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fteen years have seen enormous chan
substitution tow
foreign trade and a deeper integration into the world economy.
Reforrn in China's foreign trade policy has largely focused on i proving the export
regime but advances in the reform of the import regime have been relatively slow.
Although import planning has been more or less phased out and progress has been
made in reducing various import barriers, China's imports are still subject to a set of
overlapping restrictions such as high tariffs, import quotas and licensing and import
monopolies.
The emergence of China as a larger economy and trader underscores the need for
China to take fiu-ther bold steps in reforming its for
its l~gitimacyin the intemational trade arena. A
contribute to China's success in its bid to join th
liberalisation
Org~sation
>*

A c ~ o ~ o d a t i nChina's
g
growth is ow a big challenge for the intema~ionaltrading
community. It would not be desirable either for China or for the international
community for the current impasse in the negotiations on the conditions for
to drag on. A more pragmatic approach to resolve the issue of China's
ina to commit to the rules of the world system but not
les immediately upon entry, as lon
Australia's exports to China
China's r e s t ~ c t ~ tr
ve

grown subst~tiallybut h
ng support to China

reduce trade barriers, especially those which directly affect ~ustralia'sexports.

Reform of China's Foreign Trade Policy

I
With the abandoning of the Maoist legacy of self-sufficiency and import substitution in
favour of a policy of 'openness' that has encouraged foreign trade and investment since the
late 197Os, China has become one of the most dynamic trading countries in the world.
Total value of foreign trade grew from US$21 billion in 1978 to US$237 billion in 1994, a
spectacular ten-fold increase. Actual direct foreign investment into China grew from nil to
US$33.8 billion over the same period of time. China has now become firmly integrated
into the world economy with its trade dependence ratio (share of total value of foreign
trade in the total national output) having increased to over 30 per cent in 1994, a figure
which is much higher than what would be expected for a large country.'
The rapid increase in foreign trade and investment was due to successful reforms of
China's economic and foreign trade systems. Economic reform has led to increases in
productivity (through better allocation of economic resources and improvement in
efficiency) and hence to a higher growth rate of the Chinese economy. Real GNP has
quadrupled since 1978 providing an increasing amount of products for export and creating
both an increasing capacity and an ever growing need for imports. Reform of the foreign
trade system has led to an improvement in institutional supporting systems for foreign
trade and an incentive framework.
Despite the fact that much has been achieved in reforming China's foreign trade system,
China still has a long way to go in replacing direct administrative intervention with
indirect rice-based instruments for managing its trade policy, particularly with respect to
imports.2p Trade liberalisation has now become one of the top priorities in the marketisation
of the Chinese e ~ o n o m y . ~
China has become a much more important player in the international economy and trade
since reform and opening began in 1979. This raises an important issue about the need for
China to undertake further reform in its economic and foreign trade system in arder to
advance its credentials in the international trading community. It also raises a related issue
about the need of investment of efforts by the international trading community in the
accommodation of internationally-oriented growth in China. In fact, these two issues are
inter-related as the accommodation of China's growth by legitimating China's status in the
World Trade Organisation (WTO) will put pressure on, and provide assurances for, the
continuing economic and trade reform in China.
In recent years, there have been a growing number of studies which examine the issues of
economic and trade reform in China (for example, World Bank 1990; Drysdale and Elek
1992; Lardy 1992; Martin 1992a and b; Chai and Haishun 1993; World Bank 1994;
Drysdale and Song 1994; Garnaut and Huang 1994).4 This paper provides a snapshot
survey of these studies. Key issues of interest in this survey are:
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the main features of China's trade performance during the reform period including the
growth trends, changes in commodity structure and geographical distribution, the
degree of integration into the world economy and future growth prospects for trade.
the evolution of China's foreign trade system including reform of China's economic
system in general and of foreign trade and exchange system more specifically, areas
subject to further reforms and possible strategies for implementing these reforms.
China's participation in global and regional economic cooperation, particularly China's
re-entry into GATT/WTO and its role in APEC.
The issues covered by this survey have important policy implications for Australia.
Bilateral trade between Australia and China rose from US$1.29 billion in 1980 to US$3.9
billion in 1994, with China becoming a more important destination for Australia's exports.
But Australia's share of total Chinese imports declined over the same period, reflecting in
part the fact that Australia's exports are largely based on primary commodities whose real
price has showed a declining trend and whose trade with China has been affected by US
and European Union (EU) agriculture trade policy, and in part, the trade restrictions
imposed by China on such commodities as wool in which Australia has a distinctive
comparative advantage. It is important that Australia ensures China makes a firm
commitment to reduce these trade restrictions as part of its negotiations for accession to
the WTO.

Since launching the reform program in the late 1970s, China has experienced high growth
in its economy and trade. China's GNP growth rate reached, on an annual average basis,
over 9 per cent during 1978-94. The Chinese economy, if measured in a comparable
manner to other developing countries, is already the world's fourth largest after the US,
Japan and Germany.'
China's foreign trade has grown faster than its GNP, with exports having increased
elevenfold and imports more than ninefold during 19'78-94 (Figure 1). Particularly
impressive is the fact that the pace of trade expansion in recent years has accelerated
despite the higher base already achieved at the end of the last decade. In 1994, China
became the world's 1lth largest trader, having ranked only 34th in export trade and 58th in
the import trade at the end of 1 9 7 0 ~The
. ~ World Bank ascribes the remarkable growth of
China's export trade to institutional decentralisation, foreign investment, depreciation of
the real effective exchange rate and duty-free access to imported inputs for export
a ~ s e m b l yIncreases
.~
in exports have also enhanced China's capacity to import, but China's
imports tended to fluctuate more than exports mainly because of swings in domestic
economic activity and in policies.
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Sources: Statistical Yearbook of China 1994; People 's Daily

pansion of Chi
ompanied by a signi~cantshift
in the c o ~ o d i t ys t ~ c t u r e
relative resource
endowrnent (Table 1). Chin
labour intensive
products such as textile and clothing products, in which China has a distinctive
uring 1978-92, the share of labour intensiv products rose from
ense of exports of agricultural and mineral
ent mainly at th
intensive products. China's import trade i
sive products in
which China has a corn
indicates that China has
a typical 'export-led gr
developing countries h e already taken.
in China's export and i
destinations. In the case of
c countries as a group
become a more i m p o r t ~ t
with their
eased from 60.5 per cent in
(Table 2).
Kong was the most
important export destination for China, but a substantial portion of exports to Hong Kong
are reexported (about 60 p r cent since the 1990s). Japan's share of China's total exports
has declined since 1980 while that of the US has increased substantially, especially since
1990. Australia's share in hina's total exports has increased since the mid 1980s but the
absolute value has remain relatively small.
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Note:

The shares do not SUM to 100 due to the rounding errors.

Source: Gamaut and Huang (1 994).

acific countries have also become a more important source of Chinese in-iports.
Within the Asi -Pacific economies, Japan has the larg st share of China's total imports
but that share has tended to fluctuate considerably an
d o ~ w a since
~ ~ sthe mi
s from Japan reflects the sharp rise
1980s. The lar
oducers' goods from Japan to "
resultant shift i
quite stable at around 12 per cent during the past
decade. Unlike exports,
ong has been a much less important source of Chinese
per cent in 1994. Chinese imports from Australia
imports, accou
increased from US$1.1 billion in 1980 to US$2.5 billion, but Australia's share in Chinese
imports decreased fr
nt to 2.1 per cent over the same period. This indicates
performed by e x p o ~ e r from
s
other countries.
that Australian expo
One important development in China's bilateral trade relations since 1990 has been a shift
in China's trade with the U from a deficit into a surplus. According to Chinese figures,
figures put this
China's trade surplus with US reached US$7.5 billion in 1994. The
at there was no
number even hi her, at US$30 b i l l i ~ n However,
.~
lus
in
China's
overall
c
general tendenc
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8.6

5,179

8.3

21,461

17.7

4,40 1

24.3

7,206

26.3

26,650

42.9

32,365

26.7

224

1.2

187

0.7

455

0.7

1,489

1.2

1,319

7.3

3,581

13.1

5,411

8.7

11,3 12

9.4

10,959

60.5

19,435

71.0

46,706

75.2

88,200

72.8

EU

2,135

11.8

2,367

8.7

5,830

9.4

14,580

12.0

Rest of world

5,025

27.7

5,562

20.3

9,555

15.4

18,258

15.2

18,119

100.0

7,36

Japan

5,169

25.8

15,035

35.6

7,588

14.2

26,32 1

22.7

u.s

3,830

19.1

5,090

12.0

6,588

12.3

13,970

12.1

Hong Kong

1,253

6.3

4,797

11.4
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5.3
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2.7
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2.5
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2.1
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4.3
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u.s
Hong Kong
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Total
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100.
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Other APEC

60.

37

EU

2,726

13.6

6,390

15.1

8,350

15.7

16,939

14.6

Rest of world

5,109

25.5

7,025

16.6

8,103

15.2

23,020

19.9

Total
Notes:

100.0

100.

EU refers to EU12. EU for 1980 covers France, West G e ~ a n yItaly
, and U.K. only.

Sources: Statistical Yearbook of China, various issues; China's Customs Statistics, December 1994.

Since the beginning of e 199Os, booming foreign direct investment (F I) has become an
important factor behin he successful expansion drive of China's foreign trade. Foreign
direct investment, both pledged and actual, has grown rapidly in recent years (Figure 2).
The growing FDI has greatly improved China's export performance through the provision
of new technology and marketing skills. During 1990-94, the share of exports fro
in which there was foreign investment, in the total value of the count
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17.4 per cent to 28.4 per cent. Because there is a higher import intensit (imports as a
share of total output) of firms in which there is foreign investment, FDI has also
contributed significantly to the growth of imports in recent years.

IP

~

Foreign investment pledged

-Actual foreign investment

1

1980

1982

1984

1986

1988

1990

1992

1994

Source: Statistical yearbook of China, various issues; People's Daily March 1, 1995.

On the whole, China's economy has become increasingly open. This can be seen not only
in the increasing share of foreign trade in China's gross national product (GNP) but also in
the growing importance of China in the world's total trade. Growth in foreign trade has
been faster than that in GNP resulting in an increase in China's trade dependence ratio. As
shown in Figure 3, the real trade dependence ratio'' went up from 15 per cent in 1978 to
over 30 per cent in 1994, with imports accounting for 15 per cent. In 1994, China's share
of the world's total imports reached 2.7 per cent compared with less than 1 per cent in the
late 1970s.l 2
One question is whether the momentum of growth in China's foreign trade will continue in
future. Lau predicts that the share of exports in GNP will fall in future because the world
economy will have some difficulty in adjusting to a continued rapid expansion of China's
exports and there is a scope to increase the relative importance of internal demand.13
However, this view is challenged by Garnaut and Huang who argue:I4

... ,within an effective, rule-based international trading system, and with
continued trade liberalisation in the framework of the Uruguay Round settlement,
China's foreign trade will continue to grow more rapidly than output, although the
average trade growth rate of the reform era so far might reasonably be considered
an upper limit to future growth.
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Source: World Table, World Bank, International Economic ata Bank, the Australian National University.

plying this upper limit for growth rate, G a ~ a u t
estimate that China's share
e world's trade of goods and non-factor servic
1990 to 2.9 per c nt in 2000, and to 5.3 per cent in
that the challenge which China poses for adjustme
ialised economies would be
no greater than that which has already been faced in the rise of Japan in the 1960s or the
newly industrialised economies (NIEs) in the 1970s.
Garnaut and Huang's view is supported by
however, based on an understandi

ng whose argument is,
sation in the East Asian

Chinese economic mode~isationis no
endent event. In all major East
Asian economies, domestic market gr
as well as openness to i n t e ~ a t ~ o n a l
market disciplines have been key elements in the development of dynamic
comparative advantage and i~iternationallycompetitive economies. China is far
its full potential in the development of externally oriented
activities and will continue to realise signi~cantgains through trade, inve§tment
and technology flows and integration into the inte~ationaleconomy.

In sum, despite the large size of its domestic market, foreign trade appears now to have
become the main engine of growth for China and will continue to be so for some time to
come. Therefore, trade policy within and outside hina is critical to the gro
ects
for China's foreign trade and economy.
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Oli

Reform of foreign trade policy has played an important role in boosting China's foreign
trade since the late 1970s. The major thrust of trade reform was to turn away fiom a policy
of self-sufficiency or an import-substitution strategy towards a strategy of export-led
growth.
China's pre-reform foreign trade regime was an extre e example of import substitution.
Under that regime, foreign trade was regarded as a necessary evil which had no merit in
itself and which could not contribute substantially to a viable strategy for China's
development? The main role of foreign trade was to make up for domestic shortages by
imports and to smooth out excessive supplies of domestic goods by exports within the
framework of the national economic plan. Foreign trade was heavily controlled by the
central government with a very limited number of foreign trade corporations (FTCs)
allowed to be in the foreign trade business. Prices, including the foreign exchange rate, had
virtually no role in resource allocation.
Trade reform has been closely related to broader economic reform in China which was
initiated in December 1978 at the Third Plenum of the 11th Central Committee of the
Chinese Communist Party, when Deng Xiaoping assumed power. There are two major
components in the Chinese economic reform program: one is decentralisation of economic
decision-making power and the other is rationalisation of prices based on market forces.
These two elements, interacting with each other, have contributed to the transformation of
China's economic system from one in which, at the start of the reform period, nearly all
economic activities were planned, to one in which the market mechanism now plays a
major role in determining prices of both consumer and producer goods. Recent reports
show that as a result of successfiil economic reform over the past fifteen years the state's
share of total national output now accounts for less than 50 per cent. In addition, over 90
per cent of consumer goods and 85 per cent of producer goods are now transacted at prices
set by the market.
Trade reform has followed basically the same strands of broader economic reform. It has
involved decentralisation of trading rights and restoration of price-based incentives mainly
through refom of the foreign exchange system.

Decentralisation of foreign trade rights
Trade reform in China started with the decentralisation of trading rights to local
authorities, industrial ministries and production enterprises. This also has been
accompanied by a substantial reduction in the scope of direct foreign trade planning.
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a reduction in th
th
trade

national
trad plan. rior to
plan governed near1
00 export c o ~ o d i t i
comprehensive, cove
per cent of Chinese imports.2
r, aAer successive
reductions in the scale of the foreign trade plan over the past fifteen years, the number of
plan-controlled export commodities has been reduced to 38 and import commodities to
11.23
For the limited number of commodities which were still subject to foreign trade planning,
the nature of plannin has also changed. Mandatory laming was subsided and replaced
by guidance or indirect plannin which is less specific and n ~ n - b i n d i n g . ~ ~

s of decentralising its foreign trade tivities, the Chinese g o v e ~ e n has
t
macro economiG control and irnprov
administrative system g o v e ~ i n g
foreign trade, includin~th im~lementationof a more rational approach to the regulation
of foreign trade throu
ore effective m ~ a g e m e n tof exchange rates, Gusto
taxes and credits.

eform of th

m

A further element in th reform. of China's fo
to firms for engaging in foreign trade. This
China's foreign exchange system.

stem was to provide incentives

Before the 1980s, there s stringent control of foreig xchange in China. The exchan
rate had little role in i
encing the allocation of r
rces and performed largely an
accounting f ~ n ~ t i oUnder
n . ~ ~this system, Chinese ent
ses had little incentive to export.
They were paid in domestic currency for the goods d
ed to foreign trade c
The price they received was the same regardless of whether goods were sold
rises gained no explicit claim to the use of any of the forei
earned.26
Since 1979, there have been substantial reforms in the foreign exchange system in
Wu, in his analysis of China's foreign exchan
e 1979,27 identifie
es of reform: the foreign exchan
adjustment system
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e

ouble track syste

in this
and the other was
yuan in 1994) for

79, Under this system,
o v e m e n t administration were
the foreign exchange they earned
n exchange was small

The foreign ex~hanger
exporting enterprise
allowed to retain the ri
above the level set b
during this period an
Although the relaxation of forei
devaluation of

was substantial
as the Internal
cost of earning a US
ollar (Figure 4). This

-_

do llar

1
Note:

1982

1984

Exchange rate is in annual average.

Source: Wu (1995)
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the whole economic system was at that time in its early stage and planning still dominated
the system. Moreover, there was a lack of well-developed secondary markets, which
undermined the effectiveness of the incentive system.

1987-93: Dual ~orejgnexc~angesystem
More market-oriented reforms to China's foreign exchange regime began with the formal
introduction of a swap market or s condary market2* in late 1986. This was the beginning
of the transition from a planned foreign exchange regime towards one which was more

Although there were substantial devaluations in the first half of 1980s, the foreign
exchange rate in China was still o v e ~ a l u e din the mid 1980s. This can be seen in the
yuan on the swap market from 1986 (Figur
substantial devaluation of
After the introduction of the swap market, its importance grew substantially. By 1993,
80 per cent of foreign exchange earnings were priced at the sw rate.29 This clearly
indicated that market forces had already played a dominant role in determining the foreign
exchange rate.
retention system and to
At this stage, China continued to ap ly the foreign exch
increase retention rates. Considerably igher rates were ap
orations trading in
priority sectors ____ light industries, arts and crafts, clothing, machinery,
nd to open coastal cities and special economic zones such
eng. Incentives provided by this system for firms t
foreign trade were because: (1) the emerg~nceof the swap market and the devaluation on
that market allowed firms to make higher earnings on their exports; (2) the declining
importance of the plan in the national economy and in foreign trade meant that there were
less import restrictions, which allowed firms to i
rt technology and raw materials in
their export-oriented production or to import it
which sold well on the domestic
market and hence allowed them to make even higher returns than those on the swa
market.
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systematically analyse

per cent using a Computabl
The results show an appre
expansion of GN , trade volume
s of the double-track foreign exchange system, reform in this
hina's export performance. ithin just seven years China's total
exports tripled, rising from US$3 1 billion in 1986 to US$92 billion in 1993 (Figure 1).

After 7994: Foreign exc~angerate re-uni~cation
At the beginning of 1994, China took another bold step in reforming its foreign exchange
regime. The main features of this round of reform included (1) unifying the official and
market exchan
y merging the former wit
latter; (2) abolishing the foreign
on system and r
settlement system for all export
er-bank foreign exchange market with a
earnings; (3) replacing the swap
system of managed float; and (4
a1 procedures for acquiring and
using foreign exchange
e double-track system, the exchange rate for
has remained
even a~preciatedslightly thanks to improvements in the reserve
rowth in exports (in 1994, China's exports grew by over 30 per
onths of 1995 by 37 per cent) and continuing inflows of foreign
capital (Figure 2).
The 1994 reform con
a watershed in China's efforts to bring the Chinese c u ~ e n c y
towards full convert
. In view of the remarkable export performance f o l l o ~ i n g
hinese officials are now talking
uni~cationand achieving a stable un
about achieving full convertibility of
One important implication of the 1994 reform is that foreign exchange control will no
longer be a major i n s t ~ m e n for
t controlling imports.
market forces dominating the
economy and increasing responsiveness of firms to price signals, other measures (such as
quotas and tariffs) will become more important factors influencing China's future foreign
trade.
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tur
Past reform of Chin 's foreign trade and excha
introducing measures to stimulate exports.
respect to reduction in tr
34

Since the late 1980s, as a part o China's bid to attain flu11 membership status in th
and as part of its bilateral trad negotiations wi
e US, China unilaterally undertook
several cuts in its import t iffs. In 1991,
a reduced tariffs on 265 import
egulatory duties on imports were abolished in 1992. From December 1993,
China adjusted import tariffs on 2 898 commodities, reducing the average tariff rates by
9 per cent.
pite these reductions, import tariffs remain high by international standards (Table 3).
China's 1992 average rate, measured on a trade weighted basis, was equal to that of
and was the third highest among the listed countries.

Country

ear

Unweighted Trade weigh- No. of rates
Standard
Duty collection
deviation (YO) rate (%)
mean (%) ted mean (%)

Argentina

1987

21.8

17.1

37.0

24.3

16.1

Brazil

1987

47.8

31.9

34.0

17.1

6.9

China

1992

42.8

31.9

69.0

30.0

5.6

Colombia

1992

16.4

15.1

26 .O

20.3

16.7

Egypt
Hungary

1991

31.0

na

16.0

31.0

17.0

1989

15.1

na

78.0

13.7

9.6-

India

1986

99.6

54.8

13.0

50.1

51.2

Kenya

1987

40.0

na

22.0

21.5

15.6

Pakistan

1990

64.8

35.9

15.0

41.4

30.8

27.9

na

8.0

15.1

15.6

Phi lippines

*

Source: World Bank (1994), p. 56.

ne point worth noting about Table 3 is that the rate of act
revenue divided by total v
high levels of

s which were used in
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calculated duty collection ratio
mple illustrates this point
China imposes a much higher
r goods. In some cases (for
hat they sometimes become
prohibitive. In the extreme case, there could be zero imports. This is obviously a source of
bias, if the duty collection ratio is used as an indicator for effective protection.
On the other hand,
on data suggest that there appears to be considerable
'water in tariff (which means that tariffs are not binding constraints on imports) for many
se industries in a broad range of import categories are globally
e this tariff redundancy indicates that the effective protection rate is
e nominal rate, the existence of such tariff barriers could
become a threat to China's trading partners in fbture.

Manufacturing
Country

Agriculture

Consumer

Intermediate

Capital

Argentina

20.9

27.2

13.3

20.7

23.8

Brazil

38.7

21.8

66.0

39.4

47.9

China

35.0

20.0

65.0

29.0

28.0

Colombia

19.7

14.1

39.7

22.2

20.8

Egypt
Hungary

22.0

14.0

50.3

22.8

19.2

11.7

5.4

16.8

9.3

20.7

India

76.6

84.2

101.8

111.0

83.2

Pakistan

62.7

35.5

88.5

57.0

44.0

Philippines

32.5

13.0

38.3

23.1

21.7

Source: World Bank (1 994), p. 56.
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istrative control
addition to tariff and quota restrictio
trative control is to assign import rights
this process '~analisation'.~~
Current1
t to canalisation, including such im
wheat, fertilisers, rubber, steel products, timber, wool, ac lic fibre and cotton. These
products accounted for 32 per cent of total imports in 1993.38
Although in most cases trading rights are assigned to more than one FTC, it is not unusual
for FTCs to be in collusion with the g o v e ~ e n tadministration. This is because
canalisation gives FTCs import monopolies and FTCs have a vested interest in retaining
r by adopting a cooperativ
In sum, despite substantial decline in trade planning since 1979, hina still operates a
relatively complex trad
icularly with respect to imports. As the importance of
import planning has s
foreign e x c h ~ g econtrol has be n relaxed, border
restrictions and administrative controls stand out as the main i n s t ~ m e n t sfor controlling
ime has been recognise
imports. The need to have a fiirther reform in China's
rtners.
by the Chinese gov
ent as well as by China's major
suggests that China is currently well positioned to implement bo1
measures in the area of import liberalisation because of:
its comfortable reserve position;
the advanced state of price ref0
role of the non-state sector an

ornestic r e s o ~ ~ e

allocation; and
evidence of tariff redundancy which implies that cuts in tariffs and non-tariff barriers
s) will not entail major contractions even in the ost protected sectors such as
textiles and machine^.
The World Bank also argues that the early implementatiQn of a bold program of im
liberalisation will contribute to the growing momentum of hina's drive to become a h l l
member of the international trading community. It can also lp improve the
state-owned firms which has been a mountin c Q n c e ~ Furthermore,
.
given China's
positive outlook on exports an the availability of e x t e ~ a capital,
l
in~ludi
favourable balance of p a y ~ e n t situation leaves much sco
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about 22 per cent from a current 35.9 per cent.39

With deeper integration into the world economy, China has shown a strong interest in
seeking global and regional conomic and trade cooperation through mechanisms such as
China made its formal
1986. WTO membersh
relations with its tradin
settlement.

lication for re-joining the GATT (now the WTO) on 10 July
desirable for China as it will cement non-discriminatory trade
rs and give China access to a rules-based system of dispute

membership, China has accelerated refom in its
its application for
. China has also started to proceed unilaterally wit
liberalisation p
cember 1994 when the United States,
membership was rej
it should be admitted as a developing
rs, contested China's
commitments on the pace and exte of trade liberali
.Weste~
that China's accession must be bas
rules and
the achievement of m e a n i n g ~ l

China's bid for

Failure to enter the
was a s t u ~ i n gsetback for China as it had put a high
becoming a founding member of
s more signi~cantis the
fact that liberal forces within China wh
-entry as a means
of assurance for continuing reforrns found themselves politically exposed.
China now seems to be in no hurry for accession and some voices even query the value of
TO requires that China make substantial on cessions in
terms of foreign access to its domestic market and this could be politicised in the current
u n c e ~ a i npolitical and economic transition p e r i ~ d . It
~ ' appears that at present none in the
Chinese leadership could risk taking a clear stand on the extent of Chinese concessions
. The current standstill, if
because of the dif~cultyof building a coalition of sup

members hi^.^' ~ c c e s s i o nto the

16

fo
on

as a developing or developed cou
There are some major differenc in the entry requirements betw
developing and
developed country. Membership ased on a developing count
eans that Chin
has to commit much less in terms of extent and pace of trade ref0
China's entry based on a developed country basis would require a
xtent and faster
pace of trade liberalisation. But if China's admission to the TO has to be based on a
veloped country basi
tance, under the U
enforced, and developed coun
omply in this time
year. But China does not at
frame.43
It seems now critical to define an end point to China's achieving equal status within
.44 The d e ~ n i t i o nof such an end point is by no means an easy task as no
sts by which to set th standards for China's entry. For that reason, Drysdale
and his colleagues
that the resolution of terms of entry requires a considerable
measure of trust an
standing which will not be a hieved at the high political level.
They propose neg
a binding agreement at the outset, which provides for full
a protocol base
, in return for agree
membership in the
er removal of q
m s steps such
set out the tirnetab
to trade.

A key argument behind this idea is that 'China has a good record in terms of adhering to
inte~ationalu n d e ~ a k i
full compliance with

agreement to a
cted to be

ture program of ref0

Another argument is that in view of the 'gradualist' approach being taken to re
Chinese economic system and its apparent success in the past, the internati
community should allow some time for China to adjust its trade policy to the full
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disputes (cu~entlyunder discussion), even if more limited than the WTO. As China is not
yet a WTO member, A
ative framework for solving trade disputes.
' approach to trade liberalisation, which
Third, APEC adopts a
China feels more comfortable with in
ing the pace and scope of its own trade
liberal is at ion^
1intw0rth~~
notes that China's APEC
large part, at dealing with
try. By using the tactic of
the US which has been a main obsta
hina hopes to moderate
coalition building among m
America's tough stance on
ber countries are now
should play a complementa~role in defining the te
, for example, the deve ment of the idea that China
to meet all those rules immediately upon
rules of the world trading system but not n
entry while adopting a definite timetable for meeting its commitments.
major challenge for
In sum, the emergence of China
both global and regional trading
global and regional
economic cooperation will greatly affect the world trade syst
tiation of the issues
of China's involvement in the world system is impo~antto successful management of the
adjustments involved, both for China and the rest of the world.

China's success in im~lementingeconomic ref0
and the open-door policy and in
generating high growth and increased trade and investment has had a significant impact on
the world economy, particularly on the countries in the Asia- acific region including
Australia. Trade between Australia and China has grown rapidly, especially since 1990.
Total trade between the two countries more than double
China Australia's sixth largest tradin partner. There is
trade growth given the close economic co plementarity between the economies.
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commodity trade betwe
ino-Australia~tra

8

rtance of bilateral trade
(from 2.5 per cent in
ent in 1985 to 1.7
China's exports to Aust
by labour-intensiv products (accounti~g
for 65-74 per cent duri
ina's imports from Australia were mainly
agriculture- and mineral-intensive products (accounting for over 60 per cent of the total
in most years).
The decline in the importance of Australia
1 trade is worthy of note. As
result of a drop in Australia's
indicated in Table 2, the main sourc
share of China's total imports. M i l e there were many factors assumed for the decline in
Australia's share of China's imports (for example,
decline of real Commodity prices and
heavily subsidised agricultural exports from the
and EU), China's restrictive import
policy was clearly one contributing factor.
a direct impact on Australia's exports. The most
China's import control poli
s been Australia's top export c o ~ o d i t yto China,
important example is wool.
accounting for over 20 per cent in 1994. But import of wool into China has been
constrained by both tariff and non-tariff measures such as import quotas and import
monopolies.
Negotiations between Australia and China over the issue of market access for wool in the
context of China's CATT/WT
g on for some time, but has proven to
be difficult. The Chinese gov
ime for wool i ~ ~ o r t s
on the grounds that domesti
roducers need to
olitical reasons.
This scheme raises domestic prices, decreases demand and also imposes an automatic
quantitative upper limit to imports from the world ~ a r k e t .
The main issue that has arisen in the recent bilateral negotiations between China an
increase in wool imports in the
Australia is how to set the quota base.
ports based either on the three
past two years, China is still seeking a
year average of imports for 1991-93 or five year average between 1990-94. These periods
include some years of relatively low imports which means that a substantial portion of the
current import demand would be unmet. If this eventuates, the proposed tariff-quota
a~angementfor wool imports would e more restrictive than the current arrangement and
the Australian wool industry would be left worse-off than before Sino-Australian
negotiations began.49
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na's tariff structure on steel escalates by degree of
vely low trade barriers for raw materials and these allow
ket in China, there are more restrictive policies on the
finished steel products and these reduce imports of finished products, which in turn coul
lead to a reduction in demand for Australia's iron ores from other East Asian su
steel products.

In summary, the choice of trade policy regime in China has important implications for
Australia. While giving support to China for an early accession to the WTO, it is important
for Australia to receiv a firm commitment from China to reduce trad
particularly those which irectly affect Australia's exports.
There may be interest in lifting the negotiations of Australia's trade interests related to
China's accession to the WTO, to a higher political level in the relationship, given their
to Australia directly and indirectly and given the importance of China's
the future of the regional and lobal trade system.
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