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ABSTRACT: 

Being influenced by the world economic recession and financial crisis, the development of private sector in China started to face challenges, enterprises bankruptcy and production closures happen quite often around China, particularly in east coastal areas during the unexpected period of 208-2009. However, China’s export trade was still increasing due to huge small and medium-sized firms involving in export-oriented economy, only the slowdown of trade growth rate shown at this moment. This has led to more and more trade frictions between China and international community during this fluctuation season of international market. We are aware that until now, private enterprises still mainly focus their internationalization activities on simple processing-based foreign trade, but technology innovation and value added production is still very weak. Global economic crisis is an alarm bell to China’s private firms, those huge small private firms have to change trade policy and shift their strategy from internationalization to inter-regional development, upgrade industrial structure and production structure. This strategy is China’s national measure, and it would be the critical responses of private firms to global economic crisis. As long as the strategic changes being really achieved, then the private firms-local production system would finally become the real support for China’s long-term growth.
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1. Introduction
Private sector development in China depended on the building and development of markets for pushing forward regional economic and social development. Such regional marketization was informed by the laws of international trade and the division of labour. This was extremely important for the rapid development of China’s private sector, particularly in Zhejiang and Jiangsu provinces in the Yangtze River Delta region. 
Before the spill over of the influence of the global crisis of financial industry, Chinese government and society has already realized that it was not a sustained way for the main sector of Chinese production system-private firms based on traditional industries and simple goods chasing in the international market. The global economic recession and the world financial crisis has set alarm for Chinese private firms to take essential measures to change their production system of traditional industries and simple goods, start to invest more in techonology innvation, management innovation, otherwise they are unable to gain their postions in the world markets. Fortunately, the central government has made decision to break through the regional demarcation and markets segmentation in China’s national level and local level, so as to further develop domestic markets and help huge number of private firms to extend their products to domestic markets in stead of chasing over the international markets based on traditional industries and simple goods.
The 4 trillion yuan fiscal expansion investment announced by the Chinese central government for the revenue year of 2009 and 2010, this is an important measure to maintain the economic growth in China. Normally, it is natural for one to doubt that there would be conflicts between the maintenance of economic growth and national economic transformation. Fortunately, the distribution of the 4 trillion yuan fiscal expansion investment is much reasonable, most of the big cake has been allocated to the people’s lives like social security expenses, transfer payment, farmers old-age pension, health care, second large size of fiscal expansion investment has been allocated to the independent innovation among private firms and nationalized firms in heavy chemical industrialized fields. This crucial measure would increase Chinese consumption power and stimulate the domestic demand; the great domestic demand would support the economic growth in China.     
2. The private sector has long been relying on traditional manufacturing for chasing over international markets with weak competition?
The private manufacturing firms were and are excessively relying on the export of low-technology goods, these firms had extremely low-level industrial and product structure, and, on the whole, maintained their competitiveness by relying on low-cost competition rather than market-oriented value-added competition, thus making them uncompetitive. Furthermore, protectionist measures within China have led to regional market segmentation, making it cheaper for private manufacturing firms entering the international market than domestic regional markets.    
2.1. Most private enterprises were and are in traditional industries and easily troubled by world market fluctuation
China’s SMEs enter the world market by relying on traditional manufacturing with simple goods, this does not adapt to the world industrial evolution. Since the middle of the twentieth century, the financial, insurance, information and retail sectors have become the most important tertiary industries in developed countries. Having a close look at the Yangtze River Delta, particularly upon Jiangsu province and Zhejiang province, we could find that the economic structure of the three sectors is in manifesting as 2-3-1, which is similar to that of China’s national economic structure. Within the Yangtze River Delta, Shanghai has gradually and finally changed its economic structure into 3-2-1, while in Jiangsu and Zhejiang the secondary sector is the largest proportion of the whole economic structure, the proportion of industrial sector is extremely high.  
Table 1. The changes of structures within the primary sector, secondary sector and tertiary sector in Jiangsu, Zhejiang, Shanghai and whole China since 1990
	
	Economic structure of the three sectors

	
	1990
	2005
	2009

	Nationwide 
	26.9 ׃ 41.3 ׃ 31.8
	12.5 ׃ 47.3 ׃ 40.2
	10.6 ׃  46.8 ׃ 42.6

	Jiangsu
	25.1 ׃ 48.9 ׃ 26.0
	8.0 ׃ 56.6 ׃ 35.4
	6.4∶54.1∶39.5

	Zhejiang
	24.9 ׃ 45.1 ׃ 30.0
	6.6 ׃ 53.4 ׃ 40.0
	5.1∶51.9∶43

	Shanghai 
	4.4 ׃ 64.7 ׃ 30.9
	0.9 ׃ 48.6 ׃ 50.5
	0.76∶39.84 ∶59.4


  Note: data selected from the sources of Jiangsu statistical yearbook 1991, Zhejiang statistical yearbook 1991, Shanghai statistical yearbook 1991, also from “Jiangsu statistic bulletin of economic and social development 2005, 2009”, “Zhejiang statistic bulletin of economic and social development 2005, 2009”, “Shanghai statistic bulletin of economic and social development 2005, 2009”, “China national statistic bulletin of economic and social development 1990, 2005, 2009” .
In terms of international competitiveness, China’s tertiary sector is the weakest of the three sectors; this is consistent with the country’s industrial structure and is informed by such factors as the lag following institutional reform. Although China’s state-owned enterprises of second industry might be ready for transnational development, China’s tertiary sector is not yet sufficiently mature. However, it is quite often for state owned enterprises (SOEs) to meet some troubles when SOEs do transnational extension, the host country’s government could refuse the SOEs’ actions with excuse of safety of national economy or other political reasons
. Furthermore, while Chinese private firms in the manufacturing sector have certain advantages regarding internationalization, they are unlikely to fully achieve their internationalization by relying on traditional industries and simple goods in the secondary sector.

2.2. Domestic market segmentation has led to the private enterprises over relying on foreign export

As long as the territorial protectionism, market segmentation and regional differences have been becoming increasingly apparent, the allocation of resources is getting inefficiency. Due to local protectionism and market segmentation, domestic enterprises have to pay a substantial cost to enter new markets (including, for example, advertising, marketing and establishing business relationships). As each market has its own costs for entry, the cumulative cost of entering each of these discrete markets in order to sell a product on a national basis is very expensive (Huang Zelin and Wang Jingyun, 2006). By contrast, international markets are much more standardised, in Western markets, there is great mobility in factors of production such as commodities, capital, technology, labour etc. This is of benefit to many small and medium-sized private firms as it gives them sufficient power to abandon their domestic market. 
In fact, a large number of small and medium-sized private firms in China’s coastal areas had to leave the domestic market in favour of the international market, as overseas markets were and are very compatible with the open and export-based economy. This has exemplified how the segmentation of the Chinese domestic market has led to excessive exports of China’s production. However, it was only the story happening when the world market was growing in consumption demand. During this unusual season of global economic recession, international markets are shrinking; there are no more rooms in the international markets for huge small and medium-sized private firms from China to circulate their products.  
2.3. The high dependence of the privately owned traditional manufacturing on foreign trade made it be in a disadvantageous standing in the world economic recession
The high specialization and the scale economies of China’s private industrial clusters, this was and is the key factor for private firms to be able to hold a certain comparatively advanced status in industrial division of labour at home and abroad. However, Chinese private enterprises avoided the competition in the domestic market for growing up and start on processing trade with the competitive advantages of low labour costs in international market. They participated in the internationalization of the industrial division of labour based on no value-added manufacturing. This was a short sight behavior of the development of private enterprises in the situation of China’s domestic market segmentation. This has led to the substantial increase of the dependence of economy on foreign trade in Jiangsu, Zhejiang and the whole Yangtze River Delta region (see Table 2), and the dependence of economy on foreign trade has been majorly contributed by the export, not by the overseas’ investment. The table here shows that Shanghai is the city with the highest dependence of economy on foreign trade
, but the main contributions to the constantly rising of dependence of economy on foreign trade in the Yangtze River Delta in the past years were crucially from the processing trade in Jiangsu and exports of private manufacturing firms in Zhejiang. Despite the slowdown of foreign trade in Jiangsu and Zhejiang in 2008 and 2009, the foreign trade in the two provinces respectively is still much large than that of the whole China.  
Table 2. The dependence of economy on foreign trade in Jiangsu, Zhejiang, Shanghai, the Yangtze River Delta Region and the whole China
	Years
	Jiangsu
	Zhejiang
	Shanghai
	The Yangzte River Delta
	Nationwide China

	2002
	54.7
	44.5
	111.1
	64.7
	48.4

	2004
	91
	62.7
	174
	59.92
	70

	2005
	102
	65.8
	167
	102.6
	62.6

	2009
	67.6
	55.9
	235
	120
	44.75


Note: data collected and recalculated from relevant years “economic and social development statistical bulletin” of Jiangsu, Zhejiang, Shanghai and nationwide China, the data of the Yangtze River Delta was the addictive balance of that of Jiangsu, Zhejiang and Shanghai.
In general, Chinese private enterprises participate in the global economy cycle link at the nodal of processing and manufacturing by heavily relying on competitive elements of low-cost labor force and intensive input of factors of production, in particular the extensive use of resources of land and energy. The over lower price of labour and land resources has ill suited this distorted export-oriented economy of private firms. This kind of China’s production system of private firms has to be changed as soon as possible; otherwise, China won’t be able to attain a sustainable industrialization, even the Chinese society might encounter social turmoil in case of the propotion of labour remuneration in the wealth distribution to the GDP has been continuously declining for more than 23 years till the end of 2009 (All China Federation of Trade Union, 2010).   
3. China’s strategical changes upon the global economic recession and responses of private firms
Upon the global economic recession, Chinese government has made decision to expand the fiscal investment since the fourth quarter of 2008. The concrete strategical measures in China include implementation of expansive fiscal policy and comfortable currency policy, increasing infrastructure investment in rural areas, transfer payment and independent innovation investment, and etc. In the short term, these strategical measures intend to maintain China’s economic growth, and in the long run, these measures would support a sustainable economic growth based on stimulating domestic demand and innovation. 

3.1. Growth maintenance and the allocation of the fiscal expansion investment

Facing the global financial crisis, Chinese government launched the 4 trillion yuan fiscal expansion investment for the year of 2009 and 2010. Now the State Bureau of Statistic iniatially announced that China has been sucessfully maintaining its economic growth rate at about 8.3% (forecasted), instead of previously expected 7.7 percent. The objective of maintaining growth has been achieved in the past 2009, however, whether this measure has disturbed China’s effort of restructuring industries and economic transition? Perhaps, in the short run, there might be conflicts between economic growth maintenance and economic transition (industrial restructure). However, in the long run, there are no conflicts for economic growth maintenance and economic restructuring. 

Table 3. The changes of capital distribution of the 4 trillion yuan fiscal investment


[image: image1.emf] 

Investment fields  New plan (modified  Mar. 2009)  The plan by the  end of 2008  Changes  

Cheap - rent housing and  shack - dwellers reconstructing  400 billion  280 billion  ↑120 billion  

Infrastructure constructure in rural  areas  370 billion  370 billion  No changes  

Railway, express way, airports and  water conservative projects, urban  electricity network transform  1500 billion  1800 billion      ↓300 billion  

Health care, education and cultural  facilities investment   150 billion  40 billion  ↑110 billion  

Energy saving and  emmission  reducing  210 billion  350 billion  ↓140 billion  

Independent innovation and industrial  restructuring  370 billion  160 billion  ↑210 billion  

Disaster area reconstructing  1000 billion  1000 billion  No changes  

There are criticizes that China’s growth maintainance is simply relying on over expansion of credits instead of on the investment and development independently made by the private sector. However, from the table 3 above, we could easily find that the investment in the people’s livelihood, medical treatment and health care, education and culture, public housing, cheap-rent housing and reconstructing shack-dwellers, has been increased. Meanwhile, the redistribution of the cake of the 4 trillion yuan fiscal expansion investment to the independent innovation of private firms has been increased either. This means that the most economic growth in China in 2009 contributed by expansion of domestic demand and supply, mainly made by the private sector.  

3.2. The national economic restructuring and changing foreign trade of private firms in 2009
As the statistic forecast of 2009 said, China’s maintenance of economic growth has been contributed by investment increase and particularly by economic restructuring as well as domestic demand increasing. The service sector has been achieved investment increase and rapid growth in 2009, the drop down trend of the service sector in the past years since 2003 has been overall changed. The propotion of service sector to the whole national GDP is 42.6% in 2009, 2.5 percentage increase compared with that of 2008.  

Table 4. The propotion of service sector to the whole GDP in China (2003-2009)

	2003
	2004
	2005
	2006
	2007
	2008
	2009

	41.2%
	40.4%
	40.1%
	40.0%
	40.1%
	40.1%
	42.6%


Source: Data collected from the Statistic Bureau of China-Statistic Analysis, 2009, No.7.
This is mainly because the most of the 4 trillion yuan fiscal expansion investment has been allocated and invested in infrastructure constructions like telecommunication, transportation and etc. The other public service sector like health care and education are also main fields for fiscal expansion investment. These industries are all important and belonged to the service sector, thus the growth of the service sector has been growing rapidly in 2009. This is the optimisim of the economic structure in China. 
Certainly, the foreign trade in China declined in the first three quarters in 2009, it has returned back to growth since the fourth quarter of 2009. If we calculated in the whole year, the foreign trade in China still shows increase, but the growth rates slow down.
Table 5. the balance of foreign trade in Zhejiang and whole China 2009


[image: image2.emf] Total trade    (billion  us$)  Reducing rate   (compared  with 2008)    Export    (billion  us$)  Reducing rate   (compared  with 2008)    Import    (billion  us$)  Reducing rate  (compared  with 2008)  

China   2207.27  -   13.9%   1201.66  -   16%  1005.6  -   11.2%  

Zhejiang   187.7  -   11.09%  133  - 13.79%  54.7  -   3.73%  

 

 Although huge number of private firms in Zhejiang province encounters difficulties facing the global economic recession, the private sector is still the main part of economy in Zhejiang province. The private sector occupies 55% of the total volume of export and import in Zhejiang province even in 2009. When we analyze the difference of the foreign trade between Zhejiang province and the whole China, we could find that the dropping rates of the total trade or export, import in Zhejiang were less than that in China. This meant that Zhejiang maintained good economic growth relying on its private sector. The dropping rate of export was larger than that of import, particularly in Zhejiang province, there was more than 10% difference. The export trade declined quickly but the import trade did not decline at the same pace, this shows the increase of technology import and investment of independent innovation.
3.3. Concrete measures of China’s further reforms in the global economic recession
In addition with measures of market integration, China has to implement further measures to improve environment for SMEs’ development. By further reforming the fiscal and taxation system and improving the performance evaluation system of local officials, China has been gradually eliminating the institutional facts for domestic market segmentation. Fiscal reform is to establish a mechanism with tax-based income as the main sector of revenue, plus a supplemental fee-based stream of income. The reform of the tax system is to strengthen central and state-level control of financial resources. In this sense, government role and functions would be standardized; administrative performance appraisal system for local officials is in improving scientifically. Central government has provided a better policy environment for local governments to fully play their role in promoting economic development and effectively preventing local protectionism and market segmentation from being effect. Local officials are actively coordinating the handling of inter-provinces trade disputes and eliminating the structural obstacles against the mobility of factors of production.  
New policies for encouraging firms to take internationalization development include the promotion of enterprise-level institutional reform, the separation of governments from enterprises, and the elimination of domestic market segmentation in microeconomic level. Through selling and transferring state-owned shares, local governments could promote the local transformation of property rights for small and medium-sized state-owned enterprises. By cutting the links between local governments and local state-owned enterprises, the microeconomic foundation of local protectionism and market segmentation is now being minimized, and private firms now could compete and cooperate with state owned firms in a fair market environment.

4. Conclusion
International market fluctuation brought about by world economic crisis, this has already led to trade frictions and trade barriers between China’s manufacturers and international markets. In addition with the increasingly growth of China’s labour cost, plus limited supply of land and resources, up-value of RMB yuan in world currencies market, China’s privately owned traditional manufacturing based on simple goods has no longer be competent in the world market, nor will its traditional development be able to be sustained. China’s long term growth potential lies in upgrading industrial structure and shifting business attention from overseas market to domestic market. 
Fortunately, Chinese government has decided to heavily invest in infrastructures in countryside in the next 10-15 years, and is doing the best to increase farmers’ income, so as to effectively stimulate the consumer-power in countryside. Along with the farmers’ consumption power being gradually developed in China’s countryside, the China’s economic growth has been tremendously revitalized in 2009 despite the continuous decline of the world economy. With the development of rural areas in China, we will see the rapid growth of China’s economy for another 30 years. Chinese government is now working hard in improving the financial environment, market mechanism and legislative infrastructure for the private sector development in domestic market, according to this government efforts, we could certainly believe that the wave of enterprises closures due to this turn of the global economic recession and financial crisis would be the opportunity for the new lives of private firms in the Yangtze River Delta Region and the whole China. The private sector is and will still be China’s long-term growth potential.
References: 
1. Huang Zelin, Wang Jingyun. (2006) Difang Baohu Zhuyi yu Shichang Fenge: laizi Zhongguop de Shizheng Shuju (local protectionism and market segmentation: the data evidence from China), China's industrial economy, 2006 (2), pp.62-69. 
2. All China Federation of Trade Union. (2010) Laodong Baochou zhan GDP Bili Lianxu 22 nian Xiajiang Yingxiang Shehui Wending(The propotion of labour remuneration to GDP has been continuously declining for 22 years, it has impacts on social stability), in News Beijing, May 12, 2010. 

3. China Statistics Press (2001, 2003, 2004) China Statistical Yearbook 2000, 2002, 2003. Beijing: China Statistics Press.







* I acknowledge the financial support of the Key-research Base of the Humanity and Social Science of the Ministry of Education of China, grant No. 2009JJD790045.


� In 2004, the Russian petroleum giant OAO Yukos applied for bankruptcy protection in America, China national petroleum corporation then managed to acquire its largest sub-company, after some days negotiations everything was ready for China national petroleum corporation to do transnational mergers and acquisition of OAO Yukos’s sub-company, but this great endeavour was ended by US government’s excuse of the fact that China national petroleum corporation was the state owned oil company.   


� The reason for this lies in that Shanghai is now the far eastern international financial, trade and information centre, its development strategy has shifted from industry to service sector since the development and open door policy implemented in Pudong, Shanghai area in 1992. From that time Shanghai started to play as an international centre for trade industry, financial industry and service industry, instead of previously playing as the manufacturing base in China. 


� Data comes from the Ministry of Finance-the 2008 annual report of finance and 2009 budgeting plan, on the National People’s Congress 2009.  


� Data collected from the Quarterly Statistic of Trade (4th Quarter of 2009) , Ministry of Commerce, and the Department of Commerce of Zhejiang Province.
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