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China’s Economy and Market 

The past 30 years have witnessed an un-
precedented development – the explosive 
economic growth and industrial expan-
sion of China. China has achieved an av-
erage of 10% growth rate since 1979, the 
year after Deng Xiaoping set China on 
the economic reform path. This has lifted 
hundreds of millions of people out of 
poverty and brought China from absolute 
poverty to the level of a moderately pros-
perous country, though still poor on per 
capita terms. Cities such as Beijing, 
Shanghai and Guangzhou, having gradu-
ally dilapidated before the economic re-
form, have been transformed into mega-
cities that number among the most mod-
ern in the world. Shenzhen, a small fish-
ing village, has become an advanced me-
tropolis with a population of 9 million. 
 
Hopefully what follows here can help 
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Connecticut based and American based 
companies in general to gain a better un-
derstanding of China’s economy and mar-
ket. Some statistics from 1979 in contrast 
to the present are used for comparison to 
illustrate how China has evolved over the 
past 30 years. 
 
Those interested in penetrating or invest-
ing in the Chinese market first need to 
know how vast China’s economy and 
market really are and must recognize how 
rapidly the economy is evolving. Some 
recent headline news provides us with a 
better appreciation of this: 
 

• China has passed Japan to become the 
second largest economy in the world. 

• China has surpassed Germany to be-
come the No. 1 exporter in the world. 

• China’s foreign currency reserve 
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2009 from almost zero in 1979. 

• America and China are now each 
other’s third largest trading partners. 

• The China-based operations of 
American companies reached $100 billion 
in sales in 2009. 
 

China’s infrastructure, among the most 
backward in the world 30 years ago, is 
now ahead of many developed countries. 
The massive infrastructure building still 
shows no signs of abating. China’s high-
way network, totaling 40,000 miles at the 
end of 2009, is now second only to the 
United States’, with 50,000 miles, and is 
expected to exceed that figure within 
three years. 
 
China’s population, continental size land-
mass, and the increasing mobility of its 
citizens give China a huge advantage in 
the development of high speed trains. 
China now has the most sophisticated 
high speed railway network in the world, 
with most of it having been developed in 
the past decade. China also has plans to 
extend its high speed rail network to 
Southeast Asia in the coming years, even-
tually linking Singapore with London in a 

reached 2.65 trillion as of the end of Sep-
tember, 2010 compared to only $850 mil-
lion in 1979. 

• China’s energy consumption has sur-
passed America’s to become No. 1 in the 
world, a position that the United States 
had held for more than a century. 

• China will overtake America to be-
come the largest manufacturer in the 
world in 2011, a title America has held for 
110 years. Interestingly, China is winning 
back this posting, having had been the 
world’s largest manufacturer for more 
than 1,500 years until it ceded its position 
to the United Kingdom in the mid 19th 
century. The United Kingdom’s manufac-
turing in turn was eclipsed by America at 
the end of the 19th century. 
 
A country’s economy is usually measured 
in terms of its GDP (Gross Domestic 
Product), either by nominal US dollars or 
by PPP (Purchasing Power Parity). GDP 
has four components: private consump-
tion, government spending, capital invest-
ment and foreign trade (export minus im-
port). 
 
The following are a few staggering num-
bers which demonstrate the changes of 
China’s GDP over the past three decades: 
 

• China’s foreign trade has increased 
one hundredfold in the past 30 years, 
from $29.3 billion in 1979, or about 1% 
of world trade volume, to $2.97 trillion, 
or 10% of world trade share, in 2010. 

• China is now the world’s largest ex-
porter and the second largest importer. 

• Bilateral trade between the United 
States and China reached $366 billion in 
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polluted cities. 
 
For those interested in marketing prod-
ucts or in investing in China, some other 
questions naturally come to mind such as: 
Is China a rich country, or is China a 
poor country? What products does China 
need? Can China afford the products that 
our firm would like to market? Which 
market segment should our firm target? 
 
Most Chinese, whose annual per capita 
income only reached $283 per year in 
1979, lived in absolute poverty. China did 
not provide a market for the products 
that most of the outside world would 
have liked to have made available in 

rail travel time of 48 hours. 
 
China also now has seven of the ten long-
est bridges in the world. The Hangzhou 
Bay Bridge, with a length of 22.2 miles, is 
currently the second longest sea bridge in 
the world. The Qingdao Bay Bridge, only 
recently completed, is now the longest, 
spanning 26.4 miles. Also, now six of 
China’s seaports number among the ten 
busiest in the world with Shanghai Port 
first on the list in terms of both cargo 
tonnage and TEU (twenty-foot equivalent 
units), having just exceeded Singapore in 
2010. 
 
Shanghai’s metro system, with the first 
line built in 1995, now has 260 miles in 
operation and has surpassed New York to 
become the most extensive system in the 
world. The Shanghai metro system is ex-
pected to reach 540 miles by 2020, more 
than doubling its current total length. 
Shanghai also operates nearly 1,000 bus 
lines, compared to only 100 lines in 1979. 
The Shanghai bus system likewise now 
ranks as the most extensive network of its 
kind in the world. 
 
To feed its speedy industrialization, ur-
banization and infrastructure building, 
China now produces 47% of the world’s 
steel, which is greater that the total output 
of the next 19 largest steel-producing 
countries combined. It also produces 
50% of the world’s cement, 60% of its 
aluminum and 45% of its coal. The rapid 
industrialization has exerted huge pres-
sure on China’s environment and re-
sources. According to a World Bank 
study from a few years ago, China is 
home to 16 of the world’s top 20 most 
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Nanchang people; we are late.” Nanchang 
people were very forgiving. The line was 
six-tenths of a mile long and KFC set a 
worldwide single day sales record that day 
and that record continued being broken 
for 23 consecutive days. 
One of the biggest negative issues in 
China’s economic development is the ex-
pansion of the Gini coefficient, the meas-
ure of income distribution in which zero 
indicates perfect equality. China’s Gini 
coefficient reached 0.47 in 2009, placing 
China among the countries with the wid-
est gap between their rich and poor. 
 
It is estimated that out of 1.3 billion Chi-
nese people, 150 million still live in pov-
erty (i.e. under $1 a day), 250 million live 
between $1 and $2 a day and another 400 
million are in a low income class with lim-
ited purchasing power. The middle class 
population reached 350 million in 2010 
(50,000 Yuan annual income, or about 
$7500 dollars in nominal terms and 
$14000 based on PPP). The upper middle 
class reached about 100 million. The 
wealthy class is estimated at 40 million 
now and is likely to reach 160 million in 5 
years. At the top of the pyramid are 10 
million very wealthy people, 900,000 mil-
lionaires and about 200 billionaires (both 
in U.S. dollars), second only to America. 
 
The past few years have witnessed a rapid 
accumulation of wealth in China, with the 
total net worth now exceeding $16.6 tril-
lion, placing it No. 3 in the world, after 
America’s 54.6 trillion and Japan’s 21 tril-
lion. Even excluding those living in pov-
erty and low income families, China’s 
market size and purchasing power stands 
among the highest in the world, with 500 

China at that time. What China had was 
only a potential market. Multi-national 
consumer companies repeatedly had lofty 
dreams of every Chinese buying one piece 
of their product. Today, such a dream is 
not only feasible-it is being realized. 
China’s per capita GDP reached $3,700 in 
nominal terms and $6,800 in PPP in 2009, 
a thirteen fold increase in 30 years. These 
numbers still appear low, ranking about 
100 in the world in terms of PPP. To de-
termine whether China is still too poor to 
buy your products, average numbers can 
be very misleading. China has a very un-
even wealth distribution. Furthermore, 
government statistics often underestimate 
the real income. Many multi-national cor-
porations drew the wrong conclusion and 
later regretted that they had lost a com-
petitive edge against their more savvy 
competitors who did enter the Chinese 
market earlier in the process. 
 
A good example was Yum! Brands, the 
parent company of the KFC, Pizza Hut 
and Taco Bell fast food restaurant chains. 
In spite of repeated courting from the city 
government of Nanchang, the capital of 
Jiangxi Province and a second tier city in 
China, both Yum! Brands and 
McDonalds balked on investing in 
Nanchang. Government statistics showed 
that Nanchang’s per capita income in 
2000 was 2000 Yuan, which was deemed 
too low in affordability by both compa-
nies, given that a typical meal from those 
chains costs more than 20 Yuan per per-
son. KFC finally decided to open its first 
restaurant in August 2000 and it prepared 
to lose money for at least 3 months. On 
opening day, KFC put up a huge poster 
with the words: “Our sincere apologies to 
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once but were not return customers. KFC 
had to rely on foreign tourists for its busi-
ness. Less than 5 years later, the restau-
rant was enjoying such good business that 
it had to expand by adding 200 seats. 
Now KFC already has 3200 restaurants in 
China. On average it is opening 1.5 new 
restaurants every day in China. During 
the second half of 2010, China surpassed 
Yum! Brands’ US market to become its 
largest market in total sales. Yum! Brands 
expects its revenue from China to be 
more than double that of the United 
States by 2015. Avon entered the Chinese 
market in the late 1980s. Sales reached $4 
million in the first year, 3 times what had 
been projected. That figured doubled in 
1992. It doubled again in 1993 and 
reached $40 million in 1995 and $200 mil-
lion in 2000. 
 
When Deng Xiaoping visited the United 
States in 1979, he toured a Ford plant in 
Atlanta. The output of that plant in a sin-
gle month outnumbered the total auto-
mobile sales in China at that time. In 
2009 China’s automobile sales reached 
13.5 million units, surpassing the U.S. to 
become the largest market in the world, 
or 25% of the world total unit sales. Sales 
jumped another 33% in 2010 to reach 18 
million units. GM sold 2.35 million cars 
in China in 2010, a 28.8% increase over 
2009. China is now GM’s largest market, 
surpassing its US market, which had been 
GM’s largest for 102 years. 
 
The breakneck development of car own-
ership and the growing freight traffic over 
the past few years have resulted in con-
stant traffic jams in major Chinese cities 
and highways, often among the worst in 

million people in the middle and wealthy 
classes. 
 
Another tremendous income source is the 
“grey income.” Though every country has 
the phenomenon of “grey income,” 
China could be the most dramatic case 
because of its rapid economic expansion 
and the serious corruption that exists in 
business activities. According to a Credit 
Suisse study, China’s grey income 
amounted to a stunning $1.4 trillion in 
2008, or about one third of China’s GDP 
in that year. About 80% of the grey in-
come is concentrated in a small group of 
wealthy people, which bodes well for the 
luxury goods market. 
 
China’s consumption-to-GDP ratio, cur-
rently at 36%, is only half that of the U.S. 
and about two-thirds those of Europe 
and Japan. But that is about to change. 
Recent statistics show that private con-
sumption in China is expanding at about 
15% a year, much faster than the rate of 
overall economic growth. The ratio can 
reach above 50% of GDP by 2025, add-
ing $1.9 trillion to global consumption, 
according to a recent report by McKinsey, 
a management consulting concern. As a 
matter of fact, many products catering to 
the middle class and wealthy class have 
already seen their sales in China explod-
ing in recent years. 
 
Yum! Brands’ KFC unit opened its first 
restaurant in China in October 1987 at 
Beijing Qianmen, its largest restaurant in 
the world with more than 500 seats. The 
cost of a typical meal per person was 
about one week’s income for a Chinese 
worker at that time. Many Chinese tried it 
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restaurants are often favored places for 
business meetings and for nurturing rela-
tionships. Multi-story restaurants in big 
cities like Beijing, Shanghai and Guang-

zhou contain a hundred or more dedi-
cated private rooms and huge halls on 
each floor. Some restaurants even have 
waiters and waitresses roller-skate to 
serve tables. 
 
A fast aging population has created a 
huge household service market in major 
cities. There are more than 1 million live-
in housemaids in Shanghai alone, in addi-
tion to part-time cleaners, cooks and hos-
pital overnight maids. The well-know Big 
Mac index measures the purchasing 
power in different countries for a single 
product. The most recent study shows 
that a Big Mac costs $3.71 on average in 
America and about $2.20 in China. The 
conclusion would appear to be that Chi-
nese currency is 40% undervalued, as 
claimed by many economists and politi-
cians. One of the most underpriced ser-
vices in China is actually the haircut. A 
basic haircut costs 10 Yuan or about $1.5 
in Shanghai at a decent hair salon. The 
same haircut costs $6 in New York’s Chi-
natown. If a haircut index rather than a 

the world. Last August, China set a re-
cord for traffic jams by having one that 
lasted for more than 20 days and ex-
tended for 60 miles on the Beijing Tibet 
Highway in a section close to Beijing. 
 
Luxury products sales in China grew 20% 
in 2009, enabling China to overtake 
America to become the No. 2 luxury mar-
ket in the world after Japan. With sales 
increasing another 30% in 2010, China is 
expected to be the largest luxury goods 
market by 2013. German luxury car mak-
ers have been extremely successful in 
China. Total sales of the three luxury 
brands of Mercedes, Audi and BMW in 
China exceeded those of the United 
States for the first time in 2010. China is 
likely to surpass the German home mar-
ket in 3 to 5 years for these brands, if not 
sooner. 
 
Both Coach and Tiffany, seeing their 
business exploding in China, are aggres-
sively opening stores in China. 10% of 
Coach’s revenue was from China in 2010. 
Coach predicts China’s share to be 20% 
by 2013. Casino revenue in Macau, $23.5 
billion in 2010, outshined that of Las Ve-
gas by a significant margin. In 2010 nearly 
1 million Chinese tourists visited America. 
With an annual family income of between 
$45,100 and $79,300, these visitors spent 
$7200 on average per person during these 
visits. 
 
China’s service industries, at 42.6% of 
GDP, are most likely underestimated, es-
pecially in PPP terms, as government sta-
tistics do not capture many cash transac-
tions. The restaurant business has been 
booming for many years in major cities as 
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McDonalds index were in existence, poli-
ticians such as Senator Charles Schumer 
could claim that the Chinese currency was 
in fact 75% undervalued. 
 
Every 30 years is considered a mini cycle 
in China. A witty folk saying has demon-
strated how China has changed over the 
past 60 years, both economically and 
ideologically. It goes like this: In 1949 
only socialism can save China, in 1979 
only capitalism can save China and in 
2009 only China can save capitalism. 
 
We are never lacking in predictions re-
garding China’s future development. The 
boldest prediction could be from Robert 
Fogel, a Nobel Prize laureate from the 
University of Chicago. He predicts that 
China’s economy will reach $123 trillion 
by 2040, or $85,000 per capita. Many pes-
simists, on the other hand, predict China 
will eventually collapse or even disinte-
grate, as they claim China’s economy and 
political system are not sustainable. 
 
No matter which eventuality plays out in 
coming years, one thing is certain: China 
is not a country of status quo but of con-
stant change, and that change cannot be 
taken lightly. 
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