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Introduction 
“Quand la Chine s’éveillera, le monde tremblera,”1 (When China awakens, the world 

will tremble).  It has now been two hundred years since Napoleon Bonaparte uttered his 

famous words regarding the future of China.  Although it would have been impossible for him 

to imagine the enormous transformations that the Red Giant would undergo during the next 

two centuries, there is no doubt as to the reality of his prediction.  With 23 provinces, five 

autonomous regions, four municipalities, two special administrative regions, and 1.3 billion 

inhabitants, China dwarfs all other Asian powers.2  China’s destiny is a crucial factor, not only 

for the future of Asia, but for that of the entire planet.  Regardless of the issue at hand – “the 

environment, the military, international affairs or the global economy”3 – China’s choices will 

have a major impact on Asia and the rest of the world.  

For countless centuries, China’s significantly advanced civilization and colossal 

population made it by far the world’s largest financial system.  In fact, even as late as 1820, 

China made up 28.7% of the entire world’s economy (a greater share than that of the United 

States today).4  The explanations of how China lost this supremacy and the possible ways for 

the Asian Giant to recapture such brilliance are many and disputed; nevertheless, for all the 

theories and viewpoints that exist today, the “desire to see the country reclaim what most 

Chinese see as its proper role in the world unites its people.”5  It is this yearning to regain its 

former standing as a leading economic power, a position appropriate for the Red Giant’s 

gargantuan size and other capabilities, which drives the nation’s present economic policy 

decisions.  Supachai Panitchpakdi, the World Trade Organization’s current Director-General, 

informs us that, even more importantly: 

 

                                                 
1 Lee, Michael, CFA.  China:  The Dynamics of Ascendance, Independence Investments, April 2002. 
http://www.independence.com/internetframes/resource/position_papers/china.pdf – Consulted August 6, 2003. 
2 CIA.  The World Factbook 2002 – China. 
http://www.cia.gov/cia/publications/factbook/geos/ch.html – Consulted August 6, 2003. 
3 Panitchpakdi, Supachai and Mark L. Clifford.  China and the WTO: Changing China, Changing World Trade.  
John Wiley & Sons (Asia) Pte Ltd, 2002, page 1. 
4 Ibid, page 7. 
5 Ibid. 
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If China makes the wrong decisions, the result will be chilling, not only for the 

country’s 1.3 billion citizens but for many people beyond its borders as well.  

Conversely, a China that successfully makes the transformation to a relatively affluent, 

open society will be both an inspiration to other countries and a locomotive that will 

help to power the world’s economies.6   

That China, a country that fought to isolate itself from the rest of the world throughout three 

decades following Mao Zedong and his Communist Party’s seizure of power in 1949, chose to 

join the World Trade Organization (WTO), a global rules-based association, is a feat in itself. 

This paper will meticulously examine the pecuniary conditions and economic system 

belonging to China as it fought for a decade and a half to obtain WTO membership, which it 

finally acquired on December 11, 2001, as well as what type of admission’s process and 

negotiations were exacted upon it.  This will include a survey of numerous matters of debate, 

both directly and indirectly related to the Giant’s accession.  In addition, we will examine the 

World Trade Organization’s influence, or at least anticipated influence, on several 

fundamental aspects of Chinese trade and commercial policy, including four of its most 

vulnerable industries.  The analysis will also look at the important sociological effects 

stemming from the Giant’s economic reform process.  On the other hand, just as the rules-

based group will indubitably impact China’s multifaceted economy, so, too, will the Red 

Giant’s accession itself significantly shape the functioning of the world trade system, as well 

as having an unquestionable bearing on the economies of its other 145 Member States.  The 

assessment of those economic sectors and organizational cultural characteristics that China’s 

WTO entry is anticipated to most dramatically and directly affect, will be completed through a 

detailed examination of various legal documents, the results of an economic study of the issue 

at hand, as well as statistical data and reports that have been released throughout the past three 

years.  Whether it is dispute settlement, international trade tendencies, or the WTO culture in 

general, China’s entry into this government-to-government organization will without a doubt 

help pursue the body’s rudimentary goals of enriching our lives through greater choice and 

opening our minds to new ideas and cultures.7 

                                                 
6 Ibid, page 2. 
7 World Trade Organization.  WTO Policy Issues for Parliamentarians: A Guide to Current Trade Issues for 
Legislators – Why Have a World Trade Organization?, page 4. 



 3

1.  The Red Giant 
China is reputed as being the single oldest uninterrupted civilization in the world.  

Situated in the southeastern part of the Eurasian Continent, it lies on the west coast of the 

Pacific Ocean.  The country extends approximately 5,000 kilometers from east to west and 

another 5,500 kilometers from north to south.  Its land periphery exceeds 22,000 kilometers 

and borders over a dozen nations with coastlines following the Yellow, East China, and South 

China Seas.8  The nation boasts over a 4000 year history with its beginnings steeped in a 

seemingly endless succession of dynasties and emperors.  Although it is still to be 

archaeologically verified, its first dynasty, the Xia, is generally accepted as having lasted from 

approximately 2200 to 1700 BC.   

1.1  Arrival of the West 

It was 1516 before the first Europeans arrived on the shores of China.  Portuguese 

explorers anchored off its coast and established the first European trading base at Macau in 

1557.  Later, the British joined the Portuguese and other foreign traders in establishing 

commercial ties with the Chinese through the southern ports of Macau and Canton (today’s 

Guangzhou).9  It was the insatiable desire of these foreign powers for commercial and trading 

rights with China which led to the subsequent Opium Wars, Hong Kong’s cession to the 

British, and numerous treaties forced upon the Chinese with the goal of improving commercial 

ties with China.  It was this rampant foreign occupation that eventually culminated in the 

Boxer Rebellion of 1899-1900 in which nationalists fought to drive out all external influence 

from China.  Although the effort failed to purge the nation of its foreign domination, the 

Boxers did manage to kill hundreds of British, Americans, and other Westerners before the 

movement was put down.10 

With China’s imperial age ending little more than a decade later, in 1911, and a 

degenerating economy triggered by unchecked foreign domination, the first half of the 20th 

century was a period of utter chaos, with a myriad of forces jostling for authority.  China’s two 

principal contenders, Chiang Kai-shek’s Kuomintang (KMT or Nationalist Party) and Mao 

                                                                                                                                                          
http://www.wto.org/english/res_e/booksp_e/parliamentarians_e.pdf – Consulted August 9, 2003.  
8 CIA.  Supra, note 2. 
9 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 9.  
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Zedong’s Chinese Communist Party (CCP), began the 1920s with a series of battles fought for 

control of the country.  Although World War II provided some respite in the power struggle 

between the two factions, they quickly resumed their civil war as soon as the international 

conflict was over.  Several great battles were fought between the two sides in 1948 and 1949 

which led to Chiang Kai-shek’s KMT defeat and forced retreat to Taiwan.  Mao Zedong and 

his Communist Party subsequently proclaimed the establishment of the People’s Republic of 

China (PRC) on October 1, 1949.  Although the PRC’s foundation meant the restoration of 

China’s territorial integrity, the previous three decades left the country “impoverished, 

devastated and exhausted by war.”11 

1.2  China’s Communist Era Begins 

Mao Zedong and his Communist Party began their rule of the second half of the 20th 

century by cleansing China of all possible foreign influence.   

The communists drove all foreign businesses and almost all foreigners out of Shanghai 

and the other treaty ports that had been such a humiliation for the previous century.12 

Moreover, throughout the next several years, Mao was responsible for the initiation of 

countless economic reforms.  Although the communist leader spoke of economic 

development, China witnessed quite the opposite with its share of the world’s economy having 

plummeted from its 1820 level of 28.7% to a mere 7% in 1978.13  As a result of nearly three 

decades of inefficient central planning, agricultural collectivization, overemphasis of heavy 

industry at the expense of light industry, and the total confusion unleashed by the Cultural 

Revolution, China’s economy was in near ruins by the late 1970s. 

                                                                                                                                                          
10 Ibid, page 11. 
11 Ibid, page 12. 
Also see: U.S. Department of State.  Confidential U.S. State Department Central Files: China Internal Affairs, 
1985. 
http://www.library.utoronto.ca/robarts/microtext/collection/pages/usdepts2.html – Consulted May 5, 2004. 
Robson, Sue.  Country Profile: China, New Internationalist, Issue 225, November 1991. 
http://www.newint.org/issue225/profile.htm – Consulted May 5, 2004.  
12 Ibid. 
13 Ibid, page 15. 
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1.3  Market-oriented Communism   

It was Deng Xiaoping, a longtime communist cadre, who acted quickly to consolidate 

power in 1976 at the time of Mao’s death.  In late 1978, he announced the first of a series of 

exceedingly bold economic reforms.  The Chinese leadership began gradually moving from a 

sluggish, centrally planned structure into a much more market-oriented system. 

Whereas the system operates within a political framework of strict Communist control, 

the economic influence of non-state organizations and individual citizens has been 

steadily increasing.14   

Xiaoping began his reforms by instituting the program of household and village responsibility 

to replace the highly unsuccessful collectivized system of agricultural communes.  This daring 

reform measure “unleashed a productivity surge that provided bumper crops”15 which 

subsequently freed up workers for other activities and, therefore, enabled China to see the 

number of farmers as a percentage of its total labor force radically drop from 71% in 1978 to 

50% in 1995.16 

Among innumerable other reforms initiated by the market-oriented communist, China 

once again began opening itself up to the world, which in turn led to the pouring in of foreign 

direct investment.  From the commencement of Deng Xiaoping’s reforms in 1978 until the 

mid-1990s, China was able to quadruple per capita incomes, in addition to helping lift 

approximately 200 million people out of poverty, a number nearly equal to the entire 

population of the United States at the time the reforms began.17  Moreover, by the time 

Xiaoping died in 1997, China was receiving an average of $40 billion a year in foreign direct 

investment, an amount second only to that of the United States.18 

1.4  Pondering an International Trade Organization 

Although Deng Xiaoping’s market-oriented reforms led to early impressive economic 

transformations, the irregularity with which price controls were lifted, as well as uncontrolled 

                                                 
14 CIA.  Supra, note 2. 
15 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 16. 
16 Ibid. 
17 Ibid. 
18 Ibid, pages 16-17. 
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surges in foreign direct investment, left China with a roller-coaster economy whereby inflation 

would soar out of control.  It was around that time, in 1986, that the People’s Republic of 

China displayed a renewed interest in opening up to the outside world when it submitted its 

application to resume its membership, as a Contracting Party, in the General Agreement on 

Tariffs and Trade (GATT). 

Despite the internal strife found within China during the 1940s, the nation had actively 

participated in the negotiations and became one of the 23 original signatories of the GATT at 

its time of establishment.19  On May 21, 1948, China signed the GATT’s Accession Protocol 

whereby it became a full contracting Member.20  However, following the 1949 ousting from 

power of Chiang Kai-shek’s Nationalist Party, and their subsequent flight to the island of 

Taiwan, the Chinese statesman was cognizant that he was no longer capable of making 

decisions and honoring obligations on behalf of the newly founded People’s Republic of 

China under communist rule.  With that, Chiang Kai-shek formerly requested his country’s 

withdrawal from the international trade agreement, a request that became official on May 5, 

1950.21 

Chiang Kai-shek’s gesture did little to provoke Mao’s communist China given the fact 

that the Giant’s new leadership was putting all its efforts towards isolating themselves from 

the rest of the world and doing away with foreign influence within their own borders.  

However, with Deng Xiaoping’s arrival to power and a strong desire to jump-start the nation’s 

sluggish economy, his government requested and obtained observer status to the GATT in 

1982.22  This bold new step marked the beginning of an extremely long and important process 

for China of familiarizing itself with the goals and functioning of a world trade body which 

had, up until that point in time, been largely a foreign concept to its way of life and beliefs’ 

system.  Finally, after four years of intense observation and acquainting itself with the ins and 

outs of the international trading system, China formerly requested to resume its position as a 

Contracting Party to the GATT in 1986.  Deng Xiaoping justified his country’s petition by 

                                                 
19 WTO NEWS: 2001 Press Releases.  WTO successfully concludes negotiations on China’s entry, Press 243, 
September 17, 2001, page 4.   
http://www.wto.org/english/news_e/pres01_e/pr243_e.htm – Consulted July 15, 2003. 
20 Bernier, Ivan.  La Chine, le GATT et l’Organisation mondiale du commerce, Les Cahiers de Droit, Volume 37, 
Number 3, September 1996, page 873. 
21 Ibid, page 874. 



 7

declaring Chiang Kai-shek’s withdrawal of China from the international trade body back in 

1950, as illegitimate and that it should be null and void given that he did not possess the 

necessary power at that moment in time to make such a decision for the PRC.23 

Although China’s request was genuinely welcomed by most GATT Contracting 

Parties, including the European Union, the United States, and Japan, they were all, 

nevertheless, conscious of the enormous complexity of the issue at hand.  As Gardner Paterson 

skillfully explained:  

It was clear to all that “resumption” would require a special protocol or understanding 

because the current structure of mainland China’s economy and its foreign trade 

regime bore little resemblance to that of 1948, when China signed its original protocol 

and became a founding member.24 

A working group was subsequently established on March 4, 1987, following China’s 

deposition of a memorandum concerning its economic system and foreign trading scheme, to 

study the question of China’s resumption of its founding GATT seat.25   

In order to fully understand the years leading up to China’s WTO accession, we must 

carefully examine a multitude of important issues involved in such discussions, as well as the 

WTO negotiations/admissions process itself.  Moreover, throughout the years of bargaining, 

several critical and time-altering events have occurred which necessitated, not only additional 

consideration, but at times, even put the entire notion of China’s WTO accession into 

question. 

 

 

                                                                                                                                                          
22 Ibid, page 875. 
23 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 87. 
Also see : Bernier, Ivan.  Supra, note 20, page 876. 
24 Bernier, Ivan.  Supra, note 20, page 876, note 11. 
(Cited: G. Paterson, “The GATT: Categories, Problems and Procedures of Membership”, (1992) Colum. Bus. L. 
Rev. 7, 15.) 
25 Ibid, page 876. 
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2.  China’s Entry into the World Trade Organization 
Any state or customs territory having full autonomy in the conduct of its trade policies 

may become a member (“accede to”) the WTO, but all WTO members must agree on 

the terms.  This is done through the establishment of a working party of WTO 

members and through a process of negotiations.26 

World Trade Organization membership signifies an inimitable balance between rights 

and obligations.  Members benefit from the advantages conferred upon them through WTO 

trade policies and regulations, in addition to having a sense of security that only such a rules-

based organization can offer.  In return, each Member is committed to the other Members 

through its participation in the association and opening up of its markets in accordance with 

the accession negotiations. 

Most WTO Members went through the commitment-negotiation process under the 

former GATT system.  Thereafter, as a result of signing the April 1994 Uruguay Round 

agreement in Marrakech, the majority of these countries automatically became founding-

Members of the WTO at its birth on January 1, 1995.  There were also a select number of 

Members who either joined GATT subsequent to April 1994 or who did not complete their 

membership negotiations until 1995, who are also considered to be “original” WTO 

Members.27  Since its inception, several other governments have completed the necessary 

steps to become WTO Members; by April 4, 2003, the WTO claimed 146 Members with 30 

applicants negotiating membership, the latter of which are considered to be WTO 

“observers.”28  However, the negotiations required for accession under Article XII within the 

WTO is a much more intricate process than that which it was under the GATT of 1947.  For 

the most part, this is due to the “increased scope and coverage” of the Uruguay Round 

Agreements, in addition to being “more structured and transparent.”29 

                                                 
26 World Trade Organization – Accessions. 
http://www.wto.org/english/thewto_e/acc_e/acc_e.htm – Consulted August 16, 2003. 
Also see: World Trade Organization.  Marrakech Agreement Establishing the World Trade Organization, Article 
XII, paragraph 1. 
27 World Trade Organization – Members and Accession: Current WTO members. 
http://www.wto.org/english/thewto_e/minist_e/min03_e/brief_e/brief23_e.htm#top – Consulted May 7, 2004. 
28 World Trade Organization – The Organization. 
http://www.wto.org/english/thewto_e/whatis_e/tif_e/org3_e.htm – Consulted August 21, 2003. 
29 World Trade Organization – Accession: Technical Note Overview. 
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2.1  Four Stage Accession Process 

Generally speaking, there are four stages to the WTO application process.  The first 

step begins with the candidate government submitting a formal written request for accession.  

This request is subsequently followed by a memorandum to the Working Party, established by 

the General Council, created specifically to study the membership appeal of the applicant 

government.  In order to properly scrutinize the trade and legal regime of the candidate, with 

particular emphasis on the identification of potential areas of inconsistency with WTO 

Agreements, the Working Party requires a great deal of information.  Within the 

memorandum, leaders are to describe all aspects of their nations’ trade and economic policies 

that would have any possible influence on WTO Agreements.  What's more, during this fact-

finding phase, the burden of supplying the requisite factual data falls upon the aspirant 

country; however, in some instances technical assistance is furnished by the WTO Secretariat 

or the United Nations Conference on Trade and Development (UNCTAD).30 

Next, after the Working Party has made adequate progress on “principles and policies, 

parallel bilateral talks begin between the prospective new member and individual countries.”31  

Deliberations are conducted on a bilateral basis, typically with dominant trading partners, 

given that each Member has its own unique trading interests.  Issues addressed throughout the 

negotiations include tariff rates, terms for market entry, and most any other policy involved in 

the trade of goods and services, including non-tariff barriers such as quotas, licensing 

requirements, and health and safety standards.  These substantive trade talks are not only 

extremely complex, but they can also be so thorny that “it has been said that in some cases the 

negotiations are almost as large as an entire round of multilateral trade negotiations.”32  It is 

these consultations that determine the wide-ranging terms and conditions, including the 

commitment to observe organizational rules and disciplines, for the candidate government’s 

entry into the World Trade Organization.  Similarly, these deliberations help delineate the 

transitional periods essential to an acceding Member in its efforts to make all legislative and 

structural changes necessary to implement its pledged commitments and concessions.  

Moreover, it is mandatory that each new Member’s negotiated provisos be applied equally to 

                                                                                                                                                          
http://www.wto.org/english/thewto_e/acc_e/tn_1overwiew_e.htm – Consulted August 21, 2003. 
30 WTO Official.  Personal Interview, May 7, 2004. 
31 World Trade Organization – The Organization.  Supra, note 28. 
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all other WTO Members under normal non-discrimination rules.  Once all bilateral trade talks 

are finished, the individual agreements must be codified and amalgamated into a single 

protocol of accession.  It is at this point in time that the bilateral concession agreements 

become multilateral, available to all Members.   

The completion of the “accession package” is the third step in the lengthy process of 

becoming an adhering WTO Member.  In its final format, the terms of accession appear “in a 

report, a draft membership treaty (“protocol of accession”) and lists (“schedules”) of the 

member-to-be’s commitments.”33  It is these three documents which represent the exhaustive 

bilateral and multilateral efforts to arrive at an extensive, all-encompassing agreement and 

understanding. 

Finally, the fourth and final step of accession begins with the completed package 

proposal being presented to the WTO General Council or the Ministerial Conference.  

Provided a two-thirds majority of adhering Members vote in favor of the proposed package, 

the candidate government is permitted to sign the protocol and accordingly accede to the 

international trading body.34  Following endorsement, the accession package is redistributed to 

all Members, issued as two separate concluding documents; the first being the decision of the 

General Council and the second being the Protocol of Accession annexed to the report which 

confirms the country’s WTO accession.  Nevertheless, in select cases, the applicant nation’s 

own parliament or legislature is still required to ratify the final agreement before the 

membership process is fully complete.35  As a general rule, the new Member is given a period 

of three months from signature of the Protocol for the obligatory ratification to occur.  At long 

last, thirty days after the candidate government has notified the WTO Secretariat that all 

mandatory national ratification procedures have been satisfied, the applicant finally becomes a 

full adhering Member of the multilateral trade body.36 

                                                                                                                                                          
32 Ibid. 
33 World Trade Organization – How to join the WTO: the accession process. 
http://www.wto.org/english/thewto_e/whatis_e/tif_e/org3_e.htm – Consulted May 7, 2004 
34 Marrakech Agreement Establishing the World Trade Organization.  Supra, note 26, Article XII, paragraph 2. 
35 World Trade Organization – How to join the WTO: the accession process.  Supra, note 33. 
36 World Trade Organization – Accession: Explanation. 
http://www.wto.org/english/thewto_e/acc_e/acces_e.htm – Consulted August 21, 2003. 
Also see: Marrakech Agreement Establishing the World Trade Organization.  Supra, note 26, Article XIV, 
paragraph 1. 
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2.2  China’s WTO Negotiations and Accession Process 

2.2.1  China’s 15-year Odyssey 

After more than 15 years of exceptionally combative negotiations, China’s odyssey to 

join the multilateral trade body came to an end, in Geneva, on September 17, 2001 when the 

WTO agreed on the final terms for the Red Giant’s accession into the world trading system.37  

Mike Moore, the then WTO Director-General, eloquently expressed the significance of that 

day when he said: 

International economic cooperation has brought about this defining moment in the 

history of the multilateral trading system; with China’s membership, the WTO will 

take a major step towards becoming a truly world organization.38 

The official written text, meticulously detailing China’s accession terms, was 

subsequently approved by the WTO’s Ministerial Conference in Doha, Qatar, less than two 

months later on November 10, 2001.39  China then immediately endorsed its membership the 

following day at a formal signing ceremony, whereby it deposited its instrument of ratification 

with WTO Director-General Mike Moore.  With this final accession step in place, China 

became the 143rd full Member of the WTO on December 11, 2001, exactly 30 days after the 

final agreement deposition.40 

When China formally announced its intention to reclaim its GATT signatory state 

status on July 11, 1986, it did so with three guiding principles in mind.41  The first tenet was 

that since the People’s Republic of China had never legally renounced its founding seat, it 

stood without question that the Red Giant would seek to recover its former GATT position.  

Secondly, China was only willing to negotiate the conditions of its return with respect to tariff-

related concessions, and, furthermore, believed that the particularities of its own individual 

economic system should have no bearing on the negotiations.  Finally, China maintained that 

                                                 
37 WTO NEWS: 2001 Press Releases.  Press 243.  Supra, note 19, page 1. 
38 Ibid. 
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although it had the right to reclaim its original GATT seat, it also met the conditions necessary 

to lay claim to the special treatment accorded to developing nations.  Without a doubt, China’s 

persistence with regards to these three beliefs was the underlying cause of several unusually 

long and laborious negotiations between China and various WTO Members. 

2.2.2  Confluence of Events Delaying Membership 

Although the initial period of the Working Party’s examination of China’s submitted 

memorandum was marked by a smooth and early momentum, the entire process came to an 

almost immediate halt with the mass killings of the Tiananmen Square pro-democracy protests 

on June 4, 1989.  Most Western governments responded to this atrocity by imposing 

significant economic sanctions on China, which included suspending export credit and 

economic assistance programs.42  Moreover, because no Western nation wished to partake in 

trade negotiations with the Chinese after such a blatant display of human rights abuse, 

meetings concerning China’s WTO accession were temporarily put on hold.  Except for one 

formal meeting in September 1990, the Working Party on China’s status with regards to WTO 

accession was not convened again until early 1992.43 

Once the admission process was delayed by the Tiananmen Square incident, a myriad 

of other events only compounded the quandary, postponing the resumption of accession 

activities even longer.  Perhaps the most obvious was the 1991 demise of the Soviet Union and 

the nearly simultaneous collapse of the Council for Mutual Economic Assistance.  This 

incident raised serious questions as to whether or not numerous other transition economies 

were also likely to seek out GATT membership in the very near future.44 

                                                                                                                                                          
41 Bernier, Ivan.  Supra, note 20, page 876.  
42 Lardy, Nicholas R.  Integrating China into the Global Economy.  The Brookings Institution, 2002, page 63, 
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October 1, 1997).) 
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1970s.  Slovenia became a member in 1994.  Between the founding of the World Trade Organization on January 
1, 1995, and the end of 2000 eight additional transition economies became WTO members – Albania, Bulgaria, 
Croatia, Estonia, Georgia, the Kyrgyz Republic, Latvia, and Mongolia.) 
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Since the terms of China’s membership increasingly were seen as a template that 

would apply to other transition economies, Western governments implicitly adopted 

the strategy of bringing China in on relatively rigorous terms.45 

When the Working Party finally resumed its task of examining China’s potential 

accession, the Party Members showed a strong desire to make up for lost time.  In October 

1992, the Party decided to follow a two-tiered approach to its examination and clarification 

phase.46  One avenue was to concentrate on the analysis of China’s economic and commercial 

system with respect to the underlying principles of GATT and the WTO.  The second part was 

then to focus its time and energy on building a consensus with regards to which questions 

were to be tackled in the Protocol of Accession.  Moreover, it was decided that the bilateral 

trade negotiations, marking the second phase of the accession process, were to begin 

simultaneously in order to keep the process moving as rapidly as possible.47  However, it did 

not take long for everyone to realize that China’s re-admission into the world trading system 

would not proceed as fast as many had originally hoped. 

In addition to the Tiananmen Square massacre and Soviet Union demise, there were 

three other principal factors that greatly affected the negotiation process.  The first such 

element involved one of China’s three original guiding principles in its bid for WTO 

membership, that in which it claimed the right to WTO membership as a developing country.  

With China’s impressive record in trade expansion and its corresponding allurement of foreign 

investment by the early 1990s, many Members of the Working Party no longer felt that China 

should be permitted to enter the multilateral trading body under developing nation status.  

Such standing would have automatically enabled them: 

to take advantage of the so-called Special and Differential (S&D) treatment that allows 

developing countries some additional breathing room as they implement policies that 

make them fully compliant with WTO status.48 

Whereas the Red Giant’s low per capita income clearly qualified it as a developing country, its 

rapid export growth convinced both industrialized and other developing countries alike that it 
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was already internationally competitive enough.  Moreover, permitting a state like China such 

a distinctive advantage could “seriously distort the WTO and, perhaps, the entire world trading 

system.”49 

Just as the demise of the Soviet Union and China’s considerable economic expansion 

led Members of the Working Party to hold the Red Giant to ever greater standards, so did the 

commencement of the World Trade Organization.  The completion of the Uruguay Round left 

the multilateral trade body with a greatly expanded scope, now including services, agriculture, 

intellectual property rights, and certain aspects of foreign direct investment.50  These 

additional areas of responsibility charted out an entirely new playing field. 

One final factor that helped to significantly delay the negotiation process was Chinese 

domestic interest groups that mobilized against their nation’s WTO membership.  Two 

incidents in particular helped fuel such opposition, both of which resulted from US action.  

First of all, just hours after US President Bill Clinton said that it would be wrong to walk away 

from the proposed US-China bilateral agreement, that is exactly what he did on the evening of 

April 7, 1999.  Almost immediately thereafter, to further complicate the issue, the office of the 

United States Trade Representative (USTR) posted to its website details of what it considered 

to be a guaranteed Chinese proffer, without the Giant’s prior consent.  Instead of locking in the 

Chinese submission as the USTR had hoped, this action instead incited stark opposition 

among several Chinese ministries, domestic industries, and other special interest groups, most 

of whom were unaware of the details behind the proposed bilateral trade agreement.  This was 

a major setback for the Chinese government, especially for Premier Zhu Rongji, the foremost 

advocate of China’s WTO membership, and thus required a massive pro-WTO campaign to 

fight the extensive negative publicity.   

President Clinton’s failure to accept the Chinese bilateral offer proved to be even more 

costly with regards to China’s anti-WTO sentiments following NATO’s May 7, 1999, 

bombing of the Chinese embassy in Belgrade, Serbia, in which three Chinese were killed.  

Although the American government insisted that the bombing was simply a horrible accident, 
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Chinese authorities did nothing to defuse public protests refuting the “innocent mistake”51 

explanation, which in turn helped fuel anti-WTO sentiment even more. 

The accidental U.S. bombing … only compounded the problem of the Chinese 

government in generating support for the agreement, the terms of which were seen 

domestically as driven largely by U.S. demands.52  Protesters took to the streets in 

Beijing and several other cities in the largest demonstrations the Chinese capital had 

seen since the pro-democracy protests of June 1989.53  

Deteriorating Sino-American relations began quickly whittling away at what little hope there 

was of moving forward with China’s WTO accession; however, in the end, negotiation 

derailment proved to be short-lived, limited to only a few months.  The two sides began 

conversing once again in August, at which time leaders quickly repaired the ill will between 

them and arrived at an agreement on November 15, 1999.54 

2.2.3  Bilateral Trade Agreements 

Collectively speaking, all Members that ask for bilateral trade agreements in a nation’s 

accession process are referred to as an “accession working party.”55  In the case of the 

People’s Republic of China, 37 separate countries requested such bilateral negotiations.  Such 

an extremely high number starkly reflects the international community’s “concern that this 

emerging giant would have an unsettling impact on the world trading system.”56  This concern 

in turn testified to the extent to which China had already reformed its economy and opened up 

to the outside world since it officially requested resumption of its GATT contracting party 

status on July 11, 1986.57 

When formal negotiations with China began, they included the following issues: 

• China’s tariff barriers, which, at the time, averaged 35%, far exceeding those of 

existing GATT members. 
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• China’s non-tariff barriers, such as the lack of transparency and the absence of 

uniformity in China’s customs requirements and trade laws. 

• Market access for foreign financial services companies, such as banks, insurance 

companies and securities houses. 

• Government subsidies for the state-owned enterprises that dominated the 

economy. 

• The lack of convertibility for China’s currency, the yuan. 

• Chinese labor standards. 

• Enforcement of intellectual-property laws, which at the time was virtually non-

existant.58 

Although many areas of trade relations were determined through bilateral negotiations, it 

nevertheless remained the responsibility of the Working Party to maintain a measure of 

control over how the negotiations were progressing and to guarantee that all facets of China’s 

trade policies were addressed during the accession process.   

Each and every nation that requested an individual trade agreement with China did so 

in order to address its own specific concerns before agreeing to China’s WTO membership.  It 

was the United States that led the crusade aimed at raising the threshold of conditions under 

which the Giant would be allowed to join the international organization.  For instance, it was 

the American negotiators who demanded that the final agreement include a special transitional 

product-specific safeguard measure that could be invoked uniquely against China in the event 

of an import surge of a specific good.59  Furthermore, the United States insisted that China be 

subject to individual periodic reviews to verify its compliance with agreed-to trade 

commitments.60  Multitudinous issues of a similar nature remained on the negotiating table for 

more than a decade; however, the element which caused the greatest uproar was that “Chinese 
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negotiators, perhaps for domestic political reasons, were especially reluctant to forgo 

developing country status on almost every substantive issue.”61   

Although negotiations with the United States were without a doubt the most arduous 

and exhaustive, China, nevertheless, fought countless significant battles in its discussions with 

several other WTO nations as well, particularly the European Union and Mexico.62  As was 

the case with the United States, the initial agreement secured with the European Union (May 

19, 2000)63 was also followed by incessant controversy which only reached resolution more 

than a year later, in mid-2001.64  However, even after both the United States and the European 

Union had resolved their bilateral differences and achieved definitive agreements with the Red 

Giant, Mexico remained an important point of resistance.  This North American country was 

deeply concerned that its low-end manufacturing industries would be overwhelmed by 

swelling Chinese competition, a fear echoed throughout all of Latin America.65  Ultimately, 

the two nations reached agreement just days before China’s September 17th approval.66 

2.2.4  Completed WTO Accession Package 

In the end, China’s Protocol of Accession and the Working Party’s parallel report 

provided for adscititious liberalization of the Red Giant’s trade regime, as well as broader 

opportunities for foreign direct investment.  Generally speaking, these provisions fall into two 

separate categories: 

The first provides for greater access to China’s market through reductions of tariff and 

nontariff barriers as well as commitments to open foreign investment in the service 

sector.  The second category specifies the terms under which China will interact with 
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the international economy.  The second category frequently is referred to as rules-

based issues.67 

In order to put an end to the exhausting 15-year battle it had already endured to join the 

international trade body, China finally agreed to standards far surpassing those placed upon 

the Organization’s founding Members, as well as any new Member which had joined the body 

since its debut in 1995.  To truly understand the significance of China’s WTO commitments, 

as well as the importance of the Red Giant’s accession itself, there are two all-embracing and 

continually developing phenomena that must be examined closely.  The first aspect focuses on 

the World Trade Organization’s influence on both the Chinese economy, as well as other 

important facets of Chinese life.  This includes how China’s WTO accession is affecting 

agriculture, services, the automobile sector, as well as the textile and apparel industry.  

Perhaps even more important is that we look at the sociological consequences of such a major 

transition on Chinese society.  Finally, this first phenomenon automatically introduces the 

second issue to be scrutinized, that being what influence China’s accession is having on the 

World Trade Organization itself, specifically with regards to antidumping measures, 

contentions between the developed and developing worlds, as well as regional economic 

impacts. 
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3.  The World Trade Organization’s Influence on China 
Without a doubt, China’s WTO membership terms significantly exceed those enacted 

for any other country, especially when considering that the Giant also meets the WTO’s 

overall criteria established which would allow it to classify itself as a developing nation.  

However, costs and benefits aside, the Red Giant ultimately had no other choice but to 

continue its economic transformation.  It needed to follow a path of increased market 

liberalization if it was “to survive economically and be competitive in this era of 

globalization.”68  In the hopes of increasing economic efficiency and ensuring high rates of 

economic growth, the Chinese leadership opted for extensive WTO commitments. 

 Even before it joined the international organization, China’s foreign trade had sky-

rocketed to become one of its most important engines of economic growth.  No other nation 

had even come close to expanding its share of world trade as much or as rapidly in the postwar 

era.  The volume of its exports and imports, merely with regards to goods, had jumped to 

US$249.2 billion and US$225.1 billion, respectively, by late 2000, doubling more than twice 

in only ten years.  This rate greatly surpassed that of collective world trade growth, which had 

only increased 83% during the same ten year period.69  What’s more, by the year 2000, the 

Red Giant had grown to be the seventh largest trading nation in the world.70 

China’s economic liberalization and reform measures have now spanned two and a half 

decades, bringing gargantuan benefit to the nation’s overall economy.  Ever since Deng 

Xiaoping first announced his bold new reforms back in 1978, China’s foreign trade has played 

an ever-increasing role in the Giant’s economy and has been a cornerstone of its invigorating 

economic growth. 

Annual GDP growth was 8.8 percent from 1979 to 1984, 9.7 percent from 1985 to 

1995, and, despite the Asian financial crisis, 7.9 percent from 1996 to 2000.71  China’s 
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trade-to-GDP ratio increased from 13 percent in 1980 to 36 percent in 1997 and 44 

percent in 2000.72 

All things considered, China’s accession to the World Trade Organization in December 

2001 was the only logical step to follow in its developmental process from a sluggish, 

centrally-planned structure into an increasingly market-oriented system.  By engaging itself in 

the international trading body, China was committed to “gradually lowering tariffs, removing 

non-trade barriers, opening domestic markets to foreign competitors, and allowing freer 

capital mobility across national boundaries.”73  In the last two years alone, the Red Giant’s 

membership in the World Trade Organization has had significant influence on its domestic 

reforms, economic growth, as well as its overall integration into the global economy.  For 

starters, the first six months of the Giant’s WTO membership saw its world trading levels, 

fueled by a 14.1 percent increase ($142.1 billion) in exports over the first half of 2001, jump 

by a full 12.3 percent.74 

Then again, even if we accept the popular belief that greater openness is generally 

favorable to economic growth, this does not mean that everyone will necessarily profit from 

liberalization or that such growth will be distributed equally to all.  There are two unassailable 

reasons why this correlation does not hold true: 

First, greater openness implies specialization in production.  Thus, it is inevitable for 

the national economy to be restructured by the forces of comparative advantage.  While 

some social groups will benefit from opportunities offered by the economic 

restructuring, others may lose their jobs or become less competitive in the labor market.  

Second, since a more open economy tends to have a less diversified production 

structure, it is more likely to expose itself to the risks emanating from turbulence in 

world markets.  Growing external risk means greater volatility in domestic income and 

consumption, which tends to hurt some social groups much more than others.75 
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Moreover, when globalization, and its associated liberalization, result in such an unequal 

distribution of economic gains, two outcomes are extremely likely to occur: 

On the one hand, the hardship caused by globalization may alienate the losers from the 

economic and social system.  With a growing sense of economic insecurity, they may 

withhold their support for the ongoing liberal reforms.  If the situation continues to 

deteriorate in their view, they may openly oppose such reforms.  On the other hand, 

the inequality and other forms of polarization may trigger distributive conflicts 

between the winners and losers of globalization.76 

3.1  A Society of Winners and Losers 

If we wish to fully understand the current impact, and likely future impact, that WTO 

membership is having on the Chinese economy, then we must be sure not to lose sight of the 

fact that there have been two distinct phases to the Giant’s reform history.  The first phase, 

which began in 1978 and continued up until approximately 1993, was marked by a relatively 

equal distribution of new financial growth.  At that time, nearly all social classes benefited 

from the reform efforts, creating a truly win-win situation.  However, the second phase of 

reformation, beginning in 1994, gave birth to an entirely new phenomenon.  The “win-win 

game” had suddenly turned into a “zero-sum game,”77 as now only a limited number of 

economic sectors benefited from the reforms, while numerous others experienced little or no 

growth at all, and, at times, even a downturn in prosperity.  Furthermore, this new reality saw 

a relatively egalitarian society develop into one with extensive and ever-expanding 

inequalities; China had become a nation of winners and losers. 

Although China’s membership in the World Trade Organization offers the potential for 

salient advantages and striking economic gains, there is also much structural adjustment that 

must take place in order for the Giant to meet its WTO obligations.  Furthermore, it is this 

same economic restructuring that plays a critical role in achieving predicted economic gains.  

For instance, China’s economic efficiency should immensely improve for three explicit 

reasons: 
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First of all trade liberalization will be accompanied by a reallocation of factors of 

production to sectors of the economy in which China has a stronger comparative 

advantage.  These gains are sometimes called the static efficiency gains from 

improved allocative efficiency.  Trade liberalization should also lead to great 

improvement in total factor productivity, because increased competition from foreign 

firms can be expected to stimulate improvements in efficiency by domestic firms and 

because trade liberalization will increase trade.  Increased trade will allow China to 

import more capital goods that often will contain technology superior to that available 

domestically.  The acquisition of more foreign technology through increased imports 

may be reinforced by increased inflows of foreign direct investment as a result of the 

investment liberalization that is part of China’s WTO commitments.  Thus the third 

possible source of efficiency gains is through increased inflows of capital that embody 

superior technology.78 

However, given the fact that WTO membership is a natural continuation of prior economic 

reforms, it stands to reason that the Red Giant will continue experiencing the same current 

zero-sum game that has plagued the nation for the past decade, creating an ever largening gap 

between the winners and the losers of globalization.79   

3.2  China’s Most Vulnerable Industries 

Despite the tremendous optimism that exists with respect to the anticipated benefits a 

China tied to the World Trade Organization will produce, we can nevertheless not 

overemphasize the enormous difficulties that some entire industries will experience in the 

years to come.  Although several sectors will sustain less than favorable adjustment costs, the 

adverse effects resulting from WTO accession will be particularly disadvantageous for a select 

few economic divisions, among which we find agriculture and the financial service industry.80 

3.2.1  Agriculture 

With more than 900 million of its 1.3 billion people still living in the countryside, 

China can without a doubt classify itself as a rural society.  Approximately 400 million people, 
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more than 60% of the entire labor force, are still farmers today.81  Given these imposing 

figures, in addition to the fact that farm incomes are far below their urban counterparts, it is no 

wonder that one of the most sensitive issues in China’s 15 years of grueling accession 

negotiations was that of agriculture.  Even in the Report of the Working Party on the 

Accession of China, it is mentioned that:  

The representative of China stated that since China was a country with a vast 

agricultural base, as well as a vast population, agricultural security and food security in 

particular, was an issue of supreme importance.  China based its policies on domestic 

agricultural supply, especially on balanced supply and demand of grains.  Meanwhile, 

China actively sought international resources as a necessary supplement.82 

A key component of the substantial economic gains that China has achieved during the last 

two and a half decades has been the nation’s growth in agricultural trade.  With the extensive 

reforms that began in 1978 came “decollectivization, price increases, and the relaxation of 

local trade restrictions on most agricultural products.”83  It was these measures of 

liberalization that permitted China’s agricultural sector to realize such outstanding growth 

during the years from 1978 to 1984.  “Grain production increased by 4.7 percent per year, and 

fruit, red meat, and fish production grew by 7.2 percent, 9.1 percent, and 7.9 percent 

respectively.”84  Although the pace of development had decreased significantly after 1985, the 

Red Giant’s rural population continued to enjoy growth rates that outpaced population 

increases.  All in all, the total value of the Giant’s agricultural trade increased from $9.29 

billion in 1980 to $25.15 billion in 1997, translating into an annual growth rate of six 

percent.85  

 Despite agriculture’s healthy expansion and key role it played during the early years of 

reform, recent times have seen the nation shift its focus toward the even faster growing sectors 

of industry and services; this in turn has transferred much of the limelight from rural to urban 
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life.  Likewise, agriculture’s share of the national economy has also dramatically declined in 

recent years. 

Whereas agriculture contributed more than 30 percent of GDP before 1980, it fell to 

16 percent in 2000, and its share of employment fell from 81 percent in 1970 to 59 

percent in 2000.86 

In addition, modifications in the foreign trade market with respect to agricultural products 

have mirrored those of the domestic market. 

Whereas the share of primary products, especially those from agriculture, in total 

exports was over 50 percent in 1980, it fell to only 10 percent in 2000.  Over the same 

period, the share of food in total exports fell from 17 percent to 5 percent.87 

Although the initial steps have been taken to transform this predominantly rural, agricultural 

country into a much more savvy, urban society, where manufacturing and service jobs 

dominate, bringing about the continued, necessary structural change of the nation’s labor force 

is nevertheless exceedingly operose and remains one of the greatest challenges faced by the 

Red Giant since its WTO accession. 

 China’s entry into the WTO will undoubtedly lead to a significant increase in 

agricultural imports.  The nation’s commitments in this sector are extensive.  They include 

provisions on market access which include: 

tariff reductions and minimum access opportunities under a tariff-rate quota system, 

limits on domestic support for agricultural producers, and limits on export subsidies 

for agricultural products.  Furthermore, China eliminated long-standing technical 

barriers to the import of several important agricultural products.88 

Even though China’s WTO commitments allow for higher tariff levels on agricultural 

products than for any other type of commodity, such promises, when translated into actual 

dollar figures, are nevertheless extremely imposing.  Among its numerous concessions, we 

find that China’s leadership agreed to reduce its average statutory tariff rate for agricultural 
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goods from 22 percent to 15 percent by January 2004, the deadline for China’s tariff reduction 

phase-in period.89  However, despite this important decrease in the average tariff rate, perhaps 

even more noteworthy are the Giant’s commitments with respect to their tariff-rate quota 

system. 

As part of its accession agreement, China committed itself to setting implausibly low 

tariffs for its minimum access quota quantities.  For such key agricultural imports as corn, 

cotton, rice, and wheat, this rate was a mere 1 percent.  Thereafter, these same quotas continue 

to rise for a prearranged period of time and at prearranged rates.  It was China’s bilateral 

agreement with the United States that set the bar for such figures, whereby we see that the 

established quotas are much greater than China’s level of those same imported products in 

1998, only one year prior to the US-China bilateral agreement.  Moreover, the Giant’s 

commitments concerning wheat and corn even go so far as to surpass the minimum access 

standards specified in the Agreement on Agriculture.90 

Albeit some of their minimum access opportunities being inferior to the standards laid 

out in the Agreement on Agriculture, the overall increase of China’s quotas at the completion 

of the implementation period is quite substantial when compared to the majority of other 

WTO Members.  An excellent illustration of this point is the case of wheat, coarse grains 

(primarily corn), and rice.  Global increases in market access under minimum access quota 

commitments total at 3.64 million metric tons, whereas China’s commitments under the same 

conditions add up to 7.4 million metric tons, an entire two times as much as for the rest of the 

world combined.91  Overall, the Red Giant’s share of the world’s total agricultural imports is 

expected to more than double, increasing “from just over 5 percent in 1995 to more than 12 

percent in 2010.”92  

The effects of such dramatically expanded market access opportunities in agriculture 

are broad and many.  Such an incredible deal for foreign farmers means that China will see a 

precipitous upsurge of agricultural imports for many years to come.  Moreover, an import 
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upturn of this magnitude ultimately translates into substantial implications for China’s farmers 

and associated workers. 

The Development Research Center estimates that employment in the production of 

rice, wheat, and cotton will decline by 2.46 million, 5.40 million, and 4.98 million, 

respectively, as a result of China’s WTO commitments.  After taking into account 

modest projected employment gains of 16,000 in the production of grain crops other 

than rice and wheat and an additional 1.51 million farmers growing nongrain crops, 

cumulatively more than 11.3 million agricultural jobs will be lost as a result of 

accession.93 

Since the dawn of China’s economic reformation, statistics reveal that the number of 

people employed by the agricultural industry has decreased dramatically.  In 1978, a full 71 

percent of China’s workforce was involved in this sector, a figure that dropped to only 50 

percent in just 21 years when registered in 1999.94  Furthermore, records show that the number 

of agricultural workers peaked at 390 million in 1991; however, since that time, this figure has 

been on rapid descent.  Dwindling to a mere 354 million by the end of 1999, the number of 

people employed in agriculture fell by an average of more than 4 million annually.95  In the 

end, although the Development Research Center predicts that approximately 11.3 million 

agricultural jobs will disappear by 2010, the pace of such loss remains nonetheless a slower 

rate of decline than that which the Giant experienced throughout the 1990s.96 

Although the above figures tell us on a very large scale what is generally happening in 

China’s agricultural industry, it nevertheless fails to demonstrate one very essential point.  

Continued economic growth with its parallel upward creeping incomes, in addition to the 

Giant’s expanding oppidan society with its concomitant food markets, have heightened the 

demand for fruits, meats, and other non-staple commodities.  Therefore, recent years have 

witnessed acute shifts in the overall structure of the industry. 
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The share of livestock output value more than doubled from 14 percent to 30 percent 

from 1970 to 2000, and aquatic products rose at an even more rapid rate.  The share of 

total agricultural output contributed by the production of grain and other field crops, 

meanwhile, fell from 82 percent to 56 percent.  Moreover, the largest declines in 

cropspecific growth rates have been in the grain sector, which has been, and will be, 

key in determining China’s agricultural trade flow.97 

Given the Red Giant’s factor endowments, farmers have slowly begun abandoning land-

intensive crops, such as grains and oilseeds, and have instead tried their luck at much more 

labor-intensive horticultural crops, such as fruits, vegetables, and flowers, in which China has 

an important comparative advantage. 

Indeed China could become a major or even dominant supplier in world markets for 

walnuts, apples, citrus, strawberries, grapes, asparagus, processed tomatoes, and many 

other crops.98 

In addition to China’s agricultural market access commitments, the Red Giant also 

agreed to significant limitations of domestic subsidies, as well as of export subsidies, for its 

entire range of agricultural products.99  Although both types of subsidies posed difficulties 

during the negotiation process, in the end they were handled quite differently.  In the first case, 

with regards to domestic subsidies, China fought hard to safeguard its right to increase 

domestic agricultural subsidies “to an amount equal to 10 percent of the value of agricultural 

output, the de minimis level allowed for developing countries.”100  However, several Members 

of the Working Party, nominally led by the United States, sought to keep China at the 5 

percent limit that applies to WTO developed countries.  In the hopes of convincing the 

Working Party that it deserved to be treated as a developing nation, China used the following 

argument: 
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Agriculture will be the sector most adversely affected by China’s WTO accession.  

China does not have the administrative capacity to provide domestic food aid, income 

insurance, safety net support payments, or payments for not producing certain 

agricultural goods, all of which would be excluded from China’s AMS (aggregate 

measure of support).  These subsidies must be provided based on the characteristics of 

individual households.  But China has more than 240 million rural households, and its 

rural administrative infrastructure is not sufficiently developed to assess the need for 

and deliver the needed transfer payments for such a large number of households.  Its 

only viable instrument to support farm income is price supports.101 

In the end, a multi-faceted compromise was reached.  The first element of the 

agreement permits China to offer subsidies up to 8.5 percent of its entire agricultural output 

value, which in turn translates into a figure higher than that for developed countries, but still 

less than that for developing nations.  In addition to limiting the actual amount of overall 

support, the Red Giant also consented to limiting its financial support for any one particular 

agricultural product to a maximum of 8.5 percent of that individual crop’s value.  The second 

major component of the compromise involves China’s renunciation of its prerogative to take 

advantage of a standard rider which permits developing nations to “exempt from inclusion in 

their AMS agricultural investment subsidies and subsidies for inputs, such as fertilizer, if they 

are generally available to low-income or resource poor farmers.”102 

On the other hand, in the case pertaining to export subsidies, China ultimately agreed 

to abolish any such financial support for all agricultural commodities upon entry.  When 

considering that the current WTO agreement requires both developed and developing 

countries alike to reduce such subsidies only by 36 percent and 24 percent respectively by 

2005, in addition to the fact that least developed nations are exempt from this measure all 

together, it is somewhat surprising that the Chinese leadership agreed to such a far-reaching 

commitment.103  What’s more, China’s current concession will undoubtedly surpass even 
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those commitments that the Doha Round of multilateral trade negotiations will achieve in the 

months to come. 

China has not transformed its agricultural industry overnight; rather, the patterns of 

change have come about gradually, over a period of two and a half decades.  Therefore, this 

clearly shows that the Red Giant’s WTO accession will not imply a radical reorientation of the 

nation’s agricultural policies; instead, its foremost impact will be to aid in pushing ahead 

already existing tendencies.  On the other hand, a continuation of former trends does not 

necessarily mean that the ensuing effects will be inconsequential.  Even if the genre of 

economic restructuring and transformation is not new, the pace of such change will certainly 

be significantly hastened by a reformation measure as momentous as China’s accession to the 

World Trade Organization. 

3.2.2  Services 

In contrast to China’s WTO commitments, such as in the case with agriculture, which 

aim to primarily bolster previous reform trends, the Giant’s entire service industry is 

undergoing dramatic, all-embracing liberalization measures with its World Trade Organization 

accession.  December 11, 2002, the one-year anniversary of the Red Giant’s formal adherence 

to the international trading body, marked the deadline for China to put a whole series of 

commitments for its second year of membership into effect.104  Most of these newest pledges 

have been in the ambit of services, giving the international community a glimpse of the 

enormous impact WTO membership will have on this sector of life. 

 In its Accession Protocol, the Giant committed itself to substantially opening several 

important service markets, among which we find telecommunications, banking, insurance, 

securities, audiovisual, and numerous other professional services.105  Because most such 

industries were previously insulated from international competition, they were leading points 

of contention during China’s WTO accession negotiations. 

The competition from experienced multinationals that previously have been unable to 

enter the Chinese market will be the biggest challenge for these domestic companies.  
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However, even among the service industries, there are differences that will determine 

the extent to which WTO membership will challenge them.106 

3.2.2.1  Financial Services 

Reform of its financial sector will be essential to the Red Giant maintaining its current 

high level of economic growth in the years to come.  Given its fundamental importance, it is 

one of the service areas which will be the most profoundly impacted by WTO accession. 

Perhaps the greatest challenge China will face in services is in the financial sector 

where… China has agreed to a big increase in foreign presence in the banking, 

insurance, securities, and fund management industries.107 

Traditionally, China prohibited, or at least severely restricted, the ability of foreign 

corporations to partake in such fields of domestic life.  For instance, in banking, the country’s 

central bank, the People’s Bank of China, strictly “limited the number of cities in which 

foreign banks could operate,”108 as well as rigorously constraining their capability to provide 

local currency services.109  For nearly all of modern history, alien banks in China were 

permitted to exercise, for the most part, one single task, that being: 

to provide foreign currency banking services, mostly to foreign-invested companies, 

foreign embassies, and individual foreign citizens.110 

It wasn’t even until 1981 that foreign banks were permitted to establish themselves within 

Chinese territory, and still then, they were limited to the special economic zones located along 

the country’s southeast coastline.111  Liberalization then proceeded very gradually over the 
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next two decades; however, it wasn’t until 1997 that the Giant finally began authorizing 

foreign banks increased business opportunities through their conduction of domestic currency 

services, better known as renminbi business.  In the end, after two full decades of reforms, 

more than 150 alien banks were in service within twenty-three cities on the eve of the Red 

Giant’s WTO accession.112 

Because China’s WTO commitments with respect to services require the Red Giant to 

continue steadily tapering its many restrictions on non-national banks, the reform process will, 

without a doubt, be daunting to the entire banking industry given the weakness of the nation’s 

domestic institutions, particularly its four leading state-owned banks.113 

In a more liberalized interest rate environment that is likely to emerge as foreign banks 

are allowed to expand their domestic business to include both Chinese firms and 

Chinese households, the competitive advantage of foreign banks may be significant.  

They are likely to have far lower operating costs since they will concentrate on large 

firms and high-net-worth individuals in major cities, whereas the existing large state-

owned banks have far-flung branch networks extending to China’s smallest cities.114 

Foreign banks will be entitled to do renminbi business with domestic firms already after only 

two years of Chinese WTO membership, whereas such services will not be permitted with 

individual Chinese citizens until the sixth year.  Not only must China’s domestic banks 

maintain hundreds of millions of individual personal banking accounts with comparatively 

minor balances, in turn resulting in exceptionally high operating costs, while foreign 

institutions pick and choose their most profit-wielding clientele, but these same foreign 

monsters also possess extensive know-how in loan risk evaluation, thus giving them a 

significant advantage over their domestic counterparts in selecting the most creditworthy 

borrowers.  Moreover, as China’s domestic banking industry becomes less and less 

competitive, in turn causing it to lose business and its dominant position in Chinese society, 
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there is the very distinct possibility that hundreds of thousands of state workers could be laid 

off in the very near future.115     

3.2.2.2  Telecommunications 

A second major service sector projected to be significantly impacted by China’s WTO 

accession is that of telecommunications.  In the past ten years alone, the Red Giant’s 

telecommunications market has developed enormously to become one of the world’s largest 

and fastest-growing out there.  Huge efforts were made during the last decade to help catch up 

a nation that hosted no more than six phone lines for every 1000 people in 1990.  Within only 

ten years, China had installed almost 140 million additional fixed telephone lines, thanks to an 

aggressive national building plan and successful technology transfer from abroad.116  Then 

again, the wireless telephone industry can boast an even greater achievement. 

In July 2001, China surpassed the US to claim the title of having more mobile 

subscribers than any country in the world – 120.6 million at the end of the month.  The 

number of subscribers has been increasing by tens of millions a year.  As recently as 

the end of 1999 there were only 43 million subscribers.117 

Despite the Giant’s impressive gains in this high technology market, it has remained 

one of the most heavily government-controlled service sectors in the nation.  Chinese WTO 

commitments will at last allow, for the first time, “direct foreign investment in firms providing 

telecommunications services, including Internet content and Internet service providers.”118  

Although overseas companies have been the primary providers of telecommunications 

equipment for years, they have nevertheless been categorically denied the opportunity to enter 

the respective service market.  Even now, despite the extensive WTO liberalization measures 

that the Red Giant has agreed to, the opening of this sector continues to be a highly delicate 
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affair.  The extreme sensitivity of the industry necessitates that Chinese obligations be 

introduced gradually and that no matter what the nature of the service may be, any and all 

majority foreign ownership is strictly prohibited. 

Table 1.  China’s Commitment in Telecommunications Services.119 
Maximum allowed foreign ownership, percent 
 

 

Type of service 

Year of 
accession 

+1 

year 

+2 

years 

+3 

years 

+5 

years 

+6 

years 

Value added and paging 

Mobile and data services 

Domestic and international 

30a 

25a 

49b 

35b 

50c  

49c 

25a 

 

 

35b 

 

 

49c 
 
Source: “Agreement on Market Access between the People’s Republic of China and the United States of 

America,” November 15, 1999; and “The Sino-EU Agreement on China’s Accession to the WTO: Results of the 
Bilateral Negotiations,” p.3 (www.europe.eu.int/comm/trade/bilateral [June 13, 2000]). 

a. Beijing, Shanghai, and Guangzhou only. 
b. Beijing, Shanghai, Guangzhou, Chengdu, Chongqing, Dalian, Fuzhou, Hangzhou, Nanjing, Ningbo, 

Qingdao, Shenyang, Shenzhen, Xiamen, Xian, Taiyuan, and Wuhan only. 
c. All geographic restrictions phased out. 

As Table 1 illustrates, commitments vary greatly based upon the type of service 

offered, the year of accession, as well as the percentage of foreign ownership allowed.  

Moreover, foreign-invested companies were only permitted to service the regions of Beijing, 

Shanghai, and Guangzhou in the beginning, even though these three areas did account for 

approximately three-fourths of all domestic telecommunications use.  It is only over the 

subsequent six years, depending upon the service being offered, that the rest of the nation will 

open its doors to outside investment. 

In addition to its current efforts to open itself to the outside world, China has 

implemented several other important reforms over the last several years.  At the top of the list 

has been the adoption of the principles of cost-based pricing and rights of interconnection, 

both essential conditions for foreign-invested companies to have any remnant of a real 
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possibility for competing with their Chinese counterparts.120  The fact that the Giant has 

agreed to sanction the distribution of all types of basic telecommunications services, whether 

it be local, long distance, or international, as well as any and all modes of technology available 

to provide such services, including cable, wireless, and satellite, testifies to its desire to move 

ahead with market reforms.  “This technology-neutral commitment underscores its 

commitment to procompetitive principles,”121 thus underpinning the fundamental aspirations 

of the World Trade Organization.      

Despite the enormous adjustment that WTO accession will bring to the 

telecommunications market, China’s two leading companies, China Mobile and China 

Unicom, both of which are listed on the New York and Hong Kong stock exchanges, are 

expected to weather the changes well.  The Giant’s past policy of “nurturing state-owned 

companies”122 allowed the two firms to build a solid foundation, already being recognized in 

Business Week’s list of top emerging-market companies in their pre-WTO years.123  By the 

time overseas telecommunications conglomerates significantly penetrate the domestic playing 

field, China Mobile and China Unicom will be well-established and adequately prepared to 

withstand the competition. 

3.2.3  Auto Industry 

 The third principal sector which is expected to be the most seriously affected by 

China’s WTO membership it that of motor vehicles.  Given the all-important role that the 

automobile industry occupies in most national markets, this economic sector was of primary 

concern throughout the Giant’s WTO negotiation process.  Without a doubt, the final product 

of these consultations “will have significant implications for investment and employment.”124  

Currently, there are in excess of 100 motor vehicle assemblers in China, and although they are 

for the most part “small-scale, low-tech affairs,”125 they are extremely important economically 

for a number of cities in which they are located.  Furthermore, it is the magnitude of the 

                                                 
120 Ibid, page 67. 
121 Ibid. 
122 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 176. 
123 Ibid. 
124 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 177. 
125 Ibid. 



 35

industry’s value which has lead to it being among the nation’s most highly protected sectors 

throughout the last several decades. 

Since October 1997 China has imposed tariffs of 80 percent for passenger cars with 

engines less than three liters and 100 percent for those with engines of three liters or 

more.126  Tariffs on imported buses and most types of trucks are somewhat lower, 

generally 40 to 70 percent.  Import levies on vehicle parts average around 50 percent.  

Besides these high tariffs, when the state introduced an industrial policy for vehicles in 

February 1994, it simultaneously introduced new or more restrictive quotas on imports 

of automobiles, other vehicles, and parts.  One goal of the policy was to increase the 

share of domestically produced vehicles to 90 percent of total consumption.  This was 

to be accomplished in part through “restrictions on the total volume of imported cars, 

automobiles, and their key spare and component parts.”127 

Since the inception of its WTO agreement, the Red Giant’s motor vehicle sector has 

been undergoing monumental changes.  To start with, China agreed to lower tariffs from the 

original level of 80-100% to 25% by mid-2006, with by far the greatest reductions occurring 

within the first few years.  Auto parts will also see their tariffs cut to an average of 10% by the 

same date.128  What’s more, China committed to raising its quota value for each category of 

motor vehicle by 15 percent annually, with a complete elimination of all such restrictions in 

2005.129  Furthermore, officials became instantaneously more liberal in their allocation of 

import licenses under the new trade laws and agreed to entirely abolish such permits five years 

after accession.  Additionally, foreign investors were granted immediate participation in 

distribution, retail, and after-service activities, and beginning December 11, 2003, foreign 

businesses were permitted to own a majority share in auto companies.  Moreover, the Giant 
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agreed to “eliminate all restrictions on foreign-invested companies importing and exporting 

within three years of accession.”130  And finally, these same foreign auto companies are also 

now allowed to provide credit for the financing of motor vehicle purchases. 

With tariffs trimmed and quotas slackened, domestic auto prices naturally began to fall 

leading to an important increase in automotive imports.  Without a doubt, it is the inefficient, 

small-scale producers who cannot compete with the newly encountered competition that are 

suffering the most as a result of the Giant’s WTO entry.  However, if China had actually had 

“a fully functioning market economy”131 in the past, “many if not most of these firms would 

have disappeared some time ago, through mergers or bankruptcies.”132  Given these facts, 

there are two principal outcomes expected from the changes taking place in the motor vehicle 

industry, the first being directly related to the second. 

As prices of cars and other vehicles fall following China’s entry into the World Trade 

Organization, the financial losses of these firms certainly will rise.  Given the pressure 

on state banks to operate on more commercial terms, the rising burden of subsidizing 

these small-scale producers may well be the final straw that leads Chinese banks to 

curtail the flow of new credit to these firms, thus ensuring their demise.  The 

Development Research Center of China’s State Council forecasts that employment in 

the motor vehicle industry will fall by 498,000 following China’s accession to the 

World Trade Organization.133 

As the aforementioned predictions reveal, not only is a significant increase in 

unemployment expected, but conceivably even more important, the changes occurring within 

the motor vehicle industry, because of the Giant’s accession to the WTO, will help beget 

greatly needed reforms within the banking financial sector.  However, these anticipated 

adjustments are in strict correlation to the inefficient, small-scale producers; a much different 

situation presents itself with respect to the larger, more efficient enterprises. 

Despite the extensive protection accorded to the motor vehicle market in the past, the 

Giant’s WTO accession is predicted to have “only modest effects on the larger joint venture 
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car producers.”134  This conclusion is based upon two inter-related facts.  First, not only are 

tariffs to be reduced over a period of five years, thus allowing domestic producers to proceed 

with a gradual transition, but even the final import tax level is to remain comparatively high, 

at 25%, still offering substantial protection to China’s domestic producers. 

Their profit levels may be squeezed, but the falling cost of imports is not likely to 

drive the relatively efficient, large scale joint venture producers that have emerged 

during the past decade from the market.135    

Although on the surface it may appear that foreign auto companies will be the big 

winners in a Chinese motor vehicle industry managed by WTO rules and regulations, a closer 

look shows us that in all reality, it is the Red Giant that very likely has the most to gain from 

such a changeover.  Not only will the larger, more efficient domestic auto companies likely 

strengthen their competitiveness even more, but the desperately needed reform of the 

financial-sector, vital to making China’s WTO transition work, is likely to receive a powerful 

push by the obdurate pressure put upon the Giant’s motor vehicle industry. 

3.2.4  Textiles and Apparel Industry 

One of the principal goals that China hopes to achieve from its participation in the 

world trade system is that of improved economic efficiency achieved through extensive 

economic restructuring. 

Unless the labor and capital utilized in more protected sectors of the economy are 

reduced and reallocated, the expansion of comparative advantage sectors will be 

stunted and opportunities for increased efficiency lost.  The process must start with 

increased competition from imports forcing some inefficient firms to shrink or even go 

out of business.136 

It is this same economic reorganization that will in turn permit other economic areas, those 

possessing a sound comparative advantage, to both expand production, as well as increase 

employment.   
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Through its accession to the World Trade Organization, China is securing two decisive 

boons, the first of which is directly related to this anticipated restructuring.  The Red Giant’s 

textile and clothing industry, very likely the commercial sector where it enjoys its greatest 

international comparative advantage, is undergoing enormous changes.  With material goods 

making up an astounding 30 percent of its total overseas sales, China is the world’s largest 

exporter of textiles and clothing, representing nearly 15 percent of the sector’s world trading 

levels.137  However, despite such impressive figures, since the inception of the Multi Fibre 

Arrangement (MFA) in 1974, world trade in textiles and apparel has been grossly distorted.138  

The MFA is a trade agreement which has enabled industrialized countries to legitimately 

restrict imports from developing countries.  

The MFA was brought in as a supposedly short term measure, mainly to give 

industrialized countries a breathing-space to adjust to competition from imports from 

developing countries.  Special measures were seen as necessary for textiles and 

garments because the labour intensive nature of the industries meant that it was 

becoming relatively easy for developing countries to compete in a global market.  The 

MFA does not apply to trade between rich industrialized countries themselves.139 

It wasn’t until twenty years later that the Multi Fibre Arrangement was finally brought 

to an end.  With the Uruguay Round came a new agreement intended to bring trade in textiles 

and clothing into line with the rules and general philosophy of the newly established World 

Trade Organization.  As with the Organization itself, the WTO’s Agreement on Textiles and 

Clothing (ATC) became operational on January 1, 1995.  Its fundamental goal is “to secure the 

removal of restrictions currently applied by some developed countries to imports of textiles 

and clothing.”140  

The 1994 agreements of the Uruguay Round require the phasing out of quota 

restrictions over world textile and clothing trade by 2005.  Accession to the WTO 
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would automatically give China the same expanded export opportunities from this 

particular agreement.  This would help China to expand further its export in this sector, 

which constitutes at present 18.8% of China’s total exports.141 

In the end, it is China who is predicted to gain the most from such a quota phase-out plan.  

With its gargantuan low-cost labor force, its well-established private textile industry, and 

Hong Kong’s world-renown financial and marketing resources, the industry’s eventual growth 

rate could be colossal.  Already, it is estimated that an entire 40 percent of the Giant’s income 

increase from joining the WTO will be derived from the removal of these MFA import 

quotas.142  Moreover, with the staggering loss of several million jobs in sectors such as 

agriculture, motor vehicles, and various service industries, an expanded textile and apparel 

industry will propitiously help absorb some of the unemployment fallout. 

Textiles and particularly apparel are the sectors with the greatest potential to generate 

jobs to offset job losses elsewhere in the economy.  The two industries are the most 

important.  In 1998 their combined employment was more than 5 million and 

accounted for more than 10 percent of employment in manufacturing.  They accounted 

for almost 10 percent of industrial output, more than half of which was exported, in 

turn accounting for more than a fifth of all Chinese exports.143  (Even more 

importantly, as the restrictive Agreement on Textiles and Clothing is phased out,) 

Employment in the textile and clothing sectors is projected to increase by 2.8 million 

(23.6 per cent) and 2.6 million (52.3 per cent).144 

At present, there is not a single other economic sector which can offer even remotely a 

similar potential for employment growth.  Then again, these predictions are motivated by the 

assumption of the existence of true market economy conditions, more specifically speaking, 

                                                 
141 Chan, Thomas M. H.  Economic implications of China’s accession to the WTO, page 2. 
http://www.future-china.org/csipf/activity/19991106/mt9911_03e.htm  – Consulted August 6, 2003. 
142 Liew, Leong H.  What is to be Done? WTO, Globalisation and State-Labour Relations in China., Australian 
Journal of Politics and History, Volume 47, Number 1, 2001, page 44 of ProQuest printed version.   
143 Lardy, Nicholas R.  Supra, note 42, page 168, note 125-page 228. 
(Cited: Author’s calculations based on National Bureau of Statistics, China Statistical Yearbook 1999 (Beijing: 
China Statistics Press, 1999), pp. 422, 432, 581-582.) 
144 Liew, Leong H.  Supra, note 142, page 45, note 28. 
(Cited: Li Shantong, Zhai Fan, and Xu Lin, “Jiaru shijie maoyi zuzhi dui Zhongguo de yingxiang” (Impact on 
China from entry into the WTO) in Yu Yongding, Zheng Bingwen, and Song Hong eds, Zhongguo ‘rush’ yanjiu 
baogao: jinru WTO de Zhongguo chanye (Research Report on China’s Entry into the WTO: Impact on China’s 
Industries) (Beijing: Shehui kexue wenjian chubanshe, 2000), p. 71.) 
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that trade is determined by comparative advantage.  However, in the case of the Red Giant, 

despite the WTO’s overall elimination of textile and apparel quantitative restrictions by the 

end of 2004, the country itself will nevertheless continue facing years of unfair trade practices.  

Unfortunately, in their quest to gain admittance to the multilateral trade body, China had to 

agree to numerous discriminative commercial practices, two of which directly affect trade in 

textiles and apparel.  The first such convention, demanded specifically by the United States, 

permits foreign textile industries to actively respond to increases in imports of textiles and 

apparel up until December 31, 2008.  The Chinese agreed that: 

In the event that a WTO Member believed that imports of Chinese origin of textiles 

and apparel products covered by the ATC as of the date of the WTO Agreement 

entered into force, were, due to market disruption, threatening to impede the orderly 

development of trade in these products, such Member could request consultations with 

China with a view to easing or avoiding such market disruption.145 

Although its several ‘distinctive’ procedural steps are clearly outlined in the report, it is 

essentially a special textile safeguard that allows other WTO Members to impose unilateral 

restrictions on the import of Chinese textiles and apparel for four years after the current 

system of quotas is phased out completely at the end of 2004.  After that, from 2005 to 2008, 

China will be the only Member of the World Trade Organization against which such 

restrictions can be raised. 

In addition to this special textile safeguard, there is a second protective mechanism, 

described in the Draft Protocol on the Accession of the People’s Republic of China, also 

capable of singling out Chinese textile imports.  The Transitional Product-Specific Safeguard 

Mechanism states that: 

In cases where products of Chinese origin are being imported into the territory of any 

WTO Member in such increased quantities or under such conditions as to cause or 

threaten to cause market disruption to the domestic producers of like or directly 

competitive products, the WTO Member so affected may request consultations with 

China with a view to seeking a mutually satisfactory solution, including whether the 

                                                 
145 Report of the Working Party on the Accession of China.  Supra, note 82, page 46, Section D, Article 11, 
paragraph 242(a). 
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affected WTO Member should pursue application of a measure under the Agreement 

on Safeguards.146 

This stratagem differs significantly from the traditional, all-inclusive WTO safeguard 

provisions.  To begin with, it permits other WTO Members to target imports exclusively from 

China, rather than from all implicated countries, a major exception to the nondiscrimination 

principle that is at the heart of the WTO’s philosophy.  With this measure, another WTO 

Member may “impose a quota or other restrictive arrangement solely against goods originating 

in China, even when imports of the same product from other countries have increased.”147  In 

addition, the level of injury required in the transitional product-specific measure is extremely 

low in comparison with that of the regular WTO safeguards – market disruption versus serious 

injury.  What's more, invocation of this “China-specific”148 safeguard was made extremely 

simple in that no preliminary investigation of the claim’s merit is required, but rather, the 

Chinese government is called to immediate consultation by the government of the aggrieved 

party.  Also contrary to the WTO Safeguards Agreement, China may choose to remediate the 

situation through voluntary export restraints; however, if no such agreement can be reached, 

the claimant nation may then opt to initiate restrictions themselves.  Normally,  

members must provide reasonable notice and allow interested parties to rebut the 

views expressed by others.  (However,) Sixty days after the initial request for 

consultations the country may unilaterally impose restrictions on imports from China 

of the good in question.149 

Moreover, the Red Giant’s ability to retaliate under this protective measure is much more 

limited than under a traditional WTO safeguard.  For instance, if the established restriction is 

based on a comparative climb in imports of the good in question, China is prohibited from 

retaliating for the entire first two years; this being in stark contrast to the immediate possible 

withdrawal of equivalent concessions in similar circumstances under a regular safeguard 

measure.  Finally, in distinction to the customary eight-year limit on standard WTO 

safeguards, this ‘country-specific’ policy may be applied “only for such period of time as may 

                                                 
146 Draft Protocol on the Accession of the People’s Republic of China.  Supra, note 59, page 81, Part I, paragraph 
16(1).  
147 Lardy, Nicholas R.  Supra, note 42, page 82. 
148 Ibid. 
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be necessary to prevent or remedy the market disruption.”150  However, in all reality, there is 

no precisely defined cut-off date, nor even a requirement for progressive liberalization of the 

quota over time.  In the end, such unrestricted conditions will make it quite effortless for a 

Member to maintain such a protective measure for the entire period that this special ‘China-

specific’ safeguard will be operational, an entire twelve years from the Giant’s December 11, 

2001 entry date.151 

At present, World Bank studies put expected Chinese apparel production increases at a 

nearly unbelievable 263.5%, virtually quadrupling entry figures within the first decade.  

What's more, predicted overseas sales are anticipated to be even more remarkable.  With its 

clothing exports projected to almost quintuple, jumping practically 375% within the same ten-

year period, “its share of the total world clothing export market will surge to more than 47%, 

compared with 15% in 1997.”152  Ultimately, we will have to keep an eye on developments 

throughout the next decade to see whether or not such ‘China-specific’ discrimination 

measures will indeed have a significant impact on the Red Giant’s forecasted textile and 

garment industry growth rates, or whether their gamble to concede so much in numerous 

economic sectors in order to push forward their ultimate goal of complete integration into the 

global economy, will indeed be compensated by colossal leaps in such areas as textiles and 

apparel where they possess an undisputed and overwhelming comparative advantage. 

3.3  Sociological Polarization 

In addition to the actual commercial impact that World Trade Organization 

membership is having on the Chinese economy, so too is the Giant experiencing important 

sociological changes as a result of this new reality.  Although the social impact can be 

examined from many different angles and measured by a myriad of techniques, rural versus 

urban employment issues, including shifts in the urban-rural divide, as well as significant 

regional disparities are among the most obvious and potentially disastrous consequences 

stemming from the Giant’s WTO accession.  Already back in 1978, at the launch of China’s 

                                                                                                                                                          
149 Ibid, page 83. 
150 Draft Protocol on the Accession of the People’s Republic of China.  Supra, note 59, page 82, Part I, paragraph 
16(6).  
151 Ibid, page 83, Part I, paragraph 16(9). 
152 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 110. 
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original reform initiative, “the urban-rural divide was already rather deep: the per capita 

income of the urban resident was 2.6 times higher than that of the rural resident.”153  And 

although the early reform years did witness a slight reduction in this initial gap, it started to 

widen once again beginning in 1984, and by 1999, all the gains from the past twenty-one years 

had been lost as the divide had now recaptured its 1978 level.154 

3.3.1  Rural versus Urban Employment and Financial Levels 

A key difference between rural and urban employment concerns is that rural areas tend 

to speak in terms of underemployment where as urban centers speak of unemployment.  For 

instance, in 1995: 

among the 500 million able-bodied laborers in rural China, only 325 million were 

actually needed.  The other 175 million were redundant.  In other words, if rural 

laborers were to work to their potential, more than one-third of Chinese farmers would 

have become unemployed.155 

Moreover, surveys have demonstrated that a full 80% of Chinese farmers still earn an income 

that is significantly less than the country’s national average.  What’s more, this tendency has 

only continued to grow since 1995.156 

At the same time rural underemployment is mounting, urban unemployment has also 

been rising.  Although government statistics appear quite optimistic, showing an urban 

unemployment rate of only 3.1% in 1999 (approximately 5.8 million residents), the actual 

number was much closer to 18 or 19 million if we include “xiagang” workers.157  Figure 1 

distinctly demonstrates this considerable discrepancy which exists between published official 

rates of unemployment and the actual real rates of joblessness.158   

 

                                                 
153 Wang, Shaoguang.  Supra, note 73, page 6.  
154 Ibid. 
155 Ibid, page 4. 
156 Ibid, page 5. 
157 Ibid.  “Xiagang workers maintain some sort of employment contract with their enterprises.  In theory, they can 
return to their posts once their enterprises begin to hire again.  Before they are re-hired, which is not unlikely in 
most cases, however, they are unemployed to all intents and purposes.” 
158 Ibid. 
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Figure 1.  Urban unemployment in China.159 
Source: Hu Angang, ‘Kuaru xinshiji di zuida tiaozhan: woguo jinru gaoshiye jieduan’ [‘The biggest challenge in 
the new century: China enters a period of high unemployment’], an unpublished manuscript (Chinese Academy 
of Science 1999b). 
 

What’s more, the diagram also illustrates the full range of real unemployment rates, from their 

lowest to highest possible levels.  Furthermore, because much of the Giant’s recent economic 

growth, including that occurring since its entry into the WTO, has been a sort of “jobless 

growth,”160 this disheartening situation is unlikely to improve any time in the near future.  

Statistics show that although GDP rose by an impressive 7.1% in 1999, employment grew by a 

mere 0.36%, which in turn meant “that every additional percentage of GDP growth brought 

about only a 0.05% increase in employment.”161  The extent of this jobless GDP growth is 

clearly observable in the figure below.162  
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Figure 2.  Employment elasticity of output growth.163 
Source: Hu Angang, ‘Kuaru xinshiji di zuida tiaozhan: woguo jinru gaoshiye jieduan’ (1999b). 

 
Even if the Giant were to regain its 8-9% GDP growth rate levels from the past, the present-

day ‘jobless growth’ situation would not permit the nation to provide enough new jobs for the 

nearly ten million budding individuals entering the labor market each year.  Moreover, if not 

already discouraging enough, the situation is likely to worsen as China pushes forward with its 

reform of state-owned enterprises (SOEs), likely to cause massive layoffs in a number of 

fields, as well as other economic restructuring programs. 

Due to this ever-increasing unemployment, an escalating number of urban households 

have witnessed a stark decline in their real purchasing power.  Already in 1996, 40% of urban 

families complained of a waning in their real income, and as usual, it was the poor who 

suffered the most.   

In 1990, the average income of the top 20% of households was only 4.2 times higher 

than that of the bottom 20%.  By 1998, the ratio had jumped to 9.6 times, which was 

an unmistakable sign of polarization…  Indeed, the richest 10% of households were 

the biggest winners in the recent reforms.  Their share of the total income increased 
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from 23.6% in 1990 to 38.4% in 1998.  On the other hand, the bottom 20% of 

households were losers big time: their share of the total income declined from 9% in 

1990 to 5.5% in 1998.  Now about 30 million urban residents are living in poverty.  

Their incomes are no more than one-third of the national average.164 

Moreover, just as the gap between the rich and poor has been steadily on the rise since 

economic reforms began some quarter of a century ago, so too has the Giant’s urban-rural 

divide mushroomed in recent years. 

While a typical urban resident earned approximately 200 Yuan more than his rural 

counterpart in 1978, by 1997, the difference amounted to more than 3000 Yuan.165   

What’s worse is that China’s income gulf is much more sizeable than that of other nations.  

Whereas a typical country’s urban to rural income ratio is habitually below 1.5 and hardly 

ever exceeds 2.0, the Red Giant routinely posts real urban incomes, supplemented by various 

welfare benefits, which are up to four times those of rural workers.166  China’s substantial 

urban-rural divide is direct proof that advancement of a nation’s modern urban industries will 

not necessarily trickle down to bring equal prosperity to the traditional rural sectors, an 

unfortunate reality in stark contradiction to what many economists would like to have us 

believe. 

3.3.2  Regional Inequality 

Another point of great consequence with regards to employment issues, and therefore 

wealth distribution, is its irrefutable regional dimension.  Without a doubt, unemployment 

generally runs significantly higher within China’s interior than it does in its coastal regions. 

 

 

 

 

                                                 
164 Ibid, pages 5-6. 
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 47

 

 

 

 

 

 

 

 

Figure 3. Provincial  unemployment rates (%).167 
Source: Hu Angang, ‘High unemployment in China: estimates and policies’, a paper presented at the 
International Conference Center-Periphery Relations in China: Integration, Disintegration or Reshaping of an 
Empire? (The French Center for Contemporary China and the Chinese University of Hong Kong, Hong Kong, 25 
March 2000). 
 

Figure 3 is a perfect illustration of this divergence between official and real unemployment 

rates for the year 1998 in all 30 of China’s provincial units.168  A study carried out by 

Shaoguang Wang and Dr. Hu Angang gives us three solid findings with regards to such 

regional disparities.169  To start with, inter-provincial inequality, although already on the rise 

since 1983, picked up significant momentum in 1990.170  Second, just as the Giant’s urban-

rural divide is uncommonly large, so too are its regional gaps. 

                                                 
167 Ibid, page 5. 
168 Ibid, “In the national capital, Beijing, barely 2% of the labor force was unemployed.  However, in three 
Northeast provinces (Liaoning, Jilin and Heilongjiang), real unemployment rates ranged from 12.8 to 15.5%.  
Unemployment was also pretty bad in Jiangxi, Hubei, Hunan, Sichuan, Shaanxi, and Hainan provinces (above 
10%); all but Hainan are interior provinces.  Coastal provinces in general had much lower unemployment rates 
than their inland counterparts.  For instance, Fujian’s rate was as low as 3.1%.  Guangdong, Shandong, Zhejiang, 
Jiangsu, Hebei, and Shanghai also saw relatively low unemployment rates.” 
169 Ibid, page 6.  
170 Ibid, note 28. 
(Cited: The World Bank arrives at an essentially similar conclusion in its Sharing Rising Incomes: Disparities in 
China, p. 21.) 
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Figure 4.  Per capita GDP as % of national average, 1997.171 
Source: Kang Xiaoguang, ‘Bixu liji caiqu cuoshi jiejue shouru fenpei bupingdeng chixu kuoda di wenti’ (2000). 

Figure 4 presents data on per capita GDP in China’s 30 provinces in 1997.  

Apparently, the coastal provinces were better off than the central provinces, which, in 

turn, surpassed the western provinces.  Except Guangxi, all the coastal provinces had 

per capita GDP higher than the national average.  Shanghai’s was 4.5 times the 

average.  At the other extreme, Guizhou’s per capita GDP was equivalent to only 37% 

of the national average.  In fact, aside from Heilongjiang, none of the central and 

western provinces had per capita GDP higher than the national average.172   

Furthermore, when compared to numerous other countries from various economic 

development levels, the Red Giant is by far the leader in inter-regional inequality.173  Lastly, 

as a third and final point, the study argues the multi-dimensional facet of the existing disparity.  

It was shown that “no matter which dimension we look at, there are notable regional 

                                                 
171 Ibid, page 6. 
172 Ibid. 
173 Ibid, page 7. 
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variations.”174  The divergence is not simply a matter of wealth and poverty, but rather, the 

inequity  

manifests itself in almost every aspect of economic and social life.  Measured by 

human development indicators, for instance, the difference between China’s most 

developed and least-developed provinces is comparable to that between the Western 

industrial countries and the poorest countries in the world.175   

Unfortunately, despite the great economic strides achieved by the Red Giant since 

reforms began in 1978, it is nevertheless incontrovertible that these same developments have 

also “widened the gaps between regions, between urban and rural populations, and between 

rich and poor households in either urban or rural China.”176  Amazingly, the Giant’s current 

overall level of income inequity is by far much greater than it was at any other time in the 

PRC’s past.  Although China was still an extremely egalitarian civilization with very little 

income disparity back in the early 1980s, things were very different by the mid-1990s. 

As Table 2 shows, China’s income distribution has already exceeded the inequality 

found in most transition economies in Eastern Europe and many high-income 

countries in Western Europe, as well as in some of its large Asian neighbors, such as 

India, Pakistan and Indonesia, countries that had often been treated in the development 

literature as classic cases of large income inequality.177 

 

 

 

 

 

 

                                                 
174 Ibid. 
175 Ibid, note 31.   
(Cited: UNDP, Human Development Report 1995 (New York: Oxford University Press, 1995), pp. 139-141.) 
176 Ibid, page 7. 
177 Ibid, note 33.   
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Table 2.  Inequality in comparative perspective (average Gini coefficient).178 

 

 

 

 

 

 

 

 

 

Source: Kang Xiaoguang, ‘Bixu liji caiqu cuoshi jiejue shouru fenpei bupingdeng chixu kuoda di wenti’ [‘China 
has to stop the trend of growing inequality’], an internal manuscript of the Chinese Academy of Science, 2000. 

What truly separates the Giant from all these other nations in terms of income 

inequality is “the fact that in China it has increased both to a greater extent and more rapidly 

than almost anywhere else.”179  According to the World Bank, the rise in the Giant’s all-

inclusive inequality was “by far the largest of all countries for which comparable data are 

available.”180  What’s worse is that without a radical change in the existing trend of 

polarization, it is anticipated that the Red Giant will soon begin facing the same flagrantly 

piercing conditions currently experienced throughout Latin America and sub-Saharan Africa.  

Such a dismal state of affairs consequently increases the stress and insecurity felt by the 

ordinary citizen and in turn “threatens political support for the ongoing market-oriented 

reforms.”181 

                                                                                                                                                          
(Cited: World Bank, Sharing Rising Incomes: Disparities in China, pp. 1-2, 7-8.) 
178 Ibid, page 7. 
179 Ibid. 
180 Ibid, note 34.   
(Cited: World Bank, Sharing Rising Incomes: Disparities in China, pp. 7-8.) 
181 Ibid, page 7. 
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As one can easily see from the details above, the two outcomes likely to develop from 

a globalization accompanied by the unequal distribution of economic gains, discussed in the 

introduction to Part 3 of this paper, are regrettably proving to be legitimate.182  Given this 

unfortunate reality, we can only hope that the positive effects stemming from the Giant’s entry 

into this world trading system will, in the end, outweigh the numerous negative consequences. 
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4.  China’s Influence on the World Trade Organization 
The WTO is seen as an “important carrier of globalization” that will allow China to 

“become a respectable member in the open international economic system,”183 

enabling it to enjoy equal trading treatment and to take part in formulating trade 

regulations.184 

The WTO will provide an extremely important arena in which the Red Giant can project its 

power, thereby enhancing its international prestige and standing, as well as fortifying its 

domestic legitimacy.185  Just as the World Trade Organization is having considerable influence 

on the Giant, both economically and socially, so too is the country’s accession to the 

international trading body having a significant impact on numerous aspects of the global 

economy.  Not only must the WTO itself, as an association, adjust to the Giant’s new 

transnational presence, but the implications of China’s membership for the world economy, as 

well as international trading culture, are mammoth. 

China’s economy and international trade are so large that the expansion of economic 

output and trade resulting from its membership is likely to perceptibly affect the 

growth of global trade and thus the pace of expansion of global output.  No other 

country that has become a WTO member in recent years has been large enough to 

affect global trade and output so positively because of the trade and investment 

liberalization required.  (Given this reality,) China will be influential in future rounds 

of WTO trade negotiations.  (Moreover,) As the only major trading nation that is not 

an advanced industrial economy, China will almost certainly bring a distinct 

perspective to the negotiations and exert its power on matters important to its trade.186 

                                                 
183 Wen, Gong and Zhang Xiangchen.  Comment on General Trend of China’s Entry Into WTO, People’s Daily, 
May 7, 1999. 
http://english.peopledaily.com.cn/other/archive.html – Consulted March 20, 2004. 
184 Kent, Ann.  China’s international socialization: The role of international organizations, Global Governance, 
Volume 8, Issue 3, July-September 2002, page 4 of ProQuest printed version – Consulted August 3, 2003. 
185 Ibid, page 2, note 11. 
(Cited: Yoichi Funabashi, Michel Oksenberg, and Heinrich Weiss, An Emerging China in a World of 
Interdependence (New York: Trilateral Commission, 1994), p. 55.)  
186 Lardy, Nicholas R.  Supra, note 42, page 134. 
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4.1  China Joins the International Trade Wars 

As we have previously demonstrated, beyond international power, prestige, and status, 

the Red Giant sought World Trade Organization membership for an array of additional 

reasons: increased trading opportunities, the unrelenting pressures of globalization, the desire 

to extend reforms and economic restructuring efforts, the goal of improving its all-around 

economic efficiency, and, finally, for the right to tackle disagreements head-on and in an 

unbiased manner within the international community.  Although entry into the multilateral 

trade body has indeed meant significant change and adaptation for the Red Giant in a number 

of areas, its 2001 WTO accession has also had a wide-spread impact on the global trading 

group, as well as on numerous interrelated aspects of international commercial affairs. 

The second decisive boon187 that WTO accession brings to China is its ability to use 

the trade organization’s well-established and egalitarian dispute settlement mechanism when 

defending itself against antidumping charges and other trade-related disagreements, as well as 

justifying itself when instituting its own defense measures.188 

A country’s accession protocol and working party report sets forth not only its market 

access commitments but also a number of provisions stipulating the rules under which 

the nation will conduct its trade.  Like market access commitments, rules-based 

commitments are enforceable through the WTO dispute settlement process.189 

In recent decades, we have seen nations open up their domestic markets to foreign 

imports in the hope of expanding trade to better serve their economies.  However, 

globalization has proven to be a “double-edged sword”.190  Liberalization has exposed 

inefficient domestic industries to unparalleled competition from abroad.  As a result, those 

individuals linked to these companies, no matter how uneconomical they are, exert significant 

pressure on their government leaders to offer them some form of protection when the stakes 

become too high.  These survival tendencies have made the Giant’s low-cost imports a major 

                                                 
187 See page 37, Section 3.2.4 Textiles and Apparel Industry, paragraph 2 for information concerning the first 
decisive boon. 
188 Chan, Thomas M.H.  Supra, note 141, page 2. 
189 Lardy, Nicholas R.  Supra, note 42, page 80. 
190 Norton, Patrick M. and Kermit Almstedt.  China joins the trade wars, The China Business Review, Volume 
30, Issue 1, January/February 2003, pages 9-10 of ProQuest printed version – Consulted June 18, 2003. 
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economic threat to foreign competitors and, consequently, a leading target for antidumping 

charges. 

A central motive behind the Red Giant’s leadership’s relentless efforts to enter the 

World Trade Organization was to acquire the right to invoke the body’s system of 

international, multilateral regulations to “counter rapidly growing trade discrimination against 

Chinese manufacturing companies in the name of antidumping.”191  However, in addition to 

helping the Giant better protect its own personal interests, China’s access to this highly 

effective dispute settlement mechanism will have a significant impact on the entire WTO 

community.  In fact, this is one avenue whereby the Giant is already having noteworthy 

influence upon the entire organizational culture. 

It was back in 1979 that the Europeans initiated the first grievance against the Red 

Giant.  Chinese saccharin manufacturers were accused of dumping, thus launching a string of 

such allegations by most all of its major trading partners over the next two and a half 

decades.192  The Giant’s Ministry of Foreign Trade and Economic Cooperation (MOFTEC) 

claims that: 

By 2001, more than thirty countries had launched 477 investigations against more than 

4,000 categories of products made in China, mostly on charges of dumping and illegal 

subsidies.193  (Moreover,) Many of these investigations, notably those undertaken by 

Mexico, the United States, and the European Union, resulted in the imposition of 

punitive tariffs that shut out the Chinese products.194   

According to Article VI of GATT 1994 and the WTO Antidumping Agreement, a Member 

nation may impose antidumping duties on imports if: 

After investigation in accordance with the Agreement, a determination is made (a) that 

dumping is occurring, (b) that the domestic industry producing the like product in the 

                                                 
191 Yang, Dali M.  Can the Chinese state meet its WTO obligations?  Government reforms, regulatory capacity, 
and WTO membership, American Asian Review, Volume 20, Issue 2, Summer 2002, page 6 of ProQuest printed 
version – Consulted August 3, 2003. 
192 Firoz, Nadeem M. and Ahmed S. Maghrabi.  Antidumping war against China and the effects of WTO 
membership, Journal of American Academy of Business, Volume 3, Issue ½, September 2003, page 1 of 
ProQuest printed version – Consulted August 3, 2003. 
193 Yang, Dali M.  Supra, note 191, page 6, note 59. 
(Cited: Meng Yan, “MOFTEC Asking for Fair Trade,” China Daily, December 13, 2001.) 
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importing country is suffering material injury, and (c) that there is a causal link 

between the two.195  

This statute permits contracting parties to apply antidumping measures against those imported 

products having an export price below the product’s “normal value.”  Given that the World 

Trade Organization defines the “normal value” of a product to be the price at which the good 

is sold in the home country, or under certain conditions, in a comparable third country, China 

has been an obvious target of such dumping allegations.  The nation’s unrivaled low cost of 

labor permits it to export labor-intensive products at prices so incredibly low that competitors 

in importing countries refuse to accept that such rates are indeed normal for the Giant. 

In its efforts to become a full contracting Member of the World Trade Organization, 

China was at times forced to concede to hardnosed, discriminatory treatment by accepting 

WTO-plus requirements for itself that go far beyond those agreed to by any other contracting 

Member to date.  For instance, United States antidumping laws have labeled the Red Giant as 

a non-market economy for years, thus altering the criteria under which the US Department of 

Commerce determines the incidence of dumping.  With such an economic standing comes the 

presumption that: 

Since China is in a transition from a planned to a market-based economy, not all of its 

domestic prices fully reflect supply and demand.  For example, if some inputs are 

subsidized heavily by the Chinese government, domestic prices of goods utilizing that 

input will not reflect the true cost of production.  In that situation, comparisons of the 

prices of Chinese goods at home with prices of the same goods sold abroad would not 

necessarily indicate whether or not a good is being sold at less than “normal value.”196   

Under such conditions, a good’s normal value may be determined by one of two ways.  The 

factors of production method, also known as the constructed value method, is where the cost 

of a good is ‘engineered’ by using the factor input prices found in a similar third country 

where such values are market determined.  These prices are then applied to the quantities of 

each component part of a Chinese product.  Finally, added to this figure are “reasonable 
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amounts for administration, selling and other costs, and profit”197 which in turn gives us the 

desired constructed value.  Conversely, when such input figures are not readily available for a 

selected Chinese product, the Americans used the surrogate country approach in which they 

would “simply use as a standard for “normal value” the cost of production of the good in a 

third country.”198   

The WTO’s Antidumping Agreement, which both clarifies and expands Article VI of 

GATT, sanctions this same sort of special ‘surrogate country’ pricing system for non-market 

economies.  In the case of China’s WTO entry, the Red Giant cagily consented to granting the 

United States, as well as all other WTO Members, the possibility to use this non-market 

economy principle for up to fifteen years from the time of its accession in future dumping 

disputes.  

The surrogate country procedures exclude the use of actual market prices in China as 

the “normal value” benchmark against which export prices are compared.  Instead, the 

investigating government may calculate what the price of Chinese goods “should be” 

based on manufacturing costs in a “surrogate” market economy country – in China’s 

case, almost always India.199 

The use of the non-market economy methodology, whether the factors of production approach 

or the surrogate country approach, is not only significantly disadvantageous to the Giant’s 

government, but is also grossly unfair to individual Chinese exporters.  To begin with, 

“…countries that are selected as surrogates or whose prices are used in the constructed value 

approach sometimes have labor costs that are much higher than those prevailing in China.”200  

Frequently, particularly in the case of labor-intensive goods, such price discrepancies lead to 

findings of a good being sold abroad “at less than “normal value” when in reality the price is 

well above the actual Chinese cost of production plus appropriate markups for selling costs 

and profit.”201  Consequently, one could argue that the use of the non-market economy 
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methodology implies that the “Chinese producers’ comparative advantage over its world-wide 

competitors is lost.”202 

A second example of the detrimental effects arising from the use of such an approach 

is that profits are always included in the calculation of normal value when using the non-

market method.  Considering that companies in market economies will from time to time sell 

their merchandise at no more than marginal cost, thus turning zero profit, and, therefore, by 

definition, selling at less than normal value, Chinese firms are consequently being held to an 

appreciably higher standard, demonstrating that this non-market methodology operates to the 

prejudice of the subjugated nation in antidumping investigations. 

Finally, given that the Antidumping Agreement does nothing to define market 

economy conditions, each WTO Member has “broad discretion in setting or even changing the 

conditions under which it applies nonmarket economic provisions in antidumping cases 

against Chinese firms.”203  Although the Red Giant has already consented to the use of this 

non-market economy methodology with regards to its international exchanges for an 

unprecedented fifteen years, there exists, nonetheless, the option within its WTO accession 

package for such practice to be suspended on a case-by-case basis. 

Chinese firms charged with dumping can petition for a review of the appropriateness 

of the nonmarket economy methodology on the grounds that the sector of the economy 

in which they operate has become sufficiently market oriented that it should no longer 

be subject to the special methodology.204 

Despite the fact that the possibility for such deferment exists, it is highly unlikely to be 

successfully employed given that this opportunity has already been available to Chinese 

businesses for more than a decade, but all the same, to date, “no industry in China has been 

able to obtain such treatment.”205 
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As a rule, Chinese firms have historically had little success in defending themselves 

against antidumping accusations.   

Some of the adverse findings may, of course, be justified; Chinese exporters, like 

exporters elsewhere, may at times “dump” their products.  Some findings may also be 

the product of the arbitrary surrogate country valuations.  Often, however, Chinese 

exporters have lost simply because they did not defend investigations that they 

considered unfamiliar, expensive, and perhaps stacked against them.206 

However, since joining the World Trade Organization, the Red Giant has begun changing its 

passive ways and has instead become an “active combatant”207 within the realm of 

international trade wars.  From the moment it obtained WTO membership, the Giant 

developed and instated new regulations covering “antidumping, antisubsidy, and protective 

measures.”208  Additionally, government leaders have not only been vehemently encouraging 

its nation’s exporters to fight dumping charges, but have also frequently assisted in their 

efforts to defend themselves in these international trade disputes.  Even if only two years have 

passed, the fruit from such labors has already made itself quite apparent.  Previous legislation 

had proven to be of little merit, impelling the instigation of a mere twelve antidumping 

investigations in the four years immediately prior to the Giant’s WTO accession.  However, 

once under the auspices of the World Trade Organization, the Red Giant demonstrated a 

completely different attitude toward these international trade wars by launching an impressive 

nine new antidumping investigations already by September 2002.209   

These most recent inquests prove that the Giant will no longer simply sit idly by while 

foreign governments continue bombarding its exporters with unjustified and damaging 

antidumping accusations and their associated countermeasures.  In an earnest attempt to 

increase their odds for success, Chinese exporters are learning all they can from earlier 

mistakes.  Antidumping experts who have intimate knowledge of the Red Giant and its station 

in the World Trade Organization are today giving priceless advice to both the nation’s 

government and its countless exporters on how to more effectively contend with antidumping 
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charges.  When one is confronted with such grave allegations, a number of strategies can 

immensely help in the accused’s case.210  However, three central guidelines provide the basis 

to any strong defense.211  First, the most important lesson learned from the past is to 

participate.  An accused exporter should never ignore the charges and should always become 

actively involved in the case.  Only by participating can one be sure that those who judge the 

matter will know both sides of the story.  Secondly, the Chinese exporter must do everything 

possible to win the case in the initial investigation.  For instance, in the United States (one of 

the nations which brings the most antidumping actions against the Giant), 

In order to obtain an antidumping order, U.S. petitioners must prove two points: high 

dumping margins with Commerce and injury and threat of material injury with the 

Commission.  If U.S. petitioners are able to get this far, the only recourse left to 

Chinese defendants is to fight for a lower dumping margin in antidumping review 

investigations so that they can export again.  That is why it is very important to try to 

win the first investigation.212 

Finally, a third subterfuge to help fight antidumping allegations is for Chinese exporters to ally 

themselves with product importers in the nation actually bringing the antidumping grievance.  

Since both parties have an irrefutable interest in the existing commercial relationship, it thus 

“makes sense that they both work together to fight dumping charges.”213  Not only can the 

domestic importers help put the necessary political pressure on the appropriate government 

bodies, but they can also help organize the lobby of principal domestic end users in support of 

their cause. 

China’s new attitude with regards to antidumping has been slowly shaking up the 

international trading world.  Not only have they strengthened their defensive, but very few 

could have imagined that they would strut such a powerful and energetic offensive so early on 

in the game.  Although the Red Giant has fifteen years of non-market economic discrimination 

to contend with, they have shown the WTO community that they intend on playing all their 

                                                                                                                                                          
209 Norton, Patrick M. and Kermit Almstedt.  Supra, note 190, page 3. 
210 Perry, William E.  U.S. Antidumping Cases Against China – Lessons Learned, Garvey, Schubert, and Barer 
Resource Center. 
http://www.gsblaw.com/resource/pub_result.asp?ID=1745587282000 – Consulted August 6, 2003.  
211 Firoz, Nadeem M. and Ahmed S. Maghrabi.  Supra, note 192, pages 3-4. 
212 Ibid. 



 60

cards and will not submit quietly.  Without a question, the next decade will unravel quite 

differently from those of the past. 

4.2  How China May Seek to Reshape the World Trade Organization 

In addition to concerns over market access and rules-based issues, critics of the Red 

Giant’s WTO accession frequently mentioned their fear that “once it is a member China might 

disrupt the organization’s work or try to reshape the institution to serve its interests.”214  

Although it is impossible to assess such trepidation with any amount of exactitude, we can 

gain some valuable insight into the Chinese thought process by examining how the Giant 

conducts itself as a member of other major international bodies. 

First of all, when the People’s Republic of China gained control of the Chinese seat 

within the United Nations on November 23, 1971, many feared that such a move would 

initiate a domino effect whereby the Giant would immediately begin seeking admission to all 

other international organizations affiliated with the United Nations and “use its memberships 

to disrupt the status quo.”215  In the end, time proved otherwise in that the Communist state 

chose to enter the international scene little by little, selecting the precise moment to make its 

entrance into each global community.  As an important study by Samuel Kim has revealed, 

Beijing’s course of action was that of “system-maintaining.”216  Although the Giant’s 

accession into the United Nations was largely supported by the developing world, with the 

expectation that it would become an active supporter of the non-aligned movement following 

its entry, the Communist state has instead played an extremely passive role since it took its 

seat in 1971.  Only rarely has the Red Giant acted as an active mover and shaker of the 

international body, and this occurs, for the most part, when it perceives its national interests to 

be at stake, for instance, when the Giant vetoed peacekeeping missions both to Guatemala in 

1997 and to Macedonia in 1999.  Moreover, except for sending a team of civilian police to 

East Timor in 1998 as part of a United Nations force there, Beijing, as a matter of policy, does 

not participate militarily in UN peacekeeping missions.  Samuel Kim summed it up skillfully 
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when he stated, “The disruptive impact of Chinese participation that was so widely and 

wrongly predicted and feared... has not come to pass… within the world organization it is a 

satisfied conservative system maintainer, not a liberal system reformer nor a revolutionary 

system transformer.”217 

If we base our analysis on the Giant’s previous United Nations activity, we can be 

quite certain that China will not attempt to alter the existing status quo of the World Trade 

Organization.  It is much more likely to use the multilateral trading body to advance its own 

personal interests as much as possible.  Then again, it is a well-known fact that leaders of the 

Red Giant believe that having the opportunity to help shape the rules and regulations of the 

international trading system is one of the greatest benefits WTO membership can offer.218   

Shi Guangsheng, the minister of foreign trade, and other officials have articulated the 

view that the WTO decisionmaking process is dominated by a few states, acting 

behind the scenes, and that the views and interests of developing countries are not 

adequately considered.219  Minister Shi reiterated forcefully at the abortive Seattle 

WTO ministerial conference in December 1999 the well-known Chinese view that the 

next WTO round should have limited objectives and that any expansion of the scope of 

the WTO beyond trade issues should be based on consensus.220 

In an attempt to actively influence the future proceedings of the World Trade 

Organization, the Giant attended the Ninth Ministerial Meeting of the Group of 77 in 

Marrakech, Morocco, in September 1999.  Here, the leaders from the 78 states drafted a 

declaration (Marrakech Declaration) in preparation for the tenth session of the United Nations 

Conference on Trade and Development (UNCTAD X), in which they called “on the 
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international community to consider a new approach to international development cooperation 

based on growth, stability and equity with the full participation and integration of developing 

countries in the globalizing world economy.”221   

What’s more, they seized the opportunity to “firmly oppose [both] any linkage 

between trade and labor standards” and “the use of environmental standards as a new form of 

protectionism.”222  In the end, China chose to ally itself with the Group of 77 because, just like 

many other developing nations, the Giant “fears that these issues could be used by developed 

countries to restrict access to their markets.”223  Moreover, because some Western labor rights 

advocates believe “that the World Trade Organization should allow countries to impose 

restrictions on the import of products from countries that do not meet certain labor 

standards,”224 it appears that the Red Giant is completely justified in its concerns. 

A second area of WTO activity, discussed at great lengths in Section 4.1 of this essay, 

in which the Giant has already expressed its disagreement with existing regulations and will 

undoubtedly push for some type of modification of the current procedural system, is that of 

antidumping measures.  “China, like many developing countries, believes that antidumping 

has been used systematically by developed market economies to limit access to their 

markets.”225 

Finally, a third aspect of WTO policy in which the Red Giant is apt to seek 

fundamental reform is the organization’s system of domestic agricultural subsidies.  If we 

refer back to Section 3.2.1 of this paper, the difficulties that the topic of agricultural subsidies 

posed during China’s accession negotiations are clearly apparent.  Given that the United States 

government grants its farmers subsidies that are nearly equal to the net incomes earned from 

the sale of their agricultural commodities,226 it is understandable why the Chinese state 
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believes that it suffered excessive discriminatory treatment when its leadership was forced to 

accept a limit of 8.5 percent of the value of agricultural output as its agricultural subsidy level.   

The American government is able to provide its farmers with such high levels of 

support because their subsidies take the form of direct payments, a type of financial assistance 

not limited by the world trading system.  Because it was the United States and other developed 

countries who largely controlled the decisions of the Uruguay Round negotiations, they “wrote 

the rules so that their preferred form of subsidies was not limited.”227  Seeing as the majority 

of developing nations, China included, lack the necessary managerial capacity to offer direct 

subsidies, which must be customized to the characteristics of each individual farm household, 

they therefore rely on indirect financial support in the form of price subsidies. 

As one can easily observe, all of the aforementioned issues deemed by the Red Giant 

to require vital revision, are elements of one common theme, which is “that the World Trade 

Organization should place a higher priority on the interests of developing countries “so that 

they can benefit more from the multilateral trade system.””228  Although China does not claim 

to be the leader of the developing world, it is perhaps the only such country with enough clout 

capable of making a difference at this stage of the game in the WTO.  The Chinese state 

appears to have chosen the well-thought-out path of achieving a balance between “promoting 

its own fundamental interests and representing those of the developing world.”229  

4.3  The Impact on China’s Asian Neighbors 

The unparalleled rapid emergence of the Red Giant as a world trading powerhouse has 

raised numerous concerns in the developed and developing worlds alike over its impending 

impact on the international market.  “The redistribution of world trade will be as important as 

the overall expansionary effect of China’s membership.”230  Global business patterns, 

production and exchange alike, are being forced to readjust in order to accommodate the new 

WTO contracting Member. 
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It is those countries having factor endowments, both resource and labor, as well as an 

export structure, similar to China, that are encountering the keenest economic rivalry with the 

WTO newcomer. 

The trade patterns of labor abundant MFA restricted developing countries such as 

China, ASEAN, and South Asia are quite similar.  They are net exporters of labor-

intensive manufactured goods and net importers of capital-intensive manufactured 

goods.231  (What’s more,) China’s entry into the WTO will dramatically raise the 

stakes for its Asian neighbors and rivals.  The increased certainty for business that 

goes with WTO membership should drive a new round of foreign direct investment in 

China and, after an initial period of disruption, a higher sustained growth rate.232 

It is these same states that are most likely to suffer world market share loss, consequently 

reducing their overall economic growth rates.  “The Development Research Center, for 

example, predicts that output growth in South Asia will be 0.01 percent per year lower as a 

result of China’s entry, putting its output in 2010 at 0.16 percent below where it would be if 

China did not enter.”233 

China’s East and Southeast Asian neighbors have been circumspectly watching the 

Giant’s movement toward globalization as well as its accession into the World Trade 

Organization.  Although there is a certain amount of ubiquitous nervousness, nowhere do fears 

run higher than they do in Southeast Asia. 

Anecdotally, it seems that these countries have a good deal to worry about.  Foreign 

investment that heads for China rather than Southeast Asia, a flood of cheap Chinese-

made goods in labor-intensive industries, coupled with the more sophisticated 

electronics goods that China is making and the end of textile quotas, all add up to bad 

news for Southeast Asia…  Southeast Asia benefited from the wave of outsourcing 

that companies from the developed world engaged in during the 1980s and 1990s.  But 
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now much of that investment is being wound down in Southeast Asia and transferred 

to China.234 

4.3.1  Foreign Direct Investment 

Foreign entities first began investing in China following the Communist regime’s 

adoption of its open door policy in late 1978 and the Equity Joint Venture Law in 1979.  

Although foreign direct investment (FDI) grew at a snail’s pace throughout the first decade, 

the early 1990s proved to be a period of exceptional FDI growth.  Already by 1994, the Giant 

was receiving an entire 20 percent of all foreign direct investment aimed at developing 

countries.235 

 

 

 

 

 

 

Figure 5.  Foreign Investment in China.236 
Source: IMF Balance of Payments Statistics, 1999. 

 

Beijing’s removal of several restrictions on foreign investments in 1992 gave a strong 

boost to FDI flows to China. (See Figure 5)  China registered FDI growth of about 150 

per cent in both 1992 and 1993.  Total FDI flows to China surged from US$4.4 billion 

in 1991 to US$28 billion in 1993, culminating at US$44 billion in 1997.  China is now 

the largest recipient of FDI among all developing countries and, for many years, has 
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been the second largest FDI recipient in the world.237  Since 1993, China has been 

accounting for about half of total FDI flows to Asia, including intra-Asia FDI.238 

Conversely, with the onset of the 1997 Asian Financial Crisis, the entire pattern of 

foreign direct investment flowing into Asia was significantly altered.  Although China has 

managed to maintain a relatively steady level of investment, hovering at around the annual 

US$40 billion mark, ASEAN-5239 did not prove to be as fortunate.  Alas, this 1997 Crisis lead 

to a severe drop in the former’s FDI, a plunge from which the Association has yet to recover.  

Lamentably, “ASEAN-5’s share of Asia-bound FDI had shrunk from 51 per cent in 1990 to 

only 11 per cent in 2001.”240  However, contrary to the popular belief that China has been 

absorbing the rest of Asia’s lost investments, Figure 6 clearly demonstrates that “the trends 

and patterns of global FDI flows to ASEAN-5 and China have not shown that the growth in 

FDI to China has been at the expense of ASEAN-5.”241 
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Figure 6.  Global FDI Flows to China and ASEAN-5.242 
Source: United Nations Conference on Trade and Development. 

 
In addition to the hefty losses that the ASEAN countries experienced as a result of the 

1997 Financial Crisis, the Association’s leadership anticipates that they will continue to lose 

foreign direct investment to the Giant, at least another 10 percent, in the next few years.243  

Moreover, given that investors tend to favor countries that demonstrate both stable 

macroeconomic performance and high growth rates, two qualities that the Giant manifested 

even throughout the 1997 Crisis, it is very likely that foreign direct investment will “continue 

to dwarf the investment flows previously directed to a developing country”244 throughout the 

next decade. 
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Not only has the Red Giant proved its courage by joining the World Trade 

Organization, despite the many risks involved, but as part of its accession agreement, China’s 

leadership committed to further liberalizing its existing rules and regulations with regards to 

foreign ownership and the business rights of foreign entities.245  Given these extensive 

undertakings, the Giant is liable to attract even more foreign direct investment that deviates 

from its regional neighbors.  What’s more, in addition to economic stability and high growth 

rates, foreign investors place great importance on the cost of production when choosing where 

to establish themselves abroad.  This type of foreign presence in Asia generally tends to seek 

out a base of production for intermediate goods, which will then be shipped to other locations 

for additional processing before finally becoming end products ready for purchase.  And 

unfortunately for ASEAN, as “cheap as labor costs are in Southeast Asia, they are even 

cheaper in China.”246 

A report released by the ASEAN Secretariat in late 2000 adroitly sums up the 

Association’s fear over the future of foreign direct investment in the region, affirming that, in 

this matter, “China commands a distinct advantage over ASEAN.”247 

China is a huge and dynamic market.  Her economic managers steered the economy 

ably through the worst of the Asian economic crisis leaving China unscathed.  Her 

political leadership appears to be committed to economic reform.  The determined way 

in which China worked for her accession to the WTO is a demonstration of that 

commitment.  The liberalization of her market is bound to further enhance investor 

confidence and lower the cost of doing business in the country.  In contrast, ASEAN is 

a regional grouping with diverse members, cultures and economic systems.  The 

onslaught of the economic crisis unmasked flaws in economic structure and policies 

which have eroded the confidence of investors.248 
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Whether or not the Giant will actually take in an increasing share of the foreign direct 

investment aimed at that part of the world remains to be determined.  Much will depend on 

how the criteria used for determining such investment will be altered by China’s accession to 

the international trading body.  In an attempt to evaluate the impact of the Giant’s WTO 

accession on the distribution of foreign direct investment in the region, Walmsley, Hertel, and 

Ianchovichina applied the Dynamic GTAP model “to an 11-region by 13-commodity 

aggregation of the GTAP database, supplemented with foreign income data.”249  The Dynamic 

GTAP model (GTAP-Dyn) was developed by Elena Ianchovichina and R. A. McDougall, 

specifically to analyze the effects of China’s WTO accession.250 

China’s WTO entry will undoubtedly create numerous foreign investment 

opportunities, especially in those industries that were strictly controlled up until now.  What’s 

more, the Giant’s accession is also likely to help speed up the purchase of Chinese businesses 

by foreign entities.  However, the GTAP-Dyn study suggests that although China’s rate of 

return is expected to gradually increase between 2003 and 2007, it will then begin to taper off 

soon thereafter.  Nevertheless, the model indicates that the Giant’s “stock of foreign 

investment is expected to rise by 23% by 2020 due to the WTO effect (Figure 7).”251  

Moreover, as the diagram clearly points out, Southeast Asia and South Asia are expected to be 

the two regions most affected by the Red Giant’s WTO entry. 

 

 

 

 

                                                 
249 Walmsley, Terrie L., Thomas W. Hertel, and Elena Ianchovichina.  Supra, note 235, page 1. 
250 Walmsley, Terrie L. and Thomas W. Hertel.  China’s Accession to the WTO: Timing is Everything, December 
2000, page 6. 
http://216.239.51.104/search?q=cache:mcDbKGV0WCMJ:trade-info.cec.eu.int/textiles/documents/85.doc+US-
China+Trade+Relations:+1972-95&hl=en&ie=UTF-8 – Consulted April 1, 2004. 
(Cited: GTAP-Dyn is a recursive-dynamic extension of the standard GTAP model (Hertel, 1997), which is a 
multi-region applied general equilibrium model.  The dynamic model preserves all the features of standard 
GTAP, while enhancing the investment theory to incorporate international capital mobility and ownership.) 
251 Hong Kong Monetary Authority.  The Impact of China’s Accession to the World Trade Organization on Asia, 
Quarterly Bulletin, November 2002, page 11. 
http://www.info.gov.hk/hkma/eng/public/qb200211/fa1.pdf – Consulted April 1, 2004. 
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Figure 
7.  Accumulated Effects of China’s Accession to the WTO on Foreign Investment by 
2020.252 
Source: Extracted from Walmsley, Hertel and Ianchovichina (2001). 

 
One final incentive that may motivate foreign investors to choose China over another 

Asian nation as their low-cost production base is that with WTO contracting Member status 

comes permanent Normal Trade Relations (NTR).  By having eliminated “the uncertainty 

caused by the need of annually seeking renewal of the NTR status,”253 China will demonstrate 

to all those overseas entities that the Giant is by far the most secure and economically viable 

choice for their foreign direct investment.   

All things considered, unless the Giant falls victim to some serious political or social 

volatility, the Chinese state’s foreign direct investment outlook appears exceedingly brilliant 

for the coming years ahead.  “According to MOFTEC, China absorbed US$39.6 billion of 

utilised FDI in the first nine months of 2002, up 23 per cent year-on-year.  The EIU predicts 

that China’s inward FDI will reach US$72 billion in 2006,254 while the OECD expects it to 

                                                 
252 Ibid. 
253 Ibid. 
254 Wu, Dr. Friedrich, Poa Tiong Siaw, Yeo Han Sia, Puah Kok Keong, and the Economics Division Ministry of 
Trade and Industry (Government of Singapore).  Supra, note 237, page 13, note 22. 
(Cited: The Economist Intelligence Unit (2002), World Investment Prospects: The Next FDI Boom.) 
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increase to US$100 billion in 2010.”255  With such extraordinary predictions, it is no wonder 

that A. T. Kearney’s September 2002 FDI Confidence Index placed China on top as “the most 

attractive foreign investment destination,”256 overtaking the United States for the first time in 

five years. 

4.3.2  Regional Trade Patterns 

Trade to and from China is booming.  Barring a collapse in global trading volumes, the 

heady growth is expected to continue.257 

A second major concern for Asia stemming from the Giant’s WTO entry is the increased 

competitive pressure that a more liberalized trade regime could pose to them.  Going back to 

the idea that it is those countries having factor endowments, both resource and labor, as well 

as an export structure, similar to China, that will encounter the greatest economic competition 

from the WTO newcomer, it is understandable that they are anxious.  The overall trade 

patterns of China, ASEAN, and South Asia, all labor-abundant developing countries, are very 

similar; they are net exporters of labor-intensive manufactured goods and net importers of 

capital-intensive manufactured goods.   

With its accession into the WTO, not only are China’s exports of labor-intensive 

manufactures expected to expand at a faster pace than exports in general, but even more 

impressive is the fact that the Giant’s entire gamut of exports is predicted to grow at a much 

quicker rate than the overall world demand for these same products.258  This signifies that 

analysts predict that China will displace a relatively large quantity of labor-intensive exports 

from other developing countries, with this being most noticeable in apparel, where countries 

with higher production costs have, up until recently, nevertheless managed to retain a 

significant share of the world market given that “the system of quotas has limited the erosion 

of those shares by lower-cost production in China.”259   

                                                 
255 Ibid, page 13-note 23. 
(Cited: OECD (2002), China in the World Economy: The Domestic Policy Challenges.  This is conditioning on 
China opening up as accorded by the WTO.) 
256 Kearney, A. T.  FDI Confidence Index, September 2002. 
http://www.atkearney.com/main.taf?p=5,3,1,51 – Consulted April 1, 2004.   
257 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 109. 
258 Lardy, Nicholas R.  Supra, note 42, page 135. 
259 Ibid. 
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Although wages in China are vastly inferior to those of its Asian neighbors, sitting at 

80% of the Philippine standard and only one-third and one-fourth of those in Malaysia and 

Thailand, respectively,260 cheap labor is only the beginning of ASEAN’s many challenges.  

Although the Chinese state will continue being one of the primary exporters of labor-intensive, 

lower-end commodities for many years to come, they have also now begun slowly delving 

into the realm of increasingly sophisticated products, particularly electronics and other light 

manufactured goods.  Not only does China have more workers, but they also have more 

skilled workers.  A study completed by the Japan Bank for International Cooperation depicts 

the gravity of the situation. 

China graduates 420,000 engineers a year, while Thailand turns out just 15,000.  Even 

mighty Japan graduates only 160,000.261 

The Giant seems to be expanding its market by jumping from one echelon of 

production to another.  Even if ASEAN’s electronics manufacturing capabilities still go 

beyond those of China today, on account of extensive Japanese investment, the Chinese state 

is rapidly catching up.  “While ASEAN countries failed to localize imported technology and 

encourage their domestic industries (especially small- and mid-sized players) to acquire export 

capabilities, China has made home-grown research-and-development capabilities a 

priority.”262  Furthermore, the study completed by the ASEAN Secretariat advised that 

“competition between China and ASEAN countries will be more intense in such labor-

intensive products as textiles, clothing, miscellaneous manufactures and electronics,” given 

that the two entities rely on the same overseas markets.  The Giant’s neighboring states were 

sternly warned that “China’s entry [will] pose a stiff challenge to countries in ASEAN that 

rely heavily on clothing and other labor-intensive manufactured exports or rely heavily on 

electronics exports without sufficient agricultural and mineral resource-based exports to 

depend on.”263  Finally, in the end, the report strongly urged the nations of ASEAN to actively 

                                                 
260 Panitchpakdi, Supachai and Mark L. Clifford.  Supra, note 3, page 112, note 10-page 136. 
(See note 244, Table 4, p. 12.)  
261 Ibid, page 112. 
262 Ibid, pages 112-113, note 11-page 136. 
(Cited: Japan Bank for International Cooperation, A View of the Asia Economy and Industry – The Development 
of the China Economy and the Industry vs. ASEAN, June 2001, pp. 6-7 (mimeo).  The Japanese frustration 
reflects a feeling that, despite the hand-wringing, ASEAN has shown little concrete action.) 
263 Ibid, page 113, note 12-page 136. 
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push forward with economic restructuring, as well as to aggressively pursue the creation of the 

ASEAN Free-Trade Area (AFTA), as well as the ASEAN Investment Area (AIA), two 

separate ways to help give the region’s nations a competitive advantage in production and 

trade. 

Traditional economic theory states that “freer trade allows countries to specialize in 

what they do best.”264  Given that the Red Giant’s emergence as an international leader in the 

production of manufactured goods poses a significant competitive challenge for its Asian 

neighbors, the latter will either have to improve their current economic activities or find 

something else to do in which they will hold a global comparative advantage.  In the end, 

foreign direct investment and regional trade patterns are so interconnected that by observing 

the development in one of the two aspects of trade, we will have a fairly good idea as to where 

the other element is headed. 

                                                                                                                                                          
(See note 244, p. 4.) 
264 Ibid, page 115. 
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Conclusion 
China’s accession into the World Trade Organization is a seminal event in both the 

history of its national economic development, as well as in the expansion of the multilateral 

trade body.  December 11, 2001, an undeniable turning point for the Red Giant, was a day that 

Chinese President Jiang Zemin, Premier Zhu Rongji, and the entire WTO community had 

been awaiting for more than a decade.  Just as Supachai Panitchpakdi and Mark Clifford so 

expertly pointed out, “Entry into the WTO is the most significant event since China began 

economic reforms a quarter-century ago and ranks in importance alongside China’s first 

nuclear weapons test in 1964.”265 

This essay has taken us on a journey, examining China’s transformation from a land of 

dynasties and emperors, through a fragile Republic, and, finally, to the market-based 

Communist state it has become today.  One can marvel at how the Giant, after three long 

decades of isolationist and protectionist policies following Mao Zedong’s rise to power, could 

explode onto the international economic scene with such pre-eminence and brilliance, and in 

such a brief period of time.  This study began by looking at two questions: Who is this Giant? 

and What has his world economic role been in the past?  At times, the answers to certain 

questions were quite astonishing, demonstrating just how rich and complex this nation’s 

history is.  Considering that, for literally centuries, China was one of the most advanced and 

civilized states around, maintaining by far the world’s largest financial system, it seems almost 

impossible to comprehend the numerous changes that occurred throughout the first 30 years of 

Communist rule.  What’s more, it is nearly paradoxical that today the World Bank estimates 

that, “if international economic engagement and opening go ahead as planned, China’s share 

of world trade will more than triple, to 10%, by 2020,”266 making it, the world’s second-

largest trading nation.  Ironically, if this proves to be true, it appears that the Red Giant has 

made a nearly complete ‘circle of life’. 

Considering that the Giant had endured 15 agonizingly long years of accession 

negotiations in order to join the global trading group, the next step of the inquiry was to 

carefully examine this procedurally intricate legal modus operandi.  Not only were each of the 

                                                 
265 Ibid, page 3. 
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four individual stages of the WTO accession process delineated, but the entire course of action 

was dissected, using China as a case study.  In order to have a true sense of just how 

complicated and delicate the process can be, it was important to discuss a confluence of events 

which acted to delay the Giant’s membership even longer.  The three internationally historic 

incidents discussed in this study were the Tiananmen Square pro-democracy protests of June 

4, 1989; the 1991 demise of the Soviet Union; and the nearly simultaneous collapse of the 

Council for Mutual Economic Assistance.  If one stops for a moment to really consider the 

sheer importance of those three events, it almost seems miraculous that the leaders and 

negotiators were able to overcome their differences at all in the end. 

In addition, an accurate portrayal of the Giant’s negotiation process could not be 

complete without mentioning several other key factors which had enormous impact on the 

accession debate.  The analysis considered three of the most crucial: China’s desire to exercise 

its right to enter the World Trade Organization under developing country status; the fact that 

China was held to a higher standard in respect to its commitments, as well as being faced with 

the multilateral trade body’s greatly expanded scope following the Uruguay Round; and, 

finally, the lobby of domestic Chinese interest groups mobilized against their nation’s 

accession to the global trading group.  When the American April 7, 1999, refusal of the 

Chinese-proposed US-China bilateral agreement was followed only a month later by the 

American bombing of the Chinese embassy in Belgrade, Serbia, anti-WTO and anti-US 

sentiments were flying high.  The fact that the two countries were able to reach an agreement 

at all, much less after only six months following the deadly bombing, was a major triumph 

indeed.  What’s more, without that legally binding accord, the Red Giant’s December 11, 

2001, accession would have been impossible. 

In order to truly appreciate the difficulties experienced by China throughout its 15 year 

struggle to gain admittance to the world trade body, this study subsequently took us to the 

analysis of the World Trade Organization’s influence on the Giant.  Here, it was clearly 

demonstrated that, although any nation acceding to an organization as well-defined and 

regulated as the World Trade Organization would necessarily experience some gains and 

losses, the case of China was out of the ordinary.  Through a meticulous examination of its 

                                                                                                                                                          
266 Ibid, page 33. 



 76

accession agreements, in addition to various lists of commitments with regards to several of its 

most vulnerable industries, the report effectively exposes the enormous sacrifices China has 

been forced to make being faced with the exceptionally discriminatory accession 

commitments. 

However, adjustments to production and trade are only part of the shock being felt by 

the Giant.  As important as these commercial impacts are, the corresponding sociological 

effects have a tendency to be much more devastating.  For instance, it was found that China is 

suffering from exceptionally high levels of unemployment, or in the case of rural workers, 

underemployment.  And unfortunately, although the Giant continues to register impressive 

yearly gains in GDP, there is no parallel growth rate in employment, and instead, people have 

actually been reporting significant declines in their real purchasing power.  Moreover, despite 

recent reforms and liberalization measures pushing GDP growth rates, the Chinese state has 

regrettably observed an unquestionable expansion in regional inequality, as well as an 

explosion of the urban-rural gap.  What’s worse is that beyond having a negative economic 

impact, such sociological changes can have earth-shattering consequences on both the 

physiological and mental health of a nation. 

Even if the analysis of China’s accession revealed the considerable influence that the 

World Trade Organization is having on the Giant, both economically and sociologically, it 

was found that this was far from being a zero-sum game.  The last section of the study 

depicted several ways in which China’s entry into the WTO is having a significant influence 

on various aspects of the global economy.  For instance, by probing the associated legal 

documents and dissecting recent changes in behavior, it is apparent that even though China 

will benefit enormously from its use of the trade organization’s well-established and 

egalitarian dispute settlement mechanism when defending itself against antidumping charges, 

its offensive use of the same official procedures will have an enormous impact on the future 

activities of the other WTO contracting Members. 

Next, although the analysis determined that China tends to be a ‘system-maintainer’ 

rather than a ‘system-transformer’, several points of disagreement were nevertheless 

discovered in which the Red Giant shows an interest in wielding its influence in the hopes of 

making much needed modifications to the current international trading system.  The Giant’s 
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opposition to any type of linkage between trade and labor standards or environmental 

standards being used as a form of protectionism is the first item of contention.  Subsequently, 

there is once again discussion about the discriminatory nature of how antidumping measures 

are applied, as well as to which type of agricultural subsidies are permitted, two topics having 

already been deliberated previously in the study.  In the end, if one stopped to consider the 

basic correlation between these controversial issues, it was discovered that they were all part 

of one general theme, which is “that the World Trade Organization should place a higher 

priority on the interests of developing countries “so that they can benefit more from the 

multilateral trade system.””267   

Finally, although the influence exerted by China’s WTO accession is considerably 

widespread, affecting most all global communities and their related activities, the jolt being 

felt by the Giant’s Asian neighbors is comparatively noteworthy.  It was found that, given the 

similarities in factor endowments, both in resource and labor, as well as an analogous export 

structure, it is these countries who are encountering the most permeating economic 

competition from China’s new global membership.  In the investigation of the issue at hand, 

two separate, but highly intertwined aspects of economic activity were ascertained, where the 

region’s nations are feeling the pinch.  In the research with regards to foreign direct 

investment, we explored the findings of the Dynamic GTAP model, designed specifically to 

analyze the effects of China’s WTO accession.  Here we learned that although there has been, 

and will continue to be, a significant amount of FDI loss in the South and Southeast Asian 

states, the Giant’s accession into the world trading system is responsible for only a part of 

such a shift.  The investigation necessitated a careful examination of those qualities that attract 

foreign direct investment and how China’s WTO entry was coming into play.    

In close affiliation with foreign direct investment, Asia’s regional trade patterns will 

also undergo a certain level of restructuring given the new global presence of the Red Giant.  

As China benefits from increasingly freer trade through its WTO membership, its comparative 

advantage in manufacturing industries, particularly labor-intensive, low-cost production, will 

increase, putting mounting pressure on its regional competitors.  History shows that, if China’s 
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regional neighbors want to maintain healthy economic systems, they will be forced to either 

improve their existing activities to a point which gives them the necessary comparative 

advantage to properly compete, or they will be obliged to find something new to do.  As the 

research found, these two economic elements are so interconnected that by surveying the 

changes experienced in one area, a person will have a reasonably good idea as to where the 

other factor is headed. 

From its imperial might of the early centuries to the Communist economic driving 

force it has become today, this study has found that the Red Giant is a symbol of power, 

perseverance, and obscurity.  China’s accession to the World Trade Organization was a major 

feat for the entire international community.  Given the enormous complexity of the Giant’s 

WTO entry, 15 long years worth of intricacy, this essay has aimed to briefly address some of 

the most important consequences stemming from this seminal event.  However, in the end, 

history has shown us that only in time will we truly know what the Red Giant’s accession 

means for itself and the rest of the international community. 
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