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1. Introduction

China’s breathtaking economic development is one of the most fundamental
changes in the postwar world economy. Through the remarkable economic growth,
Chinese people could escape from absolute poverty within three decades. A World
Bank report shows some 600 million Chinese were taken out of poverty between
1981 and 2004." It was caused by the sustained economic development between
1978 and 2011 during which Chinese economy recorded an annual GDP growth
rate of 9.89 percent in average.2 Through successful economic development, China
became the second-largest economy in 2010 and the largest trading nation by
2013.” In terms of per capita income, China also has become a respectable upper-
middle-income country, as classified by the World Bank," with the GNI per capita
of USD 7,590 as of 2014.”

China owes much of its economic growth to the successful expansion of trade.
From 1980 to 2012, China’s annual trade increase was 15.6 percent, exceeding
its annual economic growth rate.” It shows the expansion in international trade
was leading economic growth. China has also adopted the growth strategy of
outward-orientation and expanded trade.” As a result of sustained trade expansion,
China became the world’s largest exporter of merchandise goods and the second
largest importer of merchandise goods and commercial services (excluding intra-
EU trade) in 2013.° China’s trade is expected to keep expanding, which would,
by 2030, account for 15 percent of world exports.9 China is indeed the factory
and (more recently) the market of the world," an acclaim that such hegemonic
countries as Britain and the US once had in history. This fast economic growth
was, however, slowing down to 7.4 percent by 2014." 1t was a little lower than
the annual growth for the previous decades, but still very robust. Few economists
expect that China will soon step down from its position as a major engine of
world’s economy and trade.”

This research will review and evaluate China’s economic development and
trade policies under the WTO. This paper is composed of four parts including a
short introduction and conclusion. Part two will discuss China’s economic reform
prior to its accession into the WTO in 2001. That part will particularly examines
China’s commitments under the WTO and the resulting compliance issues. Part
three will analyze the major characteristics of China’s industrial and trade policies.
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Some of China’s current trade and development initiatives, such as One Belt, One
Road (“OBOR”) initiative and the Shanghai Free-Trade Zone (“FTZ”), are also
examined.

2. China’s Foreign Trade Initiatives:
From the ‘Open Door’ to the WTO

A. Trade Reforms under Deng Xiaoping

When the People’s Republic of China was established in Mainland as a socialist
country in 1949, the Chinese government began initiating the state-planned
socialistic economy. In 1978, Chinese leadership under Deng Xiaoping gradually
introduced a market component as a series of reforms.” This “reform and open
door”’ policy introduced a number of reform measures to decentralize international
trade ' which had been under the state control.” These measures included: @)
extension of ‘trading rights,” which had been exclusively vested with the state; (2)
liberalization of import and export prices; (3) introduction of tariff and nontariff
trade measures compliant with the international practice; (4) devaluation of
the Chinese currency (Renminbi); and (5) provision of incentives for foreign
investment and allowance of trade by foreign-funded firms.'® The state still
controlled much of economy, but these reforms introduced a substantial market
element allowing some private sector autonomy in international trade."”

Among the most significant reform measures was the diversification of trading
rights. Before the reform, only twelve specialized corporations were granted
exclusive trading rights.18 At that time, central state planning controlled trading
arrangements. As the reform progressed, however, trading rights were granted to
additional domestic companies; by 2001, over 35,000 companies obtained foreign
trade licenses, and by then, their trade was no longer subject to state planning.19
In addition, tariffs and non-tariff measures, the conventional tools of the market
economy to regulate trade, replaced import planning. The average tariff rates
were very high in the beginning - 56 percent in 1982.” These rates have been
systematically reduced, down to the average MFN rate of 15 percent by 2001 2

Licenses and quotas were also adopted to regulate international trade and
replaced state planning in trade. As trade has continued to be liberalized since the
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early 1980s, the extent of commodities subject to licensing restrictions accounted
for only 8.5 percent of all imports.22 A series of legal developments has also
shown China’s transition from administrative control to the “rule of law” in the
governance of international trade. * China adopted laws and regulations governing
international trade in the late 1990s, such as the 1997 Anti-dumping Regulations,
the 1999 Provisional Regulations on Government Procurement, and the 1999
Competitive Bidding Law.”

B. China’s Commitments under the WTO

China initiated economic reform in the 1980s and promoted it throughout the
1990s via substantial economic integration with the rest of the world. However,
it took fifteen years for China to join the WTO. This delay was caused primarily
by the widespread concern among the WTO Members, including the US and
the EU, about the substantial impact that China, with massive economic and
trade capacities, would have on their trade and economies. They expected their
own domestic industries to face intense competition from China’s large export
industries as a result of China’s accession into the WTO. China’s reduced but still
substantial state involvement in the economy was another concern as the state
provides key support for export industries under its ownership or control. These
concerns led to broader and stricter terms of accession than any other Member had
to accept.”

China made a series of commitments, as a condition to the WTO accession,
such as improved market access for imports, including further reductions in tariff
and nontariff barriers; extension of trading rights to both foreign and domestic
firms; greater market access in the areas of telecommunication, banking, and
insurance; grant of direct distribution rights within China; and greater protection
of intellectual property rights. Moreover, China agreed to substantial ‘transparency
commitments,’26 including publication of trade-related laws, regulations, and
other measures.” This transparency obligation was extended to China’s rule-
making process which committed China to grant a reasonable period of time for
the general public to provide a comment before implementing new trade-related
laws, regulations, and measures.” Additional WTO-plus transparency obligations
were addressed for China, including the creation of a single inquiry point with a
pre-set timeframe for response29 and a special Transitional Review Mechanism for
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China.”

Lardy noted: “The scope and depth of China’s market access commitments
compare favorably with those of other WTO members.””' The extent of China’s
commitments exceeded those of most other countries that had joined the WTO.”
China agreed to discriminatory treatment under the WTO-plus obligations such
as product-specific safeguard measures applicable only to the imports from
China.” China viewed these commitments as a price for integrating itself into
the global trading system which, in turn, would grant China market access and
the MFN terms for further trade expansion and economic development. As the
implementation of such extensive commitments would cause difficulties, however,
commentators have raised doubts about China’s capability of meeting its far-
reaching obligations.34

C. Compliance Issues

Two important structural impediments to China’s compliance of its commitments
under the WTO have been observed. One was “the less than fully developed state
of domestic institutions, especially the legal system supporting the market,”” and
the other was the independent powers of provincial and local governments, which
were extensive on economic issues. The local autonomy, which is inevitably given
the vast size of the country, may impede the implementation of WTO commitments,
even if the central people’s government was fully committed to the implementation
of those commitments.” China, unlike the US or Brazil, is not a federal state, so
that the will of the central government in Beijing should be implemented at any
local level. Nevertheless, the huge territory encompassing the population of over
1.3 population could make the task of consistent implementation of the WTO
obligations over the country very difficult, if not entirely impossible.

Given this structural difficulty, China has made considerable efforts to implement
its obligations and commitments under the WTO in the years immediately before and
after accession, showing its willingness to integrate. China has positively reviewed
its own implementation record since the WTO accession. Shouwen Wang,
Minister of Commerce of China, stated in the 2014 Trade Policy Review session
that: “China has one of the best track records of implementing WTO rulings ... [S]
ince its accession to the WTO, China has actively assumed its due responsibility
as a major developing trading nation.””’ Before this review, the Director-General
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of the WTO had already concluded that China’s five year’s compliance record
deserved an ‘A+" mark in 2006.” Given the unprecedented width and depth of
China’s commitments under the WTO,” it appears that China has made significant
efforts to implement the commitments.

However, according to some other Members, China’s implementation record
is rather a mixed one. The 2014 Trade Policy Review for China raised major
concerns about China’s compliance, including: the role of state-owned enterprises
(“SOEs”) and government involvement in economic activities with respect to the
allocation of resources; China’s anti-dumping (“AD”) investigation practices and
measures; and transparency.40 Several countries, including the US, Switzerland,
Norway, the EU, Canada, and Australia, also shared the view that the SOEs in
China tend to benefit from the provision of cheap inputs and credit from the
Chinese government.41 These Members pointed out that such kind of government
intervention affects the allocation of resources and the competitive conditions of
companies in and outside China.”

China’s AD investigation practices are another issue that raises concern
among Members. Several Members have raised issues regarding transparency of
injury determinations by China’s Ministry of Commerce (“MOFCOM”) and the
standards used for those determinations, including margin calculations. The US
observed:

[The] pattern of conduct by China’s Ministry of Commerce ... seemed to be a
reflexive resort to domestic trade remedy investigations and duties in response to
legitimate actions taken by the United States or other trading partners under their
trade remedies laws. We explained that this type of apparently retaliatory conduct,
which is specifically provided for under Chinese law, is at odds with fundamental
WTO principles, and that the WTO’s dispute settlement mechanism, not the
immediate initiation of a new trade remedy investigation, is the appropriate means

. , .8
to try to resolve concerns about a trading partner’s actions.

Several Members have also raised concerns about China’s implementation of
transparency obligations. The US stated that the lack of available translations
can create significant challenges when trying to understand and navigate China’s
trade and investment regime, noting the Secretariat’s concern about its inability to
conduct the review because underlying documents were not available for various
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reasons or were only available in the Chinese language without translation.”
The EU also emphasized: “Given the important role the Government plays in
the Chinese economy, the need for China to comply with its obligations is all the
greater.”45

D. China’s Participation in the WTO Dispute Settlement Process: From Passive

Rule-Taker to Active Player with a Leadership Potential
China, having been excluded from the Uruguay Round negotiations, did not
have an opportunity to particulate in the rule-making of the WTO. From the
launch of the WTO to its accession into the WTO in 2001 as well as for several
years since then, China remained largely as a rule-taker unable to affect the
regulatory environment of the WTO that has significant impact on China’s trade
interests. The stringent terms of China’s WTO accession” reflected this reality.
As discussed earlier, China accepted these terms and the existing WTO rules that
would constrain its policy space in trade and economy, in return for market access
that China considered essential for continuing economic development. Given
China’s importance and influence in world trade and economy, however, it was
unlikely that China would remain as a rule-taker for long.

China’s passive stance indeed changed around 2006 when it began to
participate in the WTO dispute settlement procedure in a significantly increased
number.”” The WTO mandates a trade dispute under the Dispute Settlement
Understanding (“DSU”)." A Member is not permitted to retaliate unilaterally
against a trade rule violation” and is required to refer the matter to the WTO
Dispute Settlement Body (“DSB”) for adjudication.50 The decisions of the WTO
DSB, which adopt the recommendations of dispute settlement panels and the
Appellate Body,51 determines the way in which the WTO rules are interpreted and
applied. Also, by actively participating in the WTO dispute settlement process, a
Member may indeed become an active player protecting its own trade interests.

China has adopted this path. According to the WTO record, China participated
in 13 cases as a petitioner, 34 cases as a respondent, and 130 cases as a third
party participant.52 This number is remarkable, considering that China’s WTO
accession was 15 years later than most other Members. For the past fifteen years,
China participated in more trade dispute cases as a direct party (i.e. a petitioner or
a respondent) than some of the other major trading nations and inaugural WTO
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Members, such as Japan, and South Korea.” Only Canada, the US, and the EU
have more trade dispute cases than China has.” China’s participation in the WTO
dispute settlement system is expected to increase for the coming years.

China has fared well in the WTO dispute settlement process; it prevailed in its
first dispute case as a petitioner in 2002 against the Us,” leading to the withdrawal
of safeguard measures on steel products. It has recently won several cases against
the US with respect to the latter’s AD and CVD measures on exports from China.”
Even some of the losses that China sustained in the WTO dispute cases were
beneficial to China in the sense that those helped China to revise its trade policies
and strategies. In a trade dispute that involved rare earth minerals,”” China’s export
restrictions on certain minerals in order to secure supplies for its own industries
were not endorsed by the WTO, although one might consider that such protection
could be a legitimate national interest.” Although China argued that the export
restrictions were also necessary to protect its environmental interests, they were
not upheld due to ambiguities in China’s laws and regulations.59 The outcome of
this case would help China to devise an industrial policy which will better comply
with its obligations under the WTO rules and streamline its laws and regulations
for improved clarity and certainty.

China’s stance in the WTO dispute cases will also have a systematic effect on
the WTO. The world’s largest trader’s active participation in the WTO dispute
settlement procedure will help maintain the legitimacy of the dispute settlement
process, which is among the most important roles of the WTO. Its compliance with
the DSB decisions will be the key to maintaining the stability of the international
trading system. China has indeed become an active WTO player and no longer
a passive rule-taker. Coupled with its increasing involvement and leadership
in other trade forums such as regional trade agreements (“RTAs”), as discussed
below, China is expected to play an essential role in leading international trade
potentially competing with the existing gigantic traders such as the US.” The
prospect of competing for the leadership set aside, the focus of China, still being
a developing country with lower per-capita income than the other developed
countries,” remains continued economic development.
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3. China’s Trade Policies in the Context
of Economic Development

A. ‘Gradual’ Liberalization

The single undertaking approach under the WTO and China’s WTO-plus
commitments reflected the Washington Consensus.” The major concerns about
China’s compliance with its obligations and commitments also revolve around
the extent to which the Chinese government has been involved in its economic
development. Direct government control over the economy has been diminishing,
but China’s SOEs continue to dominate a number of sectors, such as petroleum
and mining, telecommunications, utilities, transportation, and various other
industrial sectors, including those investing overseas.” A range of state-led
industrial policies have frequently been used for economic development purposes.
Critics opined: “Market opening measures going beyond the accession obligations
no longer occur, apart from certain cautious liberalization steps in the capital
markets.”” However, the old divide between the market-driven economic policies
and those controlled by the state seems to have been blurred with the emergence of
New Development Economics (“NDE”). NDE has recognized the utility of market
on the one hand, while it advocated the complementary role of governments and
markets on the other,” which would support the government industrial policies
adopted in China utilizing the market. The gradual sequencing of economic reform
was another important feature of China’s approach to development. Wang noted:

Liberalization of FDI in manufacturing industry in coastal regions was carried
out at the earliest stage. When market infrastructure and modern corporate
governance was roughly established, FDI liberalization was then extended to
inland regions and to more industries. Financial liberalization was started only
after China built a comprehensive banking system and accumulated relatively

large foreign exchange reserve to fend off reversal of capital flows.™
In this gradual approach, “government attitudes have been pragmatic and open to
trying new approaches when old ones fail.”" It is consistent with Rodrik’s point

about the industrial policy:

The usual criticism of industrial policy is that government cannot pick winners
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and, therefore, should not try. However, this is not the right way to think
about industrial policy. In environments that are rife with uncertainty and with
technological and informational spillovers, markets under-provide investment in
non-traditional products. The appropriate role for industrial policy is to fill in this
market incompleteness by subsidizing investment in new products. It is given that
not all of these additional investments will prove to be socially profitable. Good
industrial policy is not that ‘only winners should be picked’ (an impossible task)

but that ‘losers should be let go’ (a much less demanding and more doable task).68

Trade liberalization was also a part of the reform package. Even during the 2008
Financial Crisis, China did not turn back on the continued trade liberalization
policy, but took a flexible approach to facilitate trade and.”

B. Moving Up on the Global Value Chains
The contribution of China’s trade expansion may have been reduced for its low
position in the global value chains (“GVCs”).70 The OECD’s 2015 report comments
on China’s relatively low position in GVCs:

While China became the world’s largest exporter — and the world’s second largest
importer — of merchandise in 2012, when measured in value added terms, China’s
share was lower. Indeed, the domestic value added content of China’s exports
was 67% in 2009, below the OECD average (76%), and the second lowest in the
G20. This reflects China’s role in GVCs mainly as an assembler, engaging in

. LT
relatively low value added activities.

As China approaches the limits of export-dominated growth (based on export
quantities), as reflected in its recent slowing growth rate, efforts to move up in
the GVCs and thus boost growth are of particular importance. It is expected that
China would try to improve its position in GVCs by moving to more high-tech
production through increased R&D spending.72 Given China’s technology and
research capacities, as well as the industry’s adaptability, the improvement is likely
to be made in the near future. Also, China’s current effort to diversify its economic
trade portfolio into new areas such as services and investment will contribute
to upgrading its maturing economy.73 The WTO legal disciplines in these areas,
promoting cross-border transactions by prohibiting arbitrary restrictions, would
facilitate China’s efforts.
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C. China’s Initiatives on RTAs and Additional Economic and Trade Integration
China’s interest in RTAs, sanctioned under GATT Article XXIV, and its willingness
to participate in the rule-making process for international trade are well reflected in
the 2014 address by President Xi Jinping:

China needs even more opening-up to address problems in economic and social
development. China must accelerate the FTA strategy and make FTAs play a
bigger role in trade and investment. Accelerating the FTA strategy is an important
way for China to actively participate in the rule-making of international economic

74
and trade areas.

Following the WTO accession in 2001, China continued efforts to integrate with
the global economy by concluding fourteen RTAs, including thirteen free trade
agreements (“FTAs”) and one preferential trade agreerne:nt.75 As of November
2015, China was negotiating seven additional FTAs.” Among the latter, the
Regional Comprehensive Economic Partnership (“RCEP”) is the most substantial,
with participation from sixteen Asian-Pacific countries.” The main objectives
of China’s RTA drive are lowering tariffs, improving market access to export
markets, and strengthening economic ties with its trade par‘cnelrs.78 RTAs with
China, offering access to China’s vast market, are a useful card for China to play
in strengthening bilateral ties, as the US bilateral FTAs did in the Latin American
context.”

In addition to the RTA drive, China has been promoting new trade and development
projects, such as the “One Belt, One Road” initiative and the Shanghai Free Trade
Zone (“FTZ”). The OBOR initiative, inspired by the ancient trade pathways
between China and Europe (Silk Road), refers jointly to the “Silk Road Economic
Belt” and the “21st Century Maritime Silk Road.”™ The OBOR initiative,
announced in 2013, calls for the integration of the region located on the original
Silk Road (Central-West Asia, the Middle East, and Europe under the Silk Road
Economic Belt) and the ancient maritime trade route (Southeast Asia, Oceania, and
North Africa under the 21st Century Maritime Silk Road) into a cohesive economic
area through building infrastructure, increasing cultural exchanges, and broadening
trade.” It is a massive initiative across more than sixty countries and regions, with
a total population of 4.4 billion.” China set up a USD 40 billion fund to support
this initiative.”
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The Shanghai FTZ is intended to promote only international trade, but will be
a testing ground for further economic reform.” It adopts a negative list approach
to regulate foreign investment (i.e., investment authorized unless specifically listed
as prohibited or restrained), with a streamlined process for foreign investment
project filings through “a single window” for registra‘[ion.85 Additional reforms,
such as interest rates liberalization within the FTZ, overseas commodity entry into
the zone without duty and customs clearance, freeing of cross-border financial
flows, and trading of the Renminbi (China’s currency) with less control, are
scheduled under this initiative. This experimental reform is carried out as a pilot
effort to facilitate business investment.” If these innovative measures successfully
implemented in the FTZ, including a fully convertible currency and open capital
markets, they may be implemented in the rest of China, just as the economic
policies successfully adopted in the SEZs decades ago spread out to the other parts
of the country.87 The direction of this reform will also be consistent with China’s
effort to reduce the role of the government and SOEs in the economy, allowing the
market to play a predominant role in resource allocation,” as preferred by other
WTO Members.

4. Conclusion

China’s remarkable economic development since the 1980s is one of the most
successful achievements in its modern history, lifting hundreds of millions of
people out of absolute poverty.89 Such an economic miracle was facilitated by
rapid expansion of trade, subsequently aided by China’s accession into the WTO
in 2001, which granted China the needed market access for its continued growth
in trade and economy. China’s trade and development strategy is another success
story following that of South Korea, Taiwan, Singapore, and Hong Kong (the
former British colony that became China’s self-governing territory in 1997).
China’s integration into the global economy worked as a growth engine for the
domestic economy.90

In China, both trade protection and export promotion have been adopted
simultaneously in the development process. This path was a successful policy
option implemented in the past in other developing economies, such as South
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Korea and Taiwan. Most development economists recognize that there are no
generalizable theories of determinants of economic growth and that feasible policy
options are shaped and constrained by the particularities of each country’s history,
politics, and culture.” The successful development process of China revealed a
pattern of strong state involvement in the market in the early stages of economic
development, followed by the liberalization of economy and trade in the later
stages.92 China’s extensive commitments under the WTO are testaments to its
latter efforts, which further improved the efficiency and transparency of China’s
economy.

China faces further tasks. For maturing its economy, above all, there is a call
for advanced institutions essential to a sophisticated market economy. These
institutional reforms will be necessary to resolve concerns expressed by some
WTO Members about lack of transparency on China’s trade-related decisions and
processes. Here, institutions not only refer to physical organizations, but include
both formal and informal rules and practices.% Well-structured institutions will
indeed enhance the security and predictability of economic transactions and
reduce risk premium. A critical element of the necessary institutions will be the
rule of law, which is the prerequisite to meet domestic demand for transparent
governance. It is required to meet the WTO commitments because, without the
consistent rule of law, to ensure consistent and coherent implementation of the
commitments will be difficult. To fulfill this need, reform is being undertaken
in the area of legislation. A recent amendment on China’s Legislation Law puts
restriction on delegated legislative authority, enhances transparency, and provides
for public comments for new legislation.94 Rules have been set up to require the
WTO-compliance review for government agencies,95 and interim rules have been
devised to ensure compliance with the WTO DSB decisions on trade remedy
cases.”” Institutional and regulatory reforms will help China continue economic
development and improve compliance with its WTO obligations.
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