B BVA Creating Opportunities

Research

Regional Analysis China

China | Structural change of China’s international
trade: “forced” imports substitution industrialization

Jinyue Dong / Le Xia
September 12, 2023

China’s stunning exports used to be the main growth engine during 2020-2022 Covid-19 pandemic time thanks to
China’s “zero Covid” policy. The manufacturing sector of China was operated in full gear to meet global demands
when the rest of the world is grappling with the virus.

However, the situation changed dramatically in the post-pandemic era, as the advanced economies entered into
growth slowdown due to the aggressive central bank interest rate hikes to curb historical high inflation. Under the
weak external demand, China’s exports growth dipped to -14.5% in July and -8.8% in August. On the other hand,
imports growth also decelerated significantly to -7.3% in August (-12.4% in July) amid sluggish domestic demand
and weak household and enterprises sentiments. (Figure 1 and 2)

Figure 1. EXPORT AND IMPORT GROWTH DECLINED Figure 2. CHINA’S EXPORTS TO ALMOST ALL
SHARPT IN POST-PANDEMIC ERA REGIONS DECLINED RECENTLY
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On top of the aggregate export and import figures, when we dig out the composition of exports and imports data

deeper, it is not difficult to find that China is experiencing significant structural changes of both exports and imports
sectors.

Briefly speaking, Chinese economy is experiencing “forced” import substitution industrialization (1SI):
0] China is transferring from importing final goods with technology content from advanced economies to

importing raw materials and conducting high-end manufacturing domestically for technology self-
sufficiency purpose and then to export them to the economies;
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(ii) China is also experiencing the transformation from exporting lower-end manufacturing goods to high-
end manufacturing goods. The technology contents of Chinese exports have also been rising over time,
chief among them, the most stunning performance is EV exports while traditional low-end exports,
such as textile, has been declining and these lower-end manufacturing products have been gradually
relocated to other regions in southeast Asia, India and Latam etc. amid global value chain relocation.

The so-called Import substitution industrialization (I1Sl) is a trade and economic policy that originally advocates
replacing foreign imports with domestic production. It is based on the premise that a country should attempt to
reduce its foreign dependency through the local production of industrialized products. ISI policies have been
enacted by developing countries with the intention of producing development and self-sufficiency by the creation of
an internal market. The term primarily refers to 20th-century development economics policies, but it has been
advocated since the 18th century by economists such as Friedrich List and Alexander Hamilton.

Unlike the original implication of Import substitution industrialization (ISI), China’s ongoing Import substitution
industrialization has its new version and it comes against several global factors, chief among them are the
background of US-China trade war and technology war, ever-rising geopolitics as well as the weak external
demand in the post-pandemic era.

Here are quite a number of evidences of China’s forced Import substitution industrialization (1SI) based on the
recent trade data outturns, we summarize four of them as below:

First, the recent import data show that China continues to import large amount of commodities and
agricultural products, but import much less high-tech intermediate goods (such as semiconductors, unicircuit,
machine tool, LCD display module etc.) and high-tech final goods (such as automobile and electronic products)
which experienced double-digit decline. This pattern is found not only by value but also by volume. (Figure 1 and 2)

The main reason for the above import structural change is the US “de-coupling” (or “de-risk” the recent more
fashionable and moderate political term) strategy. As the US banned the exports of high-tech final products, high-
tech intermediate goods and advanced technology to China, China has started to develop these technologies all
himself as well as to try to produce these high-tech intermediate and final goods domestically under “technology
self-sufficiency” national strategy.

Second, another feature of China’s forced Import substitution industrialization (ISl) is that China started to
import more of raw materials (such as agricultural goods, copper ore and concentrate etc.) and
commodities but less of refined commodities (such as copper products and unwrought copper, steel, plastics,
rubber etc.). It seems like China has explored its own capacity to refine these raw commodities domestically
instead of directly importing refined commaodities. (Figure 3-5)

This phenomenon is particularly obvious in copper imports. For instance, China has imported more copper ore and
concentrates while much les of unwrought copper and copper products. The other obvious example is oil: while
China’s crude oil imports remained high at 14.7% by volume, China also exports product oil significantly to other
countries (42.6% by volume)

One direct explanation is due to the launch of some large clean copper refining projects in February and also in Q2
2023, releasing large capacity for copper refining domestically. Some commodity reports indeed summarize these

new green refining projects launched in 1H 2023. (Table 1) Second, due to the geopoalitical reason, China is willing
to expand its strategic energy reserve in face of uncertainties of China-US conflicts in the future.
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Figure 3 CHINA’S IMPORTS GROWTH: BY SECTOR AND BY VALUE (% y/y)
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Figure 4 CHINA’S IMPORTS GROWTH: BY SECTOR AND BY VOLUME (% yl/y)
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Table 1 SUMMARY OF NEW GREEN PROJECTS OF COPPER REFINING

Newly developed refining

Creating Opportunities

Company name . raw materials Lauch time
capacity (10 thouthand tons)
40 copper concentrates 14-Feb-23
Daye Nonferrous Metals Group
Guo Run Copper. (Shandong
. 8 copper concentrates Q2 2023
Yantai)
L 20 copper concentrates Jun-23
Baiyin Nonferrous Group Co.
Zhongtiaoshan Non-ferrous Metals 18 copper concentrates Oct-23
Group Co.,
. . - 10 copper concentrates 1H 2023
Jiangxi Copper Company Limited
Sum 96

Source: BBVA Research and summary of commodity research reports

Third, China has started to export more high-tech related products to different geographics, in particular,
the most stunning performance is China’s Electronic Vehicles (EV) exports which takes a large share in

global EV trade even in the background of weak external demand. That means, the domestic technology contents
of Chinese exports have been rising over time. (Figure 5)

Figure 5 CHINA’S EXPORTS GROWTH: BY SECTOR AND BY VOLUME (% y/y)
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Fourth, under the framework of value chain relocation outside of China and “China+1” strategy applied by
multinational firms, the lower-end manufacturing exports from China is significantly declining while high-
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end exports is ramping up, indicating higher-end enterprises still chooses China for manufacturing due to
China’s special advantages. That means, in the future, China will transfer from low-end world factory to high-end
world factory going forward. See our previous Economic watch: China | De-Sinicization of Global Value Chain after
COVID-19 (Figure 5)

In sum, the ongoing structural change of China’s exports and imports indicate that China is experiencing the
transformation of trade and manufacturing upgrading. In particular, China is transferring from importing high-end
final goods from advanced economies to importing raw materials and conducting high-end manufacturing
domestically for technology self-sufficiency purpose and then to export them to other regions; in addition, China is
experiencing the transformation from exporting lower-end manufacturing goods to high-end manufacturing goods.
The technology contents of Chinese exports have been rising over time, the most stunning performance is EV
exports while traditional low-end exports has been declining and these lower-end manufacturing products have
been gradually relocated to other regions in southeast Asia, India and Latam amid global value chain relocation
wave.
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources
we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should
be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aware
that under no circumstances should they base their investment decisions on the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information
needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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