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Our purpose is twofold: first to interpret China's overall trade policy since its accession to the
World Trade Organisation (WTO); and second to home in on China-EU relations. Both are not
exactly minor topics. To state the obvious: China's continued rise in the world economy
makes its trade policy systemically even more important than it was at the time of WTO
accession. And, perhaps less obvious, China-EU relations have rapidly become one of the
major planks in the world trading system.

The first part of the paper covers China's trade policy in the round. It briefly summarises
policy trends leading up to WTO accession, as well as recent trade and foreign direct
investment (FDI) patterns. Then it looks at China in the WTO: its record of implementing
WTO commitments; its participation in the Doha Round; and in dispute settlement. The next
section looks at China's trade-related reforms outside the WTO, especially unilateral measures
and preferential trade agreements (PTAS). The final section highlights challenges for China's
trade policy: in the context of domestic reforms; in the WTO; in PTAs; and in its two key
bilateral relationships — with the USA and EU.

The second part of the paper focuses on China-EU relations. It summarises bilateral trade and
FDI patterns. Then it looks at macroeconomic issues, especially on the current account and
exchange rates. The following section has a longer discussion of key trade-and-investment
issues in bilateral relations, and concludes with recommendations for managing tensions,

containing protectionism at both ends, and deepening commercial engagement.

1. China’'s trade pAMIDaccesgion trends post

a. Trends up to WTO accession; trade and FDI patterns?
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China’s “Reform” and “Opening” started in 1978. But its decisive external opening, and with
it sweeping industrial and agricultural restructuring, belong more to the post-Tiananmen
phase, especially since 1994. China undertook enormous trade and FDI liberalisation during
the 1990s -- before WTO accession in 2001 -- followed by another big dose of liberalisation
in line with its WTO commitments. Its WTO commitments are very strong. They exceed those
of other developing countries by a wide margin. This holds for disciplines on border and non-
border restrictions in goods and services. In addition, there are detailed commitments on
transparency procedures to make sure trade-related laws and regulations are implemented,
backed up by administrative and judicial-review procedures to which individuals and firms

are supposed to have recourse.

It is important to note that the primary liberalisation thrust, especially in the 1990s, was
domestic and unilateral, coming from the Beijing leadership. The latter used WTO-accession
negotiations as a strategic lever to consolidate and accelerate national reforms. China.s WTO
commitments, and its participation in the WTO after accession, can be read as more the
consequence than the cause of its sweeping unilateral reforms. Furthermore, Chinese
unilateral liberalisation followed in the footsteps of unilateral liberalisation by the northeast
and then the southeast-Asian Tigers from the 1960s to the 1980s. This is how China inserted
itself into regional and global manufacturing supply chains (e.g. in electronics, sport footwear,
televisions and radio receivers, office equipment, electrical machinery, power and machine
tools, cameras and watches, and printing and publishing). That said, the momentum of further

liberalisation has slowed down in recent years (of which more later).

The simple average tariff has come down from about 40% in 1985 to about 9% today (Table
1). All China’s tariffs are bound in the WTO at very close to applied rates, with an overall
bound tariff of 10%. The maximum applied MFN tariff is 65%. China’s weighted average
tariff is about 5% -- low-ish by developing-country standards and the lowest among large
developing countries (e.g. compared with other BRIICS — Brazil, Russia, India, Indonesia and
South Africa) (Table 2). This is partly due to numerous duty exemptions and other measures
to encourage exports. Trade liberalisation also whittled down the impact of border non-tariff
barriers (NTBs) to about 5% on the eve of WTO accession (Table 3). Trading rights have been

2 This section draws on Greene et al (2006), Lardy (2002), lanchovichina and Martin (2001), Mattoo (2003),
Bhattasali, Shantong and Martin (2004), and Athukorala and Hill (2008).



fully liberalised; most quotas, licenses, specific tendering arrangements and price controls
have been removed; and there are strong disciplines on state trading enterprises, remaining
subsidies and other NTBs. Overall, border barriers on goods trade have come down to

southeast-Asian levels, and have been locked in by much stronger WTO commitments.

China’s GATS commitments are very strong. On paper, the impact of WTO accession should
be to cut services protection by half. In practice, though, China remains more protected in
services than it is in goods trade. It is also generally more restrictive towards FDI. In terms of
the OECD FDI Regulatory Restrictiveness Index, it is on a par with India and more restrictive
than Russia and Brazil. Above-average levels of restrictiveness appear in key services sectors
such as fixed telecoms, banking, air and maritime transport, and electricity (Figure 1).

China ranks 83" overall in the World Bank’s Ease of Doing Business Index for 2007 — a low
score, but a significant improvement over the past few years and clearly ahead of Russia,
India, Brazil and Indonesia (Table 4). For “trading across borders” it is way ahead of South
Africa, Russia and India. It scores much better than the other BRIICS on the cost of importing
and exporting (Table 5). China also occupies 48" position in the World Economic Forum’s
new Enabling Trade Index, which combines indicators on market access, border
administration, transport and commercial infrastructure, and the business environment into an
overall index that ranks 118 countries. It scores better than South Africa (59™), India (71%),
Brazil (80™) and Russia (103™). Ahead of China are OECD countries and more advanced
emerging markets in eastern Europe, Latin America, east Asia and the Middle East (the non-
OECD group being nearly all small, open economies) (Table 6).

China has climbed up the world rankings for trade and FDI with lightning speed (Figures
2&3). It has displaced Japan as the world’s third largest trading nation, with 7% of world
trade by 2006 (7.7% of goods trade and 3.5% of services trade) (Figure 4). This is streets
ahead of the other BRIICS; and even ahead of India in world services trade. China’s trade-to-
GDP ratio is 70% -- much higher than Brazil and India, and extraordinarily high for such a

populous country (Figure 5).

China has a 2.4% share of global inward FDI stock, again ahead of the other BRIICS (Figure
6). It has been the second largest recipient of FDI in the world since 2000. Inward FDI was
USD 69 billion in 2006. China’s outward FDI has also been increasing rapidly. It reached



USD 16 billion in 2006 (Figure 7).

China, unlike India, has successfully exploited comparative advantage in labour-intensive
manufactures; and it has done so with a tight interlock between trade and FDI. China now
accounts for close to 40% of manufacturing exports from developing countries. Multinational
enterprises (MNESs) account for almost 60% of merchandise exports and imports. The fastest
rates of export growth have been in finished consumer goods such as garments and toys, and
in ICT products. In the latter category, as well as in assorted transport-and-machinery
products, China has become the final-assembly point in east-Asian trade and FDI networks in
parts and components, linked in turn to final export markets in the West. In contrast, services

accounts for conspicuously low shares of China’s total trade and FDI.

In sum, China has succeeded more than most developing countries, including the other
BRIICS: first in generating very high rates of growth; and second in translating the latter into
employment, poverty reduction and human-welfare improvement for a broad section of the
population. High rates of saving and investment have driven this process, but trade and FDI
have also been very important, especially in ramping up labour-intensive manufactured
exports. China still has high regulatory barriers that waste resources, restrict internal trade and
generally stifle domestic sources of growth. Tackling these barriers is the next big challenge.

b. China in the WTO

In the end-phase of China's accession negotiations, many players and observers feared China
might play sillybuggers once inside the WTO. Would it use the WTO as a foreign-policy
football? Would it indulge in power plays and provocative rhetoric? Would it undermine

multilateral rules?

The answer to these questions is No. The strength of China's unilateral reforms and WTO
commitments, and its integration into the world economy, have made it keenly aware of its
stake in well-functioning multilateral rules — more so compared with most other developing
countries. China is a textbook example of how WTO accession works in tandem with national
market-based reforms. It has become a strong WTO stakeholder, active in multilateral rule-
enforcement and dispute settlement. For example, it has been very active in the WTO's

regular committees, particularly on core rules issues. Arguably, the embedding of China in the



WTO has defused manifold international trade tensions that might otherwise have got out of

hand; and it has smoothed China's rapid integration into the world economy.

Nevertheless, China's record in the WTO has not been without controversy — not surprising
given such a huge and complicated accession. Implementation of WTO commitments has
been mixed. A raft of sensitive cases against China, mostly prosecuted by the USA, is
working its way through dispute settlement. China has stayed conspicuously on the sidelines
of the Doha Round. At the WTO mini-ministerial meeting in July 2008, it was partly
responsible for blocking an overall deal. Now we turn to these elements of China in the WTO

in more detail.

B1. Implementation of WTO commitments®

On balance, China has been serious about implementing the bulk of its WTO commitments in
timely fashion. That is true of phased tariff reductions, including the elimination of tariffs on
goods covered by the Information Technology Agreement (ITA); phasing out import quotas,
licenses and other border NTBs; and expanding trading rights. The revised Foreign Trade
Law, issued in April 2004, provides for trading rights to be granted automatically through a
registration process for all domestic and foreign enterprises and individuals. This became
effective six months before scheduled full liberalisation required by China's Protocol of
Accession to the WTO. After pressure from the USA, tariff-rate quotas (TRQs) on protected
agricultural products were expanded in line with WTO obligations. China has undertaken a
huge programme of aligning national technical standards with international standards. In 2005
it reported that 1,416 national standards had been abolished as a result. It has also revised its
laws to better protect intellectual property rights in line with the WTQO's Trade-Related
Intellectual Property Rights (TRIPS) agreement.

On the other hand, the USA, and to a lesser extent the EU, have led loud and vociferous
complaints about China's implementation record. Indeed, US complaints have increased and
broadened in scope. To quote the US Trade Representative's National Estimate on China's
trade barriers in 2008:

In 2007, US industry began to focus less on the implementation of specific commitments that China made upon



entering the WTO and more on China's shortcomings in observing basic obligations of WTO membership, as
well as on Chinese policies and practices that undermine previously implemented commitments. At the root of
many of these problems is China's continued pursuit of problematic industrial policies that rely on excessive

government intervention in the market through an array of trade-distorting measures.*

To list some major complaints made by the US and other WTO members: Many WTO
commitments are not uniformly applied in China. One example is uneven application of the
WTO Customs Valuation agreement by customs officials at Chinese ports. Application of
technical regulations, conformity-assessment procedures and sanitary and phytosanitary (SPS)
measures is arbitrary and inconsistent, with inadequate notification of new or revised
measures under the terms of the WTO's Technical Barriers to Trade (TBT) and SPS
agreements. WTO notification of Chinese government subsidies was overdue and remains
incomplete. IPR laws remain weakly enforced, particularly on copyright protection of a range
of goods and services. There are substantial infringements of the Agreement on Trade-Related
Investment Measures (TRIMS). China agreed not to make import and investment approval
conditional on export-performance, local content, foreign-exchange balancing and
technology-transfer requirements. But officials continue to “encourage” such measures
without formally requiring them. This can amount to de facto requirements, especially as
officials have substantial discretion in investment-approval procedures. It is also alleged that
China is not living up to its WTO transparency obligations. Ministries and agencies
responsible for drafting new or revised laws and regulations often do not circulate them for
public comment — which is supposed to include foreign enterprises — and do not provide
enough time for public comment before enactment. Finally, the USTR report notes that
foreign enterprises remain sceptical about the adjudication of trade-related commercial
disputes in designated Chinese forums, such as the China International Economic and Trade
Arbitration Commission (CIETAC).

B2: Dispute settlement

An indication of China's serious commitment to the WTO has been its assiduous tracking of
dispute settlement. Since its accession it has been a third party to 62 cases, in addition to

being a complainant in 2 cases (US Steel Safeguards, and US Anti-Dumping and

3 This section draws on WTO (2008) and USTR (2008).
4 USTR (2008): 1.



Countervailing Duties on Coated Paper) and a respondent in 11 cases.”

However, for the first five years of its WTO membership, China and other major players
exercised mutual restraint in taking China-related cases to court. China viewed dispute
settlement as a political-diplomatic mechanism to resolve differences through compromise
and conciliation, before adversarial legal procedures kicked in. The USA, EU and others also
generally refrained from testing China in court. In three cases -- VAT-Integrated Circuits, EU-
Coke Exports and Anti-Dumping Kraft Linerboards® — China made major concessions and
settled during the consultation phase, ie out of court (Gao 2005; Gao 2007a; Gao 2007b).

Mutual restraint seemed to end in about 2006. The USA launched a raft of cases against
China. The first, on automotive parts, struck at China's automotive industrial policy, which
dates back to 2006. The latter includes provisions to encourage domestic production of auto
parts. One measure stipulates that if the number or value of imported parts in an assembled
vehicle exceeds specified thresholds, tariffs charged on imported parts should be equal to the
tariff on completed automobiles (typically 25 per cent) rather than the tariff applicable to auto
parts (typically 10 per cent). The complainants, the USA, EU and Canada, argued that this
violates National Treatment and constitutes a prohibited local-content measure. Significantly,
China chose not to settle the matter in consultations but to allow it to proceed to a formal
adjudicatory panel (USTR, 2008). The latter ruled against China in 2008.

The USA followed up with four cases in 2007 and 2008. One case concerned Chinese subsidy
programmes, eg income-tax exemptions and refunds, benefiting a wide range of locally
manufactured goods. The USA argued that these measures discriminated against imports, thus
violating the WTO's Subsidies and Countervailing Measures agreement. The USA and China

reached agreement on removing alleged prohibited subsidies during consultations.

In addition, the USA filed a case relating to IPR enforcement in China; another, also IPR-

5 http://www.wto.org/english/tratop_e/dispu_e/dispu_by country e.htm

6 The issue in the first case was China's attempt to promote the domestic semiconductor industry through VAT
rebates for locally-manufactured integrated circuits (ICs). Imported ICs, however, faced the full VAT rate.
The USA argued that this constituted a local-content measure in violation of the TRIMS agreement. China
withdrew the measure after consultations. In the second case, the EU contested Chinese controls on coke
exports, which limited the supply and raised the price of coke imports to the EU. China largely repealed the
measure after consultations. In the last case, the USA argued that Chinese imposition of anti-dumping (AD)
duties on kraft linerboards did not follow procedures in conformity with WTO AD rules. China repealed the
duties after consultations.



related, on market-access restrictions on copyright-intensive products such as films, DVDs,
music, books and journals; and, finally, one (filed jointly with the EU) on restrictions on
financial-information services providers from dealing directly with Chinese clients (which do
not apply to domestic financial- information services providers). The two IPR-related cases
have gone to the panel stage, while the last case is (at the time of writing) in the consultation
stage (USTR, 2008).

These recent cases illustrate that China and its major trading partners have become more
forceful in their use of dispute settlement. The USA has initiated cases that go to the heart of
Chinese industrial policies and related domestic regulation. And China has become less wary
of letting cases proceed to legal contest. On balance, this is healthy. China should be
challenged in situations when it might well be in breach of its WTO obligations. At the same
time, China should test the legal mechanics of WTO dispute settlement — to develop its trade-
related legal capacity, defend its rights, and indeed to initiate cases when faced with

infractions from its trading partners.

B3: Negotiations and participation in the Doha Round

In stark contrast to its activism in implementing WTO obligations and in dispute settlement,
China has been passive and a marginal player in the Doha Round — conspicuously so for the
world's leading developing country and third-largest trading nation. It seems to have made a
decision to sit out this Round. Many motives have been ascribed to China's quietism. The
official rhetoric is that it needs time to digest new WTO obligations and generally acclimatise
itself to WTO membership — but this is disingenuous after seven years in the club. More to the
point, non-activism means that it has not stepped on developed and developing-country toes,
and avoided extra pressure to further open its own markets through even stronger WTO
commitments. But this has come at the cost of not forcefully pursuing its “offensive”interests,
particularly to open other markets for its manufactured exports, and secure stronger
disciplines on AD duties and other “trade remedies”.To cynics who believe the Doha Round

has always been a lost cause, Chinese wisdom and foresight might seem particularly acute.

In terms of style, for much of the Round China differed markedly from most other developing
countries, including the two other developing-country Big Beasts, India and Brazil. Unlike
them, and indeed unlike the USA and EU, it eschewed polarising rhetoric and confrontational



posturing. It was especially careful not to antagonise the USA, but it was also sensitive to

other developing countries' fear of the Chinese export juggernaut.

China's overall negotiating position, in common with other Recently Acceded Members
(RAMs), is that it is willing to contribute little or nothing beyond its WTQO-accession
commitments.” There is a large gap between the RAMs' strong WTO commitments and the
weak commitments of most other developing countries. That is why the Doha mandate and

subsequent negotiating texts have accorded special flexibility to the RAMs.

China's negotiating positions on specific issues have been mixed: offensive here, defensive
there, and in-between here-and-there. That reflects a big, complicated country with a large

spectrum of interests and preferences internally.

In the non-agricultural market access (NAMA) negotiations, China's interests are manifestly
offensive: it wants greater access for its manufactured exports in both developed and
developing countries. China has mixed positions on agriculture. Domestic sensitivities make
it loath to commit to extra liberalisation. On the offensive side, it needs lower developed and
developing-country barriers to its growing labour-intensive agricultural exports. It has an
interest in banning developed countries' export subsidies and significantly reducing their
trade-distorting domestic subsidies. Hence it joined the G20, led by India and Brazil. Its G20
participation, however, has been low key and non-belligerent. China is defensive in services.
It has few export interests; and domestic sensitivities make it reluctant to concede stronger
GATS commitments. However, as in goods, China is exceptional: in some cases its GATS

commitments even exceed those of developed countries.

One of China's biggest priorities concerns anti-dumping. It has been active in the AD
component of the rules negotiations and tabled proposals, mainly with a view to removing, or
at least diluting, its non-market-economy status with some WTO members, notably the USA
and EU. China had been flexible on Special and Differential Treatment (S&D) for developing
countries, and on the Singapore issues (investment, competition, transparency in government

procurement, and trade facilitation).

7 See “Proposal on flexible provisions for recently acceded members”, WT/MIN(03)W/8, September 4 2003,
www.wto.org
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That said, China's overall position seems to have hardened in the last couple of years. It has
been impervious to US and EU demands to be more flexible with its defensive positions.
Finally, during the WTO mini-ministerial in Geneva in July 2008, China emerged from the
shadows. Led by its trade minister, Chen Denming, it formed part of the core group of six
countries that tried to unblock deals in agriculture and industrial goods. Never before in the
Round had it played such a role. But, within this core, it joined forces with India to defend a
very generous “special safeguard mechanism” to protect against agricultural imports, and

resisted US pressure to lower its cotton tariffs (Beattie and Williams, 2008).

China belatedly played an up-front role in WTO negotiations, but it proved to be defensive
rather than pragmatic and middle-of-the-road. That dovetails with a slowdown of
liberalisation at home and other defensive measures in China's trade policy, especially in the

last two years. That is the subject of the next section.

c. China's trade-related reforms: unilateral measures and PTAs

China's mixed record in the WTO should be seen, above all, in the context of market reforms
at home post-WTO accession. The overriding advantage of WTO accession is that it has
locked in the sweeping unilateral reforms of the 1990s and earlier, made China’s trade-and-
investment regulations more transparent and predictable, and given China a long-term stake in
multilateral rules. But faraway Geneva cannot drive reforms in Beijing. The national reform
engine has slowed down, especially in the last two years, and industrial-policy interventions
have correspondingly increased. At the same time, China has been very active with PTAs,
especially in its east-Asian neighbourhood. Now we turn to these two aspects of China's trade

policy in more detail.

C1. Unilateral reforms

There has been paltry unilateral liberalisation going beyond China's WTO commitments. One
example is the marginal opening of the highly protected securities sector, as a result of US
pressure. But this is small beer. To a large extent, such liberalisation slowdown is predictable.
The Beijing leadership is more concerned with social stability in the wake of the massive
social convulsions that have accompanied market reforms. Decision making is much more

collegiate, cautious and incremental. This characterises the leadership of Hu Jintao and Wen



Jiabao — strikingly different from the bold, decisive strokes of Jiang Zemin and Zhu Rongji,
and of Deng Xiaoping before them. On trade policy, national reforms and WTO-accession
negotiations were highly centralised in MOFTEC (later MOFCOM), reporting directly to the
State Council. After WTO accession, other regulatory agencies have got more involved. The
government faces more lobbying — and resistance to further liberalisation — from national
regulatory agencies, state-owned enterprises (SOEs) and other “national champions” in the
private sector (or with hybrid forms of ownership), state-sponsored trade associations, as well
as provincial and municipal governments. Economic nationalism in government and the
Communist Party is more influential than it was in the 1990s, though not quite in the driving
seat. Finally, as China's global economic clout has grown so quickly, so has the temptation to
resort to more assertive mercantilism. That translates into unwillingness to open markets
unilaterally, haggling hard over reciprocal concessions (especially with the USA), and

stepping up industrial-policy interventions to promote favoured domestic sectors.

None of the above is cause for great alarm: China is, to some degree, acquiring the “normal”
economic features and political pressures of a large, complex market economy. And its
already deep integration into the world economy — much deeper than that of Japan, South
Korea and Taiwan at an equivalent stage of development -- constrains protectionist pressures
and their distortive effects on international trade and investment. Still, these pressures need to

be contained: complacency is not the answer.

To list some major signs of industrial-policy intervention, as well as “unfinished business” in

external liberalisation and related structural reforms:®

First, China's already complex export regime has become considerably more restrictive.
Export taxes, reduced VAT rebates on exports, export bans, licensing and quotas are used to
restrict exports of a growing number of goods — mainly raw materials and agricultural
commodities. The objectives are various: defusing tensions with trade partners (eg over
garments exports), reducing energy consumption, combating food inflation, and promoting

downstream industries through cheaper inputs.

Second, tax incentives, subsidies and price controls, as well as administrative “guidance” on

8 The following draws on WTO (2008), USTR (2008), Paulson (2008).



investment decisions, are used to favour domestic sectors over imports, especially where
SOEs and assorted “national champions” operate. This characterises iron and steel,
petrochemicals, automobiles and auto parts, forestry and paper, non-ferrous metals,

telecommunications equipment, semiconductors and other science-and-technology sectors.

Third, China has promoted unique national technical standards — some would say as a
regulatory-protectionist device to compensate for falling border barriers. China-specific
standards, at variance with international standards, can create high compliance costs for
foreign enterprises. Notable examples are encryption for Wireless Local Area Networks
(WLANs) and 3G mobile-phone standards. Foreign enterprises complain of lack of
transparency in Chinese standard-setting bodies due to restricted membership, voting rights
and information dissemination. This is exacerbated by standards set by different agencies at
national and provincial levels. Foreign enterprises have similar complaints about Chinese
conformity-assessment bodies. They also complain about requirements to share
commercially-sensitive information and intellectual property when submitting samples and

information for mandatory testing.

Fourth, services barriers have come down more slowly than goods barriers, and perhaps more
slowly than expected after WTO accession. High and discriminatory capital requirements
discourage entry for foreign services providers in, for example, telecommunications,
insurance and construction (though capital thresholds have been reduced in banking).
Licensing procedures have become more transparent and regular, but problems remain,
especially in financial services, telecommunications and express-delivery services. Equity and
operating restrictions are prevalent in insurance, securities and telecoms, though not (at least
formally) in banking. Telecoms is dominated by three SOEs, all with close links to the
Ministry of Information Industries. No joint venture involving a foreign-invested enterprise
has been licensed since WTO accession. Equity and severe operating restrictions apply to

foreign Internet Services Providers (ISPs).

Fifth, foreign-investment restrictions have been tightened. In November 2006, the National
Development and Reform Commission (NDRC) announced a five-year plan for foreign
investment. It stressed a shift from “quantity”to “quality”, tighter tax supervision and
restricted foreign acquisition of “dragon-head” enterprises. This was soon followed by a

government “guiding opinion” identifying an enlarged list of “pillar” and”’backbone” sectors



in which further foreign investment in SOEs was to be prevented. New provisions on mergers
and acquisitions also contained vague language on “national economic security” and “critical
industries”, perhaps intended to block foreign acquisitions. Foreign enterprises fear that the
new Antimonopoly Law, effective from August 2008, will be used to block mergers and
acquisitions involving foreign-invested enterprises, and protect SOEs and other “national
champions”. The Foreign Investment Catalogue, issued in 2007, suggests a more selective
approach to foreign investment, targeting higher value-added sectors rather than basic
manufacturing. It includes new restricted sectors such as biofuel production and soy crushing,
and blanket prohibitions on foreign investment in movie production, news websites,
audiovisual and Internet services. Another government “opinion” calls for expanded domestic
market share in industrial-machinery manufacturing sectors, which could presage difficulties
for foreign investors seeking control of leading domestic firms. Finally, the government
promotes domestic services sectors through foreign-investment restrictions, notably in
financial services and telecommunications. State promotion now extends to domestic private-

equity and venture-capital funds.

Sixth, government procurement explicitly discriminates in favour of domestic enterprises.
China has applied to join the WTO's Government Procurement Agreement (GPA), in line with
its WTO-accession commitments, but negotiations have been predictably glacial. And
seventh, energy sectors are largely insulated from global markets. Price controls apply to oil,
natural gas, coal and electricity. Trade, investment and regulatory barriers protect SOES in

these sectors from international competition.

C2: PTAs

China is the driving force for PTAs in Asia. By 2006, it had 9 PTAs on the books and was
considering negotiations with up to 30 other countries. (See Table 7 on China's PTAs, and

Figure 8 on China's involvement in PTAs in Asia.)

The China-ASEAN PTA, more than any other PTA initiative, is the one to watch in the
region. It is the largest PTA ever negotiated, covering 11 diverse economies with a population
of 1.7 billion. There has been progress in eliminating tariffs on trade in goods. However, little
progress has been made on non-tariff barriers in goods, services (where a relatively weak

agreement has been reached), investment and other issues. China has stronger “WTO-plus”



PTAs with Hong Kong and Macau (both admittedly special cases); a comprehensive PTA on
goods with Chile; a newly concluded PTA with New Zealand; and is negotiating PTAs with
Australia, Singapore, Iceland and EFTA. It has a partial-scope tariff agreement with Pakistan.
It is also negotiating or thinking of negotiating rather weak PTAs elsewhere in the developing
world, eg with Mercosur (Mercato del Sur — Market of the South) and the South African
Customs Union (SACU). These are shallow —mostly preferential tariff reductions on a limited
range of products.

China's approach to PTAs is pragmatic and eclectic (Antkiewicz and Whalley, 2005). But it is
mostly “trade light”. Even the China-ASEAN PTA is unlikely to create much extra trade and
investment if it does not go substantially beyond tariff elimination in goods. China's PTAs are
driven more by “high politics” (competition with Japan to establish leadership credentials in
east Asia; securing privileged influence in other regions) than by economic strategy. Foreign-

policy “soft power”, ie diplomacy and relationship-building, is paramount.

This reflects the emerging PTA pattern in Asia, and the established PTA pattern in other
developing-country regions (Sally, 2006). Politically sensitive sectors in goods and services
are carved out, as are crucial areas where progress in the WTO is elusive (especially
disciplines on AD duties and agricultural subsidies). Little progress is usually made in
tackling domestic regulatory barriers (eg relating to investment, competition, government
procurement, trade facilitation, cross-border labour movement, and food-safety and technical
standards). PTAs hardly go beyond WTO commitments, deliver little, if any, net liberalisation
and pro-competitive regulatory reform, and get tied up in knots of restrictive, overlapping

rules of origin (ROOs).

In addition to bilateral PTAs, China is at the heart of regional-economic-integration initiatives
in east Asia (Kawai and Wignaraja, 2008). An “ASEAN Plus Three” PTA (the “three” being
Japan, South Korea and China) has been touted, as has a three-way Northeast-Asian PTA
(Japan, China and South Korea) and an “ASEAN Plus Six” PTA that might include India,
Australia and New Zealand. Visions of an East Asian Economic Community and even an

Asian Economic Community have appeared on the horizon.

So far this talk is loose and empty. Regional players are speeding ahead with bilateral PTAs.

The emerging pattern is of a patchwork of “hub-and-spoke” PTAs, in a “noodle bowl” of



trade-restricting ROQs. This threatens to slow down and distort the advance of regional and
global production networks. In particular, it could undermine the dense networks of east-
Asian production-sharing and trade in manufacturing parts and components (“fragmentation-
based trade”, or what Richard Baldwin calls “Factory Asia”), which are in turn linked to final
markets in Europe and North America (Athukorala, 2006; Baldwin, 2006). More generally,
bitter nationalist rivalries — especially between China and Japan — and vast inter-country
differences in economic structure, development, policies and institutions, will continue to

stymie east-Asian and pan-Asian regional-integration efforts for a long time to come.

d. China's trade policy: challenges ahead

China's domestic climate for further trade-and-investment liberalisation is clearly more
inclement than it was before WTO accession; and there are signs of greater industrial-policy
interventionism. These tendencies are reinforced by an external climate of liberalisation
slowdown, “reform fatigue”, Washington-Consensus scepticism, and the first signs of
increasing protectionism in response to worsening global economic conditions. It is important
for China, and indeed for the rest of the world, not to go further in this direction. What China

does, and what other major players do, are of course closely related.

China's trade-policy challenges are twofold: to plug gaps in its implementation of WTO
commitments; and to proceed with WTO-plus reforms. Both depend on restraining industrial-

policy activism.

On WTO implementation, China needs to improve its enforcement of the TRIPS,
TRIMS,SPS, TBT and SCM agreements, and have better WTO notification of its subsidies.
Better enforcement of WTO agreements requires stronger restrictions on regulatory discretion
at national and sub-national levels, especially on official “encouragement” and “guidance” of
measures that are clearly incompatible with WTO obligations. More transparency is also
needed, eg freely and promptly circulating draft laws and regulations to interested foreign
enterprises, and allowing them sufficient time for comment. That said, limits to regulatory
discretion and greater transparency are easier said than done in a country that still has not
completed its journey from Plan to Market, and which has large, complex bureaucracies at

national and sub-national levels.



What about WTO-plus reforms? China could further reduce applied import tariffs, especially
on industrial goods. It should reverse export controls on raw materials and agricultural
commaodities. But its more substantial — and politically tricky — challenge is to tackle high

trade-related domestic regulatory barriers in goods, services and investment.

Ideally, China would reduce measures to promote capital-intensive, SOE-dominated sectors at
the expense of imports; align national standards with international standards, alongside a
more active role in international standards-setting bodies; restart services liberalisation (by
easing capitalisation requirements, equity restrictions, and licensing and operating
procedures); lower foreign-investment restrictions (by narrowing down lists of sectors in
which foreign investment is banned or discouraged, and not applying antitrust provisions to
block foreign transactions in favour of “national champions™); and gradually liberalise

markets in government procurement and energy.

All this is a tall order. The first task is to prevent the escalation of selective industrial policies
that distort international trade and investment. The subsequent task is to take liberalisation

and regulatory reform further, however gradually and patchily.

First and foremost, China's trade-policy reforms should be seen in the context of necessary
domestic reforms. Here the wishlist is long: revaluation of the Renminbi to something
approaching market-determined levels; restructuring and privatisation of SOEs and state-
owned banks; financial-sector reform to deepen capital markets and turn savings into more
productive investments; secure private property rights, including legal title to rural land;
deregulation of internal trade to create a more integrated domestic market; market pricing for
a range of inputs (land, water and other natural resources); and better provision of public

services (health, education, pensions and social security).

These are all reforms that would help “rebalance” growth, making it less reliant on exports
and capital-intensive, polluting production, and more reliant on services and domestic
consumption. Externally, some of these policies would help reduce global macroeconomic
imbalances and lower trade tensions.” The common thread is that these policies would be

competition-enhancing; they would lower transaction costs and improve the business climate.

9 From an American standpoint, Treasury Secretary Hank Paulson makes this case in a balanced and nuanced
manner. See Paulson (2008).



But that is precisely what WTO-plus reforms would do for international trade and investment.
Both sets of reforms, domestic and external, would be mutually reinforcing: they would ease
the costs of doing business and enable trade and investment — for domestic and international

traders and investors.

There are several tracks on which to pursue China's trade-related reforms: the unilateral
(domestic) track; in the WTO; in PTAs; and in key bilateral relationships, especially with the
USA and EU. Consider each in turn.

First, the primary thrust of trade-related reform must be unilateral, ie outside trade
negotiations, and hitched firmly to domestic reforms to improve the business climate. Put
another way, trade policy should be embedded in domestic economic policy and its
institutional framework rather than being driven by external negotiations and international
institutions. Trade-related regulatory reforms are bundled up with domestic politics and
economics; initiating and implementing them is overwhelmingly a domestic affair; and the

scope for productive international negotiations and agreements is restricted.

Chinese unilateral liberalisation also has a vital external dimension. It is the biggest the world
has ever seen, with the biggest spillover effect in Asia. China's opening not only spurred
southeast-Asian liberalisation pre-Asian crisis; it probably helped prevent liberalisation
reversal post-Asian crisis. It has also encouraged east-Asian countries to further liberalise at
the margin post-Asian crisis — for fear of losing trade and FDI to China. Not least, China has
probably spurred Indian liberalisation of import tariffs and FDI restrictions in some services
sectors. Hence much depends on this Chinese engine for future trade and FDI reforms,

elsewhere in Asia and beyond. It is vital it does not stall completely, and indeed revs up again.

Second, China-induced unilateral liberalisation is not a panacea. It does not lock in
liberalisation against future backtracking. Nor does it provide fair, stable and predictable rules
for international commerce. That leaves room for reciprocal negotiations and international

agreements, particularly in the WTO.

The failure of the Doha Round (as of the time of writing) probably shows that future
multilateral liberalisation will be elusive and modest at best. Arguably, the best the WTO can
hope for post-Doha is to lock in pre-existing unilateral liberalisation through binding



commitments, and gradually improve the functioning of multilateral rules. There should
indeed be much stronger focus on safeguarding, updating and improving trade rules — in
which China has such a substantial stake. This is more important for most WTO members
than extra multilateral liberalisation. China should be active in plurilateral “coalitions of the
willing” to make key market-access and rule-making decisions, and correspondingly take on
stronger commitments than poorer, weaker and more recalcitrant developing countries. China,
India and Brazil — the three developing-country Big Beasts in the WTO — should exercise co-
leadership alongside the USA, EU and perhaps Japan (if the latter can get its act together).
China's helping hand will be indispensable — arguably more important than those of India and
Brazil. Post-Doha, it is vital that China move to the WTO foreground and play an active co-
leadership role.

Third, PTAs are generally trade-light; their noodle-bow! discriminatory patchwork causes
complications for business and multilateral rules; and they are unlikely to spur regional and
global integration. There should be much more caution with PTAS; and serious attempts made
to minimise the damage from their discriminatory provisions. Again, China's lead will be
important. It needs to signal its intention to avoid gimmicky initiatives, clean up existing

weak and dirty PTAs, and make them more compatible with multilateral rules.

Fourth, China's key bilateral relationships, especially with the USA and EU, matter as much
as what it does in the WTO and PTAs. These are, of course, two-way streets. The Beijing
leadership is likely to go farther with liberalisation and structural reforms if it faces a
reasonably clement macroeconomic and trade environment. This is probably necessary to
overcome domestic opposition to change. Tub-thumping protectionism and belligerence by
the USA and EU about issues such as the Chinese exchange rate and current-account surplus,
and imports of garments and other labour-intensive exports, as well as on security-related
issues, invite a Chinese backlash and make its leadership more defensive. That is a recipe for

reform slowdown and stoppage.

Thus it behoves the USA in the first instance, and then the EU, to strengthen ‘“constructive
engagement” with China across a broad range of economic and foreign-policy issues, while
containing foreign-policy hawks and protectionist forces at home. This will, in turn,
encourage Beijing to strengthen its key bilateral relationships and its participation in
international institutions, contain aggressive nationalistic tendencies (especially directed at



Taiwan and Japan), and, not least, step up economic reforms at home.*°

This is the frame we use to view China-EU commercial relations. To this we now turn.

2. China-EU commercial relations

We begin this second part of the paper with trade and FDI patterns in the bilateral
relationship. Then we discuss macroeconomic issues, notably the current account and

exchange rates. Finally, we look at key trade-and-investment issues in bilateral relations.

a. Trade and FDI patterns

China is the EU's second-largest trading partner. It is followed some distance behind by other
Asian countries (see Table 8 for trade in goods). It is now the biggest source of EU goods
imports, some way ahead of the USA and with 16 per cent of the EU market in 2007 (Table
9). The EU in turn is China's biggest trading partner, ahead of the USA and Japan, and
accounting for 20 per cent of Chinese exports. EU-China trade has been increasing by about
20 per cent per annum in recent years (17 per cent in 2007), and more than doubled between
2003-2007. Two-way trade in goods exceeded EUR 300 billion in 2007. EU goods exports to
China were EUR 72.6 billion in 2007, an increase of 12 per cent on the previous year despite
a 16 per-cent appreciation of the RMB against the Euro in the same period. Chinese goods
exports to the EU were EUR 230 billion in 2007.** EU-China services trade is very low
compared with goods trade, and minuscule compared with EU-US services trade (Table 10).

The USA is by far the EU's biggest investment partner. EU FDI to the USA and US FDI to the
EU dwarf other bilateral EU FDI stocks and flows. Outward and inward FDI with Asian
countries follows far behind. EU FDI stock in China was EUR 32.7 billion in 2006,
representing 8 per cent of total FDI stock in China. EU FDI to China was EUR 6 billion in
2006, compared with EUR 2.1 billion of Chinese FDI to the EU (Table 11).EU companies
have invested over USD 70 billion in China (need exact figure in EUR), and they generated

total sales of over USD 130 billion in 2006 (convert to EUR) (need source for these figures).

10 This is the coda to Robert Zoellick's much-publicised speech on US-China relations (Zoellick, 2005). It is
also the underlying logic of the US-China Strategic Economic Dialogue, and now of its EU-China equivalent.
11 http://ec.europa.eu/trade/issues/bilateral/countries/china/index_en.htm



A broad sense of China's economic diversity is essential for an accurate assessment of the
competitive pressures China will exert on the EU and the rest of the world economy, and of
the opportunities China offers to EU and other exporters and investors, in the decades ahead.
With 420 million people, the nine richest Chinese provinces are roughly as populous as the
whole EU. With more than half China's GDP, they already enjoy a GDP per capita of over
USD 9,000 in purchasing-power-parity (PPP) terms, making them as rich as or richer than
fourteen EU member-states. For example, Shanghai is similar to Greece and Liaoning similar
to Romania (Table 12).

These basic facts suggest two conclusions. The nine provinces that account for 85-90 per cent
of China's current external trade and inward FDI are fast losing their comparative advantage
based on low wages. That means that the competitive pressures they will exert on EU
economies will be much less based on basic (or “’cut-throat) price competition. Their future
growth will depend on the quality and variety of their products, and their capacity to innovate.
Second, the population of these nine provinces is rapidly developing the taste for goods and
services similar to those consumed in Europe. Trade and investment opportunities in China
will no longer be limited to equipment goods and luxury consumer products. They will
expand to “normal” consumer goods, with a market size equivalent to Spain and Italy today
(at current exchange rates), and another EU in the longer run. That said, the rise of Chinese
average incomes hides huge differences between these nine provinces and others lagging
behind (Messerlin and Wang, 2008: 5-9).

b. The current account and exchange rates*?

From about mid-2007, the European Commission adopted a more confrontational tone in EU-
China trade discussions. A major source of tension is the ballooning EU’s trade deficit with
China, which Commissioner Mandelson referred to as a “policy time bomb”. It rose from
roughly EUR 50 billion in 2001 to around EUR 170 billion in 2006, a more than threefold
increase. It is projected to rise well above EUR 200 billion in 2008, coming ever closer to the
US trade deficit with China (USD 256 billion in 2007). That does, however, mask one central
difference between the US and EU current-account deficits: the EU’s overall deficit is

12 This section draws on Messerlin and Wang (2008): 10-14; and Freytag (2008).



negligible (around 0.5 per cent of EU-27 GDP), while the US equivalent is 5-6 per cent of US
GDP.

Economic analysis shows that trade deficits should concern macroeconomic policy-makers,
not trade officials (Corden, 2007a). In a nutshell, the trade balance of a country reflects its
domestic savings-investment balance, those of its partners, and the macroeconomic policies
influencing these balances (trade-policy instruments having little or no influence on domestic
savings and investment decisions). EU trade officials’ fixation with the EU-China trade deficit

is misplaced: Germany’s trade surplus, for instance, is even larger than China’s surplus.

There are additional reasons for not being obsessed by the EU-China trade deficit. While the
latter has increased, the EU’s trade deficit with the rest of the world has decreased — from
EUR 93 billion in 2000 to EUR 66 billion in 2006. Many trading partners of the EU export to
the EU via China rather than from their home countries. This is particularly the case for nine
large trading partners with the EU: the USA, Japan, South Korea, Hong Kong, Indonesia,
Malaysia, Singapore, Taiwan and Thailand. Figure 9 illustrates this evolution. Since 1999,
there has been an increasing EU import share from China (the rising bottom curve), and a
decreasing cumulated EU import share from the other nine advanced economies (the
narrowing gap between the rising bottom curve and the declining top curve).'®* Europe has
thus imported more from China, but relatively less (in terms of import shares) from other
Asian sources and the USA. The major difference between today and the 1980s and 1990s is
that the EU global trade deficit is not spread over several Asian countries; rather it is
concentrated on one of them — China.

In short, the EU-China trade deficit is a reflection of the massive reshaping of global trade
flows and production networks in the past decade, with China acting as an assembly hub
where inputs from other countries are put together to be re-exported. Such “fragmentation
trade” (or “processing trade”) links dense east-Asian cross-border flows of parts and
components to final markets in the West. That includes the intra-firm trade and global supply
chains of EU-based companies (though this aspect is difficult to capture in conventional trade-
data analysis). China has established comparative advantage in low-tech, labour-intensive

finished goods such as garments and toys (classified as “miscellaneous manufactures™). But

13 Figure 9 excludes imports from OPEC members in order to leave aside oil imports as much as possible.



its final-assembly exports of products enmeshed in fragmentation trade (mostly ICT products
bunched in the “machinery and transport equipment” category) have been growing even faster
(Athukorala and Hill, 2008). The EU’s deficit in the latter category grew by more than EUR
50 billion between 2000 and 2006.

These trends are consonant with conventional trade theory. China is simply exploiting
comparative advantage in unskilled and semi-skilled labour-intensive manufacturing, and
following a standard path into the global division of labour. Hence the EU-China trade deficit

is nothing to worry about.

Lastly, it is profoundly misleading to focus on an overall “EU” deficit. Few observers have
noticed that, between 2000 and 2006, a majority of EU member-states (16 countries,
representing almost two-thirds of EU GDP and population) have had higher export growth
rates to China than their import growth rates from China. This means that their export-import
ratio with China is improving, sometimes substantially (see Table 13, columns 1 to 4). The
new member-states (the “EU-12” line at the bottom of Table 13) have on average substantially
improved their export-import ratios with China. And Eurozone members are equally divided

between those with improving and worsening export-import ratios.

Now turn to the exchange-rate issue. In late 2007, the EU broke its official silence on the
appropriate exchange rate of the Chinese currency. Since then, EU officials have urged China
to let the RMB appreciate against other currencies. Strong and mutually reinforcing economic
and political reasons should induce EU not to go hurtling down this American route (with
accusations of a “yuan fundamental misalignment” and calls to declare China a “currency

manipulator™).

First, from a purely economic perspective, predicting the “right” exchange rate is impossible.
Economists disagree widely on the extent of the yuan’s underevaluation. Estimates run from
zero to nearly 50 percent. These diverging results are due to differences in the assumptions
made and variables included, as has been shown carefully by two recent IMF studies
(Dunaway & Li, 2005; Dunaway, Leigh & Li, 2006). The inability to predict the “right”
exchange rate of a currency (particularly in an economy changing as fast as China’s) is the

strongest argument for the use of the market as the best way to determine exchange rates.



Second, consistency between internal and external EU policy should make one wary of
introducing currency matters into trade policy towards China. Within the EU, flexible and
fixed (the Eurozone) exchange rates coexist. Almost all EU member-states with a trade deficit
with other EU member-states have intra-EU trade deficits larger than their trade deficits with
China (see Table 13, columns 5 and 6). Moreover, out of the 15 eurozone members, nine have
had a trade deficit since 1995, and five a quasi-permanent trade surplus (with only Italy

shifting significantly from a trade surplus to a trade deficit during this period).

Last, the yuan exchange rate is not the only — nor even the main — channel of corrections
required to unwind global macroeconomic imbalances (Corden, 2007b). It is in the interest of
all countries, including the EU and the USA, that such corrections should be as smooth as
possible. Deeper macroeconomic changes are needed, particularly an increase in the US

saving rate, an increase in the Chinese spending rate, and structural reforms in Europe.

To summarise: It cannot be taken for granted that the RMB is systematically undervalued; the
evidence is mixed and speculative. There is neither a case for being concerned about the
bilateral trade deficit nor for forcing China to revalue its currency to address the matter. The
structure of the EU-China trade balance is also a result of China’s macroeconomic policies.
China has decided to run a big current-account surplus and accumulate vast foreign reserves,
not least to compensate for and insure against underdeveloped capital markets at home. Yet
China is now faced with domestic pressures that are likely to lead to more incremental
revaluation, or even to a currency float. That is likely to bring about a reduction in the trade
surplus, providing revaluation is accompanied by measures to increase domestic investment

opportunities for high domestic savings.

c. Key trade-and-investment issues and the institutional framework for bilateral

commercial relations

The European Commission goes so far as to say that “China is the single most important
challenge for EU trade policy” (EU Commission, 2006a). Yet the EU is avoiding a PTA with
China, while it prioritises negotiations with less important Asian trading partners (South
Korea, ASEAN and India).**

14 See European Commission (2006b) for its rationale for EU PTAs in Asia, and Sally (2007) for a critique.



As things stand, a serious EU-China PTA is not achievable for either side. China would ask
for the following: recognition of market-economy status (MES); stronger disciplines on EU
AD and safeguard measures; removal of peak tariffs on garments, leather goods and other
manufactured exports; reduction of agricultural subsidies and tariffs to open markets for its
expanding agricultural exports; and less trade-restrictive EU SPS and TBT measures. All
these measures restrict China’s labour-intensive goods exports. PTA negotiations would put
extra pressure on the EU to reduce or remove many of these barriers, which would expose
inefficient EU producers to even greater Chinese competition. That is the main reason why
the EU avoids a PTA with China.

What would EU exporters and investors gain from a PTA with China? A comprehensive,
WTO-plus EU-China PTA would take over 90 per cent of Chinese tariffs down to zero (from
a nominal average of 9 per cent); deliver GATS-plus commitments on services liberalisation;
remove foreign-ownership restrictions and secure better legal protection for EU investors;
impose greater disciplines and transparency on all manner of domestic regulation (e.g. on
administering subsidies, licenses, safety standards, IPR and customs procedures); gain WTO-
plus commitments on government procurement, competition rules and trade facilitation; and

extract commitments on core labour and environmental standards.

As things stand China is unlikely to make most of these concessions, just as the EU is
unlikely to concede anything major to China, in high-pressure bilateral PTA negotiations.
Besides, the trade-diversionary and system-fragmenting effects of a PTA between these two
large powers might be considerable. Hence now is not the time to launch an EU-China PTA
initiative. Moreover, an EU-China PTA might not be a good idea at any time, now or in the
future. But now is the time to strengthen and strongly institutionalise bilateral trade
cooperation. Present arrangements are too soft. They should be hardened — without jumping

onto the PTA bandwagon.

Hitherto, the legal basis for bilateral relations has been the Trade and Cooperation Agreement
of 1985. Since then there have been 7 formal agreements and 22 sectoral and regulatory
dialogues on a wide range of issues. The EU and China agreed to a “strategic partnership” in
2003. In 2007, both sides agreed to start negotiations on a new Partnership and Cooperation
Agreement (PCA), which would update and expand bilateral cooperation since 1985. The EU



intends the PCA to cover political and economic issues, including its non-trade objectives on
democracy, human rights, the rule of law, sustainable development, climate change, and
labour and environmental standards. Its trade-and-investment priorities for the PCA include:
better enforcement of IPRs; mutual recognition of geographical indicators; WTO-plus
commitments on services and investment; lower NTBs and subsidies; more transparent and
open government procurement; improved norms and standards; and better functioning of the

legal regime (EU Commission, 2006a).

An EU-China High Level Trade and Economic Dialogue (HLTED) was launched in April
2008, in imitation of the US-China Strategic Economic Dialogue (SED). This attempted
“hardening” of bilateral economic relations is welcome. Granted, EU-China relations do not
yet suffer from the shrill, China-bashing rhetoric found in the USA. But there are pressures on
EU policy to head in a more confrontational direction. In-built EU protectionism against
China, and Chinese protectionism and foot-dragging on reforms, can be mutually reinforcing.
Hence the imperative to bolster the institutional framework for bilateral economic relations —
to go beyond low-key, low-level, inconclusive regulatory dialogues and set-piece, photo-op

annual summitry. What should be done?

C1: Overcoming EU internal divisions

The EU has to overcome internal divisions and zero-sum competition in its relations with
China. The Big Three — Germany, the UK and France — prioritise their bilateral relations with
China with competing and conflicting agendas, and often at the expense of the EU-China
relationship (Barysch, Grant and Leonard, 2005: 10-20). It is natural for China and EU
member-states to nurture country-to-country relationships through contacts at the level of
national capitals. But EU member-states — the Big Three in particular — must pull together and
give more priority to collective EU-China relations. Trade policy, after all, is the one area of
EU external policy that is highly centralised; and headline trade-policy issues concerning

China can only be dealt with at the EU level.

C2: Avoiding trade and non-trade linkages

The EU should refrain from linking trade to its all-embracing non-trade goals such as

democracy, human rights, the environment, cultural diversity and sustainable development



(which, like social justice, apple pie and mother's milk, encompasses just about everything).
These issues should be discussed on separate tracks. Linking them to bilateral trade issues
makes the EU look politically correct and preachy, constantly pandering to its anti-market
NGOs and other constituencies. It also gets Chinese backs up. Far better to deal with
outstanding tensions and conflict in a contained, businesslike, problem-solving setting. An
EU-China PCA will inevitably cover a sweeping terrain of trade and non-trade issues. But the
HLTED - intended to be the primary forum for bilateral trade-and-investment discussions —

should avoid trade and non-trade linkages.

C3: Designing and strengthening the EU-China High Level Trade and Economic Dialogue®

The EU-China HLTED cannot be a carbon copy of the US-China SED, for EU institutions
differ so much from those in Washington. But it can learn useful lessons from the two-year
track record of the SED. The latter meets bi-annually, and comprises cabinet officers who
head relevant ministries and regulatory agencies (e.g. commerce, environment and agriculture
ministries, central banks, and financial and other regulators). It is led by US Treasury
Secretary Hank Paulson and his Chinese counterpart (formerly Vice-Premier Wu Yi, now her
successor Zhang Dejiang). Discussions have covered, inter alia, trade and macroeconomic
imbalances, IPRs, access to China's financial-services and other services markets, bilateral
environmental cooperation, regulatory transparency, a bilateral investment treaty, and

product-safety standards.

The SED has delivered partial, piecemeal outcomes to open specific markets in China,
especially in financial services and aviation. China has secured an explicit US statement to
avoid protectionism and discriminatory treatment of Chinese investments in the USA. But
these are not huge market-opening successes. Indeed it would be unrealistic to have such
ambitions and expectations. Rather the main advantage of the SED is its “damage-limitation”
function; and in this respect it has been quietly successful. On the US side, it has helped lower
the temperature and moderate passions among protectionist China-bashers, whose chief outlet
is the US Congress. Threatening Congressional initiatives, such as to declare China a
“currency manipulator” and slap on a retaliatory 27.5 per-cent tariff, have not materialised.

On the Chinese side, top policy-makers have become more sensitised to US concerns. On

15 This section draws on Dreyer and Erixon (2008). Alse see Paulson (2008) on the record of the US-China
SED.



both sides, frank high-level discussions have raised mutual awareness of the depth of bilateral
commercial engagement and the costs of protectionist reversal. Overall, the SED has provided
a strategic medium-term context for bilateral commercial relations, and enabled small-scale,

low-key achievements. That is good enough.

In this spirit, the EU-China HLTED should, above all, be used to avoid slip-sliding into tit-
for-tat protectionism. That includes refraining from hostile rhetoric on both sides. The EU and
its member-states — especially member-state governments inclined to China-bashing rhetoric
and protectionism — need to be tied into a political process and a discussion agenda that
present the costs and benefits of policy options with greater clarity. Europe needs much better
awareness of the depth of bilateral commercial engagement, its actual and potential benefits,
and the costs of protectionist measures against China. That is sorely lacking. The Chinese

government needs to be tied into such a mechanism for exactly the same reasons.

The EU side of the HLTED will be headed by the Commission, preferably led by the Trade
Commissioner. But the Commission will require a mandate from the member-states. This will
be complicated, especially on non-border regulatory issues where competence is divided
between the EU and the member-states, and where the Internal Market remains far from
integrated. Services and investment issues are the crux of the problem. For example, the EU
has financial-services providers with a strong interest in securing the extra market access in
China that their US-based counterparts have secured through the US-China SED. But the EU
does not have a strong, centralised regime for financial services internally; and the
Commission might not be able to offer Chinese banks and other financial-services providers
the level of access to the EU market that it wants for EU counterparts in the Chinese market.
The temptation for China would be to sign separate deals with 27 EU member-states, given
that relevant services and investment-related regulations still fall under national competence.

That is already happening with bilateral investment treaties (BITS).

Hence the importance for the EU and member-states to create an internal process that is not
too cumbersome, but which also secures substantial member-state participation in the HLTED
on issues of joint competence — especially on services and investment. In these areas the EU
mandate will probably need to be stronger and more detailed than it is for multilateral
negotiations and PTAs. Business input on bread-and-butter commercial issues is also vital.
EU and Chinese firms with strong interests in each other's markets should set up a bilateral



Business Council similar to the US-China Business Council — preferably bypassing the slow-
moving, government-like bureaucracy of established business associations. The US-China
Business Council keeps track of and feeds into the US-China SED and other bilateral policy

discussions.

It is crucial that serious thought go into the design and content of the HLTED at the outset, if
it is to achieve the goals set out above. If not, the danger is that it will degenerate into yet
another empty talkfest that does not get into the nitty-gritty of pressing bilateral trade-and-
investment issues. That is a bigger danger for the EU than it is for the USA, given the EU's

more complicated hybrid structure and division of competences on key policy issues.

C4: Trade-and-investment issues: shaping realistic reciprocal bargains®®

The EU and China have no shortage of bilateral trade-and-investment conflicts to resolve.
Prioritising issues for discussion and resolution will be important, especially in the HLTED.
Here is our priority list: Chinese grievances about EU non-recognition of MES and liberal use
of trade remedies; EU grievances about China's IPR enforcement, services and investment
regulations, norms and standards; and China's anxieties about the investments of its
companies and sovereign wealth funds (SWFs) in the EU. There should be a way of crafting
quid pro quos, a series of mutually beneficial bargains, across this priority list. That is the

thrust of what follows.

Market-economy status and trade remedies

The EU does not recognise China as a market economy, even though it recognised Russia as
such in 2002. Russia is not even a member of the WTO, and it is not obvious that its market-
economy credentials are superior to China's. According to China's WTO-accession protocol,

the EU and other WTO members are not obliged to give it MES until 2015.

The EU's argument against MES — that China does not meet four out of five set criteria’’ — is

16 This section relies primarily on Messerlin and Wang (2008): 9-10, 14-24.

17 The EU assesses the existence of a “market environment” with five criteria: 1) Does the government
influence the operations of firms? 2) Does the legacy of the command economy, in terms of public
ownership, barter trade and so on, affect firms' operations? 3) Do firms operate under an effective company
law, and do they have effective accounting standards? 4) Do firms operate under an effective framework of



specious. The criteria are vague and can be interpreted arbitrarily. One wonders, for example,
how many EU firms would pass these tests. Granting China MES would only be right and
proper. It would marginally increase disciplines on EU use of AD duties against Chinese
exports — only marginally because the EU has shown flexibility in its use of non-MES as an
AD weapon, and existing GATT Article VI disciplines on AD measures are very weak (even
for countries with MES). It would eliminate the most outrageous procedural biases in AD
cases against China; and it would reduce EU AD duties against Chinese exports from the
present very-high average of 40 per cent. But far more important would be the symbolism of
such a move. China feels acutely aggrieved by EU and US non-recognition of MES, despite
its huge strides in the direction of the market, locked in by very strong WTO commitments. Its
sense of natural justice has been offended. According China MES would, at a stroke, improve
bilateral relations and probably make China more amenable to compromise on other issues.
Sadly, the EU lacks the internal consensus to go down this route. But it is time for state and

non-state actors in the EU to make the case for MES and assemble the support to change EU
policy.

MES is just the tip of the iceberg. The EU cut its AD cases against other countries by a third
between 2002 and 2006 compared with the 1995-2001 period. But it kept the number of AD
cases against China constant up to 2006 (roughly 6 cases a year). In 2007, Chinese companies
were involved in all six new EU AD investigations. In 2008, a number of new AD
investigations of Chinese exports were opened. The number of AD cases per EUR billion of
EU imports also shows substantial discrimination against China, with a figure for China twice
as high as it is for the rest of the world. China remains the EU's main AD target, with over
forty cases in place (European Commission, 2007). Furthermore, the EU has used another
trade-defence instrument, safeguards, against Chinese exports. Safeguards against Chinese
steel exports were used in 2002. In 2005, a second safeguard (under a specific provision of
China's WTO-accession protocol) was launched against a wide range of Chinese exports of

textiles and clothing.

Economic analysis shows clearly that, except for a tiny proportion (roughly 5 per cent of
cases), trade-defence measures are plain protectionism. They rarely protect intended

beneficiaries — workers and producers in import-competing industries — and delay inevitable

bankruptcy regulation and property-rights protection? 5) Do firms convert currency at standard market rates?



adjustment. They harm consumers (households and firms) with higher prices. Moreover, they
are based on an increasingly obsolete view of a modern industrial economy. The latter is now
a complex production process fragmented among a large number of countries. Trade-defence
measures equate industry to manufacturing alone, ignoring the crucial pre-manufacturing step
(design and preparation of the physical manufacturing process) and post-manufacturing step
(logistics, marketing, advertising, etc). These two steps generate a lot of value-added in the
importing country. For instance, even in labour-intensive products such as shoes, these two
steps represent half to three-quarters of European value-added in the shoe sector
(Kommerskollegium, 2007). In short, not only do AD and safeguard measures not protect the
“old” economy (the manufacturing step per se), but they might also hurt the “new” economy

(pre- and post-manufacturing steps).

We draw the following policy conclusions. The EU should accord China MES. In addition, it
should commit to necessary regulatory steps to discipline future use of trade remedies. That
could include offering gradual dismantlement, ahead of the WTQO's 2014 deadline, of the
“transitional product-specific safeguard mechanism” in Article 16 of China's WTO-accession
protocol. In return, the EU should ask for the following Chinese concessions: better
implementation of WTO commitments, e.g. on subsidies, IPRs and TRIMS; lower tariffs, e.g.
on goods exempted from transitional safeguards; clarification and elimination of a core set of
NTBs, such as some controversial norms and standards; and WTO-plus commitments to

further open Chinese markets in investment and services.

Intellectual property rights

China’s enforcement of IPRs is still very problematic, as US and EU complaints testify. But it
is unrealistic to expect a quick, across-the-board fix in such a continent-wide, fragmented
economy. The EU position on IPRs in China should have more long-term considerations in
mind. That would suggest a more restrained and selective agenda. The EU should pick its
fights judiciously. EU policy should focus only on those issues where the net benefits from
IPRs are crystal-clear, leaving others to private settlement and legal adjudication. Priority
issues should be IPR enforcement in essential drugs, and big-ticket services and investments.
This matters for a fairly broad range of producer and consumer interests in the EU, and indeed
in China. Less important are pirated DVDs and geographical indicators (Gls). These affect
only a very small knot of EU producers, but they still come at the top of the EU’s IPR priority



list.

Services and investment liberalisation

Both the EU and the USA are pushing China to further open restricted markets in services and
investment. This would require going beyond WTO commitments. Services and investment
are intimately related, for US and EU firms are centrally interested in FDI in services sectors
in China. Here they face high regulatory hurdles (Figure 1). The EU could target FDI opening
in the most restricted sectors, e.g. electricity, banking, telecoms, air and sea transport. This
would of course be in the interest of EU multinational enterprises in these sectors, but it
would also benefit China. It would create domestic jobs, spur competition that would lead to
product differentiation (thereby creating profitable opportunities for local enterprises), and
stimulate and deepen domestic consumption (which would help “rebalance growth” with less
reliance on investment and exports). Hence there is a potential alignment of foreign and
domestic interests, as has happened with FDI opening in services sectors in other emerging

markets. But it will still face stiff opposition, especially from entrenched SOEs.

Chinese outward investment

Overseas investments by Chinese enterprises have been growing significantly (Figure 7).
SOEs such as CNOOC, PetroChina and Nanjing Auto have dominated foreign acquisitions;
private firms with strong government links, notably Lenovo and Haier, have also been
involved; and leading state-owned banks such as ICBC have taken minority stakes in big
banks abroad. China now has its own SWFs, built on the back of swelling foreign-exchange
reserves and with USD 300 billion in combined assets. They have been investing in banks and

private-equity groups abroad.

Chinese SOEs are plagued with domestic distortions: subsidies, managed prices, politicised
management and investment decisions, and so on. Not least, FDI and assorted domestic
regulatory restrictions protect them from foreign competition. Hence they are easy targets for
investment protectionism in host countries, as CNOOC found to its cost when it tried to make
a big US acquisition. Investment-screening procedures of foreign SOEs have been tightened
in the USA, with a similar trend in some EU member-states, Canada, Australia — and even in
China. Loose language in relevant legislation could open backdoors to protection of domestic



enterprises from foreign enterprises. At the same time, there is considerable anxiety in the

West about investments made by SWFs, with concomitant calls for tighter regulation.

It is obviously in China’s interest to contain these pressures and keep the door to outward FDI
as open as possible. The EU and China could agree to transparency standards for SOEs and
SWEFs, and establish joint procedures to deal with difficult cases. More fundamentally,
China’s increasing investments abroad should make it more amenable to quid pro quos related
to restraining protectionism at home — including FDI protectionism — and further opening its

markets in investment and services.

Norms and standards

Among the Chinese regulatory barriers the EU highlights are subsidies, government
procurement, and norms and standards. It is difficult to handle subsidies in a bilateral setting:
they are by nature non-preferential with respect to foreign markets and demand unilateral or
multilateral solutions (or a combination of the two). Government procurement is also
problematic due to the prominent role of sub-central authorities (e.g. EU member-states and

sub-national regions, Chinese provincial and municipal governments).

Norms and standards are different. They are of bread-and-butter interest to business, and they
should be a priority on a bilateral trade-and-investment agenda. This is of course a dense
regulatory thicket ranging across several sectors. It should cover core SPS and TBT measures,
such as food-safety and product-safety standards; and both sides should work on closer
regulatory cooperation and joint procedures in areas of considerable friction (following the
example of the US-China SED on product-safety measures after exports of Chinese toys were

found to be unsafe).

Summary

The EU and China should not overcrowd the HLTED, and by extension PCA negotiations,
with a large wishlist. Rather they should select priority issues for careful scrutiny and
discussion; issues that are amenable to mutually beneficial bargains. China wants MES and
greater disciplines on trade remedies. It also wants an open door and legal protection for its
increasing foreign investments. The EU wants better IPR enforcement, more open markets in



services and investment, and more transparent, predictable norms and standards. These issues

should form the basis for quid pro quos.

3. Conclusion

The first part of this paper covered broad Chinese trade-policy trends post WTO accession:
implementation of WTO obligations; dispute settlement; participation in the Doha round;
PTAs; and unilateral measures. In sum: China has a mixed record on WTO implementation; a
flurry of litigation has followed several years of diplomatic reconciliation in dispute
settlement; and China has been passive in the Doha round. In contrast, it has been very active
with PTAs, setting off a “domino effect” in east Asia. But its PTAs are “trade light”, driven
more by foreign policy than commercial considerations. Finally, unilateral liberalisation — the
driving force of external opening in the 1990s — has slowed down. There has been little
“WTO-plus” liberalisation, while measures of selective protection, especially related to

foreign investment and industrial-policy targeting, have increased.

The challenge for China is to contain protection and stimulate further unilateral liberalisation
related to domestic structural reforms. That means tackling non-border, but still trade-related,
regulatory barriers, especially in investment and services. Cleaning up PTAs and
strengthening participation in the WTO are important auxiliary objectives. This should be

seen in the context of further liberalising the Chinese economy and “rebalancing growth”.

The second half of the paper focused on EU-China commercial relations. This has rapidly
become one of the key bilateral relationships in the world economy. We covered patterns of
bilateral trade and FDI; macroeconomic issues that are a source of trade friction, i.e. the
bilateral deficit and the exchange rate; more micro market-access issues; and the institutional
framework for EU-China relations. We argue that the EU is wrong to target the bilateral
current-account deficit and the yuan exchange rate: this is based on (distinctly dodgy) do-it-
yourself economics. But it has legitimate market-access complaints, especially on standards,
subsidies, IPR, investment and services — just as China has legitimate complaints about access
to the EU market (concerning standards, contingent protection and the lack of market-
economy status). We oppose a bilateral PTA as the means to tackle these issues. Its
discriminatory effects would be potentially trade-diversionary and dangerously system-
fragmenting. In any case, it is politically infeasible in the short term. Rather we advocate



strengthened, more institutionalised bilateral regulatory cooperation through which these
issues can be dealt with to mutual advantage. That brings the new EU-China High Level
Trade and Economic Dialogue into play. The latter's objectives should be damage limitation,
ie. to contain protectionism at both ends, make incremental advances for reciprocal market
access, and generally deepen “constructive engagement”. Specifically, we argue for a series of
quid pro quos on the market-access issues mentioned above. If successful, that would be an
important contribution to smoothening China’s further integration into the global economy —

and into the international political system.

REFERENCES

Antkiewicz, A. and Whalley, J. (2005), China's new regional trade agreements, The World
Economy, Vol. 28, No. 10, October.

Barysch, K., Grant, C. and Leonard, M. (2005), Embracing the Dragon: The EU's

Partnership with China, Centre for European Reform, London.

Beattie, A. and Williams, F. (2008) Doha trade negotiations end in failure after impasse on

protection for farmers, Financial Times, July 30.

Athukorala, P. (2006), Product fragmentation and trade patterns in east Asia, Asian Economic
Papers, Vol. 4, No.3, pp. 1-27.

Athukorala, P. and Hill, H. (2008), fill in details

Baldwin, R. (2006), Multilateralising regionalism: spaghetti bowls as building blocs on the
path to global free trade, The World Economy, Vol. 29, No.11, pp.1451-1518.

Bhattasali, D., Shantong, L. and Martin, W. (2004), China's Accession to the World Trade



Organisation, Policy Reform and Poverty Reduction, World Bank,Washington DC.

Corden, M. (2007a), Those current-account imbalances: a sceptical view, The World Economy,
\ol. 30, No. 3, March, pp.363-382.

Corden, M. (2007b), Exchange-rate policies and the global imbalances: thinking about China
and the IMF, London: Bank of England (James Meade Centenary Conference), July.

Dreyer, I. And Erixon, F. (2008), An EU-China trade dialogue: a new policy framework to
contain deteriorating trade relations, ECIPE Policy Brief No. 3, 2008, European Centre for

International Political Economy, Brussels, www.ecipe.org

Dunaway, S. and Li, X. (2005), Estimating China's “equilibrium” real exchange rate, IMF:
Washington DC, October, Working Paper WP/05/202.

Dunaway, S. Leigh, L. and Li, X. (2006), How robust are estimates of equilibrium real
exchange rates? The case of China, International Monetary Fund:Washington DC, October,
Working Paper WP/06/220.

European Commission (2006a), Accompanying COM(2006)631 final: Closer partners,
growing responsibilities: a policy paper on EU-China trade and investment: competition and
partnership, Brussels (Commission Working Document, COM(2006)632 final),
www.trade.europa.eu/doclib/docs/2006/October/tradoc_130791.pdf

European Commission (2006b), Global Europe: competing in the world: a contribution to the
EU's jobs and growth strategy, Brussels. Communication from the Commission to the
Council, the European Parliament and the Committee of the Regions (COM(2006)567 final;
Staff Working Document SEC/2006/1230), October,
www.trade.europa.eu/doclib/docs/2006/October/tradoc_130370.pdf

European Commission (2007), “Anti-dumping, anti-subsidy, safeguards.” Statistics covering
the full year 2007, Brussels (Interim Report 2007/12),
www.trade.europa.eu/doclib/docs/2007/April/tradoc_134456.pdf



http://www.ecipe.org/
http://www.trade.europa.eu/doclib/docs/2006/October/tradoc_130791.pdf
http://www.trade.europa.eu/doclib/docs/2006/October/tradoc_130370.pdf
http://www.trade.europa.eu/doclib/docs/2007/April/tradoc_134456.pdf

Freytag, A. (2008), That Chinese “juggernaut” -- should Europe really worry about its trade
deficit with China? ECIPE Policy Brief No. 2, 2008, European Centre for International

Political Economy, Brussels, www.ecipe.org

Gao, H. (2005), Aggressive Legalism: The East Asian Experience and Lessons for China, in
Gao, H. and Lewis, D. (eds.),Chi nadés Par t i c jQGanseron May London, pa
315-351.

Gao, H. (2007a), China's Participation in the WTO: A Lawyer's Perspective, Singapore
Yearkbook of International Law, pp. 1-34.

Gao, H. (2007b) Taming the Dragon: China's Experience in the WTO Dispute Settlement
System, Legal Issues of Economic Integration, Vol. 34, No. 4, pp. 369-392.

Greene, M., Dihel, N., Kowalski, P. and Lippoldt, D. (2006), China's trade and growth: impact
on selected OECD countries, OECD Trade Policy Working Paper no. 44, 28 November,
TD/TC/WP(2006)10/FINAL. Available at www.oecd.org/trade

lanchovichina, E. and Martin, W. (2001), Trade liberalisation in China's accession to the
World Trade Organisation, World Bank Policy Research Working Paper 2623, from

www.worldbank.org

Kawai, M. and Wignaraja, G. (2008), Regionalism as an engine of multilateralism: the case
for a single east-Asian FTA, ADB Working Paper on Regional Economic Integration No.14,
February 1, Asian Development Bank Institute: Tokyo.

Kommerskollegium (2007), Adding Value to the European Economy: How Anti-dumping Can
Damage the Supply Chains of Globalised European Companies, Stockholm:

Kommerscollegium.

Lardy, N. (2002), Integrating China into the Global Economy, Brookings Institute,
Washington DC.

h e

WT C


http://www.ecipe.org/
http://www.oecd.org/trade
http://www.worldbank.org/

Mattoo, A. (2003), China's accession to the WTO: the services dimension, Journal of

International Economic Law, Vol. 6, No. 2, pp.299-339.

Messerlin, P. and Wang, J. (2008), Redesigning the European Union's trade-policy strategy
towards China, Joint GEM-ECIPE Working Paper no. 04, available at www.ecipe.org

Paulson, H. (2008), A strategic economic engagement: strengthening US-Chinese ties,

Foreign Affairs, September/October.

Sally, R. (2006), FTAs and the prospects for regional integration in Asia, ECIPE Working
Paper 1, www.ecipe.org/publications/2006/WPnol 06_Sally.pdf

Sally, R. (2007), Looking East: the European Union's new FTA negotiations in Asia, Jan
Tumlir Policy Essay no. 3, European Centre for International Political Economy, Brussels,

WWW.ecipe.org

United States Special Trade Representative (2008), National Trade Estimate Report on
Foreign Trade Barriers: China, www.ustr.gov

World Trade Organisation (2008), Trade Policy Review: China, www.wto.org
Zoellick, R. (2005), Whither China:from membership to responsibility? Speech on US-China

relations and remarks to the National Committee on US-China relations, New York,

September 21, www.state.gov/s/d/former/zoellick/rem/53682.htm

FIGURES

Table 1: Average Applied Tarrifs (unweighted in %)

Country/ economy 1985 1990 1995 2000 2005
EU 8,7 4,3 2,2 2,5
us 6,3 4,3 3,6 3,0
Brazil 51,0 32,2 13,2 16,6 12,2
Russia Federation - c.7,3 d. 11,2 11,1 10,0
India 100,0 81,8 41,0 32,7 16,0
Indonesia 27,0 20,6 14,0 7,8 6,5
China a. 38,1 40,3 22,4 16,2 9,0
South-Afric b. 29,0 11,0 d. 15,0 6,9 7,8

a. 1986

b. 1984
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c. 1993
d. 1996

Note: All tariffs rates are based on unweighted averages for all goods in ad valorem rates, or applied rates, or
MFN rates whichever data is available in a longer period.

Source: World Bank http://siteresources.worldbank.org/INTRES/Resources/tar2005.xls



Table 2: Bound and Applied MFN Tariffs (World Bank Source 2005)

Share of Lines

Binding Simple Mean Simple Mean Simple Mean Simple Mean Weighted Share of Lines with Spec
Country/ economy Year Coverage Bound Rate Tariff Tariff Tariff Mean Tariff (All | with Int. Peaks Ratgs ’
(All Goods) (All Goods) (Manufactures) | (Agriculture) (All Products) Products) (All Products) (All Products)

EU 2005 100,0 4,2 1,7 7,9 2,7 2,0 6,7 9,0
us 2005 100,0 3,6 3,3 2,8 3,2 1,6 6,1 5,9
Japan 2005 99,7 3,0 2,3 8,4 3,3 2,5 8,1 2,7
Brazil 2005 100,0 31,4 12,6 7,9 12,3 7,1 27,7 0,0
Russia 2005 0,0 - 11,5 10,7 11,4 9,6 17,9 16,0
India 2005 73,8 49,6 15,9 24,4 17,0 14,5 15,5 3,5
Indonesia 2005 96,6 37,1 6,4 7,2 6,5 6,0 8,7 0,0
China 2005 100,0 10,0 9,2 8,8 9,2 4,9 19,1 0,0
South-Africa 2005 96,3 19,4 8,8 54 8,5 54 21,3 1,0
Low and Middle Income Countries - 76,2 34,8 9,4 9,0 12,3 6,1 17,8 0,9
High Income Non-OECD - 67,3 21,3 3,7 6,3 4,1 1,2 5,0 0,8
High Income OECD - 98,6 7,4 3,0 3,7 31 2,0 3,7 0,0

Note for all countries except Russia: Rates are either partially or fully recorded applied rates. All other simple and weighted tariff rates are MFN rates.
Source: http://siteresources.worldbank.org/INTRES/Resources/469232-1107449512766/WDI_table6_7_tariff_barriers.xls




Table 3: Coverage Ratio of Non-tariff Barriers in
Import Trade

(Unweighted/ Simple Averages in %)

1997-

Country 1984-87 | 1988-90 | 1991-93 2000 2001
Brazil 35.3 3.2 15 - 3,8
Russia - - - - 0,9
India 80.7 65.4 62.6 - 34,7
Indonesia 94.7 9.4 2.7 3.1 1,8
China 10.6 23.2 11.3 5.7 7,6
South-

Africa - - - - 1,1

Note: Calculated as percentage of import value of HS6 tariff lines

affected by NTBs in total imports. NTBs include quantitative

restrictions in the form of all types of licenses and import authorization,

quotas, import prohibitions, advanced import deposits, foreign

exchange restrictions, fixed customs valuations, and state trading
monopolies. Figures reported under a given sub-period relates a
single year within that sub-period.
Source: Hoekman, Mattoo and Engels (2002) Development, Trade
and the WTO: A Handbook, World Bank (Table A-4 Appendix) and

WTO, Trade Policy Review i Country Report (various). Figures for
2001 come from World Bank:
siteresources.worldbank.org/INTRES/Resources/469232-
1107449512766/ntb2001.xIs




Figure 1. OECD FDI Regulatory Restrictiveness Scores (1 = closed, 0 = open)
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Table 4: World Ranking in Ease of Doing Business (2007)

Countyesoramy| ong | S92 | i | Enplomo | Regseng | Cottg | Protetng | P | pcoss | S | clsng s
usiness Licenses Borders
us 3 4 24 1 10 7 5 76 15 8 18
Singapore 1 9 5 1 13 7 2 2 1 4 2
Hong Kong 4 13 60 23 58 2 3 3 3 1 15
Japan 12 44 32 17 48 13 12 105 18 21 1
Brazil 113 120 95 116 109 80 62 139 70 112 136
Russia 112 45 172 102 44 156 81 126 155 19 81
India 120 111 134 85 112 36 33 165 79 177 137
Indonesia 123 168 99 153 121 68 51 110 41 141 136
China 83 135 175 86 29 84 83 168 42 20 57
South-Africa 35 53 45 91 76 26 9 61 134 85 68

Note: The numbers correspond t o e @ashofdoimgbosinesy d@nd onaaghyof tkegen topcs thed corkprise the averallt h e
ranking.

Source: The World Bank Doing Business Databas: http://www.doingbusiness.org




Table 5: Indicators for Trading Across Borders (2007)

Ease of

Trading Documents | Time for Cost to Documents for | Time for Cost to import

Across for export export export (US$ import import (US$ per

Borders (number) (days) per (number) (days) container)

(World container)

Ranking)
OECD - 4.5 9.8 905 5 104 986
us 15 4 960 5 1,16
Singapore 4 416 4 367
Hong Kong 3 4 525 4 525
Japan 18 4 10 989 5 11 1,047
Brazil 70 8 18 1090 7 22 1240
Russia 155 8 36 2050 13 36 2050
India 79 8 18 820 9 21 910
Indonesia 41 5 21 667 6 27 623
China 42 7 21 390 6 24 430
South-Africa 134 8 30 1,087 9 35 1,195

Note: The costs and procedures involved in importing and exporting a standardized shipment of goods are detailed under
this topic. Every official procedure involved is recorded i starting from the final contractual agreement between the two

parties, and ending with the delivery of the goods.

Source: The World Bank Doing Business Database: http://www.doingbusiness.org




Figure 2: Total Trade (Goods and Services) in bin US$ (1980-2006)
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Figure 3: Inward FDI in bin US$ (1980-2006)

Inward FDI Flow for BRIICS in bin US$ (1980-2006)
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Figure 4: Share in Global Trade in Goods and Services (2006)

BRIICS Share of World Goods & Services Trade (2006)
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Figure 5: Trade (Goods and Services) / GDP in percentages (1980-2006)
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Figure 6: Global Inward FDI Stock in percentage shares (2006)

Share of Global Inward FDI Stock for BRIICS (2006)
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Figure 7: Outward FDI flows for BRIICS in bin US$ (2000-2006)
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Table 7: Recently Established or Proposed RTAs/CEPAs by China (2000-2007)

Partner country Type Status
ASEAN CEPA Under Implementation
Costa Rica FTA Proposed/Under consultation and study
ASEAN+3 FTA Proposed/Under consultation and study
ASEAN+6 FTA Proposed/Under consultation and study
New Zealand FTA Signed
Australia FTA FTA Under Negotiation
Chile FTA Under Implementation
Gulf Cooperation FTA Under Negotiation
Hong Kong CEPA Under Implementation
Iceland FTA FTA Under Negotiation
India RTA Proposed/Under consultation and study
Japan-Korea FTA Proposed/Under consultation and study
Korea FTA Proposed/Under consultation and study
Macao CEPA Under Implementation
Norway FTA Proposed/Under consultation and study
Pakistan FTA Under Implementation
Peru FTA Proposed/Under consultation and study
Singapore FTA Signed
South Africa FTA Proposed/Under consultation and study
South African Customs Union CU/FTA Under Negotiation
Thailand FTA Under Implementation
Shanghai Cooperation Organization FTA Proposed/Under consultation and study

Source: FTA database for Asia at the Asian Regional Integration Centre (ARIC), Asian Development
Bank: www.aric.adb.org




Figure 8: Map of FTAs in Asia as of 2008
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Table 8: Leading Partner Countries of the EU27 in Merchandise Trade (excl. Services) i
(excluding intra-EU trade)

EU Imports + EU Exports 2007 2006 2005 2004 2003
Rank Mio euro Rank Mio euro Rank Mio euro Rank Mio euro Rank Mio euro
World 2.661.077 2.510.656 2.233.196 1.980.462 1.804.482
USA 1 441.731 1 444.201 1 416.702 1 394.869 1 385.406
China 2 302.643 2 258.603 2 212.225 2 177.068 2 147.693
Russia 3 232.339 3 213.125 3 169.518 4 129.983 5 107.869
Switzerland 4 169.410 4 159.316 4 149.233 3 137.213 3 130.471
Japan 5 121.560 5 122.014 5 117.815 5 118.101 4 113.365
Norway 6 119.850 6 117.622 6 101.053 6 86.074 6 78.685
Turkey 7 99.424 7 91.686 7 80.706 7 72.865 7 58.109
South Korea 8 64.156 8 63.626 8 54.676 8 48.601 8 42.451
India 9 55.644 9 46.989| 10 40.408 12 33.523 14 28.636
Brazil 10 53.797| 12 44.914 11 40.182 11 35.884 11 31.509
ASEAN - 6 131.809 125.880 115.560 110.918 104.016

Source: DG Trade Statistics, European Commission (http://ec.europa.eu/trade/issues/bilateral/dataxls.htm) / Eurostat




Table 9: Leading Import and Export Countries of the EU27 Merchandise Trade 2007 (excluding intra-EU trade)

Country EU Im.ports + Exports EU.Imports from EQ Exports to
Rank Mio euro % world Rank Mio euro % world Rank Mio euro % world

World 2.661.077 100,0 1.423.025 100,0 1.238.052 100,0
USA 1 441.731 16,6 2 180.621 12,7 1 261.111 21,1
China 2 302.643 11,4 1 230.945 16,2 4 71.698 5,8
Russia 3 232.339 8,7 3 143.314 10,1 3 89.025 7,2
Switzerland 4 169.410 6,4 5 76.736 54 2 92.675 7,5
Japan 5 121.560 4,6 4 77.867 55 6 43.693 3,5
South Korea 8 64.156 2,4 8 39.367 2,8 12 24.788 2,0
India 9 55.644 2,1 11 26.200 1,8 9 29.444 2,4
Singapore 15 38.959 15 16 18.362 1,3 18 20.597 1,7
Malaysia 24 29.307 1,1 18 17.938 13| 25 11.369 0,9
Thailand 26 24.477 0,9 20 16.601 1,2 32 7.876 0,6
Indonesia 32 18.165 0,7 23 12.745 0,9 37 5.421 04
Vietnam 39 11.390 04| 34 7.796 05| 46 3.594 0,3
Philippines 40 9.512 04| 40 5.555 04| 43 3.957 0,3

ASEAN - 6 131.809 5,0 78.996 5,6 52.814 4,3

Source: DG Trade Statistics, European Commission (http://ec.europa.eu/trade/issues/bilateral/dataxls.htm) / Eurostat

Table 10: Leading Import and Export Countries of the EU27 Services Trade 2007 (excluding intra-EU trade)

Country EU Imports + Exports EU Imports from EU Exports to
Rank Bln euro % world Rank BIn euro % world Rank Bin euro % world
World* 899,7 100,0 406,0 100,0 493,7 100,0
USA 1 262,5 29,2 1 125,6 30,9 1 136,9 27,7
Japan 2 32,6 3,6 2 13,3 3,3 2 19,3 3,9
China 3 30,4 3,4 3 13,0 3,2 3 17,4 3,5

*World is calculated excluding intra-EU trade
Source: DG Trade Statistics, European Commission (http://ec.europa.eu/trade/issues/bilateral/dataxls.htm) / Eurostat




Table 11: FDI Inflow/ Outflow and Inward/Outward FDI Stock for EU27 with partner countries

in Min Euros
2006 2005 2004
Country FDI FDI Inward Outward | FDI FDI Inward Outward FDI Inward Outward
Inflow Outflow Balance | Stock Stock Inflow Outflow Balance | Stock Stock FDI Inflow | Outflow Balance | Stock Stock

USA 75.624 71.970 -3654| 953.716| 934.309 67.289 31.292 -35997| 874.540 850.366 11.522 15.496 3974| 842.190 815.787
China 2.198 6.000 3802 3.568 32.714 -116 6.241 6357 1.112 28.171 518 3.868 3350 1.811 22.465
Russia -460 10.389 10849 12.659 52.249 2,777 9.596 6819 12.315 33.277 261 6.013 5752 5.762 21.615
Switzerland 16.714 20.889 4175| 247.764| 333.204 18.849 74.442 55593| 240.110 310.806 16.588 -11.872 -28460| 233.457 250.399
Japan 13.648 491 -13157 99.264 75.516 -4.622 11.920 16542 82.701 90.161 8.156 5.814 -2342 89.211 79.463
South Korea 960 1.277 317 7.581 29.174 1.276 5.006 3730 6.143 28.873 1.420 1.953 533 5.498 20.582
India 480 2.471 1991 3.197 13.432 547 2.452 1905 2.517 11.142 1.562 1562 680 9.074
Singapore 5.009 10.246 5237 40.041 54.317 -2.026 -188 1838 28.173 48.752 451 2.696 2245 17.711 45.847
Malaysia -244 1.692 1936 2.723 8.875 431 683 252 1.729 7.961 13 1.094 1081 1.661 8.074
Thailand 10 1.164 1154 153 9.245 32 162 130 114 8.665 15 316 301 189 7.964
Indonesia -495 -2.047 -1552 -3.309 9.501 400 4.038 3638 -2.607 10.890 80 204 124 403 7.115
Vietnam - - - - - - - - - - - - - - -
Philippines -122 812 934 940 5.941 154 171 17 1.100 4.844 1.841 446 -1395 1.034 4.288

ASEAN 3.817 12.101 8284 41.137 89.763 -1.059 4.754 5813 29.394 82.838 2.407 4.726 2319 22.222 75.261

Source: DG Trade Statistics, European Commission (http://ec.europa.eu/trade/issues/bilateral/dataxls.htm) / Eurostat




Table 12: EU Member States and Chinese Provinces GDPs per capita (2005 US$ in PPP)

EU27 Chinese Provinces Classification
and - - -
Asian Countries GOP per cap [a] GO per cap o] we WTO
Luxemburg 70.014
Ireland 38.058
Netherlands 34.724 Developed
Countries
Austria 34.108
Denmark 33.626
Belgium 32.077
Sweden 31.995
UK 31.580
Germany 30.496
Finland 30.469
France 29.644
Italy 27.750
Spain 27.270
Greece 25.520 | Shanghai 25.476
Cyprus 24.473
Slovenia 23.004 | Beijing 22.285
Mostly
Developing
Countries
High
Income
Malta 20.410
Czech Rep. 20.281
Portugal 20.006
Hungary 17.014 | Tianjin 18.258 Upper
. Middle
Estonia 16.654 Income
Slovak Rep. 15.881 | Zhejiang 14.289
Lithuania 14.085 | Guangdong 13.478 | Shanghai 13.735
Poland 13.573 | Jiangsu 12.494
Latvia 13.218 | Shandong 10.257 | Beijing 12.015
Romania 9.374 | Liaoning 9.461 | Tianjin 9.844




Bulgaria 9.353 | Fujian 9.209
Nei Mongol 8.659 | Zhejiang 7.704
Hebei 7.351| Guangdong 7.267
Thailand 6.869 | Heilongjiang 7.020 | Jiangsu 6.736
Jilin 6.760 | Shandong 5.530
Xinjiang 6.628 | Liaoning 5.101
Shanxi 6.135| Fujian 4.965
Hainan 5.543 | Nei Mongol 4.669
Henan 5.528 | Hebei 3.963
Hubei 5.371| Heilongjiang 3.785
Ningxia 5.182 | Jilin 3.645
Qinghai 5.125 | Xinjiang 3.574
Shaanxi 5.100 | Shanxi 3.307
Hunan 4.821 | Hainan 2.988
Chongging 4.812 | Henan 2.980
Jianxi 4.647 | Hubei 2.896
Xizang 4.562 | Ningxia 2.794
Sichuan 4.267 | Qinghai 2.763
Guangxi 4.233 | Shaanxi 2.749 Low
Anhui 4.097 | Hunan 2.599 el
Income
Yunnan 3.907 | Chongging 2.595
Gansu 3.744 | Jianxi 2.505
Guizhou 2.503 | Xizang 2.459
Least
Developed
Countries
Sichuan 2.300
Vietnam 2.142 Guangxi 2.282
Anhui 2.209 Low
Yunnan 2.106 Income
Cambodia 1.453 Gansu 2.015 [N
Bangladesh 1.268 Guizhou 1.349

Source and notes:

[a] Based on previous PPP rates (WDI, World Bank, 2007)
[b] Based on new (preliminary) PPP rates (2005 International comparison program: preliminary results, World Bank, 2007)

[c] There is no official definition for '‘Developing Country' in the WTO




Figure 9: A Broader View of the EU-China Trade Deficit: The Import Side

Graph 2. A broader view of the EU-China trade deficit: the import side
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Table 13: Intra-EU Trade and Trade with China with the EU Member States (EUMS)

Trade Indicators EU 27 with China Trade Deficit % of GDP
Annual Growth Rate Export-Import Trade with Intra EU
EU 27 (2000-2006) Ratio China Trade
Export Import 2000 2006 2006 [a] 2005
[1] [2] [3] [4] [5] 6]

Trade with China: EUMS with export growth rates higher than import growth rates
Latvia 133,0 34,4 0,4 10,5 -1,1 -16,2
Estonia 76,4 12,5 4,3 63,6 -1,1 -11,8
Malta 72,7 9,6 3.3 50,0 -1,3 -30,0
Slovakia 61,1 25,4 52 23,6 -15 -0,5
Cyprus 44,2 10,3 0,8 3,9 -1,7 -20,0
Hungary 55,3 26,9 4,3 14,3 -4,2 2,8
Poland 33,6 15,6 7,1 17,1 -1,2 -2,3
Ireland 31,9 15,6 22,4 49,5 -0,6 12,2
Portugal 26,2 12,5 13,9 27,7 -0,4 -8,9
Lithuania 39,9 26,7 2,2 4,1 -2,7 -9,2
Slovenia 23,2 12,7 10,7 18,4 -0,9 -9,3
Greece 24,7 15,7 4,4 6,8 -0,9 -9,3
Czech Republic 28,1 22,9 9,5 12,2 -2,3 3,1
France 15,3 11,7 42,0 50,8 -0,5 -2,1
Germany 19,4 16,7 55,2 63,3 -0,7 4,3
Spain 20,7 19,6 13,4 14,1 -1,2 -3,6

Trade with China: EUMS with export growth rates smaller than import growth rates
UK 12,3 12,6 17,0 16,7 -1,3 -3,1
Italy 15,7 16,9 33,9 31,8 -0,9 -0,1
Denmark 13,6 15,6 29,7 26,6 -1,2 2,4
Belgium 13,9 16,8 334 28,6 -2,4 7,3
Netherlands 20,0 23,6 12,8 10,8 -5,5 23,0
Austria 14,0 19,9 69,6 51,5 -0,5 -4,4
Sweden 1,6 13,2 109,9 57,5 -0,6 -0,6
Finland 51 21,1 156,4 66,9 -0,6 -0,1
Bulgaria 315 47,8 16,2 8,1 -3,4 -
Romania 11,0 44,7 49,2 10,0 -2,0 -
Luxemburg 21,1 84,6 76,4 6,1 -11,4 2,1
EU 27 16,3 17,4 34,7 32,9 -1,2 -
EC 6 [b] 17,9 18,0 39,4 39,1 -1,2 32
EC 9 [b] 10,6 14,9 30,7 24,4 -1,2 -2,6
EC 12 [b] 36,0 23,2 8,4 15,2 .11 [c]-1,7
Eurozone 17,4 18,1 38,8 37,4 -2,0 1,7
Non-Eurozone 11,8 15,5 24,3 20,0 -1,1 -2,0

Notes:

[a] 2006 trade deficit in percentage of 2005 GDP.

[b] EC 6: the foudning EU member states' EC 9 the nin EU member states having acceded before 1995; EC 12: the EU
member states having acceded since 2004.

[c] Excluding Bulgaria and Romania. Underlined EU member states are eurozone members in 2008

Source: Eurostat, Trade Statistical Yearbook (2006), Eurostat Press Release (26 November 2007)




