Chinese exporters hurting as EU crisis deepens
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BEIJING — Wu Wenlong, a belt maker in China, has seen European orders slump 50 percent as
the region's debt crisis hits demand for Chinese exports and threatens to tip major economies
back into recession.
While Zhejiang L.F. Gifts and Decoration Co. Ltd. has not yet laid off workers at its small factory
in the eastern province of Zhejiang, Wu said the outlook for the belt market was bleak.
"It looks unlikely that overseas economies will turn around any time soon. They may need at least
two years to recover," the sales manager told AFP.
Manufacturing activity in export-driven China has been contracting for several months as
overseas demand for Chinese-made shoes and gadgets weakens and analysts expect the
situation to get worse if the eurozone crisis deepens.
The European Union is the world's biggest buyer of Chinese exports -- worth about $380 billion in
2010 -- and a collapse in demand could trigger heavy job losses in Chinese factories, which
employ millions of people, analysts said.
"An escalation of the eurozone debt crisis would be a triple whammy for China," Eswar Prasad, a
professor at Cornell University in New York and a former head of the IMF's China division, told
AFP.
"It would result in a stronger dollar and, by extension, a stronger yuan, and hurt growth in Europe,
which remains China's largest export market.
"The knock-on effects on confidence and financial markets in other advanced economies would
dampen their demand for China's imports."
Ren Xianfang, an economist at IHS Global Insight in Beijing, agrees.
"In the most extreme case that European demand collapses, the impact will be quite significant
as the EU accounts for about one-fifth of China's total exports," Ren said.
"But if the United States holds up, the impact won?t be as huge as in 2008."
Europe's struggling economies are increasingly looking to cash-rich China -- which is investing a
rising portion of its world-leading foreign exchange reserves in euro-denominated assets -- as a
possible rescuer.
While Chinese leaders have repeatedly expressed confidence in the region's economies during
the debt upheaval, Beijing has indicated it won't be bumping up its economic growth rate in order
to save the global economy.
Central bank governor Zhou Xiaochuan said inflation remained a "top concern" for Chinese
policymakers during recent annual meetings of the International Monetary Fund and World Bank
in Washington.
Emerging economies such as China, which contributed heavily to the global recovery from the
2008 crisis, now faced stiff headwinds from "excessive global liquidity, volatile cross-border flows,
weakening external demand, and fluctuating commodity prices," Zhou said.
China went on a massive spending spree in late 2008, unveiling a $586 billion stimulus package
and ordering state-owned banks to open their credit valves to spur economic activity.
The stimulus helped China grow even as other major economies sank into recession, but the
country is now battling to contain rising inflation and soaring property prices.
"The reality is that there seems to be no appetite in Beijing for another large-scale stimulus,"
Mark Williams, China economist at Capital Economics research house in London, told AFP.
"Moderately looser lending controls and more supportive fiscal policy may be all that we can
hope for."

Beijing has been tightening interest rates and increasing the amount of money banks must keep
in reserve to stem a flood of credit in the world's second largest economy.
Nevertheless the politically sensitive consumer price index has been hovering above six percent
for months, increasing pressure on the already stretched budgets of the country's millions of
poor.
But Prasad said policymakers would not hesitate to respond aggressively to the eurozone crisis if
it threatened jobs in China, where leaders worry about the potential for social unrest in the
country of more than 1.3 billion people.
"Job growth is likely to take precedence," he said, predicting that tackling unemployment, rather
than inflation, would be the priority.
Zhuodong Textile Garments Co Ltd in the southern province of Guangdong -- China's
manufacturing hub -- is turning to the Chinese market to make up for the sharp fall in European
orders. But it takes time to find new customers.
"We have had no new clients since January," Yang Lingtong, a marketing manager, told AFP.
"We have to remain confident to keep going forward."
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