 Research Methodology



This chapter discusses the adopted methodology of “Secondary Research” in detail. The main
subsections include Problem definition, Research design, Data Collection and Data analysis. This
section also discusses how various sources were chosen and evaluated. It also discusses the
reliability and validity of the data. It also highlights why this methodology is most suitable for
discussing the chosen research questions. Finally, some of the limitations of the chosen Research
methodology are mentioned.

Chapter 4 Analysis & Discussion

This section would use the knowledge and understanding acquired from the literature to present
the analysis of the current topic.

Chapter 5 Conclusions, Recommendations & Limitations

This is the last section and summarizes the key findings & observations from the dissertation.



2. Literature Review

Literature Review is the process of gathering and evaluating information on the chosen topic
from a wide variety of sources. Literature Review is the most important section of the
dissertation as it provides the independent views of previous studies done on the topic, helps in
defining the scope and boundaries of the research, presents a balanced view, helps in justifying
the research questions (Bowker, 2006). This section helps in understanding the sub topics
through an array of readings and builds the base of the dissertation. Literature Review should be
clear and concise, well structured so that the reader of the dissertation understands the depth of
information and the reasons of choosing the topic (Loughborough University, 2005).

In this dissertation LR is the core as it requires a review and analysis of a wide range of topic.
For this purpose a variety of sources were reviewed and the gist of them is present in the

subsections given below.

21#EET A6O DPIT OEOEITT ET 11T AAT %AITTTI1U
China’s growth story has been awe inspiring and is a big example of how country with huge
population can grow to be one of the biggest economic forces in the world. As China enters into
the 11" year of its accession to WTO, it is showing GDP growth of 9% in 2011, which is
amongst the highest in the world and remarkable given the 2008 financial crisis and slow growth

in US, its biggest trading partner (NCUSCR.org, 2012).



200 2003 (104 2005 72006 007 08

GDP (in
..'ill-l]?':i.\:"

e China .
o Germany $5.74 tillion
e Japan $5.30 trillion
e france

$3.30 trillion

2 .—.’_-’//.—‘.—’ $2.55 trillion

Figure: China’s GDP growth comparison with other countries’

The above figure shows how China compares with other big economies of the world in the last
ten years. Today China is among the top 3 economies of the world but it took a while to reach
there. It was in 2005 that China overtook France to become the 5™ largest economy, while in
2006 it toppled UK before overtaking Germany in 2007 to become the 3" largest economy of the
world (China Mike, 2011). In the advent of 21% century, China is expected to become the largest
economy by 2020 as per the purchase power parity calculation (Thomas, 2006).

For China, it all began in 1949 in the after math of the World War Il when the newly formed
People’s Republic of China began implementing development policies and the growth rate of
about 4% during the period 1953 to 1978, which was highest among the developing countries
(Thomas, 2006). After this period, it China began post- Mao economic reforms that led to a

growth of about 8% to 10% and setting the base for it to become one of the economic

! Source: World Bank. Taken from http://www.china-mike.com/facts-about-china/economy-investment-business-
statistics/
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powerhouses of the world. China’s rapid economic growth post the period of 1949 can be

attributed to two major factors — Domestic and Global. They are highlighted below —
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Figure: Factors leading to China’s Economic Growth post 1949 era. Source (By the Author)

After 1978, China began to create a highly regulated economy but still receptive to the global
growth and foreign participation. As a result of their policies it was the Chinese government who
was controlling most of the industry sectors and private ownership was limited and was based on
a long term leasing agreement. Slowly, foreign companies were allowed to start joint ventures
with their Chinese partners and eventually they were allowed to create wholly owned
Subsidiaries. But all the while the ownership and control of most of the important sectors like
communication, oil & gas, transportation and financial services.

Rol e of FDI i n- Clina becameltise biggestoravipidmt of FDI in 2006 by
overtaking Japan and crossing the figure of $100 billion in 2010. FDI has certainly played a huge
role in China’s development with almost all the major companies in different sectors doing
business with their Chinese counterparts. The figure given below shows the FDI comparison of

China with other major countries —
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Figure: FDI comparison of China with different countries?

Although China has been defeating predictions from the past ten years and showing higher
growth than expected, but in 2012 it is possible that the growth rate might go below 8% giving
indications that probably the Chinese economy is on the verge of saturated growth. China’s
growth has come at government’s strict economic policies, abuse, lack of human rights and
exploitation of cheap labor and questions are being asked about whether it is sustainable in the
new era especially after financial crisis and current Euro zone crisis. The year 2011, brought out
certain gaping holes in the development story of China. Issues like growing inflation, real estate
bubbles and corruption in banking sector were hampering China’s growth internally (Fung &
Peng, 2012). Moreover, external issues like global financial crisis, Euro zone debt and weak US

economy leading to decline in exports are other current issues that China needs to deal with.

2 Source: UNCTAD. Taken from http://www.worldbank.org/en/country/china/overview
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In the year 2011, China also began implementing its 12" five year plan (Fung & Peng, 2012),
which is expected to lay the future strategy for continued momentum in growth in the middle of
internal and external issues that China is facing. Some of key focus areas for the 12" five year
plan are given below (World Bank, 2011) —
Focus on economic growth and finding new avenues of growth in the post-recession
period
Creating more job opportunities and growth to all segments of people (inclusive growth)
Improving environmental standards, low carbon emissions and low energy consumption
Creating better infrastructure, increasing access of public services to lower poor people
Improving living standards by decreasing poverty and income reforms
Improving government efficiency and role of state, restructuring policies
The financial crisis was a major eye opener and going forward China needs to find ways to make
it companies more competitive, more receptive to financial crisis, focus on drivers of growth and
create a new comprehensive model to deal with dynamic social, political, economic and now
environmental factors.
China’s current standing as one of emerging leaders of the Global economy can be attributed to
three main drivers —
Saturating developed markets and attractive Asian markets
Asian countries have seen tremendous amount of FDI in the last few decades. The FDI numbers
are only going to increase with the saturating developed markets offering slow growth. More and
more Western companies are investing in Asia either through joint ventures or whole owned
subsidiaries. According to a report by (South Asia Monitor, 2012) the combined FDI flow to

South East Asia was about $344 billion with share of South Asia -$43 billion, East Asia - $209



billion and South —East Asia being $92 billion in 2011. While China alone had $124 billion of
FDI (growth by 8%) in 2011. The FDI growth numbers are very encouraging and one of the key
drivers of the power shift from west to east.

Global Financial Crisis & Euro zonedebt crisis

Although economic crisis is not a direct driver for growth and the effect reached Asian shores
and did hit the exports back in 2009. Also, the ongoing Euro zone debt crisis is expected to hit
the Asian Economies very hard. But, under these circumstances too China has an exemplary case
to present as it has been able to maintain its GDP growth at a stable pace. India though growing
at a good pace has slowed down in 2012. In summary, Asian economies have been hit externally
but due to their strong domestic spending and growth engines they have survived the financial
crisis and will survive the Euro zone debt crisis. In the after math they are surely going to emerge
victorious with more focus on them (Jacques, 2012)

Increasing Political Strength

China is already a permanent member of Security Council and has been a strong political power.
While, India is yet to gain so much political supremacy as to influence the direction of world
politics. No matter, India is considered a big player in the Asian scene but lacks the political
clout on the international scene. But there have been some advancements in this domain that are
helping India. Firstly India is now a nuclear power and that adds a lot of weight to its political
resume. Its quest for a permanent membership in the Security council although slow but is
gaining momentum with US president Barack Obama openly endorsing India’s candidacy. Also,

India’s economic growth will someday help her in achieving the political growth as well.



2.2.Global Crisis and China

2.2.1. Global Crisis of 2008 7 An overview
NassimTaleb the authorof A T h e B | a cightly pom@a sutd‘black swan is an event which
is prospectively unpredictable but retrospectively predictable” i.e. people don’t see the event
before it occurs, but after the event everybody claims that they saw it coming (McKinsey
Quaterly, 2008). His words truly describe the Global Financial Crisis of 2008 which started out
as a liquidity crunch triggered by the US Sub-prime mortgage market collapse and has brought a
sea-change of unprecedented magnitude in global markets, with no country or market immune to
the shock waves that have rippled around the world. At this onset of recession, many Wall Street
giants crumbled like a pack of cards and many more suffered billions of dollars in losses in the
aftermath of the crisis. From the advent of the economic crisis the write-offs of about $1 trillion
have been taken by various institutions. A Mckinsey study shows that the final tally of losses
could be as high $2.2 trillion in United States (about 10-15% of GDP). Apart from that the
combined loss of United Kingdom and European Union could be as high as $1.4
trillion(McKinsey Quaterly, 2008).

From a company point of view, this crisis led to severe credit crunch leading to
bankruptcy, takeovers, shattered investor confidence and decrease in the consumer spending. It
started with Federal bailout of two US GSEs (Government sponsored enterprises) Fannie Mae &
Freddie Mac, followed by the fall of the investment giant Lehman Brothers and the sale of
Merrill Lynch to Bank of America on the same day in a $50 billion all-stock transaction. After
this AIG (American International Group) got a bailout of $85 billion from Federal Reserve in an
exchange of 79.9% equity interest. It further resulted into the conversion of Goldman Sachs &

Morgan Stanley to bank holding companies. Equity markets were the worst sufferers of the



crisis. S&P 500 indexes fell by more than 50%. By November 2008 the US markets were at the
same levels as they were in 2001-02 after the Dotcom bubble burst. Even the global markets both
(Asian & European) have fallen down significantly from their peak levels.

Several rescue attempts like $700 billion bailout plan, a cut in the interest rates, termination of
short selling etc. were made by the US government. Amongst this crisis, a quarterly report by
UCLA Anderson Forecast stated that US will face four quarters of recession that added to the
further woes. An estimate showed that the GDP would decline by 4.1% in the current quarter and
the unemployment rate would increase from 6.5% to 8.5% by early 2010 (The Economic Times,
2008).

The trickledown effect of the crisis reached Europe in the month of October. The Icelandic
currency Krona dropped 30% against the Euro resulting in suspension of trading activities. After
this several European governments announced bailout plans for their financial institutions.
Among them Britain (25 billion pounds), Norway (US $57.4 billion) & Sweden (1.5 trillion
Kronor) were the initiators. The crisis slowly touched the shores of the emerging and developing
countries leading to a never seen before financial crisis after the great depression of 1930. The
Asian countries were not spared either as the global demand slowed down considerably and the

major macroeconomic indicators went red.

2.2.2. Global crisis of 2008: Trigger and Effects
The root cause of the Credit Crisis was “T h e Excess Cr aalthese m@y yeasst i on o
which triggered a chain reaction causing the eventual Global Economic crisis. From 2005-07 the
property rates were very high and they kept on increasing leading to a sense of complacency in
the real estate market. Due to this billions of dollars of subprime loans were given to borrowers

with high default risk and bad credit history. But contrary to the speculation, the property bubble



finally burst in 2007 leading to high depreciation in the property rates. As most of the borrowers
were unable to pay, the mortgage repayment defaults started to increase leading to a liquidity

crunch.
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Figure: Percentage Decline in the US house Prices (Big picture, 2007)

The following figure shows the S&P/Case-Shiller Home Price Indices, the leading measure of

U.S. home prices. It shows a continuous decline in the single family US homes from 2006.
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The July data reported annual declines of 17.5% and 16.3%.

U.S. Foreclosure Activity
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Figure: US Foreclosure Activity (Big Picture, 2008)

The above figure shows that there was an increase of 121% year over year and 14% per
guarter in the number of homes facing foreclosures.

The table given below shows how the Wall Street giants tumbled following the credit crisis and
their unsuccessful foray into the unknown risks of mortgage loans —

V Purchase of Mortgages from the banks who lend them

V This made the banks lend more as it freed up the credit for them

V The institutions used these mortgages as a collateral and created derivative

instruments



These were sold to various institutional investors like pension funds, hedge funds, mutual
funds and various banks of Europe & Asia who thought it to be a great investment

opportunity

Credit rating agencies played their role by rating some of the instruments very highly

Insurance companies also insured them giving a hint that the investment was flawless

While the lower quality instruments were kept by the investment banks themselves as
they could fetch higher interest rates through them

They created special purpose vehicles for this purpose

But as the housing bubble burst and the defaults the started the value of mortgage backed
securities fell sharply
The total invested value of over $1 trillion eroded in a flash leading to bankruptcies of

the various institutions & bailouts by the US government

Table: Fall of Wall Street Giants




2.2.3. Global effects in the World Economies

The Brookings Institution reported in June 2009 that U.S. consumption accounted for more than
a third of the growth in global consumption between 2000 and 2007. "The US economy has been
spending too much and borrowing too much for years and the rest of the world depended on the
U.S. consumer as a source of global demand.” With a recession in the U.S. and the increased
savings rate of U.S. consumers, declines in growth elsewhere have been dramatic. For the first
quarter of 2009, the annualized rate of decline in GDP for different countries is shown in the
table below —

Country GDP Decline percentage Post Global Crisis

Germany 14.4%
Japan 15.2%
UK 7.4%
Latvia 18%
Mexico 9.8%

Table: Decline in GDP in various countries

Some developing countries that had seen strong economic growth saw significant slowdowns.
For example, growth forecasts in Cambodia show a fall from more than 10% in 2007 to close to
zero in 2009, and Kenya may achieve only 3-4% growth in 2009, down from 7% in 2007.
According to the research by the Overseas Development Institute, reductions in growth can be
attributed to falls in trade, commodity prices, investment and remittances sent from migrant
workers (which reached a record $251 billion in 2007, but have fallen in many countries since).
This has stark implications and has led to a dramatic rise in the number of households living

below the poverty line, be it 300,000 in Bangladesh or 230,000 in Ghana.



Japan, China and India are the fastest growing nations in Asia and largest economies of the
continent suffered major impacts on their economies after the Global Crisis of 2008

India - From 2007 to 2008 Indian economy grew at a rate of 9%, but after the financial crisis
that the world faced during 2008, the growth of the Indian economy was hampered, it slowed
down and grew at a rate of 7%(Shah, 2010)

China - Similarly, China’s growth rate fell down to 8% as a result of global financial crisis,
though in China a lot of people had to suffer from losing jobs. China had to face an upward
pressure on its currency, the Yuan(Shah, 2010)

Japan - Japan was mostly affected by the Global crisis; the industrial production of Japan fell by
10% in January itself. Japan’s exports had to suffer the most. Japan had to face high rate of

unemployment(Shah, 2010)

224.#EET A6 O OEOOAOEITT ET OEA '"11AAI
Below given are the factors that have helped China in maintaining growth in the financial crisis
Trade Potential of China
Trade balance is also considered to be a key driver for the growth of FDI. When a country is
under trade deficit it will try to attract more investment and hence facilitating FDI. Factors like
export promotion and import substitution also play a role in driving FDI. Interrelation between
FDI and trade have been examined thoroughly by many scholars and they have formed varied
conclusions but all agree that understanding the relation between trade and FDI flow is important

for any organization (Balassa, 1978).

Low Labor cost

AOEO



After the macroeconomic factors have been sorted out one of the key determinants is the labor
cost in the host country. For developing countries it is one of the key attractions that help them in
receiving FDI. Some of the related factors along with the labor cost include manpower skills,
education level, language skills, technical skills etc. Countries like India and Philippines with
high skills in English language and Technical capabilities have been able to attract significant
FDI in the Information Technology Services and Business Process Outsourcing industries. Other
labor force characteristics such as flexibility, minimum wage rates and work ethics in the host
country as compared to the home country also decide the flow of FDI (Javorick&Spatareanu,
2005). Some authors like (Chen & Ku, 2000) & (Resmini, 2000) propagate that cheap labor and

cost reduction is the key reason of FDI in some traditional manufacturing sectors.

Chinads Country Risk Profile

Country Risk profile is another important that judges the overall characteristics of a country
based on Political, Economic, Social and Technological factors. A stable, friendly and trade
promotion government is something that most of the international firms look for while investing
in a new country. Moreover, the host countries relationship with the home country, its regional
political influence and type of government control are other factors that determine the risk
factors. Economic risk involves unstable currency, high inflation, low GDP growth and others.
The social factors like consumer behavior, work culture, power distance and others are some
microeconomic factors that also most of the companies look at before deciding to invest. Finally,
in the current world every kind of business is driven by technology and hence it is very important

that the host country is open to technological innovations. The manpower should be skilled



enough to learn and work on new technology. A conglomeration of all these factors determines

the risk profile of a country and overall determines the flow of FDI.

2.3.Exchange Rate Regime of China

Macroeconomic factors that are important in determining the flow of FDI in a country are
Exchange rate & interest rate. Strong and stable currency is one of the benefits that are enjoyed
by foreign investors. It is generally understood that countries with weaker currencies are
recipients of FDI while countries with stronger currencies are providers of FDI. Countries with
currencies that are expected to rise in future receive more FDI in terms of capital investment and
real estate development. Exchange rate volatility brings out both opportunities and problems for
companies. Hence, a strong but flexible currency would be most suitable for attracting FDI
(Kiyota& Utara, 2004).

Interest rate differences are considered one of the primary reasons of international capital
movements and hence impact FDI although only for a temporary period (Boatwright & Renton,
1975). Lower interest rates leads to increased FDI, as companies find it cheaper and more
convenient to borrow in the host country and avoid exchange rate transaction costs. Interest rate
changes in the home country relative to the host country also play a role in determining the flow

of FDI (Yang et. al, 2000)

Introduction & Background about China's policy about currency
The Renminbi has been under intense scrutiny in the past decades. The reason for this has been
the Chinese currency’s valuation. The Renminbi has had a fixed exchange rate vis-a-vis other

currencies. This fixed exchange rate system is beneficial for small countries and makes trade



predictable and easy. In situations of financial crisis this fixed exchange rate helps in quick
recovery.

However this fixed rate exchange when compared to a floating currency presents a problem to
other countries. In the latter a country’s currency fluctuates as per the foreign currency market.
With China’s growing economic status the fact that it’s currency has a fixed rate of exchange has
been a sore issue with the other countries especially the US. This difference has led to deep
animosity from a lot of quarters. There has been extreme pressure on China to re-value its
currency.

One might wonder why repeatedly China is being pressured regarding its currency. The answer
is a complex one but to put it simply we can say that when China has a fixed exchange rate then
its goods and services become competitive and unfairly so, thereby slowing the growth of other
countries. Prior to 2005 China had pegged its currency vis-a-vis the US dollar at an exchange
rate of 8.28 however in 2005 it changed its policy and it was now a floating currency but
carefully managed and only with regard to a basket of currencies as chosen by the Chinese
government. To be precise it was on July 21, 2005 that the People’s Bank of China announced
that a revaluation of it’s currency would be undertaken and there would be a reform of the
exchange rate regime. The revaluation put the renminbi at 8.11 against the dollar. Under the
same reforms, the People’s Bank will incorporate a “reference basket” of currencies when
choosing its target for the renminbi. This implies that the government can choose the currencies
it wants in the basket to determine the Renminbi, this results in a managed floating exchange
rate. (Spiegel, 2005)

Furthermore came the news that its policy makers have insisted that any appreciation they

allow to the RMB, which has been pegged at 6.83 to the dollar since July 2008, will be



"gradual.” Which as translated by analysts means that the change would be of only a few
percentage points a year. Relaxing its RMB policy "is kind of a convenience for China,"
says Kent Smetters, a Wharton professor of insurance and risk management. "It's not going to
make that much of a difference for them right now. The demand for dollars is still going to be
high and they can come across as being the good guys, but it's not really costing them that
much right now." (China’'s Renminbi Revaluation: Small Step, Big Impact?, 2010)

However during the global financial crisis China again pegged the Renminbi against the US
dollar and reversed its decision soon after. This reversal came in the wake of excessive demands
on part of international bodies.

We now will investigate in the forthcoming paragraphs why this difference is a problem, what

changes have been gotten to remedy the situation and the subsequent effects.

- A - -

24#EET A8O AT TTIEA O oli EOEAAT 2A1 AOGETT O
According to Niccolo Machiavelli, the foremost propagator of the modern realist school of
thought, human beings are driven by their own selfish needs and interests and the most voracious
of these needs is the lust for power. The behavior of man can be seen as a microcosm of the
behavior of a state. Hence a state’s ultimate motive is self-preservation and preservation of its
interests. This is known as national interest and to preserve its national interests a state needs to
be sovereign and powerful in its decision making. Modern realists believe in the above
statements and continually stress on alliance building, maintenance of the delicate balance of
power and autonomy in policy-making as key factors for self-preservation and safeguarding self-

interests®. The study of the behavior of a state towards other state and non-state organizations is

*Martin Griffiths, “International Relations Theory for The Twenty-first Century”, Routledge2007.
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called foreign policy.Every state has different factors that determine its foreign policy; however
none of these markers are either absolute or unchanging. Foreign policy is a dynamic process and
a change in the government does not lead to a change in the direction of the foreign policy
priorities unless there is a drastic change in the political set up.

This sub-section is very important for the dissertation and discusses China’s relationship with US
and EU countries. The focal point of discussion is the dynamics with US. China- US relationship
is not very straightforward and is based on competitive rivalry and different political ideologies.
China US Foreign relations

China — US relationship today carries the same weight and relevance to the world politics as did
the US — Soviet relationship. It can be described as based on more conflicting interests rather
than shared ones. China’s relationship with United States is like a love hate relationship with
latter being the biggest importer of the former and the biggest competitor at the same time. Some
researchers believe that American era is giving way to Chinese era as China’s dominance over
East Asia is slowly percolating to the whole world (lkenberry, 2008). While the more realistic
ones believe that as China continues to grow economically and politically stronger it will try to
reshape the international laws and systems making it as a threat to declining dominant forces of
US (in particular) and Europe. This would lead to a situation of conflict and a clash of interests
of US and China leading to a world of tension and distrust.

As far as an assessment of China-US relationships is concerned there have been several highs
and several lows. In the aftermath of the World War 2 it was US who imposed sanctions on
communist states of USSR and China for their involvement in the Korean War leading to
strained relationships between US and China (Hornick, 2010). It was in 1960s when President

Nixon began to realize the benefits of harmonious relationship with China, mainly to tackle the



rising USSR and his visit to China in 1972 does show some promise. US and China’s political
ideologies have been an issue for a long time and in 1989 after China’s bloody actions on
protesters in the Tiananmen Square the relationship further deteriorated. While in 1991, it was
China who supported US in the Gulf war by deciding not to use its Veto powers against actions
on Iraq and vehemently opposed the Iraqi dictator, Saddam Hussein (Hornick, 2010).
President Obama has taken several steps to strengthen the relations between the two countries by
visiting China in 2009 and agreeing on advancing US-China relations in the new era (Yan,
2010). But even after this event it was once again proved that US China relation would always
follow a pattern of sudden deterioration and rapid recovery as immediately after Obama’s visit in
2009 the advancements in the relations came to a shock stand still (Yan, 2010). Some of the
reasons that can be attributed to this tumultuous relation are as follows —

China’s Nationalistic hangover comes back to haunt the US China relation. It mainly

started after the end of cold war when China started becoming a dominant force in East

Asia.

Some analysts say that US arms sale to Taiwan in 2010 invigorated China’s nationalism

and led to some decline in the relationship.

Some experts attribute the love hate relationship to the rising economic power of China

and that has enabled China to have a better bargaining power in dealing with US.

Also remarks from the politicians on the both sides have not served well to the

relationship.

The relationship has been described by many experts as that of “superficial friendship”



To summarize the relationship between China and US we can do a relationship analysis.

Relationship between two countries can be described using a 2x2 matrix giving rise to 4 types of

relationships viz. Common, Complementary, Confrontational and Conflicting.

Mutually
Favourable

Mutually
Unfavourable

Same in Content Different in Content
Common Interests Complementary Interests
Military Allies Trade Pariners
Confrontational Interests Conflicting Interests
Maritime Dispuites ldeological Rivalry

Figure: Types of Relations between Countries”

The above figure shows that the relationship between US and China is more of Confrontational

Interests and Conflicting Interests rather than common or complementary. The table given below

describes the instances for each type of relationship —

Common Interests

In the 1970s and 1980s China and United States had common
interests in containing the expansion of Soviet Union. In the current
scenario, denuclearization of North Korea, UN Security council
reforms, International shipping security, joint investments are
common interests.

Complementary Interests

US and China are biggest trading partners for some years
(Workman, 2009). China needs a market for its manufacturing
products while US needs cheap products to maintain its high cost of
living

Confrontational Interests

Such interests are those that have same content but are mutually
unfavorable. In case of China and US issues like control of South
China sea, Military modernization, influence in developing regions
and sports interests like Olympic medals etc.

Conflicting Interests

Some of the areas of conflict between US and China are arms sale
trade to Taiwan, human rights issues, political ideologies, global
financial reforms, intellectual property rights and others.

Table: US China relationship different phases®

* Source: Chinese Journal of International Politics. Available at
http://cjip.oxfordjournals.org/content/3/3/263/F2.expansion.html [4 Sep 2012]

® Adopted and paraphrased from the following source: The Instability of China—US Relations, Available at
http://cjip.oxfordjournals.org/content/3/3/263/T1.expansion.html [4 Sep 2012]
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In the last few years China and US have been working together on topics like nuclear power and
climate control. China and US have been opposing North Korea’s nuclear ambitions and have
been working on reducing carbon footprint by technological collaboration.
No matter how their relationship goes, the importance of this relationship can’t be ignored and
plays a huge role in the world scenario today. At best it can be described in the remarks of
Hillary Clinton
AiThis is not a relationship that fits neatly into the black and white categories like friend or
rival. We are two complex nations with very different histories, with profoundly difficult political
systems and outlooks

- USSecretary of State, Hillary Clinton in 2010
Chinai EU relationship overview
China’s relationship with EU on the other hand has been more straightforward and less
superficial as compared to United States. The relationship between EU and China go back to
1975 but focused more on Economic and trade relationships rather than political issues. Of
course political relationships are influenced by economic relationships and same is the case with
EU and China (Breslin, 2011). Some of the major events that have shaped the Chinese — EU
bandwagon are as follows —
Economic relationship- EU and China have been trading partners with China and the
relationship has seen tremendous growth. China has contributed to about 292.5 Billion Euros of
Import in 2011 (a rise of 3% from 2010) while EU exported goods of worth 136.2 billion Euros
to China in 2011 (a rise of 20% from 2010) (European Commission, 2010). Such figures are very

encouraging for their trade relationships.



EU supported China in its accession to WTO in 2001 giving it an access to huge European
Market. Moreover, China’s opening of market helped EU firms to do business in China. This
helped foster strong trade relationships (European Commission, 2010)

Areas of concerii One of the thorns in the relationship has been China’s human rights woes.
The human rights issues have been very sensitive and have led to arms embargo in 1989 on
China by EU. Any attempts to lift the embargo in 2005 were met with denial (Breslin, 2011). In
1995 China almost came close to being condemned by the human rights commission.

Another major dispute between the two parties was the textile dispute in 2005 when Chinese
exports flooded the European market raising major concerns from about 25 member states to
curb the Chinese imports®. An agreement was reached between the two countries to limit the sale
of goods in certain categories of textile (Men, 2008).

Another area of concern is the environment where both the parties haven’t been on different
sides more often than not. They are yet to reconcile their positions on global environmental
governance and steps to curb carbon footprints.

In the recent years, especially after the 2008 financial crisis and the recent Euro zone crisis, the
bargaining power of EU has decreased while the financial and political clout of China has
increased significantly. This might tilt the relationship in China’s favor and hence China is in a
better position to reach its two key objectives as far as EU is concern — a) Full access to the
market by 2016 b) Arms embargo abolishment (Sorroza, 2011). Also China has been using its

extraordinary financial capacity to increase its influence in the EU. Euro zone has been

®From the Jean Monnet/ Robert Schumann Paper Series. The textile dispute was as a result of lifting of quotas after
40 years on Chinese Textile products.



handicapped due to the debt crisis and China’s offer to buy public debt is a sign of its public
diplomacy ’

As seen from the above discussion, it can be understood that EU — China relationship has been
mix of conflicts and interests. But still has the potential to forge a long lasting relationship
mainly on the economic front that would lead to more stable political relations. Both sides need
to be patient and understand that there are more benefits from mutual cooperation than
competing conflicts.

Chinads Regional Economic Influences

One of the economic miracles of the 20" century was the transformation of East Asia with Japan
leading the way initially. Boosted by a rapid wave of industrialization and economic expansion,
it was East Asia that developed faster than South and Central Asia. Till the late 20™ century
Japan was at the apex of the political structure in East Asia with Taiwan and South Korea
forming the 2" Tier (Beeson, 2008). But now with the meteoric rise of China the equations in
the East Asia and the regional integration are getting reshaped with China at the Helm. China has
already become the largest recipient of foreign investment in the region depriving other smaller
countries of East and South East Asia. These countries are finding hard to compete with the low
cost manufacturing based economy of China. Even a strong country like Japan is becoming
dependent on China’s low cost manufacturing and a good export destination. China’s influence
in East Asia has been growing at a tremendous pace and its relationship with countries like
Japan, Taiwan, Philippines, South Korea, North Korea in East Asia and others like Vietnam and
Thailand has seen many ups and downs.

Chinads r el at i o has beé¢npn the linte hight Fiacé thedanter’s demands of

independence in 1949. China’s hard stance on this issue is met by UN and US support of Taiwan

"The Scramble for Europe by Francois Godement, ECFR Policy brief



whenever the latter has raised concerns over its independence ® China has strategic goals in
keeping the island nation conquered under its influence as Taiwan pro-democratic movement can
hamper China’s position in the region.

AsfarasChi nads r egi onal aeqganc@rbed teyge a long waybacl ta thea n
historical times and have been tense given the bloody history of aggression and war. During the
years of World War Il it was Japan who was the stronger country and had conquered a huge
territory in the mainland china and controlled majority of the resources. In the modern years (late
20™ century), there was a huge tension between the two countries on geographical expansion and
acquiring natural resources (Word Press, 2010). But in the 21 century it is China who has the
upper hand in the relationship, given its immense economic power and growing political clout.

In 2012, China and South Korea completed 20 years of diplomatic relations between the two
countries. Once, political foes, China and South Korea have now seen the bilateral trade increase
by 22 times in these 20 years and China has now become South Korea’s largest export partner
(Min-hee, 2010). One of the issues that have haunted the two countries and have caused hurdles
in the economic development is South Korea’s strong ties with US. China’s officials strongly
opposed the joint naval exercise of South Korean and US navy in 2010. With the recent issues in
the US- China relations and growing South Korean — US relations there is a chance of conflict in
future and the prospects of strong political, economic and social alliance with China seem to be
slowing down (Klingner, 2004).

China has been Nor t land Kosuppoded the lditer dugng ¢he harsn |l | y
economic sanctions, has been their largest trade partner, supported the Kim Jong-II’s regime and

is the main provider of food, fuel and other resources (Bajoria, 2010). China has been a supporter

& Source: Maps of the world, Conflict between China and Taiwan,
http://www.mapsofworld.com/taiwan/history/china-taiwan-conflict.html
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of North Korea since its formation in 1950 by supporting it in the war and providing ample
military and human resources assistance (KOO, 2005). Culturally China has been a big influence
on North Korea with preaching of Buddhism and Confucian ideals deep rooted in both the
cultures (KOO, 2005). However, there have been some issues in the relationship as China is
growing frustrated with N. Korea’s regime and economic crisis. Moreover, China is in
opposition with N. Korea’s nuclear ambitions. In the future it all depends on China as to how it
uses its relation with N. Korea in order to bring a peaceful coexistence in that region.

Other important countries in the region with which China’s relation is of important consequence
are Vietnam, Thailand and Philippines (CASWELL, 2008).

With Vietnam, China has history of aggression due to political differences in the communist
governments and Chinese military actions throughout the 1970’s and 1980’s. But now a wave of
economic development is overshadowing the bloody history and is giving way to a new era of
cooperation. China and Vietnam are now premium trading partners with bilateral trades in range
of over $10 billion. Vietnam has benefitted heavily through this cooperation as its exports grew
and it receive technical expertise from its big neighbor.

With Philippines, China has favorable relations apart from the dispute of South China Sea. The
dispute over the ownership of the South China Sea started in 1947, when the Chinese
government claimed the entire 1.3 million sq. mile waterway to be their own territory (Higgins,
2011). China imports more than half of its oil and the demand is expected to be doubled in the
next two decades. With this rising demand for energy sources and its inability to source them
internally, China is looking towards alternative sources of energy such as natural gas in the South
China Sea. One of the disputes that China has is with Philippines over drilling near the

Philippines territory of Palawan Islands. Philippines has showed resistance over China’s drilling



attempts in a territory that is just 100 miles from Philippines while 1000 miles far from China
leading to a series of negotiations between the two countries. On the other hand relations
between Philippines and China have grown with Philippines investing heavily in Chinese
economy in range of $5 billion by 2005.

Chinads r el at i goas wawbadk to 1975haadihds prospred very well in these
last 35+ years, before coming to a plateau state in the recent years has been limited to non-
political and security concerns. Their relationship got a recent boost when both of them decided
to promote trade and signed agreements to increase the bilateral trade to $100 billion in 2015
(Guangjin & Wa, 2012). China also helped Thailand by giving humanitarian aids of about $1
million during the Thai floods. With increasing bilateral trades, Thailand is expected to be a
strong and reliant partner to China.

Many experts concur that the integration of East Asia would require Japan and China to have
stronger ties. Their bilateral ties and strong sense of community building is essential for the
cohesive development of East Asia (Tanaka, 2006). Thus, it’s the economic benefits that over
weigh the political differences in the East Asian region and an increased focus on those would
see China continue its influence over the region, create a positive outlook and be a major player

in the world stage (CASWELL, 2008). The table given below summarizes the regional relations

of China -
Country Relationship | Remarks
Strength
Taiwan Low China has vowed to not to listen to Taiwan’s demands for
independence.
Growing US influence on Taiwan a concern for China
Japan Medium Once dominated and ruled by Japan (for a brief period), now

China is finding its closest competitor under some pressure. Still
cooperation is required between the two to sustain development of
the East Asian region

South Low Only 20 years of diplomatic relations. South Korea’s relation with




Korea US growing faster than its relation with China. Although both of
them remain strong trade partners.

North High China is North Korea’s big brother and has strong ties with the
Korea country. Culturally it has been a big influencer. With the world
imposing sanctions on North Korea’s regime China and North
Korea relations are expected to grow stronger.

Philippines | Medium Apart from the South China sea oil & gas exploration dispute, the
relation between two countries are harmonious
Vietnam Medium Economic development has overshadowed the history of
regression and war and both countries continue to collaborate.
Thailand Medium- The peak of the relationship is already over and currently it is in a
High stable state. Ties limited to non-political and regional cooperation.

Got a recent boost with joint trade agreements.

Table: Summary of China’s Regional Relationships. Source (By the Author)®

Chinads trade iisbiggesicompetitoi t h | ndi a

It is the economic relationship between the two countries that is of severe importance. It was in
1990s when the bilateral trade between India and China gained momentum and reaching a figure
of $2.9 billion in the new millennium (Embassy of PRC, 2004). Now India is supposedly the
biggest trading partner of China in Asia. Major exports to China include iron ore and other
metals while major imports include electronic products, petroleum, chemicals etc. In 1992, the
two countries opened their first trading point at one of the borders and since then as the trade
increased rapidly they have opened several such trading points. In their one of the meetings at
BRICS summit in 2011 the premiers of the two countries committed to increase the bilateral
trade to $100 billion 2015 up from $60 billion in 2010 (Asia News, 2011).

One of the worrying statistics for India is that its imports from China are three times that of
exports to China (in dollar terms) leading to a huge trade deficit with China. The trade deficit in
2012 is around $ 40 billion that represents about 2% of India’s GDP, 1/5™ of India’s total trade

deficit and one half if oil imports are not considered (Economist News article, 2012). Even

° Adapted and summarized with the help of data collected from a variety of articles




Chinese Businessmen are worried with the huge differences. The figure given below shows the

trade deficit trends of India with China.

I China in demand
India’s merchandise trade with China, $bn
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Figure: India’s Trade deficit with china in § billon. Source (Economist News article, 2012)
Indian exports to China show a disappointing trend and are limited to raw materials and some
metals. India is trying to boost its exports by selling rice, gaining access to China’s IT market,
car making and pharmaceutical drugs. Due to several trade meetings, there is a trend of some
investment in India done by Chinese firms e.g. ZTE Chinese telecom company is sourcing
locally and another Chinese company called Sany has a factory in India.

There are some areas where both the countries need to work upon. Currently there is no bilateral
trade agreement between the two countries. Moreover, sometimes India slaps extra duties on

Chinese products accusing them of dumping activities.

2.5.GDP, Exports and Unemploymentin China after financial crisis
Fiscal Policy is one of the important parameters that determine the direction of a country’s GDP

and eventually its economic and social growth. Fiscal Policy is a government tool or spending



policies used to influence the macroeconomic factors. In order to control the economy of a
country Government uses measures like changing government spending, interest rates and tax
rates. Other parameters that are affected by this policy are aggregate demand, employment and
output (Tutor2u, 2011). Due to strong economic outlook and a disciplined fiscal policy employed
by the Chinese government the fiscal outlook has been improving and is delivering better than
expected on Government’s strategy of returning to surplus

Government uses fiscal policy as a tool to shift excess or deficient demands. The three main
parameters used by the government in either case are Tax rates, Government spending and
Interest Rates. The fiscal policy affects Aggregate Demand (AD) by increasing or decreasing the
money supply.

In this case the government would inject money into the market to increase the overall AD. This
can be done through by decreasing taxes, increasing government spending and decreasing
interest rates so people borrow more.

Other Parameters

Inflation is one of the most important economic parameters closely followed by the government
of any country. For the ideal economic growth it’s important that inflation is controlled and kept
at a low level. High inflation has multiple effects on the economy. Firstly, it erodes the wealth by
decreasing the purchasing power of the people, increased resource cost leading to unemployment
and reduction in international competitiveness. Moreover, it also affects public investments and
government budgets(Edge, n.d.). In order to control inflation, the tool used by the primary bank
of a country is the monetary policy. The main parameter to be monitored here is the flow of
money by changing the interest rates. In order to control inflation, the monetary supply should be

in reasonable limits. The budgetary deficit of the government should be low. Prices of the



commodities should be in check. It should keep a close watch on import and export duties and
maintain reasonable levels of essential commodities to stop price rise.

Impact on Employment

As far as impact on employment is concerned different authors have different views on
employment and FDI relation. There are mainly three ways FDI impacts employment — FDI can
increase employment by setting up new production facilities, preserve employment by acquiring
existing infrastructure or reduce employment by closure of certain facilities (Baldwin, 1995). A
related effect of FDI is that on labor costs and wages. Some authors like (Feenstra& Hanson,
1995) examined that FDI lead to increase in the wages. They found some positive correlation
between FDI and skilled labor in a study about Mexico. Another factor to be studied here is the
elasticity in the demand of labor. Although FDI leads to increase in wages, but at some point of
time it could be deterrent for the economy as the demand for labor would decrease and
companies might relocate to other location offering higher benefits.

Impact on Trade flows

The relation between FDI and trade flows was first discussed by (Romer, 1975) based on the
economic history of US, UK, Germany and Japan. It was observed that there are four stages of
relation between Trade & FDI — 1) Trade increases as the economy grows 2) Trade share
stabilizes and the FDI share increases 3) Trade share falls 4) FDI share falls. Developing
countries like India & China could be somewhere between stage 1 and stage 2. One of the points
of discussion is that whether trade and FDI are complementary or substitutes. On one hand FDI
and trade are alternative modes of entry into a new country deeming them as substitutes while on

the other hand it can’t be denied that FDI does lead to increase in exports. Also, it leads to import



of machinery and technology from the home country. Another view is that the relationship

between two countries (home and host) determines whether FDI impacts the trade flow or not.



3. Research Methodology

This section describes the research methods and the data collection processes that would be used
in this research. The proposed methodology would be based on secondary research and
application of theoretical models and their analysis. The main objective of secondary research is
to provide a base and a background to the research by analyzing established facts about the given
topic. It helps in understanding the concepts related to the research and gain a better
understanding before moving ahead with the primary research. It helps to analyze the
information from both theoretical sources like author reviews, industry reports and also from
company case studies, analyst reports, conference proceedings, journal articles, document from
websites etc.

The first step in the Secondary Research Methodology is to identify the main sub topics within
the research and create a structure of the dissertation. The next step is to choose variety of
sources about that present a comprehensive understanding of the subtopic. It is imperative that
the chosen opinions or reports about the topic are factually correct and hence it is advisable to
use Journal articles, books, Management articles from known databases rather than individual
blogs. The final step is to assimilate the information, add individual understanding and present it
in a logical flow in the dissertation.

Research Philosophy

It is the uncomplicatedstyle and innocent way of questioning, which produces confusion and
instability in our assumptions and ideas about the world, that makes the study of philosophy of
special benefit (Smith, 1998). Moreover, the interrelations between Ontology (What is the
nature of reality?), Epistemology (What can be known?) and Methodology (How can one

discover the unknown?) would help understand the wider philosophical issues (Proctor, 1998).



Some of the advantages of having a proper research philosophy are as follows (Easterby-Smith,

1997) —

Having a defined research philosophy helps in refining the problem statement and overall

research strategy.

It helps to evaluate different research methodologies and choose the most appropriate one

at an early stage of the research process.

It may also enable the research to be creative and explore ideas that were earlier unknown

to him

Research methods can bedescribed, considered and classified at different levels, the most basic

of whichis the philosophical level(Clarke, 1998).

3.1.Evaluation of Secondary Data

One of main steps of Secondary Data methodology is the evaluation of the secondary data on

various criteria. It is a very necessary step as the quality of secondary data should meet research

standards. The criteria for evaluating secondary data are as follows (Malhotra, 2007) —

Criteria Issues Remarks
Specifications/ | Critical examination of methodology used to | For this research, an attempt
Methodology | collect data is necessary. Data collected should | has been made to collect data
be reliable, valid and generalizable to the | only from recognized sources
research problem. Mainly the source of data is | like  published  journals,
a good indicator of the reliability of the data. industry  reports, company
reports, books and others.
Online articles and blogs have
been avoided
Error rate The researcher must take care while | An attempt was made to

determining the accuracy of the collect data.
Some of the main errors in the secondary data
could be error in the approach, irrelevant data,
obsolete data and errors in reporting.

choose only relevant sources
that are closest to the research
topic.




Currency

If the secondary research involves reviewing
quantitative data then extra care has to be taken
about the wvalidity of the data. Certain
conclusions based on the data may no longer
be valid once the data becomes old. It might
also happen that the latest data is difficult to
obtain.

Current research  doesn’t
suffer from these issues as it
mainly  deals with the
qualitative data. Quantitative
data collection was only done
from modern resources and
established websites.

Objective

Data are invariably collected with some
objective in mind a fundamental question to
ask is why the data were collected in the first
place. The objective for collecting data will
ultimately determine the purpose for which the
information is relevant and useful. Data
collected with a certain objective may not be
valid in other situations.

For this research, high care
was taken to make sure that
the data collected and the
objectives of the research are
aligned together. For this a
funnel strategy was used to
zero down to the most
relevant data.

Nature

The nature or content of the data should be
examined with special attention to the
definition of key variables, categories used and
relationships examined. The key points should
be consistent with the research design
otherwise the usefulness of the data gets
limited.

Nature of the collected data is
relevant in this case as by
using it the research questions
were answered successfully.

Dependability

An overall indication of the dependability of
data may be obtained by examining the
expertise,  credibility, reputation  and
trustworthiness of the source. It is also
imperative to examine whether the collected
data came from an original source or a sub
secondary source. Original sources are more
useful as they are from known sources and also
provide the methodology used.

Data that has been collected
anonymously  or  didn’t
provide publications details
were carefully avoided in this
research. Also, most of the
data has been collected from
original secondary sources.

Table: Criteria used for evaluating secondary data. Source (Malhotra, 2007)

One of the ways to avoid the drawbacks of the secondary data research methodology is to

combine information obtained from different sources. Combining the data allows researcher to

compensate for the weakness of one method with strengths of another (Malhotra, 2007).




3.2.Reliability and Validity of the secondary data

Checking reliability and validity for the secondary data is a very important step. One of the ways
is to do it is checking the methodology used in the secondary data use that one is using. Of
course, it is difficult to address this issue completely as not all sources mention the methodology
in detail. One of the simple ways of avoiding this issue is choosing sources that are published in
recognized Journals. Also, while choosing reports, choose those sources that are well known or
in which the data collection technique has been mentioned properly (Weijun, 2008).

In the case of current research, an attempt has been made to use data sources only from

recognized academic journals.

3.3.Problem Identification & Research Question

This is the first step and it involves narrowing down the research to a particular question and few
sub questions. Generating research ideas and ultimately converting them into a specific research
question is a multistage process. In other words it’s a funneling approach where the approach is
to start from a broad idea and narrow it down to a very clear and accurate research question.
Some authors argue that research question may not develop until the actual research process has
started and is therefore a part of “progressive illumination” (McNiff& Whitehead, 2000). One of
the ways of getting more ideas about the research question is to undertake a preliminary
evaluation of data sources (Boslaugh, 2006).

In the case of this research, the idea generation started with some preliminary research in the

Project Management tools domain.



3.4.Research Design

The research design gives an overall view of the method chosen and the stages in the research
process (Saunders et. al, 2007) &(Boslaugh, 2006). A research design is a step-by-step plan that
guides data collection and analysis. After deciding the research question and the objectives the
next step is to create the design part that describes how the research would be undertaken. In
other words, research design is a framework or blueprint for conducting the research project
(Malhotra, 2007).

Research design can be broadly classified as Exploratory or Conclusive research (Malhotra,
2007). Exploratory research mainly involves providing insights into and understanding of the
problem confronting the researcher. The information needed in such type of research design is of
descriptive nature and the research process is flexible. Normally, exploratory research is
qualitative in nature and can be further supported by a more detailed or specific research in the
form of Conclusive Research. The objective of the Conclusive research design is to test
hypotheses and examine specific relationships. The information has to be precisely explained.
Conclusive research is more formal and highly structured.

In this study, the research design used is that of exploratory nature and Literature Review forms
the most important part of the research design. As mentioned before, very few researchers have
addressed this issue and hence this research is of exploratory nature where the research questions

proposed is answered by using Qualitative Research.

3.5.Creating a Literature Review Map
Creating a visual Literature Review map is one of the key strategies that researchers employ in
order to get a clear view of the resources they used in the research. LR map also helps in defining

the structure, flow and the relationship between various sub sections of the Literature Review.



LR mapping has been advocated by many authors including (Hart, 1998) who suggests that
mapping the ideas, arguments and concepts are essential parts of a Literature Review. There are
many ways of mapping the literature, but one of the important aspects emphasized by (Kamler &
Thomson, 2006) is that it should help researchers identify their own position within the field.

The LR map for this research is given below —

China’s position in the Exchange rate regime of
global economy in the Global crisis and China China : An overview and
21 Century policy reforms

LR Map

N

China’s economic/ trade
relations with US and
EU and its regional
influence

Impact of crisis on GDP,
Unemployment and
Exports of China

3.6.Data Collection
For a secondary resources based dissertation accurate data collection is the most important
factor. The data collection section goes into much detail about how specifically the data are to be
collected (Saunders et. al, 2007) & (Boslaugh, 2006). In this research all variety of secondary
sources were used. Extensive use of internet and library sources was undertaken to come up with
a highly detailed report. An attempt has been made to review as many relevant sources as

possible so that no information is missed. Some of the main resources are listed below —

News Articles News articles are the best way to understand the most current happenings or




developments on the given topic. In this dissertation news articles were not

majorly used. Some of them are mentioned below -

Main News Articles studied were to get latest/current information about the topic. News articles
help in understanding the analyst views about the growth prospects of the Chinese economy and

the impact of crisis on it.

Journal Articles | Journals are a vital literature source for any research. These are usually the
most useful for research projects as they will contain detailed reports of

relevant earlier research (Saunders et. al, 2007).

Mostly the articles from A rated journals were used. Main use of articles was to prepare the base
of the literature review by understanding the origins of crisis, steps taken to resolve the issues
and how the economic relations of China with US and EU have impacted its growth during the

times of financial crisis.

Reports Reports are a good source of information and provide a detailed view on a
particular topic. Also, the reports are normally from verified sources and

hence are an excellent source of information

Mainly analyst reports were used to understand the impact of crisis on GDP, exports,

unemployment and other factors.

Conference Conference Proceedings are also a valuable source of information and provide

Proceedings latest academic information on the given topic.

Not many conference proceedings were used for this topic. One of them talked about the

exchange rate regime of China.

Books The material in books is usually presented in a more ordered and accessible

manner than in journals, pulling together a wide range of topics (Saunders et.




al, 2007). Although books are very useful in terms of their comprehensiveness
about a subject but at the same time they are less accessible and can be costly

too

Main books used are - Research methods for business studeytSaunders et. al and Marketing

Researchby Naresh Malhotra. The information acquired from these books was very helpful in

choosing the relevant research methodology. Further the objectives of secondary research were

clarified. These books also provided information about the research design using secondary

research.

Internet Such articles are normally short in size and provide very specific information.
documents & | An attempt was made to access maximum number of articles available online.
articles The articles were used mainly for developing the literature review. They are

also very easily accessible

Some opinion based articles written by prominent economists and journalists were reviewed in

order to understand the growth prospects of the Chinese economy in the aftermath of the

financial crisis.

3.7.Data Analysis

This stage is the final stage and involves data preparation, cleansing and presentation. After

collecting the enormous data, the next step is to choose the relevant information and present it in

the different sub structures of the Literature Review. Categorization of collected data is the most

important step. Further to this, a thorough review of the collected data is undertaken. The

findings would be linked to the initial research questions and attempt to find answers for them.

The main idea is to take the concepts learnt from literature review and apply them in the given




context. During the analysis it is very important to establish as why the data was collected and
how it is useful in answering the particular research questions (Boslaugh, 2006). However, an
attempt has been made to provide certain implied suggestions arising from data analysis
(Andrews & Higgins, 2012)

In the case of this research, Literature review provided a lot of clarity on the topic regarding what

was done and where the gap was.

3.8.Limitations of Secondary Research Methodology

There are several advantages like ease of availability and flexibility in the secondary research
methodology that makes it more attractive as compared to the primary research methodology
especially in the exploratory research. However, there are certain drawbacks of the methodology
that can’t be avoided.

The usefulness of the collected data may be limited to the problem at hand as the data has not
been collected by the researcher. It is sometime very hard to find the exact data that would help
in answering the research questions. In such situations, the researcher has to approximate the
data and derive conclusions from that. If there is a huge gap in the collect data and the research
problem then secondary data methodology fails miserably and has to be overruled by the primary
research methodology. Also, no matter how relevant the sources are there is always a chance of
data being inaccurate.

Summary of the Chapter

The chapter starts by highlighting why the secondary research methodology has been used. It
also describes the main steps of the secondary research methodology. Further, reliability and

validity of the collected data are established by analyzing it on different parameters. Next section



involves the main steps of research from problem identification to data analysis. Main highlight
is the description of major sources used and their categorization according to their type. This
section ends with highlighting some of the limitations of the secondary research methodology

used for this research.



4. Analysis & Discussion

This section applies the key learning from the literature review and describes the key findings.
Global power shifts is a phenomenon that repeats itself time to time. From the ancient empires
like The Roman Empire, The Persian Empire or The Ottoman Empire to the more modern ones
like the Spanish Empire, the British Empire or the Russian Empire, none of them was able to rule
the world for an infinite period of time and the world has seen the power shifts several times.
Coming to the earlier 20" century during the World War 2, Germany and Japan were the
threatening forces seeking dominance over the colonialism led Britain and the rising giant United
States. In this era of globalization the transformation of global politics and economics would be
bigger and would involve an assimilation of different cultures, political ideologies and economic
levels (Hoge, 2004). The motives have certainly changed from the geographical expansion of the
earlier eras to economic development and political superiority. In this era it’s the Asian states
that are presenting the biggest bid to become the center of World Politics & Economics
overshadowing the established dominance of the western countries. With huge stakes involved
and hurdles to overcome, a challenge to the western countries is certainly visible (Hoge, 2004)
China, the Asian giant driven by huge foreign investments and export growth, supported by

strong workforce and infrastructure is now a big player on the Global scene.
4.1.Econometric Model for the current research

Data Description and Variable Definition

The aim of this study is to analyze the impact of global financial crisis on China with United
States particularly selected for comparison after the crisis year. For this purpose various
macroeconomic variables have been selected including GDP, exchange rate and exports of China

compared with those of U.S. For comparison data was selected for past 4 years starting from



second quarter of 2008 till date last quarter of 2012. The reason for selection of this era is to
incorporate the impacts that financial crisis of 2008 have been on Chinese economy. Selection of
U.S. as a case study is based on the fact that the crisis emerged and expanded in and from U.S. to
countries around the globe and China had previously been considered as invincible power based
on its conservative and controversial exchange rate, banking and other economic policies, the

impact of crisis on China will provide future implications for U.S. as well.

Econometric Model

While part of the issue under consideration will be studied using qualitative methods, impact of
global crisis on various macroeconomic variables cannot be quantified without use of statistical
tools. Previous researches on similar issue have mostly adopted qualitative approach in
explaining how various variables in China are affected by global crisis. Researchers such as Ma
(2009) and Young (2011) have adopted empirical models to quantify the impacts of financial
crisis on various macroeconomic indicators of China. This study will therefore, undertake similar
approach by using several statistical tools such as correlation analysis and regression analysis for
analyzing the issue. The main statistical tools used in this research include correlation matrix,
covariance, standard deviation and other descriptive statistics. In regression analysis, simple
linear regression will be used to test the relationship between each dependent variable and
independent variables. The software of Eviews will be used for statistical analysis and
manipulation and interpretation of data.

The first relationship to be analyzed in study is between U.S. dollar rate changes and changes in
Chinese Yuan. The hypothesized model can be represented as

CNY,= f (USD,)



Where CNY, represents Chinese Yuan rate while USD is the exchange rate for U.S. dollar. As
for the factors of exports and GDP, following hypothesized regression model will be used
UGDP,= Bo+ B1CGDP,+ B2EXPy + &
Where o is a constant, B; is the coefficient of Chinese GDP, B, is the coefficient of Chinese
exports and ¢ is the residual error of regression model. The study has performed Ordinary Least
Squares method to compute estimates of the regression mode
42#EET A6O COI xOE feointh®Astéaturpi A EOO
Chinadé Political Structure
The constitution of China was implemented on 4™ December, 1982 by the 5™ national People’s
Congress; later on many amendments were made in it (Chinaorg.cn, n.d.)
Political Principles in China are as follows -
1. The People‘s Republic of China was founded by the communist party, which was the
only political party in power, and had all the authority.
2. It included the socialist system which was made by the working class, majorly including
farmers.
3. All the right and the authority belonged to the people through the communist party at all
levels.
4. The main objective and goal of the state is build strong economic and cultural and social
reforms, modernization of all the industries, privilege to the farmers and army people etc.
5. The armed forces belonged to people who defend the country, safeguard the people and
bring peace among them.
6. Every individual, party, organization must abide to rules of law given by the constitution.

7. All religious group are treated equal



8. Every citizen has all the rights and are treated equal before the law, has all the right to
work, get education, right to compensation etc.

The fundamental political system in china is the People’s congress system which includes
National People’s congress (NPC) at all levels.NPC has all the powers in China. The main
function of NPC is to regulate all the rules, amends all the laws, making budgets, electing and
removing people. It is the biggest political system in the world and consists of large number of
deputies than any other country in the world. The NPC holds all the powers of removing top
most leaders from the post if they are not functioning properly. The term of NPC is of 5 years
and holds its convention one time in a year. NPC elects more than 2800 deputies for proper
functioning of all the areas (China-Embassy, 2008)&(Shuzhen, 2010).
There is also a policy on “one country, two system” in China where Hong Kong, Macao, Taiwan
will maintain the capitalist system, while the rest will continue with the socialist system. This is
done to maintain peace and harmony in these cities. The reason behind this policy is because
Hong Kong got freedom from the British Colonial rule in the year 1997 and Macao became free
from Portuguese rule in the year 1999. Taiwan was already a part of ancient China but due to the
ongoing civil wars it was not able to merge with china, but at the end of 20™ century it finally
merged with china (Zhao, 2011)
Chinads Human Rights Probl ems
Since Communism has been on a rise in China and the People Republic of china has been
established in 1949, authoritarian rule has been gaining power in China.
Although the Leaders in the Communist party since 1970 has been making a positive economic
growth, which has now, became a superpower, the government has absolute control over

political and legal issues using force and authority. Criticisms are there over areas of human



rights, labor standard, environment, etc. (Shah, 2010). There have been cases of imprisonment
and punishment to people who have been against the government, which also includes journalist
writing against the government. Also many have been punished who oppose the political
decisions.Government has been using force and suppresses any independent sessions or
movements against the government (Shah, 2010)

An example of China’s lack of human rights can be seen when a group of students in the year
1989, protested for months for their democratic rights and freedom of speech, they were forcibly
stopped by the Chinese military. This brought criticism and harsh comments from the foreign
media, which were in turn banned for a while. Also the domestic media were strictly monitored
for their actions. Many Communist members who sympathized with the protestors were also
punished.

Opinion of many western countries changed for China, also the fall of Soviet Union, having a
communist government lessen the value the China’s political structure. Outsiders see China as
economically friendly but politically weak, some might take advantage of the fact as many see
China as a treat to their jobs and business. Also the growing population in China triggers many
criticisms from other developed countries, who blame China for climate change and snatching
jobs from them.

Human rights issues in Tibet

China had many problems with Tibet, which China considers a part of it. Chinese government
has a thought that Tibet is a backward nation, needing political and economic stability. Thus
enforcing their rules and authority on Tibet, resulting in to huge protest against the laws
enforced. Also there were no political reforms and no visible growth but the encouragement of

immigration wasdone to prosper its own wealth.



When the Tibetan people protested against the Chinese rule incorporated on them forcibly, many
demonstrators were Killed in this massacre. Large number of deaths was registered, but Chinese
authority claimed very few deaths while Tibetan and the international media claimed a higher
number.

This resulted into China closing down all its ties with the outside world, controlling the domestic
and the outside media including all the sites and video showing the footage of what happened.
Also China Did many attempts to show themselves clean and were keen on showing the video
footage that how Tibet started all the protest and has turned against Chinese people living in
Tibet. These all issues were all economical and politically linked. Also Chinese government
went on blaming Tibetans spiritual leader for Dalai Lama for the cause of riots (Libin, 2011).
The Chinese government wanted to modernize and bring an economic prosperity in Tibet, but it
failed because their intentions did not included Tibetans local people in it.Although on the
surface the Chinese government have handled the situation between China and Tibet, but the
internal media have mentioned that China has failed to bring an international unity (Shah, 2010).
Chinads Corruption Probl ems

It is an irrefutable truth that unchecked power leads to corruption. Corruption in China has been
a major public concern and has been recognized as legitimacy-threating problem.

A report carried by official state news agency stated that there were around 24,000 cases of
embezzlement and bribery between the year 2003 to 2009 and about 140,000 cases of corruption
in the year 2010. About 800 billion Yuan was smuggled out of the country by the corrupt
officials using children, wives, friends , and around 17000 people fled abroad between 1990s and

2008(Branigan, 2012). There were different ways of smuggling like simply carrying suitcases of



money across the border, using credit card to buys expensive goods overseas and then paying the
credit card bill through the embezzled money or having overseas account (Branigan, 2012)
Several Preventive measures have been taken by the government like restricting the flow of cash
upto $50,000 per year per person. Also many political parties have been asked to declare their
asset and that of their relatives publicly. But these measures have not been implemented properly
and adhered to (Branigan, 2012).

Anti-corruption policies had been established with severe punishment but these policies have not
worked well. Strong Anti-corruption mechanism and system are needed to establish, if these
system are incomplete and are not functional, then corruption will persist and increase day by
day (BBC News article, 2010)

Chinads Population issues

China is a country having the highest population in the world, and contributing about 20% of the
world’s population. It is considered that it will reach 1.557 billion in the next 32 years i.e. in the
year 2043. Due to the overpopulation boom in the coming future China will face several issues
of sex disproportion, population aging, degradation of resources, detrimental living conditions
etc.(Cook, 1999)

In fifth national census, China’s newborn ratio of girls to boys was 100:117, as compared to the
normal sex ratio of 100:104-107, which means that boys under 9 year old were 12.77 million
more than girls (Cook, 1999)&(China.org, n.d.).

If this ratio of 100:117 is not taken into serious consideration and left unchecked then in the near
future there would be 30 to 40 million marriage age men who will remain single till 2020.
China’s Population aging problem is more severe. The number of people aged above 65 will

account 11.8 percent to the whole population in the year 2020. As a result of such increase the



Chinese governments have to reconsider and establish health insurance system and elderly
security systems (Cook, 1999).

Also overpopulation will lead to high demand for resources, which will result to degradation of
resources, several health issues, poor living conditions, unemployment etc.

Several population control steps have been taken like “one child per one family”, sterilization
made mandatory for people who had more than 2 children. But these policies brought many
social and political consequences.

Serious reforms should be taken in future like educating people about overpopulation, better
control policies, to keep the population under control.

Apart from the poverty and population issues another factor pulling China down is the large
looming corruption at almost all political levels. Another worrying factor for China is the ageing
population. The below figure shows the Working age population trends in both countries. Elderly

population implies increased spending on healthcare and low savings rate.
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Figure: Working age population trends in India & China.*®

Per Capita Income

Evidently the average per capita income of Asia is $5800 is less than 1/6" of average American
i.e. $48,000 (Prabhudesai, 2009). It might take about 47 years for Chinese to reach the figure of
an average American. (Prabhudesai, 2009). The figure given below shows China’s standing in

the Per capita index comparison —
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Figure: Comparison of Per Capita Income among different countries*

10 Source http://trak.in/tags/business/2009/06/24/power-shifting-from-west-to-east/
11 Source: CIA World Fact Book. Taken from http://www.china-mike.com/facts-about-china/economy-investment-
business-statistics/



http://trak.in/tags/business/2009/06/24/power-shifting-from-west-to-east/
http://www.china-mike.com/facts-about-china/economy-investment-business-statistics/
http://www.china-mike.com/facts-about-china/economy-investment-business-statistics/

One of the interesting facts to know here is that China ranked miserably in the World Per Capita
GDP rankings at 127" position just under Albania and Turkmenistan (China Mike, 2011).
Technological& Environmental Challenges

Although China’s growth story is tremendous and it has become a new force in the global world
but still its technological expertise lacks behind. There is a need for focus on creating new
technologies that will propel the country further in the new era. Currently, China is heavily
dependent on western countries to provide it with the latest technologies. China needs to
decrease its dependence on outside technology and start developing its own technology. Firstly,
China lacks development in the IT industry. It needs to realize the benefits of information and
start being more open to the use of social networks, mobile applications and online shopping.
Secondly, they need to tap the untapped potential of creating new technologies in the field of
environmental protection and new energy techniques. Till now, China has always been behind
the technological curve and has been an idle spectator while other countries have taken the lead.
This has to stop and China needs to proactively invest in the development of technologies and
stay ahead of the curve.

Another worrying factor is the lack of innovation in the Asian countries. China is ranked very
low in the Global Competitiveness and Innovation index (China Mike, 2011). China’s rank was
27 in the Global Competitiveness Report*?, while it was ranked 54" in the Global Innovation
Index in 2009"* and improved to 31% in 2012.

Human beings pursuit of economic benefits is coming at the cost of environment and has reached
a stage where economic gains can’t outweigh environmental loss anymore. Sacrificing the

environment solely for economic benefits is not sustainable as it would lead to deteriorating

'2 Source: World Economic Forum
13 Source: The Economist “Global Innovation Index: Exercising patents” April 24, 2009



conditions for human living and depletion of natural resources like oil, coal, mineral resources
and others. But at the same time economic development can’t be ignored, hence there is a need
to find a balance and ways through which economic development can be achieved without
harming the environment.

As far as Chinese economy is concerned it is rapidly growing and hence is consuming more
resources, producing higher carbon footprint and excess pollution, which is certainly not
sustainable. China today is one of the largest consumer of resources and one of the highest
environmental polluters. China today needs to invest more in the green technology and
renewable sources of energy like solar energy, wind energy and geothermal energy. China’s over
focus on manufacturing sector has led to a decreased attention on non-manufacturing fields like
bio-fuel and others. Another aspect that would require a huge change is the mindset of the
people. It has to come from within and can be facilitated by government actions and policies.
Finally, all the talk should translate into action and the Chinese enterprises should start focusing
on creating stable corporate governance structure with focus on sustainability. All the
stakeholders viz. employees, investors, government, environmental agencies, media and others
should be consulted and a full-fledged sustainability plan should be developed.

Since the signing of Kyoto Protocol in 1997 and several annual conferences on Climate Change
organized by the United Nations there has been a huge emphasis on lowering carbon emissions,
creating new sources of green energy, investments in green infrastructure, preventing global

warming, protecting environment and creating a sustainable future (Fung & Peng, 2012)
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