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The completion of the GATT Uruguay Round negotiation, the establishment of the World Trade Organization (WTO), together with the end of the Cold War and the economic transition in former planned economies signal that a new international economic order is emerging. This new international economic order is characterized by trade liberalization and multilateral economic cooperation.  In this order, the WTO is to be the “economic United Nations”, charged with implementing the GATT Uruguay Round agreements, settling trade disputes, and promoting a global free trade.

The validity and stability of the new international economic order largely depend on the effectiveness of the WTO.  To be a truly universal system, the WTO should incorporate all the leading economic powers, especially China and Russia, into the global system and bring them on the bandwagon of trade liberalization. Currently, China is still in the process of economic reform.  For this reason, some aspects of the Chinese economic system and trade policies have not yet met WTO standards.  At the same time, however, China has become an increasingly important country in the world economy. It is one of the largest and fastest-growing economies of the world in the past two decades.  China is too big to be changed and too important to be ignored.  “Keeping China outside the WTO, which no longer prevents it from playing a major role in real global trade, has become more costly for the multilateral trading system ”(MITI 1996).  Clearly, how to admit China as a member and to ensure it plays a constructive role in the new international order is a challenge for the WTO. 

What are the China’s objectives, efforts, and problems in its accession to the WTO? What is the main obstacles for China’s WTO membership? What will be the costs and benefits for the global economy from keeping China outside of the multilateral trading system?  This paper discusses these issues. 

AN EMERGING WORLD TRADING POWER


In discussing China’s WTO accession, it is important to understand China’s place in the global trading order.  Through almost 20 years of economic reforms and openness, China has clearly become a major participant in the world economy.      


Before it adopted an open-door policy in the late 1970s, China was almost completely isolated from the world.  By the end of the Cultural Revolution and before the economic reforms, China exported only $6.9 billion worth of merchandise in 1978, less than 1 percent of total world exports.  In spite of its large geographic size, rich natural resources, and large population it was the 34th largest exporting country in the world.

China has quickly become an important trading power. Its foreign trade has increased almost 15 percent annually in the past 20 years.  In less than two decades, the total value of China’s merchandise export has expanded more than 20-fold.  In 1996, China exported a total of $ 151 billion and imported a total of $ 139 billion worth of goods.  China’s total share of the world merchandise trade has reached 2.7 percent in 1996, and china became the ninth-largest exporting country in the world (fifth-largest if we count the European Union as one group).  If Hong Kong is included as part of China (excluding trade between the mainland and Hong Kong), then China is the fourth-largest trading power in the world.


China is a dominant exporter of labor-intensive products.  In 1995, China exported more than 20 percent of the world’s labor-intensive manufactured products.  China is the major exporter of textiles, toys, cotton, clothing, and shoe. It has an increasing share of world exports for radios, clocks, televisions, machinery, motorcycles, auto parts, and other manufactured goods. 


In the international capital market, China has become the second largest recipient (after the United States) of foreign investment.  Before reforms started in 1978, China rarely had any foreign direct investment.  This situation did not change much in early 1980s.  Total foreign investment from 1979 to 1982 was less than $ 12.5 billion, an average of about $3 billion per year.  In early 1990s, after Deng Xiaoping visited Southern China, China launched a new round of reforms and adopted more open foreign-investment policies.  High expected returns and tax exemptions attracted a record double-digit level of capital inflows in 1992.  The trend has continued as economic reforms have deepened. In 1996, China attracted commitments of $81.6 billion in investment from foreign countries, with an actual inflow of $54.8 billion. From 1979 to 1996, China’s total foreign investment was $283.4 billion, with most of that investment (71 percent) occurring after 1991.

CHINA’S OBJECTIVES AS A MEMBER OF THE GATT/WTO

As China becomes a leading trading power, it has an increasing incentive to join the WTO. A general objective for China is to further integrate its economy into the world trading system. “China’s economic relations with the world are simply too large and too pervasive to manage effectively through a maze of arbitrary, shifting, and unstable bilateral deals,” stated Renato Ruggiero, secretary general of the WTO, at a speech at Peking University in April 1997. China needs a stable and freer world market for export growth, especially for its labor-intensive products. It also needs high-tech imports for its industrialization and modernization. As a reforming economy, China wants a policy that facilitates interaction with other countries in order to establish an efficient market system. Thus, China desires to join the WTO and to play a constructive role in the new world economic order.

In particular, China wants to join the WTO in order to (1) obtain permanent most-favored-nation(MFN) trading status, (2) participate in a multilateral framework for dispute settlement, and (3) play an active role in writing rules for the future world trading order.

Obtain a Permanent Nondiscrimination Status in the World Trade Order

 Since China is not a member of the WTO, it does not automatically have MFN status with other trading partners.  It needs to negotiate trade agreements with each individual country.  So far, China has signed bilateral MFN agreements with more than 110 countries.  However, some of those agreements are not stable.  The annual review and debate of China MFN status in the United States has damaged Sino-U.S. economic relations since 1989. By joining the WTO China wants to ensure  stable and nondiscriminatory trade relations with all  countries.

Participate in a Multilateral Framework for Dispute Settlement

Currently, China’s economic relations with other countries are based on bilateral agreements.  As a nonmember of the WTO, the settlement of trade disputes between China and its trade partners largely depends on bilateral negotiations, many of which are settled by domestic legislation.  In recent years, there have been more than 200 “dumping” charges against China. When negotiations fail, unilateral trade sanctions and retaliation are often used as solutions.  As China integrates into the world economy and becomes a major trading power, an effective multilateral dispute settlement framework is needed for business security, fairness, and confidence.

Play an Active Role in Writing Rules for the Future


The GATT has completed its most recent round of trade negotiations, but the WTO is continuing in the effort to increase free. The WTO will resume negotiations on agriculture, services and other sectors in two years.  The continuing negotiations in the WTO are establishing rules for the future.  As an emerging and large world trading power, China does not want to stand on the sideline while others write the rules of the game.   


It is clear that there are benefits and adjustment costs for each country in the process of trade liberalization and globalization.  Each country tries to maximize its future gains and reduce its adjustment costs in the new order to be established by the multilateral negotiations.  China’s interests were not fully represented in past GATT negotiations, which makes China’s GATT/WTO accession very difficult. China can not afford to be left outside again during future rounds of negotiations. 

CHINA’S ACCESSION TO THE GATT/WTO AND TRADE RELATIONS

China’s effort to return to the world trade regime began in the late 1970s when China started its economic reforms and adopted the open-door policy. After more than 30 years of isolation and a centrally planned economy, both China and the GATT contracting countries needed time to understand each other before China’s re-entry into the GATT. China was granted observer status in the GATT and sent its first delegate to the 38th meeting of the contracting GATT parties in 1989.  On July 11, 1986, China formally requested resumption of its seat in the GATT.

A Working Party was established on March 4,1987, to start the process of China’s re-entry into the GATT.  The main tasks of the Working Party were to examine and evaluate China’s trading regime, define areas and timetables for negotiation and adjustment, and prepare a report for the GATT Council.  The Working Party had seven productive meetings in the period through  April 1989, but was suspended after the Tiananmen Square incident and not reconvened until 1992.

In 1992,which was a very important year in the history of China’s efforts to re-enter the GATT, the Working Party held three meetings and completed the general hearing and assessment of China’s trading system.  Negotiations on the commitment and conditions for entry into the GATT also started in 1992.  More significantly, China speeded up its reform in the direction of a market economy.


Following the conclusion of the Uruguay Round, China launched a major campaign to join the GATT.  China wanted to become a founding member of the new WTO.  Along with nationwide propaganda to promote the internationalization of the economy and disseminate knowledge on the GATT, China made a series of reforms in line with the GATT rules.

China’s reforms in its external sector include:  

1.Decentralization of Foreign Trade.

Prior to the reform, the Ministry of Foreign Trade conducted and controlled all trade.  Since 1988, foreign trade has been decentralized to local authorities and foreign trade corporations (FTCs).  In 1980, the central government controlled about 98 percent of total trade.  By 1991, only 11 percent of foreign trade was still controlled by the Ministry of Foreign Trade and Economic Cooperation (Garnaut and Huang, 1995; Zhang, 1993).  In the past two WTO working meetings, China indicated that it will release control on all trading rights after it becomes a member.

2.Reduction of tariff and Nontariff Barriers.
Since January 1992, China has reduced tariffs several times and brought the average rate down from 47.2 percent to 21.5 percent in 1997.China has also substantially reduced the number of goods subject to quotas and licensing.  By 1994, China had eliminated quotas and import licenses for 283 products. In May of 1994, China abolished another 195 quotas.  Currently, China has only 28 products (15 electronic goods and 13 others) that are still subject to import quotas and licenses, 8 (mainly agricultural products) that are subjected to nonquota licenses, and 103 that are subject to import registration.  

3.Elimination of Export Subsidies
In 1991, the Chinese government abolished all explicit export subsidies. From then on the FTCs had the responsibility for their own losses. .  

  4. Increases in Transparency
China issued a Foreign Trade Law on July 1, 1994, to make regulations more transparent.  It also started to change the method of allocating license from bureaucratic application procedure to open competition. 

           5. Foreign Exchange Reforms 

Reforms in foreign exchanges market converted the RMB official exchange rate to the market rate and abolished the dual exchange rate system on January 1, 1994;


Regardless of China’s effort and enthusiasm, the bilateral and multilateral negotiations were not very successful.  China was still not able to return to the GATT and join the WTO after decades.  The U.S.  attitude toward China is firm: “China must follow the rule of the WTO if it wants to join the international trade body,” remarked chief U.S. negotiator Charlene Barshefsky (quoted in Chong 1995).  The United States  insisted that China must meet all the WTO’s rules for accession.
  


On November 10, 1995, Barshefsky provided a “road map” for China’s accession.  China’s response was that this was a “positive initiative” but that it demanded too much (O’Ouinn 1996). China argued that the United States was obstructing China’s accession to the WTO for political reasons.  China’s economic system is much closer to the WTO requirements than the United States portrays, but the gaps between the two negotiating positions remain wide.


In February and in May of 1997, China and the WTO had another two rounds of  negotiations.  In both of these talks, both parties made compromises so that the negotiation made som0e progress.  China showed some flexibility on foreign trading rights, and the US indicated a willingness to compromise on the time requirements in the adjustment period. 

  
Currently, China is working with the United States and other major members for accession to the WTO, but it is not clear when and how China will be able to join the world’s most important trade organization. 

BARRIERS FOR CHINA TO ENTER  THE WTO

China has formally requested to renew its membership in the GATT and to join the WTO for more than 10 years.  The deadline proposed initially for China’s re-entry to the GATT was the end of 1989, but China is still outside the world trading system. Perhaps it is the most complex and difficult accession process in the history of the GATT.  Why is it so difficult for China to join the WTO even though China is already the world’s ninth-largest trading country?  According to Nicholas Lardy (1994), China, in some respects, is one of the more open economies in Asia: “Its economy is more open than that of other East Asian economies at comparable stages of economic development and in certain respects is even more open than they are now.”  What, then, are the main barriers or obstacles for China’s accession to the world trading system? 


There are many differences between China’s position and the demands made by the United States.  The main differences are: 


(1) China wants a gradual system adjustment, the United States wants a rapid change;


(2) The United States and other developed countries want to have special safeguard options to protect their economies against future import surges from China, but China does not accept this;


(3) China wants to maintain protective measures for its “infant industries” as a developing country but the United States does not agree to grant the full range of protective measures to China as it does to other developing countries.

 Gradual versus Rapid Adjustment 


In the area of tariff reduction,  China has reduced its average tariff rate from 47.2% to 21.5% in less than six years, but its rate is still high compared to other developing countries in the WTO.  China has indicated a willingness to cut its average tariff rate to 15% in three years for industrial products and six years for agricultural products, but the United States wants a 7% tariff rate as a precondition to accession to the WTO, and the European Union wants an 8 percent rate.


With regard to the trading license system.  China has offered to phase out the current trading license system in five years, but the United States is pushing for two to three years. In addition, the OECD countries have requested that China to open up its distribution sector within a few years, but China does not want do so until 2020.


Finally, with regard to discriminatory industrial and investment policies, China’s  current policies discriminate against foreign investors.  Foreign companies are restricted in certain sectors.  The United States, the European Union and Japan want China to change these policies upon accession, but China needs a much longer time to achieve these reforms.

 Safeguards vs. MFN


As a condition of accepting China into the WTO, the European Union wants to have the right to impose “safeguard” tariffs or quotas on China’s exports. China objects to this as a violation of  the MFN principle. As a precondition, the safeguard option will undermine the objective of China’s WTO accession.  China will be easily discriminated against even as a member of the WTO.

 Developing vs. Developed Country


China insists on developing-country status in accession to the GATT/WTO, but the United States wants China to enter the system as a developed country.  As a developing country, China can take a longer time to liberalize international trade and have more time to protect its “infant” industries.  By the World Bank’s definition, China is a developing country, but the United States argues that China is an “export powerhouse” (Chong, 1995).  The United States claims that China is so big and so significant in the world market, that China can not be treated as a regular developing country. In short, the United States wants China to liberalize trade and foreign investment before it becomes a member of the WTO

An Evaluation.


Is the United States asking for too much, or, are these requests minimal requirements for a new WTO member?  If we look at the history of the GATT, it is not difficult to find that China has experienced a more complex process and faced higher entry barriers than many other countries.  

The US and other OECD countries often claim that China is still not a market economy.  However, a full market economy is not a necessary condition for accession into the GATT/WTO.  When Poland joined the GATT in 1967, it was a centrally planned economy.  Poland undertook no tariff reductions, but pledged to increase imports from Western market economies by 7% per year.  The only condition on Romania’s entry was that it should increase imports from market economies at least as fast as total imports during its then-current five-year plan.  When Hungary entered the GATT in 1973, its tariff rate was 32% and it promised to reduce it to 21%.  Compared to these countries, China is a far more open and decentralized market economy in terms of importing goods and attracting investment from developed countries. China’s imports from the world market grew at almost a 17 percent annual rate.  Its average tariff rate is already down to 21.5%.  More importantly, China has been carrying out a market-oriented reform for 20 years. China has even officially announced that it has given up central planning in favor of a market economy. The achievement and trend of market-oriented reforms are so clear and so fundamental in China as to be unquestionable.


According to Chinese negotiators, the current WTO demands are much greater than they were in the late 1980s when China’s economy was much less open and free. As Lardy (1994) has pointed out , “It is time to recognize that the United States has already demanded and received more from China in terms of economic reforms than was demanded of other comparatively developed countries when they entered the GATT.”


Regarding the developing-versus developed-country argument, it is true that China is a large exporting country, but it should not be penalized for its good performance.  The GATT’s definition of a “developing country” (or less-developed country) is based on standards of living, not on export performance.  Therefore, the United States interpretation of China’s case is not justified. 


It is clear that China has experienced a much more complicated entry process into the GATT/WTO than many other countries.  Now, the question is, why do the United States and other WTO member countries push so hard and demand so much?  There are both economic and political reasons. Economically, China is growing too fast and becoming too important; politically, China is too independent and is still led by a Communist Party.


From an economic point of view,  the recent growth in China’s economy and the rapid increase in exports have made developed countries rather nervous about the future challenge from China.  One popular concern in the United States is: Will China become another Japan?  The United States has had a huge trade deficit with Japan for many years.  If China becomes another Japan, the potential for an even larger trade deficit is realistic.  The United States wants to learn a lesson from the past and access the Chinese market before this concern becomes a reality.


 A World Bank study shows that, under the Uruguay Round trade liberalization, China’s exports to the United States, the European Union, and Japan would increase by 40% (World Bank, 1993).  Many WTO member countries believe that China will receive large benefits by joining the WTO.  This belief gives a strong incentive to the United States and other countries to use this opportunity to demand more from China.


Politically, the United States and Western countries want to ensure that China’s market-oriented economic reforms continue.  They do not want Chinese state-owned enterprises to benefit from China’s WTO membership.  After the collapse of the former Soviet Union, China has become the number one target to be watched by the United States.  Clearly, the US and some other OECD countries are attempting to use this opportunity to maximize their access to the Chinese market and to shape the Chinese trade position in the new  world economic order. 

China’s Concerns and Choices

Can the US successfully reach its goals?  Will China make compromises in the WTO membership negotiations? The answer is rather pessimistic.

 So far, the Chinese government is reluctant to accept demands from the United States and the other major GATT/WTO contracting countries.  China is even willing to postpone its entry to the WTO.  It is not difficult to see the economic and political reasons behind the China’s action.

Slow Reform in State-Owned Enterprises


China’s main reason for rejecting the market accession conditions requested by the United States is to prevent domestic industries from failing.  As a developing country and a former planned economy, China has a large number of inefficient industrial sectors.  To avoid rapid social and political change and possible turmoil, China has adopted a gradual approach in its economic reforms.  The Chinese government understands the cost of slow reform in its state-owned enterprises (SOEs), but social stability is the first priority for the current political regime.


Table 1 shows the current situation in affected import-competing sectors.  These sectors do not have a comparative advantage or competitive advantage in international competition.  Research indicates that one-third of Chinese industries will face international competition once China enters the GATT/WTO.  These sectors account for almost 40% of China’s total industrial output value and about 30% of industrial employment. Furthermore, most of the firms in these sectors are SOEs with a very low level of efficiency.  The competition from domestic non-SOEs, including townships and village enterprises (TVEs) and joint ventures, has already caused many SOEs to suffer losses.  The Chinese government is hesitant to subject SOEs to more competition for fear of high unemployment and social unrest.

Table 1
China’s Industrial Sectors May be Affected by Accession to the WTO

(1994)

Manufacturing Sector
Output Value

(RMB billion)
Share  
Employees

(million)
Share

Chemical Materials & Products
380.3
7%
4.50
7%

Medical & Pharmaceutical Prod.
87.5
2%
0.97
1%

Smelting & Pressing
536.8
10%
4.47
7%

Metal Products
170.8
3%
1.96
3%

Transportation Equipment
318.6
6%
3.45
5%

Elect. Equipment and Machinery
232.7
5%
2.33
4%

Electronic and Telecom.
199.99
4%
1.63
2%







Total:
1926.6
38%
     19.31 
29%

Source: China Statistical Yearbook, 1995, State Statistical Bureau, PRC


On the other hand, China’s export sectors have already been decentralized.  Most enterprises in the export sector are not state owned.  Their activities are more profit-driven and market oriented.  In the past decades, despite difficulties in accessing foreign markets as a non-GATT member, China’s exports have grown at an average of 18.7 %, 11% higher than the world export growth rate, from 1978 to 1994.  Without being a member of the WTO, China’s export share in world trade has increased from less than 1% in 1978 to more than 4% in 1994.  Many of China’s labor-intensive products are already major exports in the world .  By joining the WTO, China’s exports will find it easier to enter foreign markets, but the situation may not improve that much in the short run.


Who in China supports the accession and who opposes it?  It is very clear that the majority of high-tech or capital-intensive sectors will face more competition and bear most of the adjustment costs.  These sectors are mainly owned or controlled by the state.  In the current situation, the state-owned import-competing groups have more political and economic influence in the central government than do the supporters of the export sector.  If China follows the “road map” provided by the United States and other developed countries, the market gain from the accession to WTO will be very marginal, while the internal adjustment costs will be very large.  Therefore, at the current stage of reform, it is unlikely that the Chinese government will fully commit to trade liberalization and open markets.
Rising Nationalist Sentiment


Since the 1989 Tiananman incident and the fall of the Soviet Bloc, the political relationship between the United States and China has deteriorated. (President Clinton’s recent visit, however, may have reversed or slowed this deterioration.) The U.S. resolution to oppose China’s Olympic bid, the Clinton administration’s invitation to Taiwan President Lee Tung Hui to visit the United States, the American news media’s constant China bashing, and the presence of U.S. naval ships in the Taiwan Strait during the missile crisis prior to Taiwan’s first democratic election have had very negative effects in China and have increased nationalist sentiment among the Chinese people and policymakers. It has become very popular to support the government in “saying no” to America and other Western countries.


Also, China is in a period of economic as well as political transition, and it is very difficult for the current Chinese leaders and WTO negotiators to accept all of the requests from the United States.  Any compromise to someone who is not friendly to China will be seen as a weak leadership.  The rising of nationalist sentiment makes it far more difficult for the Chinese government to be flexible on WTO accession.

PROSPECTS FOR CHINA’S ACCESSION TO THE WTO

The process of negotiation over China’s accession to the WTO is an international“game”. Both sides want to maximize gains through the process.  For the United States and the Western countries, it is an opportunity to access the Chinese market and formalize the future direction of China’s economic development.  For China, it is an important step in gaining international recognition and integrating itself into the world economy.


No one will disagree that bringing China into the WTO will benefit both China and the WTO member countries.
  The problem is how to accurately estimate the benefits and costs, and then to design a creative solution. Currently, the United States, Europe, and Japan may overestimate the net gain to China or underestimate the benefits they may have if they can bring China into the WTO earlier. On the other hand, China may underestimated the long-run gains of its integration into the world economy.  It is unlikely that China will accept the conditions proposed by the United States for both economic and political reasons
.  

China will not be admitted to the WTO in the near future unless the United States changes its global political and economic policy.  Considering the domestic situations, China is not ready yet for full commitment to the WTO principles. China will continue to reform its economic system and trade policies for its sake,  but it may take more time than Western countries wish. It is now up to the WTO to make the choice of adopting China as a special case or postponing China’s accession to the WTO.


Meanwhile, as an alternative, China will play an active role in APEC.  The “unilateral” and “voluntary” principles will make China more comfortable about deciding its own pace of reform and trade liberalization. “Peer pressure” from APEC countries will provide a positive external role in pushing China’s economic reform and trade liberalization, which, in turn, will pave a road for China to access to the WTO.   
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� .   This paper is prepared for the Cato Institute International Conference on  “China as a Global Economic Power: Market Reforms in the New Millennium”, Shanghai, June 15-18, 1997. 


� .  “It doesn’t matter whether you are Bangladesh or Brussels.  There are rules.  These will be the rules for China.” -- Charlene Barshefsky, Deputy United States Trade Representative, see Florence (1995)


� . There have been numerous studies on economic impact of China’s accession to the WTO (Drysdale and Elek, 1992; Lardy, 1994; Garnaut and Huang, 1995; Zhang and Warr, 1995; Drysdale, 1997, and many papers in China).  Many of these studies show that China’s accession to the WTO will not only benefit the Chinese economy, but also benefit most developed countries and the world economy. 





� . Speaking at the 30th General Meeting of the PBEC on June 20, 1997, Vice Premier Li Lanqing said that "China is ready to join WTO. However, China, being a developing country, adheres to the principle that rights and obligations should be in balance, and cannot commit itself to what exceeds its capacity and ability," he said. "Without China, the World Trade Organization can not fully exert its influence," 
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