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An important factor behind disinflation in the developed countries since the 1980s is globalization. A surge of
manufactured goods import from the developing world has had a disinflationary impact on price levels in the
developed world. China has played a particularly important role in this regard as “the factory of the world.”

However, some signs of fundamental change are observed in China’s price and wage development in recent
years. Wages have risen very rapidly in the last decade. Furthermore, some economists argue that excess labour
in rural China has been exhausted. If that were the case, and if the Chinese economy had passed the Lewis turning
point, China would not be able to produce and export a large amount of inexpensive manufactured goods any more.
This would, in turn, affect price development in the developed world to a substantial degree.

This paper is intended to examine whether or not a fundamental change has really taken place in China, by
firstly looking at U.S. import price data from China in the last decade, and secondly comparing China’s relative

price level vis-a-vis other countries.
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