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Summary

RESEARCH OBJECTIVE: The main goal of the article is to diag-
nose the current position of China in the international arena and to
identify the strategic challenges that the government in Beijing will
have to face within the currently implemented 13th Five-Year Plan.

THE RESEARCH PROBLEM AND METHODS: Article has
a descriptive and analytical nature. The purposes of this study re-
quired constructive criticism of literature and making an analysis of
selected statistical data provided by international institutions.

THE PROCESS OF ARGUMENTATION: The state of Chinese
economy was presented, noting the gradual change of development
model and implemented internal reforms. The next part includes
the outline of the main international initiatives which are aimed at
strengthening the political and economic position of the PRC. Then the
strategic challenges for the PRC, which condition its further develop-
ment were presented. The final part of this article includes a summary
and conclusions.

RESEARCH RESULTS: Firstly, the issue of economic relations
built by China is strictly subordinated to the government policy, which
is reflected in the 5-year plans, catalogues of preferred inward and
outward foreign investment and the initiatives taken at international
level. Secondly, the further pursuit of China to become a superpower
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will require profound changes, mostly related to the liberalization of investment
policy, reforms of state-owned enterprises, further internationalization of RMB
and demographic issues.

CONCLUSIONS, INNOVATIONS AND RECOMMENDATIONS:
Despite the growing opinion among scientists, politicians and journalists, China
is not yet holding the leading position in the political and economic world,
although it should be noted the weakening role of the United States and EU in
certain regions of the world.

KEYWORDS:
China, superpower, economic development, the 13th five-year
plan, economic relations

INTRODUCTION

Economic literature has paid a lot of attention to the international
order. Since the end of the Cold War, the United States has been an
economic, political and military leader and its huge potential is cur-
rently beyond any discussion. However, the scientific community
and the public opinion more and more often wonder what kind of
balance of power in the international arena will emerge in the com-
ing decades. Among the BRIC countries — often perceived as natural
contenders for the position of a superpower, China holds definitely
an outstanding position.

China has shown that a large economy can grow quickly, and
the accepted concept of the gradual transformation of the economic
system has proven to be a success. They caught up on the integration
of their economies into the world economy, taking into account the
commercial, capital, and institutional relations. Considering China’s
balance of trade, it is worth noting that while in the eighties China
recorded a trade balance deficit (-15 billion USD in 1985), then in
the nineties, this trend began to reverse to achieve in 2015 a trade
surplus of 593 billion dollars (China Customs, 2016). Opening up
to the world resulted also in a greater dependence of the Chinese
economy from external conditions. In the face of new threats, China
began to perceive the conditions for future development from the
point of view of national security (Heath, 2016).
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The profound changes that have occurred in China resulted in
a change of perception of this country in the international arena.
Christine Lagarde, Managing Director of the International Monetary
Fund said that China is gradually becoming an economic super-
power (IMF 2016b). Among academics (e.g. Brooks & Wohlforth,
2016; Schweinberger, 2014; Angang, 2011), in the media (e.g. Kaplo-
witz, 2015; Kemrany & Jiang, 2015) and political circles the attention
is drawn to superpower aspirations of the PRC. The question is how
China intends to realize its ambitions, what development directions
it will adopt and what challenges the authorities in Beijing will have
to face in the next few years?

After years of significant successes, developing countries are
forced to confront the new reality. Economic growth rates are fall-
ing, and, at the same time, some structural problems emerge. In these
circumstances, China has plans to implement an ambitious long-term
plan to transform its economy towards slower but more balanced
growth, which in the long run is expected to bring benefits to all.
However, in the short term, this transition will generate some side
effects, ranging from the decline in trade growth through lower de-
mand for raw materials (negatively affecting other developing econo-
mies), and ending with the financial channels. Therefore, the primary
purpose of this article is to assess the current political and economic
position of China in the world and identify the key challenges and
risks on the way to achieve superpower status by the PRC.

INSTRUMENTS AND THE RESEARCH TOOLS

The study is essentially descriptive and analytical in nature. Critical
analysis of the literature was performed based on the latest thematic
publications identified by the scientific databases. In addition, the
study involves analysis of statistical data published in reports and
materials provided by organizations at international level (IMF,
World Bank, WIPO), government institutions (General Administra-
tion of Customs of the PRC, the SASAC, the US Bureau of Economic
Analysis) and independent analytical centers (American Enterprise
Institute, the Pew Research Center, BBVA Research). It should be
noted that there are quite significant differences in the data provided
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by individual institutions, which raised the need for a thorough veri-
fication of their reliability.

1. DIRECTIONS OF DEVELOPMENT OF THE CHINESE
ECONOMY

1.1. Chinese two-track economy, the 13th Five-Year
Plan and internal reforms

According to the data shown in Figure 1, China’s economic growth
was above the targets designated by the Chinese Communist Party
in the last five-year plans. Currently, however, a slowdown is notice-
able in the economy and we should not expect further double-digit
increases. Forecasts indicate about 6% economic growth in the com-
ing years. Despite this, according to IMF forecasts, China is expected
to continue being the largest contributor to world GDP. It is expected
that the Chinese economy in purchasing power parity terms will ac-
count for about 20% of world GDP by 2020 compared to 15.5% for
the European Union and 14.9% for the US. To compare, economic
growth forecasts for the years 2016-2017 are respectively 2.5% and
2.4% for the US, 1.6% and 1.9% for the Eurozone, and for the entire
world economy — 3.2% and 3.4% (BBVA Research, 2016).
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Figure 1. China — economic growth vs. five-year targets (2001-2020, %).

* the horizontal line indicates the target of economic growth within the five-year
plan.

Source: IMF (2016a) and China’s governments reports.
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The economic slowdown raises some concerns among the authori-
ties in Beijing, associated with a decrease in investments and rising
unemployment. The increase in private consumption will probably
not be able to fully compensate for the excess of production capacity
in the real estate sector and heavy industry. The current growth is
largely based on service-related sectors. In particular, e-commerce
is one of the basic pillars of growth, allowing to reduce costs and
barriers of market entry, price reduction and generating demand for
new segments. These factors contribute to the sustainability of small
growth of exports dynamics and the manufacturing sector.

Analysis of the structure of the Chinese economy shows the emer-
gence of a two-track economy, based on secondary and tertiary sec-
tor (with a simultaneous decline in the importance of primary pro-
duction) (Figure 2). Relatively slow growth, and at the same time
decreasing participation in the economy are experienced by tradi-
tional sectors: real estate, industrial production and steel (decrease
from 45.5% in 2003 to 42.7% in 2015). Currently, companies in these
sectors face many challenges. Growing pressure on the moderniza-
tion of the Chinese economy also drew attention to the problem of
excess production capacity and issues related to upward movement
of companies in the added value chain, which is associated with
the need to adapt to international standards of operation, including
environmental standards. Weakening global demand additionally
exacerbated these problems. The second, faster growth path covers
the tertiary sector, which includes companies focused on production
and service activities based on modern technologies. E-commerce,
modern services and innovative manufacturing sectors are character-
ized by the strongest increases.
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Figure 2. Evolution of Chinese economy structure (distribution of GDP, %).
Source: Own elaboration based on data of China Statistical Yearbook (2015).
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These changes in the structure of the economy are reflected by
the FDI flows into China. The pattern of investment in China has
undergone significant changes in recent years, as a result of changes
in the catalogues of preferred investment (MOFCOM, 2015), and, at
the same time, the desire to transition to a high value-added economy.
Official figures of NBS (National Bureau of Statistics of China) show
that in 2006, the manufacturing and service sectors accounted for
63.6% and 31.1% of the total FDI. By 2011, the service sector surpassed
manufacturing as the largest recipient of FDI, and in 2015, FDI di-
rected to the service sector accounted for as much as 61.1% of the
total FDI, while investments in the manufacturing sector amounted
to 31.4% of the total (KPMG, 2016). Investment growth in the service
sector indicates that investors no longer see China as a source of
cheap labor, but to a greater extent, as an ‘end-destination” market.
For this reason, the companies more focus on the production of goods
of higher quality, which are tailored to market needs.

The Foreign Investment Catalogue of 2015 shows that more FDI
will be directed to the advanced manufacturing industries related
to environmental protection, acquiring new sources of energy and
service industries. In 2010, the Chinese authorities decided on the
development of “strategic emerging industries” (SEIs) to increase the
competitiveness of the economy and lead to its greater independence.
The key sectors include: environmental protection, biotechnology,
new energy, new materials and new energy vehicles (Xu and Wang,
2015). It is also worth mentioning, approved in 2015 by the State
Council, “Made in China 2025” plan, whose aim is to move away
from labor intensive production to the manufacturing driven by in-
novation, quality, smart technology.

The 13th Five-Year Plan (2016-2020) provides guidance for struc-
tural economic reforms in China. Chinese authorities believe that full
implementation of the Plan will have a positive impact on the busi-
ness environment in China, which in turn will lead to the creation of
many opportunities for both Chinese enterprises and foreign TNCs
operating in China, especially in those sectors, which contribute to
the economic transformation of the country. Broadly defined areas
of activity in the next five years include, among others, development
of innovation and high-tech sectors, further urbanization and invest-
ment in infrastructure, strengthening environmental protection in the



China’s Strategic Challenges on the Road to Becoming

context of green growth, the development of culture, education and
health services, as well as the further development of international
cooperation in trade and investment (PWC, 2015). The attention is
also drawn to the reform of the banking sector, reorganization of
state-owned enterprises and the next steps towards full internation-
alization of renminbi (RMB). As of October 1 2016 the renminbi was
officially declared a 5th reserve currency and entered the so-called,
currency basket next to the US dollar, euro, yen and pound, becom-
ing an element of an international settlement currency SDR (Special
Drawing Rights) (IMF, 2016b). Prestige associated with recognition
as a global reserve currency was one of the main arguments used by
Chinese liberals trying to convince the more conservative members
of the Communist Party of China to liberalize the financial market
of the Middle Kingdom.

China is in the midst of a profound transformation that aims to
shift from investments based on export-led model of growth, to in-
novation- and consumption-driven. This is an extremely difficult task,
which will certainly have some adverse consequences for society and
some less advanced industries. However, there are large reserves in
terms of private consumption. The authorities in Beijing introduce
a whole series of reforms aimed at achieving a more sustainable
development.

1.2. Exports, imports and FDI — a comparison of the
position of China and the US

China and the United States are next to the EU the world’s largest ex-
porters. As indicated by the data presented in Figure 3, a decade ago,
the value of exports of both economies was quite similar. However,
since that time, very dynamic changes took place. Chinese exports to
advanced economies increased 2.5 times over the period 2005-2015,
from 608 billion to 1500 billion USD, while exports to emerging and
developing countries increased five times, reaching in 775 billion
USD in 2015. Although the US has also recorded significant increase
during that period, their results were not so spectacular.
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Figure 3. The US and China — the importance of advanced economies and emer-
ging and developing economies as export markets (billion USD).
Source: own elaboration based on IMF data (2016a).

The high growth of exports from China results from several fac-
tors. Approximately, half of Chinese exports is based on processing
trade, which means that the parts are imported to China for mount-
ing the finished products that are exported to third countries. Thus,
international corporations account for a large portion of China’s
exports. In addition, China continues its policy to subsidize certain
industries, often contrary to the rules imposed by the WTO (Heath,
2016).

Since 2015, the Chinese government also has been trying to man-
age exports by raising or lowering the value-added tax rebate. These
practices have caused enormous disruption and uncertainty in the
global markets of some products, especially processed goods, where
China is the world’s leading exporter, as well as products manufac-
tured by the steel and aluminum industries (NTE, 2016). The actions
of the Chinese government and financial support for industrial pro-
duction contributed to a huge excess of production capacity in China
in certain sectors, which resulted in the oversupply in the global
markets. Although China recognizes this serious problem and took
some steps to solve it,* the results of these activities are rather minor.
One of the recent initiatives of the Chinese government — Guiding
Opinions of the State Council on Promoting International Cooperation in

1 E.g.local authorities and central departments are prohibited from approving
any new capacity-expanding projects in some sectors (Xinhaunet, 2015).
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Industrial Capacity and Equipment Manufacturing, aims to adjust pro-
ductivity of Chinese industry to global demand (Mizuho Research
Institute, 2015).

Quite high growth in China’s imports from advanced economies
(Figure 4) is due to the previously mentioned processing trade and
the higher demand from growing Chinese middle class. It is worth
noting that China prohibits the import of remanufactured products,
which are usually classified as second-hand goods. These regulations
contribute to weakening the development of certain sectors (min-
ing, agriculture, transport and communication) due to the fact that
companies in these industries are not able to purchase high-quality
remanufactured products produced outside of China (despite their
lower prices).
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Figure 4. The US and China — the importance of advanced economies and emer-
ging and developing economies as a source of imports.
Source: own elaboration based on IMF data (2016a).

The investment expansion is one of the measures of the PRC posi-
tion in the world. The implementation of Go Global strategy caused that
China, from little significant investor, has turned into one of most im-
portant players in the world. In 2015, Chinese companies invested more
than $ 121 billion in more than 150 countries and regions. This value is
similar to FDI made in China by foreign companies in the same year.
Figure 5 compares the value of the investments made by the Chinese
and US-based companied in 2010 and 2015. It is interesting to note the
inconsistencies in collecting data on the value of investments by the
Chinese Ministry of Commerce, which lead to a number of doubts about
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the official statistics on FDI flows.? For this reason, they were compared
to data collected by the American Enterprise Institute (AEI).
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Figure 5. Comparing the level of outward FDI of China and the US in 2010 and
2015, broken down by regions of the world (USD billion).

* AEI data for Africa also include the Arab Middle East

Source: BEA (2016), MOFCOM (2016), AEI (2016).

Asia is the only region where Chinese investors dominate. The im-
portance of Chinese investors (regardless of the data source) in other
parts of the world is relatively small. Therefore, it is difficult to find
in the above data rational confirmation of charges that China oper-
ates on the principle of “neocolonialism.” Further intensification of
the expansion of Chinese enterprises will depend on the extent the
Chinese authorities will allow the investment activities by private
companies, which have enormous potential. Data for 2013 on the ac-
cumulated value of Chinese outward FDI by type of investor indicate
that state-owned companies account for investments worth more
than 300 billion USD, that is, the vast majority (MOFCOM, 2016).
This also results from the complicated procedures for approving
investments and the catalogues of projects supported by the govern-
ment. However, recent years show an upward trend in the share of
investments made by private companies.

2 E.g. tax havens are indicated as locations but ultimately FDI goes to other
countries; another problem are round-tripping FDI whose mechanism allows
corporations for the withdrawal of capital for a period of time, after which
it returns back to the home country of origin in the form of FDIL
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Although the aggregate value of Chinese non-financial FDI (724
billion USD by 2015) is still relatively small compared to the world’s
leading investors, comparing this value with other countries of the
BRIC, it turns out that the dominant position of the PRC in this group
isundeniable. The current upward trend suggests that China may, in
the coming years, become a key source of investment capital in the
world. It is expected that the growth of Chinese FDI will be around
10% over the next few years, however, the number of troubled trans-
actions remains problematic.

1.3. Initiatives on international level — FTAs
and One Belt, One Road

The Chinese authorities do not reveal the official policy on FTAs.
There is also little information on the ongoing negotiations (Salid-
janova, 2015). So far, FTAs have been signed with 12 countries. In
2015, the agreement with Australia and the Republic of Korea came
into force and other agreements are already planned (China FTA
Network, 2016). The Chinese authorities have also expressed interest
in negotiating FTA with the EU, but the first step will rather take the
form of bilateral investment treaty, which will initially settle certain
issues relating to subsidizing, loans and export credits.

A lot will also depend on the development of The Belt and Road
initiative (also known as the New Silk Road). This action plan covers
60 countries (of Asia, Europe, Africa). According to the State Council,
the initiative

aims to promote the connectivity of Asian, European and African con-
tinents and their adjacent seas, establish and strengthen partnerships
among the countries along the Belt and Road, set up all-dimensional,
multitiered and composite connectivity networks, and realize diver-
sified, independent, balanced and sustainable development in these
countries (State Council, 2015).

The countries involved in the initiative account for 70% of the
world’s population and 55% of global GNP. It is assumed that B&R
will encourage China’s advanced industries and their overcapacity to
move into countries covered by the initiative, which will contribute
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to the development of neighboring economies (Ernst & Young, 2015).
Similar initiatives are also taken in other regions of the world, e.g.
the China-CELAC Cooperation Plan for the years 2015-2019, which was
adopted in 2015 in Beijing. This strategy involves increased coopera-
tion not only in trade and investment, but also in the protection of
environment, education and culture.

2. STRATEGIC CHALLENGES FOR THE PRC

The PRC is during the process of changing the development model,
which is to be based primarily on a highly advanced production
technology and modern services. Some Chinese corporations (e.g.
Lenovo Holdings, Haier Group and Huawei Technologies) managed
to catch up against competitors from Triad countries. This is also evi-
denced by the increasing participation of Chinese corporations in the
list of Forbes Global 2000 and Fortune Global 500. However, despite
significant progress in many areas, China still faces many dangers
and challenges that will require solutions in the coming years. The
most important of them are indicated below.

Domestic consumption. China’s economic growth in the past was
based on foreign investments and intensification of exports. The fi-
nancial crisis in 2008 brought a decrease in demand in many econo-
mies, which also had some, though ultimately a relatively small im-
pact on economic growth in China. To compensate for the negative
effects of future economic shocks, it is necessary to free the domestic
consumption from the barriers that have been built partly to raise
private domestic savings, finance capital accumulation and cover the
social security expenditures. According to World Bank data, the gross
savings in China are now extremely high (49% in 2014 compared to
18% for the US)? (World Bank, 2016), which proves that there are still
huge reserves in terms of domestic consumption. Some regulations
are also required for internet transactions, which — although having
a huge potential (e.g. Alibaba — the biggest online commerce com-
pany), are characterized by certain limitations.

3 Gross Domestic Saving consists of savings of household sector, private cor-
porate sector and public sector.
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Reforms of SOEs. The government authorities divided state-owned
enterprises into two categories of entities: typically commercial com-
panies, and entities dedicated to public welfare. These two groups of
companies are characterized by different organizational purposes.
According to the assumptions of the 13th Five-Year Plan, some areas
of the economy should be to a greater extent open to private capital,
but those that are regarded as essential for national security (military
power) will continue to be restricted. For many years, Beijing has been
paying special attention to the development of central SOEs, which
in 2015 included 106 entities (SASAC, 2015). In principle, their aim is
to compete in global markets with Western TNCs. So far, the success
has been achieved by companies with the majority of private shares.
Effective reforms of SOEs can contribute to improving the allocation
of resources, strengthen confidence (especially in foreign markets)
and free their growth opportunities. Bringing the form of corporate
governance of state enterprises closer to the form of private entities
would also allow for more dynamic international expansion. Taking
into account the share of SOEs in the overall economy, the reduction
of the gap in productivity between them and private companies and
a better allocation of capital and labor could lift the level of output
(IMF, 2016c). In the future, it is expected to increase the possibilities
for cooperation between companies on the basis of mixed ownership.
This business model can bring new development prospects.

Innovation and liberalization of activities of POEs. China’s accession
to the WTO has forced greater protection of intellectual property. On
the other hand, Western companies have learned to a greater extent
how to protect their technologies. Therefore, the improvement of the
competitive position will require strengthening the innovation, which
should be not measured by the number of patent applications*, but
rather by their real use in Chinese economic reality. The authorities
in Beijing, instead of directing funds almost exclusively to the SOEs,
should do more to finance SMEs, often characterized by a strong
innovation potential. All levels of education is also important in this

4 Given the amount of patents, according to the World Intellectual Property Or-
ganization, China is an absolute leader in the world, almost twice exceeding
the number of patents submitted by US-based companies and institutions
(WIPO, 2016).
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context. The strategy “Made in China 2025” focuses on solutions that
will combine advanced ICT tools and products with the manufactur-
ing activities to modernize production processes and to realize smart
manufacturing (Liu & Langhammer, 2016).

In the context of the growth of innovation, the attention should
be paid to the liberalization of private companies that still face obsta-
cles on their path to international expansion and restricted access to
the investment capital offered by state institutions. Chinese private
companies are generally more flexible, have a higher growth rate
and a more courageous strategy of focusing on the diversification of
activities. On the other hand, their frequent weakness is the lack of
awareness of investment risks, knowledge of the environment and
culture of the host countries and the limited experience in the inter-
national arena. In this context, attention should be paid to the need
to strengthen the cooperation between the POEs and SOEs, based
on the mixed ownership or intensified exchange of information and
experience (Ernst & Young, 2015)

Demographic issues and poverty reduction. The future prosperity of
China is closely linked with its population policy. In January 2016,
one-child policy was formally abolished, ending more than three
decades of strict birth control (and replaced by two-child policy)
(Philips, 2015). The changes are to counteract the negative effects
on the labor market and public expenditure in China resulting from
the inverted demographic pyramid. However, Chinese authorities
will find it difficult to reverse the trend, the more that the one-child
policy was (officially) supported by the majority of the population
(PEW Global, 2008). The problem lies also in the fact the previous
policy resulted in men outnumbering the women in the population.

One of objectives of the one-child policy was an attempt to reduce
poverty. China proved to be an extremely successful country in the
world in poverty reduction. It was partly due to the annexation of
Hong Kong, development of special zones (such as Shanghai), and
investment in human capital including all levels of education. Ac-
cording to Bloomberg, in 2016, 19% of the working population in
China (amounting to 770.4 million) earned an average of 12 thousand
USD per year (Bloomberg, 2016a). Problems, however, will arise in
future decades with the gradual aging of the population, which can
have very negative consequences. First, the decline in the labor force
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may increase the wage pressure and, secondly, as a consequence of
the lack of a comprehensive system of pensions and an increase in
the number of people in the retirement age, more and more older
people will have to reach into their savings to seek the livelihood.

Labor market. Maintaining the stability of the labor market is one of
the main priorities of the Chinese government. As already mentioned,
demography and dynamics of the Chinese labor market are changing,
though for now it is relatively resistant to fluctuations. Characteristic
feature of China’s labor market are flows of migrants who seek work
in urban areas (which account for 50.9% of non-agricultural employ-
ment). However structural reforms and gradual change of economic
model can result in reduced job opportunities in the cities and partial
return of migrants to rural areas® (Lam, Liu & Schipke, 2015).

Another problem is the fact that wage growth in China has largely
outpaced productivity growth, which in turn may slow down trans-
forming of China into a consumption-led economy. In 2015, labor pro-
ductivity increased by only 6.6% (to 7.318 USD), while in 2003-2010,
after entering the World Trade Organization, the average increase
was about 10% (National Bureau of Statistics, 2016). According to
research by Oxford Economics, labor costs adjusted for productivity
are only 4% lower than in the U.S. (Bloomberg, 2016b), what results
in an increase of importance of reshoring phenomenon (Mtody, 2015).
Besides, shortage of skilled labor will result in increased competi-
tion between companies seeking employees. Therefore, it seems that
Chinese authorities will be forced to reduce the constraints on talent
movement between industries (Hays, 2016).

Corruption and intellectual property rights protection. Corruption on
all levels of the PRC authorities is the problem, which will require
a solution in the coming years. Although the penalties for accepting
bribes in various forms are extremely strict (corruption is threatened
by the death penalty), every year there are thousands of disclosed
violations of the law in this regard. The Chinese authorities claim
that their intention is to strive for full transparency of actions. To
this end, a whole range of regulations was adapted (after joining the
WTO), aimed at protecting Intellectual Property Rights (IPR). On the

5 Itis estimated that due to the recent global financial crisis about 20-45 million
migrant workers returned to their rural homes.
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other hand, examples of intellectual theft by institutions associated
with the Chinese government show that there is a partial government
permission for this type practices (NTE, 2016).

Foreign trade and investment. While it can be assumed that further
China’s economic development will be based on domestic consump-
tion, foreign trade and investment (both inward and outward) will
continue to constitute an important element of future growth. The
intention of China should not be the signing of FTAs and BITs on
amassive scale, but rather a deliberate selection of appropriate busi-
ness partners. The earlier part of the article mentioned the initiatives
taken in various parts of the world, whose effects are already visible.
In recent decades, the relationship between the EU and China were,
to a large extent, focused on trade in goods, and recently trade in
services has also been growing rapidly. Less attention was paid to
investment. Although the EU-China Bilateral Investment Agreement
has been under negotiation for several years (preliminary discussions
have been initiated immediately after the financial crisis of 2008),
the road to its conclusion is still quite long (Ewert, 2016). China-US
Bilateral Investment Treaty is a similar case. If it enters into force, it
will allow the entry of US-based companies into currently restricted
sectors of the Chinese economy. It is difficult to predict which party
would gain a greater profit from the agreement.

Monetary policy. The transformation of China into market economy
based increasingly on modern services and innovative production
requires the establishment and implementation of modern mone-
tary policy framework. IMF consent for yuan to join the prestigious
group of global reserve currencies is an expression of appreciation
for China’s economic development and an incentive to continue the
introduction of market reforms, although it should be remembered
that yuan is still not fully convertible. In recent years, the Chinese
government has implemented a number of regulations liberalizing
financial markets, including the banking sector and the stock market
and bonds market. On the other hand, the volatility of the financial
market as a result of several changes in the exchange rate policy and
the rapid increase in the cost of loans makes the problems still exist.
Nevertheless, Beijing maintains the commitment to further reforms.
Greater exchange rate flexibility will require a larger focus on the
government to stabilize the domestic prices in the framework of
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monetary policy. According to the IMF (2016c), another important
change should include the introduction of inflation targeting.

China’s legitimacy in the world. As long as a few decades ago, Hans
Morgenthau, a precursor of the realist school of international relations,
suggested that “China may well in the long run carry the gravest im-
plications for the rest of the world” (Morgethau & Thompson, 1993,
p- 377). Morgenthau notes that the pursuit of power is a distinctive
element in today’s international politics. However, obtaining the status
of a superpower requires legitimate recognition on the part of most
of the countries. The US is currently a country which is character-
ized by the most widespread legitimacy (Liu & Langhammer, 2016).
China is seen as a global leader especially in the economies of deep
economic dependence from the PRC, e.g. some Latin American coun-
tries (e.g. Venezuela, Argentina), which, since 2015 were offered loans
worth more than 120 billion USD (Gallagher and Myers, 2015). All the
countries, which were granted Chinese loans are expected to provide
proper treatment for Chinese investors, as well as the specific political
concessions (Gwiazda, 2013). Although the previous strategy of China
appears to be relatively effective, it seems that the real legitimacy in
the world cannot be achieved only through financial assistance.

THE RESULTS OF SCIENTIFIC ANALYSIS
AND CONCLUSIONS

A superpower is a country that dominates on the economic, political
and military level. Although in this article the attention was focused
primarily on the economic aspects, it should be born in mind that
they determine the strength of the country in other areas. The eco-
nomic growth of the PRC has allowed some scholars, journalists and
politicians to believe that the country could become the next global
leader. However, this theory has as many supporters as opponents.

Given the challenges faced by China, it is difficult to predict when,
or if, this country will catch up the status, which has been held by
the USA since the end of the Cold War. First, China should solve
its internal problems, including poorly regulated financial market,
problems with social security, environmental pollution, widespread
corruption, declining growth in productivity, and a rapidly aging
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society. The technological gap still remains the Achilles heel of China.
Some of these challenges are addressed in the 13th Five-Year Plan
and the initiatives at the regional level. The assessment of the effects
of their implementation will have to wait. The key question remains
whether Chinese aspirations will be limited to the economic area. The
attitude of Western countries to China’s efforts to change the world
order and recover the position of superpower is another moot point.
China’s current expansion path involved the soft power (Nye, 2004,
p. 8) based on the economic-political-cultural attractiveness of the
economy. If this approach is maintained, and simultaneously fol-
lowed by further liberalization of the economy and democratization,
we should not expect profound objections from major countries.
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