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China to World: We Don’t Need Your

Factories Anymore

Chinese manufacturers once bought high-tech materials from overseas firms. Rising
expertise means they now shop locally, altering global trade

Value of China’s annual imports
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ZHUHAI, China— Judah Huang works deep in the global supply chain ata
Chinese company that makes nonstick coatings for cookie sheets, frying pans

and grills sold in stores such as Wal-Mart.

Until a few years ago, the pans and griddles were made in China, but most of the
materials that went into them were not. Mr. Huang imported most of the resins,
pigments and pastes for his coatings from multinational suppliers such as Dow
Chemical Co. of the U.S. and Eckart Effect Pigments of Germany.

Now, in a shift that is echoing throughout China’s vast manufacturing sector, he



is buying more than 70% of those things from local suppliers.
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“All these raw materials, now somebody in China makes it,” says Mr. Huang,
chief technical manager of GMM Non-Stick Coatings, which has a factory in this
city near Macau.

China, long the world’s factory floor, is taking control of a bigger portion of the
world’s supply chains as well, causing a shift in global trade patterns by buying
less from abroad.

The No. 2 economy after the U.S. pulls in huge volumes of raw materials and
components, from aluminum to microchips, which it fashions into finished
products such as iPhones and George Foreman grills for sale around the world.
Those supply flows turbocharged global trade for years and made China one of
the top export destinations.

Now those flows are shrinking, which is pummeling China’s trading partners,
slowing global growth and providing further ammunition for politicians
including Donald Trump who question the benefits of global trade.

Exports to China, which had risen nearly every year since 1990, fell 14% last year,
the largest annual drop since the 1960s. They are down another 8.2% this year,
through September. The decline helped shave 0.3 percentage point off world
trade growth last year, and is a big reason that growth is expected to slow t0 1.7%
this year from the 5% a year it has averaged over the last two decades.

China’s trade surplus with the U.S. hit a record last year, largely because China is
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GMM technicians discuss nonstick coatings the company makes for cookie sheets, frying pans and grills sold in
stores such Wal-Mart. PHOTO: CHAO DENG/THE WALL STREET JOURNAL

buying less and because global commodity prices fell.

Some of that decrease is the result of economic slowdown and a glut of goods—in
China and globally. But China also is increasingly turning inward for its
manufacturing needs, pushing to substitute local inputs for foreign, especially in
plum, high-margin areas such as semiconductors and machinery.

That is disturbing for many global manufacturers, which have ceded low-end
production to Chinese rivals but are banking on staying ahead in higher-end
goods and ingredients that feature more advanced technology.

“The very high end is still not there,” says Ka Lok Cheung, head of operations in
Zhuhai for Germany’s Eckart, noting that local rivals still have trouble
maintaining consistent quality in some hard-to-make pigments. “But for many
things, they’re really catching up.”

The value of components and materials imported by China for use in other
products fell 15% last year from the prior year, the largest annual decline since
the global financial crisis, and it dropped another 14% in the first nine months of
this year, according to Wind Info, a Chinese data provider that uses official
Chinese customs figures.

Part of that decline is because Chinese exporters have been using less of those
imports in their goods, data from an International Monetary Fund study
suggests. The proportion of foreign-made inputs in Chinese exports has been






