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China's external trade: trends and patterns
In 1979, China announced its open door policy to

the world. Since then, China has been trading and invest-

ing with an increasing number of countries as it continu-

ously adopted important features of the market economy.

From an almost autarkic economy before, China has be-

come very dependent on the world economy for markets

as well as for inputs, products, and technology. The ex-

port dependence of the Chinese economy, as measured

by the ratio of its total exports to its GDP, increased from

9 percent in 1980 to more than 20 percent in the 1990s.

The increase in its import dependence ratio, i.e., import

as a percentage of GDP, is just as dramatic—from 10 to

17 percent for the same period. The increase in trade

volume has definitely stimulated its economic growth as

its 1980 GDP quadrupled by 1995, five years earlier than

the target year 2000.

In more specific terms, trade volume grew from

US$38 billion in 1980 to US$290 billion in 1996, at an

average annual rate of 13.5 percent. The rates for ex-

ports and imports were 14.2 and 12.9, respectively. As

to the structure of exports, from 1980 to 1993, export

of primary products declined from a share of 50 percent

in total exports to just 18 percent while export of manu-

factured goods rose from 50 to 82 percent. During this

period, labor-intensive exports grew at a remarkable rate

as the manufacturing sector took advantage of China's

low wage comparative advantage. This trend is expected

to continue for several more decades especially in the

inland areas even as the wage rates in the coastal areas

are likely to rise.

The structural change is similar for imports. Manu-

factured imports increased much more than agricultural

imports, with the ratio of agricultural to manufactured

products declining from 35:65 to 14:86 for the period

1980-1993. Capital-intensive imports also rose very rap-

idly, occupying 72 percent of total imports and 82 per-

cent of manufactured imports in 1993. Dominating such

imports are machinery and technology as well as materi-
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als and equipment necessary for the manufacturing of

exports. Labor-intensive imports declined due to replace-

ment by domestic production. With increasing per capita

income, the demand for consumer goods imports is like-

wise on the rise and can be expected to increase more

sharply.

Reforms and China's external trade
China's trade expansion and changing commodity

structure can be attributed to several factors, most of

which are related to its economic reforms. The market-

based economic reforms oriented the trade system to-

wards trade based on comparative advantage while the

trend towards export-oriented industrialization was pro-

moted by rural reform and foreign direct investments.

rural reform has promoted the growth of nonstate enter-

prises, most of which are engaged in the manufacturing

of exports. In 1991, 74 percent of rural enterprises' out-

put value focused on the industrial sector engaged in

exports, thereby increasing the share of rural enterprise

export to total exports from 5 percent in 1985 to 16

percent in 1991.

Foreign direct investments in China have increased

rapidly as a result of liberalization reforms and structural

changes in the domestic economy. China's potential

market and abundant supply of low cost labor are impor-

tant pull factors for investors. Devaluation of its currency

in 1988 and 1994 also increased foreign investments,

many of which are in the export manufacturing sector.

The contribution to total exports of foreign-funded enter-

prises rose from 1.1 percent in 1985 to 41 percent in

1996.

China's import demand, on the other hand, also

transformed due to the ensuing economic prosperity of

the population and the change in industrial structure.

The increase in the people's ability to purchase in recent

years as well as the changing demographic structure have

accelerated China's import potential for certain consumer

goods. In particular, the demand for personal services,

geriatric goods, household appliances as well as quality

food items has increased and is expected to rise further.

Consistent with its modernization and reform pro-

gram, China continues to place great emphasis in build-

ing up its infrastructure and technological capability.

Hence, the import of advanced technologies to upgrade

its technological level and develop its communication and

Reform in the foreign trade system means adopt-

ing market liberalization policies. China's exports and

imports, initially centrally managed, gradually conformed

to the country's comparative advantage. Mandatory ex-

port plan and export subsidies were abolished in 1991.

In 1994, the Chinese government further liberalized the

foreign trade system by relaxing the import plan, thus

freeing more foreign exchange for nonmandatory imports.

The local governments and exporting enterprises were

given the privilege of retaining a share of the foreign ex-

change earned and could purchase foreign exchange from

the central bank. Tariff rates

were reduced for a few prod-

ucts and nontariff barriers

were lowered.

Rural reform was es-

sentially in the form of rural

industrialization. Boosted by

foreign direct investment,

"Foreign direct investments in China have
increased rapidly as a result of liberalization
reforms and structural changes in the
domestic economy."

"Consistent with its modernization and reform program, China
continues to place great emphasis in building up its infrastructure
and technological capability. Hence, the import of advanced
technologies to upgrade its technological level and develop its
communication and information industries is given high priority."
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information industries is given high priority. Direct invest-

ments that provide such technologies are very welcome

and have been a strong mechanism for technological

upgrading and thus a source of rapid productivity increase

in China.

China's trade with Asean-5
In the last couple of decades up to the Asian finan-

cial crisis in 1997, the external trade of the Asean-5 coun-

tries also grew very rapidly. The average annual growth

rate for the external trade volume of these countries for

the period 1980-1996 was 11.01 percent, much higher

than the world average of 6.64 percent. The growth of

exports of these countries, which was already remark-

ably high in the 1980s,1 even accelerated significantly in

the 1990s (Table 1).

Meanwhile, the growth in national income for all

the Asean-5 countries was faster in the 1990s than the

1980s (Table 2). The average annual growth of GDP for

all the Asean-5 countries increased in the 1990s despite

the decline in the world average due to the long-drawn

recession in the advanced countries during the time. Av-

erage annual growth in total exports of all the five Asean

countries increased from 5.6 percent for the period 1980-

1988 to an average of 15.7 percent for the period cover-

ing 1988-1996. These statistics show that the rapid

growth in the 1980s of China's economy, in particular its

foreign trade, has not been at the expense of the growth

of trade activities of the Asean countries. Instead, China's

economic growth provided a synergistic effect on the re-

gion, promoting economic growth in the Asean-5 coun-

tries.

Merchandise trade between the Asean-5 and China

was active and grew at double-digit rates in the last couple

of decades. For all the Asean-5 countries, trade volume

with China increased at rates faster than for the country's

total trade volume. For the period 1980-1996, Asean-5's

total export to China grew at an average annual rate of

17.8 percent while their total exports combined increased

at 10.5 percent. The Asean countries saw the trade ad-

vantage they could gain from China's rapidly growing

market as well as its industrial growth. They also consid-

ered China a good source of light manufactured goods

and machines and equipment.

__________
1The Philippines, along with Indonesia, was an exception due to

the political and economic crises and instability it faced in the 1980s.

For the most part of the period, the value of China's

export to the Asean countries exceeded the value of its

import from the bloc. However, the trade imbalance has

gradually declined as exports of the Asean countries to

China have been increasing much faster than the coun-

tries' imports from China. Trade between China and the

Asean as a bloc is now roughly balanced.

Despite the high growth in each of the Asean-5's

bilateral trade with China, the share of this bilateral trade

Table 1. Average growth rate of exports: China,
Asean-5 and the World, 1980-1996

1980-1988 1988-1996 1980-1996

China 12.84 15.52 14.17
Asean 5.59 15.67 10.51

Philippines 2.47 14.25 8.20
Singapore 9.25 15.56 12.36
Indonesia  -1.52 12.53 5.27
Malaysia 6.28 17.80 11.89
Thailand 11.88 16.94 14.38

World 4.91 8.46 6.67

Source: International Monetary Fund. Direction of trade statistics.

Table 2. Average annual growth rate of GDP: China,
Asean-5 and the World, 1980-1996

1980-1990 1990-1996

China 10.2 12.3
Philippines 1.0 2.9
Singapore 6.6 8.7
Indonesia 6.1 7.7
Malaysia 5.2 8.7
Thailand 7.6 8.3
World 3.1 2.2

Source: The World Bank. World development report,
various issues
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to the country's total trade remains small. This is be-

cause the country's total trade volume also increased

with the bilateral trade value. The share of trade with

China has, however, been increasing since 1980 for all

countries—from approximately one percent in the early

1980s to almost three percent in 1996.

While the bilateral trade with China has been in-

creasing for all the Asean-5 countries, the volume and

patterns of their bilateral trade, however, are not homog-

enous. The bilateral trade patterns depend on the level

of economic development of the Asean country, its trade

policies, resource endowment relative to China's and its

diplomatic and economic ties with China.

Singapore, accounting for an approximately two-

fifths share in both total exports to and imports from

China of the Asean-5 countries since 1980, is the lead-

ing trader with China among the Asean-5 countries. Table

3 shows the trade volume with China of the Asean-5 coun-

tries for 1996. As a percentage of total Asean trade vol-

ume with China, the trade volumes of Malaysia, Thailand,

and Indonesia are between 17 to 19 percent

each while the Philippines' share is the lowest

at about 7 percent.

As a percent of total country's trade fig-

ures for 1996, trade with China ranked highest

for Indonesia at 3.8 percent while for the rest of

the Asean-5 countries, the percentage was some-

where between 2 and 3 percent.

Changes in China's comparative
advantage

The change in the trade commodity structure of

China reflects changes in its comparative advantage. With

trade liberalization policies and institutional changes, the

demand for economic efficiency has gradually moved its

trade pattern towards conforming to its resource struc-

ture. Over the last couple of decades, China has experi-

enced a sharp decline in its comparative advantage in

agricultural and mineral-intensive products. On the other

hand, its comparative advantage in labor-intensive manu-

facturing products has increased significantly. A slight

increase in the comparative advantage in its capital-

intensive products has also been observed.

China and the Asean-5 countries have been follow-

ing a similar growth strategy that focuses on the promo-

tion of labor-intensive manufactured exports. The result

is that these countries have become more similar in their

export profile as revealed in the commodity structure of

bilateral trade between China and the Asean-5 countries.

With focus on industrialization, these countries are mov-

ing away from agricultural production to manufacturing

activities. For them, the development of comparative ad-

vantage has been in the di-

rection of the production of

machines and basic manu-

factures.

However, due to the

decline in its comparative

advantage in primary prod-

ucts and to its expanding in-

"China and the Asean-5 countries have been following a similar growth
strategy that focuses on the promotion of labor-intensive
manufactured exports. The result is that these countries have become
more similar in their export profile as revealed in the commodity
structure of bilateral trade between China and the Asean-5 countries."

Table 3. Asean-5 countries' trade volume with China, 1996

Trade volume Trade volume with China Trade volume with
with China % of Asean trade China as % of total

(in $US million) volume with China trade volume

Philippines 1343 7.31 2.46
Singapore 7147 38.88 2.79
Malaysia 3256 17.71 2.08
Thailand 3127 17.01 2.42
Indonesia 3509 19.09 3.78
Asean-5 18382 100.00 2.67

Source: International Monetary Fund. Direction of trade statistics.
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dustrial activities, China now imports many raw and ba-

sic materials for industrialization and agricultural prod-

ucts for consumption from the Asean countries. Wood

and rubber are among the top ten exports of Malaysia to

China. These products, plus crude petroleum and pulp

waste paper, are also among China's top imports from

Indonesia. From Thailand, its top imports consist of pri-

mary products such as rubber, rice, and sugar. Fresh

fruits, vegetable oil, and metal ore concentrates are the

basic import products from the Philippines. The only im-

portant primary product China supplies to a few Asean-5

countries is tobacco. The pattern of trade between the

Asean-5 countries and China shows that bilateral trade

is increasingly being focused in basic manufactures and

machines and equipment.

The remarkable growth in the bilateral trade between

China and the Asean countries in the face of growing

changes with the patterns of their bilateral trades show-

ing horizontal division of labor as well as trade niches.

Prospects and recommendations
With the adoption of more liberal policies as well

as institutional changes and international exposure,

China's economy is becoming more efficient. This rise in

efficiency level can gradually erode the competitive ad-

vantages that the Asean countries now have over China.

For the Philippines, it is therefore important to work on

the efficiency of its industries, particularly the export in-

dustries, making them more globally competitive. This

means that we should work towards the improvement of

our labor productivity and efficiency of our government

bureaucracy and infrastructure—power, telecommunica-

tion, and transportation. We should also be on guard

that our currency is not overvalued.

Trade opportunities are expected to multiply follow-

ing China's upcoming accession to the World Trade Orga-

nization (WTO). Demand for imports will increase when

China opens up its entire economy in terms of both geo-

graphical areas and industries. Moreover, China's huge

population, whose standard of living is growing very fast, is

a market for many of our consumer products and services.

Due to China's rural industrialization focus, the

import demand for food and primary inputs is also in-

creasing. The Philippines can explore the gaps in agricul-

tural and mineral resource supplies in China and fill up

said insufficiencies by exporting agricultural and mineral

products to China.

"With the adoption of more liberal policies
as well as institutional changes and
international exposure, China's economy is
becoming more efficient. This rise in
efficiency level can gradually erode the
competitive advantages that the Asean
countries now have over China."

similarity in their trade profiles contradicts the traditional

trade theory wherein trade between countries is based

on differences in factor endowment and industrial struc-

ture. In fact, the growth of bilateral trade has been most

significant for Thailand and Indonesia whose export pro-

files are most similar to that of China. Manufactured prod-

ucts, which dominate trade between the Asean countries

and China, consist of a broad spectrum of goods. Be-

cause product differentiation characterizes manufactured

products, the opportunities for intra-industry exchanges

of manufactured goods are particularly plenty. Special-

ization can also be based on the capital intensity of the

products. Many of the trade activities between China and

the Asean-5 countries are based on intra-industrial ex-

"Many of the trade activities between China
and the Asean-5 countries are based on
intra-industrial exchanges with the patterns
of their bilateral trades showing horizontal
division of labor as well as trade niches."
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As earlier shown, intra-industry trade now dominates

Asean–China trade. In this regard, the Philippines should

coordinate with China in the conduct of joint research to

identify trade opportunities and niches based on com-

parative advantage as well as on intra-industry division

of labor. The Philippines should also, on its own, do in-

tensive research to identify the areas of export, particu-

larly the nontraditional ones, and market possibilities.

Greater liberalization will also mean that China's

foreign investments, both inflow and outflow, are expected

to increase. Special attention should thus be given to

attract Chinese direct investments to the Philippines since

these investments will not only provide capital but also

technology that may be more appropriate than those from

the advanced countries. At the same time, the Philip-

pines should also explore the investment possibilities in

China which will help facilitate and expand the growth of

the country's export of inputs and services.  44
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