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MEETING THE CHALLENGE OF CHINDIA

Many believe that the rise of the developing economies, and in particular that of Chindia --
China and India -- presents a significant threat to the UK. A new report by the Advanced
Institute of Management Research, however, suggests that such fears are misplaced.
Instead, policymakers, powerbrokers and thought leaders across the globe are convinced that
the UK can benefit from the growth of the new economic superpowers - as long as business
and government acts now, and adopts the appropriate strategies.

Leading global investment bank Goldman Sachs estimates that China will overtake the USA
as the world’s largest economy by 2039. India will be close behind.

The figures are impressive:

e Chindia produced 125,000 computer science graduates in 2004. The UK just 5,000;

e India is second to the USA in software production/database design and management;

e China is the world’s manufacturing hub, producing over 50 per cent of the world’s
cameras, 30 per cent of air conditioners, and 25 per cent of washing machines.

“Understandably many in business and government, at a local, regional, national and
multinational level, see the rise of China and India as a challenge and threat,” says Rupert
Harrison, AIM Research Fellow at Institute of Fiscal Studies. “Yet while such rapid growth
undoubtedly presents many challenges to the developed economies, we must not overlook
the many benefits and opportunities it offers.”

For example:

e Growth in China and India increases demand for goods produced in the UK;

e China and India provide investment opportunities for UK companies and individuals;

e Sourcing goods and services from China and India enables UK companies to become
more competitive in global markets;

e China and India provide opportunities for innovation and scientific collaboration that can
benefit the UK.

For their research the authors travelled across the globe observing the rapid economic
expansion of China and India at first hand, and seeking opinion from those best placed to
comment on this century-defining phenomenon. The trip provided a valuable insight into what
the UK must do, at a business and policy level, in order to make the most of the opportunities
that are and will become available.

In particular, policymakers, and business where appropriate, must focus on:

Flexibility: Flexible economies, where hiring and firing costs and the costs of market entry
are low, are most successful in creating new jobs to replace old ones.

Integration: The UK appears to be disadvantaged by not being sufficiently integrated into the
global value chain. Industries and institutions have not yet opened up enough to international
networks and collaboration.

Education: Preparing the workforce includes helping workers to acquire the right skills at the
right time, and ensuring that regulations and policies support labour market flexibility. This
includes a focus on language skills, and the role that colleges, universities and employers can
play in lifelong learning.

Labour market flexibility: Policies to promote labour market flexibility must go further than

labour market regulation; considerations might range from the housing market — and
obstacles that the housing market and regional price differentials place on people’s abilities to
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move in response to changes in jobs — to pension provision and the ability of workers to
transfer benefits, such as pensions, between jobs.

Science and innovation: Policy should aim to make the most of collaboration opportunities
with emerging centres of excellence in India and China. The flows of people across countries
are crucial in building and maintaining research networks, and this should be a focus for
policy and incentive structures for scientists. At the same time policy should continue to make
the UK an attractive location for research, both in terms of costs and skills, but also the
regulatory and social environment for cutting edge research.

The role of institutions: Governance systems in the UK offer a competitive advantage over
India and China. It is important to continue to monitor these systems to avoid any
unnecessary adverse impact on cost and efficiency.

Other institutions with a role to play include universities and regional bodies. The report
recommends that these agencies and institutions be located together in China and India,
instead of scattered in different locations.

Support: Finally, there is the social impact to be considered. Although the economy as a
whole may gain, individual citizens and workers may suffer greater job insecurity and/or wage
loss. The challenge is to effectively ease this transition for those most adversely affected.
Attention should be given to how to support workers dealing with greater uncertainty, risk and
change.

The bottom line is that the economic boom in India and China presents tremendous
opportunities for the UK. It is essential that the UK is well placed to take advantage of these

opportunities. If not, the fears of those who talk in terms of "challenges" and "threats" may
prove well-founded.

The report: THE ASIAN CENTURY: Opportunities and challenges for the UK

The authors: Rupert Harrison, AIM Research Fellow, Institute for Fiscal Studies and James
Wilsdon, Head of Science and Innovation, Demos.
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Notes for Editors

AIM Research is funded by the Economic and Social Research Council (ESRC) and the
Engineering and Physical Sciences Research Council (EPSRC) and was launched in
November 2002. AIM’s mission is to improve understanding of management’s contribution to
organizational performance, and thus UK well-being. AIM’s more specific objectives are: (i) to
conduct research that will identify actions to enhance the UK'’s international competitiveness;
(i) to raise the scientific quality and international standing of UK research on international
competitiveness; (iii) to expand the size and capacity of the active research base for UK
research on management; and (iv) to develop the engagement of that capacity with world-
class research outside the UK and with practitioners as co-producers of knowledge about
management and other users of research within the UK. For more information on AIM visit
www.aimresearch.org

The Engineering and Physical Sciences Research Council (EPSRC) is the UK’s main agency
for funding research in engineering and the physical sciences. The EPSRC invests more than
£500 million a year in research and postgraduate training, to help the nation handle the next
generation of technological change. The areas covered range from information technology to
structural engineering, and mathematics to materials science. This research forms the basis
for future economic development in the UK and improvements for everyone’s health, lifestyle
and culture. EPSRC also actively promotes public awareness of science and engineering.
EPSRC works alongside other Research Councils with responsibility for other areas of
research. The Research Councils work collectively on issues of common concern via
Research Councils UK. Website address for more information on EPSRC: www.epsrc.ac.uk/

The Economic and Social Research Council (ESRC) is the UK's largest funding agency for
research and postgraduate training relating to social and economic issues. It provides
independent, high-quality, relevant research to business, the public sector and Government.
The ESRC invests more than £76 million every year in social science and at any time is
supporting some 2,000 researchers in academic institutions and research policy institutes. It
also funds postgraduate training within the social sciences to nurture the researchers of
tomorrow. More at http://www.esrc.ac.uk

For more information contact:
Professor Andy Neely, Deputy Director, AIM, e-mail: aneely@Ilondon.edu,
tel: 0870 734 3000 or 07711 140198

For General AIM Enquiries, Please Contact: Claire Fitzpatrick, Press and
Communications Officer, AIM, email: cfitzpatrick@london.edu or tel: 020 7000 0517
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