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1. Introduction

The economic reforms that have been implemented in China since 1978, are of
unquestioned magnitude and importance, affecting each aspect of China's society,
contributing to rgpid economic growth in the past decade and more. The reform of
China sforeign trade, namdly the so-caled * open-door policy”, has been moving far ahead
of the reform of domestic palicies. Inlarge measure, trade reform in Chinaprogressedina
style hat was generdly gradud and experimentd, reflecting the Strategy of its overal
approach to transformation towards market economics. In the 1980s, the program of
trade reform was closdy related to generd decentrdization characterigtics. That s,
adminigtrative decentrdization, rather than economic decentralization. Import liberdization
has been much dower than decentrdization of export activity during the same period. It
was not until the early 1990s that China's policy-makers began to focus on an import
regime, with trade policy moves towards gregter liberdization. In comparison with other
APEC member, China has remained highly protective. But it is little doubt that there has
been remarkable achievements in China's trade liberdization process, epecialy since
1992.

This study attemptsto examine both the extent and the consequence of China strade
liberdization. In addition, the effect of APEC trade liberdization on China sforeigntradeis
adsoinvedigated briefly. Two difficulties arise when assessing China s trade liberdization.
Ore is related to the definition of trade liberdization. The absence of an agreed upon
definition of trade liberaization makes it difficult to assess the extent to which it has
occurred. If we think of liberdization as a process over time, combining a shift from
inward-oriented to outward-1ooking polices plus a reduction in the degree of government
intervention, then the process of China's trade liberaization will be well understood by
dividing Chind strade reform since 1978 into two phases. The first phaseisviewed asthe
move towards liberaization based on the introduction of export incentives via reform of



the foreign trade system, which reduced bias againgt exports, dthough import restrictions
remained the same or even increased. The latter phase is characterized by areduction in
the leve of intervention, both in terms of ingrument and design. Another difficulty is the
lack of comprehensve materiasand data, so sdlection of criterionfor andysisin this sudy

is somewhat arbitrary.

The study is organized asfollows. The second section presents the dimensions of the
changesin China strade policy. A quantitative andyssfor trade liberdizationis provided in
section 3. Using the results from section 3, atest of the effect of trade liberaization on
China economic growth is undertaken in section 4. In section 5, | examine the impact of
the overal APEC trade liberdization on Chind s foreign trade within APEC. Findly, the
policy implication and conclusion are drawn in section 6.

2. China’sForeign Trade Reform: The Phases of



Liberalization

Prior to adopting the opent-door policy in 1978, Chinahad actudly pursued atypical
comprehensve socidist development strategy, which was inward-looking and utilized
import- subgtitution industridization trade, and a devel opment pattern that was common in
developing countries in the 1950s. The fundamenta feature of Chind's foreign trade
system was an extremely redrictive dtitude towards foreign economic relations.
Ideological and politicd factor, therefore, played an overwhelming role in Chind's
economic relaionswith foreign countries. Under theinfluence of an excessive sdf-reliance
principle, China' s foreign trade was very limited, to the extent that imports only made up
for shortages in domestic production, such as essential raw materias and capital goods,
while exports were only a means to provide foreign exchange for imports. As a result,
China actudly failed to makefull use of foreign trade to accel erate economic devel opment.
One of the indicators of such falure was China's decreasing share in the total value of
world trade from 1.4 percent in the 1950s, to 1.1 percent in the 1960sand 0.8 percent in
the 1970s. Another characteristic was trade planning, which entailed not only formulating
export and import plans, but dso defining the role of Chinas Foreign Trade
Corporations(FTCs). These FTCs were used as inditutiona vehicles to implement the
import and export plans. Regarding the organization of foreign trade, theimport and export
planswere determined under the authority of the Ministry of Foreign Trade(now cdled the
Ministry of Foreign Trade and Economic Cooperation(MOFTEC)). Once a plan had
gone through the state’' s foreign trade approva procedures, FTCs were responsible for
implementation. To ensure the insulation of the domestic market, the FTCs engaged in
foreign trade by giving monopolistic powers. They purchased goods prespecified by the
plan from domestic procedures, and sold al procured imports a officialy established
prices. Thus producers received none of the foreign exchange income from the sde of the

goods abroad, nor did they have any indirect claim on that foreign exchange to purchase



goods abroad for their own use. Under such a system, the foreign allocation mechanism
served to alocate foreign exchange among the various potential users, and determined the

price at which foreign exchange was traded.

The strategy dtailed above, which China carried on for amost 30 years, had
created tremendous economic and political problems by the end of the 1970s. The
economic consequences for China were numerous. For example, rigid centrd economic
planning and monalithic public ownership depressed producers enthusiasm for
production and reduced economic efficiency, resulting in a continuing fal in economic
growth' . Thus, traditiona foreign trade regimes were becoming increasingly questuined
by 1978.

Foreign tradereform was officialy launched in December 1978 asan integrd part of
the overall economic reform program. Sincethen, China seconomy has developed more
and more in amarket-oriented direction, moving from being an autarchic, inward-1ooking
date, to being one of the mgor players in the international market. Moreover, Chind's
gpproach to trade reform has been a clear reflection of its overal approach to the
transformation of the economy: gradua changes, dudigtic in nature, with pardld pricing, a
focus on decentralization of administration and retention of ultimate controls &t the centre.
Looking back on the reforms of the past decadeand so on, it isclear that trade reform and
liberdization fdls into two digtinct episodes: the adminidrative decentraization of trade
planning to lower levels together with increased export through improvements in

economic incentives from 1978 to 1991; and the firs red moves towards trade

! The growth rates of GNP and nominal income fell from 11.3 percent and 8.9 percent in the First Five
Year Plan period(1953-1957) to 0.4 percent and -3.1 percent in the Second Five Year Plan
period(1958-1962). The period of 1963 to 1965 saw an increase in the growth rates of GNP and national
income, 15.5 percent and 14.7 percent respectively. Since then, however, growth rates fell once again:
the Third Five Y ear Plan peered(1966-1970) saw a decrease in the growth rates of GNP and national
income, 9.3 percent and 8.3 percent respectively; the Fourth Five Year Plan period(1971-1975)
witnessed a further decrease, 7.3 percent and 5.5 percent respectively.



liberalization over the period 1992 to 1995, and implementation of the APEC trade
liberalization process since 1996.

2.1 TheFirst Episode(1978-1991)

During the period of 1978 to 1991, Chinaadopted anumber of measuresto reform
itstraditiond foreign trade system. These reforms, including administrative decentraization
of trade planning, foreign exchange retention, foreign trade contract responsbility system,
adoption of a more redistic exchange rate and other measures that reduced the bias
againg exporting, were the most important instruments in Chinese economic reform. The
fundamental objective of these reformswas not only to stimulate the growth of exports, but

asotoraseitsrole of exportsin China s economic development.

2.1.1 Relaxation of Foreign Trade Authority

Attheinitid stage, one of thefirs step was to decentraize the authority to engagein
foreign trade. To arouse the enthusasm of locdities and industrid departments towards
exports, the centra government gave them greater powers of export administration. The
national FTCslost their monopolistic powers and their provincia branches were dlowed
to become independent financial and operationd bodies. Each province was permitted to
create its own trade agencies and corporations to engage in direct trading of its products.

In July 1979, the law and regulation related to foreign investment was promulgated,
and foreign-funded enterprises were given authority to import raw materias and capital
goods for their production. These enterprises were aso authorized to export their own
products directly. A number of specid zones, twenty-nine provinces, autonomous region
and municipdities, and the cities of Guangzhou, Ddian, Wuhan, Xian, Shenyang, Harbin,
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Chongqing, Qingdao and Hainan Idand, were adso permitted to open up ports for
engaging inforeign trade. At the sametime, the state established twenty five generd export
and import companies under the auspices of variousindustrid departmentsfor speciliaised
trades, such as non-ferrous metds, eectronics, shipping, petrochemicas and agriculturd
machinery. These companies were dlowed to export directly a proportion of their
products. The state a so granted salf- management powersto those large and medium scae
export-oriented enterprises, and firms were authorized to export their products, and
import the raw materials and intermediate inputs required for their production.

As a reault, the number of export trade companies increased from 12 in 1978 to
about 1200in 1986, reaching a peak of 5075 in 1988. Such an approach to foreign trade
sysem reform generated initid competition for export supply, and created the
preconditions for later liberdization. However, this system till controlled trade through
various adminidrative devices. This meant thet the state could still use administrative
instruments to control trade.

2.1.2 Reduction of Foreign Trade Planning

There was dso a reduction in the scope of foreign trade planning, and the
introduction of a“two-tier” system for the management and administration of foreign trade.
The system of exclusively mandatory and advisory planning was replaced with asystem of
combined mandatory and advisory planning. Under the new system, the export plan was
split into two components: the command plan and the guidance plan. The command plan
was mandatory, fixed in quantitative terms, applied to specific products, and was
accompanied by an assured supply of necessary input to the domestic enterprises. The
guidance plan, in contrast, contained vaue targets assgned to provincid authorities, who
were granted consderable flexibility in determining how they should be achieved. The
import plan was split into three components: a mandatory plan for key raw materids,
which were to be handled only by designated nationa and/or provinciad FTCs, asystem of

11



foreign exchange dlocation for imported raw materials and spare partsfor key established
nationa projects and new investment projects with priorities, and an import licensng

system. Depending on the type and category of export and import commodity, the centrd

government organs were only in charge of afew important and internationally competitive
commodities, whilethe loca adminigtrative organstook charge of the bulk of commodities
with permits authorized by MOFTEC. The standards of examination and approva for the
permit were rigoroudy enforced. The export plan covered 100 percent of exportsin

1978. Thisfell to 45 percent in 1988, and 15 percent by the end of 1991. The imports
covered by the import plan smilaly fel to about 15 percent of tota imports in
1992(Lardy,1992; World Bank,1993). From 1985 to 1989, continuing reform aimed at
reducing adminigtrative controls and gradudly getting the government out of trade

management. Oneindicator of thistrend wasthe introduction of import licenses to replace
direct plan controls on trade.

2.1.3 Export Incentives

In pardld with the above reforms, China aso undertook severad measures to
promote exports. These measures are commonly observed in the early stages of trade

liberdization in developing countries.

Foreign Exchange System Reform

Pre-1984, there existed dua exchange rates in Chind's foreign exchange regime:
officid and secondary. The officid rate depreciated gradudly under a system of managed
floating while the secondary rate, termed the internd settlement rate, was used for
settlement of payments between FTCs and the supplying enterprises, and was fixed at a
more depreciated vaue. The main reason that Chinaintroduced a two-tier exchange rate
gructure was the belief that the country had a highly overvaued exchange rate in the
pre-reform period. Due to Chinese currency--renminbi(RMB) remaning highly
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overvaue, it yidded sgnificant financia losses measured in the domestic currency vaue of
most exports. To reduce the domestic currency losses of foreign trade, and to provide
greater incentives for exporters, the Sate effectively cut the vaue of the RMB by dmost
half in 1981. The sate introduced an internal settlement rate of 2.8 yuan to the dollar for
trade transaction . Over the succeeding three years, the officid exchange rate was
progressively devalued, and in 1984 the rates were unified.

A dud exchangeratere-emerged in 1986 with the establishment of foreign exchange
adjustment center(FEACs or swap centers) at which approved enterprises were
permitted to buy and sdll retention quotas. Initidly, the system was redtrictive because the
exchange rate was st by the authorities and participation was limited to foreign-funded
enterprises. In 1988, as experience was gained, dl enterprises with foreign exchange
retention quotas were granted access to the centers. At the sametime, the authoritieslifted
control of the swep market exchange rate, alowing it to be determined through
negotiations between buyers and sdllers. In December 1991, al domestic residents were
alowed to sdll foreign exchange, at the swep rate, through designated branches of banks.

With the new exchange arrangements of 1986, the officia exchange rate wasin effect
pegged to the U.S. dallar. There were two devauations in 1989(21 percent) and 1990(9
percent), and in 1991 small, frequent adjustments in the officid rate were made.

The most essentid component of the reform in the foreign exchange regime was the
movein 1979 to decentralize theadminigtration of foreign exchange earning. Thisinvolved
dlowing loca authorities, department, and enterprises to retain a portion of the foreign
exchange they earned. Higtoricaly, the state required exporters to turn over dl of their
foreign exchange recei ptsto the bank--Bank of China, in exchange for domestic currency,
through a rigid system of exchange control. One fegture of this sysem was that the
locdlities and nationad FTCs could retain for their own use a proportion of the foreign
exchange earned by their exports, but they must aso had to give a certain proportion of

13



thisforeign exchangeto the enterprisesthat produced the export commodities. Theorigina
retention rateswererelatively low. The state gradualy adjusted the retention rates from 25
percent in 1984, to a higher rate with the range of 70 to 100 percent by 1988, in order to
give greater incentives to some specified indudtries. In 1991, severa modification were
made to the retention scheme. A uniform retention rate was set throughout the country,
with the exception of some specid ratesfor certain sectors. In generd, 20 percent went to
the centra authorities, and of the 80 percent retained, 10 percent was accounted to loca
government, 10 percent to the producing enterprises, and the remaining 60 percent to the

foreign trade companies.

The reforms discussed above successfully closed the gap between the earners and
users of foreign exchange, and played a positive role in expanding exports.

Foreign Trade Contract System

It was evident that the decentralization of trade authority to localities and enterprises,
in and of itsdf, could not be relied on to increase exports sgnificantly. In an attempt to
prevent exports from being dumped abroad a a loss, and to limit government fisca
commitments, the government gpplied the contract responsibility sysemtoforeigntradein
1987 for nationd FTCs. It was extended to provincia governmentsin 1991. Theintention
was to remove the openrended commitment of the centrd government b subsidize
exports on the one hand, and to relate domestic prices of exports increasingly to those
being obtained on world markets on the other. In this case, each loca authority and
speciadized national FTC signed a contract with MOFTEC. The contracts specified three
targets the amount of foreign exchange earnings, the amount of foreign exchange to be
remitted to the centrd government; and a fixed amount of domestic currency that the
centra government would provide to subsidize losses on export sdes. This measure was
aso the key instrument implemented to reduce the magnitude of export losses and grant
overdl responghility for foreign trade activity. In December 1990, the State Council

14



announced that as of January 1991, trade contracts would not ke alowed to contain
provisions for direct subsidies on exports. This implied that exporters had to take and

accept losses.

Export Rebate

Like many developing countries, China dso designed tax ingrument to promote
exports. The mogt important measure was the export rebate introduced in 1985. The
government rebated to producers a portion of the indirect taxes paid on export goods.
Oneof theimportant features of China sdomestic tax structure wasthat government relied
heavily onindirect taxesto finance its expenditures. Thusthe prices of export goods had a
tax component that varied significantly depending on the stages in the production process.
It was believed tha rebates to the indirect taxes levied on exported goods would
encourage exporters to compete with producers of other countries in internationa
markets. The export rebate was a so closely tied to the problem of thefinancid profitability
of exports. China s enterprises suffered financid losses from exporting in the early 1980s.
Thus it was an indirect means for government to subsidize the losses enterprises incurred

on these exports.

Insummary, thereform of China sforeign trade system in thefirst episode wasaong
the line of decentrdizing the foreign trade adminidration, granting greater management
autonomy, making enterprises responsible for their own profit and losses, and increasing
export incentives. Reform  centred on adminigtrative decentrdization, not economic
decentrdization. However, these changes in Chind's foreign trade system created a
favorable environment for trade reform dtarted in 1992 in the direction of significant
liberdization, which was consstent with internationa conventions. In comparison with the
pace of domestic economic reform, reform of foreign trade in this phase had taken place
rapidly.

2.2 The Second Episode(1992-1996)

15



Trade liberdization implies freeing the flows of trade between acountry and itstrade
partners. Therefore, it is defined as any change which makes a country’s trade system
more neutrd in the sense of bringing its economy closer to a Stuation in which thereisno
governmentd intervention in the trade system(Pagageargiou, Michealy & Choks, 1991).
In practice, trade liberdization is bascaly associaied with tariff reduction, non-tariff
barrier remova and changes in accompanying policies.

In the early 1990s, the trade regime in China could be described as a so cdled
“protected export promotion system” (Koves and Marer, 1991). That is, a system that
smultaneoudy promoted exports via incentives, while offering ggnificant domestic
protection. Thissystem aso existed in South Koreaand played animportant roleinitsown
export-led srategy. China's import regime has remained highly protective, in terms of
both instrument and design. In 1992 China's unweighted average nomind tariff rates
accounted to 43.1 percent(see Section 3). This was relatively high by internationa
gtandards, with thethird highest among large devel oping countries after Indiaand Pakistan.
This meant that the next stage of reforms would have to address this key instrument of
protection.

The second round of China's foreign trade reforms began in 1992, and has
accderated since then. Thus, a more liberd trade system which is much closer to the
international economic normsis gradualy being established. These reforms have focussed
more on the import regime. Chind strade liberdization in the 1990s has, to alarge extent,
followed the approach mentioned above.

What is the likely reason for China adopting comprehensive reform towards red
trade liberdization? | believe, it can be explained from three mgor aspects. Fird, itisa
reflection of the overdl economic reform strategy. In 1992, Party leaders caled for the
edablishment of “a socidis market economy”, with Deng himsdf promating further

16



economic reforms. Therefore, the core role of market mechanism in Chind's economic
system has been officidly affirmed. Second, Chinahas sought torgointhe GATT/WTO! .
As part of the preparations for regoining, the government has begun the process of
reducing tariffs, and reducing the amount of trade covered by mandatory planning and
licenses. Third, it isrelated to bilatera relation with United States. That is, to reponse to
pressure from the United States. One indicator is Chind's agreement(Memorandum of
Understanding) with the United States signed in October 1991. According to this
agreement, China's government commits itsdf to reducing its quantitative import
redrictions. Thus, putting these two elements together, we can see that multilaterd and
bilateral pressures induced expanded trade liberdization in China over this period.

2.2.1 TariffsReduction

As noted above, in the early 1990s, Chind's import tariffs were as high as 140
percent or more on basic items such as tobacco products. The unweighted average
protection rate for the whole economy in 1992 was 43.1 percent, the higher rates
concentrated on finished consumer goods where the average rate was 65 percent(for
more detailed informetion see Section 3). In short, China maintained a “tariff escadation”

dructure according to the stage of processing.

In 1992 Chinds government undertook further initiatives towards import
liberaization. On January 1, 1992, import tariffswere reduced on 225 products from an
average rate of 45 percent to 30 percent. In addition, China abolished import surcharges

! China had been an original signatory to the GATT in 1947, but the Nationalist Government in exile
withdrew on behalf of Chinain 1950. The People’ sRepublic of Chinaregardsthisasan illegal act, and
applied to “resume its seat” in the GATT in 1986. Negotiations were proceeding quite well until the
Tiananmen Square event. In 1991 negotiations were resumed, but since then process has been very
difficult. Chinaattempted toforce the issue by the end of 1993 so asto be an original member of WTO,
but this failed. Presently, negotiations are still proceeding, and are reported to soon enter a critical

stage.
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of between 20 to 80 percent on 14 products in April 1992. China aso anhounced in
December 1992, that it had lowered tariffs by an average of 7.3 percent on an additiona
3,371 items.

Chinaannounced late in 1993 that, effective January 1, 1994, it would reduce tariffs
on 2818 items by an overd| average of 8.8 percent. Included in these reductions were
morethan 200 agriculturd and industrid items that were reduced by an overadl average of
50 percent, with none lower than 35 percent. The commitment to reduce tariffs on these
itemswas part of the 1991 market access Agreement with the United States.

Moreover, On 19 November, 1995, President Jang Zemin announced at the APEC
Summit at Osaka, that China would adopt a new round of tariff reduction in 1996.
lowering the average tariff on 4,000 items from 35.9 percent to about 23 percent in terms
of the overdl unweighted average rate. These tariff reduction were implemented in

advance, and as a part of China s broader trade liberdization commitment within APEC.

Chinaaso adopted a harmonized system for customs classification and statistics on
January 1, 1992, bringing Chinas tariff system into conformity with internationd

standards.

2.2.2 Non-Tariff Barrier Removal

Thethrust of China sreform over thefirst period 1978—1991 was the promotion of
exports while maintaining tight control on imports. The latter was implemented through a
range of nonttariff barriers. These measures included a mandatory import plan, or
candization which is the term gpplied to the assgnment of monopoly import rights to a
particular FTC'; import licensing and contrals. Although foreign trade reform in the 1980s

! This canalization serves three purposes: for planning imports; limiting such imports at times of
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reduced the coverage of foreign trade planning, the use of canalization, licenses and other
non-tariff barriers still provided high levels of protection to domestic industries. By 1992,
there were 1247 items covered by import licensng, import quotas and other measures,
accounting for 17.5 percent of the total (see Section 3). Of these, about 12 percent of
imports were covered by import licensing, and 5.7 percent by other quantitative forms of

control.

Since 1992, China has taken some important steps to gradually reduce its scope of
the non-tariff barriers. In its agreement with the United States Signed in 1992, China
pledged to diminate 90 percent of its non-tariff barriers over time. This will reduce the
number of quantitative restrictions(QRS) from 1247 to 240 by the year 2000.

In January 1993, it was officidly announced that al import subgtitution listsswould be
abolished'. The firgt set of import licensng requirements were lifted on December 31,
1993, reducing 53 products at the end of 1992 to 16 products by the end of 1994. These
products included steel and a range of sted products, sugar, coffee, cassette radio
recorders, black and white televisons and tubes, watches and avariety of production and
assembly lines. By March 31, 1995, China had removed redtrictions on 155 additional
items, including agricultura products, beer and wine, tobacco, wood products, textile and
gpparel products, textile machinery, computers, air conditioners and refrigerators.

Inal, Chinahas adopted four phased removd of the bulk of existing import licenses
and controls. In line with its commitment, Chinawill extended up to 1997. It is estimated

balance-of-payment shortage; and protecting certain industries, especialy the heavy machinery,
electronics, transport, and textiles sectors.

! 1n 1987, Chinaimplemented an import substitution list policy. Initialy, more than 170 domestically

made products were listed as import substitution, and were mainly distributed in industrial raw
materials.
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that asof April 1, 1996 nontariff barriers in China covered no more than 6 percent of
total items(see Section 3).

2.2.3 Accompanying Policy: The Reform of Exchange Rate Regime

Since April 1992, the RMB has depreciated markedly in the swap market. Despite
continued small adjustments of the officia rate, the oread between the officid rate and the
average swap rate had widened to about 45 percent by early 1993. The authorities
introduced macroeconomic adjustment measures to cool off overheating. This included
railsng interest rates, controlling bank loans and redtricting business investment in the redl
estate sector. Asaresult of these macroeconomic measures and intervention in the swap

market transactions, the swap rate svung back to aleved of around 8.5 yuan.

Furthermore, effective on 1 January 1994, adua system of exchange rates was
replaced by a unified exchange rate system, with a managed float againgt a basket of
foreign currencies. This move alowed the officid rate to be devalued 50 percent, t0 9.7
yuantothedallar, inlinewith theaverage rate prevailing a foreign exchange swap markers
around the country. At the sametime, the Bank of Chinaimplemented asystem of setting
accounts and sdlling foreign exchange, while abolishing the sysem of foreign exchange
retention and the requirement of remitting aspecified proportion of foreign exchange to the
date. By April 1994, al foreign exchange swap centers were closed, only leaving the
National Foreign Exchange Center in Shangha as the nationd interbank market. The
authorities dso indicated that the ultimate god of these measures was convertihility of the
currency.

China achieved the god of current account convertibility at an earlier date than
expected. The government announced that it would established full convertibility of its
current account, in conformity with Article 8 of IMF Regulations, from December 1,
1996. The Chinese government accumulated a huge foreign exchange reserve prior to this

date so that implementation of this measure would not have a destabilizing effect upon
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China s exchange rate and monetary systems.

In short, moves towards currency convertibility and a stable exchange rate imply
that the ditortionary impact of the controlled foreign exchange mechanism has been
gradudly diminated, and market sgnas have been coming closer to a reflection of
comparative advantage.

2.2.4 Implementation of the APEC Trade Liberalization Commitment

In November 1994, the APEC leaders agreed to announce their commitments to
complete the scheme of free and open trade and investment in the APEC region. Thiswas
formaized in the Bogor declaration, in which the industriad members pledged to achieve
thisgoa by 2010, while devel oping members have until 2020. In Osakaon 19 November
1995, the process of APEC entered the action phase of trandating the Bogor goals into
redity. The Osaka Agenda, as a blueprint, established the generd framework for trade
and investment liberdization, trade and investment facilitation, and economic and technical

cooperation.

Asnoted dready, Chinabegan to lower itstariff rate on over 4,000 items from April
1, 1996, as part of its commitment towards trade liberdization. In conformity with its
commitments at the APEC Osaskamesting, ChinaoffereditsIndividua Action Plan(lAP)
to the APEC Manilameeting. This plan contains ascheme to implement the Osaka Action
Agenda within  short-term, mid-term and long-term objectives. The following are
highlights of China s | AP which incorporates tariff and non-tariff measures:

Tariff: In the short-term(1997-2000), reduce the Smple average level of

tariffs from acurrent 23 percent to around 15 percent, and make further reductionsin

the mid-term(2001-2010) and long-term(2011-2020).
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Non-tariff measures. In the short-term, identify, review and gradualy
reduce or relax 384 items of non-tariff barriers, and ensure he transparency of
non-tariff measures. In the mid- and long-term, reduce and diminate dl non-tariff

measures incons stent with the WTO agreements.

Chinapledged to adjust its policiesin linewith the ManilaAction Plan for APEC. But
how to make a comprehensve and clear program rdlated to trade liberdization is the

essentia issue for China s government.

2.3 Summary

China's prereform trade regime comes to close to a pure import substitution
paradigm. Through this system, China' s foreign trade was conducted through 12 FTCs
organized dong product lines. These corporations procured and traded the quantities
directed by the centra plan, and all profit and |osses were absorbed by the state budget. In
the first episode of foreign trade reform, more and more enterprises were given rights to
engage in foreign trade activities, as adminidration of the system was decentrdized to a
lower leve, while trade planning was progressively reduced. Astherole of thetrade plan
declined, direct control over exports and imports has continued through the commercia
policy, induding both the tariff regime and non-tariff measures.

Inan import-subgtituting regime, incentives are biased againg exportsand in favor of
domegtic sdles. China dso adopted some incentives for exporters, such as foreign
exchange retention, arespongbility contract system, and export rebates. The introduction
of incentives for exports into China' s traditiond trade system can be viewed as a move

towards liberalization because it reduced the bias againgt exports.

Over time, Chind s trade regime evolved in the direction of the PEP paradigm,

22



whichisatrade dtrategy smilar to that of Korea. Consderable progressin unilatera and
multilateral liberdization was madein the second episode. In particular, effective 1994, all
remaining mandatory trade planning was diminated, while candization was limited to only
few products. Tariffswere lowered through severa rounds of reduction. These reductions
lowered China s average tariff rate from 43.1 percent in 1992, to about 23 percent in
April 1996. Under an agreement on trade liberalization with the United Statesin October
1992, China dso pledged to remove the bulk of its import licensng and quota controls
over afive-year period. In 1996, the items controlled by non-tariff measures was reduced
to 384, accounting for 5.9 percent of tota items. In the context of commitment for APEC
trade liberalization, China made aframework of trade liberaization with short-, mid- and
long-term objectives, condstent with the find god of APEC in thisarea.

3. Trade Liberalization: A Quantitative Evaluation

The evolution of Chind's trade policy is discussed above. In order to better
understand China s trade regime, especidly trade liberadization, this section will provide a
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quantitative assessment of Chinds trade policy changes. In the absence of
comprehensve materias and data, this analyss will focus on import liberdization snce
1992

Asdefined above, any movement in atrade regime towards neutrdity is regarded as
trade liberdization. So far, there are three mgor indicators of a move towards trade
liberdization: () achangein the price system; (b) achangein theform of intervention; and
(c) Changes in the foreign exchange rate. In this study, | adopt the second indicator to
measure the degree of China's trade liberdization. In this way, trade liberdization is
defined as a move towards neutrdity to lower the average levels of nomina and effective

protection, and to reduce dispersions within the system of these rates.

3.1 Tariffsand The Effective Rates of Protection

In China, tariffs began to be used for trade policy purposes in the early 1980s.
During the late 1980s, China's tariff schedule was readjusted sverd times. Although
certain duties were reduced, others were raised both on “ products for which domestic
needs had been met ” and “ those items which could be manufactured localy because of the
introduction of advanced technology and equipment, and whose domestic product had
consequently increased™ . In 1988 and 1989, China increased tariffs on 79 products,
including a doubling of duties on many consumer gppliances. Duties dso were raised on
indudtrid machinery, motorcycles, dectrica insruments, various consumer electronic
products, air conditioners. automobiles and computers. During the same period tariffswere

decreased for 25 products. In 1990, China raised duties on an additional 11 products,

1

Based on Customs Law of the People’ s Republic of China(1987), and Regulations on Import and
Export Duties of the People’ s republic of China(1987, amendment of 1988, 1989).
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including chemicds, pedticides, and pharmaceuticals. Chind's authorities also used an
import regulatory tax, imposed as a separate surcharge over and above applicable tariffs.

In generd, the trend in the overdl tariff rate was upward from 1985.

Table3.1 Simple Average Tariff Ratesfor Selected Years(%)

No. Product 1985 1992 1995 1996
1 Crops 383 403 401 315
2 Animds 384 415 354 335
3 Food processing 48.0 50.2 447 39.6
4  Beverage 89.2 1096 69.8 60.2
5  Tobacco 1000 1045 641 586
6 Textiles& clothing 65.7 738 595 355
7  Leather & leather products 68.6 696 588 384
8  Paper and Printings 31.2 316 266 20.6
9  Wood products 34.2 3b5 279 176
10  Petroleum refining 16.6 174 138 76
11  Chemicals 25.6 270 219 138
12  Rubber and Plastic products 37.8 346 2.3 194
13  Building materids & nonmetallic minerd 47.2 490 413 295

products

14 Meds 25.8 268 234 141
15 Generd machinery 24.2 287 244 16.3
16  Electrica machinery & electronic products  30.3 398 309 214
17 Transport equipment 26.8 66.7 483 346
18  Precison equipment and other 35.2 374 310 237
19  Other 68.0 69.5 602 420

Total 375 431 357 237

Source: Author’s calculation based on HS 8-digit level using data from China s Customs.
From 1992, China s tariffs began to decline after adoption of the effective tariff
reduction process. After adopting the Harmonized Commodity Description and Coding
System(HS) and joining the International Convention on the HSin 1992, Chinareformed
itstariff classfication sysem. There are currently 21 sections, 97 chapters and 6549 tariff
lines or itemsin the Customs Import and Export Tariff of the Peopl€ s Republic of China.

Table3.2 Weighted Average Tariff Ratesfor Selected Years(%)
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No. Product 1985 1992 1995 1996
1 Crops 75 73 6.0 512
2  Animds 433 403 36.2 338
3 Food processing 36.9 344 353 303
4  Beverage 89.2 1096 69.8 60.2
5  Tobacco 1000 1045 641 586
6  Textiles& clothing 57.5 66.6 533 284
7  Leather & leather products 49.4 491 352 244
8  Paper and Printings 28.9 30.7 240 195
9  Wood products 30.7 293 229 165
10  Petroleum refining 16.6 174 138 7.6
11  Chemicals 17.6 173 153 100
12  Rubber and Plagtic products 40.0 36.7 30.7 213
13  Building materids & nonmetdlic minera 48.0 504 433 311

products

14 Meas 23.0 233 206 125
15  General machinery 24.2 287 244 163
16  Electrica machinery & eectronic products  30.3 398 309 214
17  Transport equipment 24.8 545 360 268
18  Precison equipment and other 34.1 398 313 243

Total 30.5 363 282 201

Source: Author’s calculation based on HS 2-digit level using the share of imports.

Table 3.1 and 3.2 give information on the changes and structure of China s nomind

tariffs. For comparison purposes, both the unweighted and the trade weighted average
tariff ratesare presented. In dl, the smple average tariff rate was 37.5 percent in 1985, but
increased to 43.1 percent in 1992, then declined to 35.7 percent in 1995, which was back

to the pre-1985 level. Nineteen-ninety saw the smple average tariff rate drop to 23.7

percent. This result shows that Since 1992 there have been remarkable achievementsin

China s tariff reduction process, dthough China s current tariff rate is il relatively high

compared to the most developing countries.

From table 3.2, the trade weighted average tariff rates for the years of 1985, 1992,

1995 and 1996 are, in generd, lower than the unweighted average tariff rates, They are
30.5, 36.3, 28.2, and 20.1 percent, respectively. There are two explanations for this. One
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reason isthat thetariff structureisin contrast to theimport structure. That is, higher tariffson
individua commodities reduce the demand for those goods and hence their trade shares.

Anther reesonisthat there exists so-cdled “water in the tariffs’, whereby highest tariff rates
are often applied to a very few categories of goods, but no or very little trade occurs in

these commodities . For example, products such as food preparations, perfume and

cleaning commodities, lesther products and wood manufactures, have rdatively high

tariffs, but the import shares for these items are smdl or negligible.

Looking a the dructure of China's tariff protection, there is a rdatively high
disperson of tariffs, with rdatively high tariffs concentrated on manufactured consumer
goods. The tariffs for tobacco, beverages, and the broad category of food are highest, as
these products represent anon-essential consumer focus. In contrast, essential foodstuffs,
including cereds and animd foodstuff, have the lowest tariffs. Among intermediate and
capita goods, tariffs for those which represent the heart of China's industria and import
dructures are modly higher than those on most criticd raw materiagpetroleum,
non-ferrous metas and metdlic ores). Import duties on chemicas, wood manufactures
and certain machinery arelower than

the overd| average tariffsrates.

Chind stariff sructure basicaly reflects the multiple objectives of itstrade policy. In
short, a desire to protect sectors in which domestic production is significant, means that
tariffs on capital goods and intermediates are relatively high. For example, in the road
vehicleand textilesyarns sectors, therates are exceptiondly high. Likewise, high tariffsare
used to discourage nonessential consumption, asinthe case of tobacco, beverages, and
certain items of clothing. This has resulted in very low import penetrations in these sectors,
and has had the unintended effect of providing high margins of protection for local

One useful alternative is weighted by the amount of domestic production protected by the tariff. This
should be biased towards putting heavier weight on more highly protected sectors, converse to the
import share weighted method.
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producers. On the other hand, wherethe tariff has been used to complement the objectives
of the plan, such tariffs have been very low and this has created an inherent bias against
certan raw materids and intermediate inputs for which domestic prices have been kept
artificialy depressed.

Itiswell known that the effective rate of protection(ERP) isan important indicator of
trade redtrictiveness, which captures the impact of tariff schedules on vaue added rather
than output prices. Hence, the most rigorous measure of protection isthe ERP. Table 3.3
givestheauthor’ sestimates of ERPfor theyearsof 1985, 1992, 1995, 1996' . Inthistable,
high levels of tariff redundancy are immediately gpparent. The highest ERPs for selected
years reach 121.3, 126.6, 99.9 and 89.9 percent, respectively. Tariffs on amost all
products have sgnificantly declined snce 1992, with remaining high-level tariffs biased
towards consumer rather than intermediate or capita goods.

It must be roted, however, that a distinct festure of Chind's tariff regime is that its
actud rate is much lower than its nomind tariff rate. Asfigure 3.1 shown, China s import
duties have accounted for avery small proportion of total central government revenues. In
this respect, Chinais more like a developed country than a developing country. In 1995,
thetariff collection ratio accounted to 2.6 percent, arate that is more than 30 percent lower

than the economy-wide Ssmple average tariff rate.

Table 3.3 Effective Rates of Protection for Selected Years(%)

No. Product 1985 1992 1995 1996
1 Crops 412 434 445 355
2 Animas 375 411 334 34.0

' Here the ERP is calculated based on China's input-output table of 1992, using a reduction
form(Okamoto, 1994):

n n
[] [¢}
ERP(t ; )=(t | -Q a; t)ad-a a;)
i=1 i=1
Where, t denotes tariff rate of product i, aQ; represents the input coefficient from product i to

product j.
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3  Food processing 738 760 629 16.7
4  Beverage 1371 1751 99.9 89.0
5  Tobacco 121.3 126.6 734 68.9
6 Textiles& clothing 975 1118 86.6 44.9
7  Leather & leather products 86.3 80.8 70.6 46.7
8  Paper and Printings 307 305 256 20.7
9  Wood products 325 330 252 15.9
10  Petroleum refining 157 149 12.8 6.8
11 Chemicds 181 185 148 8.2
12  Rubber and Plagtic products 40.1 322 28.2 19.6
13  Building materids & nonmetalic minerd 528 54.1 459 33.2
products
14 Meals 241 246 218 12.9
15 Generd machinery 219 261 22.6 151
16  Electrica machinery & electronic products 29.7 41.8 31.8 22
17 Transport equipment 258 919 64.3 47.1
18  Precison equipment and other 370 37.2 31.3 25.3

Source: Author’s estimates based on China s input-output table of 1992.

Figure 3.1 China's Tariff Collection Ratio
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Note The tariff collection ratio isdefined asaratio of totd tariff revenue
to imports.
Source: China Satistical Yearbook, 1996.

What accounts for the wide difference between nomina and actud tariff rates?
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Many economigts attribute this festure to China's extensive import duty exemptions and
rebate system. China operates a very efficient system of duty exemptions for exporters of
inputsfor processing, aswell asthe exemption of imported input for exporters. In addition,
imports of capital equipment for FDI projects are usudly duty free. In sum, these account
for about haf of dl imports. This ill means that more than haf of “regular” imports are
exempted. Itislikdy that other imports, especialy those used for priority projects, areaso

exempted. However, thiscan not explain completely the reason for the low collection ratio.

In author’s opinion, there is another relevant import explanation for this low
collection ratio. Following a decade of reform, economic adminisirative decentraization
has produced adegree of regiona economic separatism and rampant officid corruption. In
practice, Chind stariff regimeisnow considerably flexible. In many regions, theimport duty
can be negotiated. In other words, rent-seeking iswidespread in China,

3.2 The Coverage of Non-Tariff Barriers

Asnoted earlier, prior to the reforms of 1978, China s foreign trade was conducted
by the twelve national FTCsin accordance with the nationa plan. In that context there was
no need for commercid policy. Asthe scope of planning declined, control over trade was
increesingly effected by use of licenses, and China maintained a complex sysem of
non-tariff barriers. These barriers comprised a variety of adminidtrative indruments
including the mandatory import plan, candization of imports through designated nationa
FTCs, import licensng, and import control. The fundamentd feature of Chind s non-tariff
barriers was overlap in the gpplication of each measure, especidly during the pre-1995

period.

Inthe early 1980s, the number of commoditiesfor which licenseswere required was
smdl: 21itemsin 1982, declining to 18 itemsin 1984. But asthe scope of planning shrank,
more commodities were added to the schedule of imports and exports for which licenses

were required. By 1988, the number of import commodities subject to licenang hed
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increased to 53(Lardy,1992).

Regularization and judtification of import control under GATT/WTO principles is
Chind sgod inthe 1990s. It is estimated that in 1992, dl non-tariff barriers taken together
applied to 17.5 percent of the tota number of items on the HS Customs Tariff Schedule.
Thisfigure had declined to 5.9 percent by 1996(seetable 3.4). The importanceof import
planning has been declining over time. Items subject to import planning accounted for 9.1
percent of dl HSitemsin 1992 and 1.6 percent in 1996, respectively. In the meantime, as
aresult of the gradud eimination of non-tariff measures, the percentage of import licenses
and quotas together has drop from 14.7 percent in 1992 to 4.3 percent in 1996. At

present, import licensee are the principle means of import restriction.

Table 3.4 reports the structure of non-tariff barriers. During the period of 1992 to
1996, dthough the sectord coverage of non-tariff barriers decreased with the exception of
beverages, there appears little change in the digtribution of nonttariff barriers across
productive sectors. Overal, the sectorsthat are currently subject to higher concentration of
nonttariff barriersinclude tobacco, beverage, textiles, transport equipment, machinery and
eectronics, and petroleum refining.

Table3.4 Percentage of Items controlled by Non-Tariff Measures (%)

No. Product Total L+Q M+C
1992 1996 1992 1996 1992 1996

1  Crops 54 2.0 21 20 33 00
2 Animds 0.7 0.0 0.7 00 00 00
3 Food processing 100 41 1.7 41 93 00
4  Beverage 118 16.7 118 167 00 0.0
5  Tobacco 778 63.6 333 636 66.7 0.0
6  Textiles& clothing 51.7 6.7 334 6.7 339 0.0
7  Leather & leather products 5.7 0.0 57 00 00 00
8  Paper and Printings 0.0 0.0 00 00 0.0 0.0
9  Wood products 55.7 0.0 55.7 0.0 55.7 0.0
10  Petroleum refining 5.0 11.9 50 119 50 119
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11  Chemicds 3.7

12  Rubber and Plastic products  44.3
13  Building materids & 3.2
nonmetallic minera products
14 Maetds 315
15 Generd machinery 19.1
16  Electricd machinery & 26.0

electronic products
17 Transport equipment 43.8
18  Precision equipment and 194
others
Total 175

3.2 2.6
51 40.5
0.0 3.2
0.0 0.8
11.9 14.7
12.7 26.0
38.1 43.8
8.4 194

5.9 14.7

3.2
5.1
0.0

0.0
4.1
7.0

30 00
376 0.0
00 0.0

30.7 0.0
59 7.8
25 57

34.6 00 35

3.9

00 45

43 91 16

Note: L, Q, M, and C represent import licenses, quotas, mandatory and canalization.

Source: Author’s estimates based on HS 8-digit leve using data from China's Customs.

Figure 3.2 The Structure of
Protection(1992)
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Figure 3.3 The Structure of
Protection(1996)

150
q) .
> 100 1 @ Non-tariff
= measures
(b D .
O gq Tariffs
(b
o

0

— M IO N~ O A M 1 N~
— I

No. of sector

Findly, the combination of the sructures of tariffs and non-tariff barriers, further
showsthegenerd structureof China strade restriction and evolution of trade liberdization.
It followsfrom figure 3.2 and 3.3 that many products are covered jointly by both atariff and
a non-tariff barrier. This result is important, since it suggests that a tariff cut would not
necessarily generate the expected effect due to the influence of the non-tariff barrier.

3.3 Summary

In previous trade policy reform, the structure of Chind's import protection was
mixed. Despite the decline of the trade plan, import restrictions were increased, both in
terms of taiff levels and the coverage of nonttariff barriers. Since 1992, the degree of
China simport protection has been decreasing steadily. By April 1, 1996, China snominal
average tariff rate was below 24 percent, while the ratio of items controlled by non-tariff
barriers shrank to 5.9 percent. The main objective of China's current import regime isthe
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protection of domestic manufacturing activity. Therefore, tariff rates and non-tariff barriers
aretypicaly stronger for manufactured goods than for other commodities. In the case of a
wide variety of product groups, however, such as appardl, footwear, toys, sporting goods
and miscelaneous manufactured products, China has dready achieved export
competitiveness, and high protection appears redundant. Apart from offering protection,
China simport regimeisa so used to sdlectively penalize the consumption of products such
as tobacco, beverages, and a variety of processed nonessentid foodstuffs. The anadysis
aso indicates that there is wide gap between nominal and actud tariffs. For example, in
1995 the Ssmple average tariff rate was 35.7 percent, yet the actud tariff rate applied was
about athirteenth of thisfigure. In this case, Chind stariff regimeis consderably flexible.

4. The Effect of China’'s Trade Liberalization

In this section, The impact of trade liberdization is firs reviewed from the
perspective of the overal economy, where two mgor effects of liberaization--impactson
output and externd transactions are andyzed. Furthermore, an examination of sectord
impact is carried out. In the end, an evaduation of the success of trade liberdization is

undertaken, using a cross- section regression method.

4.1 Economic Performance after Reform

In principle, three dternative mechanisms are available to andyze the link between
liberaization and improved economic performance. Oneisa*resource redlocation” effect,
with producers responding to a new set of relative prices that are closer to world market
rates, and which guide resources in line with comparative advantage. Another is *shock”
effect, with the competitive pressures from foreign competitors pushing domestic
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producers to achieve the highest potentia efficiency. A third is the dynamic mechanism
whereby ahigher long-run rate of growth can be sustained by the introduction of better and
more appropriate technology through accessto forelgn investment, equipment imports, and
the demongtration effect of imported goods .

Table4.1 Economic Activity Indicators

(at constant prices, 100 millions yuan)

Year GDP Agriculture Industry Services

1978 3624.1 1018.4 1745.2 860.5
1980 4203.9 1065.2 2144.8 982.6
1985 6990.8 1582.5 3453.7 1995.5
1986 7610.6 1634.5 3808.0 2237.3
1987 8491.2 1711.9 4329.8 2559.1
1988 9448.0 1754.7 4958.1 2897.3
1989 9832.1 1808.6 5144.8 3053.0
1990 10209.0 1942.0 5307.1 3123.6
1991 11147.7 1987.9 6043.6 3398.9
1992 12735.1 2081.6 7321.1 3820.6
1993 14452.9 2179.3 8774.8 4227.6
1994 16283.1 2266.9 10387.4 4632.0
1995 18000.9 2380.0 11856.8 5002.9

Source: China Statistical Yearbook, various issues.

Table 4.2 External Transactions
(at current prices, 100 millions yuan)

Year Exports  Exportsto  Imports Importsto  Tradeto

' The “new” growth theory has established a causal link between openness and more rapid growth.
Briefly, new techniques and technology are determinants of long-run economic growth. A closed
economy will haveto rely on itsdomestic research and devel opment al oneto achieve growth. An open
economy canimport new technologies from the entire world, so can achievea higher growth. It appears
that thiskind of growthis “import-led” rather than “export-led”.
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Totd Manu.(%) GDP (%) Totd Manu.(%) GDP(%) GDP (%)

1978 167.6 43.5 46 1874 na. 5.2 9.8
1980 271.2 49.2 6.0 2988 65.2 6.6 12.6
1985 808.9 49.5 9.0 12578 875 14.0 23.0
1986 1082.1 63.6 10.6 1498.3 86.8 14.6 25.2
1987 1470.0 664 129 16142 839 135 25.3
1988 1766.7 69.7 11.8 2055.1 81.8 13.8 25.6
1989 1956.0 71.3 116 21999 80.1 13.0 24.6
1990 29858 744 161 25743 815 13.8 29.9
1991 38271 775 177 33987 83.0 15.7 33.4
1992 4676.3 799 176 44433 83.0 16.6 34.2
1993 5284.8 81.8 152 5986.2 86.3 17.3 325
1994 104218 83.7 224 9960.1 85.8 21.3 43.7
1995 12451.0 856 21.4 11047.7 815 189 40.3

Source: China Statistical Yearbook, various issues.

Table 4.1 and 4.2 contain aggregate data on China's output, exports and imports
over the period from 1978 to 1995. It is clear from this data that China's output grew
continuoudy and rgpidly during dmost two decades of reform. The annud growth rates of
real GDP, and outputs of agriculture, industry and services account to 9.9, 5.1, 11.9 and
10.9 percents respectively, with the growth rate of industry and services surpassing

agriculture,

At the same time, the expansion of China' s merchandise exports and imports were
faster than output growth. Exports increased a an average annud rate of 17.4 percent,
raising from 4.6 percent of total GDPin 197810 21.4 percent in 1995. Importsgrew at an
average annud rate of 15.8 percent, representing a GDP share of 5.2 percent in 1978 and
189 percent in 1995. If the aggregate trade ratio to GDP indicates openness of the
economy’ , Chind s economy has increased its openness sharply over time. The index of
openness rose from about 10 percent in 1978 to a highest level of 43.7 percent in 1994,
and then declined to 40.3 percent by 1995. These figures suggest that Chinahas one of the

' Thisindex maybeyields misleading measurein China. By definition, tradeis gross measure, including
all inputs, while GDP is a net concept. Especially, China's trade is somewhat dominated by the

36



most open economies in the world. O course, the more remarkable growth of export
rather than the growth of imports, was mostly responsible for thisincrease in the degree of

openness.

Manufactures have played an increasing role in Chind s exports. As a share of tota
exports, manufactures increased from 43.5 percent in 1978 to 85.6 percent in 1995. It
should be noted, however, that China s manufactured exports have continued to be heavily
concentrated in labor-intensve, light industrial goods. Products such as textiles, clothing,
telecommunication assembling, and arts and crafts still represent a high percentage of totd
exports. Over the same time, there has dso been a rdative concentration of China's
manufactured imports towards machinery, transport equipment and industria meterias.

The information on average growth of output, exports and imports for the whole
period of reform, however, give little indication of whether the open or more extensive
reforms have worked effectively.

Here adopted a smple approach to investigate the impact of trade liberaization.
That is, to investigate the performance before and after an certain time. If the performance
after areform is introduced is compared with the performance before, the implication
assumptionisthet dl of the changeisdueto the program and noneto changesin the externa
environment. However, because the comparison is a smple one of before-and-after
anadysis, there is no certainty that these changes can be attributed directly to the trade
liberdization.

Table 4.3 Economic Growth by Trade Liberalization Phase

Period Annua growth rate (%)

GDP  Agriculture  Industry Services  Export  Import
1978--1995 9.9 5.1 11.9 10.9 17.4 15.8

processing of imported inputs, which has alow value added.
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1978--1991 9.0 53 11.7 111 16.6 14.6
1992--1995 12.2 4.6 17.4 9.4 20.5 179
Note: Growth rates of GDP, and the outputs of agriculture, industry and services are

based on cdculation from table4.1l. Growth rates of exports and imports

are caculated usng US$ in order to remove the impact of foreign exchange
rate fluctuation.

From this approach, superficidly a leadt, there is some support for a pogtive link
between trade liberalization and economic performance, Since there is a crude association
between phase of trade policy reform and performance. Table 4.3 provides acomparison
of two different periods, and the annua growth rates of output, exports and imports.
Economic growth rates, except for agriculture and services, in the second
episode(1992—1995), are superior to thosein the first episode(1978—1991), especialy
for industry and exports.

4.2 The Effect of Liberalization: A Cross-Section Regression

Analysis

Although the above results provide some support for a positive link between trade
liberalization and economic performance at an aggregate level, thistype of evidence can be
no more than suggestive. Rigorous testing of hypothesis linking trade liberdization and
performance requires a methodology involving econometrics. In this section, | adopt a
Cross-section series regression of various sdected performance indices, which is applied
separatdy to the nomind tariffs and changes, and changesin non-barrier measures, based
on data for 16 manufacturing subsectors for years of 1992 and 1995. Specificaly, the
equation is represented as follows:

Pl =a,+a,T92+a,0T +a,D, +a,D, +a.D,

+a,D,DT +a,D,DT +a,D,DT +m, (1)
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Wherei denote sector, m; isaerror variable, and
Pl, = apeformance indicator;
T92. = the nomind tariff rate in 1992;
DT. =the changeintheleve of nomind tariff rate between 1992 and

1995; and,
D, through D, are dummies representing changes in non-tariff barriers as

follows
1, if import restriction was tight both in 1992 and 1995
0, otherwise
1, if import regtriction wastight in 1992 and loose in 1995
0, otherwise
1, if import restriction was loose in 1992 and no in 1995

0, otherwise

D,DT, D, DT, D, DT represent the interaction of the tariff reduction and
changesin non-tariff barriers respectively. The coefficient for D, DT is an estimate of the

effect of changesin tariff on the performance when the non-tariff barriers keep tight. The
coefficient for D, DT is an estimate of the effect of tariff on the performance when the

non-tariff barriers change from tight to loose. The coefficient for D, DT represents the

effect of tariff reduction on the performance when non-tariff barriers become tight from

loose.

Table 4.4 reports the coefficient estimates of the effect of tariff cuts and changesina
non-tariff regime on the growth rate of output, exports and imports.

With respect to the effect on output growth, the sign of the coefficients of the tariff
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initid level and change are positive and negative respectively. This result gppears to point
that output growth not only depends on theinitid level of tariffs,

Table4.4 Coefficient Estimates of the Effect of Trade Liberalization

Dependent
variable constant T92 DT D, D, D, D,DT D,DT D,DT R?

Output(%) 1058 0.97 -454 6.08 4826 -122 567 1121 446 049
(0.12) (1.10) (-1.11) (0.46) (0.92 (-0.02) (1.45) (1.68) (1.19)

Imports(%) 43.24 --  0.88 9551 7.3 -143 236 409 3.76 025
(0.54) (0.52) (0.14) (1.08) (-0.02) (0.58) (0.40) (0.77)

Exports(%) 123.71 -0.92 0.10 3351 73.89 -101.03 -1.33 622 -251  0.83
(1.56) (-1.08) (0.03) (1.01) (1.60) (-2.26) (-0.39) (1.06) (0.76)

Note: Figures in parentheses represent t values.

but aso on the degree to which the level of tariffs changes. But the effect of tariff variables
are not sgnificantly related to performance, compared with other effects. This is to be
expected since, as mentioned before, nomina tariffs can not reflect the actua degree of
trade protection.

The coefficient of non-tariff barrier dummies are relatively sgnificant with regard to
the expected signs. More specifically, the coefficient estimate of D, is mog Sgnificantly
pogdtive. That is, changes in the non-tariff regime from tight to loose produced a
consderable postive effect on output growth. This implies that the relaxation of non-tariff

barriers has made a significant contribution to China's economic performance.

Likewise, the result for the effect of interaction terms of tariff change with the

different non-tariff barriers dummies are reasonable, where the coefficient of D, DT is

aso the mogt significantly positive among three coefficients. It shows thet tariff reduction
only plays arole when complemented by the eimination of non-tariff barriers.
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In the case of imports, the growth effect of the non-tariff barriers varidbleisamilar
to one on output growth. But the effect of tariff variables are undetermined, not only with
regard to Sgns, but also for the coefficient estimates.

Theeffect of tariff level and reduction on export growth also gppearsto be negligible
and indgnificant. In contrast, changes in the nonttariff regime yield a podtive dfect on
export growth, except for the coefficient etimateon D, which is significant and negative,

Among the interaction terms, only the coefficient of D, DT is Sgnificant and
positive. That is, changes in tariffs across sectors and time appear to affect the growth of
exports positively when the non-tariff barriers decline from tight to loose, while the effect is
negative and negligible when non-tariff barriers have no or little change.

Although the gtatistical significance of these findings is not clearly evident, these
results do reved some interesting points. In sum, the following conclusons arise from these

results

The movestowardstrade liberdization has produced apostive effect on Chind's

economic performance.

Thetariff regime hasan insgnificant impact on economic performance. The effect
of tariff reduction is negligible.

Non-tariff bariers play a greater role in affecting economic performance.

China seconomic growth inthe 1990s isclosdy and positively related to theremoval of

non-tariff barriers.
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Taiff cuts can have a greater impact on economic performance when combined

with the dimination of non-tariff barriers.

5. TheEffect of APEC TradeLiberalization on China's

Foreign Trade

Together with the fast-growing developing economies in the region, China has
emerged as a leading Asa-Pecific economy with an outstanding economic and trade
performance in the 1990s. Moreover, the economic relations between China and other
APEC members are becoming more and more important, in setting the goals of APEC
towards trade and investment liberdization. In internationa trade terms, China' s exports
and imports are concentrated in APEC. In this section, the main focusis on ng the
impact of APEC trade liberdization on China sforeign trade by exploring the potentia for
bilateral trade between Chinaand other APEC members.

5.1 Perspective on China'sForeign Trade within APEC

Table 5.1 records information on China's export and imports within APEC in the
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1990s. From the table it follows that the share of exports and imports accounted to 78.0
and 68.9 percent in 1991. Thesefiguresfel to 74.1 percent for exports and 59.6 percent
for imports by 1994. The reason for this decrease seems to be explained by the sharp
down in therole of Hong Kong in China s foreign trade. Apart from the significant decline
in Hong Kong's share, and a dightly decline in Singapore' s share, China increased its
exports to other APEC members rapidly. The changes in share of imports from other
APEC members is mixed. Asis the case for exports, there has also been a substantia

decrease in the role of Hong Kong. Conversaly, Japan increased its exports to China the
most rapidly, representing the largest segment(22.7 percent) of China's total imports in

1994. Another country with high export growth to China was South Korea which
increased its share from 1.7 percent to 6.3 percent over the same period. Changes to the
rate of importsfrom other APEC memberswere not significant. As can be seeninthetable
below, it is obvious that Chinais becoming more closdly linked to Eastern and Southeast
Asan economies of APEC due to the high economic growth of this region.

Table5.1 China'sExternal Tradewithin APEC(%)

APEC member Exports Imports

1991 1994 1991 194
Audrdia 0.77 123 244 211
Canada 0.77 115 2.56 159
Chile 0.13 0.24 0.17 0.16
Hong Kong 4471 29.74 27.28 8.14
Indonesia 0.67 0.87 2.2 1.37
Japan 14.22 17.8 15.72 22.7
Korea 3.03 364 167 6.31
Mdaysa 0.73 0.92 1.26 1.40
Mexico 0.12 0.17 0.23 0.08
New Zealand 0.09 0.16 0.27 0.27
Philippines 0.35 0.39 0.20 0.23
Singapore 2.80 211 162 215
Thailand 1.03 0.96 0.66 0.75
the United States 21.47 17.75 1254 11.98
Other 22.0 25.84 31.15 40.43
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Total 100.00 100.00 100.00 100.00
Source: UN, Yearbook of International Trade Satistics, 1994

Thereis another way to examine the bilatera trade flows between China and other
APEC member at therelativelevel. The determinant of the share of one country’ stradethat
goesto another country can beidentified formally by meking use of the definitionof 1, , the

index of intendty of country’s export trade with country |:

Ly =% I'my

2

where X; = the share of country i’s going to country j; and
m, = the share of country j in world imports(net of country j's

imports).
Thisindex concentrates attention on variants in bilatera trade leve s that result from
differentid resstances, by abgracting from the effects of the sze of the exporting and

importing countries. The larger the index, the more independent™ .

Table5.2 Tradelntensity Index

APEC member | K

ij

Augrdia 0.98 1.77
Canada 0.32 0.40
Chile 0.89 054
Hong Kong 6.4 2.22
Indonesia 114 141
Japan 2.56 2.36
Korea 1.46 2.70
Mdaysa 0.65 0.98

' Thisindex has the property that if trade is not geographically biased in the sense that the share of i’s

trade going to j equalsj’simportance in world trade, then it will have avalue of unity for al j.
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Mexico 0.09 0.05

New Zealand 0.55 0.92
Philippines 0.73 0.72
Singapore 0.85 0.91
Thalland 0.73 0.68
The United States 1.09 0.96

Note Thefirst index is based on China s exports
and partners imports, and the second is
based on Chinds imports and partners
exports.

Anegimate of theintensty indices between Chinaand other APEC members, both
in terms of exports and imports, are presented in Table 5.2. The results identify the degree
of trade independence between China and other APEC members. One important result is
that the highest dependency leved exist between Chinaand four APEC members, including
Hong Kong, Japan, Korea and Indonesia.

5.2 Complementarity Tests

The above intensity index gpproach, does gill combine the effect of differencesin
bilateral trade complementaritieswith the relative transactions costs of trading with different
countries. To separate them, | adopt a method to subdivide the intengity index into the
product of a trade complementarity index(C; ). That is, the complementarity index gives

the value of a product between the export vector of country | and the import vector of

country j:

é u
G :(é Xt My )/éé. Xix é. mjsz v (3)
k ek k u

where

X, = the share of commodity k in the total exports of country i;

m, = the share of commodiity k in the total imports of country j.
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Thereisanimplication assumption here that the vector of an economy’s commodity
exports can be regarded as its export supply, and the vector of commaodity imports asits
demand for imports. In this case, the greater the complementarity between the vector of
exports of one economy and the vector of imports of another, the greater the expected
volume of exports, repectively, from the former to the latter. By definition, this index

ranges from O(complete dissmilarity) to 1 (complete complementarity).

Table 5.3 presents the resuts of these complementarity tests. It suggests that the
dructure of China's exportsis smilar to those of the industridized APEC members. In
contragt, the amilaity leve is rdatively lower between China and developing APEC
members, epecidly those of ASEAN. In generd, China has “complementarity” with
Hong Kong, Japan, and the United States, and is in compstition with the Philippines,
Maaysia, Indonesia, Singapore and Thailand. With the ongoing remova of trade barriers
among APEC members, it will be expected that the complementarity level of Chinawiththe

industria members will increase.

Table5.3 Complementariy Index

APEC member Ci

Audrdia 0.70
Canada 0.64
Chile 0.66
Hong Kong 0.89
Indonesia 057
Japan 0.76
Korea 0.64
Maaysa 054
Mexico 0.71
New Zealand 0.71
Philippines 054
Singapore 0.58
Thailand 0.60
the United States 0.72
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Source: Author’s estimate based on SITC 2 digit level
udng data from Yearbook of International

Trade Statistics(1994).

5.3 The Potential for China's Exportsunder APEC Trade

Liberalization

In the end, the short-term forecasts relating to the expected bilaterd trade flows
between China and other APEC membersis given. The result is estimated by means of a
gravity moded from the author’ s pre-research. In order to assess theimpact of APEC trade
liberdization, trade policies, defined asdummies, are entered into the formd gravity modd
which is used extengvely in internationd trade sudies.

Thereaultisgiven in table 5.4. Firg, the overal exports of Chinawithin APEC will
grow a arate of 29.8 percent after free trade. Second, there should be a relative and
sgnificant disperson in the growth rate of bilatera trade flows between China and other
APEC members, ranging from-46.1 to 1003.2 percent, with the most notable feature that
China s exports to Hong Kong will fal sharply. This means that the pivota role of Hong
Kong in China's exports will disgppear after redization of the god of APEC trade
liberdization® . But China's exports to other APEC members should increase
ggnificantly.  Third, while Jgpan, the

Table5.4 China’'s Exportswithin APEC under Free Trade(%)

APEC member Change Share
Audrdia 146.64 213
Canada 100.33 2.84

! In past, China conducted most of its trade through Hong Kong. But China’s exports retained in Hong
Kong have declined absolutely since 1988, and their share of China’ stotal exports has declined sharply.
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Chile 58.33 0.38

Hong Kong -46.17 14.07
Indonesia 137.52 1.95
Japan 57.04 29.36
Korea 224.89 11.00
Mdaysa 85.80 155
Mexico 1003.23 2.03
New Zealand 648.75 2.49
Philippines 50.46 0.93
Singapore 82.00 475
Thailand 219.49 281
the United States 16.97 23.30
Total 29.80 100.00

Source: Author’s estimates based on agravity modd.

United States, and Hong Kong should remain the three largest destinations of China's
exports, South Koreawill play an expanding role.
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6. Conclusonsand Implications

Prior to trade reform, China was often viewed as a country characterized by an
autarchic, inward-looking economic policies. Its trade regime was closest to the pure
import subgtitution paradigm. As a result, trade was smply a balancing influence in the
overdl national economic plan. The economy had a pervasve anti-export bias, and
plamned imports were used only to make up for domestic shortfalls. Since the adoption of
an “open door” policy, there have been remarkable achievementsin China s trade policy
reform. Since Chind's strategy for economic reform relies sgnificantly on a policy of
export-led growth, China's approach to trade reform has been a clear reflection of its
overd| gpproach to economic reform incorporating graduaism and partidism. In the first
episode(1978—1991), trade policy reform aimed a decentrdizing adminigtration and
reducing the scope of trade planning. One indicator that suggests this reform was
successful, was an improvement of export incentives. However, import liberdization fell
behind theimplementation of decentrdization. Astherole of thetrade plan declined, direct
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control over exports and imports has increased. Starting in 1992, a number of new
measures, including tariff reduction and dimination of non-tariff barriers, were taken to
liberdize trade, in part simulated by China s efforts to make its trade policy conform with
internationd practices. It now gppearsthat Chinaistaking active sepstowardsthe goa of
APEC trade liberdization, dthough Chinainssts that economic and technical cooperation
should be as important as liberdization within APEC. At present, Chind s trade regime
remains subject to many restrictions, but the country’ s growing integration into the regiona
and globa economy suggests thet the actud gpplication of trade policy isrdatively liberd.
On the whole, the share of merchandise trade in Chinal's GDP increased from about 10
percent in 1978 to 40.3 percent in 1995, with exports and imports accounting for 21.4
percent and 18.9 percent, respectively.

The period since 1978 has witnessed spectacular economic growth in China. This
remarkable performance is undoubtedly and closely related to trade liberdization. More
specificdly, while tariff reductions have produced indgnificant effects upon economic
performance, the remova of non-tariff barriers has generated significant and postive
effects on economic performance. Therefore, non-tariff barriers have provided more
effective protection then tariffs, despite the fact that Chinal s nomina average tariff rate has
remained redivey high. One explandion for thisisthet there exists severd digtortions to
the red tariff rate. Thus, tariff reductions have been more apparent rather than red, in that
they have merdy removed redundancy in the tariff system.

In the 1990s, China has been playing an increasingly role in the process of APEC.
The exports and imports of Chinaare heavily concentrated in the APEC region. Under
assumption of free trade, it is estimated that China's exports will increase by about 30
percent. Among APEC members, the United States, Japan, Hong Kong, and South Korea
should be the most important trading partners for China.

In concluding this study, | shal make several recommendations. Firdt, | believe tha
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China should continue to make efforts to deeply cut tariff rates and non-tariff barriers,
because further import liberdization can improve China's economic performance, and
especialy export performance. Second, the tariff rate should not only be reduced, but so
should be adjusted towards simplicity and uniformity* . Third, priority should be given to
the diminaion of non-tariff barriers. One point for consideration is a possible shift from
non-tariff barriersto tariff trangparency which isan approach often adopted by developing
countries in the early stage of trade liberdization. That is, the replacement of non-tariff
barriers by an equivaent tariff at the first step. If so, trade policy will move towards

liberdity and trangparency.

The design of trade liberdization should take place dong three lines. optimdlity,
feagibility, and credibility. The optima theoreticd design means that liberdization will yield
the maximum wefare. A feasble path is one that is paliticaly sustainable. And a credible
desgn implies thet the liberdization will be implemented broadly. It follows from this study
that a liberd trade regime is favored over a redrictive one in China. On the other hand,
Chind's government has made a politicd commitment to achieve the goa of trade
liberdization by 2020. These indications show that China holds a positive attitude and
confidence towards trade liberdization, dthough China s government inssts that economic
and technica cooperation should receive the same treetment as liberdization within APEC.
However, the essentid question currently faced by China’s policy-makers remains “how
quickly toliberdize?’. Thet is, theissue of peed of implementation of tradeliberdizationin
the next stage. It should be noted, when discussing thisissue, that what isoptima or feasble
may not be credible in practice. The experience of trade liberdization in many countries

" In general, there are three methods of tariff reduction: Oneis across-the-board reductions by equal
amounts, that is, by an equal percentage of the import price of each good, until afinal target level is
reached. Thesecondisavariant of the across-the-board method to reducetariffs by proportional rather
than equal amounts. The third, as a widely applied and simple scheme, is the so-called “concertina
approach” totariff cutting, inwhich all tariffsaboveacertain ceiling arelowered to agiven level and next
all tariffs above a new, lower ceiling are lowered to another given level and so on. Some economists
favor the third method, sinceit reduces dispersion in the tariff system most(Papageorgiou, Michagely,
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suggests that successful trade liberdization requiresthat government maintains momentum
and credibility.

Trade liberdization is often accompanied by such problems as adjustment costs or
trangtion costs . Unlike other APEC members, Chinaisin trangtion from the planned
economy to one basad on a more libera market, so the market economy is imperfect in
China Thismay imply that the trangtion cogtsfor Chinamight be much larger than the costs
for market- oriented economies. Adjustment can be delayed through an extended trangtion
period, helping to minimizethelosses of thethose owing resourcesin anindustry threatened
with the loss of protection. Under such trangtion, trade liberdization can not stand alone,
but must be part of amuch broader program of liberdization. In other words, trade policy
and domestic economic policies are mutualy dependent. As mentioned earlier, China's
economic reform is characterized by graduadism and experimentalism. This approach
requires a long period, and is somewhat incomplete, therefore sdling the expected

objectives of the overdl scheme.

Chind's economic reform, in place for over three years, is buckling under the
pressure generated by state-owned enterprise(SOE) adjustment. The fundamenta
problems of the state sectors are well known; many of hundred thousand SOEs are
inefficient, overstaffed, burdened with wefare functions and trapped by lack of clear
demarcation between enterprise and government. As time goes by their situation is getting
worse. Officidly, one-third of China's 14,200 large and medium-sized firms are operating
at aloss. It has been reported that in 1995 total SOE |osses came to Rmb50bn($10.6bn),
up 34 percent compared with 1994. The total losses of SOESs are said to exceed their
profits, and 70 percent of dl SOEs are said to be losing money. In this case, trade

Choksi; 1991).

' Tradeliberalization may entail many costs. Workersdislocation will bequitehighinformerly protected
industriesasaresult of import competition, and export expansion may be slow to come asexporters may
be slow to respond tothe new opportunities; and the deval uation rai ses costs and may add to inflation,
etc.. See Thomas, Matin, and Nash(1990) for more discussion.
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liberalization is subject to domestic economic reform, especidly state enterprise reform.

If trade reform goes too far, two problems may emerge. Firs, inadequate incentives
within firmsto respondto “improved” sgnasfrom the market may cause trangtion costs
to be excessive. Second, bankruptcy and unemployment caused by state enterprise reform
may be worsened by too rapid foreign trade liberdization.

If aradica reform of the state enterprise would be accompanied by too high asocia
cogt in unemployment and ingtability, the authorities therefore seem to continue to tinker
with experimenta program. Likewise, the strategy for trade liberdization in China appears
to remains biased towards a“ gradud first gpproach” process. The thrust of the new phase
of SOE reform isachange of enterprise governance, with aview to establishing a“ modern
enterprise sector” of SOES, that is, the conversion of SOEs into share-holding companies
though the implementation of a new Company Law. Through this, the authorities am to
achieve a separdion of the ownership functions of the state from the management of the
enterprises within a framework of greater autonomy and accountability. Although this
changeisnot “red” privaization in terms of full trade liberdization, it will creete favorable
circumstance for more rgpid liberaization in the future.

Another obgtacle to trade liberdization, which arises from the process of
policy-making in China, isinterest groups. Interest groupsin Chinadiffer consderably from
those in the West. They operate through small-scae informa networks, with little heed to
the legd system, or even an ideologicd dfiliation. Trade reform has affected them
differently as the various groups have dissmilar gods. Interest groups, including various
indudtria departments, ministerid bureaucrats and provinces, differ intheir opinions on the
benefits to be gained from trade. It gppearsthat locd officiasin theinland provinces, and
bureaucrats in the heavy industry minigtries, would prefer a dow scheme of trade
liberdization.
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The APEC policy-making processin Chinais dominated by the Ministry of Foreign
Affar(MOFA) and MOFTEC, and avariety of indusirial departments have been excluded
from the policy-making process, APEC policy-makers in China, therefore,  often
experience pressure from various organs on behdf of highly protected sectors, excluded

from the reform policy process.

Notwithgtanding there exis some difficulties in the process of Chinds trade
liberdization, China s government has shown its determination to achieve the APEC Bogor
god of trade liberdization by 2020, in accordance with the Osaka agenda. Currently, the
fundamental issues for the Chinese government are how to coordinate between trade
liberdization process and domestic economic reform, and how to desgn and implement a
comprehensive and clear program for trade liberdization. For trade liberdization to gain
credibility in China, these issues must be resolved together.
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Appendix A

China’s Import Tariffs by HS 2-Digit L evel

No. HS 2 digit 1985 1992 1995 1996
codes
() (i) @) (i) () (i) @) (i)
1 1 16.9 13 22.1 28 19.6 28 7.1 32
2 2 52.2 9 51.1 57 461 57 466 59
3 3 42.2 23 360 112 335 112 333 112
4 4 54.3 14 54.5 A 524 A 531 36
5 5 345 9 444 33 39.9 38 170 38
6 6 46.7 6  46.2 16 431 16 203 16
7 7 49.0 20 472 72 415 72 210 73
8 8 44.0 18 56.4 61 455 61 449 65
9 9 39.3 18 486 39 435 39 434 39
10 10 1.7 7 15 16 1.5 16 5438 16
1 1 34.2 15 314 A 283 34 489 A
12 12 33.8 31 29.6 78 27.3 78 19.3 77
13 13 39.0 8 330 21 30.2 21 173 21
14 14 441 11 412 12 374 12 19.3 11
15 15 38.1 28 338 53 31.6 53 438 46
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16 16 70.0 5 700 30 650 30 450 32
17 17 55.7 7 482 17 421 17 312 18
18 18 35.0 6 327 11 209 11 209 11
19 19 53.3 9 583 18 536 18 411 19
20 20 63.5 17 61.3 71 545 71 477 70
21 21 64.0 10 735 17 57.1 17 56.6 19
22 22 89.2 13 109.6 23 698 23 602 24
23 23 20.0 10 211 28 208 28 7.6 29
24 24 100.0 2 104.5 11 64.1 11 58.6 11
25 25 30.5 40 303 91 264 91 7.8 87
(Continued)
No. HS2digit 1985 1992 1995 1996
codes
() (i) 0) (i) O] () (i)
26 26 6.5 13 7.2 336 44 36 29 36
27 27 16.6 29 174 58 13.8 58 7.6 59
28 28 23.2 113 21.3 229 201 229 9.6 229
29 29 20.1 105 195 407 15.7 407 105 415
30 30 21.8 17 22.3 43 171 43 11.2 42
31 31 6.8 17 6.0 28 58 28 51 28
32 32 33.8 K74 32.1 5 251 56 14.9 56
33 3 67.1 7 90.2 41 604 41 45.7 44
A A 55.0 10 54.1 27 406 27 27.2 27
35 35 334 12 374 15 337 15 20.1 17
36 36 60.0 9 58.2 11 495 11 21.4 11
37 37 23.6 16 41.3 76 311 76 23.6 74
38 38 25.8 38 26.0 72 238 72 131 77
39 39 40.5 22 37.3 133 313 133 22.0 136
40 40 35.6 27 304 87 262 87 15.9 99
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41 41 29.1 15 28.3 39 245 39 174 39

42 42 69.2 6 77.0 25 674 25 432 25
43 43 88.8 8 85.7 23 696 23 42.2 23
44 44 30.7 44 29.3 8 229 83 16.5 88
45 45 30.3 7 22.0 7 199 7 10.9 7
46 46 76.7 3 76.0 15 593 15 27.3 15
47 47 3.0 2 20 19 20 19 20 20
48 48 36.2 51 38.9 119 329 119 26.7 117
49 49 17.1 14 16.0 20 120 20 8.7 28
50 50 68.6 7 80.5 22 568 2 20.3 22
51 51 59.5 10 51.2 45 420 45 19.7 45
52 52 66.7 6 474 127  38.0 127 18.2 131
(Continued)
No. HS2digit 1985 1992 1995 1996
codes
0N (D) (i) (i) @) (i) @) (i)
53 53 38.6 21 35.0 45 274 45 13.2 45
A 4 475 8 71.3 71 554 71 32.1 72
55 55 39.0 14 823 122 65.0 122 33.2 122
56 56 457 14 65.2 31 57.1 31 32.4 43
57 57 28.8 17 938 26 769 26 39.6 26
58 58 824 29 80.1 67 60.0 67 36.7 66
59 59 63.9 37 51.3 40 42.0 40 26.8 41
60 60 92.3 22 83.3 21 66.7 21 36.2 21
61 61 87.1 34 928 120 75.2 120 414 120
62 62 78.3 24 885 14 76.0 14 421 155
63 63 70.0 2 80.0 93 63.8 93 35.1 A
64 64 78.3 6 78.6 29 68.6 29 52.4 29
65 65 90.0 8 9038 13 754 13 39.8 13
66 66 100.0 3 1000 7 80.0 7 37.9 7
67 67 95.0 4 98.2 11 79.1 11 55.9 11
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68 68 37.2 26 438 63 340 63 235 62
69 69 61.7 15 59.5 30 48.7 30 52.7 31
70 70 46.5 31 49.2 67 449 67 251 79
71 71 37.1 32 314 60 259 60 20.5 63
72 72 216 87 141 196 13.8 196 9.2 177
73 73 na. 36.9 146 325 146 16.0 151
74 74 21.3 4 241 68 19.6 68 11.7 70
75 I6) 17.2 12 12.7 19 11.9 19 7.0 21
76 76 22.2 17 29.5 39 24.9 39 17.8 12
77 78 26.7 12 23.2 11 19.9 11 101 11
78 79 255 10 25.0 12 214 12 11.0 11
79 80 29.5 10 279 12 23.3 12 15.1 11
(Continued)
No. HS2digit 1985 1992 1995 1996
codes
@) (i) O () 0N (i)
80 81 214 22 194 40 175 40 10.6 40
81 82 441 17 355 72 32.2 72 205 73
82 83 49.6 18 554 37 47.2 37 27.2 37
83 84 24.2 138 287 621 244 621 16.3 704
84 85 30.3 78 398 410 309 410 21.4 440
85 86 9.5 13 84 27 7.7 27 7.2 37
86 87 374 4 877 179 62.8 179 46.1 179
87 88 6.0 5 6.0 17 51 17 3.7 17
88 89 11.3 9 140 2 13.0 22 10.8 22
89 0 25.0 70 282 212 226 212 17.9 230
0 9 53.0 16 644 57 55.0 57 42.0 57
91 92 54.8 22 548 23 487 23 36.1 23
92 93 60.0 7 600 17  60.0 17 43.2 17
93 A9 75.6 9 740 50 632 50 41.7 50
A 95 60.0 9 554 48 471 48 38.6 48
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95 9% 65.5 19 765 65 675 65 44.8
9% 97 20.0 8 286 7 214 7 12.8

Notes: (i) = smple average tariff rate,
(i) = number of item.
Source: Customs of Generd Adminigtration of the People' s Republic of China,

Customs Import and Export Tariff, various versons.

Appendix B

China’s Non-Tariff Measures by HS 8-Digit L evel
(Asof April 1, 1996)
No. HS8digit (i) (i) (i) No. HS8digit i @) (i)

codes codes
1 10011000 L 26 24013000 L Q
2 10019000 L 27 24029000 L Q
3 10059000 L 28 24039100 L Q
4 10061000 L 29 27100011 L Q
5 10062000 L 30 27100012 L Q
6 10063000 L 31 27100013 L Q
7 10064000 L 32 27100021 L Q
8 15111000 L Q 33 27100031 L Q
9 15119000 L Q A 27100032 L Q
10 15141000 L Q 35 27100040 L Q
11 15149000 L Q 36 28371110 L Q
12 15155000 L Q 37 31021000 L Q
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13 17011100 L Q 38 31022100 L Q
14 17011200 L Q 39 31022900 L Q
15 17019910 L Q 40 31023000 L Q
16 17019920 L Q 41 31024000 L Q
17 21069010 L 42 31025000 L Q
18 22011020 L 43 31026000 L Q
19 22021000 L 44 31027000 L Q
20 22051000 L Q 45 31028000 L Q
21 22059000 L Q 46 31029000 L Q
22 24011010 L Q 47 31031000 L Q
23 2401100 L Q 48 31032000 L Q
24 24012010 L Q 49 31039000 L Q
25 24012090 L Q 50 31041000 L Q
(Continued)
No. HS8digit (i) @)y (i) No. HS8digit (i) (i) (i)
codes codes
51 31042000 L Q 76 40119100 L Q
52 31043000 L Q 77 40121010 L Q
53 31049000 L Q 78 40122010 L Q
54 31051000 L Q 79 40129020 L Q
55 31052000 L Q 80 40131000 L Q
56 31053000 L Q 81 5101100 L Q
57 31054000 L Q 82 51011900 L Q
58 31055100 L Q 83 51012100 L Q
59 31055900 L Q 84 51012900 L Q
60 31056000 L Q 85 5103000 L Q
61 31059000 L Q 86 51031010 L Q
62 38081090 L 87 51051000 L Q
63 38082010 L 88 51052100 L Q
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64 38082090 L 89 51052900 L Q
65 38083011 L 90 52010000 L Q
66 38083019 L 91 52030000 L Q
67 38083099 L 92 54022000 L Q
68 38084000 L 93 54023310 L Q
69 39076010 L Q 4 54023390 L Q
70 40011000 L Q 95 54023900 L Q
71 40012100 L Q 9% 54024200 L Q
72 40012200 L Q 97 54024300 L Q
73 40012900 L Q 98 54024900 L Q
74 40111000 L Q 99 54025200 L Q
75 40112000 L Q 100 54025900 L Q
(Continued)
No. HS8digit i) (i) (i) No. HS8digit (@) @) (i)
codes codes
101 54026200 L Q 126 84081000 C
102 54026900 L Q 127 84082010 L Q
103 54033310 L Q 128 84082090 L Q
104 54041000 L Q 129 84089099 C
105 55012000 L Q 130 84143011 L Q
106 55013000 L Q 131 84143019 L Q
107 55032000 L Q 132 84143021 L Q
108 55033000 L Q 133 84143022 L Q
109 55062000 L Q 134 84143029 L Q
110 55063000 L Q 135 84144000 L Q
111 55092100 L Q 136 84145990 C
112 55092200 L Q 137 84151000 L Q
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113 55093100 L Q 138 84158110 L Q
114 55093200 L Q 139 84155210 L Q
115 55095100 L Q 140 84181010 L Q
116 55095200 L Q 141 84181090 L Q
117 55095300 L Q 142 84182100 L Q
118 55095900 L Q 143 84182200 L Q
119 55096100 L Q 144 84183010 L Q
120 55096200 L Q 145 84183021 L Q
121 55096900 L Q 146 84183029 L Q
122 84073100 L Q 147 84184010 L Q
123 84073200 L Q 148 84184021 L Q
124 84073300 L Q 149 84184029 L Q
125 84079000 L Q 150 84185000 L Q
(Continued)
No. HS8digit [ No. HS8digit
codes codes
151 84254990 C 176 8444000
152 84261100 C 177 8445100 C
153 84261200 C 178 84451200 C
154 84263000 C 179 84452020
155 84264100 C 180 84454000 C
156 84264900 C 181 84459000 C
157 84281000 C 182 84463010 C
158 84284000 C 183 84463020 C
159 84291110 C 184 84463090 C
160 84292010 C 185 84501200
161 84294011 C 186 84501900
162 84294019 C 187 84514000



163 84295100 C 188 84522100 C
164 84295200 C 189 84563000 C
165 84303100 C 190 84569000 C
166 84303900 C 191 84571000 C
167 84305090 C 192 84581100 C
168 84381000 C 193 84621090 C
169 84391000 C 194 84629100 C
170 84392000 C 195 84629900 C
171 84393000 C 196 84659600 C
172 84413000 C 197 84712031 C
173 84414000 C 198 84742000 C
174 84431900 C 199 84743100 C
175 84435000 C 200 84775100 C
(Continued)
No. HS8digit (i) (i) (iii) No. HS8digit (i) (i) (iii)
codes codes

201 84781000 C 226 85252019 C

202 84789000 C 227 85252021 C

203 84804100 C 228 85252022 C

204 84807100 C 229 85252029 C

205 84834000 C 230 85253010 L Q

206 85023000 C 231 85253020 L Q

207 85042320 C 232 85253090 L Q

208 85044011 C 233 85271110 L Q

200 85044012 C 234 85271120 L Q

210 85044020 C 235 85271900 L Q

211 85044090 C 236 85272100 L Q

212 85174090 C 237 85272900 L Q
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213 85178211 C 238 85276110 L Q

214 85178212 C 239 85273120 L Q

215 85184000 C 240 85273200 L Q

216 85199910 L Q 241 85273900 L Q

217 85203100 L Q 242 85279011

218 85203900 L Q 243 85279012

219 85209000 L Q 244 85281010 L Q

220 85211011 L Q 245 85281020 L Q

221 85211012 L Q 246 85281030 L Q

222 85211021 L Q 247 85281081 L Q

223 85211022 L Q 248 85281082 L Q

224 85219000 L Q 249 85281083 L Q

225 85229030 L Q 250 85281090 L Q

(Continued)
No. HS8digit i) @)y (i) No. HS8digit (i) (i) (iii)
codes codes

251 85291020 C 276 87032219 L Q
252 85299060 L Q 277 87032221 L Q
253 85299089 C 278 87032229 L Q
254 85299001 C 279 87032311 L Q
255 85311000 C 280 87032312 L Q
256 85352900 C 281 87032313 L Q
257 85372010 C 282 87032319 L Q
258 85372090 C 283 87032321 L Q
259 85401100 L Q 284 87032329 L Q
260 85445910 C 285 87032331 L Q
261 85447000 C 286 87032332 L Q
262 86040090 C 287 87032333 L Q
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263 87012000 L Q 288 87032339 L Q
264 87019000 C 289 87032341 L Q
265 87021010 L Q 290 87032349 L Q
266 87021090 L Q 291 87032411 L Q
267 87029010 L Q 292 87032412 L Q
268 87029090 L Q 293 87032413 L Q
269 87031000 L Q 294 87032419 L Q
270 87032110 L Q 205 87032421 L Q
271 87032121 L Q 296 87032429 L Q
272 87032129 L Q 297 87033111 L Q
273 87032211 L Q 208 87033112 L Q
274 87032212 L Q 299 87033113 L Q
275 87032213 L Q 300 87033119 L Q
(Continued)
No. HS8digit i) @)y (i) No. HS8digit (i) @iy (i)
codes codes
301 87033121 L Q 326 87042212 L Q
302 87033129 L Q 327 87042221 L Q
303 87033211 L Q 328 87042222 L Q
304 87033212 L Q 329 87042310 L Q
305 87033213 L Q 330 87042320 L Q
306 87033219 L Q 331 87043110 L Q
307 87033221 L Q 332 87043120 L Q
308 87033229 L Q 333 87043210 L Q
309 87033231 L Q 334 87043220 L Q
310 87033232 L Q 335 87049000 L Q
311 87033233 L Q 336 87051000 L Q
312 87033239 L Q 337 87052000 L Q
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313 87033241 L Q 338 87053000 L Q

314 87033249 L Q 339 87054000 L Q

315 87033311 L Q 340 87059010 L Q

316 87033312 L Q 341 87059020 L Q

317 87033313 L Q 342 87059030 L Q

318 87033319 L Q 343 87059040 L Q

319 87033321 L Q 344 87059050 L Q

320 87033329 L Q 345 87059090 L Q

321 8703900 L Q 346 87071000 L Q

322 87041010 347 87111000 L Q

323 87042110 Q 348 87112000 L Q

324 87042120 Q 349 87113000 L Q

325 87042211 350 87114000 L Q
(Continued)
No. HS8digit No. HS8digit i

codes codes

351 87115000 368 90184100 C
352 87141900 369 90189090 C
353 89012000 C 370 90221190 C
354 89013000 C 371 90221900 C
355 89019010 C 372 90222100 C
356 89020010 C 373 90273000 C
357 89040000 C 374 90278000 C
358 89051000 C 375 90301000 C
359 90061010 L Q 376 90304010 C
360 90065100 L Q 377 90308990 C
361 90065200 L Q 378 90311000 C
362 90065300 L Q 379 91011100



363 90065900 L Q 380 91012100 L Q
364 90083000 C 381 91012900 L Q
365 90121000 L Q 382 91021100 L Q
366 90158000 C 383 91022100 L Q
367 90181920 C 384 91022900 L Q

Notes: L = Licenses,
Q = Quotas, and
C = Candlization.
Source: MOFTEC.

Appendix C
Gravity Model for Forecasting Bilateral Trade

The gravity equations adopted in this sudy is of the following form:
InX; = b, + b, INGDP, + b, INGDP; + b, InDIST; + b, InC;

+b, D,+b, D,+b, D,+b, D, + b, D, +

where:

X; = export vaues from economy i to economy j;
GDP, =thevauein dollars of GDP in economy i
GDP, =thevauein dollars of GDPin economy j;

DIST,; =thephysica distance between the centres of economic activity in
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economiesi and j;

C,  =thecomplementarity index between economiesi and j;

D, through D, are dummy variables representing trade polices or specific
economies, with a definition as follows:

1 if economiesi and j have afree trade arrangement between them

D, =

0 otherwise.

1 if economy j isthe United States
D, =

0 otherwise.

1 if economy j isJgpan
D, =

0 otherwise.

1 if economy | or j isHong Kong
D, =

0 otherwise.

1 if economy i or j is Singgpore
D, =

0 othewise

It should be noted, that a variable introduced to identify apossble Linder effect on
trade often enters into the above equation.
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