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ABSTRACT  

Foreign Trade and Economic Growth

Since China adopted the open and reform policy in h)78, the rapid expansion 

in its foreign trade and the striking growth of the economy have caught world 
w ide attention. Total trade volum e reached US$196 billion in 1 w h i c h  is 

almost ten times the trade volum e of 1978. A nnual trade expansion ranged 
from 15% in the 1980s up  to 18% in 1993. Such a rapid expansion is about 
three times tha t of the vvorld rate over the sam e period. In 1978, China was 
only ranked the thirty second in the w orld  in term s of trade volum e, and it 
has been the w orld  eleventh largest trad ing  nation  since 1992. Agriculture 

grew  at an  annual ra te  of 6A%, and industry  at 12'X, in the 1980s. C N P 

increased at an annual rate of almost 9% th roughou t the 1980s and up  to 12'X, 

in 1993. U n d o u b ted ly ,  C hina  has becom e one  of the fastest g row ing  
economies in the world, and  its future potentialities are immense. While 
exam ining the great changes China has undergone  since 1978, com pared to 

the pre-reform situation, and placing China at the center of the whole picture 
of Asia and  the world, the s tudy  tries to discover all the contributions which 

have brought about the changes, and to see how  and under what conditions, 

foreign trade has functioned as an engine of grow th . The im provem ent ol the 

overa ll social en v iro n m e n t  resu lted  from the  open  and  reform  policy 

instituted in 1978. The reforms created the prerequisites for the expansion of 
trade. The em phasis  is laid on China's technological transform ation through 

both foreign investm ent and direct import of advanced technology which has 
efficiently served  as the expediter  of p roductiv ity  and exports of Chinese 

commodities. H ow ever, foreign trade is by no m eans the panacea to all of 

C hina 's  econom ic ills. Its function as an eng ine  is res tra ined  by the 
productiv ity , the u ltim ate  m otivating force of economic grow th, as well as 
the surround ing  factors which affect such m otivating forces. Constraints exist 
in China 's  s tate ow ned  enterprises, the backbone of China 's  econom y, low 

trading efficiency as well the social concerns about hum an capital, R&O, etc., 
are all discussed as they form as crucial factors for China's sustainable foreign 
trade expansion, further economic growth and overall social progress.

Liumei W ang May, 1994
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1. INTRODUCTION

I'ollowing the continuous developm ent of world specialization and  social 

division of labor, a na tion’s economic activities increasingly cross its national 

b o u n d ar ie s .  Foreign trade , th ro u g h  m u tu a l  exchange of com m o d it ie s ,  

services, technologies, he lps balance the  su rp luses  and  sho rtages  of the  

na tions  involved, deve lop ing  their p roduc tiv ity  and  accu m u la tin g  the ir  

wealth. Since m odern  society entered the era of te lecom m unications and  

inform ation  technology, foreign trade , as a vehicle for sp re a d in g  the 

advanced  technologies, has p layed  a crucial role in  red u c in g  labor in 

production  process, increasing efficiency, p rom oting  econom ic g ro w th  and  

social progress. In the course of the  1960s and  1970s, na tional econom ies 

becam e progressively m ore integrated w ith  one another and  w ith  the  w orld  

m arket. The w hole  w orld  in the 1980s h ad  w itnessed  the  fo rm ation  of 

m u lt ip o la r i ty  of d ev e lo p ed  m arke t econom ies , the  te n d e n c y  to w a rd s  

reg io n a liza t io n  w ith  the  s ign ing  of the  N o r th  A m erican  F ree  T rad e  

Agreement, the completion of the Single European Market, the fu r ther rise of 

Asian N ewly industria lized  Economies (NIEs) and  their a l ignm ent w ith  

Japan, one of the trading giants in the  world.

The drastic structural change of the w orld  economy over last three to four 

decades w as reflected in a process of deindustria lization and the dislocation 

of raw material processing , assembly and  other labour intensive or low skill 

Intensive industr ies  in the developed nations. A n u m b e r  of coun tr ie s  or 

economies, such as the four NIEs in East Asia, nam ely H ong  Kong, Taiwan, 

Singapore and  South Korea, m ade full use of their relatively cheap  labour 

advan tages  by developing labour intensive industries such  as garm en ts  and

1



electronics, an d  greatly  ex p an d ed  Ihoir trade  th ro u g h  exports . Tiiose 

economies gained their strength  rapidly and were able to develop quickb  

m ore  skill in tensive industries. They achieved an economic miracle ot 

m ain ta in ing  the growth rate of C N P  at 8-10",, annually over the past three 

decades. However, the structural change of the world economy does not hring 

benefits  to all the develop ing  countries. For m ost develop ing  countries 

which rely mainly on prim ary goods exports, lack purchasing power, and the 

capability of acquiring and innovating m odern  technologies due  to political 

instability, w rong  governm ent policies, economic backw ardness  and other 

social obstacles which keep them w eak and passive in international trade, are 

left behind struggling in a vicious poverty cycle. The disparity in per capita 

incom e be tw een  the developed  and  develop ing  countries is still in well 

excess of 100 times. Increasingly concern has been expressed as to the future 

of the develop ing  countries, including C hina, w ith  three fourths of the 

w o r ld 's  to ta l  p o p u la t io n .  Before e x a m in in g  C h in a 's  fo reign  tra d e  

perform ance in  detail and seeking the experiences and lessons, it is necessary 

to look at the international trade in the past four decades as a whole, to see its 

genera l  t ren d ,  m ajor issues and  how  they have benefited  to both the 

developed and  developing countries.

1.1 O v er v iew  o f  In tern ation a l T rade

Since the end  of the W orld  W ar II, in ternational trade  has experienced 

revolutionary changes centered on the creation of various new technologies 

w hich  resulted in trem endous  increases in the volum e of trade, and the 

significant changes in trade  com position. W hile confirm ing the im portant 

role of trade in leading the increase of world ou tpu t and the integration of the 

global economy, m uch concern is also expressed as to the major issues in the



Irudf, particularly that ot the price decline in primary goods as well as the 

issue of appropriate technology, both have affected developing countries the

most.

1.11  World Trade in General

Technical innovations, particularly in the developed countries in three basic 

sectors, namely the containerization of trading goods, the automation in 

engineering and information technology, widely applied in all walks of life, 

have contributed immensely to the promotion of international trade. 

Revolutionary strides in containerized shipping and rail transportations have 

greatly reduced the rate of damage of the commodities and made commercial 

flow of production facilities safe and profitable. Improvement of engineering 

techniques provided with the innovation of robot system, micro processors, 

etc, has been another revolution leading to automation of various industries 

and has enabled them to make processing of precise parts of a machinery in 

.seconds instead of days by manual labour. This revolution has set a new 

milestone in achieving ever higher production, better and unified quality of 

products worldwide and serves a* the foundation for the flourishing of the 

international trade from time to time. The innovation of information 

technology has been the most recent important contribution in shortening 

the distance of the world and making international trade easier and more 

convenient. The popular application of computer systems in production, 

trading and service, particularly the application of Electronic Data Interchange 

(EDI) technology in the developed nations, has made complex 

communications almost instantaneous and operations for various purposes



speedy. All these progress m ade in the modern society has contr 'huled to the 

rapid expansion of world trade as a whole.

Trade expansion

The total value of the world  trade rose from US$124.3 billion in I t o  

US$6,964.6 billion 1990, which represents about 55 times increase over that 

of 1950.1 The World Bank Report 1991 indicated that since 1950 world trade 

expanded  50% faster than the grow th of world output. This clearly indicates 

tha t international trade has been acting as the leading edge in the grow th of 

world  ou tp u t and  the integration of regional and  the world economies. Both 

the deve loped  and  develop ing  countries basically represented the world 

average level by having  a round  25 times increase in export value from 1963 

to 1992. H ow ever, four Asian NIEs far ou tperform ed  the world average 

level over the thirty years. Taiwan stood ou t well ahead of all listed. Its 

exports increased 244 times in export value since 1963.2 ch ina , though a late 

comer, has also far surpassed the industrialized countries in terms of the rate 

of e x p o r t  ex p an s io n , p a r t icu la r ly  s ince 1978, the year in w hich the 

governm ent adopted  the open and reform policy.

The changes in world trade composition

The changes in trade composition has been reflected in the increasing trade 

sh are  of kno w led g e- in ten s iv e  p ro d u c ts  and  service  d u e  to the s teady  

d e v e lo p m e n t  in science and  technology , espec ia lly  in the d ev e lo p ed  

countries. The major g row th  area in com m odity  trade since World War II

1 U N C T A D  (1991), The H an db ook  of International Trade* and D evi'iopm cnl Statistics.
2 C alculated based on data provided  by IMF (199.1), International Financial Statistics 

Y earbook.



has heen in manufacturing. In addition to the technological progress over the 

decades, the reduction in tariff and  non-tariff barrie rs  to trad e  an d  an 

associated increase in specialization at the level of the  ind iv idua l p lan t  in 

m anufacturing  in the countries and  regions such as the 'NIEs' in Asia could 

be another contribution tow ards the expansion of the w orld  m anufactu ring  

industries. The service industries also increased in relative im portance since 

the early 1950s to 50 and 60 percent of em ploym ent in m any  countries by the 

end  of the 1980s. Receipts from trade  in invisibles rose from abou t 24% of 

world trade in 1975 to 27'%, in 1985.^

The nature  of the international trade

The developed countries continued to occupy the d o m in a tin g  pos ition  in 

world trade, with their share in the value of w orld  exports increasing from 64 

per cent in 1955 to 71 per cent in 1990. D eveloping countries as a g roup  

recorded a slight decline in the volume of exports in 1980-1985, followed by 

strong expansion at an average annual rate of 9% in 1985-1990. H ow ever, the 

fast pace in export expansion in the second half of the 1980s w as essentially 

the result of the dynam ic export perform ance of a n u m b e r  of develop ing  

econom ies in South and  South  East Asia, especially  those  of NIEs and  

recently M ainland China. Export g row th  in Latin America accounted  for 

barely 3% and Africa for 0.5% at the end  of 1980s. The least developed  

countries recorded no im provem ent in the pu rchasing  p o w e r  of exports  in

1980-1985 and declined in the second half of the decade.'*

The m ain concern in the w orld  trade  has been the  w eak  s ta tu s  of the 

majority of developing countries du e  to several major issues such  as arm s

Kuj*nian (i\1) ( l ‘W ), International B usiness in Canada. p40.
“* Data from U N CT AD , A nalytical Report. 1992.
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trade, the continuous decline of the prices of prim ary ^oods which most the 

d ev e lo p in g  countries  rely on as m ainstay  of their economies, and the 

vulnerability of developing countries to technology transfer from the North. 

The biggest challenge to developing countries is to find ways of improving 

their foreign policies and strategies so that their local comparative advantages 

in foreign trade could be further displayed,

1.1.2. The Issue of Price Decline in Primary Products

Contrary to the increasing trend for technology and service trade worldwide, 

the im portance  of com m odity  trade  in in ternational trade, the trade  of 

p r im ary  goods  -  n a tu ra l  resources and agricu ltural goods, has d ro p p ed  

considerably. This has been severely affecting the economic status of most 

develop ing  countries, which traditionally  rely on their prim ary goods as 

major sources of exports.

The facts

The com m odity  trade w orldw ide  declined considerably in the lySOs, its 

share  fell from 41 to 26 percent. The value of com m odity trade fell from 

US$779 billion in the period  1979/81 to US$739 billion in 1987/89."’ The 

U nited  N ations  D evelopm ent p rogram m e also indicated that between 1981- 

1990, the total cost of debt servicing, unfair trad ing  practices, and unequal 

com petit ion , w as equal to $500 billion which was equ iva len t to seven 

M arsha ll  p lans.^  Economist William Cline noted that in one year alone,

1981-1982, the total loss to non oil developing countries from deterio ra ting

5 Data se lected  from  U N C T A D  VIII, A nalytical Report, m 2 .  p221.
 ̂ M lhev, January 1994, Econom ic Justice Tow ard a lust and Su.stainabli> Canadian I'orcign 

Policy, d iscu ssion  Paper based on N G O  subm issions to the* Canadian ('ouncii for International 
C ooperation's Foreign Policy R eview . p4.



terms of trade was estimated at $79 billion/ According to IDRC Canada, in 

19H6 alone, the fall in prices of commodity exports cost Africa $19 billion 

which was more than the amount it received in assistance/ The World Bank 

estimated that in 1986, developing countries lost about $7.4 billion in 

revenues due only to the decline in the price of sugar, which was more than 

twice as much mpney as they received in food aid in the same year. When the 

international coffee organization agreement collapsed in 1989, world coffee 

prices fell by almost 35% in one month, and it has remained low since then.^

Major causes of the price decline

The reason for such decline of the prices of primary goods could be many and 

complex. Changing tastes in foodstuffs and the development of synthetic 

products undoubtedly affected in some way the demand of some traditional 

commodities in the international market. A case in point is fiber-optics 

which competes with copper wire for telephone and TV transmission lines. 

However, likely the major reason for price decline of primary goods was the 

protection by the developed countries over their domestic agriculture 

through provision of export subsidies. In 1985, the World Bank reported that 

nearly 30'%, of the developing countries' agricultural exports to the industrial 

countries were restricted by quota restraints or nontariff barriers. Another 

important reason is the monopoly status of multi-national corporations 

(MNCs) in the world trade in primary goods. Statistics show that by 1980, 

roughly 70-80 per cent of the global primary commodity trade valued at $980 

billion was accounted for by MNCs. According to Philippe Chalmin that the

 ̂ IDKC ( l‘W2li), The Global Cash Crunch - An Examination of Debt and Development, 
 ̂ IDRC 1 Our Common Mow!- Global Food Interdependence.

Statistics are collected from N ew s Paper,World Food Update, October, 1993,



b u lk  of in te rna tiona l com m odity  trade  was in the h an d s  of abou t 50 

c o m p an iesd o  UNCTAD report also indicated that 70-75".. of p;lobal banana 

m arket w as dom inated by three conglomerates, over 70"i« of Cocoa was traded 

by six corporations, and 85-90% of leaf tobacco wore directly controlled by six 

transnational leaf b u y e rs J '  It was estimated by Susan Cîeorge and Nigel Paige 

tha t of some $200 billion a year spent on agricultural p roducts  originating in 

the Third  W orld, the p roducing  countries received only 15 per cent of the 

total. The rest w en t to in term ediaries, mainly m ultina tional corporations. 

The original p roducers  received only very small shares, for example, 4'X, for 

coffee, 5% for tea, 6% for bananas, and 137.) for c o c o a . The trade  in 

m inera ls  in p a rticu la r  is a rranged  by the m u ltina tiona ls  w ith  intra-firm  

transfers  w h ich  m ean s  'buy ing  and  selling' transactions are carried  out 

am ong their ow n  subsidiaries leading to enhanced interests.

Severe consequences

The effects of price decline of prim ary j.,oods exports together with the debt 

crises  in d ev e lo p in g  countries  have been severe  and direct. In 1986, 

ag ricu ltu ra l p ro duc tion  only accounted for 37. of the (IN P of the O l i d )  

co u n tr ie s  and  7% of the  labou r force. But for d ev e lo p in g  coun tries ,  

p roduction  from agriculture accounted for 197o of GDP and 607. of the labour 

force. A lm ost all the  deve lop ing  countrhjs have  ag ricu ltu re  as their 

econom ic  m a in s tay  and  the ir  p ro d u c ts  cover 50-1007. of the ir  total

to  C halm in , "International C om m odity  Trading Cam panies" in journal of W orld Trade I .aw, 
N ovem ber-D ecem ber 1980. p539 

t t  U N C T A D  (1992), Fibres and Textiles: D im ensions of Corporate M arketing Structure, 
(T D /B /C .1 /2 1 9 ) .

t2  IDRC (1992a), Our C om m on Bowl - Global Food Interdependence, p i 8.
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m erchandise exportsJ^ When the price of agricultural products  experienced a 

drastic decline in international trade, these countries were  forced to sell 

their products at the prices below their production costs, and eventually  they 

had to grow  more in order to cover the expense of im porting the necessities, 

such as fuel or medicines, or to pay  their foreign debts. It was estim ated that 

in 1989, fifteen highly indebted countries exported a lm ost $20 billion more 

than they did  in 1981 while im porting  $20 billion less. The $20 billion extra 

earnings from exports w ent directly into servicing their debt, w hile  the  $20 

billion d rop  in im ports translated  into lost jobs in N o rth  A m erican  export 

m an u fac tu r in g  s e c t o r s . T h e s e  figures explain  how  badly the  develop ing  

countries have been affected by the price decline of p rim ary  goods, it indeed 

has even affected the developed nations.

A lthough the recent ro u n d  of GATT has  b ro u g h t the hope  to have  the 

removal of export subsidies on N orthe rn  agricu ltu ra l p roduc ts ,  it w on 't  

have effect on prices until the beg inn ing  of the next century , an d  the  full 

removal of restrictions on exports  o f  clothing and  textiles from develop ing  

countries is only set to take effect in 2006.^ ̂  The rem oval of subsidies from 

the North over their agricultural goods could  help the South to com pete on  a 

fairer g rounds . M ore effective m easures  to encourage  their ag ricu ltu ra l 

production and trade are necessary, as such efforts will ease their economic 

dilem m a, and it is also p a r t  of an action to secure the w orld  food supply . 

H ow ever, d ev e lop ing  coun tries  can no  longer rely o n  the ir  trad it iona l

Kaj;havati, "Rccolonization; GATT, the U ru guay R ound and the Third World" in Third  
W orld N etw ork , 1990, p l63 .

'■* 1ÜRC (1992h), The G lobal Cash C runch - A n  Exam ination o f D ebt and D evelopm ent.
Raghavan (1993), "Uruguay Round Balance Sheet After Ten Years" in Third W orld N etw ork  
Features, D ec 17. pp26-27,



p rim ary  goods exports in the context of technological ad an ces, The only 

solution for them to escape from the passive status in the world  trade in the 

long run  is to enhance their national economic strength by gaining m odern 

technology, to be exact, gaining appropriate technology. However, appropria te  

acquisition and assimilation of appropriate  technology remains a big issue to 

m ost the developing countries due to both internal and external constraints .

1,1.3. The Issue of Technology Acquisition

In the 1950s and 1960s, science and technology were taken as the w orldw ide 

com m on  know ledge  w hich  could be picked off the shelf by deve lop ing  

countries to m eet their needs. Such accessibility w ould  allow them to bypass 

the phase  of developm ent experienced by industria lized countries that was 

no ted  for in tensive energy  and  m ateria ls  consum ption  and  w ide  spread  

pollu tion, enabling them to shorten the gaps be tw een  them selves and the 

industria lized countries. Unfortunately, by the m id 1960s, various forms of 

protectionism  have m ushroom ed pu tting  the developing  countries in a very 

difficult position to acquire the technology urgently needed.

Technological distance between the North and South

T he  e m e rg e n c e  of m o d e rn  te ch n o lo g ie s  su ch  as b io te c h n o lo g y ,  

microelectronics and new  materials over the last 3 decades has transform ed 

industries , service , trade and  almost every walk of life particu larly  in the 

N orth . Sectors of advanced  technology have becom e m ajor actors of the 

industria lized economies. In a country like C anada, information technology 

consum es up  to 35 pe r cent of its industrial R & D  investm ent, while all 

sectors of advanced technology account for 55 per cent of industrial R & D. 

The overall technological sector is now responsible  for 59 per cent of its
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( ’jN P J^  The United States, Japan and  G erm any are considered as top  three 

g ian ts  in technology supplies. The A m erican exports  of 'high-tech ' 

p r o d u c t s ,  n a m e ly  a e r o s p a c e ,  c o m p u te r s ,  e le c t ro n ic  e q u ip m e n t ,  

te lecom m unications equ ipm en t,  scientific ins trum ents , electrical m achines, 

o ther machinery, chemical products , covered about 67% of the total exports 

In 1979 and 76% in 1987. As for imports, high-tech products  accounted for an 

even greater share of 81% in 1979 and 77% in 1987.^^ Japan has show n  a trade 

su rp lu s  every year since last decade  and  together w ith  G erm any  rem ain  

s trong technology suppliers. It is reported in a United Nations document^® 

that approxim ately , 95% of the developing  countries' im ports  of m achinery  

and transport equipm ent come from developed countries.

Having majority of the world population, developing countries possess only 

12.6 per cent of the global stock of scientists and engineers in research and 

developm ent, and 9.4 per cent are concentrated in a few countries in Asia. 

At present only 1% of patents are ow ned by individuals or com panies in the 

Third W orld, of those, 84'%, were ow ned  by foreigners and  less than  5% were 

actually  used for p roduc tion  in the  Third  W o r l d . D e v e l o p i n g  coun tries  

account for only 2.9 per cent of global expenditures on R & D and 3.3 pe r  cent 

of global exports of machinery and transport equipment.^o

Data .si’li’ctc’d from "Advancod T echnologies in the 1990s" in W orld Busirtess, June 1993.
Data se lected  from Statistics C anada (1988), Science and T ech nology  Indicators.
U N C T A D  (1989), Technology p o licies for D evelop m en t and Selected  Issu es for A ction.
Khor Kok Peng (1990), "The U ruguay R ound and Third W orld Sovereignty" in Third W orld  
N etw ork .p 30 .
U N C T A D  (1989), Technology Policies for D evelop m en t and Selected  Issues for A ction.
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Constraints in technology acquisition

Countries which lack modern technology in production or are slow in their 

progress  in technological transformation tend to exhibit poor 

competitiveness, fewer static and dynamic gains in international trade, and 

difficulty in escaping the cycle of poverty. The need of modern technology in 

both commercial and non-commercial forms is urgent for all the developing 

countries in order to effect possible and quick change of their backward 

economic status. Yet for most the developing countries, the financial 

difficulties they face constitute a big obstacle preventing them from accessing 

modern technology, In addition to the problem of the decline in the prices of 

primary goods for exports and the deterioration of the terms of trade, the 

debt crisis suffered by most the developing countries is another major issue 

which has economically paralyzed many countries. According to I9S7 World 

Bank Report, debt/GNP ratio of 109 DRS countries^' involved was up to 

around 52%, and debt/export ratio up to nearly 223%. Sub-Saharan African 

countries in particular had debt almost equal to and even surpassed total 

amount of their GNP in 1987 and 1991.22 These countries are powerless in 

terms of technology acquisition. Furthermore, developing countries on the 

whole lack capabilities in recognition, selection, negotiation, assimilation 

and final innovation of new technologies. The judgement of appropriateness 

of foreign technology as well as the control of appropriateness in acquisition 

are truly difficult due to the complicated nature of modern technology itself, 

and the lack of human resources, suitable social environment and political 

instability in some countries. Their capability of technology acquisition is 

very limited. To top them all, various forms of protectionism from the

21 DRS refers to World Bank's Debt Recording System.
22 World Bank figures, cited by IDRC, The Global Cash Crunch - An Examination of Debt and 

Development, 1992b, p5.
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developed  nations such as intellectual p roperty  right protection, m akes it 

more difficult and complicated for developing  countries to acquire m odern  

technology.

The rapid developm ent of new technologies in the developed countries, and  

the financial d ilem m a of the develop ing  countries, the ir  h a rd s h ip s  in 

accessing m odern  technology, formed a sharp  contrast be tw een the rich and  

poor. There is a continuing tendency that the developing countries are facing 

more and more unfavorable conditions in the  international trade. W here is 

the solution to effectively close the gap? The rise of the four NIEs, H ong  

Kong, Taiwan, S ingapore and  South Korea, does no t p rov ide  the m ode l for 

all the develop ing  countries  to follow, yet it does b ring  a lot of h o p e  tha t 

shorten ing  the gap is possible and  m ore quickly than expected. Then, there  

comes the rapid expansion of China 's foreign trade and  impressive economic 

grow th  since 1978. W hat does the drastic change in China, once so rem ote 

and m ysterious to the West, bring to the world?

1.2 Overview of China's Foreign Trade and Economic Growth

As one of the poor and backv/ard agricultural countries in the w orld , China 

shares m uch of the similarities and difficulties of m ost developing  countries. 

The People's Republic of China struggled and suffered several set backs after 

its foundation  in 1949 in her efforts to industrialize the country  politically 

th rough  the socialist system, and  economically with a central p lann ing , self 

reliance and  im port  substitu tion . In the 1950s, d u e  to the  e m b arg o  and  

political isolation from the West, China mainly relied on  the  fo rm er Soviet 

U nion for political support ,  economic assistance and  im port substitu tion . 

Such heavy reliance resulted in a serious loss w hen  the relationship betw een
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the two countries collapsed in the early l%Os. When the four NIhs in hast 

Asia experienced their economic sprint in 14608, China was in the political 

turmoil of so called cultural revolution, and the economy was paraly/ed. It 

was not until 1978, the year when the Chinese government adopted the 

open and reform policy that the economy began to show sign of vigtir.

The open and reform policy, which started with the establishment of the 

Special Economic Zones (SEZs), followed by the opening of fourteen coastal 

cities, the other special areas and zones, coupled with other reform 

strategies, has greatly improved the whole environment for foreign trade 

development ever since, and brought tremendous vitalities to China's 

developing economy. Foreign trade has been synchronized with the overall 

'open and reform' process in China. Since 1978, foreign trade has played an 

increasingly important role both in the economic growth, and in the overall 

improvement of the nation's foreign economic relations with countries all 

over the world.

Since 1978, the average annual rate of trade expansion has been in excess of 

15 per cent which is more than three times the rate of growth in world 

trade. With the rapid growth in both imports and exports, the country has 

become one of the most dynamic trading countries in the world. Total 

volume of imports and exports in 1990 was US$114.4 billion, which is over 

100 times that of 1950 (US$ 1.13 billion),^^ while the world total trade 

volume in 1990 was US$6,874.6 billion, 55 times increase over that of 1950. 

However, striking changes in China's foreign trade was taken mainly after

23 UNCTAD (1991), Handbook of Internationa! Trade and Development Statistics,
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1978, at which point, it ranked the w o rld ’s thirty-second in term s of trade  

volume. Nowadays, however, China is the eleventh largest trad ing  nation  in 

the world, In addition to trade, the overall economy has g row n and continues 

to g row  at a remarkable rate. The average annual g row th  rate  of G N P 

between 1952-1980 is 6.2%, But it increased by annual rate of 8.9% d u r in g  the 

period of 1980-1990, 24 7% in 1991 and 11-12 percent in the last two years.

According to the report written by Nomani and Greenberger on M ay 21, 1993 

in Wall Street Journal that China has the w o r ld ’s th ird -la rges t  econom y, 

trailing only the U.S. and  Japan, and m oving ahead of such economic pow ers  

as Germany, Canada and Britain based on a new m ethod of calculation by the 

International M onetary Fund which tu rned  China's 1992 GDP of 2.4 trillion 

yu an  into US$1.7 trillion instead  of US$440 billion as a resu lt  of the  old 

m ethodology. A lthough the IMF's new  calculation based  on  P urchas ing  

Pow er Parity is still very controversial, C hina 's  success in foreign  trad e  

expansion and economic developm ent since 1978 is u n d o u b ted ly  one of the 

most im pressive in the world.

1.3 Purposes of the Study

China's striking trade expansion and economic grow th since 1978 p rov ides  a 

sharp  contrast to its performance before 1978. This serves as a good example 

to countries with similar conditions of size, poverty , density  of popula tion , 

that drastic changes in their policies and economic structures u n d e r  favorable 

social en v iro n m en t and  in ternational relations can  b rin g  in to  p la y  the 

potentia lities  and com parative  advantages  of a na tion  in trade . C hina 's  

technological progress since 1978 is also a good exam ple tha t ap p ro p r ia te

24 Y o h ( l‘W2) "M acm ocunom iclssuos in  China in 1990s" in China Q uarterly, v 1,31,



acquisition and innovation of m odern  technology can quickly enhance Ihe 

p ow er of a nation in international trade. In a addition, the problem s C hina 

has  in he r  trade  and econom ic d eve lopm en t,  such  as lack of hum an  

resources, regional disparities, are also com m on to the developing countries. 

Research on these problem s within international developm ent studies can 

m ake a significant contribution  to both  scholarsh ip  and economic policy. 

C hina, once to be considered  as the  m odel of self reliance and Import 

substitu tion  industria lization , w ith  its recent changes in economic life, has 

genera ted  the a tten tion  and  su p p o r t  of d ifferent school of thought and 

developm ent theory.

It is b eyond  the au thor 's  know ledge  and the scope of this s tudy  to judge 

w hich school of thought provides the best u n d e rs tand ing  or explanation of 

the significance of C h ina’s trade and economic practice. The purposes of this 

s tu d y  are ra the r  to explore or identify through a survey  of China 's  foreign 

trade  expansion, over the  p rev ious four decades along with an analysis of 

specific policy changes and  changes in overall social environm ent, the key to 

this p rocess  of expansion ; an d  to estab lish  w h e th e r  and  u n d e r  w hat 

conditions tha t foreign trade  could serve as an engine of China 's economic 

growth. By focusing on China's foreign trade expansion and its contributions 

to the economic grow th  in the period of vigorous reforms of the economy, 

and  v iew ing China 's changes in the w hole pic ture  of the developm ent of 

world trade, and  its integration of regional and global economies, it is possible 

to see the interaction am ong all factors from inside and outside C.'hina which 

have significant im pacts on  China 's trade  expansion and economic growth. 

This is the  objective of the study.



A notion's foroij'n trcidu growth is subject to both domestic and international 

market conditions of supply and demand, The international conditions 

include framework of facilitating institutions, the general climate for 

conducting the business and the structure of economic and political relations 

among nations which can directly or indirectly affect a nation's gainr. and 

losses in foreign trade. Under normal international peaceful conditions, the 

strength of a nation's foreign trade lies in competitiveness of its products, 

services and technology. Thus, internal conditions include production 

capabilities, the level of science and technology, the entire business 

environment as well as the most critically, the role of state. The year 1978 set 

a significant milestone in China's modern history. It symbolized China's 

shift from a closed, isolated society towards a nation open to the rest of the 

world; a shift from a rigid central planning economic system to a socialist 

market economy; a shift from the former strategy of import substitution to 

that of export promotion.

The focus of this study is on three questions: a) how foreign trade flourishes 

in China's open and reform era; b) how trade and technological importation, 

adaptation and innovation act as an engine of economic growth; c) what the 

constraints on China's development are and how they possibly restrain 

China's foreign trade from sustainable expansion. With referring to these 

questions, the author will argue that trade could serve as an engine to 

economic growth only under certain conditions by displaying its essential 

role in promoting the interaction of production and consumption; It is also 

argued that the engine of growth is only sustainable when it helps preserve
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the env ironm ent and prom ote social proj^ress along with the accumulation 

of the material wealth.

1.4 T h e S cop e  o f  the T h esis

The thesis consists of eight chapters. C hapter 1 draw s a rough picture of 

w orld  trade in the last four decades, its general tendency and major concerns 

re la ted  to the deve lop ing  countries. It also gives a general review on 

C h ina 's  foreign trade  and  econom ic g ro w th  over the sam e period . In 

addition, the purposes of the s tudy  are explained ane the scope of the thesis 

defined in this context. C hapter 2 serves as a brief overview of literature, 

focusing on both  the neoclassical and dependency  theories of foreign trade, 

specifically  the ir  a rg u m en ts  abou t the  export p rom otion  ve rsus  im port 

substitution both of which China has to certain extent experienced. Chapter 3 

p rov ides  a historical background of China's foreign trade over the pre-reform 

period  betw een 1950 and 1978 w hen foreign trade was controlled under the 

typical central p lann ing  economic system, and under conditions of political 

instability  and  turm oil. The basic features of the trad ing  system  and its 

related characteristics over the historic period are exam ined to p rov ide  a 

com parison to foreign trade in the subsequent open era. Chapter 4 exam ines 

the essential and specific features of China's open and reform policy. The 

major strategic steps, such as the establishm ent of special economic /ones , 

the encouragem ent of foreign investment, and the rural and urban  reforms 

are d iscussed in o rde r  to show  how the policy, the infrastructure, and the 

entire  env ironm ent w ere  im proved paving  the way for the expansion of 

foreign trade. The reform  of the foreign trade  system is em phasized  to 

express how  the original rigid system, the im port substitution strategy and 

the related institu tions and measures, were changed to meet with the new
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demand of foreign trade in the open era. Chapter _5 evalua tes  the 

contribution of China’s foreign trade to the promotion of China's 

technological transformation since 1978. The modernization of Science and 

technology has been one of four major goals China aims to achieve by the 

year 2000. Changes in domestic science and technology policies and China's 

importation of technology are particularly emphasized as they both played 

and will continue to play an extremely important role in brining about 

technological change, and in developing productivity and economic growth 

in China, and in return provides significant impetus to export promotion. 

Chapter 6 sums up the achievement China's foreign trade has made since 

1978, as well as the evidence about economic growth in both industry and 

agriculture, in order to see the overall results of the open and reform policy 

and the expansion of foreign trade. Chapter 7 discusses the concern about 

the constraints China has in its foreign trade and related areas, such as the 

loss of China's large and medium state owned enterprises, low trading 

efficiency. Furthermore, important social aspects, such as eduction and R&D 

situations, are discussed. They are considered by the writer to be the 

sustainable power behind the engine, and the neglect of which would 

threaten the sustainable trade expansion and economic growth. Finally, 

Chapter 8. summarizes China's overall progress in its foreign trade 

expansion and economic growth along with the problems and constraints 

that remain as hindrance to further economic development, along with the 

general trend of international trade and integration of the regional and global 

economy. China faces tremendous opportunities in its further expansion of 

trade and continuous growth in the economy, but its constraints and 

challenges are also severe.
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2. LITERATURE REVIEW

2.1 Trade and Economic Growth, the Central issue

It was a critical issue to Adam Smith when he established the foundation of 

the Science of Political Economy in the eighteenth century, whether or not 

and in what way the opening of an economy leads to the expansion of 

foreign trade, and whether or not and in what way the expansion of foreign 

trade contributes towards the growth of a nation's economy. The theory of 

comparative advantages formulated by Ricardo in the famous chapter Seven, 

'Foreign Trade' of the book entitled 'On the Principle of Political Economy 

and Taxation' (1817) and in An Essay on the Influence of a Low Price of 

Corn on the Profits of Stock' gives a positive and definite answer to the 

question whether trade makes an economy grow. According to the theory, 

countries should specialize in the production of the goods which they could 

produce at a competitive price either because of abundant natural resources 

available, o r/and  wages are low, o r/and  skilled labor available so that cost 

could be much cheaper. Furthermore, it is argued that trade should be free 

from any barrier so that the comparative advantage could be led into full play. 

Consequently, it provides the possibility for a nation to open up the 

economy to the world market, specialize in the production of commodities 

and services which are best able to produce, and make 'unproductive' 

labour more 'productive'. If a nation imports the commodity that used the 

fixed input (land) in production, and exported non land-using manufactures, 

that form of trade will enable the economy to satisfy a given volume of
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dumancl for wagu goods with a lesser extension of the m argin  of cultivation 

and thus reduce the pressure of dim inishing returns on profits

Ricardo's theory laid the foundation for the evolution of trade  theories ever 

since. Based on the theory of com parative advantage, neoclassical theorists 

believe the pow er of competition and trade as a pow erful engine to a nation's 

economic growth. Dependency theory, on the contrary, advances  the  idea 

tha t develop ing  countries  shou ld  have  less associations w ith  d eve loped  

countries  because specific conditions  lead to a d e p e n d e n t  re la tionsh ip  

betw een 'center' and 'periphery ' countries tha t d is tort the  dev e lo p m en t of 

the latter, it therefore, calls for an end to dependency  so that nation-states can 

take control of their ow n development.^^ D isputes never en d s  ever since. 

Because this research is about China's foreign trade, w hich aims at exploring 

the impacts of trade expansion on the economic g row th  and vice versa, the 

literature review  in this chap ter will focus on strategies on foreign trade, 

w hich  necessarily poin t tow ards  the  institu tional, legislative and  o the r 

structural and social changes, and  possible d ram atic  changes in  the economy. 

In particular, two opposite  trad ing  strategies, the im port  subs ti tu tion  and 

export p rom otion  represented  by D ependency  theory  and  Neoclassical 

Theory, respectively, are discussed.

2.2 Proponents of Import Substitution

C ountries  generally adop ting  im port substitu tion  industria lization  stra tegy 

aim at helping balance of paym ent difficulties, reducing the d ependence  on

ChiUidluiri (1989), Econom ic Theory o f  G rowth.
W ilber .md H am esoii (1975), "Paradigms o f  Econom ic D evelop m en t and Beyond" in D irection  
in Econom ic D e\e lop m en t, p p l4 1
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the international economy, protecting local infant industries and stimulating 

industrial growth. The main device used in this direction is the restriction of 

im p o r ts  of c o n su m e r  goods. The re lev an t polic ies  a d o p te d  by the 

governm en ts  w ho  favor the im port substitu tion strategy are usually high 

tariffs, quotas, licensing, m ultiple  exchange rates, and  eventually  need and 

b r in g  a b o u t  a lot of g o v e rn m en t control and  ad m in is tra t io n  over  the 

im plem enta tion  of such policies.

D ependency  theory w ith  A ndre  G under Frank, as the im portant populariser, 

ho lds  that developm ent and underdevelopm ent are two aspects of a single 

g loba l p rocess ,  tow  sides  of the  sam e coin, w hich  is to say that 

un d e rd ev e lo p ed  nations are dependen t on developed  countries politically, 

economically and  socially. They rely on the developed  countries to im port 

their p rim ary  commodities, rely on them for advanced technology, financial 

a id , inves tm en t,  ev en  educa tion . Because of such  heavy  d ependence , 

d ev e lo p m en t at the ’cen ter’ im plies u n d e rd ev e lo p m en t at the p e r ip h e ry ’ 

d u e  to the  co n tinuous  extraction of su rp lu s  by the center' from the 

'periphery '. In o rder to break  the chains of su rp lus  extraction, dependency  

theory advocates the policy of self-reliance for developing  nations to have 

less association w ith  the developed countries.

Based on an analysis of a general tendency tow ards  the decline in the terms 

of t r a d e  fo r d e v e lo p in g  co u n tr ie s ,  Raul P reb isch , an  e x p o n e n t  of 

's tru c tu ra l ism ',  a school of th o u g h t  p ro p a g a ted  by the UN Fconom ic  

Com m ission for Latin America, and also one of the pioneers in developm ent, 

concluded  in his article 'Five Stages in My Thinking on Developm ent', that 

im port substitu tion s tim ulated by a m oderate and selective protection policy
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was an economically sound way to achieve certain desirable effects. Such a 

policy, he a rgued , w ould  help  correct the  ten d en cy  to w ard  a foreign 

constra in t on dev e lo p m en t resu lt ing  from the low  incom e e lastic ity  of 

dem and for im ports  of p rim ary  p roduc t by the centers, com pared  w ith  the 

high income elasticity of dem and  a t the periphery  for m anufactures from the 

centers. Im port substitution by protection counteracts the tendency tow ard  the 

deterioration of the terms of trade, by avoid ing  the allocation of additional 

productive resources to prim ary  export activities and  diverting  them  instead 

to industrial production.27

A n o th e r  p ioneer , Pau l N. R osenstein -R odan , d ev e lo p ed  the  b ig  p u sh ' 

theory, which stated that the crucial task of a developm ent p rogram  w as to 

ach ie v e  su f f ic ie n t  in v e s tm e n t  to  m o b i l iz e  th e  u n e m p lo y e d  a n d  

underem ployed for the purpose  of industrialization. To reach an optim al size 

of the industria l enterprises, however, the area of industria lization  m u s t  be 

su ffic ien tly  large. This  called  for p la n n e d  in d u s t r ia l iz a t io n  b y  the  

s im u l ta n e o u s  p la n n in g  of s e v e ra l  c o m p le m e n ta ry  in d u s t r i e s .2® H e 

em p h as ized  big size an d  com plem en ta r ity  of indus tr ia liza t ion , heavy  

investm ent in industry , especially in m anufacturing , state in tervention , and 

im port substitution.

2.3 O p p o n en ts  o f Im port S u b stitu tio n

Neoclassicals believe that the pow er of competition is the self*regulating force 

of econom ic  activ ities  w h ich  w ill es tab lish  an  e q u i l ib r iu m  b e tw ee n  

production and consumption. Their theory is m ainly  a theory of price and

Moior and St'ors ( 1984), P ioneers in D evelopm ent, p i 79. 
Meier and Seers (1984), P ioneers in D evelopm ent, p 211.
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the  allocation of resources to specific uses u n d e r  the incentives of utility 

m axim ization for the consumer and profit maximization for the producer,^ '’

R epresen ted  by Alfred Marshall, neoclassical theorists  hold trade  as the 

engine of grow th ' and oppose the strategy of im port substitution. The main 

neoclassical a rgum ent advanced by Little, Scitovsky and Scott in the 19708, 

Bhagwati and  Krueger in the 1980s, is that protection is overdone and lead 

to an  inefficient allocation of resources d u e  to d is to rtions  in factor and  

p ro d u c t  markets. They argue that excessive adm inistra tive  regulations give 

rise to overlapping governm ent control and bureaucracy, low efficiency, and 

corrup tion  w hich  disencourage productive  private  initiatives. The existence 

of im port restrictions lead to a higher exchange rate which distorts the prices 

of the p ro d u c ts ,  and  reduce relative gains obta ined  from exporting. The 

protection of local industry  raises the prices of m anufactured goods relative to 

agricultural p roduc ts  in the hom e m arket and the overvalued exchange rate 

reduce the domestic currency receipts for agricultural exports. Due to the over 

va lued  exchange rate, the credit for installing m achinery is relatively cheap, 

and  as a result, factories tend to be over equipped leading to a waste of capital. 

M oreover, p ro tec tion  in p roduc t m arkets  m ake it possible to earn  good 

p rofits  ev en  at low capacity  utilization. C apita l goods  can be ob ta ined  

relatively cheap due  to the combined effect of over-valued exchange rates, 

low im port restrictions for such goods and subsidized financing conditions, 

re su ltin g  in bias agains t the  em p loym en t of labour. The im ports  of 

consum er goods is reduced substantially at the expenses of increased imports

G reenw aid  & A ssociates (1984), The C oncise M cG raw-H ill of D ictionary of M odern  
Economics.
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of equ ipm ent and materials resulting in an even more rigid dependence on 

foreign suppliers and renewed foreign exchange crisis.

K rueger has argued  that in principle , a g overnm en t can pro tec t som e 

industries in the domestic m arket while providing sizable export subsidies to 

o th e r  industries . In practice , how ever, the scope for such  a tw o  w ay  

protection is limited for a num ber of reasons. (1) protective devices or export 

subsid ies  a re  m eaningfu l only  if they d iscr im ina te  against som e o th e r  

activities. (2) The pro tection  of a large n u m b e r  of activities is generally  

inconsistent with encourag ing  exports, because exporters  of m anufac tu red  

goods require  relatively easy access to international m arkets  for their inpu ts  

of raw materials and intermediate and capital goods, and  (3) protection a t the 

levels deem ed necessary to induce  im p o r t  substitu tion  usually  requires  a 

great degree of control (to prevent smuggling, false invoicing, etc.) to ensure  

that the dom estic m arket is profitable enough, and  to p reven t export of the 

protected goods.’'*’ Krueger also argues that there is at least as m uch incentive 

to earn  as to save foreign exchange and  that incentives to export are  fairly 

u n ifo rm  an d  not d is c r im in a to ry  across  co m m o d ity  g ro u p s .^ '  Policy  

im plications d raw n  from such an  analysis are tha t there shou ld  be  less 

governm ent interference, low er tariffs, devaluation  of local currencies, less 

quotas and letting the m arket forces play freely. In short, export p rom otion  

should be adopted so as to bring a country's productive structure in line w ith 

its com parative  advantage, leading to economic grow th. C om pared  w ith 

im port substitu tion , export  p rom otion  stra tegy  is believed to have  m ore

Knu'j»i'r (1^185), "in\poi‘t su b slitu lion  versus export promotion", in Finance & D evelopm ent  
lime, |V85
Krueger 'Import substitution versus export prom otion' in Finance & D evelopm ent, lune, 
1088
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a d v a n t a g e s . '^2 pirst of all, export prom otion is not limited to the narrow 

dom estic  m arket of the import-substitution. Secondly, the inflow of foreign 

capital to su p p o r t  export  p rom otion  is not d ep en d e n t  on hom e m arket 

protection bu t is induced by considerations of efficiency on the resource cost. 

It also u p g rad es  labor skills w hen  it involves the p roduc tion  of labor- 

intensive m anufactures through technology imports. It contributes m ore to 

greater em ploym ent and  im proved income distribution.

In .short, Neoclassical theory em phasizes two theoretical reasons why export 

prom otion m ay be the superior strategy. First of all, the costs of excess export 

p rom otion  are m ore visible to policy makers. Secondly, an export-oriented 

d ev e lo p m en t s tra tegy  generally entails relatively g rea te r  use of indirect, 

rather than direct, interventions. Neoclassical economists take NIFs as a good 

e x am p le  to d e m o n s t ra te  th a t  e x p o r t  p ro m o t io n  o u tp e r fo rm s  im port  

substitu tion . K rueger a rgued  that NlEs' rem arkable  rates of g row th  were 

associated w ith  the rapid grow th  of exports. Countries which adopted export 

p rom otion  had  their grow th  rate sharp ly  jum ped  up. In 1 long Kong, one of 

the four Asian N IE s , , exports covered 99% of GDP during  the period between 

1963 and  1978, while the increase in GDP over same period rem ained around 

8%, It is fu rther believed by Neoclassical writers  that ou tw ard-o rien ted  

policies created dynam ic effects in addition to the static gains from improved 

allocation of resources.^^

Based on description by M eier (1976), in tfie book l.eadinf» Issues in Ixonoin it’ U cvelopm enl. 
p672,

3^ A nne O. Krueger, 'import substitution versus export prom otion' in I’inance &
Developm ent,June, 1985

2 6



A ccording to Karl Levitt, 4̂ the role of m ultinational corpora tions  is also 

evaluated favorably by neoclassical theorists. Apart from p rov id ing  m arket 

outlets, these com panies are said to have  a positive im pact on  develop ing  

countries by bringing in industrial skills and training local workers. It is also 

a rgued  tha t the  m ultina tiona l firm is an  im p o r tan t  agen t in  red irec ting  

deve lopm en t strategy and  getting  it in line w ith com para tive  advan tages. 

The in te rn a t io n a l  c h a ra c te r  o f  m u l t in a t io n a l  f irm s w ill  le ad  to a 

ra tionalization  of their w orldw ide  activities, correcting the  d is to r tions  in 

factor use in the countries w here  they operate. In this fashion, it is a rgued  

tha t ex p o r t  p ro m o tio n  will ass is t  e m p lo y m en t a n d  a l lev ia te  incom e 

inequality.

Both D ependency and Neoclassical theories have their o w n  s treng ths  over 

the significance of their favorable strategy. This au thor considers tha t every 

trade  strategy, as a m eans to achieve trade expansion, m ust function in  a 

very  com plex in te rna tiona l, dom estic, political, econom ical, a n d  social 

chang ing  conditions. All these  conditions p ro m o te  a n d / o r  re s tra in  the 

strategy, affecting trade perform ance at different time. Im port substitu tion  

has m any constraints, yet it does p lay a positive role in balancing a na tion 's  

paym ent, especially w hen a country has little capacity in exports and  does not 

have the conditions for export promotion. China could hard ly  in troduce the 

export prom otion strategy right after the liberation in 1949, m ain ly  because 

China w as isolated and suffered from embargo and sanctions from  the West. 

Also, C h ina  could  no t a d o p t  ex p o r t  p ro m o tio n  d u r in g  th e  c u l tu ra l  

revolution w hen  the w hole  nation was engaged in class s truggles leaving

•44 The State o f D evelop m en t Studies, International d evelop m en t stu d ies, occasion al
paper, N o .‘)2.1
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m achinery idle in the factories. Export prom otion could have d isadvantages 

u n d e r  conditions w hen  the term s of trade deteriorates. Export p rom otion  

m ust be based on  the principle of com parative advantages, while advantages 

lie in  specialization of p ro d u c tio n  and  h igh  qua lity  of p roduc ts  which 

n o w a d a y s  cou ld  on ly  be ach ieved  th ro u g h  c o n t in u o u s  u p g ra d in g  of 

technological level for the  most of developing countries. The experiences and 

lessons China can offer w ith  reference to an analysis of forty years of trade 

perform ance, w ith  its striking difference before and after the shift, not only 

relates to the question of trade  strategies b u t  also to w hether or not the 

w hole  political, economical, social and  cu ltu ra l  en v iro n m en t su p p o r t  the 

strategy to function effectively, and  w he ther trade brings enough benefil.s to 

p rom ote  the p roduc tion  and  consum ption , and  vice versa. 1 hese questions 

will be addressed in the following chapters.
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3. B A C K G R O U N D  ST U D Y

3.1 China's Foreign Trade and Economy in 1950-1978

When the People's Republic of China was founded in 1949 after three decades 

of political instability and warfare, productions in the industrial and 

agricultural sectors were below their peak levels of the early 1930s. The new 

economy started to function in 1952. Over the subsequent two and a half 

decades before 1978, the economy was manipulated by a central planning 

system, although efforts were made several times to adjust the policy from 

more centralized' to "less centralized' in certain ways. During the pre-reform 

period, between 1952 and 1978, China's output growth averaged about 4 

percent a year, and industrial output rose rapidly while agricultural 

production grew on an average about 2 percent a year. Research showed that 

this economic growth was achieved largely by increasing the amount of 

labour and capital employment, there was little growth in total factor 

productivity.-’'’

Foreign trade in China during the pre-reform period was relatively ignored as 

the Chinese government adopted a policy of self-reliance and the whole 

nation was isolated from the outside world. During the early years after the 

establishment of the People's Republic of China, primary products accounted 

for about 80 percent of China's exports and industrial finished products 

accounted only for 20 percent. In that period, China had little industrial 

production, with the industrial output covering only one third of the gross 

value of industrial and agricultural output (GVIAO). Between 1950 and 1957,

IMl- Economic Reform mid Macroeconomic Management.
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G V IA O  in c r e a s e d  a t an  a v e r a g e  a n n u a l ra te  o f  14,4 p e r c e n t , th e  in d u s tr ia l  

o u tp u t  g r e w  b y  2 2 .4  p e r c e n t  p e r  a n n u m , a n d  th e  v o lu m e  o f  e x p o r t s  h\' In,4 

p e r c e n t . In th e  y e a r s  fro m  1 9 5 7  to  1962 , th e  e c o n o m y  w a s  a lm o s t  at a 

s ta n d s t il l  a n d  e v e n  in  a b s o lu te  d e c l in e  in  1961 a n d  1962 d u e  to  le ft is t  p o lic y  

m is ta k e s  o f  'grea t le a p  fo rw a rd '. F rom  1957 to  1965, th e  a v e r a g e  g r o w th  rate 

o f  G V IA O  w a s  r e d u c e d  to  6  p e r c e n t , in d u str ia l p r o d u c tio n  8 .9  p e r c e n t, an d  

e x p o r t s  4 .4  percent.'^*’ T en  y e a r s  o f  th e  p o lit ic a l tu r m o il o f  .so c a lle d  c u ltu r a l  

r e v o lu t io n  (1 9 6 6  to  1 9 7 6 ), p lu n g e d  th e  C h in e s e  e c o n o m y  in to  Ih e v e r g e  o f  

c o l la p s e ,  e x p o r t  tr a d e  w a s  la b e lle d  a 'n a tio n a l b etraya l' a n d  im p ort trad e  w a s  

c o n s id e r e d  th e  'w o r s h ip  o f  t h in g s  fo r e ig n '  a n d  ' f a w n in g  o n  fo r o 'g n  

p o w e r s ' . E x p o r t  g r o w th  c a m e  to  a s ta n d st ill.

3.2 Foreign Trade Regim e and Its Characteristics

T h e  c e n tr a l p la n n in g  s y s t e m  w a s  b a s ic a l ly  c h a r a c te r iz e d  w ith  th e  s t a le  

o w n e r s h ip  o f  th e  b u lk  o f  th e  m e a n s  o f  p r o d u c t io n ,  s tr ic t  p la n n in g  o v e r  

r e s o u r c e  a l lo c a t io n  a n d  u t i l i z a t io n ,  a b s o lu t e  c o n tr o l o v e r  th e  p r ic e  o f  

c o m m o d it ie s ,  a s  w e l l  a s  th e  co n tr o l o v e r  in p u t  a n d  o u tp u t  o f  p r o d u c t io n , I h e  

s y s t e m  s e r io u s ly  in h ib it e d  th e  d e v e lo p m e n t  o f  p r o d u c t iv i t y .  I h e  d ir e c t  

r e f le c t io n  o f  s u c h  a s y s t e m  o n  C h in a 's  fo r e ig n  tra d e  in th e  p r e -r e fo rm  p er io d  

w a s  th e  a b s o lu te  m o n o p o ly  o f  th e  cen tra l g o v e r n m e n t  o v e r  fo r e ig n  tra d e , an d  

t h e  im p le m e n t a t io n  o f  'im p o r t  s u b s t it u t io n '  s t r a te g y . S ta te  m o n o p o ly  an d  

s tr a te g y  w e r e  m a in ly  re flec te d  in th e  f o l lo w in g  f iv e  a sp ec ts:

Xu (1987). Thu c o m m o d ity  C 'om posilion  of Im porK  <ind I'.xporls" m C Inn.i s I o n  i^n I r.uic 
37 Liu (1987), Chinn's E conom y in 2000,
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I o ru i^ n  b u s in e s s  w a s  c o n d u c te d  b y  s ix t e e n  s ta te  o w n e d  f o r e ig n  tr a d e  

c o r p o r a t io n s  (M C s )  u n d e r  th e  d ir e c t  le a d e r s h ip  o f  th e  M in is tr y  o f  F o r e ig n  

T r a d e  (M FT ), w h ich  w a s  e x c lu s iv e ly  r e s p o n s ib le  to  th e  S ta te  C o u n c i l .  T h e s e  

I'TCs w e r e  sp e c ia liz e d  in trad e  in d e f in e d  p r o d u c t  a re a s  a n d  u s u a lly  p a r a lle le d  

in  s tr u c tu r e  w ith  in d u s tr ia l  p r o d u c t io n  m in is tr ie s .  F or in s t a n c e ,  C h in a  

N a t io n a l  T e x t i le  Im p o r t  & E x p o r t  C o r p o r a t io n  h a n d le d  c o m m o d i t i e s  

p r o d u c e d  b y  th e  M in is tr y  o f  T e x t ile  In d u str y . F T C s r e c e iv e d  im p o r t  a n d  

e x p o r t  p la n s  from  th e M FT e v e r y  y ea r , a n d  w e r e  fu lly  r e s p o n s ib le  fo r  c a r r y in g  

o u t  t r a n s a c t io n s  t h r o u g h o u t  th e  p r o c e d u r e s .  S u c h  a s y s t e m  a l lo w e d  

s p e c ia liz a t io n  in trad e, w h ic h  w a s  a lw a y s  n e c e s s a r y  in  c o n d u c t in g  b u s in e s s  

w e ll .  B ut th ere  w a s  n o  c o m p e t it io n  at a ll a n d  th e  'p ro d u c er s' ( in  th e  c a s e  o f  

e x p o r ts )  an d  th e  'e n d u se rs ' (in  th e  c a s e  o f  im p o r ts )  h a d  n o  c h o ic e  w h a t s o e v e r  

in  f in d in g  a d iffe r e n t  o r  b e tte r  c h a n n e l o f  b u s in e s s .  T h e  s y s t e m  in d u c e d  

b u r ea u cra c y  an d  lo w  e ff ic ie n c y .

2 ) M o n o p o ly  th r o u g h  r ig id p la n n in g  in  fo r e ig n  tra d e

A n n u a l a n d  f iv e -y e a r  p la n s  for  fo r e ig n  tr a d e  w e r e  a n  in te g r a l p a r t  o f  th e  

n a tio n a l e c o n o m ic  p la n s . T h e se  p la n s  u s u a lly  s p e c if ie d , in  v a r y in g  d e g r e e s  o f  

d e t a i l ,  th e  v o lu m e , c o m m o d it y  c o m p o s it io n  a n d  g e o g r a p h ic a l  p a tte r n  o f  

fo r e ig n  tra d e  that w a s  to  b e u n d e r ta k e n  in  th e  n e x t  p e r io d . S u c h  a  p la n n in g  

in  fo r e ig n  trad e re su lte d  in tw o  p ro b lem s:

First o f  a ll, th e  im p o r t an d  e x p o r t  p la n , jo in t ly  fo r m u la te d  o v e r  th e  ^ ea rs b y  

tile  M FT  a n d  th e  G o v e r n m e n t  C en tra l P la n in g  C o m m is s io n , o f te n  la g g e d  far  

b e h in d  in m a rk et in fo r m a tio n  b o th  in s id e  a n d  o u ts id e  C h in a . C o n s e q u e n t ly ,  

tlie  a p p r o v e d  ite m s  e ith er  for im p o r ts  or e x p o r ts  h a d  to  b e  r e tu r n e d  b a ck  for
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fu r ther  ap p ro v a l  in case there  was any change in type and im portan t 

specifications of the com m odity  a n d /o r  in any need of additional foreign 

exchange. The approva l p rocedure  was long and tedious. Secondly, 

unexpected production shortfalls during  the j ear could reduce the availability 

of the goods for exports, and domestic consum ption had to be cut in such 

cases in  o rd e r  to m eet the foreign dem and . The ITCs were unable  to 

purchase  the p lanned  quantity  of export goods, and had to acquire higher 

unp lanned  high cost goods to fulfil the target, but with a financial loss.

31 M onopoly th rough  strict pricing in commodities

For the exports, FTCs bought the goods from producers  according to trade 

p lans at the dom estic  prices, w hich  w ere set by the governm ent. With no 

rew ard  of foreign currency and  no direct connections to the international 

m arket, the local p roducers  had  little interest in prom oting their p roducts  in 

the foreign trade.

For the imports, pricing of imported goods to domestic currency was set up 

by converting the contract prices (CIF), or by adding the contract price (in case 

of FOB), the cost of insurance, and freight using the official exchange rate, to 

which the com m ission charged by the trad ing  corporation m ust be added . 

The re levan t po in t here  is the official exchange rate  as China 's  official 

exchange rate rem ained  constant at 2.46 Renminbi Yen per US dollar for 16 

years  from 1955 to 1971. O bv iously , the Renm inbi Yuan was m uch 

overvalued. Such a system  in essence provided subsidies to the im port of 

heav y  m ach inery , e q u ip m e n t  and industr ia l raw  m ateria ls  needed  for 

industria lization of the country.
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4) Monopoly through stringent control over foreign exchange 

Instituted in early '1950 until early 1980s, Chinese law required that all 

foreign exchange holdings, including those of overseas Chinese, foreign 

travelers, and foreign missions, be deposited in the Bank of China, the only 

bank which was authorized to deal with foreign exchange transactions. 

Withdrawal of the foreign exchange was only possible when it was converted 

into Chinese currency. Exporters had no right to retain whatever the 

amount of foreign exchange they earned for their own usage. The limited 

foreign exchange earned for the country was allocated by the Bank of China 

according to the priority approved by the state plan.

51 Strategy of import substitution

Import substitution' simply means exports are just for the needs of imports. 

That is, the sole purpose of exports is to earn foreign exchange which is 

urgently needed to the imports of necessities. Before 1978, the composition of 

imports consisted more than 90 percent produced goods and less than 10 

percent of consumer goods. At the same time, primary goods accounted for 

80 percent in exports and only 20 per cent of exports were manufactured 

g o o d s . I m p o r te d  goods were mainly machinery and equipment which were 

essential to the industrialization of the country, yet were all very expensive. 

Meanwhile, Renminbi Yuan, the Chinese currency had been overvalued for 

decades. Furthermore, foreign exchange was strictly controlled from the top 

to the bottom levels of all organizations and individuals. All these measures 

seriously hindered the exports, the earning of foreign exchange and flexible 

imports.

Chen ( l ‘W7), "Sovii’f Union iind East Europe" in China's Foreign Trade.
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To sum  u p  the regime of China's foreign trade before IV7H, it is understood 

that such  a policy had  a positive significance shortly after the founding of 

new  C hina  in  help ing  the unified p lann ing  of the economy and breaking 

th rough  the blockade and  em bargo  im posed by the United States and  the 

countries  aligned w ith  USA, To a certain extent, the im port substitu tion  

s tra tegy  he lped  balance the p ay m en t of the country 's  account, especially 

w hen  the export capability w as very limited and earning of foreign exchange 

very  difficult. Besides, China had  no access to foreign investm ent and the 

governm ent policy also d id  no t encourage foreign investm ent at all. U nder 

such  circum stances , im p o r t  subs ti tu tion  was necessary to help  ease  the 

foreign exchange shortage  and  pay  for the major im ports  necessary for 

industr ia liza t ion . H ow ever , the system  becam e increasingly  rigid in 

respond ing  to dom estic  and  foreign m arket supp ly  and dem and  situation, 

causing extrem ely  low efficiency in foreign trade. In addition, the overall 

closed o r semi-closed econom y, and  C h in a ’s p oo r  infrastructure , such as 

shortage  of harbors, transporta tion  facilities, hotels, etc., formed very poor 

conditions for an effective expansion of China's foreign trade.
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4. C H IN A 'S  O PEN  A N D  REFORM  
POLICY A N D  ITS IM PA C T  O N  T R A D E

Thu wi.se adoption of open and reform policy by Chinese government in 1978 

shifted the country's closed and backward economy onto the right track which 

had turned China's history towards a brighter future. Foreign trade which 

had been neglected for so long started to take off in an open and reform era. 

The promotion of foreign trade relies primarily on the development of 

domestic production, the actual strength of a country. It also relies very 

much on the international economic environment, and supports from the 

countries worldwide.

The open and reform policy, in essence, is domestically to infuse new 

vitality to China's economy by introducing the market economy which aims 

at bringing the initiative of Chinese enterprises into play with provision of 

more decision making power and freedom in production and sales of the 

products under sound economic and social environment, so that production 

and commodities exchange could be greatly and considerably increased; 

Externally , by implementing the open foreign policy, China brings her closed 

or semi-closed economy to the big stage of world competition so that more 

foreign investment could be absorbed, and foreign trade, especially the 

import of technology and the other necessities be promoted in order to speed 

up the economic growth and overall social progress. China's development 

record since 1978 has provided strong evidence of the success of China's open 

and reform policy.
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4.1 G reat Im p rovem en ts  in C h ina's B u sin ess  C lim ate

The foreign business climate in China has im proved fantastically since 

Significant steps have been the establishment of special economic zones and 

areas, w here  trade is greatly encouraged, and favorable policies granted; the 

a d o p tio n  of su itab le  legislation; the efforts in jo ining the in ternational 

m u lt i la te ra l  econom ic institu tions , particu la rly  the efforts  m ad e  to be 

readm itted  into GATT, The results have been imm ediate and obvious.

4.1.1 T h e C reation  o f  SEZs, O C C s, O C Ps, and the E conom ic R eg io n s

The creation of four Special Economic Zones (SEZs) in Shenzhen, ZInihai, 

Shantou  and  Xiamen in 1979 by China's senior leader, Deng Xiaoping has 

been  the symbol of China 's  open reform policy and the significant start of 

C h in a 's  co n tin u ed  efforts in the im p ro v em en t of the foreign bus iness  

climate. Shortly after the establishment of SEZs, 15 Coastal Cities (OCCs) and 

11 Coastal Provinces (OCPs), Hainan, and the other special areas were open to 

the ou ts ide  w o r l d . T h e  target for the 1990s has been the developm ent of 

different economic regions such as the Yangtze River Delta, the Pearl River 

Delta, and  the Bohai Sea region. All these economic zones and regions 

en joyed  spec ia l  t re a tm e n ts  and  favorab le  po lic ies  from the  cen tra l 

governm ent w ith  regard  to absorption of foreign investm ent, foreign trade 

and  the o ther economic supports. Foreign investors are offered tax holidays, 

access to im ports of parts and to foreign exchange, freedom to hire expatriates 

and  relative freedom  to hire labour including transferred rights to use the 

land. The opening  of these zones, cities and provinces has basically turned

39 15 O C C s in C hina are O p en ed  C oastal C ities o f Dalian, Q inhuangdao, Tianjin, Yantai, 
W eihai, Q in gd ao, L ianyungang, N antong, Shanghai, N in gbo, W en /h ou , Fuzhou, 
G uangzhou , Zhangjiang and Beihai. 11 OCRs are often referred in literature as O pened  
C oastal Provinces of Liaoning, Hebei, Shangdong, jiangsu, Zhejiang, Fujian, G u angd ong, 
H ainand, G uangxi and tw o  cities o f  Ticnjin and Shanghai,
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thtî whole eastern and south-eastern coastal line tow ards  the rest of the w orld  

in trade and cooperation. With the g radua l deve lopm en t in the 1990s of 

econom ic regions, trade  and  o th e r  econom ic activities w ith  foreign 

countries will penetrate  more into the inland and remote areas.

The achievem ents and  fu ture  potentia lities  from the areas d iscussed  are 

im m edia te  and  far reaching. Shenzhen, as the earliest re form ing  star, has 

p roved  p a rticu la r ly  successful. A re p o r t  from C hina  Business Review, 

volume 18, 1992, indicated that foreign investm ent (mainly from H ong  Kong) 

in Shenzhen’s infrastructure jum ped  from 11 percent in 1979 to 50 percent in 

1981; Total foreign investm ent from 1979-89 exceeded $5.5 billion. In 1990, 

Shenzhen attracted m ore than  $500 million in foreign investm ent, a ro u n d  8 

percent of C hina 's  total foreign investm ent tha t year. S henzhen 's  export 

volum e soared from $9.3 million to $2.2 billion.

A m ong all the OCPs, G uangdong  province is the m ost p rom inen t in terms of 

its overa ll  reform s, foreign  in v e s tm en t  a t trac t ion , an d  fo re ign  trad e  

expansion. China 's People's Daily reported  on Januay 17, 1994, tha t  annual 

rate of increase of foreign direct investm ent was over 40% in the 1980s and 

over 1007.) in 1993. Actual u tiliza tion  of FDI in 1993 am oun ted  to  US$9.6 

billion which was more than 40% of the total va lue  utilized by the  w hole 

nation that year. The total im ports  an d  exports  value in 1993 w as  $45.4 

billion, a round  257) of the total trade  va lue  in China. The export  va lue  of 

manufactured goods accounted for 90% of total exports. The e x p o r t /G N P  rate 

increased from 97, in 1979 to 38% in  1993. The province has m ain ta ined  the 

first place in China in its trade value for eight consecutive years.
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The Y angtze River Delta has Shanghai as the 'Dragon head ' in leading the 

econom ic developm ent of the region, which includes Jiangsu and Zhejiang 

provinces. The region has been considered as the most developed over the 

p revious decades, possessing ab undan t natural resources, a solid industrial 

bases, and  com paratively  more trained h u m an  resources. Shanghai, as the 

largest city and  most pow erfu l industria l base having one of the biggest 

harbors  in China has p layed a significant role in the nation 's  foreign trade 

expansion . The open and  reform policy, particu larly  the estab lishm ent of 

N e w  P u d o n g  D ev e lo p m en t Z one  since 1990, p ro v id e d  t r e m e n d o u s  

opportun ities  in trading with foreign partners and added  'w ings to the tiger' 

in  th e  co u n try 's  overall economic perform ance. The fulfillm ent of the 

reg ion 's  am bitious  developm ent s tra tegy  will con tribu te  not only to its 

regional prosperity , b u t  also to a leading role of the region in b ridging  

C h ina 's  N orth  and  South which are d iv ided  by the Yantze river, in their 

economic interactions and activities with the world market.

E nough  evidence has accom m odated over the years  since 197S that the 

creation of these zones and regions p rov ided  the  foundation for im proving  

C hina 's  business climate, institutional changes and reform s in the whole 

co u n try ,  and  the in teg ra tion  of the na tion 's  econom y into the w orld  

econom y.

4.1 .2  Im p ro v em en t o f L eg isla tion

The an n o u n cem en t of h u n d red s  of laws and regu la tions  w ith  regard  to 

foreign investm ent and  foreign trade  practice has been ano ther  im portan t 

contribution of Chinese governm ent in im proving the business climate since 

1978. M ore than 300 economic laws and regulations were issued in five years
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after 1978 4" w ith 36 legislation docum ents  approved  in 1986 alone. The key 

foreign econom ic law s and  regulations are: Law on  Joint V entures us ing  

C hinese and foreign Investm ent, Incom e Tax Law, T rad em ark  Law , The 

Econom ic C o n trac t  Law, The P a ten t  Law, The In v e s tm en t  L aw , etc. 

A m endm ents  have been m ade  several times for the  purpose  of perfecting the 

legislation and continued efforts have  been m ade  by the Chinese governm ent 

in im proving  the legislation system. The effective enforcem ent of the  Anti- 

Unfair Competition Law since December 1, 1993, which greatly helps protect 

the trade  secrets and business interests of all trad ing  partners  involved in 

transactions, has been a significant sign of China 's s trong  de term ina tion  in 

c reating  a fair com petition  en v iro n m en t and  a p p ly in g  in ternational trade  

practice.

4.1.3 S u p p ort from  IM EIs

In te rn a tio n a l  su p p o r t ,  po litical, econom ical and  financial a re  essen tia l 

ex te rna l cond itions  for C h ina 's  foreign t ra d e  ex p an s io n  an d  econom ic  

developm ent. One im portan t reason  w hy China traded  so little before the 

open  reform era was the lack of support  and financial assistance from the 

rest of the world. As of 1978, the coun try  has im p ro v ed  overall foreign 

d iplom atic  relations with m any countries of the w orld  including neighboring 

countries and  regions such as South Korea. M eanwhile, w ith  her unsw erv ing  

efforts m ade  in im proving the domestic trading and economic policies, China 

has successfully received the financial su p p o r t  from  the In te rna tiona l 

M ultilateral Economic Institutions (IMEIs).

Uoijing R eview , February 19,1985. p7.
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C hina  joined the W orld  Bank G roup  (WBG) in 1479, shortly  a fter the  

gov e rn m en t adop ted  the open  and  reform policy, and  succeeded  in her 

formal en try  into the International Monetary Fund (IMF) on  April 17, 1480. 

A gain, on  March 20, 1986, China became the 47th m em ber of the Asian 

Developm ent Bank (ADB). Between 1981 and 1990, China received over US 

$9.2 billion in loans and credits from WBG for some 83 projects. D uring  the 

period  be tw een  1986 and  1989, ADB prov ided  China w ith  seven loans of 

US$416 million, 22 technical assistance projects in the am o u n t o f  US$8.42 

million, and  a US$3 million line of private  sec tor investm en t equity  to 

Shanghai SITCO Enterprise Co., Ltd.^^ Such relaxation of the former strict 

control against foreign borrow ing by the Chinese governm ent since 1978 has 

h e lp ed  the coun try  m eet its em ergen t needs in the trade  and econom ic 

d e v e lo p m en t.  O n  the o th e r  h a n d , by keep ing  close tie.s w ith  these 

international IMEIs, China has been able to remain informed and  positive in 

the in te rna tiona l econom ic and  financial s tage  w hich is defin ite ly  very 

significant to the country 's overall trade  and economic developm ent.

4.1.4 C h ina's Efforts in  R e jo in in g  G A TT

The s trong  de te rm ina tion  of China in rejoining G enera l A greem en t on 

Tariffs and  Trade (GATT) since her formal application in 1986 has served as a 

d riv ing  force for the  C hinese governm en t to m ake con tinuous  efforts in 

im p ro v in g  t ra d in g  po lic ies  an d  the  b u s in e ss  e n v iro n m e n t .  In 1991, 

reductions of im port tariffs were m ade  for 43 kinds of commodities. In 1992, 

ano ther 225 items w ere  listed for the  reduc tion  of tariffs, and additional 

im port adjusting tariffs for a group of m achinery, electronic products , and

41 Freeney(1991). China's R elations w ith  M ultilateral E conom ic Institutions.
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chemical fibers were further elim inated. The b iggest m ove  w as the tariff 

reduction for 3371 items which affected a round  50% of total categories of 

commodities subject to im port duties.42 in  May 1993, China announced that 

it w ould abolish its im port licensing system which had  been  a major barrier 

to the im ports of foreign products. All these m easures taken so far im proved 

C hina 's  conditions  for do ing  business w ith  foreign partners . Possible 

readm ission of China into GATT w ith m utua l reduction of tariffs in  trad ing  

with over 100 m em ber countries will expand China's im ports and  exports in 

the long run. However, the  biggest and  im m edia te  im pact is tha t China 's  

local industries  shall face severe challenge of com petition w hen  m ore  and  

m ore com m odities  a re  im ported  into the  C hinese  m arket. C erta in  infant 

industries can be protected, bu t only for a limited period  of three years. 

C hinese enterprises , especially those state  o w ned  w hich  have  been  re ly ing 

heavily on  governm ent subsidies for their survival are g iven  a choice either 

to b a n k ru p t  or to be reform ed. This s itua tion  u n d o u b ted ly  increases the 

p ressure  of crisis onto  the industries w ith  state ow ned  en terprises  w hich 

currently  still dom inate  China's economy. China 's efforts m ad e  in  rejoining 

GATT will h e lp  p u sh in g  further, quicker reform s and  changes  in the  

nation 's econom y w hich include the financial and  taxations sectors. At the 

same time, it will eventually  prom ote relevant and  necessary reform s of the 

political system as well.

In sum m ary , China's open door policy has m ad e  all the above im provem ent 

of overall business climate possible. W ithout these conditions, rap id  foreign 

trade expansion and striking economic grow th  w ou ld  have been impossible.

D ata is from Cliina's People's D aily, N ovem ber 1993.
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4.2 Rural and  U rban R e fo r m -N e w  V ita lity  to  F oreign  T rade

The economic reforms going on hand  in hand  w ith the im plem entation of 

China 's  open  door policy are symbolized in the relaxation of the central 

p lanning  system  and the in troduction of m arket m echanism. The aim is to 

establish a fram ew ork  of a 'Socialist M arket Kconomy' by the end of the 

century. The reform s u p  to now  have been  m ainly  characterized w ith  the 

decentralization of economic decision m aking, increased reliance on market 

forces in setting prices and output, and the developm ent of non state-owned 

economic entities. The them e of the reform s is to infuse vitality to both 

industry  and  agricu ltu re  and  allow m ore flexibility and  freedom in o ther 

sectors of the economy including finance and commerce.

4.2.1 Rural R eform  an d  the R ise  o f  TV Es

China s tarted  its economic reform In the rural areas w here  the production  

responsibility system was in troduced in both collectives to households. The 

rise of Tow nsh ip  an d  Village Enterprises  (TVEs) which created  a very 

potential and  vibrant force in Chinese exporting is ano ther symbol of China's 

success in rural reforms. Encouraged by governm ent docum ent No.4 ( 1VN4), 

rural indus try  in C hina  experienced a boom unpreceden ted  in its history. 

There was a tenfold increase in the num ber of enterprises between I9S3 and 

1985, and another 50% increase by 1988. The increase in the value of o u tpu t 

betw een 1983 and 1985 was 270%. By 1989 the ou tp u t was eight times higher 

than  that in 1983. A lm ost 100 million Chinese w ere w orking  in Tow nship  

an d  Village en terp rises  in  rural areas by 1990. An add itiona l 20 million 

en trep reneurs  w ere  engaged in private  service and  m anufacturing  ventures 

by  the end of 1980s. The striking changes in the role of China 's  rural sector 

and  TVEs in p ro m o tin g  foreign trad e  is su p p o r te d  by strong  ev idence
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collected from  various sources. It w as calculated th a t from  1983 to  1989, 

an n u al j^rowth ra te  in ag ricu ltu ra l trade  w ere  a lm ost 12%, th e  v a lu e  o f 

exports increased yearly by 13.4%. In 1987, total foreign exchange earned  in  the 

ru ral areas of G u angdong  am ounted  to US$2,7 b illion , a lm o st h a lf  the  

foreign exchange earned in the province. TVEs' earn ing  o f foreign exchange 

in p ro p o rtio n  to C hina's total export earn ing  in the  1980s increased  from  

4.5'%, in 1984-1985 and 20.8'%, in 1990.43

4.2.2 U rban R eform s and Industria l E nterprises

The m ajor target in urban  econom ic reform s undergo ing  in C hina has been 

the reform  of industria l en terp rises w hich form  the  fo u n d a tio n  of C hinese 

industry  and the lead ing  force of various exports. The u ltim ate  p u rp o se  of 

the reform  is to allow  en terp rises  to set u p  th e ir se lf-activa ting  a n d  self

res tra in in g  m echanism  so th a t opera tion  can be carried  on  au to n o m o u sly  

and  en terp rises  could take the responsibility  for th e ir ow n  gains o r  losses 

w ith  eno u g h  pow er au thorized , reasonable profits  sh ared , an d  ev en tu a lly  

th e ir  p ro d u c tio n  efficiency enhanced. The im m edia te  aim  h as  b e en  the  

separa tion  of governm ent adm in istra tive functions and  b u siness  opera tions, 

the separation  of pow er of ow nership and  the pow er of m anagem ent. Before 

1978, en te rp rises  had little  in itia tive for im prov ing  th e ir  efficiency and  

financial results as the central p lan  controlled bo th  resources allocation  and  

o u tp u t target. W hat the m anagers needed to do w as to fulfil the  target. The 

reform  has given en terp rises m ore au tho rity  in decision-m aking  an d  m ore 

flexibility in access to financial resources and  m ore m arke tab ility  for their 

products. In 1986, a contract system  w as in troduced  in to  m ed ium  and  large

43 Z \v ig  (6W 1), "Internationalizing China's C ountryside", C hina Q uarterly, V128.
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scale en terp rises. The con tract generally  specifies the targets for expecteil 

perform ance of the en terp rise , quo tas for the o u tp u t and obligations to the 

governm ent. The c o n tn c t system  has m any lim itations, for instance, short 

term  responsibility  for the m anagers m ight affect their initiatives in m aking 

long term  plans, but the contract system  is definitely a step of progress from 

the original. The focus of a tten tion  is on sharehold ing  system  which forces 

the en terprises to be m ore risk taking and responsible for their ow n profits or 

losses.

O n July 23, 1992, the C hinese governm ent p rom ulgated  the R egulations on 

T ra n s fo rm a tio n  of O p e ra tio n a l S ystem s for S ta te  O w n ed  In d u s tr ia l 

E nterprises, w hich au thorizes en terp rises  w ith 14 different rights including 

those of decision m aking  in in p u t and o u tp u t, price, purchase, sales, hum an 

resource allocation, as well as rights of im ports and exports. In an addition to 

the Law of Enterprises, this 'R egulations' has served as a guaran tee  for the 

transition  of C hina's econom y from a C entrally  Planned system  to a Socialist 

M arket Econom y. A ccord ing  to Jiang, an official from the State I’oreign 

Econom ic an d  T rade  C om m ission , since 1993, the  prices of over 90'%, of 

co nsum ed  p ro d u c ts  and  80% d ifferen t m eans of p roduction  have been 

subjected to the m arket forces. This has given the en terprises m ore freedom 

and  in itia tive  in bo th  p ro d u c tio n  and trade , w hich is beneficial to export 

p rom otion . F urtherm ore , non-sta te  ow ned econom ic en tities including  those 

collectively and  p riv a te  ow ned , have developed quickly since 1978, their 

num ber increased to 291,000 ou t of a total of 363,000 by Septem ber, 1993.'''* 

T heir p ro d u c tio n  value w as estim ated  as over 50'%, of C h ina 's  total (iN P.

^  Jiang , "Establishing Socialist M arket Econom y, V italizing the State O w n ed  Large and 
M edium  Enterprises" in C hina's Scholar's Abroad, O ctober, 1993.
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A c c o r d in g  to l.u  Y o n ^ h u a , a n o th e r  o f f ic ia l  fro m  th e  S ta te  C o m m is s io n  for  

I'C'onomic R estru ctu rin g , a s  o f  1994, 100 la rg e  s ta te  o w n e d  fa c to r ie s  w o u ld  b e  

p r iv a t iz e d  an d  w h o s e  m a n a g e r s  w o u ld  ta k e  w h o l e  r e s p o n s i b i l i t i e s  fo r  

f in a n c ia l d e c is io n s  a n d  c o n s e q u e n c e s .  If th e  p r o g r a m  is  s u c c e s s f u l ,  o th e r  

e n te r p r is e s  w ill  b e  r e s tr u c tu r e d  sim ilarly.'*^ A t  th e  s a m e  t im e , e f fo r ts  are  

a ls o  m a d e  to im p r o v e  th e  e n v ir o n m e n t  fo r  t h e s e  e n t e r p r is e s ,  w h ic h  

in c lu d e s  re form  o f  th e  f in a n c ia l se c to r , a n d  s o c ia l  w e lfa r e  s y s t e m ,  s o  a s  to  

le s s e n  th e  b u r d e n  o n  e n t e r p r is e s  a s  s m a ll  s o c ie t ie s ,  A ll  t h e s e  c h a n g e s  

re flec te d  th e  n e w  h o p e  o f  v it a l iz in g  C h in a 's  e n te r p r is e s  a n d  e n h a n c in g  th e ir  

c o m p e t i t iv e n e s s  in  in te r n a tio n a l trad e.

4.3 Foreign Trade Reform

T h e re form  o f  fo r e ig n  tra d e  i t s e l f  w ith  r e g a rd  to  p o l ic ie s ,  o r g a n iz a t io n s ,  

p r ic in g  a n d  m a n a g e m e n t  s y s t e m s  a re  e q u a l ly  im p o r ta n t .  W it h o u t  t h e m  

C h in a  c o u ld  n e v e r  h a v e  a c h ie v e d  a s m u c h  p r o g r e s s  in  f o r e ig n  tr a d e . T h e  

m a jo r  r e fo r m s a c h ie v e d  s o  far a re  d e c e n tr a liz a t io n  o f  fo r e ig n  tr a d e  d e c is io n  

m a k in g  an d  in s t itu t io n a l c h a n g e s . R e fo r m s in  o th e r  f ie ld s  s u c h  a s  p r ic in g  o f  

c o m m o d it ie s  an d  fo r e ig n  e x c h a n g e  co n tro l h a v e  p r o c e e d e d  to  a c e r ta in  e x te n t .  

F ore ign  tra d e  reform  h a s  e n a b le d  C h in a  to  m a k e  u p  w e a k  p o in t s  a n d  d e fe c ts  

o f  th e  a b s o lu te  m o n o p o ly  s y s t e m  th e  ce n tr a l p la n n in g  s y s t e m  h a d  b r o u g h t .  

By a ll a c c o u n ts , th e  re fo rm s h a v e  p r o v e d  su c c e s s fu l.

4.3.1 Decentralization and Institutional Changes

D e c e n tr a liz a t io n  o f  tr a d e  p o w e r  is  m a in ly  r e f le c te d  in  th e  r e le a s e  o f  c e n tr a l  

co n tr o l o v e r  th e  p la n  o f  im p o r t a n d  e x p o r t  c o m m o d it ie s .  A s  e a r ly  a s  J a n u a r y

News front "The month in ivvivvv". Current History, a journal of contemporary world 
ali'airs, January, MW4.
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1 9 8 2 , th e  n u m b e r  o f  p la n n e d  e x p o r t  c o m m o d it ie s  fe ll to  I9U, It w a s  fu r th er  

r e d u c e d  to  a b o u t  112  in  1 984  a n d  s to o d  at 112  c o m m o d it ie s  b y  1988. O f th e se  

11 2  c o m m o d it ie s ,  o n ly  tw e n t y - o n e ,  c o m p r is in g  2 0  p e r c e n t  o f  th e  to ta l q u a n tity  

o f  e x p o r t s ,  w e r e  u n d e r  th e  d ir e c t  c o n tr o l o f  th e  S ta te  P la n n in g  C o m m is s io n .  

B y 198 8  th e  p la n n e d  s h a r e  o f  e x p o r t s  fe ll to  45'%,, a n d  th e  sh a r e  o f  p la n n e d  

im p o r ts  fe ll  fr o m  m o r e  th a n  90%  a t th e  b e g in n in g  o f  1 9 8 0 s  to o n ly  40'%, b y  

1988,'"’ T h e  e f fo r ts  m a d e  b y  C h in e s e  g o v e r n m e n t  in  r e jo in in g  th e  ( iA T T  su c h  

a s  a b o lis h in g  o f  l ic e n s in g  s y s t e m , th e  ta r iff  r e d u c t io n  o f  3371 ite m s  o f  im p o r t  

g o o d s ,  a ll a im  a t th e  im p r o v e m e n t  o f  th e  in v e s tm e n t  a n d  b u s in e s s  c l im a te ,  

th e  p r o m o tio n  o f  e x p o r ts  a n d  e n c o u r a g in g  im p o r ts .

It w a s  e s t im a te d  th a t th e r e  w e r e  m o r e  th a n  5000  fo r e ig n  trad e  c o m p a n ie s  in 

C h in a  b y  1990  c o m p a r e d  w ith  a d o z e n  o r  s o  in  1978. A ll th e s e  I'TCs h a v e  b e e n  

a u th o r iz e d  b y  th e  c e n tr a l g o v e r n m e n t  to  h a n d le  fo r e ig n  tr a d e  tr a n sa c t io n s .  

T h e y  a re  d iv id e d  in to  s e v e r a l  ty p e s .  T h e  o r ig in a l FTC.s w h ic h  a re  d ir e c t ly  

r e s p o n s ib le  to  th e  M in is tr y  o f  F o r e ig n  E c o n o m ic  R e la t io n s  a n d  T r a d e , w ith  

th e ir  m a n y  y e a r s  o f  f o r e ig n  tr a d e  e x p e r t is e ,  an  e x t e n s iv e  w o r ld w id e  tra d e  

n e t w o r k  a n d  a la r g e  n u m b e r  o f  e x p e r ie n c e d  fo r e ig n  tr a d e  p r o fe s s io n a ls ,  are  

s t i l l  p ly in g  a le a d in g  r o le  in  fo r e ig n  tra d e  d e v e lo p m e n t .  C h in a  N a tio n a l O ils  

a n d  F o o d s tu f f s  C o r p o r a t io n , fo r  in s ta n c e ,  is  o n e  o f  th e  la r g e s t  a n d  e a r lie s t  

e s ta b lis h e d  t r a d in g  c o r p o r a t io n s  in  C h in a . Its to ta l b u s in e s s  v a lu e  in th e  last  

40  y e a r s  w a s  u p  to  U S $ 1 1 0  b i l l io n , w h ic h  e q u a ls  14'%, o f  C h in a 's  to ta l tr a d e  

v a lu e  a t th e  s a m e  period.'^^ M a n y  F T C s w e r e  e s ta b lish e d  a fter  1978  by v a r io u s  

p r o d u c t io n  M in is tr ie s . F or e x a m p le ,  C h in a  N a tio n a l T e x t i le  a n d  T e c h n o lo g y  

Im p o r t  & E x p o rt C o r p o r a t io n  s e t  u p  b y  th e  M in is tr y  o f  T e x tile  In d u str y  d e a ls

4A Lardy (1992), Foreign Trade and Economic Reform in Ctiina, 1978-1990, 
Ctiina's People's Daily, October 14, 1992.
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textile m achinery and technology businesses directly. Its staff are m ainly from 

the M inistry itself and m ost of them  are experts in o r fam iliar w ith  the 

tex tiles and textile m achinery  com m odities. T h ro u g h  effective bu sin ess  

tra in ing  in the previous decade, these FTCs have becom e very  pow erfu l in 

trad ing  w ith partners all over the w orld. Provincial FTCs have m ushroom ed  

since 1978, m any  of them  are orig inally  the  b ran ch  offices of the  cen tra l 

trad in g  corporations. For instance, in 1988, 38 local b ranches of C hina

N ational M achinery Im port an d  E xport C o rp o ra tio n  w ere  financ ia lly  

in d ep en d en t and  have been ev er since h an d lin g  in te rn a tio n a l b u sin ess  

independen tly . These FTCs are very  dynam ic in  trad in g  and  u n d o u b ted ly  

form the leading trad ing  forces in local areas. The m ost no tew o rth y  c h an g e  

in trad ing  institu tions is the rise of trad ing  corporations from  the grass roots 

level, i.e, som e large enterprises w hich have been  au tho rized  by  the cen tral 

g o v e rn m en t to hand le  im p o rt and  export b u sin ess  d irec tly  w ith  fo reign  

partners. C hina now  has also about 100 science and  technology in s titu tio n s  

w hich have obtained foreign trade  rights. This has been  a very  significant 

change in C h ina 's  trad e  reform . It has p ro v id ed  C h ina 's  scientific  an d  

technological sector a g reater op p o rtu n ity  to jo in  the w orld  in  science an d  

technology  research and  exchanges, the vehicle  of w o rld  techno log ica l 

progress and trade expansion.

4.3.2 D e v a lu a tio n  o f  Yuan and P ricin g  o f  G o o d s

As p a rt of the foreign trade reform  policy, the Y uan's exchange rates against 

US do llar and o ther hard  currencies have been  ad justed  to m ore  realistic  

m arket level. By 1992, Renm inbi Yuan had  devalued  against US do lla r from  

a ro u n d  2.8 to 5,8, w hich w as over 50% devaluation . The People 's Bank of 

China fu rther announced at the end of 1993 a new  exchange rate of 8.7 yuan
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to the U.S dollar, another 33% devaluation.^* It m eans that Renm inbi Yuan 

h av e  b een  dev alu ed  by a ro u n d  70% by then. The People 's Bank also 

announced  th a t the Bank w ou ld  pub lish  the Y uan's exchange rates daily 

based  on  tliose set in the sw ap  m arket to reflect m arket conditions. This 

show s th a t C hina has m ade g reat efforts in elim inating  m ultip le  exchange 

ra tes  and  un ify ing  exchange rates. Such efforts have certain ly  helped  

prom ote  C hina 's exports in the in ternational m arkets.

The pric ing  system  of trad ing  goods has also changed since the reform  that 

b o th  im ports  and  exports have led to an a lignm ent of dom estic prices w ith 

in ternational prices. A t the sam e tim e, all the en terprises w ho sell and buy 

the com m odities are fully  responsible for their ow n gains and  losses. The 

FTCs w ill only hand le  business as an agency earn ing  com m ission in the 

process. A lthough  a fu n d am en ta l reform  of the pric ing  system  has not yet 

b een  fo rm ulated  so far, the  change of pricing enables m ore flexibility w hich 

greatly  encourages the export initiatives of the enterprises.

4.3.3 F le x ib ility  in  F oreign  E xchange C ontrol

C hina u sed  to contro l foreign exchange in a very stric t way as d iscussed  

prev iously . A ccording to IMF, the reform  has allow ed nine banks to handle 

the foreign exchange business since 1988, and export en terp rises are able to 

re ta in  a ce rta in  p e rcen tag e  of the  foreign  exchange they  ea rn . Special 

Econom ic Zones a re  g iven  m ore priv ileges. In S henzhen , for instance, 

foreign exchange re ten tion  is 100% and en terprises in G uangdong  can retain 

from  30% to 100% of p r o f i t s . H a l f  of the am ount retained i,s to be used by

48 Xinhua N ew s report, cited by Japan Econom ic N cw sw irc, Decem ber, 1993
49 Z w ig , 1991, Internationalizing China's C ountryside in China Quarterly, V128
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the? e n te r p r ise s  to  im p o r t  m a te r ia ls , a c q u ir e  te c h n o lo g y , s e n d  in s p e c t io n  te a m s  

a b r o a d , a n d  so  o n , w h i le  th e  o th e r  h a lf  is  to  b e  u s e d  b y  lo c a l g o v e r n m e n t s  to  

p r o v id e  in fr a stru c tu r e . In a d d it io n , in d iv id u a ls  h a v e  b e e n  a l lo w e d  n o w  to  

h a v e  th e ir  o w n  f o r e ig n  e x c h a n g e  a c c o u n t s  in  C h in a . T h e  o p e n in g  o f  

'F o r e ig n  E x c h a n g e  A d ju s tm e n t  C en te rs ' s in c e  1980  is  a n o th e r  im p o r ta n t  s te p  

in  th e  re la x a tio n  o f  fo r e ig n  e x c h a n g e  c o n tr o l.  It e n a b le s  th e  e x p o r t e r s  to  s e ll  

th e ir  fo r e ig n  e x c h a n g e  a n d  th e  o t h e r  e n t e r p r is e s  to  p u r c h a s e  f o r e ig n  

e x c h a n g e  for  th e ir  r e s p e c t iv e  s p e c ia l n e e d s .

F o r e ig n  tr a d e  re fo rm , w h ic h  c e n te r e d  o n  d e c e n t r a l iz a t io n  o f  t r a d in g  p o w e r  

a n d  th e  in s t i tu t io n a l  c h a n g e s  d i s c u s s e d ,  e f f e c t iv e ly  b r o k e  t h e  lo n g  ter m  

m o n o p o ly  o f  th e  c e n tr a l g o v e r n m e n t  o v e r  fo r e ig n  tr a d e . T h e  e m e r g e n c e  o f  

la r g e  n u m b e r  o f  tr a d in g  c o m p a n ie s  at d if f e r e n t  le v e ls  h a s  g iv e n  p la y  to  th e  

a d v a n t a g e s  o f  th e ir  r e s p e c t iv e  t r a d in g  e x p e r ie n c e s ,  p r o d u c t io n ,  s c ie n c e  a n d  

t e c h n o lo g ic a l  s t r e n g t h s  in  d o in g  b u s in e s s  w it h  f o r e ig n  p a r t n e r s .  T h e  

c o m p e t i t io n  e v e n t u a l ly  c r e a te d  a m o n g  t h e m s e lv e s  w i l l  h e lp  p r o m o t e  th e ir  

s e lf -p e r fe c t io n  in  o p e r a t io n a l a n d  m a n a g e r ia l  r e fo r m s  a n d  r a is e  th e ir  tr a d in g  

e f f ic ie n c y . D e v a lu a t io n  o f  th e  c u r r e n c y  a n d  th e  r e la x a t io n  o f  fo r e ig n  e x c h a n g e  

c o n tr o l h a v e  c r e a te d  an  im m e d ia te  a n d  d ir e c t  im p a c t  o n  t h e  p r o m o t io n  o f  

e x p o r t s  a n d  e f f ic i e n t  u t i l i z a t io n  o f  f o r e ig n  e x c h a n g e .  A l l  t h e s e  r e fo r m  

m e a su r e s  h a v e  p r o v e d  to  b e  e s s e n t ia l  t o  a n d  fr u itfu l in  th e  e x p a n s io n  o f  th e  

n a tio n 's  fo r e ig n  tra d e .

4 9



5. T H E  R E L A T IO N S H IP  O F  F O R E IG N  
T R A D E  A N D  T E C H N O L O G IC A L  T R A N S F O R M A T I O N

5.1. H istoric  R e v ie w  B efore 1978

C hina is know n for her four g reat ancient inventions of gun  pow der, the 

com pass, p ap er m aking  and paper prin ting in the tim e betw een four to tenth 

centuries. C hina 's o ther early  technological preem inence such as arm am ents, 

the use of w ind  and w ater pow er to drive m achines, porcelain, cast iron w ere 

also once very im pressive to the w orld. H ow ever, d ue  to m any com plicated 

h istoric  reasons, C hina d id  no t seem  to inherit m uch tha t crealiveness in 

recent centuries. W hen the developed w orld  m ade trem endous technological 

p rogress over the second half of the tw entieth  century, the technological gap 

betw een  C hina and the advanced industrialized countries increased. Being a 

poor and  backw ard  agricultural country , China d id  not have m uch industry  

a t th e  fo u n d in g  of the P eop le 's  R epublic of C h ina . In d u s tr ia l o u t p u t  

accoun ted  for less th an  one th ird  of the g ross v a lu e  of in d u s tria l and 

ag ricu ltu ra l o u tp u t. O nly after 1949, did the country  s ta rt to establish  her 

ow n industries.

5.1.1 T h ree  W aves o f  T ech n o lo g ica l Im ports B efore  1978

D u rin g  the  p e rio d  be tw een  1952 and 1978, C hina im p o rted  com plete  

advanced  p lan ts  com prising  876 projects at a total cost of US$15.7 billion 

basically for the purpose of establishing its industrial bases,

Betw een 1952 and 1960, China im ported  450 projects from  the form er Soviet 

U nion an d  o th e r East E uropean countries a t a total cost of abou t US$2.7 

billion, 90 p e r cent o f w hich com prised com plete p lan ts. Between 1962 and
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1968, C hina began to Im port technology from such advanced  countries as 

jap an , the United K ingdom , France, Italy, W est G erm any, A ustria , Sweden 

and the N etherlands. China im ported 84 projects totaling US$0.27 billion. Of 

which , 91 per cent w ere paid for com plete plants. Between 1973 and  1977, 

C hina im ported  222 projects w hich com prised  e ither com plete p lan ts  or 

com plete sets of equipm ent w ith a total cost of US$4.3 billion. M any of these 

projects m et difficulties due  to the turm oil of the C u ltu ra l R evolution and 

econom ic efficiency was low.^^

5.1.2 E xperiences and L essons

These projects helped estab lish  the foundation  of C h ina 's  in d u stry  and 

im prove the national economy. This has been significant considering  China 

w as a very backw ard agricultural country . The governm ent w as obliged to 

exert continuing efforts in im proving the heavy industry  by spending  US$25 

billion over the tw enty eight years leading up to 1978.^t Between 1952 and 

1978, C hina's o u tp u t grow th  averaged about 4 percent a year, as industrial 

o u tp u t rose quite rap id ly .52

The lessons from the im ports of technology du rin g  this p eriod  could  be 

sum m arized  as follows:

1 ) There w as m uch reliance on the form er socialist bloc w hich caused serious 

problem s w hen C hina 's relationship  w ith  the form er Soviet U nion was 

collapsed, and all the experts and technicians w ho w ere im plem enting 

the contracts in C hina w ithdrew  at the end  of 1950s. M any im ported

5*’ Data source from D ing, 1990, "China: Policies for Technology Import" in Technological 
C hange in the A sia-pacific Econom y.

51 Xu ( 1987), "Tlie com m odity  C om position of Im ports and Exports" in C hina's Foreign Trade.
52 IMF (1991), Economic Reform and M acroeconomic Management.

5 1



p lan ts  w ere  paralyzed  afterw ards, The econom y cam e alm ost to a 

standstill in the years 1957 to 1962.

2) There w as a neglect of software im ports. From 1952 to 1978, approxim ately 

2.3% of the contracts for technology im ports w ere for software.-'’-̂ The 

p u rpose  of this technology im port w as to enhance p roductive  capacity, 

b u t it d id  no t prom ote greatly the im provem ents in the R & D capabilities 

n o r its design and m anufacturing skills.

3) Before 1978, due to the complete central planning system  China in use and 

the  abso lu te  m onopoly  of the sta te  over foreign trade , exports  w ere 

lim ited , w ith  p rim ary  p roducts  accounting  for ab o u t 80 percen t and 

industrial finished products only 20 percent. H ard currency w as in severe 

shortage. O n top of this, China w as strictly against currency im ports at 

that time. The country was very p roud  of the fact that C hina w as the only 

co u n try  in the w orld  that had  n e ith e r in te rna l no r ex ternal debt. 

N evertheless, all the spare parts and auxiliary equ ipm ent for the projects 

im ported  w ere only available abroad. This added a heavy burden  on the 

nation in keeping those im ported p lants w orking continuously.

In short, C hina's technology im portation in pre-reform  period w as hard w are 

an d  com plete-plant oriented w ith lim ited sources from abroad. Furtherm ore, 

the  im ports  of technology had little  connection w ith  R&D activ ities and 

transactions w ere basically concluded by the m inistries concerned in addition 

to only tw o im port and export corporations w hich w ere au th o rized  by the 

central governm ent to deal w ith technology business.

53 Based on  the inform ation g iven  by Sim on (1991), "China's A cquisition and A ssim ilation  of 
Foreign Technology " in China's Econom ic D ilem m as in the 1990s.
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5.1.3 T h e Year o f  1978, the H op e for T ech n o log ica l Progress

In 1978, C hina adopted  an open and reform  policy w hich shifted the whole 

nation from 'class strugg le ' to 'rev italizing  the econom y'. R ealizing that 

advanced technology was the m ost pow erfu l and dependab le  engine of 

econom ic grow th , China set 'science and technology m odernization ' as one of 

the m ain goals in achieving her 'Four M odern izations', an d  technological 

transform ation w as officially placed on governm ent agenda.

In the year 1978 alone, China im ported 120 com plete sets o f equipm ent a t a 

cost of US$6.4 billion for basic industries, such as Baoshan Iron and  Steel 

p r o j e c t . T h e  total am ount of this project w as alm ost equal to tha t spen t on 

all technology im ports du ring  1950-77. Technological transform ation ,w hich  

m ean s in C h ina  as u p g ra d in g  of in d u s tr ia l e n te rp rise s  th ro u g h  the 

in troduction  of both  dom estic and foreign technology and equipm ent, has 

alw ays been one of the major concerns of the nation in  its process of foreign 

tra d e  an d  econom ic  d ev e lo p m en t since  1978, a n d  C h in a  h as  m ad e  

trem endous progress in upgrad ing  its level of technology, especially in the 

industria l sector.

D uring  the period  1981-1989, China signed over 18,000 agreem ents and  over

30.000 contracts for the introduction of technology and equ ipm ent to support 

the up g rad in g  of C hinese enterprises for a total of over 415,000 projects. In  

total, the State pum ped  in 463.2 b illion  yuan  (US$98.5 billion). More than

17.000 projects involved the use of foreign exchange funds for the im port of 

technology and  equ ipm en t to su p p o rt technical transform ation. In the 7th

D in g (1990), "China; Policies for Technology import".
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five-year Plan (FYP) itself, the State allocated a total Investm ent of 276 billion 

yuan  for technical transform ation, b u t initial estim ates are that the actual 

am ount of investm ent for the first four years (1986-1989) was over 314 billion 

yuan  w ith  one year still left to calculate. A report in the Renm in Ribao in 

m id -N ovem ber 1990 indicated  tha t the total figure w ill likely exceed 400 

b illion  yuan . Total funding  for technical transform ation  increased from 18,7 

billion yuan  in 1980 to 78,9 billion in 1 9 8 9 .^̂

In ad d itio n  to the overview  of C hina 's pre-reform  technological conditions, 

this ch ap te r shall con tinue  to d iscuss the re lev an t changes of C hina 's 

dom estic science and  technology (S&T) developm ent since 1978 w ith regard 

to policies, system  and structure which are considered as the fundam ental 

conditions in prom oting  C hina's technological progress. This chap ter will 

evaluate C hina's technological progress since 1978, focusing particularly  on 

the role of acquisition of m odern technology either th rough  foreign direct 

investm ent (FDI) o r direct technology and  technology em bodied im ports in 

b rin g in g  ab o u t C h ina 's  technological change, in p ro m o tin g  exports  and 

econom ic grow th.

5.2. G reat C h an ges in  C hina's S cien ce  and T ech n o lo g y

D ue to C hina 's political and  econom ic isolation from the rest of the w orld, 

and to conflicts w ith  quite  some of its neighboring countries, C hina's science 

and  technology (S&T) before 1978 was m ore m ilitarized , especially  in the 

1960s and  the 1970s. A ccording to Zhang Binfu from  the State Science and 

Technology C enter, S&T personnel in defense industries constitu ted  13% of

55 S im on (1991), "China's A cquisition and A ssim ilation of Foreign Technology" in China's 
Econom ic D ilem m as in the 1990s.
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the w ork  force, in com parison w ith  an average of 3% in civilian in d u stry . 

C h ina  successfu lly  launched 27 of its ow n or fo re ig n -o w n ed  sa te llites  

inc lud ing  those of telecom m unications, w eather, resources, reconnaissance, 

e tc .56 Yet, the overall level of technology in both industry  and agricu ltu re  

re m a in s  v e ry  low  com pared  to the  w este rn  a d v an c e d  co u n trie s . 

F u r th e rm o re , the  sy stem 's  ow n  im p e d im e n ts  an d  d e fic ien c ie s  a lso  

constrained  itself from contributing m ore to the economic grow th . A ccording 

to the form er vice-m inister of State Science and Technology, W u M ingyu,^^ 

C h ina 's  S&T before 1978 had relied too m uch on adm in is tra tiv e  m easures 

and neglected the role of economic levers in m anaging S&T activities. There 

ex isted  also a tendency to over-develop 'independen t research  institu tes ' 

w hile  neg lecting  S&T activities w ith in  p roduction  en terprises. Besides, the 

rig id ity  in m anagem ent and distribution of S&T personnel also caused w aste 

o r u n d e ru tiliz a tio n  of the expertise and  research funds. Reform  has been 

focused  on  sh ifting  p a rt of the p ro d u c tio n  ap p ara tu s  from  m ilita ry  to 

c iv ilian  sectors, establishing a technology m arket, chang ing  s tra teg ies and  

encourag ing  the com bination of S&T w ith  production  enterprises.

5.2.1 S h ift  o f  S om e D e fen ce  Sectors to C iv ilia n  P urposes

O ne of the m ost strik ing  changes in C hina's S&T since 1978 is the shift of 

som e defence sectors to civilian purposes. The w ork ing  em phasis  of these 

defence secto rs have  been changed to  assisting the c iv ilian  econom y by 

technology transfers and th rough  the  conversion of its p lan ts  to c iv ilian  

p roduction . According to Xiao Qinfu, in the book, 'Shortest R oute', som e 3000

56 K nezo (1991), "Science and Technology" in China's Economic D ilem m as in  the 1990s.
57 S im on  (1989), "China's D rive to C lose the Teclinological Gap: S&T R eform  and the 

im perative to Catch Up".

5 5



long -stand ing  civilian p roduction  p rob lem s d u rin g  the 1980s w ere solved 

w ith  technologies from  the defense sector, w ith m ore than 2 billion yuan 

sp en t on  app lica tion  of the know -how  su p p lied , By 1989 the value of 

p ro d u c tio n  for the civilian econom y from defense p lan ts had  risen to 6(V’o of 

to ta l o u tp u t value, u p  from  10% in 1979.^* This w as very significant in 

p rom oting  the overall technological transform ation in the w hole country,

5.2.2 C h a n g es in  G overn m en t S tra teg ies for  S& T D e v e lo p m e n t

A n o th e r im p o rtan t fea tu re  of S&T in the 1980s w as the changes in 

g o vernm en t strateg ies tow ards S&T developm ent. Between 1978 and 1985, 

the  stra teg ic  po in t w as firmly o rien ted  tow ard  high technology. The S&T 

p lan  iden tified  108 key projects in  e igh t m ajor areas; agricu lture, energy, 

m ateria ls, m icroelectronics, lasers, space, high energy  physics, and genetic 

engineering.® ^ But as of 1980, m ore em phasis was laid on basic research 

un til 1985, w hen the governm ent stressed applied science and technology in 

o rd e r  to d riv e  econom ic g ro w th  and  fore ; m ore  co o p era tio n  am ong 

researchers, industria l firm s, and  en trepreneurs. Institutes involved in R&D 

u n d e r the Chinese A cadem y of Sciences are now  required  to supplem ent the 

fu n d in g  they receive from  the State by contracting  w ork w ith indiv idual 

en te rp rise s . This show s th a t techno log ica l p ro g ress  has occupied an 

increasingly im portan t position in governm ent strategic planning.

H ig h  tech n o lo g y  rem a in s  o f v ita l im p o rtan ce  in rea liz in g  C h in a 's  

technological transform ation . The 863 program  form ulated  in 1986 which 

in c lu d es  seven  p rio ritie s  of b io techno logy , space, in fo rm atio n , lazar.

5® C ited b y  Suttm eier (1991), "China's H igh  Technology", 
Suttm eier ( 1991), "China's H igh  Technology",
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au to m atio n , energy  and  advanced  m ateria ls  techno logy  received  h ig h  

a tten tio n  from  the central governm ent. The p ro g ram  has sp en t ro ugh ly  

RMB500 m illion up until 1989. There w ere 10,000 scientists an d  engineers in 

500 o rg an iza tio n s  invo lved  in the th ree  m ain  sec to rs  o f th e  R&D 

estab lishm ent - the C hinese Academ y of Science (CAS), in stitu tions of h igher 

education , and  the m inisterial research institu tes. It w as rep o rted  th a t the  

results du rin g  the 1990s are expected to have com m ercial potential.

5,2.3 T h e R ise  o f  N on -State  H i-T ech  Enterprises and C enters

W ith 'Beijing Electronic Street' as the pioneer in  the 1980s, the rise of n o n 

sta te  h igh-tech en terprises all over C hina rep resen ts the new ly  em erged  

v igorous S&T force, w hich is of far reaching significance in b ring ing  about 

C h in a 's  techno log ica l tran sfo rm a tio n . The g o v e rn m e n t's  'T o rch  P lan ', 

in itia ted  in 1988, has been given a special responsibility  to foster such  new  

h ig h  technology  firm s, and  oversee and  p rom ote  the  d ev e lo p m en t of 

special h igh  technology enterprise zones. A ccording to R adio Beijing in an 

in terv iew  w ith  Z hang Binfu from the State Science and  Technology C enter 

(SSTC), the num ber of h igh  technology enterprises had  reached som e 15,000 

nationw ide  by the end of 1989, w ith  a w ork force of 80,000 people. Beijing's 

success in this field has been very im pressive to the nation  and  the w orld . In 

1988, som e 790 com panies earned RMB1.4 billion w ith  470 b illion  y u an  from 

sales of technology and they also earned US$13 m illion th ro u g h  exports. By 

M ay 1990, the total num ber of firms had  risen to 894, the 50 largest of w hich 

had business netw orks around  the country  and annual incom es exceeding 5

S uttm eier (1991), "China's H igh Technology".
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m illion yuan.^^ O ne hu n d red  science and technology institu tions have been 

granted  the right to deal the foreign business.

O bviously, C hina's new  policy tow ards science and technology developm ent 

a llow s the  n ew  S&T system  to p lay  a g rea ter ro le in prom oting  the 

techno log ica l p ro g ress  in C h ina 's  ag ricu ltu re  and  in d u strie s  by help ing  

assim ilate foreign technology and innovation of C hina's ow n technology.

5.3 T h e R o le  o f  A c q u is itio n  o f  F oreign  T ech n o lo g y  in  C h in a

The cycle of econom ic g row th  has a definite pattern. The major components 

inc lude  the in tro d u c tio n  of new  technology, and investm ent, increase in 

d em an d , expansion  of p ro duction  in dem and , reduction  in m anufacturing 

cost, increase in exports, increase in foreign exchange earnings, and finally the 

in tro d u c tio n  of som e new  technology and  m ore investm en ts.'’̂  Technical 

im p ro v em en t in th is process is believed to be the m ajor cause of higher 

p roductiv ity , w hich in turn , is the key to income grow th. The value added 

goods, together w ith  technology of various kinds, rep resen t absolute pow er 

in  the curren t in ternational trade in contrast to the exports of prim ary goods.

5.3.1 C h in a  is  in  U rgen t N e e d  o f  T ech n o lo g y

As one of the develop ing  countries in the w orld , C hina also faces a severe 

challenge in  u p g rad in g  the technological level of its industry . According to 

C hina 's People's D aily editorial, October 23, 1991, in the early  1980s about 70 

p e r  cent of C h ina 's  large and m edium -sized  en terp rises , the backbone of 

C hina 's industry  , h ad  been built in the 1950s and 1960s and their equipm ent

Suttm eier (1991), "China's H igh  Technology".
U N C T A D  (1988), T echnology Policies for D evelopm ent and Selected Issues for Action.
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was w orn ou t or had become technologically o b s o l e t e , T h i s  shows that 

China faced, and still faces severe challenges in com pleting its technological 

transform ation .

It is very difficult for China to bridge its technological gap w ith  developed 

countries by relying m erely on her ow n R&D and follow ing the traditional 

evo lu tionary  patte rn  of developm ent, w hich m eans to follow  the p a th  of 

sc ien tific  resea rch , ap p lie d  re sea rc h , d e v e lo p m e n t o f tech n o lo g y , 

com m ercialization  and in d u stria liza tio n . S im ilar to m o s t dev elo p in g  

countries, China is short of capital needed for very expensive research. As 

R&D requires not only equipm ent and laboratories bu t also inform ation  

netw orks and skills. China does not possess sufficient and qualified scientists 

and engineers in R&D to meet its large scale technological transform ation . 

A ccum ulating capital, and training of skilled hum an resources, engaging  the 

research all take a long time. A cquisition of foreign advanced  technology 

th ro u g h  e ith e r foreign investm en t or d irec t im p o rta tio n  is ex trem ely  

im portant in bridging the gap w ith the w estern  w orld, and it has already been 

proved by China's successful experience over the past decade in  upgrad ing  

the technological level of the whole nation and in the prom otion  of exports.

.5.3.2 A cq u is itio n  T h rou gh  Foreign In v estm en t

The im plication  of an open and reform  policy in C h ina  since 1978 has 

been greatly encouraging foreign investm ent. Table 1 show s th a t foreign 

investm en t to China betw een 1985 and 1991 has experienced  a constan t 

increase in both borrow ing and foreign d irect investm ent. The ratio  betw een

Citi'd by Yell (1992), "Macroeconomic lssu es in China in the 1990s".
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fo r e ig n  lo a n  a n d  FDI in  1991 is  a r o u n d  60:40 . S ta t is t ic s  from  S ta te  S ta t is t ic s  

B u r e a u  s h o w s  th a t to ta l c o n tr a c t  v a lu e  o f  fo re ig n  in v e s tm e n t  in  199.1 w a s  122 

b i l l io n ,  w h ic h  w a s  a b o u t  a 77'%, in c r e a se  o v e r  th e  p r e v io u s  y e a r .'”' T a b le  2 

in d ic a t e s  th e  s tr ik in g  fe a tu r e  o f  C h in a 's  O C C s a n d  O C P s in th e ir  r o le  o f  

a ttr a c t in g  fo r e ig n  d ir e c t  in v e s tm e n t .  T he a n n u a l ra te  o f  in c r e a se  o f  O C C s in  

F D I a b s o r p t io n  p e a k e d  at a lm o s t  40'%,, w h i le  th e  a v e r a g e  ra te for  th e  w h o le  

c o u n tr y  is  a r o u n d  30% .

T im e  m a g a z in e  r e p o r te d  th a t  b y  M a y , 1 9 9 3 , th e r e  w e r e  n ea r ly  B4,0tK) jo in t  

v e n tu r e s ,  c o o p e r a t iv e  e n te r p r is e s  a n d  e x c lu s iv e ly  fo r e ig n - fu n d e d  firm s w h ic h  

w e r e  r e g is te r e d  in  C h in a .'’-'' H o w e v e r ,  b y  M a rch  19, 1 9 9 4 , C h in a 's  P e o p le 's  

D a ily  a n n o u n c e d  th e  n u m b e r  a s  1 7 0 ,0 0 0 , a n d  h a lf  o f  t h e s e  fo r e ig n  in v e s te d  

e n t e r p r is e s  w e r e  in  o p e r a t io n  a t  th e  le v e l  o f  p r o d u c t io n .  T h e  e s t im a t e d  

a m o u n t  o f  fo r e ig n  in v e s t m e n t  in  u t i l iz a t io n  is  a r o u n d  U S $ 6 0  b il l io n .

N ow s from People's Daily, Mach 1,1994. 
Rudolph (1993), "Indu.slry - building on Success '
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T able 1: C hina's Intake o f  F oreign  C ap ita l, 1985-91
(Realized loans and FDI by  provincial and  m inisterial 

borrow ers in US$million, percentage shares in the second line of every  item)

Year Loan FDI PRC Total

1985 2505,96 1956.15 4462.11

56 44 100

1986 5014.57 2243.73 7258.30

6^ 31 100

1987 5804.97 2646.61 8451.58

71 29 100

1988 6486.73 3739.62 10226.35

63. 37 100

1989 6285,70 3773.49 10059.19

62 38 100

1990 6534.52 3754.94 10289.46

64 36 100

1991 6767.98 4370.00 11,137.98

61 39 100

T ab le  2: G row th  o f  FDI in  the E conocoas A reas in  C h in a  1979-90
(cum ulative total in  m illion US$)

1979-84 1986 1988 r'>o 1985-90  

an nu al (%)

SHZs 895.87 1711.43 2520.86 3789.68 25

OCCs 472.59 1148.38 2346.31 4116.32 40

OCPs 2256.05 4628.70 8330.71 14043.34 34

Beijing 350.00 588.53 1197.50 1796.61 33

PRC Total 4102.00 8315.00 14701.00 JO 30
N iU c :
I’RC ; Till' IVople's Kt'piibiic of China 

: annual grow th rate, rounded figure 
M od ified  data vvhieli are from C hinese S tatistical Y earbook cited  b y  V.Y.K ueh, in  'Foreign  
Investm ent and Economic Change', 1992
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O ver 100 countries and  regions have direct investm ent in China now, The 

top  five in the am oun t of investm ent am ount are I long Kong, the U nited 

States, Japan , Taiw an and Singapore. C anada ranks as the tenth. Of the total 

con tract value be tw een  1979 and 1990, investm ent from  H ong Kong and 

M acao m ade  up  69 percent of C hina's FDI, The United Stales represented 10 

percent, Japan 8 percent, and Taiwan 5 percent."^''

The geographical d istribution  of FDI has show n an increase in the proportion  

of capital invested  in the in land area to 20% according to C h ina’s People's 

D aily , O ctober 14, 1993. The d is trib u tio n  of fo reign  in v estm en t in the 

econom ic sector is as follows:^’̂  betw een  1985 and 1990, the share of foreign 

in v estm en t in ag ricu ltu re  in its share  of total foreign investm ent w as 4.18 

an d  7.68 p e r cent respectively . The share  of the investm en t in industry  

increased from  about 36% to 65%. D uring the first half of the decade, foreign 

in v estm en t co n trib u ted  a lo t in im p ro v in g  C h in a 's  in fras tru c tu re . The 

p ro p o rtio n  of foreign investm ent in service sector declined from alm ost 60'%, 

in 1985 to 27% in 1990, and the share of real estate d ro p p ed  from 23'%, to 3'%, 

d u rin g  the sam e period.

Such an  increase in  foreign investm ent greatly enhanced C hina 's capability 

in m aking  u p  its shortage of dom estic capital, enabling the country  to solve 

b o ttlen eck  financing  p ro b lem s. The increasing  sh are  of fo reign  d irec t 

in v e s tm en t in  in d u s try  has been sign ifican t in ra is ing  the technical 

m anageria l level by im porting  u rgen tly  needed  advanced  technology and 

eq u ip m en t, p ro d u c tio n  sk ills and m anagem en t expertise , and  all o th e r

66 N e w s  from  China's People's D aily, A pril 21, 1992.
See K ueh (1992), "Foreign Investm ent and Econom ic Change in China".
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u r g e n t  n e c e s s it ie s ,  T h e  ra p id  in c r e a s e  o f  fo r e ig n  in v e s t m e n t  g r e a t ly  h e lp s  

p r o m o te  p r o d u c tio n  a n d  fo r e ig n  tra d e . In 1 9 9 1 , fo r e ig n  fu n d e d  e n te r p r is e s  

in  th e  fo u r  S E Z s c o n tr ib u te d  5 5 %  o f  G r o ss  V a lu e  o f  in d u s tr ia l  O u tp u t  (G V IO ), 

an d  76%  o f  e x p o r ts  o f  th e  to ta l in  th o s e  a re a s . T h e  c o r r e s p o n d in g  f ig u r e s  fo r  

G u a n g z h o u  w e r e  21%  a n d  66% . T h e  to ta l c o n tr ib u t io n  o f  C h in a 's  O C C s a n d  

S E Z s fo re ig n  fu n d e d  fo r e ig n  in v e s te d  e n te r p r is e s  to  G V IO  d u r in g  1 9 8 7  to  1991  

in c r e a se d  from  2'%, to  17% . T h eir  c o n tr ib u t io n  to  e x p o r te d  G V IO  e x p e r ie n c e d  

an  e v e n  m o r e  s tr ik in g  ju m p  fro m  18%  to  75%  o v e r  th e  s a m e  period.^®  In  

1 992 , th e  to ta l im p o r t  a n d  e x p o r t  v o lu m e  o f  th e  fo r e ig n  in v e s t e d  e n te r p r is e s  

(FIE s) in  C h in a  a c c o u n te d  fo r  o n e  fo u r th  o f  th e  to ta l C h in a 's  tra d e , v a lu e d  a t  

U S $43 .8  b illio n . T h e  to ta l v a lu e  o f  e x p o r t s  o f  th e  fo r e ig n  in v e s t e d  e n te r p r is e s  

is U S $ 1 7 .4  b il l io n  w h ic h  a c c o u n ts  fo r  o n e  f ifth  o f  th e  c o u n tr y 's  to ta l e x p o r ts .  

T h e  sh a r e  o f  m a n u fa c tu r e d  g o o d s  a m o n g  FIE's e x p o r ts  is  94%.^^

5.3.3 Acquisition Through Imports

it  w a s  r e p o r te d  th a t m o r e  th a n  1 7 ,0 0 0  p r o je c ts  in v o lv e d  th e  u s e  o f  fo r e ig n  

e x c h a n g e  fo r  t h e  im p o r t  o f  t e c h n o l o g y  a n d  e q u ip m e n t  to  s u p p o r t  

te c h n o lo g ic a l  tr a n s fo r m a tio n  in  th e  y e a r s  b e t w e e n  1981 a n d  1989 . T h e  m a in  

fe a tu r e s  o f  C h in a 's  te c h n o lo g y  im p o r ts  in  th e  1 9 8 0 s  are a s  th e  fo llo w in g ;

1) F o re ig n  t e c h n o lo g y  im p o r ts  a re  c o n s ta n t ly  in c r e a s in g  a s  s h o w n  in  T a b le  3 

b e lo w . T h e  v o lu m e  in  198 6  is  m o r e  th a n  d o u b le  th a n  th e  to ta l  v o lu m e  in  

1981-1984 .

Diit.t somvo is frem Kuoh (1992), "Foreign Investment and Economic Change in Chliw  
Diita from China's "News of International Economics and Trade", January 7,1993
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T ab le  3: C hina's Im ports o f  Foreign T e c h n o lo g y ,1981-1989
Unit: U.S $ million

y ea r licen ses consult tech n ica l Co- computer to ta l

serv ice serv ice prixluco equipm ent

81-84 368.49 16.20 391.46 70.85 1145,70 1992,70

% ♦ 18.49 0.81 19.64 .3.56 57..50 WU

1985 219.80 8.93 12.92 385.43 2234.31 2901,39

1986 419.36 12.11 235.84 136.40 3651,82 4455,53

1987 350.87 10.19 15.99 509.95 2097,89 2984,89

1988 476.58 27.51 14.24 10.05 3019,88 ,3548,20

1989 148.45 6.1 38.45 6.58 2723,35 2923,00

%*♦ 5.08 0.21 1.32 0,23 93.17 WO

% * : Share of each in total foreign investm ent betw een  1981-1984 
% **: Share o f  each  in total in 1989 
C alculation based  on the source:
M inistry of foreign  Econom ic Relations & trade, Beijing, 1990^*^

2) The share  of com puter and  equipm ent im portation covers m ost of the total 

foreign technology im ports. It w as alm ost 50'%, in 1981-1984, 75'%, in 1985, 82'%, 

in  1986, 70% in 1987, 85% in 1988 and up  to 93'%, in 1989. The o ther type.s of 

im ported  technology are com paratively insignificant.

3) The m ajor beneficiaries of foreign technology have been the energy  sector, 

the  petrochem icals sector, the m etallurgy  sector and the te lecom m unications 

sector. A ccording to statistics of the M inistry of Foreign Hconomic Relations 

and  T rade  (MOFERT), in 1988, the contract value for key technology im port

70 Cited by S im on (1991), "China's A cquisition and A ssim ilation  of Poreign T ech nology ".
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projects in three industries- energy , telecom m unications, and raw  m aterials- 

accounted for 56% of the total technology im port contract value, in 1989, a 

sim ilar picture emerges. Energy (27.4%), petrochem ical (16.4%) and  chem icals 

(11.8%), and te lecom m unications (5.0%) accounted for the b u lk  of foreign 

technology and equ ipm en t acquisition . The largest rec ip ien ts  by sector of 

foreign technology in term s of the num ber and value of contracts w ere the 

textile in d u stry  (16.9%), the  electronics in d u s try  (6.2%), an d  the  chem ical 

industry  (4.5'%,).^] This has been  clearly geared to the su p p o rt of technological 

tran sfo rm atio n .

4) A lthough  the softw are  coverage has increased  trem en d o u sly  com pared  

w ith the pre-reform  situation , it also show ed a s trong  fluctuation in the last 

decade. Between 1952 and  1978, softw are im port was only 2.3% in average. 

D uring the period of 1981 and  1984, the contract value of softw are acquisition 

ranged around  30-50'%,. But it declined to about 15% in  1987, 19% in 1988 and  

14% in 1989.72

5) C hina's m ajor partners  in technology im ports have been  Japan , the U nited 

States, Italy, France and G erm any . By 1993, C hina had  im ported  28% of total 

foreign technology from  Japan , an d  a ro u n d  70% of co m p u te rs  from  the 

U nited States.

7' Sourco from Almcinac of China's Foreign Trade & Econom ic Relations, 1990, cited by Sim on  
(1991) in "China's A cquisition  and A ssim ilation  of F oreign  Technology".

72 Based on  the source provided  by M inistry o f  Foreign Econom ic R elations and Trade, Beijing, 
1990 and the article w ritten by Zhou H onqi w ith  the title Pros and C ons of T echnology  
Im ports, China D aily, March 31, 1990, cited S im on (1991).
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6) A ccording to Economic Yearbook of China, 1990, the source of funding for 

the  technology im ports in 1989 w as reported  as 74% from  foreign bank 

loan, w hich represents a heavy dependence on foreign capital.

The drastic  increase in  C hina 's technology im ports  indicates the explosive 

d em an d  for new  technology  in C hina since 1978. The changes in the 

com position  of technology im ports, and the increase in the p ro p o rtio n  of 

softw are  im ports also sym bolize C hina's increasing capability in in troducing  

and  assim ilating  foreign technology, C om pared w ith  pre-reform  conditions, 

som e en terprises and  alm ost all the trad ing  com panies are given the right to 

deal w ith  technology business. Foreign countries are all w elcom e to supply  

a p p ro p ria te  technology  in  m eeting  C hinese requ irem en ts. All these have 

been  beneficial to the upgrad ing  of the country 's overall technological level.

5.4 P rogress in  C h in a ’s T ech n o lo g ica l T ran sform ation

The volum e of technology trade has increased at an average annual rate of 60 

p e r cent, to reach  7.5 b illion  yuan  in 1990.^^ The increasing  vo lum e of 

d o m estic  an d  ex tern a l techno logy  tran sfe rs  s ince  the  year 1978 has 

con tribu ted  g rea tly  to  the upg rad ing  of C hina's industria l technology level, 

p rom oted  the developm ent of productiv ity  and greatly  im proved the quality  

of the  p ro d u c ts . M eanw hile  in ternational technological connections have 

been  established over the years since 1978, w hich ensures C hina's access to the 

m o st ad v an ced  techno log ica l w orld  in its fu t ur e  n e ed s  for m o d ern  

technology.

7 ) Yeh (1992), "M acroeconom ic Issues in China in 1990s"

6 6



5.4.1 Prom otion of Productiv ity  and  T rade

It was reported by China Daily, A ugust 29,1989 that as a result of technology 

im ports over the last decade, China has been able to expand steel p roduction  

annually  by 15 m illion tons, copper by 90,000 tons, a lum inum  by 1.5 m illion 

tons, e thylene by 900,000 tons, synthetic fiber by 1.1 m illion tons, and  cem ent 

by 4.8 tons.^'^ Three o th er exam ples are given below  to show  the  p rogress 

m ad e  in p ro d u c tiv ity  a n d  q u a lity  im p ro v em en t in  C h in a 's  in d u s tr ie s  

th rough  technological transform ation:

The im pact of technology im ports

The assessm ent for '3000 Projects' im ported  d u ring  the 1986-1988 tim e period  

show s that 3,000 projects have enabled som e Chinese industries and  p roducts  

to leap-frog  technically, significantly  n a rrow ing  the gap w ith  the  advanced  

nations. Ten percen t o f the p roducts  of the m achinery  in d u stry  today  reach 

in ternational s tan d a rd s  of the late 1970s and  early  1980s. In  electronics, the 

m anufactu ring  of color TV sets, video cassette recorders, tape recorders and  

copiers has grow n and m atured . M ore than  30 percen t of electronic p roducts  

are now  on p ar w ith  the best of the w orld  in the late 1970s and  early 1980s, up  

from  15% in 1982.^'’ M achine bu ild ing  industry  has been  m ost im pressive in 

its efforts of u p g rad in g  its level of technology. O ver the fifteen years since 

1978, m achine build ing  industry  im ported  foreign advanced  technology w ith  

over 1300 projects w hich greatly enhanced  the capability  of p roducing  h igh- 

tech com plete p lants u rgen tly  needed  by the country , particu larly  in  p ow er 

gen era tio n , an d  in d u s trie s  of oil ex traction  and  construction . E xports  of

Kni’/ o  (IW l), "Science and Technology".
jin g  Shaogao, '3lW0 p ieces of T echnology Im ported in 3 years', R enm in Ribao O verseas  
Edition, D ecem ber 4 ,1986

6 7



C hinese m achinery has expanded  w ith  annual average rate of about 40"^.. In 

1992/ the  earn ing  of foreign exchange by the m achine b u ild in g  industry  

increased six times over that of 1986, and the industry  has becom e the second 

largest earner of foreign exchange in C hina7^ Such progress m ade in C hina's 

m ach ine  b u ild in g  in d u stry  rep resen ts  the hope  of fu rth e r ex p an sio n  of 

C hina's foreign trade in the long run.

Striking progress in textile industry

C h ina 's  textile in d u stry  is the  w o rld 's  largest in size, having  40 m illion 

sp ind les and  860,000 looms. H ow ever, it is an old industry  as well w ith one 

th ird  of spinning m achinery and equipm ent overdue in service. Before 1978, 

the  in d u stry  w as in severe shortage of advanced  processing  technique and 

tech n o lo g y . P ro d u c tio n  w as lim ited , q u a lity  of m any  p ro d u c ts  w ere 

com paratively  poor and no t so com petitive in in ternational m arket. But the 

in d u s try  has b een  c o n tin u o u s ly  im p o r tin g  m o d e rn  m a c h in e ry  and  

eq u ip m en t from  the advanced  countries since 1970s. Extensive cooperation 

w ith  foreign firm s in technology transfer and  co-production  and o ther kinds 

of activ ities have been carried  on  vigorously . A ccording to the repo rt of 

People 's Daily, N ovem ber 21, 1992, C hina 's textile industry  spen t 5.3 billion 

US do llars du ring  the period  of 1980s and  im ported  112,000 sets  o f textile 

single m achines, com plete p roduction  lines and p lants. At the sam e time, the 

in dustry  has co-produced in China, w ith foreign partners , a round  50 different 

k inds of textile m achinery.

N e w s  by correspondent Zhang in China's Scholar's Abroad, Uecem ber, 1993.
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Together with the efforts m ade by textile industry itself in structural reform of 

the o rganizations, en terprises , p roduc ts  and  m anagem ent,  C h ina 's  textile 

p roduction  took off at a rapid  pace, growing by 18% annually  th ro u g h o u t the 

decade, C hina 's  Business Review^^ reported  that the na tion 's  textile and  

apparel exports value rose from US$5.3 billion in 1985 to US$13.8 billion in 

1990, 160% increase over five years. In 1991, C h ina 's  textile in d u s try  

im ported  one billion U.S dollars of advanced  machinery, p roduc tion  lines 

and  plants, which am oun ted  to a 60% increase in im port  va lue  over the 

years of the Seventh Five-year Plan. In the  first half year of 1992, it was 

reported  that the value of im ports  in textile machinery and  technology was 

over one  billion U.S dollars. Textile goods  have  becom e the  coun try 's  

major exports accounting for around 30 per cent of China's total export value 

in 1990, and the industry  has been num ber one in the  earn ing  of foreign 

exchange.

It is true  that the spread  of m odern  technology th rough  bo th  the  commercial 

and  non  commercial m eans of transfer on the vast and once so isolated land 

of C h ina  has truly p ro v id ed  flying w ings for C hina 's  m an y  industr ie s ,  

increasing productivity and improving the quality of the products.

5.4.2 W id e  C o n n ectio n s  w ith  the W o rld w id e  S& T N etw o rk

A nother im portan t achievem ent of the past  technological pe rfo rm an ce  is 

that China has established w ide connections in the in ternational science and 

technology research and developm ent circle which enables China to keep  in 

close touch w ith  the netw ork so that China can be well in form ed  abou t the

^  Kasin S "Off and Running", The China's B usiness R eview  , V olu m e 18, N o . 5. 
I’oopio's D aily, Cliina, N ovem ber 15, 1992
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w orld  S&T progress. According to Song Jian, the Minister in charge of the 

State Science and  Technology Com m ission, China has signed agreem ents  

w ith  57 countries  and  has cooperative  re la tions w ith  108 countries  and 

regions. China has also joined 187 in ternational non-governm ental science 

and technology organizations and  has also become a m em ber of more than 30 

scientific and technological organizations u n d e r  the United Nations. In 

add ition , C hina 's  S&T organ izations  have  partic ipa ted  in m ore  than 280 

international academic organizations. The Chinese Academy of Sciences, for 

example, has signed cooperation agreem ents with counterparts  in m ore than 

50 co u n tr ie s  and  regions. Of the  PRC's 340 sister-city  re la tionsh ips, 

a p p ro x im a te ly  o n e - th ird  are o r ien ted  tow ard  science and  technology 

collaboration.^^ Such in ternational S&T cooperation will greatly encourage 

the further progress of China's technological transform ation in future.

In  sh o rt ,  C h in a  h a s  m ad e  rem ark ab le  p ro g re s s  in he r technological 

t ransfo rm ation  since 1978 particu larly  w hen  com pared  to the pre-reform  

conditions. The open and  reform policy basically provides the possibility and 

favorab le  e n v iro n m e n t  for foreign  in v es tm en t in va rious  forms. The 

acquis ition  of foreign  technology encou rages  a t the sam e  time C hina 's  

dom estic  S&T research and developm ent, which in return helps prom ote  the 

acquisition and assimilation of foreign technology. Technological progress in 

C h in a  s ince  1978 w h ic h  re f lec ted  in the  in c rease  of p ro d u c t iv i ty ,  

im provem en t of p ro d u c t  quality , the expansion  of export and economic 

g row th  indicates the  extrem e im portance  of m odern  technology as a most 

efficient and reliable exped iter  of the nation 's economic developm ent.

Sim on (1991), "Ctilna's A cquisition  of Foreign Technology".
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6. FOREIGN TRADE  
A N D  ECONOMIC GROWTH SINCE 1978

6.1 A c h ie v e m e n t in  F oreign  Trade

C hina 's  foreign trade did increase rap id ly  in  all the  years since 1978, and  

increased even faster than the national economy. Foreign trade  has  p layed  

an increasingly im portant role both  in the country 's  economic g row th  and 

foreign economic activities.

6.1.1 G reat Foreign Trade E xpansion

Table 4 show s that China's total volum e of im port and  export trade in  1990 is 

about US$114.37 billion, which is more than a 100 times increase over that of 

1950 (US$1.13 billion).^o The world trade  volum e in 1990 is US$6,964.6 

billion which is an increase of 55 times over the volum e of 1950. Chinese 

Foreign T rade and  Economics new s repo rted  on Jan u a ry  7th, 1993 that 

C hina 's  total trade volum e in 1992 is US$165.6 billion, 22 per cent increase 

over the volume of 1991, and  nine times over the value of 1978 (US$18,624 

b i l l io n ” ')  Export vo lum e am oun ted  to  US$85 billion and  im p o r t  u p  to 

US$80.6 billion, respectively an 18% and  26% increase over the year before. 

Statistics from China ' State Statistics Bureau show  tha t im ports  had  even 

bigger increase of 29% in 1993 over 1992, w ith  a total value of US$104 billion. 

Exports am ounted  to US$91.8 billion, thus total trade  volum e in 1993 came to 

alm ost US196 billion.”  ̂ China's total trade  g row th  rate is also m uch  h igher 

than the world average and the m ost developed  countries such as C anada , 

United States and Japan as show n in the following Figures 1 and  Figure 2.

U N C T A I?  ( IW l) ,  H a n d lm o k  (if In tfrn .itio n .il T rad e  a n d  D e v e lo p m e n t S ta tistics.
IM T (1V8D), D irec tio n  o f T ra d e  Y earbook .
D ata  fro m  th e  n e w s o f  C liin a 's  P cop le  s D aily , M arch  1st, 1W4.
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Table 4; World and China Trade Volume 
in US Billion

Y ear 1950 1%0 1970 1975 l9St1 |9.S5 |9 ‘)0

W orld 124,3 265,1 643,4 1779,2 4057.2 ,1955,2 (i9(,'|.h

C h in a 1,13 5,22 4,59 15,62 37,82 (i9.(, 111,17
Sources; Data se lected  from The H andbook o f  International Trade and D eve  
1991, Figures have been rounded.

nt Statistics.
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Figure 1: Trade Expansion Comparison

Data source: Direction of Trade Year Book, 1958-1991
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Figure 2: Export Comparison
Data source: Direction of Trade Year Book, 1958-1991

rill" ra tio  o f  fo r e ig n  tra d e  to  G N P  r o s e  fr o m  le s s  th a n  10%  in  1 978  t o  o v e r  

3(VX) in 1991 In 1978 , C h in a  ra n k ed  th irty -S L .'on d  in  th e  w o r ld  in  te r m s o f  

th e  v a lu e  o f  fo r e ig n  tra d e , an d  it  is n o w  th e  w o r ld 's  e le v e n t h  la r g e s t  tr a d in g  

n a tio n . It is  o p t im is t ic  to  s e e  th a t it w i l l  n o t  b e  to o  lo n g  b e fo r e  C h in a  is  p u t  

a m o n g  th e  to p  ten  tr a d in g  g ia n ts  o f  th e  w o r ld ,  T h e  h o p e  l ie s  in  th e  tre n d  

w Ilk 'll C h in a  e x h ib its  in th e  g r o w th  o f  its  m a n u fa c tu r e d  e x p o r t s  a n d  im p o r ts  

in  ea ch  y ea r  s in c e  1978.

0.

CiiUl.si'h.inj; (iaa2), "Tho I'cen em y s C on tin ued  G row th  '

7 3



6.1.2 Import and Export Structure by Commodity Groups

D u e  to  th e  h u g e  d e m a n d  fo r  s k i l l  a n d  k n o w le d g e  in t e n s iv e  g o o d s  a n d  

t e c h n o lo g y  in  C h in a ’s t e c h n o lo g ic a l  t r a n s fo r m a t io n  d r iv e ,  th e  s h a r e  o f  

m a n u fa c tu r e d  g o o d s  in  C h in a 's  im p o r ts  ( s e e  T a b le  5 )  in c r e a se d  from  a b o u t  

70To in  1984  to  80%  in  1990 . A m o n g  th e  im p o r ts  o f  m a n u fa c tu r e s , m a c h in e r y  

a n d  e q u ip m e n t  in c r e a se d  th e  m o s t  from  277» to  4 1 7» o v e r  th e  s a m e  p e r io d .

C h in 's  e x p o r t s  ( s e e  T a b le  6) a ls o  s h o w  th e  in c r e a se  o f  m a n u fa c tu r e d  g o o d s  

fr o m  a b o u t  4 2 7 ,  in  1 9 7 5  to  627» in  1 9 9 0 . A m o n g  m a n u fa c tu r e d  e x p o r t s ,  

m a c h in e r y  a n d  e q u ip m e n t  in c r e a se d  th e  m o s t  fro m  1.57» to  7.3'», o v e r  th e  

s a m e  p e r i o d ,  s h o w i n g  a s t r ik in g  f e a t u r e  o f  C h in a 's  p r o g r e s s  in  

m a n u f a c t u r in g  g o o d s  p r o d u c t io n .  M e a n w h i le  th e  fo o d  it e m s  e x p o r t s  

d e c r e a s e d  fr o m  a r o u n d  33'%, in  1 9 7 5  to  13'%, in 1990 .^ 4  . 1 h e  c h a n g e s  in 

c o m p o s i t io n  o f  C h in a 's  im p o r t s  a n d  e x p o r t  c o m m o d it ie s  in d ic a te s  th e  fact  

th a t  f o r e ig n  t r a d e  in  C h in a  in v o lv e s  a n  in c r e a s in g  s h a r e  o f  t e c h n o lo g y  

r e la te d  b u s in e s s ,  w h ic h  i s  a ls o  a s y m b o l o f  C h in a 's  in c r e a s in g  p o w e r  o f  

t e c h n o lo g y  a b s o r p t io n  a n d  in n o v a t io n .  Y et a n o th e r  d is t in c t iv e  le a tu r e  in 

C h in a 's  e x p o r ts  is  th a t te x t ile  g o o d s  o c c u p ie s  a ro u n d  30"/» o f  th e  v a lu e  o f  to ta l 

e x p o r ts  a ll th e s e  y e a r s . T h is  a ls o  r e f le c ts  th e  fact that C h in a  st ill  r e lie s  to  great  

e x t e n t  o n  la b o r  in t e n s iv e  a n d  lo w  sk il l  in t e n s iv e  g o o d s  p r o d u c t io n  for  

e x p o r ts .

UNCTAD (1991), H andbook of Inlcnialional Trade and Development Stalislii s
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Table 5; China 's IMPORT Structure by  
Main Categories and  Selected Com m odity  G roup

Y ear 19H4 1985 1987 1988 1989 1990

Total valu e (m illion  US$) 26184 42490 43215 55268 59140 53345

M ain C ategories:

A ll food item s 9 4.4 7.3 7.8 9.1 8.7

A gricultural raw m aterials 7.7 6.2 6.5 8.6 7.2 6.1

I'uels 0.5 0.4 1.2 1,4 2.8 2.4

O res and m etals 5.5 2.2 2.9 2.3 3.1 2.6

ManiifiH'turcd goods 69.2 61.3 81.6 79.2 77.4 79.8

Chem ical products 15.3 10.4 11.8 16.7 13.1 12.9

Other manufactured goods 26.8 11.9 30.3 25.7 26.5 25.9

M tu'hhwnj and cquipnicnt 27.1 39 39.5 36.7 40.9

U n a llo ca ted 8 5.7 0.4 0,6 0,4 0.5

Selected  com m odity group:

C erea ls 6.4 2.3 3.9 3.4 5 4.4

C rudo+m anufactured fertilizer 6 3.3 4.3 4 4.9

Crude petroleum 0.2 0.8 0.8

Petroleum products 0.9 1 1.7 1.2

M ed ica l+ p h arm aceu tica l 0.3 0.6 0.7 0.5 0.8

Tiber, yearn and cloth ing 6 6.4 11.2 11.6 12.2 13,7

M etals+m etal m anufactures 20.4 21.4 14 11 12.7 7.4

M.U'hinery

N on electrical 13,5 20.1 17.8 18.5 19.5

blectrical 6.5 10 10.3 10.3 10.3

Transport equipm ent 7.1 11.1 9,4 8.7 9 11.2

S ou iv i’: Iti-ms si’loctod from H an db ook  of International Trade D ev e lo p m en t Statistics, 1991. 
U N t’ l'AD sei retarlat com p utations based on U nited  N ation s Statistics O ffice data.
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Table 6; China's EXPORT Structure by 
M ain Categories and Selected C om m odity G roup

(percentages)

Y ear 1975 1980 1985 1987 1989 1990

Total V alu e (m illion s  
d o lla r s )

(i328 18270 27343 39437 52538 62091

M ain  C ategories

A ll food item s 32.8 25.1 l6,7 14.5 13.7 12,7

A gricultural raw  m aterials 7,9 7.3 6.2 5.7 5 3.5

Fuels 12.5 16.3 25.9 11.5 8.2 8.3

O res and m etals 3.8 3.4 3 3.3 2.6 2,1

M anufactured g o o d s 41.8 47.5 35.9 46.2 53.9 61.6

chem ical products 4.6 6 5 5,7 6.2 6.2

other m anufactured goods 35.7 38,7 28.1 36.1 40.4 48

M achinery and equipm ent 1.5 2.9 2.8 4.4 7.3 7.3

U n a llo ca ted 1.3 0.4 12.4 18.8 16.6 11,9

Selected  com m odity  group:

C erea ls 1.4 1

Crude+ m anufactured  
f e r t il iz e r

0,1

C rude petroleum 5.2 5.5

Petroleum  products 1.6 1,6

M edical and pharm aceutical 
pro

1 1

T ex tile  f ib res , y a m  and c lo th in g 27.9 28.8

M etals+m etal m anufactures 4.5 5,3

M achinery:

N o n  electrical 2.5 4.4

Electrical 3,9 6,4

Transport equipm ent 0,9 6,5

SOURCES: U N C T A D  secretariat com putations based on U nited N ation s Statistic al O ffice  
data cited by H andbook  o f International Trade and D evelopm ent Statistics
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Thi! Asian Tour NlEs of H ong Kong, Taiw an, S ingapore and  South  Korea 

have been considered by the Neoclassical economists as the m odel of success 

in developing their m anufactured  goods exports over the  last three decades 

for achieving their economic miracle. The another four Near-NIEs (if they 

may thus called) -  Indonesia, Thailand, Malaysia and  Philippines -  have  also 

perform ed  ex traord inarily  since 1970s in develop ing  their  m anufac tu r ing  

industr ies  and  in p rom oting  the exports  of these  p ro d u c ts .  H ow ever, 

compared to these NIEs and Near-NIEs (see Table 7), China m ay have been 

more successful in prom oting  m anufactu red  goods p roduc tion  and  exports 

particularly  since 1980s. From 1970 to 1980, China w as m uch  beh ind  these 

NIEs, with a g row th  rate of 8.3% in m anufactures exports  com pared  to the 

range of 10-25'%, achieved by the NIEs and  N ear NIEs, and  the g row th  rate of 

value added  goods was only 7% which w as also m uch lower than for m ost of 

the 'eight' NIEs. Nevertheless, in the following years (1980 and  1988), the 

rate of growth in manufactures exports reached 12.5%, w hich was h igher than 

that of Singapore (7.3%), and m uch closer to the range of 11-13.7% obtained by 

the o the r three  'tigers'. In term s of an  increase  in  v a lu e  a d d e d  goods 

m anufacturing, China recorded a 16.3% increase, w hich  contrasted  w ith  the 

NIEs and N ear NIEs w hich experienced  g row th  ra tes  ranged  from  -0.3% 

(Philippines) to 12.7'%, (Taiwan). This is once again the evidence of success of 

China 's technological transform ation since 1978, w hich greatly u p g rad ed  the 

country 's technological level and  the capability in p roduc ing  and  exporting 

m anufactured goods.
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Table 7: Comparison of China's Exports of 
Manufactured Goods with NIEs and Near NIEs

(Growth rate in Percentage)

Rate of growth 
of mnnufiic.ureH export

Rate of grow til 
of manufactures value added

Country
/T errito ry

IV70-80 1980-88 1970-80 1930-88

Indonesia 2».S 30.3 13.1 8.4
T h a ila n d 16.2 17.6 10.0 7.0
M a la y s ia 15.1 14.8 11.0 7.0
P h ilip p in e s 25.6 3.0 6.7 0 .3

R e p u b l i c
K orea

o f  23.4 13.7 15.7 12.7

Hong Kong 10.5 11.2 on 10.6
T aiw an 16,1 13.1 na 12.3

Singapore 18,2 7.3 9.3 4.7

C h in a 8.3 12.5 7.0 16.3

Source; data selected from "UNCTAD VIII Analytical Report", United Nations, New York, 
1992

6.1.3 Foreign Trade StructL e by Countries and Regions

Since 1978, China has been continuously improving the trade relationship 

with countries all over the world, particularly the countries in the West and 

neighboring countries through border trade. On the basis of statistics listed 

in the table 8, some distinctive features of China's trade structure by countries 

and regions can be summed up as follows:

1) Both China's exports and imports to and from the developed nations as a 

whole declined from around 42% to 34% in exports in the years between 1975 

to 1990, and from 69% to 50% in imports between 1984 and 1990. On the
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contrary, exports and imports to and from all the developing countries 

experienced a significant increase from almost 48% in 1975 to 58% in 1990 for 

exports, and from 21% in 1984 to 43% in 1990 for imports;

2) China's exports to the whole European region dropped by 4.3 percentage 

points in fifteen years before 1990, and imports from that region showed only 

a slight increase of two percentage points in the six years after 1984. However, 

the United States and Canada experienced a drastic expansion in the imports 

of Chinese goods. Their imports accounted from 3'%, to 9% of total Chinese 

exports in the years between 1975 and 1990, although their exports slightly 

decreased in the years before 1990;

3) South and South East Asian countries have become China's increasingly 

important trading partners. China's exports to these countries in the 15 years 

before 1990 increased the share of total exports from 33% to 54%, and with 

respect to imports from these countries over six years after 1984, the share of 

imports increased from 15% to almost 39%. This trend is a sign that China 

has now more and more trading partners in the world which will eventually 

provide more flexibility and opportunities in trading. It also reflects the 

success of China's flexibility in dealing with foreign affairs and trade relations 

with neighboring countries.
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T ab le  8: C h ina's Export and Im port 

Structure b y  M ain  R eg ion s o f  D estin a tio n  and O rig in

EXPORT TO  (%) IMPORT FROM ('%.)

Y ear 1975 1980 1985 1990 l ‘)84 l‘)87 1989 1990

w orld
(m illion  US$)

6327.7 18270 27343 62091,4 26184.6 43.392 ,59140 5.3315

D ev e lo p e d 42.2 46.2 41.7 34.2 69.3 61.3 53.7 49.5

Europe total 14.2 15.5 9.3 9,9 15.2 20 17.8 17.5

EEC 11.6 13.3 0.1 9.1 12.7 16.8 15.4 15

U SA  Canada 3.2 6,6 9.4 9 18.8 14.4 15.1 15

Japan 23.3 22.9 22.2 14.5 31.3 23.3 17.8 14.2

others 1.6 1.3 0.8 0.8 3,9 3.6 3 2.8

Eastern Europe 9.8 7.3 7.6 5.1 6.2 7 7 6.3

S o cia list  A sia 0.9 0.6 1 0.6 0.3 0.3

D ev e lo p in g 47.9 46.4 49.8 58.1 21.4 29.8 34,7 43,1

OPEC 7.9 6.7 2.6 2.3 1.7 2 1.8 2.2

America 2.5 2 2.3 1.2 3.9 2.9 4.1 2.8

Africa 8.1 6.1 2 1.1 1.5 0,4 0.7 0.7

W est Asia 4.6 5.2 6.2 1.8 0.9 0.9 1.3 1

S.SE Asia 32.6 33.1 39.2 53.8 14.8 25.3 28.4 38.5

Data selected  from H and Book o f International Trade and D evelopm ent sta lislics, IWI,  
U N C T A D  C om p utations based on U nited N ations statistics O ffice Data.

C h in a  an d  N o rth  A m erica . The United States is now  China 's  third large.sf 

t rad ing  partner and China is the ninth largest trad ing  partner of the United 

states. Sino-U.S cooperation in technology business has been very close in the 

years since 1978, and it has been very im portant to their m utual interests. At
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least 55% of U.S exports to China in 1992 were technology related, w hich 

included  about 27% of aeronautic  equ ipm en t,  16% of p o w er  genera ting  

m ach inery , 6% of electric m ach inery , and 6% of m edical and  surg ical 

instruments.^^ The United States has basically dom inated C hina’s com puter 

m arket with its market share up to 70%.^^ There is trem endous potentia l for 

fu rther cooperation in the technological field betw een the tw o countries. 

A lthough  problem s also ex ist w ith  regard  to p ro tec tion  of in te llectual 

p roperty  rights, etc, w ith  the s igning  of M em orandum  of U n d ers tan d in g  

(MOU) on this issue, and MOU on m arket access in China in 1992, friendly 

re lations have  im proved , and  fu tu re  cooperation  is m u ch  encouraged . 

Trade relations betw een China and C anada  has also developed  quickly over 

the last decade. Two way trade in 1960s w as only US$100 million to US$200 

million. It grew from US$400 million to US$500 million in the 1970s, and  it 

experienced a sharp  increase in the 1980s to a round  US$1.3 billion. Total 

t rade  value betw een  two countries in 1992 am oun ted  to $4.6 billion, w ith  

C anada  im porting about $300 million m ore than it exported.^^ China is now  

C an ad a 's  fifth and  C anada  is C hina 's  e leven th  largest trad in g  p a r tn e r .  

C onsidering  the long term huge  d em and  in China 's  energy, transporta tion , 

com m unication sectors w hich all represent the strong fields of U nited  States 

and  C anada , there exists a huge  potentia l in technological business  and  

cooperation between China and  these two countries.

Data si'k'cU’d and calculated based on inform ation from  China D ata in The C hina B usiness
Ki’\'iew , May-1 lino, 1993. p.5
U ni and M cK ow n (1993), "China Computes". p l8
Data is from "Opening the G ate to Trade and Enterprise in China" in The N e w  C hina, an 

advertising S up plem ent Issue to Canadian Business, October, 1993.
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C h in a  a n d  A sia . Trading  w ith  Asian countries is oxtromoly im portan t to 

China, and  China is increasingly im portan t to the o ther Asian countries as 

well. Statistics in table 9 shows a significant increase in the trade value of 

China 's  im ports and exports from and  to the Asian countries and a high 

degree of trade interdependence am ong each other in trading. Calculations 

based on  the data in the table, yield the following sum m ary points:

A . The share of C h ina’s e x p o r t s  to  A s i a  inc luding  jap an  (to her total exports  

to the w orld )  increased  from  51% to 71% d u r in g  the years 1978-h)91; The 

share  of China's i m p o r t s  f r o m  A s i a  including Japan  (to her total im port from 

the w orld) jum ped  from 29'%, in 1978 to 57'%, in 1991. This reflects the 

ex trem e im portance of the m u tu a l  reliance betw een China and the other 

A sian  countries, particularly  East Asian nations, in trading. Strikingly, the 

actual increase in China 's  export value to Asian countries (exclude Japan) 

increased by around 12 times and import increased 50 times during  the period 

of 1978-1991.

B. Between 1978 and 1991, C h i n a ’s e x p o r t s  to  j a p a n  covered accounted  for 

35% of her total exports to Asian countries. This share d ro p p ed  to 20'%, in 

1991 although the export volum e increased almost five times over the period. 

C h i n a ' s  i m p o r t s  f r o m  j a p a n  rep resen ted  97'%, of her total im port from all 

Asian countries in 1978. It d ro p p ed  to a round  27'%, in 1991, a lthough total 

im port volum e also increased by 224'%,. This trend does not mean Japan had 

less significance for both  China 's  im ports  and exports. On the contrary , it 

shows China's increasing capacity in meeting the market dem and  of different 

areas, her increasing dem and  for diversified p roducts  from all the countries 

of the w orld  due  to the open  policy, and particu larly  the in ter trad ing
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practices with other Asian countries. Japan, w ith  its s trength  in investm ent, 

technology, m achinery  and  equ ipm ent, rem ains potentia lly  C h ina 's  m ost 

im portant trading partner. In 1993, Japan became China's first largest trading 

p ar tne r  w ith  m utua l trade  am o un ting  to US$39 billion, accounting  for 

about one fifth of China's total value in her trade w ith  countries all over the 

world. China's im ports of technology and  equ ipm ent from  Japan represented  

28% of China's imports of technology and  equipm ent sam e year.^s

C M ainland China has experienced a constant increase in trade  w ith  H ong  

Kong since 1978. H ong  Kong has  enjoyed an increasing  sh a re  o f the  

mainland's exports to the w hole Asian region from 51% in 1978 to  62% in 

1991. The share  of mainland 's  impor ts  from  H o n g  k o n g  h a s  a lso  

experienced  a big jum p  — from 2% to a lm ost 50% of the  value of total 

im ports value from all the Asian countries. This could be partly  the result of 

the m any  transactions completed w ith Taiwan and South  Korea, via H ong  

Kong, due  to China's open  and flexible policies. Calculations based  on  the 

statistics p rovided  by also show that in 1992, m ain land 's  total export

value together with those of H ong Kong and Taiwan, rose to US$281 billion, 

and it ranked fourth place in the world after the United States, Germ any, and 

Japan. The increasing in terdependence between China and  the o ther Asian 

co u n tr ie s  and  econom ies  also ind ica tes  the  r a p id  fo rm atio n  of A sian  

economic pow er bloc and China's increasingly im portant role in this region.

SS fill in Chinn's I \ ’op ic's Daily, March 19th, 1994
C alculation  m ade based  on statistics p rovid ed  b y  IMF (1993), International Financial 

S tatistics Yearbook.
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Table 9: China 's  Exports and Imports 
to and  from East Asian C ountries  betw een 1978-1991

(Millions of U.S dollars)

Export Import

Year 1978 1991 1978 PI9|

Industrial
Country

3,547 25,038 7,510 .31,-544

Japan 1,719 10,265 3,105 10,079

D ev e lo p in g
countries

4,253 44,273 1,731 29,635

A sia 3,260 41,008 508 26,508

H ong Kong 2,533 32,110 75 17,451

Singapore 248 2,013 46 1,062

Korea na 2,177 na 1,065

Thailand 71 847 74 421

M alaysia 163 527 111 803

Macao na 526 na 171

Pakistan 89 597 43 89

Indonesia na 481 na 1,402

P hilip p in es 86 253 37 1,30

W orld total 9,745 71,986 10,915 63,957

% distribution

In du stria l 36.4 34.8 68.8 49,3

countries

D eve lop in g 43.6 61.5 15.9 46.4

countries

Asia 33.5 57 4.7 41.4
Sources: D ata se lected  from  "Direction of Trade Statistics Yearbook", 1985, 1991
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6.2 S trik ing  Economic Growth Since 1978

It has been proved that the advantages brought by China's open and  reform  

policy have  m ade the rap id  g row th  of C h ina 's  foreign  t ra d e  possib le . 

M eanw hile  trade  has also acted as the effective engine  of the  coun try 's  

economic developm ent in agriculture and industry . The annual g ro w th  rate  

of the G N P has remained at around  9-12% through the fifteen years since 

1978 in contrast of 2-4'%, annual grow th achieved by the developed  countries, 

and 4-8'%, g row th  by most of Asian NIEs and  N ear NIEs. The coun try  has  

changed beyond recognition,

6.2.1 A griculture

G reat changes have taken place in China's countryside since 1978. There has  

been im pressive grow th and unprecedented  structural changes in C hina 's  

agricultural sector. C om pared with an average annual rate of g ro w th  of 4.7 

per cent in the years between 1971 and 1980, and 3.05 pe r  cent be tw een  1952 

and 1970, the average annual grow th rate between 1981 and  1990 w as  6.4 per 

cent.''') The biggest achievement in agriculture is the sharp  increase of grain 

o u tpu t,  which has fundamentally solved China's problem  of feeding one fifth 

of the  w orld  popula tion  with her only less than 10% of arable land . T h e  

coupon system which applied for more than three decades in C h ina’s grain, 

ed ib le  oil, cloth and  o the r re la ted  p roduc ts  su p p ly  has  finally  b een  

abandoned . It has been reported  that after the country 's  liberation in 1949, 

China spent nine years before the country achieved its first 100 m illion tons 

of grain output, another twenty years for the second 100 million tons of grain, 

and  only six years more for the third 100 million tons of grain. The latter

A.sl> "ilu' A griculture Sector in China".
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achievem ent occurred in the open and retorin era. And other kinds of 

sideline products, husbandry  have been prom oted as well, by the year 

the production  value from China's countryside reached around billion 

in Renminbi , a five-fold increase over the 1978,^’' China's countryside, once 

extremely isolated, poor and backward, has now been closely connected with 

the u rban  areas of the country and the outside world through its exchanj^e of 

commodities, capital and cooperation, all of which will continue to bring 

significant economic and social changes in the whole country,

6.2.2 In d u stry

China 's  industria l p roduction  value has been substantially increased in the 

fifteen years since 1978, and  this increase has greatly enhanced the nation's 

capability in foreign trade and the com prehensive strength of her economy. 

The following table gives an idea of China's Cross Value of Industrial O utput 

(GVIO) grow th  and the structural changes brought in various industries, I'he 

total value rose from 523 billion Yuan in 1980 to about 1,714 billion Yuan in 

1990, averaging 12 per cent per year. The country 's industrial output increa.seii 

another 21% in 1 9 9 2 ,'^ 2

A m ong  all the industries, m achine build ing industry  was the star perform er 

as described previously, achieving an average annual grow th rate ol 13.3'%, 

th rough  fifteen years since 1978, and become the second largest loreign 

exchange earner after the textile industry. Machinery production increased 

six times between 1986 and 1992 increasing its share from 23 percent in 1980

N ew s delivered  by correspondent Zhiiang Yuan "Reforms -- tlie ( )p;)orlunilies of (  lii/iese  
peasants " in Cliina's Scholar's Abroad, Uecem ber, IVVl 
R udolph (1993), "Industry - b u ild in g  on Success".
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to about 29 per cent in 1990. Petroleum experienced a decline in its share 

from 5.8 per cent in 1980 to 3,8 per cent only in 1 9 9 0 . It can be seen from the 

table that the share of o u tp u t  from enterprises  at the tow nship  level and 

below rose from almost 11 percent in 1980 to 32 per cent in 1990, while the 

enterprises above this level declined their share of ou tput from about 90"„ |o 

68'%' over the same period.

Table 10: GVIO Above Township 
Level and at Township and Below, 1980-1990

Y ear 1980 1985 1990

biliion Yuan

T otal 523,(19 925.53 1714.45

A bove tow nship 467.93 751.91 1169.01

T ow nship and b elow 55.16 173.62 545.45

Percentage share

T otal 1(10 1(10 100

A bove tow n sh ip 89.46 81.24 68.19

T ow nship and below 10.54 18.76 31.81

Indexes

T ota l 100 176.94 327.76

A bove tow n sh ip 100 160.69 249.83

T ow nship and below 100 314.77 988.87

Increase in percentage 
(over p rev iou s vcar)

T ota l 21.68 7.76

A bove tow nsh ip 16.10 5.05

T ow nship and below 53.66 14.07

Note: A b ove tow n sh ip  consists of state, county, collective, u r b a n  .street co llective ami other;
tow n sh ip  and below  con sists of town.ship, village, coop erative and individual.

Field (1992), "China's Industrial Perform ance Since 197S" 
94 Field (1992), "China's Industrial Perform ance Since 19'/s "
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The gross value of industrial ou tpu t p roduced  by tow nship  and below  level 

enterprises in 1990 was nearly ten times over that of 1980 while enterprises of 

the above tow nship  level only doubled the o u tp u t  in 1990 relative to 1980. 

The reason for this difference m ight be explained that the  p ro p o r t io n  of 

ow nership  of enterprises at township and  the level below increased. A nother 

im portan t reason is that these enterprises are given m ore freedom  and  are 

loss regulated by the central plan.

With all the inform ation given in C hap ter  six, it is obv ious  th a t  C hina 's  

un p reced en ted  foreign trade  expansion  w en t h an d  in h an d  w ith  the  

economic grow th  over the whole period since 1978, and  w ith  trad e  as the 

leading edge.

The great achievem ent China has m ade in technological transfo rm ation  so 

far can be a t tr ib u ted  m ainly  to tra d e  p ro m o tio n  and  the  assoc ia ted  

introduction of m odern technology, which quickly changed passive s ta tus  in 

p roduc tion  and exports of many Chinese industries  such  as textiles and  

m achine build ing. This is m ost essential to the overall success of C hina 's  

economy since 1978 and it also represents the hope  for the future,

8 8



7. CO NSTRAINTS A N D  UNCERTAINTIES

A lthough China's foreign trade has m ade spectacular progress since h>7S, and 

the share of t rade  in both  import and export volum e over the w orld  total 

increased from about 0.9 % in 1950 to 2.b% in 1993, it is still far from that 

expected by both the world and the Chinese people considering the huge si/e  

of the country, one of the world largest, and that of her population, one fifth 

of the w orld 's  total. Looking into the future, there is still much uncertainty 

as to the susta inability  of C hina 's  deve lopm ent in foreign trade and the 

economy, particularly  with regard to the constraints China has in the state 

o w ned  sector, the  losses of enterprises , low trad ing  efficiency, regional 

disparities, and h id d e n  social problem s, which could eventually h inder the 

nation 's  foreign trade  and economy in its further developm ent.

7.1 L osses o f  the S tate O w n ed  E nterprises

According to C hinese  official news, by September, 1993, China had total

363,000 industrial enterprises, am ong which 71,000 were state ow ned, 278,()()() 

collectively o w n ed , and  the rest of them  come u n d e r  o th e r  form s of 

o w n e r s h i p . ' ) ^  This m eans that state ow ned sector account for about 20'%, of 

the total n um ber of enterprises, while collectively ow ned sector account for 

77%, and  the other forms of ow nership  accounted for around 3'%,. China has 

am ong  the state ow ned  sector, 144,000 m edium  and large enterprises which 

cover only abou t 4% in num ber, yet create 46'%, of the coun try 's  total 

p ro d u c tio n  va lue  and  67% of China 's  profits and tax return.'^''’ The state 

o w n e d  sec to r a lso  em p loys  m ore  than  70'%, of the 148 million u rban

Jiang (1993), " E stablisliing Socialist Marl<cl Econom y, V ifa li/in g  Stale* O w ned  Enterprises" 
Jiang (1993), " E stablish ing Socialist M arket Econom y, V italizing State O w ned  

Enterprises".
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w orkers .‘'7 This information suggests that state ow ned  industrial enterprises 

still serve and will continue to serve as the backbone of C hina 's  econom y 

and as the foundation of the nation's foreign trade expansion.

The general performance of China's industries in the last fifteen years since 

the reform s were ins titu ted  im proved  conside rab ly  over the  p re v io u s  

decades, particularly with the emergence of m any star enterprises w hich  have 

been vigorous and pow erful in export p rom otion  an d  in te rna tiona l trade, 

and w ith  the sound perfo rm ance  of new ly  estab lished  collectively and  

privately  ow ned  enterprises. H ow ever, the p rob lem s of grea t losses from 

state  ow ned  industria l en terprises , especially those  of m ed iu m  and  large 

enterprises  which consist of m any m any 'small societies' in C hina , rem ain  

serious, and eventually will become the bottleneck of C hina 's  susta inable  

trade expansion and economic growth.

According to the survey  and analysis m ade  by Robert M ichael Field of 

C hina 's  industrial perform ance, in 1985, each w orker and  em ployee  a t a 

state-operated enterprise used three times as much capital as h is  coun terpart  

at a collective enterprise but p roduced  only 60 pe r  cent as m uch o u tp u t  per 

100 Yuan of capital. By 1990, gross value pe r  100 yu an  of capital a t state- 

operated enterprises had  fallen to half tha t at collective en terprise. Losses 

have been severe and many state-operated en terprises  can n o t d o  w ith o u t  

subsidies for their survival.

R udolph (UW3), "Industry - Build ing on  Success".
t’ii'ld "China's Industrial Perform ance Since 1978". p594.
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In 1982, losses at independen t-accoun ting  s ta te-opera ted  en terp rises  was 

a lm ost 5 billion Yuan and it came to 35 billion yuan in 1990, which was 

m ore  than  seven times of those in 1982. The percentage of en terprises  

suffering  losses increased to tw enty  seven.^'‘' In 1991, subsidies of losses of 

s ta te -o w n e d  en te rp r ise s  cam e to abou t 55 billion of Renm inbi Yuan, 

accounting  for 16.2 per cent (compared w ith 11 per cent in 1978) of total 

g o v e rn m e n t  fiscal r e v e n u e s . 'oc O ther sources stated that in 1992, state 

enterprises absorbed $7.8 billion in subsidies and the entire deficit for that year 

w as $4.2 billion. In eleven m on ths  betw een January and Novem ber, 1993, 

state  o w n ed  enterprises  continued  to have a total loss of 29 billion Yuan 

(a round US$3.4 billion) which also represented over 37'%, in num ber of all the 

s ta te  o w n e d  e n t e r p r i s e s . This shows that the situation of losses has not 

been  effectively and significantly im proved all these years, and it has become 

very  critical to China's overall reforms.

The reasons  for the  losses a re  varied and very complicated, hirst of all, 

Chinese enterprises have for a long time been operating under  the protective 

w ings of central p lann ing  and  governm ent subsidies. In general, they lack 

the adap tab ility  to the overall systematic changes b rought by the open and 

reform policy. Secondly, due  to policy fluctuation and extremes in strategic 

p lann ing  in the pre-reform  period, the nation’s overall pattern  of various 

industries  and their relations to the raw material production sectors, and the 

p a tte rn  of p roducts  were not rationally structured, causing severe problems in 

energy  and  raw  m ateria l supply . In China 's textile industry , for instance,

Field (1992), "China’s Industrial Perform ance Since 1978".
Lardy (1992), China's foreign Trade and Econom ic Reform, 1978-1991).

191 N e w s  from C hina'E con om ics D aily reported in China's Scholars Abroad, Derernber, 1991



there occurred notorious 'Cocoon Battle' and 'Wool War' in the 1970s and 

the 198ÜS, Those who failed in the battle of getting the needed raw material, 

and were short of electricity or w hatever the energy they needed, had to leave 

their machines idle. Such problem s caused m any en terprises  to ad o p t the 

policy of 'having five sharing the w ork  of three ' and  'leaving m achines three 

days idle for the operation of rest four (in a week)'. Furtherm ore, shortage of 

raw material caused prices to soar, w hich trem en d o u sly  increased costs. 

Thirdly, those enterprises that suffered grea t losses are usually  in u rgen t 

need of m odern  technology. Yet with serious financial problem s a d d ed  to a 

sho rtage  of technical personnel,  and  a w eakness  in m an ag em en t,  their 

capabilities in acquiring appropriate  technology are hardly  existent.

The Chinese g overnm en t has been try ing  h a rd  to im prove  the  s itua tion  

through the overall enterprise reform as discussed in chapter four. M easures 

include encourag ing  leasing an d  p u rch as in g  of such  en terp rises  by  the 

pow erful ones and even the private  sector so that the state  assets will not be 

w asted and hum an  resources will be reutilized. W uhan  N o.2 Prin ting  and  

Dyeing Mill, for instance, was sold to H ong  Kong business C om pany . The 

new regulations p rom ulgated  by the Chinese governm ent on July 23rd, 1992 

fu r th e r  au th o r ize  the en te rp r ise s  w ith  fou r teen  r ig h ts  w ith  reg a rd  to 

production, price, trade and even hu m an  capital allocation. These regulations 

will defin itely  have  significant im p e tu s  for the  years  to  com e on all 

en terprises concerned, bringing  hope  to those tha t suffer grea t losses. 

Nevertheless, the shortage of raw material an d  energy in China will continue 

to be a big problem as the rationalization of industria l and  p roducts  structure 

th ro u g h  m acro  regula tions  will take a long  tim e in p ro d u c in g  concrete 

effects. Lack of financial and  technological capability  in C hina 's  m ost of
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en terp rises  will also continue  to prevent them  from acquiring  urgently 

needed m odern  technology. It can be doubted  such a situation of severe 

losses in the state ow ned sector will be fundamentally im proved in the short 

term. A nd this will directly and negatively affect China's exports as well as 

the im ports of technology in particular.

Therefore, the further reform in China's state owned enterprises remains the 

key to the success of Chinese overall reform, the key to China's sustainable 

foreign trade  expansion and the future growth of the national economy. The 

task  of foreign trade  in this respect is indirect; that is, to encourage such 

reform in Chinese industries through appropria te  acquisition and  successful 

assim ilation of m odern  technology for those having  the access to so that 

foreign exchange w ould  be  efficiently utilized and enterprises  are gradually  

em pow ered  w ith  m ore advanced and appropria te  technology.

7.2 T rading E ffic ien cy

Foreign trade efficiency could be understood as the direct or indirect costs of 

of transactions over a certain period. Direct costs include those involved in 

d o cum en t p repara t ion  and hand ling  in connection with the m ovem ent of 

goods from the seller to the buyer, while indirect costs could be extended to all 

o ther costs in the form of either capital or labor related to getting business 

done. International trade now adays relies heavily on the infostructure based 

on the  w o rld  explosion of inform ation technology w ith  com m unications  

and  com pu te r  technology as the symbol. Trading efficiency has been greatly 

im proved  in w estern  countries. The cost of in ternational trade , including 

paperw ork , information transmissions for customs purposes, etc, in general.
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has been reported by the United Nations at around  10 per cent of the total 

value of international trade w ithout taking into account all the indirect costs 

which m ight be greater. Thus the United N ation 's  Conference on  Trade and 

Development secretariat estimates that a m ere im provem ent of 25 per cent in 

the efficiency of such procedures w orldw ide  w ould  yield savings of roughly  

$75 billion a n n u a l l y . ^"2 in China 's  case, considering  its com paratively  still 

poor infrastructure and  infostructure as well as the bureaucratic  interference 

and irrational trading network, the real cost behind  that foreign trade  g row th  

is hard to measure.

7.2.1 B ureaucracy In C h ina's F oreign  Trade Practice

Chinese enterprises involved in im port and  export business and  foreign trade 

professionals  suffered a lot in foreign trad in g  practice  d u r in g  pre-reform  

period d u e  to the notorious cum bersom e formalities w ith  regard  to project 

approval, negotiation procedures, personal control, and all the other formal 

or inform al rules and  instructions from  various  bureaucra tic  au thorities . 

D ecentralization of decision-m aking  p o w er  d u r in g  the  p rev ious  reform  

period has reduced a lot of the bureaucratic  interference and has  given the 

en terprises  and  trad ing  com panies  m uch  freedom  to control the  business  

m ore efficiently.

1 lowever, fifteen years of open and reform' practice has no t fundam entally  

changed  the p rev ious  w ay  of bu reaucra tic  contro l inhe rited  from  the 

monopoly over the control of foreign trade  business. This to certain extent is 

reflected in the instability of the governm ent trad ing  policies and  strategies

U N C  TAD Biillotin, N o ,18, 19‘)3
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w h ic h  le d  to  se v e r a l a u s te r ity  a n d  r e tr e n c h m e n t p r o g r a m s  in a n d

1 9 8 8 . In  t w o  y e a r s  b e t w e e n  1981 a n d  1982 , th e  C h in e s e  g o v e r n m e n t  cu t  

s p e n d in g  d u e  to  th e  in f la t io n  c a u s in g  d e la y  o f  m a n y  b u s in e s s  p r o je c ts . In 

1 9 8 5 , th e r e  w a s  a g a in  th e  co n tr a c tio n  o f  fo r e ig n  e x c h a n g e  e x p e n d itu r e  le a d in g  

to  th e  a b r u p t  r e s tr ic t io n  o f  c o n s u m e r  g o o d s  im p o r ts . In th e  f ir st h a lf  o f  1990, 

C h in a 's  im p o r ts  d r o p p e d  a g a in  b y  18%  c o m p a r e d  to  th e  fir st h a lf  o f  1989  

b e c a u s e  o f  t h e  c u t  b a c k  o f  m e n e y  s u p p ly  b y  th e  g o v e r n m e n t . S u c h  

p h e n o m e n a  s h o w s  th a t  C h in a 's  tr a d in g  s y s t e m  is  s t i l l  su b je c t  to  to o  m u c h  

g o v e r n m e n t  c o n tr o l.

T h e  p a r t ia l in s t itu t io n a l r e fo rm  in  C h in a  in  th e  1 9 8 0 s  a ls o  a d d e d  s o m e w h a t  

c o n fu s io n  to  b o th  d o m e s t ic  e n te r p r ise s , tr a d in g  a g e n c ie s  a n d  fo r e ig n  p a rtn e rs .  

F o r e ig n  b u s i n e s s  c o m p a n ie s  c o m p la in e d  th a t  t h e y  e x p e r ie n c e d  g r e a t  

d if f ic u lt ie s  d e t e r m in in g  w h e th e r  th e  a u th o r ity  c la im e d  b y  th e ir  n e g o t ia t in g  

c o u n te r p a r t s  w a s  rea l, a n d  if re a l, h o w  lo n g  it w o u ld  la st. A u th o r ity  e ith e r  

s h if te d  u n p r e d ic ta b ly  b a c k  a n d  forth  a m o n g  ce n tr a l a n d  lo c a l g o v e r n m e n t ,  or  

b e c a m e  fr a g m e n te d  a m o n g  th e  v a r io u s  c e n tr a l a n d  lo c a l g o v e r n m e n t  

o r g a n s . '"4 D u r in g  s u c h  a tr a n s it io n a l r e fo r m in g  p e r io d ,  C h in e s e  e n te r p r is e s  

a n d  th e  tr a d in g  a g e n c ie s  o f te n  fe lt  th e  fr u s tr a t io n  d e a l in g  w ith  th e  s h if t s  o f  

p o w e r s  o r  th e  u n c le a r  d iv is io n  o f  r e s p o n s ib i l i t ie s ,  or in te r s e c t in g  c o n tr o l o f  

a u t h o r i t i e s  a m o n g  t h r e e  l e v e l s  o f  a u t h o r i t i e s  ( c e n t r a l  g o v e r n m e n t a l ,  

p r o v in c ia l  a n d  M u n ic ip a l) ,  a n d  s o m e t im e s ,  e v e n  d if f e r e n t  a u t h o r it ie s  o n  

la te r a l le v e ls .

103 \y e il (1991), "The Business Clim ate in China; Half Empty or I falf Full? '. p77S,
104 yyei) (1991), "The Business Climate in China; Half Empty or Half t-ull”.

95



l'or example, the im port business of a Polypropelene Cigarette Filter Tow 

Processing Plant required the en terprise  to get approvals  from  both  the 

former Ministry of Textile Industry  (MTI), and the high au thority  of tobacco 

production, as the plant was involved with tow p rodution  which was subject 

to the leadership and control of MTI, yet the tow w as for m aking  cigarette  

filter, which was controlled by the tobacco industry  in China. In add ition  to 

that, there are authorities and partners  in charge of energy, plant design, and 

so on so forth. Conflicts or different opinions am ong  such authorities over 

the p lan t scale, or related technology, or price, or the  choice of foreign 

su p p lie r ,  even  the con trac t te rm s and  conditions , could cause e n o u g h  

headaches to the en terp rise  d irector in m aking  final decisions. T rad ing  

agencies in China also found such business ten times h a rder  to deal with, as 

the negotiation process of the contract can be long and  complicated; and 

h a rd sh ip  suffered w as not only in dealing w ith d ifferent foreign business  

competitors, b u t  also in keeping balance am ong Chinese partners, and  efforts 

m ade in leading the business to the op tim um  possible solutions.

Therefore, bureaucratic interference in foreign trade can increase directly the 

cost of the business and drastically reduce the efficiency of foreign trade. To 

reduce  such in terference, fu r th e r  reform  in ad m in is tra t io n  a n d  fu r th e r  

release of the central pow er is needed, so as to encourage more free reactions 

of the  en te rp rises  and  trad in g  com panies  in re sp o n d in g  to the  m ark e t  

dem and  they face.

7.2.2 C on stra in ts in  C h in a ’s T rad ing  N etw ork

Serious problem s remain in the trad ing  netw ork  including all the links in 

the chain  of foreign trade, nam ely  p roduc tion , t rad in g  agencies, banks,
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in su rance , custom s, com m odities  inspection  and  so on so forth. The 

problem s include overlapping; control over the trad ing  procedure, lots of 

bureaucracy, and insufficient infrastructure such as telephone service which 

is recognized am ong the poorest countries in the world  with one line per 

every one hundred  people. Lack of com m unication facilities is ano ther big 

p rob lem  which causes slow response in com m unication  is an o th er  big 

problem  for efficient trading. The traditional file m anaging paper work adds 

m uch  to the low efficiency. As world trade aim ing tow ards paperless 

trade' by applying the Electronic Data Interchange system (EDI), China's poor 

in fostruc tu re  and  slow pace in trad ing  will lead to substantia l losses in 

com petitiveness and  h inder the function of foreign trade as the "engine" ol 

economic growth.

The com petitiveness  of the fu tu re  international trade  d e p en d s  m ore and 

m ore  on a nation's possession of technology, the technology-intensive goods 

production  and services. Com petitiveness is also more and more linked to a 

country 's  ability to 1) acquire and  m aster generic information technologies 

(i.e., basically, te lecom m unications  and co m p u te r  technologies), 2) build, 

opera te  and m ain tain  the local technical eq u ip m en t (com m unications lines 

an d  exchange system s, c o m p u te r  facilities), as well as local physical 

infrastructures (ports, airports, rail and road systems), and 3) access to four 

types of major ne tw orks (i.e, trade, finance, in form ation and procedural 

n e t w o r k s ) . M u c h  effort has  been exerted  by the United N ation 's  

Conference on Trade and  Development (UNCTAD) to increase international 

trade efficiency recently, and a 'Trade point' system was introduced at 19^2

105 U N C T A D  VIII, A nalytical R cp nit,lW 2.
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ronfc-rence w ith the  idea to b r in g  toge ther  trad e rs ,  a d m in is t ra t io n s ,  

t ranspo rte rs ,  bankers, insurers  under  the sam e physical or v irtual roof, 

f 'hrough the use of inform ation technology, prov ides  d ifferen t coun tries  

with access to strategic information and possibilities to connect to w orldw ide  

specialized networks. UNCTAD is now p reparing  to establish  such  'trade  

po in ts '  in 16 pilo t coun tries  rep resen ting  d ifferen t types  of econom ic  

env ironm en t.  It is certain that w ith  the application of such  n e tw ork ing  

system , future inter-country trade links will increase considerably  an d  the 

econom ic  im pact will be m u l t i p l i e d . W h e t h e r  or no t C h ina  will be 

competitive in the future international trade arena depends to a considerable 

extent on how  much efforts the Chinese governm ent and  people  will m ake 

to access and possess all these abilities listed above, and  to catch u p  to the 

world trend in international trading practice.

7.2.3 P rob lem s in  T rade H u m an  R esou rces and M an a g em en t

China is in desperate  need of experts and  specialists w ho  are capable  and  

proficient in doing international business. First of all, there is the increasing 

d e m an d  for trade professionals. As it w as discussed before, over 5000 of 

trad ing  com panies em erged in the last fifteen years, and  large num bers  of 

en terprises  were given the authority  to deal business directly  w ith  foreign 

partners. N um erous  enterprise directors were  pushed  on to  the  negotiation 

table for foreign bus iness  transactions. U navo idab ly , th e re  w ere  som e 

confusion and misleading trade practices in doing business d u e  to the lack of 

u n d e rs tan d in g  of the n a tu re  of foreign business. Secondly, the  re form s 

carried on in all spheres of Chinese economic activities gave a dynam ic force

U N C r A l )  B ulletin  , N o .  18, I W . l
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to m arket institutions, the com m odity structure, prices, and supply  ol raw 

materials, This has alsu added  some new ditticulties and complexities in 

do ing  foreign business. Enterprises  are som ew hat m ore vu lnerable  to 

ups tream  changes namely, the shift of authorities, raw maU'iial supply , 

quota, etc., and the d o w nw ard , such as product sales channels, changes in 

dem and  du e  to technology and so on, Emerging bureaucracy interference 

and  the overlapping control in particular could all m ake the business more 

difficult. Furthermore, as China opens her door w ider to the outside world, 

m ore businessm en, real or false (speculators o r  non-professionals) may all 

be invited to conduct business, which can also add the difficulty in doing 

business for Chinese trade personnel.

The m ost no tew orthy  problem  with the new trad ing  hum an  resources in 

China m ay  be the lack of negotiation skills as a whole. One of the key points 

for the success in business negotiation is know yourself, know your counter 

partner '.  N egotiation skills are usually  accum ulated  by learning from the 

experiences and lessons through m any years of trading practice, during  which 

k n o w led g e  of un iversally  app lied  b u s in ess  p rocedures  are fam ilia li /ed . 

N egotia to rs  are requ ired  to u n d e rs tan d  the background  situation of both 

sides, the products, the companies, their relevant positions in the line, in the 

world. To top them all, com petent negotiators are also able to understand  

the cultural and  conceptual difference betw een both sides over the subject 

d iscussed , able to sense the negotiation style of counter partners, so that 

correct judgem ent could be m ade with regard to the strengths, weak points, 

o p p o r tu n i t ie s  and  th rea ts  of both  s ides  on which effective negotia tion  

strategies could be chosen. Due to the  relative isolation of Chinese society 

from the rest of the w orld  In the  decades  before 1978, p lus  the language
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horritT, ^I'nurally spcaking, it is very difficult for untrained trade personnel to 

understand foreign practice in production, trading , negotiation, not to 

mention subtle cultural differences. According to professor F Grow that 

more difficult for Chinese managers is understanding the foreign context of 

their foreign guests' negotiation position. His research showed that Chinese 

negotiation teams easily missed the subtle nuance in the bargaining process 

and had difficulty analyzing the needs of the foreign side. Lack of experiences 

of trading personnel in negotiation and dealing the business could cause 

extremely low efficiency, and could also result in signing contracts with 

insufficient terms and conditions stipulated leading to disputes and 

complications in contract implementation.

In all these years after the country's opening to the outside world, numerous 

contracts were signed and at the times, cases of arbitration also increased. 

News from China's People's Daily indicated that there were great losses 

among some Chinese enterprises that introduced foreign direct investment. 

Among 2,62.3 cases of foreign invested goods inspected and assessed officially, 

many of them were found to have been overvalued at an average rate of 39% 

by foreign investors. Some foreign partners invested with second hand 

machinery and equipment yet with very high p r i c e s . ^ os On the one hand, 

attention must be drawn to Chinese enterprises for careful selection of their 

foreign partners to establish the joint ventures. On the other hand, lack of 

capability in appraising the assets, and lack of bargaining power in 

negotiations are also major reasons why so many enterprises suffered 

financial losses. Definitely, special training in human resources in China's

Ciosv ( I W l ) ,  "S ea rch  of Excollonco in C h in a 's  Industrial Sector".
IDS Ki.port from Clrina's Poople's Daily, December tS, 1993
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foreign trade and investm ent circle has become a very urgent task in the 

years to come.

A lthough foreign direct investment in the form of joint ventures and other 

forms has generated opportun ities  for in troducing  m odern  managerial 

experiences and skills, effective application of m odern  m anagerial skills 

needs the further reform  of the m anagem ent system  and changes in the 

co n cep t  of m a n a g e m e n t  in p a r t ic u la r .  E xperienced  m a n ag e rs  w h o  

unders tand  the m arket economy and m anagem ent are generally welcomed 

no w  in  C h ina . Yet the  fu n d am en ta l  t ran sfo rm a tio n  of foreign trade  

m an ag em en t system  needs  to be focused on changing  the concept of 

m an ag in g  the  peop le  w ith  the  objective o f dea ling  w ith  in ternational 

business rationally and  effectively. This is undoubtedly  another a rduous task 

in China’s fu ture  leform in order to match m anagem ent and hum an  capital 

w ith  the re q u ire m e n t  of inc reas ing  flow o f  foreign in ves tm en t and 

technology. Slow m ovem ent in fulfilling this task will certainly slow dow n 

the pace of foreign trade  expansion.

7.3 W h o B en efits?

China's foreign trade  perform ance over the last fifteen years has been proved 

as a vehicle for the sp read  of m odern  technology and the eng ine  of the 

nation 's economic growth. However, foreign trade, as a vehicle and engine 

does no t necessarily  a lw ays m ean the p rope lle r  to the social justice and 

susta inable  developm ent. Because such vehicle m ay bring  inappropria te  or 

dirty  technology w hich  w ould  contam inate the environm ent, and endanger  

the balance of the ecological system, the only system which hum ans can rely 

for survival. These effects could be in both  short and long run. Similarly,
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when a nation's wealth is accumulated quickly th rough  the p rom otion  of the 

engine', most of the wealth  could also flow into the pockets  of small 

num ber of the individuals, leaving the majority s truggling  in  poverty . In 

China's case, trade expansion and economic grow th  have ra ised  the living 

standard  of the nation as a whole, yet regional disparities betw een the N orth  

and  the South, the East and  the West, as well as the incom e differences 

am ong the rich and the poor are tending to increase, and has a lready  caused 

w orldw ide attention. The situation with respect to education and R&D, both  

of which represent the potentialities of China 's future s trength  in trade  and 

economy are also not very encouraging.

7.3.1 R eg io n a l D isp arity  and Incom e D is tr ib u tio n

The hard practice of China’s open and reform policy has b rough t considerable 

prosperity  to those of the coastal cities and  areas. On the o ther hand , en larged 

d isp ar i ty  is also found in econom ic dev e lo p m en t be tw een  those Special 

Economics Zones, O pened Coastal Cities, O pened  Coastal Provinces, special 

econom ic regions and inland areas of China. G u an g d o n g  h ad  the  fastest 

g row ing  of China's regional economies. While national incom e increased at a 

brisk 8.7 % a year be tw een  1978 and  1990, G u an g d o n g 's  gross dom estic  

p ro d u c t  grew  at an average annual rate of 12.4%. C hina 's  foreign trade  rose 

an average of 15% annually  over the same period, w hile  G u an g d o n g 's  w as  

grow ing at over 22'%, a year.

Research also indicates (table 11) that all those economically opened  cities 

and  areas cover only less than 29% per cent of total C hina 's  popu la tion , yet 

they contributed 43'%, of the total revenue, and  the total G N P of these areas 

covers m ore  than the half of the na tion 's  total. Foreign in v es tm en t w en t
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alm ost to all these areas in the 1980s. The regional disparities in per capita 

net income of Chinese peasants between 1986 and 1990 also increased. It is 

1:3.16 between Gansu province and Shanghai in 1986."'" The ratio changed 

to 1:4.17 in 1990. Statistics from Chinese Peasant Income Studies, 1987 " "  

show s that inequality of income distribution increased in China's rural areas 

d u rin g  the last 15 years, with a Gini Coefficient of 0.2124 in 1978, 0.2318 in 

1982 and  0.2636 in 1985. The Gini Coefficient remained basically the sam e in 

urban  area in China around 0.180.*"'

The prob lem  of enlarged d isparity  has also caused a lot of social problems. 

Peasants from those poor areas abandoned farming and flew into the big cities 

for job hun ting  and m any of them  keep w andering  in the streets and shelter 

themselves in public areas or under  the bridges thus increasing the burden  on 

and  the instability of the w hole society.

T ab le  11: M ajor Ind icators o f  the E conocoas A reas in  C h in a , 1987 
(value in Billion Yuan in current prices)

Land 
Million km 2

Population
Million

Revenue G D P

4S E Z s 0.013 9.749 2.868 15.655

IS O C C s 0.134 87.926 37.688 183.668
l lO C P s 0.42 210.70 60.81 369.88

PRC total 9,5 1,080,73 234.66 1,105.42
% share

SEZs 0.13 0,9 1,22 1.42

CXZCs 1.40 8.14 16,06 16.62

OCPs 4.38 19,50 25,91 33.46

N otes: Econocoas Econom ically opened  coastal areas 
Source: Data from  'Foreign Investm ent and Econom ic C hange in Chinn' * *2

109 W alker (1989), "40 Years Un: Provincial Contrasts in Chinn's Rural Econom ic 
D evelop m en t" .

DO C ited  by Chai (1992), "Consum ption and L iving Standards in China ",
D 1 Chai (1992), "Consum ption and L iving standard in China",
D 2  K ueh (1992), "Foreign Investm ent and Econom ic C hange in China ".
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7.3.2 W eak L inks in E ducation  and R & D

Various research shows that the quality of China 's labour force is no t very 

encouraging as far as education levels are concerned. The 1982 census data 

show that about 28 pe r  cent were illiterate, 34 per cent were  ed u ca ted  to 

prim ary  school level, 26 per cent to junior h igh school, 11 pe r  cent to senior 

high school, and those with college education constituted less than  1 pe r  cent. 

And the majority of this labor force is foreseen to continue as the m ainstay 

in the two decades to come during  which trem endous technological changes 

are needed and further foreign trade  expansion  is expected. U p g rad in g  the 

quality  of the existing labor force in the next ten to tw enty  years  th ro u g h  

various training program s is extremely im portant. In addition , the share  of 

eduction in GN P dropped from 2.6% in 1980 to 2% in 1990. The situation in 

China's rural areas is even worse. As a m atter of fact, the economic re tu rn  

on education is lower than the opportun ity  cost for the  peasan ts  concerned. 

School enrollm ent in the countryside d ro p p ed  25 per cent in p r im ary  school 

from the num ber of 128 to 97 million, and 35 p e r  cent in secondary  school 

from 40 to 26 million between 1980 and  1 9 8 9 . ^ By considering  the  severe 

shortage of skilled hum an  resource, the present education  s ituation does not 

seem encouraging enough to meet the fu ture d em an d  of the labour force in 

China. Unless it is improved quickly, this s ituation will eventually  lessen the 

potentialities of China's economic growth.

Despite the rapid progress China m ade  in its technological transform ation , 

constraints with regard to the im port and  other ways of technological transfer 

remain to be solved for future progress, and the dom estic S&T system  and

* C alculation based on data from Yeh (1992), "M acroeconom ic Issu es in C hina in the 1990s".
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R&D w ork  also need a lot of im provem ent to further meet the inereasinj; 

d em an d  of the na tion 's  technological transform ation. In all these reform 

years since 1978, C hina 's  R&D situation, as the foundation of a nation 's  

technical and  technological p rogress  has basically set on the w ay  going  

to w ard s  its close com bination w ith  the p roduction  units, so that practical 

innovation  could be encouraged and commercialization of new innovation 

and  the results  could be prom oted . H ow ever the whole process is still too 

slow. Calculations based on statistics show that in 1987, China had only about 

38% of the  research  in s t i tu t io n s  w hich  w ere connected d irectly  w ith  

en te rp rises .  By con trast, Japan had  90% of the ir  research units  directly 

connected w ith  p roduction  companies.^ Such lack of coordination between 

the R&D and  p roduc tion  has  m ade  the nation 's  technology im ports  and 

assim ilation of foreign technology very difficult to achieve. The Share of 

R&D funding  in G N P decreased from 1.4”/) in 1980 to 0.7'%) in 1990 which is 

fifty p e r  cent drop. It could not keep up with the increasing dem and of the 

country 's  technological transformation. R&D funding  in proportion  of GNP 

is also relatively low by w orld  s tandards  wL n compared to the share of 

R&D funding  in Japan, South Korea and India in 1990 which were 2.8, 1.8 and

1.2 p e r  cent r e s p e c t iv e ly .^ C h in a  remains weak in dealing with the future 

d e m an d  of the na tion 's  technological transform ation, a lthough a goal has 

been set so that by  the  year 2000, the technological level of China 's  industry 

shou ld  reach  the s tan d a rd s  tha t  developed countries achieved in the late 

1970s or early 1980s. The application of R&D results will be increased to 60 per

Sittion (1989), "China's Drive to C lose the Technological Gap. S& T Heform and Ihc 
Im perative to C atch up".

I t s  Yeh (1992), " M acroeconom ic Issues in China in the 1990s".
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cent, and the share of R&D expenditures  in GNP raised from 0.7 per cent in 

1990 to 1 per cent in 1995 and 1.35 per cent in 2000.^

The developed countries are having a day by day  rapid  developm ent in the 

technological field. International trade  will fu r ther this trend  by hav ing  

increasing proportion  of technology re la ted  exchanges in com m odity  and  

services. C ountries  that lack the p ow er to catch u p  will find them selves 

increasingly passive in international trade. The hope  of a developing nation 

like China lies in the  u lt im a te  inno v a tio n  an d  ap p lica t io n  of its o w n  

technology, creating new  com parative advantages  of its ow n  based  on  local 

conditions. S treng then ing  C hina 's  S&T in its coo rd ina tion  w ith  dom estic  

enterprises in their technological transform ation and the coordination w ith  

the world wide S&T netw ork is m ost im portan t in reaching such a target. The 

training of hum an  resources which are qualified to carry on  such a mission 

remains the key. Therefore, C hina 's  educa tion  and  R&D system s as the  

p o w er  b eh ind  the eng ine  m u s t  be fu r th e r  re fo rm ed  an d  im p ro v e d  to 

e m p o w er  the existing labor force and  new  g enera tions  w ith  co m p e ten t  

capability.

' Yi’h (141)2), "M acroeconom ic Issu es in China in the 1990s".
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8 . C O N C L U S IO N S

In sum m ary, it is necessary to look back at the world picture aj»ain. In the last 

four decades, developed countries have been grow ing at quite  a m oderate  

pace w ith  annual GNP growth of 2-4%. Many of them have found it hard to 

pull ou t of the economic recessions. They have been w andering  at about 2- 

3% grow th  rate in  the last decade. Some countries even had negative growth 

in  recent years. GDP grow th  rate in 1993 was for Prance, -1.7'%, for

G erm any , -0.3% for Switzerland and Spain, -1.2'%, for Belgium and ()'%, for 

Italy Obviously, the developed countries appear to be in an economic

crisis which has dam pened  the grow th  and prosperity of the 1950s and 1960s, 

the 'golden age' or 'glorious years' of capitalism. There is a tendency tow ards 

a s tagnation  in the production of goods and services. Nevertheless, the solid 

industr ia l s treng th  the developed countries have achieved and particularly  

the h igh  level o f  technological innovation and developm ent achieved over 

the last four decades, have enabled them to continue their dom inant position 

in  in ternational trade. W ith one fourth of the world  total population, their 

exports rem ain 60-70'%, of the total world exports. With the trend of increasing 

proportion  of skill and knowledge intensive goods, service and technology in 

future international trade, as well as the continuous strengthening  of western 

p ro tec t io n ism  over 'their ' technology , know  how , licences, etc, these  

deve loped  countries  will continue to d isplay their superio rity  and gain 

advantages from international trade. The fact of an eighty-twenty division of 

the w orld 's  w ealth  by the developed  and develop ing  na tions has never 

changed greatly. Undoubtedly, developed countries as a whole will continue 

to represent the rich extreme of the world.

Cited in "1994 in figure "by Report on Bu.sinef>.s M aga/inc, January 1994

1 0 7



On the contrary, the developing  countries as a group, represen ting  three 

fourth of the  w orld 's  popu la tion , have  in average  60% of labour force 

engaged in agriculture which contributes roughly 20% to their GDP and  50- 

100% of their exports. The economies of these countries have only g row n at 

an annual rate of 1-4% since 1960s. Their trade  perform ance show s a good 

sign of hope especially since the second half of 1980s w ith  an average increase 

of around  9'%,, due  in particular to the sound expansion of trade  in Asian 

NI Es, Near NlEs and the striking trade  expansion and economic g row th  in 

m ainland China. Unfortunately, m ost developing  countries, especially those 

in Africa and Latin America, are still facing severe economic problem s which 

are c o m p o u n d ed ,  if no t caused , by  the  so called S tructural A d jus tm en t 

P rog ram , the  c o n t in u in g  d e te r io ra t io n  in the ir  te rm s  o f t rad e ,  and  

particularly  the debt crisis. A ccording to UNDP, the heavy  losses w hich  

developing  countries suffered in the 1980s from the price decline of prim ary  

goods, and debt servicing were as m uch  as $500 billion, equivalent to seven 

Marshall plans. For m any  develop ing  countries, deb t has even  exceed 

their annual GNP. In 1987, d e b t /G N P  ratio of all DRS countries w as up  to 

over 50'%' and  d e b t /e x p o r t  ratio u p  to a lm ost 223%. Sub-Saharan African 

countries in particular had  a debt load almost equal to and  even surpassed  

the total am ount of their GNPs, and  debt paym en t am ounted  to three times 

of their export e a r n i n g s . S e r v i c i n g  the  external deb t for these countries not 

only  en ta i ls  negative  overa ll  g ro w th  in  p ro d u c t io n ,  c o n su m p tio n  and  

income, b u t  also threa tens lives of th o u san d s  in these heav ily  indeb ted

' For Sub-Saharan A frican countries, their d e b t/G N P  is 99.8% in 1987,106%  in 1991. Their 
d eb t/e x p o r t ratio is 359% in 1987 and 341% in  1991. T hese statistics are p rov id ed  by IDRC  
(1 9 9 2 ), in The Global Cash Crunch - A n  Exam ination of D ebt and D evelopm ent. p5.
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countries. Definitely, these countries represent the other poor extreme of the 

world and a change in their status in international trade and economy 

warrants worldwide concern and action.

The exception to this situation is the so called Newly Industriali/ed 

Countries especially the Asian NIEs and Near NiEs and recently China. 

UNCTAD in its 1992 Analytical Report indicated that SO'fi) of the total 

manufactured export value from developing countries were from some 15 

developing economies. Representing 60% of the world total population, the 

whole Asia's trade in 1992 accounted for 85% of the total for all developing 

c o u n t r i e s . T h e  Asian NIEs and Near NIEs contributed the most in this 

respect with their striking trade expansion in last three decades. The reasons 

for the rise of these NIEs are various and complicated, but they still have, to 

various degrees, common features in their development process The key to 

this process appears to lie in their capacity to establish and expand their 

manufacturing industries for export markets at a time when the developed 

countries concentrated their attention on capital and technology intensive 

industries. Their achievements have been solid, even spectacular. All these 

economies, except Philippines, expanded their exports in a range from 50 to 

244 times in value from 1963 to 1992. The World Development Report 1991 

indicated that Asian NIEs’ total share of manufactured goods in exports by 

the year 1989 ranged from 73% for Singapore, 92%, for South Korea, 93%, for 

Taiwan and 96% for Hong Kong. The average for developed countries was 

80%. Their fast pace of economic growth of the Asian NIEs has been 

labelled as a miracle. The rise of the Asian NIEs and the Near NIEs has

Calculation based on data provided by IMF (1993), International financial Statistics 
Yearbook.
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undoubtedly j'iven hope to the developing world amid various economic 

dilemmas,

China lost time in catching up with the advanced world, and many good 

opportunities in the thirty years after its liberation, which the Asian NIEs 

have been able to gain. Political isolation from the West, the rightist and 

leftist mistakes made in economic policies, such as the ’Great Leap Forward' 

at the end of the 1950s, the Cultural Revolution in the 1960s, all prevented 

the economy from going towards a steady and rational form of development. 

The rigidity of the highly centralized planning system allowed no room for 

export promotion, and only for import substitution, which seriously 

restrained the nation's comparative advantage of its abundant natural 

resources including cheap labor, restrained foreign trade from playing the 

role as the engine in bringing about economic changes. As one of the biggest 

countries in the world, China did not show its strength until recently. China 

is a late comer in the world economic stage compared to the Asian NIEs. 

I.uckily, it is not too late and her annual 15% trade expansion since 1978 and 

continuous high speed growth in the economy have finally showed her 

potential as an economic giant. The sleeping lion is awakening. The former 

president of the United States, Nixon included China, in his speech in 1971, as 

one of the five giants in this world. China was not strong economically at all 

in 1971, and even now it only has GNP per capita of around $340. Although 

China became the third largest economy in the world in terms of purchasing 

power parity calculated by IMF in 1992, the nation's considerable economic 

potential and its enormous force of production are only recently manifest 

thanks to the open and reform policy which China initiated in 1978. As was 

the case for the Asian NIEs, China's development has been nothing less
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th a n  e x p lo s iv e  as s h o w n  in h er  a b so r p tio n  o f  fo r e ig n  in v e s tm e n t ,  t e e l in o lo g \’ 

in  v a r io u s  f ie ld s  o v e r  th e  p r e v io u s  15 y e a r s .  S u c h  d e v e lo p r n e n t  w il l  

c o n t in u e  to  re ly  o n  s u s ta in in g  a n  o p e n  a n d  re fo rm  p o lic y  a s  w e ll  a s  p o lit ic a l  

s ta b ility .

C h in a 's  fo r e ig n  tr a d e  u n d e r w e n t  m a n y  tu r n s  a n d  t w i s t s  o n  i t s  ro a d  o f  

d e v e lo p m e n t  in  a ll t h e s e  y e a r s  s in c e  1 9 4 9 , b u t it h a s  a c h ie v e d  s t e a d y  an d  

c o n t in u e d  e x p a n s io n  s in c e  1978 . T h e r e  a re  tw o  m ajor  d e c i s iv e  fa c to rs  w h ic h  

h a v e  b a s ic a l ly  b r o u g h t  a b o u t  th e  e x p a n s io n . O n e  is  C h in a 's  re a d y  a b s o r p t io n  

o f  f o r e ig n  in v e s t m e n t  w h ic h  r e s o lv e d  a n u m b e r  o f  b o t t le n e c k s  s u c h  a s  

b a c k w a r d  in fr a stru c tu r e , s h o r ta g e  o f  fu n d  for u r g e n t ly  n e e d e d  m a c h in e r y  an d  

t e c h n o lo g y .  A n o t h e r  d e c i s iv e  fa c to r  is  th e  d ir e c t  im p o r ts  o f  a d v a n c e d  

t e c h n o lo g y  w h ic h  p r o v id e d  a n u m b e r  o f  e n te r p r is e s  w ith  a n e w  im p e tu s  fo r  

in c r e a s e d  p r o d u c t io n  a n d  im p r o v e m e n t  o f  p r o d u c t  q u a lity .  A  g r e a t  n u m b e r  

o f  n e w  p r o d u c ts  a n d  v a lu e  a d d e d  g o o d s  h a v e  b e e n  tu r n e d  o u t  an d  e x p o r te d ,  

w h ic h  h a s  d ir e c t ly  s e r v e d  to  th e  e x p a n s io n  o f  e x p o r ts .  C h in a 's  m a n u fa c tu r in g  

e x p o r ts  in c r e a se d  to  70'K> o f  to ta l e x p o r ts  b y  1992 , w h ic h  w a s  m u c h  c lo se r  to  

th e  w o r ld  a v e r a g e  o f  747o a n d  th e  d e v e lo p e d  n a tio n 's  a v e r a g e  o f  80'%, in  1989. 

C e r ta in ly  s u c h  p r o g r e s s  m a d e  th r o u g h  fo r e ig n  in v e s t m e n t  a n d  te c h n o lo g ic a l  

u p g r a d in g  h a v e  b e e n  b a c k e d  b y  th e  o v e r a l l  im p r o v e m e n t  o f  th e  b u s in e s s  

c l im a te  in c lu d in g  th e  e s ta b lis h m e n t  o f  e c o n o m ic  z o n e s ,  th e  in tr o d u c t io n  an d  

f in e - tu n n in g  o f  le g is la t io n , a n d  r e fo r m s in  in s t i tu t io n s ,  a ll o f  w h ic h  s e r v e  as  

th e  n e c e s s a r y  c o n d it io n s  a n d  g u a r a n te e  for th e  p o s s ib le  e x p a n s io n  o f  trad e. 

F u r th e r m o r e , s u p p o r t  fr o m  w o r ld w id e  f in a n c ia l  in s t i t u t io n s  s u c h  as th e  

W o rld  B an k , th e  I n te r n a tio n a l M o n e ta r y  F u n d  h a v e  p r o v id e d  in d is p e n s a b le  

c o n d it io n s  w h ic h  e n a b le d  C h in a  to  w in  th e  t im e  a n d  s p e e d  up  th e  p a c e  in 

tr a d e  a n d  e c o n o m ic  g r o w th . T h e  e f fo r ts  C h in a  h a s  b e e n  m a k in g  in  r e jo in in g
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CiATT objectively help the country  gain the  necessary  su p e rv is io n  an d  

su p p o r t  from the international trade com m unity, p rom oting  the process of 

C h in a ’s b u s in ess  clim ate  im p ro v em en t and  the pe rfec t io n  of v a r io u s  

reforms, particularly  as relates to enterprises and the relaxation of im port 

and  export controls. All those factors have been and  shall continue to bring 

prom ising  changes which will further benefit foreign trade  expansion  and 

economic growth.

C hina 's  foreign trade  perform ance  over the w hole  p e r io d  since 1949 has 

clearly  indicated that the role of foreign trade  as the eng ine  of econom ic 

g row th  can only be b rought into play when certain conditions are  p rov ided  

both domestically and  internationally. As has argued, any trade  policy or 

strategy adop ted  in a nation is a lw ays constrained by a particu lar economic 

and political system which adopts  trade  policy to the w hole econom ic and  

social env ironm ent, and  serves the specific pu rposes . It does  n o t  seem 

significant to a rgue  the advantages  and d isadvan tages  of certain  trade  

s tra tegy  w ithou t considering  the actual political, econom ic a n d  social 

cond itions  of a nation. It may not help if those heavily  indeb ted  nations  

a p p ly  a policy of export p rom otion  u n d e r  cond itions  of se r io u s  price  

instability or decline for commodities produced for exports.

The role of foreign trade as an engine of economic g ro w th  is also limited. 

S u s ta in ab le  trade  expansion  re lies  u lt im a te ly  on the  d e v e lo p m e n t  of 

productiv ity  which serves as the true motive force and the foundation  of the 

economic growth. China faces the arduous task of transform ing its industria l 

en terprises  into m odern  and efficient ones which will be a rm ed  w ith  n ew  

and appropria te  technologies and  skilled, technologically specialized h u m an
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c a p ita l in  o r d e r  to  m e e t  th e  c o u n tr y 's  c o n t in u o u s  tra d e  a n d  e c o n o m ic  g r o w th .  

I m m e d ia te  a n d  e f f e c t iv e  e f fo r t s  a re  n e e d e d  to  c h a n g e  th e  g r a v e  s t a tu s  o f  

h e a v y  f in a n c ia l  lo s s e s  in  3 7 %  o f  th e  la r g e  a n d  m e d iu m  s iz e d  in d u s tr ia l  

e n te r p r is e s  w h ic h  are a lm o s t  tw o  fifth  b a c k b o n e  o f  C id n e s e  in d u s tr ie s .  The 

h o p e  o f  C h in e s e  in d u s tr ia l  e n t e r p r is e s  l ie s  In th e  s u c c e s s f u l  a s s im ila t io n  o f  

m o d e r n  t e c h n o l o g i e s  a n d  t h e  u l t im a t e  in n o v a t io n  o f  C h in a 's  o w n  

t e c h n o lo g ie s .  In th is  r e s p e c t ,  th e  s u c c e s s  o f  C h in a 's  t e x t i le  in d u s tr y  a n d  

m a c h in e  b u i ld in g  in d u s tr y  h a v e  b e e n  g o o d  e x a m p le s .  E d u c a t in g  th e  n e w  

g e n e r a t io n  a n d  tr a in in g  th e  e x is t in g  la b o r  fo rce  a re  th e  k e y  to  th e  s u c c e s s  o f  

C h in a 's  R & D  a n d  te c h n o lo g ic a l  u p g r a d in g  o f  th e  e n te r p r is e s  in  th e  lo n g  run. 

T h e  ta s k  o f  f o r e ig n  t r a d e  in  p r o m o t in g  C h in a 's  fu r th e r  t e c h n o lo g ic a l  

t r a n s fo r m a t io n  is  to  fu r th e r  e n c o u r a g e  th e  a p p r o p r ia te  a c q u is it io n  an d  

a s s im ila t io n  o f  fo r e ig n  t e c h n o lo g y  a n d  te c h n o lo g y  e m b o d ie d  g o o d s ,  p r o m o te  

th e  in te r f lo w  o f  t e c h n o lo g y  a n d  its  r e la te d  g o o d s  b e tw e e n  C h in a  an d  th e  rest 

o f  th e  w o r ld .  C h in a  n e e d s  a p p r o p r ia te  t e c h n o lo g ie s  w h ic h  r e p r e s e n t  th e  

le a d in g  e d g e  in  th e  d e v e lo p m e n t  o f  th e  in d u s tr ie s ,  a l lo w in g  th e m  to in cr ea se  

p r o d u c t iv i ty ,  im p r o v e  th e  q u a lity  o f  p r o d u c ts , an d  d e v e lo p  C h in a 's  r e so u rc e  

s o  th a t  lo c a l  a d v a n t a g e s  c a n  b e  f u l ly  d is p la y e d  a n d  fu r th e r  d e v e lo p e d ;  

T e c h n o lo g y  m u s t  a ls o  b e  c le a n  a n d  s e r v e  to  th e  n a t io n 's  in te r e s ts  o f  fu tu r e  

d e v e lo p m e n t  s o c ia l ly  a n d  e c o lo g ic a l ly .  W h ile  h a v in g  ra p id  e x p a n s io n  a n d  

h ig h  e c o n o m ic  g r o w t h  s in c e  1 9 7 8 , C h in a  w a s  a lso  r e p o r te d  to  h a v e  .ser iou s a ir  

a n d  w a te r  p o l lu t io n ,  a n d  th e  o v e r a l l  d e g r a d a t io n  o f  th e  e n v ir o n m e n t ,  th e  

p r o b le m s  o f  w h ic h  h a v e  a lr e a d y  c a u g h t  th e  a t te n t io n  o f  b o th  th e  C h in e s e  

g o v e r n m e n t  a n d  th e  in te r n a t io n a l e n v ir o n m e n t a l ly  c o n c e r n e d  c o m m u n it y .  

E x p a n s io n  o f  f o r e ig n  tr a d e  a n d  e c o n o m ic  g r o w th  m u s t  b e  c o n f in e d  in  th e  

u lt im a t e  s e n s e  to  s t r e n g t h e n in g  so c ia l ju s t ic e ,  in c lu d in g  e q u a l i / in g  in c o m e
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dis tr ibution; c'nsuring ecological su s ta inab ility  and  the overa ll  social 

progress. China has definitely a lot to do  in this regard.

To conclude, China's striking trade expansion and  economic g row th  since 

1978 has provided a model for economic developm ent in o ther develop ing  

countries. The further expansion of trade and economic grow th is promising. 

With its trem endous  d em an d  and  unpara lle led  m ark e t  size, C h ina  has  

show n to the w orld  its inevitable role in b u ild in g  the  com m on global 

prosperity. The country will continue to expand its trade w ith  the developed  

countries, particularly  in the im port of m odern  technology an d  related  

goods, such as machinery, computers and equipm ent; as well as the exports  

of all k inds  of Chinese commodities. The technologies C hina  seeks to 

possess will focus further on those for the bottleneck areas such as energy, raw  

materials and transportation. Taking China's transportation as an  example, 

China aims at investing totally 700 billion of Renminbi Yuan ( a lm ost $100 

billion) to release the pressure of a bottle neck, w ith  a ltogether 400 projects 

to be finished in the 1990s. All these projects will increase C hina 's  h ighw ay  

from about one million to 1.2 million km, railways from 53,000 to 70,000 km 

and double  the deep w ater berths to 600 in the m ajor harbors.^^o Foreign 

loans and direct investment are greatly encouraged. Different forms of joint 

ventures, cooperations in and ou ts ide  China are despera te ly  n eed ed  to 

ensure  the fulfillment of these projects. This obv iously  p ro v id e s  good  

opportunities  for foreign investors and relevant business p a rtn e rs  all over 

the world.

Ni’w.s from China's Pooplo's D aily, N ovem ber 2 5 ,1993
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China has a more complementary trade with the other developing countries, 

with particularly those in Asia. The reunion of Hong Kong with mainland 

China in 1997 will bring about perfect combination of the advantages of the 

two, the tremendous potential market of the mainland, and I long Kong's 

unique role as a free trade port and expertise in international trade. The 

possible future exploration and development of China’s North I’.astern 

Tumen area together with the bounded countries of Russia, North Korea 

would give immense development possibilities for all these countries 

involved in the cooperation. An ambitious plan has emerged to convert a 

massive 7,500 sq mi area into a $30 billion trade and transport complex with 

11 separate harbors, and three international airports. It has been reported that 

cooperation had been attractive because of the complementarity of those 

three economies with those of Japan and South Korea, and because of the 

enormous potential of a regional market that could encompass nearly 300 

million people, have a collective GNP of almost $3 trillion, and account for 

nearly one-third of world t r a d e . T h e  program has been considered as a 

future Rotterdam, as of 1989 has been supported by United Nation's 

Development Program. The development of such a special region will 

further enhance China's trade relations and other economic cooperation 

with neighboring countries, increasing their in terdependence and 

contributions to the growing prosperity of the whole region. In a word, China 

is full of opportunities and hope in further expansion of its foreign trade and 

economic growth, in spite of the severe challenges the nation has to face.

121 Manguno (1993), "A New Regional Trade I31nc in N o rth ea st A s ia  " in the C hina ilu .siness 
Review, March-April, 1993. pp6-9
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