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Abstract

International trade in services in China has grown very rapidly. Today, China is one
the top leading traders in commercial services in Asia. At the same time, China has
made a series of commitments to reduce and eventually remove trade barriers in many
key service sectors as a result of its accession to WTO. Against this backdrop, however,
little is known about how the service trade functions in China due in practice to the
scarcity of data and in theory to conceptual weakness. Facilitated by the new concepts
and framework and the latest statistics of international trade in services, this study
pursues the following four questions. (a) What determines the direction and
magnitude of the service trade? (b) Who are China’s major service trading partners?
(c) How competitive is China in the service trade? (d) How do foreign affiliates behave
in China’'s service sectors? Applying the gravity model of trade, the revealed
comparative advantage indicator and the production function, the main findings of this
study are that: (i) bilateral commercial trade is determined by economic size, income per
capita, distance between trading partners and the level of bilateral trade in goods; (ii)
China’s top five trading partners are Hong Kong, the United States, Japan, Korea and
Taiwan, with the lion’s share of flow with China not only in services but also in goods,
capital and people; (iii) the travel sector is the only service sector in which China has
comparative advantage; (iv) foreign direct investment would chase these service sectors
where either foreign affiliates have “location-specific advantages” or domestic
enterprises perform better than average in China. One implication of the last finding is
that the financial service sector in China can expect severe competition from foreign

affiliates following China’s commitment to WTO.
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