Foreign trade between China and the Czech Republic

Vojtéch Stehel, Petr Suler

University of Zilina

Abstract

International trade is based on the mutual exchange of goods and services in
which one country has a comparative advantage over another. The advantage
may relate to the availability of raw materials, knowledge of technologies or
the lower cost of production of a certain article. The advantage of such
transactions is clear. Each country acquires goods or services that are too
expensive or cannot be produced in their own country. However, despite the
advantages, there are also a number of obstacles to this trade. These obstacles
are not only in the form of transport distances, but also customs barriers and
administration.

In spite of the fact that China and Europe are relatively distant from each other,
they have been trading together for hundreds of years. In this time, the
structure and the amount of goods and services which are traded has changed
quite substantially. The aim of this article is to analyse the structure of foreign
trade between China and the Czech Republic.
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Introduction

The economy of the Czech Republic is export focused (Cesky statisticky afad 2015). The
primary destination for those exports are the countries of European Union, which relates
to their regional proximity and the principles on which the EU functions. Due to the
implementation of certain measures, exporting to other EU member states has been
simplified for swathes of companies and even supported (e.g. cross border co-operation
(Dotacni info 2016).
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The People’s Republic of China is also export oriented (BusinessInfo.cz 2016c¢). Due to the
country’s size and position it is logical that those exports are distributed over the whole
world.

The distance between Prague and Beijing is 7,456 km (Vzdalenost mést 2016). In spite of
this, both countries actively communicate and trade with each other. The co-operation is
not purely based on the exports of particular commodities, but also involves the sharing
of know-how in the fields of science and research and development. Examples of the
importance of the cooperation between both countries are the recent state visit of the
Chinese president to the Czech Republic (SMISENA CESKO CISNKA KOMORA VZAJEMNE
SPOLUPRACE, 2016a) and the establishment of a Chinese Centre in Ceské Budé&jovice
(Chinese Centre of VSTE 2016). The centre was founded by and is run by the Institute of
Technology and Business in Ceské Budéjovice in co-operation with Chinese universities
and institutions.

The activities of the entrepreneurial sector are also visible within this context. Various hi-
tech technologies from China, especially in the form of mobile technologies, are now
available on the Czech market. At the same time, large Czech companies, such as the PPF
Group, have being doing successful business in China for several years. Home Credit
China, a company owned by the PPF Group, is the largest provider of consumer credit on
the Chinese market (SMISENA CESKO CISNKA KOMORA VZAJEMNE SPOLUPRACE
2016Db).

Analysis of Chinese-Czech foreign trade

Czech Republic

As previously stated, the Czech Republic is an open economy. In 2013, the foreign trade
turnover participated in GDP with 150 % (Czech National Bank 2014). The share of
exports in GDP is visible in Figure 1.

Figure 1: Export share in GDP (in CZK billions)
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Source: Ceskd ndrodni banka 2014.

Itis clear from Figure 1 that a substantial part of GDP growth is driven by the import and
export of goods. The development of Czech foreign trade and GDP over time is visible in
Figure 2.
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Figure 2: Development of GDP, exports and imports (in CZK billions)
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Source: Cesky statisticky trad 2016a

GDP was calculated on the basis of the production method at normal prices, i.e. as the sum
of the gross added values of the individual institutional sectors or branches and net taxes
on products which were not split into sectors and branches.

In Figure 2 it is visible that there is a relationship between export growth and GDP growth.
This assumption can be verified by the Pearson r correlation coefficient:

. Y- -y
VI — 02X (y — 7)?

where X is the arithmetic average of exports and y is the arithmetic average of GDP.

The results of the performed analysis are given in Table 1.

Table 1: Correlation analysis of GDP and exports

GDP Export
GDP 1
Export 0.833494228 1

Source: Author

The results show that there is a relatively strong correlation between GDP and exports;
the dependence is over 80%. It is highly probable that this dependence is the result of the
small size of the economy relative to the large share of exports in the total GDP.

Soukop (2012), states that the relatively large share of exports in GDP is also influenced
by the currency rate. Figure 3 shows the development of the EUR-CZK exchange rate in
the period 2000 - 2016.
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Figure 3: Development of EUR-CZK exchange rate

Source: Exchange Rate/Kurzy CZ (2016)

It is clear that, with the exception of a few short periods, the Czech Crown has
strengthened over time. However, since 2014, the exchange rate has visibly stabilized
(SCALIA 2008) due to the intervention of the Czech National Bank (Penize.cz 2013). The
reason behind the intervention was the fact that the repo rate stood at 0 for a certain
period of time (see Figure 4), which brought with it the threat of deflation and the
subsequent reduction in the potential growth of economy that that would bring (Ceska
narodni banka 2014).

Figure 3: Repo rates and currency rate -2T REPO (right axis)
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The successful intervention of the Czech National Bank has stabilized the currency rate;
the long-term trend towards a strengthening Czech crown has been temporarily halted.
However, it is assumed that the currency will eventually be released, which may result in
the currency strengthening once again. This is not expected to happen before the end of
2017 (Ceska narodni banka 2013).
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People’s Republic of China

In 2014, the People’s Republic of China became the largest economy in the world
(International Monetary Fund 2015). This was the result of the exceptionally large growth
in GDP in recent years (Higgins et al. 2016). Figure 5 compares GDP development for
China and the world’s second largest economy, the USA.

Figure 4: GDP based on PPP valuation (2016 - 2019 prediction)
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Source: International Monetary Fund (2015)

The growth in Chinese GDP has been dramatic in recent years (National Bureau of Statistic
of China 2016), sometimes achieving double-digit figures (Google Public Data 2016). In
contrast, the second largest economy grew at a much slower pace. The last time American
growth approached that of the Chinese economy was back in 1989 (Google Public Data
2016).

The Chinese economy is a very open economy, which is also supported by its politics
(Julien Gourdon et al. 2016). It is the largest exporter and the second largest importer in
the world, with a share of 12.4% and 10.3% respectively (World Trade Organization
2015). The development of foreign trade of the People’s Republic of China is visible in
Figure 6. The growth trend is evident for both imports and exports, which almost run in
parallel with each other. In some cases, the total exports of China are so significant that a
change in its export policy can result in price increases of any given commodity (Nabeel
2015).
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Figure 5: Development of the exports and imports of goods and services of the
People’s Republic of China
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China’s most important business partners are (IMBRUNO 2016), from the point of view
of exports, the world’s largest economies. The size of the economy is decisive, not
territorial proximity (MANCHERI 2015). The most important export market is the USA
(Junwook 2016, CHI 2016), followed by the EU. China’s five most important export
markets are indicated in Figure 7.

Figure 6: China’s most important export partners in 2014
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Source: World Trade Organization, 2016.

Mutual relationships between the People’s Republic of China and the
Czech Republic

The location of the Czech Republic in Europe means that its exports and imports of goods
and services are focused on and drawn from those economies which are located in its
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direct proximity. More than half of Czech exports are destined for neighbouring states
(STATISTIKA&MY 2014 - the values are given in Figure 8).

Figure 8: Exports and imports into neighbouring countries 2013 (in CZK billions)
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The exception in this regard is the co-operation with China (Stverkova 2016), which, in
spite of the fact of the distance, is one of the Czech Republic’s top export markets (18th
largest) and the second largest importer of goods to the country (Businessinfo.cz 2016a).
This is extremely positive, at the regional and political levels, in light of the fact that the
country’s main export and import partners are first of all from the EU.

In view of the decelerating growth of the EU, the Czech Republic has begun to diversify its
foreign policy and identify priority countries with which to develop closer business
cooperation. Among these countries are Brazil, China, India, Iraq, Kazakhstan, Mexico,
Russia, Serbia, Turkey, Ukraine, USA and Vietnam (National Trade Promotion Agency
Trade/CzechTrade 2015). China is by far the most important partner among these
countries, with a total share of more than 40 %.

The structure of the exports and imports is given in Table 2. It is evident from the data

that imports from China are considerably higher than exports to China. It is also clear that
the most important items have a technical character.
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Table 2: Structure of the most important imports to the Czech Republic and exports
to the People’s Republic of China

Export Import
EUR EUR
mill. Item mill.  |Item
Phone appliances, other appliances
Parts of motor vehicles, cars and 3 594. | for broadcasting, voice and data
153.6 | tractors 8 | receiving

Three-wheelers, scooters, prams for | 3 392.| Machines for automatic processing,
89.3 | dolls, other toys, models, puzzles 0 | data units, sensors

Pumps with measuring device, 1 329. | Parts of typewriters, computers,
82.6 | elevators for fluids 9 | automatic data processors

Wood pulp, chemicals for chemical Monitors, projectors without TV,
68.2 | treatment 662.3 | televisions

Microscopes other than optical Parts of broadcasting, receivers,
58.0 | diffractographs 490.0 | televisions

El. equipment for protection,

switching el. circuits, connectors for Transformers, el. converters, static
54.8 | optical fibres 299.7 | inductors

Machine tools for grinding, lapping,
52.3 | polishing etc. 261.5 | Integrated circuits, electronic circuits

Parts of appliances for the protection Three-wheelers, scooters, prams for
48.8 | of circuits of switchboards etc. 239.8 | dolls, other toys, models, puzzles

Phone appliances, other devices for Machines, appliances for printing

broadcasting, voice and data with aids HS8442 (including copies
47.8 | receiving 220.9 | and faxes), parts

Discs, bands, etc., media for

Pumps, exhausters, air compressors recording sound, images, etc. not HS

37.0 | etc. 187.4 |37

Source: BusinessInfo.cz 2016b.

In the past, Czech exports within the services sector were primarily focused on transport.
However, there has recently been rapid growth in the area of proprietary rights to science
and research results. In 2014, this item represented more than 40% of the total volume
of exported services (Businessinfo.cz 2016b).

Conclusion

Both the Czech and Chinese economies are export oriented. For the People’s Republic of
China, the share of foreign trade with the Czech Republic in total GDP is much smaller than
the share in total GDP of the Czech Republic’s foreign trade with China. For this reason,
China is much less dependent on exports to the Czech Republic. In contrast, the Czech
Republic must look for and diversify its range of foreign partners as a means of limiting
its exposure to decreases in economic effectiveness being transferred to the inland
economy. In this respect, the Chinese market represents the greatest potential for growth
(Liu 2016), which makes it one of the most important areas for diversification (Wu 2016).
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Of growing interest is the current growth in the mutual exchange of the results of
intellectual research and development. This area offers great prospects for the future and
is clearly supported by the government representatives of both countries. An example of
this cooperation is the second round of Technological Agency DELTA (Technologicky
agentura Ceské republiky 2015).

At the same time, the Czech Republic provides interesting opportunities for the Chinese.
These opportunities will become even more interesting as soon as the Czech currency is
gradually released and the currency starts to strengthen.
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