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ABSTRACT

POLITICAL ECONOMY OF CHINA' S FO-
REIGN TRADE POLICY

Most of economists, who prefer either to the clas-
sical trade theory or to the latest emerging new
trade theory, adhere to the doctrine of free trade.
However, the perplexity between theoretical ideol-
ogy and ever-lasting protectionism in reality
demonstrates that the political decision-making
process of trade palicy is often less understood or
even ignored. Political economy of trade policy, or
simply called the endogenous tariff theory, may of-
fer a plausible and decent answer to the dilemma
from the perspective of income distribution rather
than economic efficiency.

The book is basically an analvtical-cum-empirical
study of trade politics in China on the basis of the latest
theoretical development of political economy of trade.
For this purpose, Chinese trade policies, including
trade development strategv, export and import
regime, and trade liberalization reform are thor-

oughly examined so as to yield a comprehensive and



far-reaching insight into the political economy of
trade policy in China. In particular, the pattern of
trade protection of industrial sectors is studied by
cross-sector and time series data to explain its polit-
ical and economic determinants. Instead of figuring
out an optimal trade strategy and reform package
for the government, the aim of study attempts to
present a profound understanding to the distorted
trade regime and piecemeal trade liberalization pro-
cess of China, the country never exploited in previ-
ous case studies but significantly impacting on
world trade.

The book is arranged for nine chapters. In Chap-
ter 1, the research background, motif, methodology
and structure of study are deliberately explained. Chap-
ter 2 reviews the literature in the realm of political e-
conomy of trade policy from the perspective of theoreti-
cal framework, analytical approaches and empirical
studies. Chapter 3 discusses the nature of Chinese po-

litical system and institutional characteristics in the



decision-making process, and argues that economic
transition, including trade reform, should be better
understood in view of political logic. Illustrated by
a number of case studies, Chapter 4, 5 and 6 de-
scribe main playing roles of trade policy decision-
making in China, e.g. the party and central gov-
ernment, domestic interest groups, external pres-
sure of world trade system and foreign govern-
ments. A formal revised model of political economy
of trade protection, which is fit to Chinese political
institution, is developed in Chapter 7, and then
used as a benchmark to produce regression models
to estimate determination of industrial trade protec-
tion structure in Chapter 8. Meanwhile, a data
bank with the uniform classification standard is es-
tablished to constitute empirical samples. Finally,
in Chapter 9, 1 summarize main conclusions of the
study and give the outline for further research.

The general conclusions of the book are as fol-

lows:



1. Due to the politically institutional features
of market-preserved authoritarianism and state ac-
tivism, party ideology, government preference and
national interests are the most essential factors in-
fluencing the decision-making of trade policy in
China. More specifically, trade planning, trade
flow controlling, export promotion and import sub-
stitution , industrial policy, national economic secu-
rity and balance of payment are concrete objectives,
and the policies of trading rights, automatic import
registration, automobile production, grain import
and banking service are those typical cases.

2. Thanks to the gradual political democrati-
zation and fast economic growth, more diversified
soctal interests become virtually legitimate and ac-
tive in a oorporatism state, consequently leading to
their increasing lobbying pressures and rent-seeking ac-
tivities for mmport protection and export preferential
trade policies. Bureaucracy in central executive bod-

ies and local governments, favored in “clientelism”



net-work culture, appear to be a dominated interest
group, while others, mainly composed of domestic en-
terprises of various kinds, foreign investors, military,
and consumers, however only have a marginal or di-
minishing impact on the decision-making. Such an
argument can be demonstrated by several case stud-
ies, for example, the policies of protecting telecom-
munication sector, import quota and license re-
quirement, export quota bidding, foreign exchange
retention and multiple exchange rates, antidump-
ing enforcement and anti-smuggling campaign.

3. With the integration into the world econo-
my, Chinese authority can no longer make final de-
cisitons by neglecting the world trade institution
settings and international collective actions. The
prevailing diplomatic strategy and trade philosophy
of foreign governments as well as commercial inter-
est of multinational corporations will impose a more
lsignificant external pressure on China to ratchet

up her trade liberalization reform in the context of



multilateralism (WTQO), regionalism (APEC) and
bilateralism ( mainly with the United States). On
the other hand, in the long run, China will benefit
hersell from bargain-induced trade reform by fully
integrating into a market-oriented and rule-based
world economy.

4. The trade protection rates ( nominal tariffs,
non-tariff barriers, and effective protection rates)
are not only relatively high but also quite dispersed
among 36 Chinese industry sectors, which reflects
both national strategic activism and different iobbying
capacity of interest groups. The empirical study in-
dicates that those sectors which have the character-
istics of higher labor productivity, higher compara-
tive advantage, higher backward linkage, higher
labor intensity, higher profits and tax creating,
lower value-added proportion of public enterprises
and higher consumer-goods ratio are usually able
to obtain higher nominal and effective protection.

Additionally , there is the complementary relation



between tariffs and non-tariff barriers. The result
of regressions shows the “social concern model” in
the literature seems to be more appropriate to ex-
plain China’ s trade protection pattern than the
“self-interest model” . Nevertheless, the social con-
cern herein primarily deals with implementing gov-
ernmental industrial policy, rather than mitigating
structural adjustment cost and pursuing the equality
of income distribution,

As regards policy implications, the study ar-
gues that if trade liberalization reform could be vi-
able in the future in China, leaders in the party and
central government have to adopt the nnovative
market-oriented trade philosophy and succeed in
dismantling obstructions of some interest groups by
restructuring political bargaining process in policy-
making. Commitments to international agreement
and institutional rules in the world trade system can
provide China with a benchmark and “bicycle ef-

fect” for the pending reform.
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