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Note from Richard Lambert, Director-General, CBI 

 

 

Dear Member 

 

I spent the past week in China, meeting senior Government officials alongside Lord Mandelson and a business delegation, 

and checking out business conditions in Hong Kong. Here is what I learnt. 

 

From close up, the rebound in the Chinese economy doesn’t look quite as robust as it might appear from Western Europe. 

Trading remains tough for many foreign firms. Premier Wen Jiabao told us that the recovery was not yet stable and 

consolidated, or well balanced across the economy. All the leaders we met stressed the importance of the G20 supporting 

further fiscal stimulus at the Pittsburgh meeting. Vice Premier Wang Qishan urged Mandelson to impress on France and 

Germany that it was much too soon to be talking about an exit strategy. 

 

Of course, the headline numbers look good. GDP rose by 7.1 per cent in the first half of the year, and the economy has 

strengthened further in the past few months. According to the Premier, the gain in the first six months was made up of a rise of 

10 per cent in the domestic economy, partly offset by a 2.9 per cent drag from external trade, with exports down by over 23 per 

cent between January and August. 

 

But the main driver of domestic expansion has been the huge fiscal stimulus package, announced last November and equal to 

around 14 per cent of GDP in 2008. Lending by the state sector banks has expanded massively, leading to substantial growth 

in fixed asset investment. 

 

There is not much evidence of the longed-for rebalancing of the Chinese economy. It’s true that the current account surplus is 

down, but that seems more to do with the collapse in exports than a steep rise in domestic consumption.  

 

The Premier agreed that it would be very desirable for Chinese consumers to spend more – private domestic consumption 

represents just 37 per cent of GDP compared with 67 per cent in the UK. But this process would take time, and with huge job 

losses in the export trades, the current circumstances were not exactly ideal. A Chinese think-tank suggested last week that 

the slowdown had cost 41 million jobs, and although the labour market now seems to be stabilising, 23 million of the job losers 

remain out of work. 

 

China has plenty of room to continue with its fiscal expansion: net Government debt currently represents less than 20 per cent 

of GDP. But there are questions about the efficiency of all this extra capital spending, and about the extent to which increased 

bank lending might inflate property and other asset prices. 

 

So China is looking to increased exports to put its growth on a more sustainable path. The trouble is that so is just about every 

other big economy in the world. Unless we can find a new planet to sell things to, someone is going to be disappointed. 

 

The bottom line: China, along with countries like Korea and Indonesia, looks a lot more resilient than the economies of the 

developed world. But it’s not yet out of the woods. 

 

Here are some other notes from my trip: 



 

Some foreign companies are doing very well in China, but the overall mood was more subdued than I had expected. The fiscal 

expansion is being driven largely through the state sector, and foreigners are finding it difficult to get a share of the action. 

Several complained that their head offices in the West saw China as a way of offsetting weak profits back home, and as a 

result were setting unrealistic budgets. 

 

The EU Chamber published its jumbo-sized annual review of the Chinese market a couple of weeks ago. It concluded that 

China had taken a number of steps to improve the market environment for foreign companies, but new problems were 

emerging and operating conditions were becoming increasingly challenging. 

 

 

 

Lou Jiwei, Chairman of China Investment Corporation, stated that CIC had invested in Canary Wharf because it was confident 

that London’s status as an international financial centre would remain strong. He also gave the impression that his sovereign 

wealth fund would be looking for further big investments outside China. 

 

Others are doing the same, with floods of Chinese acquisitions now washing around the world. On one estimate, Chinese 

companies have announced $43bn of cross border deals over the past 12 months, more than the combined total from 2000 to 

2006. 

 

 

The Chinese government is anxious to secure Market Economy Status within the EU. The point came up several times, and 

Mandelson made it clear that the UK would be supportive. 

 

 

The Chinese were not ready to show their hand on climate change ahead of the Copenhagen summit. Perhaps the bluntest 

line came from Zhang Ping, Minister for National Development and Reform. His argument was that the developed world, 

which was responsible for the stock of greenhouse gases in the atmosphere, was making unrealistic demands on the 

developing economies. The West was going to have to offer technology transfers and financial support if it wanted China’s 

cooperation. 

 

 

A massive security operation is building up in Beijing ahead of October 1, which is National Day and the 60th anniversary of the 

Communist nation. There is to be a huge military parade and an eye-watering firework display, and nothing is going to be 

allowed to go wrong. 

 

 

The Mandelson visit was a real success from the British point of view. Officials believed that progress had been made on a 

range of issues, such as Scotch whisky; pig meat exports; the position of professional institutions; and drug reimbursement. 

 

Mandelson himself put on a bravura performance. As former EU trade commissioner, his great advantage is that he appears 

to know everybody: Premier Wen Jiabao greeted him like an old buddy. As a result, he and the delegation were given great 

access to some very senior figures, and the tone was friendly and cordial. He manages to combine fluent discussions about 



lofty policy issues with absolutely relentless lobbying on behalf of specific UK business issues. Rather un-British – and very 

impressive. 

 

 

After a rough few months, the Hong Kong economy has turned the corner. GDP contracted by 3.8 per cent year on year in the 

second quarter, after a 7.8 per cent slump in the first three months: the expectation for the year as a whole is a decline of 

between 3.5 and 4.5 per cent. Domestic consumption is looking more stable, and exports are being supported by China’s 

public investment programmes. 

 

Real estate prices have picked up in the past few months, led by residential, and there are some concerns that money leaking 

in from the mainland could inflate an asset price bubble. Lots of IPOs are expected on the stock market in the next few months. 

The big picture, though, looks a lot better than it did not so many months ago. 

 

 

The CBI is now well established in Beijing. Guy Dru Drury, our Chief Representative, does a great job on behalf of our 

members, and you can read his blog on http://cbi.typepad.com/china_direct/ 

 

Hope this is helpful. 

 

Richard Lambert 

 


