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PROBLEMS OF THE US AND CHINA ICT SECTORS
IN TERMS OF MACROECONOMIC PROCESSES

Economic development of the modern society is strongly associated with the rapidness of for-
mation and development of information and communication technologies (ICT). In recent years,
the expansion of broadband Internet channels, high quality mobile phones and a sharp boost of
communication possibilities in general have been happening in all the countries, including the
developing ones. The result revealed the growing similarity of rates within which information tech-
nologies and quality characteristics of the economy are formed. Software has a major influence on
today's China. In its dispute with the US China is competing in this area, raising the world eco-
nomic processes and technology to a new level.
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IMPOBJIEMM CEKTOPIB IHOOPMAIIINMHO-KOMYHIKAIIIMTHUX
TEXHOJIOTI'TI CIIIA I KUTAS 3 TOYKHA 30PY
MAKPOEKOHOMIYHUX ITPOILIECIB

Y cmammi nokazano, w0 exoHoMiMHUII PO3GUMOK CYHACHO20 CYCRIAbCMBA CYMMEBO
no6 A3anuii 3i WeUOKUMU MEMNAMU CIAHO0BACHHS MA PO36UMKY IHpopMauiiHo-KoOMYHIKauiiiHux
mexnoaoeiii (IKT). 3a ocmanni poxu y écix Kpainax, y momy 4ucii mux, wo po3eueaiomscs,
MOXCHA cnocmepicamu po3WlUPeHHs1 mepexc wupoxocmyzoeux Inmepnem-xanaaie, eucoxy
akicmo MoOiabHUX meaeonie, cmpimke 30iAbUWEHHA MOMCAUBOCMI CHIAKYGAHHA MOUO.
Pesyavmamu  0ocaioxwcennsa 6uAsuAu  3POCHMANOMy  CX0xcicmv memnié  (OpMyeanHs
inghopmauitinux mexuoaoeii i axicnux xapaxmepucmux exornomixu. Ilpoepamne 3abe3nevenns
Mmace cepiiosnuii énaue na cyuacuuii Kumaii. Kumaii moxce kouxypysamu 6 uiii 2aaysi 3 CIIIA, wo
cnpusmume 8uxo0y Ceinoeux eKOHOMIMHUX NPOUECié Ma MexHOA02Ii HaA AKICHO HOBUII PiGeHD.
Karouosi caosa: inghopmauiiino-xcomyrixauiiini mexronoeii; Kumaii; CIIA; céimosi mendenuii.
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ITPOBJEMbI CEKTOPOB NTH®OPMAILIMOHHO-
KOMMYHUKAIIMMOHHBIX TEXHOJIOTUI1 CIITA 1 KUTAS
C TOYKU 3PEHUA MAKPOBDKOHOMMYECKUX ITPOILTECCOB

B cmamue nokasano, wmo 3xonomuyeckoe pazeumue coepemMenHo20 oduecmea 8 Hemaoi
cmenenu CeA3aHo ¢ ObiICMPbIMU MEMNAMU CMAHOGACHUS. U DPA3GUMUSA UHGOPMAUUOHHO-
KommyHnuxauyuonnotx mexunoaozuii (UKT). 3a nocaednue 200ot 60 6cex cmpanax, 6 mom uucie
PAa36UBAIOWUXCA, MONCHO Habalodamv pacuwupenue cemeil wupoxonoaocholx Humepnem-
Kana.ioe, 6bICOKOe Kauecmeo MOOUAbHbIX Meie)ono8, pe3koe yeeauuenue 603MONCHOCHU
obwenus u m.d. Pesyabmamol uccaedoganus 6vlaguiu pacmyuee cxo0cmeo HeMmnos
dopmuposanus uUHPOPMAUUOHHBIX MEXHOA02UI U KAYECHBEHHBIX XAPAKMEPUCINUK IKOHOMUKU.
Ilpoecpammmnoe obecneuenue oxaszvieaem cepvesnoe eausnue Ha cogpemennviii Kumaii. Kumai
moxcem Koukypuposamv ¢ CIIA 6 >moii obaacmu, cnocob6cmeys 6vix00y Mupogvix
IKOHOMUHMECKUX NPOUECCO8 U MEXHOA02UT HA KA4eCMBEHHO HOBbLI YPOGEeHb.

Karouesvie caosa: ungopmavyuonno-kommynurkayuonnvie mexnonroeuu, Kumaii; CIIA; muposoie
meHOeHyuuU.

Problem statement. Analysis of any economic situation requires facts, which
must be based on general theoretical and methodological grounds. The economic

! Baku State University, Azerbaijan.
Baku State University, Azerbaijan.

© Amil M. Maharramov, Fariz R. Abasov, 2014



72 CBITOBE rocriogAPCTBO | MDKHAPOA4HI EKOHOMIYHI BIGHOCUHU

development strategy in the world is closely associated with some global assumptions:
the unity of the world and its interdependence are growing, while the "computer net-
works and telecommunications are gradually forming a global market where compe-
tition intensifies, innovations in the economy are primarily related to computer tech-
nology, and innovation influences the development of the economic theory itself”
(Abramova, 2006). The above features should be considered in the analysis of such an
important field of confrontation between the US and Chinese economies, as ICT. It
would be relevant to quote R. Aaron that "depending on the time and circumstances,
international relations are dominated by either the direct struggle or a competition of
intellect in strategies or a dispute... the degree of rivalry of states and the competition
of ideologies are greatly increasing, which multiplies their bellicosity"(Aaron, 2000:
260, 874).

Recent publications analysis. The struggle to expand the sphere of influence also
occurs at the economic level, resulting in competition for expanding markets and
resources in general. But now the situation is that the "size of Chinese economy will
be equal to that of the US in 2035 and surpass it in half by mid-century. This will
entail some unclear, but potentially painful strategic implications for the United
States and will require changes in economic and military fields" (Keidel, 2008). The
battle of the giants of economy and innovations in the ICT sector is the subject of
much attention, not only by expert practitioners in business and politics, but also
social scientists working on the processes taking place in the economic sphere, which,
in turn, affect the development of human potential. Especially valuable among them,
in our opinion, are the researches by J. Attali (2006), Y. Huang (2012), D. Korten
(1998), A. Keidel (2008), D. Steinbock (2013) etc.

Research objective. The prevailing relations in the current system of the ICT
development are not accidental: the contemporary civilization has such a defining
feature as industrial character. From the very beginning of its formation its leading
side was the creation, improvement and application of various tools. One only had to
bring them to perfection, which is what we currently observe in the world. As for the
role of state in the development of engineering and technology, there is also some his-
torical background, peculiar for each region, and common to the entire world. The
contribution of countries, regions and some corporations in this process will eventu-
ally become purely virtually as the interdependence increases and labor division
becomes purely functional.

But this will happen in the future, as for the present ICT development, it hap-
pens in several directions: research and theoretical developments, especially in soft-
ware, business and trade, i.e. yielding real income and profit, the solution of military
and strategic, social and political problems; preservation of the natural environment
and the survival of humanity. In different countries, the emphasis on one or another
direction of development and application of ICT depends on the country's econom-
ic strengths and strategic development objectives it sets on the regional and global lev-
els. The consideration of these issues at the level of confrontation of powerful
economies — the US and China, is of undoubted scientific interest and practical
importance.

Key research findings. It is known that today's society continues to evolve thanks
to the development of ICT. Over the past few decades there has been a sharp increase
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in the quality and availability of mobile telephony, Internet and broadband commu-
nication in all the countries. This erases barriers in achieving the goal of "information
society for all", adopted by the leaders of many countries during the top-level World
Summit on the Information Society (World Summit on the Information Society).

Special attention should be paid to the fact that global revenues of leading
telecommunications companies in 2012 amounted to 1.861 trln USD, having
increased by 3.5% within a year (in 2011 they increased by 9.5%). The world's largest
telecom companies have maintained their positions: the 3 leaders include the
Japanese NTT Group (134.1 bin USD), the American AT&T (127.4 bin USD) and
Verizon (115.8 bln USD). Spanish group "Telefonica" (80.1 bln USD) gave its fourth
position to "China Mobile" (88.9 bln USD). 20 leading telecom companies from
66.5% of the sector revenue and serve more than 4.275 bln users (100 major telecom
companies in the world, 2012).

The importance of the ICT development is proven by the attention of interna-
tional community; in particular, we should note the creation of special structures
within the UN for the analysis of the situation and proposals. The 2012 UNCTAD
report states that "the volume of software production in China grew from 7 bln USD
in 2000 to 285 bln USD in 2011, with up to 90% of the products supplied to the
domestic market. A significant part of the local production belongs to the software for
ICT devices and other products (which are often successfully exported from China to
the world markets), or is developed to meet the rapidly growing demand for ICT
within the domestic economy” (Report of Information Economy, 2012: 7, 8).

Regarding the position of the ICT sector in the United States, there is a number
of other advantages: the possibilities of domestic companies in the software/IT serv-
ices sector are twice bigger, government purchases of software and IT services are
more than 3 times larger, the demand at the export markets is two times less limited,
the scale of computer software piracy are at the zero level (Report of Information
Economy, 2012: 8). Thus, the general trend of the ICT development in developed
countries, including the United States, is associated with historically defined
prospects of scientific, technological and economic development, the possibilities for
using both domestic and external markets.

The country that inherited its centralized economy from the socialism has found
the strength to carry out systematic structural changes in management and organiza-
tion of telecommunications and eventually managed to break forward. However,
"despite the presence of dynamic domestic market, high human potential, integration
into the East Asian economic area and the implementation of orders outsourced by
Japan, China has its weaknesses: lack of organizational and managerial expertise
required to conduct high quality outsource development, a relatively low level of
English proficiency, domination of small companies with low turnover" (High tech-
nologies and the ICT). And this is no coincidence. As pointed out by D. Korten at the
end of the previous century China had a lot of problems: "in 1997, experts warned that
the deepening inequality and rising unemployment threaten China's social stability.
Generating about 18% of ozone-depleting substances in the world and being the
largest producer of greenhouse gases after the United States, China is also one of the
most polluted countries in the world. According to the World Bank estimates, more
than 2 mln people die each year in China from the harmful effects of pollution, about
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8% of China's GDP is lost every year due to the damage to life, health and property
from air and water pollution. If you subtract the depletion of resources and the cost
of fighting crime and corruption, the real rate of economic growth will be insignifi-
cant" (Korten, 1998: 72).

Within a short period of time a lot of great and balanced work has been done on
the economic restructuring in China, and "in the long run a more balanced nature of
the Chinese ICT sector will be able to create in China more favorable conditions for
innovative development, including in the field of software development, and perhaps
eventually shift the export focus from software development to the development of
Chinese own software that would be highly competitive at the world market" (High
technologies and the ICT).

As demonstrated by the history of development of the ICT sector in China,
nothing would have happened without direct investment of foreign capital and with-
out the cooperation with the world's leading corporations in this sector. Cooperation
takes place not only in scientific and industrial areas, but also in trade. Competition
is strong in all these areas. Consider, for example, the main trends in the development
of the ICT business in the United States and China. Every developed country like the
United States focuses all its efforts on the development and production of unique ICT
products and their subsequent export. As soon as a technology becomes expensive for
a developed country because of the labor-intensive, large-scale and costly operations,
it is transferred to Asian countries where labor is cheaper. According to the theory of
the innovative product life cycle, it turns out that the country that invented a tech-
nology decides to import it, rather than producing at home. This explains the large
share of finished equipment in the US imports.

Developing countries such as China and South-East Asia, strive to maximize
their production in the ICT sector. For example, China buys large quantities of com-
ponent parts, which will later be used in production. As a result, it has huge export
volumes of finished telecommunications and computer products. By importing com-
ponents China gets a huge amount of added value, created within the country, as the
cost of a finished product is much higher than the cost of imported component parts.

‘What is the place of the US at the global ICT market? The high rank of the US
exports is explained by the value of high-quality products manufactured in all 3 areas.
Products from the United States are characterized by high quality, innovation, recog-
nition and brand loyalty worldwide. China's economy is specialized in cheaper mass
production of products known in the world and are of high demand. Very few new
products are coming out of China. Nearly 82% of China's high-tech exports comprise
of the products based on foreign technologies and components manufactured in
developed Western countries. The small rest of China's exports account for propri-
etary Chinese technology (National Science Board. Science and Engineering
Indicators, 2006).

The situation in the US is as follows: in engineering, computer and exact sci-
ences more than 41% of all graduate students of American research universities are
foreigners residing in the United States. The majority of these young professionals
come from China and India. This points to an assumption that the scientific base will
be created in these countries in the future (National Science Board. Science and
Engineering Indicators, 2006).
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It's a fact that there are currently 3 providers of information technology stan-
dards in the world — the US, Europe and Japan. The US dominates because almost
all the world leading IT companies are based in this country. Japan mostly applies and
develops American standards, and Europe wants to develop independently many
areas of ICT. It succeeded in the field of cellular communication and business soft-
ware. Recently, China started to qualify for the role of the exporter of information
technology standards. In general, experts forecast the progressive development of
Chinese economy and science in the field of ICT, when it clearly competes with lead-
ing countries in this field, such as the US, Japan and South Korea.

Experts say that "after decades of intense globalization, development at the
periphery of production capacities and exploiting cheap labor in emerging
economies, with the advent of ICT industries and scientific establishments in large
economies such as China and India, the old dominant system of the ICT develop-
ment has not only collapsed structurally, but also dispersed geographically”
(Steinbock, 2013).

Let's take a look at the regional participation of these countries in sales and dis-
tribution of products and technologies as exemplified by the South Caucasus coun-
tries, particularly Azerbaijan. It is a fact that a number of well-known US companies,
including CISCO, INTEL, HP are currently operating in Azerbaijan. Joint projects
are being implemented not only in the ICT sector; they also include transport sector
and agriculture. The launch of a communications satellite was directly aided by the
US, and the launch of the second similar satellite has already been planned
(Azerbaijan and USA have agreed on cooperation in several areas).

The cooperation in the ICT has a great development potential here, given the US
dominant position in this field throughout the world.

As a side note, the cooperation between Azerbaijan and China is carried out in
other areas apart from the ICT sector. There are more than 20 legal partnership acts,
including the agreement on encouragement and mutual protection of investments,
avoidance of double taxation, cooperation in customs etc. Today "in various sectors
of the Azerbaijan's economy there are 69 enterprises with Chinese capital”
(Azerbaijan and China are expanding their trade and economical cooperation). The
trade turnover between the two countries reached 1.2 bln USD in 2012. Experts say
that further investments are necessary (Commodity turnover between Azerbaijan and
China increased 600 times).

It is also a fact that trade cooperation of Azerbaijan with South Korea, in addi-
tion to Japan in the ICT sector is also gaining a significant turnover. Thus, we can
safely admit that cooperation is expanding; gaining momentum in all of these direc-
tions, but at the same time it is subject to the processes of world economic and polit-
ical development in the globalizational context. All the mentioned countries have
positive prospects; however the pace of development still differs, mostly in China's
favor.

What are the general conclusions? The ICT sector in the US is the locomotive
for the rest of the global world. The issue of budget deficit has become crucial to the
States. The only area with a tendency to develop is the ICT. Much of the research and
inventions are made by the companies on the territory of technoparks, so they play a
key role in enhancing the US competitiveness at the global market (Abramova, 2006).

ACTUAL PROBLEMS OF ECONOMICS #7(157), 2014



76 CBITOBE rocriogAPCTBO | MDKHAPOA4HI EKOHOMIYHI BIGHOCUHU

As pointed out by Zh. Attali, in the US "in the coming decades new technologies will
be improved, productivity increased, armament will be modernized to protect the
political interests of the country, ensuring its access to raw materials and maintaining
its strategic influence. The United States will maintain their technological leadership
through strong governmental investments aimed at their strategic enterprises, partic-
ularly in the military field" (Attali, 2006).

Chinese ICT market hasn't been fully saturated, although each year company
revenues grow in the national economy. Thanks to government support of ICT
Chinese companies started leading at international markets, currently squeezing out
competitors. However, for a few more years, Chinese ICT imports will not have high
volumes, as many manufacturing and research institutes need technological upgrad-
ing that the majority of Chinese firms are unable to provide.

There are immense prerequisites for competitiveness growth and overall devel-
opment of Chinese manufacturing. At the communication product markets, China is
already a reliable and competitive manufacturer, also regarding office equipment and
computer equipment. The best representatives of this industry are Chinese companies
such as Lenovo, which demonstrates an effective marketing strategy, innovations etc.
Activity diversification is a competitive advantage of Chinese companies. After their
success at the computer products and telecommunication network markets, Chinese
companies found themselves in growing market segments such as tablet PCs, smart
phones and other mobile device technologies.

Chinese market is filled not only with large companies that have high ranks
among the world suppliers of ICT products, but also smaller companies already oper-
ating at foreign markets or just the beginners. International markets of ICT equip-
ment are extremely competitive, while launching a product to them doesn't have any
particularly strict requirements. To compete with powerful players at the market,
Chinese companies should have sufficient technical and scientific expertise, financial
resources, which will support the high quality of their work, including the level of
additional costs of establishing an attractive price level etc.

However, experts warn about the weak prospects for the development of Chinese
economy, associated with microeconomic indicators (performance reduction, lack of
resources for a number of private sector firms), in the bottom we see the commitment
to a business model based on low costs rather than technology and improvement,
weak corporate and technical development of the corporate sector (Korten, 1998:
59).

However, China already ranks high at the world market of ICT products due to
its economy's focus on the export of computer and telecommunications equipment.
The most likely prospects for the development of relations between China and the US
in the field of ICT are not associated with rivalry, but with the search for the ways of
mutually beneficial cooperation. The world is global, and the possibilities of the
information society to build good business are limitless. And, both the US and China
understand this.
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