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Abstract 1

Abstract
Research on Development Sirategy of

Chinas Processing Trade

In this book , we will discuss the development strategy and policy of
China’s processing trade. Processing trade specially refers to the trade
pattern that companies process imported intermediate products and export
end products , which is inevitably supervised by government. It consists
of processing material supplied by clients and processing imported mate-
rial. This trade pattern has two distinctive characters: one is that pro-
cessing domestically with factors on which the host country has a com-
parative advantage , thus forming a kind of international division of la-
bor ; other is that it leaves two ends abroad, i. e. the main raw material
or components and parts come from abroad, and almost all of the end
products are exported.

Economic development strategy possesses of such coherent characters
as overall, systematic, long - term and hiberarchy. The analysis frame-
work of economic development strategy contains four parts: 1. A strategy
is based on both initial and potential condition with internal and exter-

nal constraints. 2. The sub - strategies should be in accordance with the
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overall strategy and should be coordinated with each other. When the
sub — strategies are substitutive , optimum choice must be made. 3. A rea-
sonable, organized system composed of decision structure, motivation
structure , information structure and coordination structure, that is im-
portant institutional guarantee to carry out the aims and key points of
the strategy. 4. Policies and measures should be formulated according to
the aims and path of the strategy.

Since reform and opening to the outside world , the processing trade
in China has been developing rapidly and now it has surpassed the ordi-
nary trade and becomes the most dominant trade pattern. The process-
ing trade plays an active role in a lot of aspects, such as promoting the
couniry to participate in the international division of labor at its com-
parative advantage, attracting foreign investments, creating more job
opportunities , expanding exports, improving the structure of exports and
propelling the national economy to keep growing, etc.

There are apparent structural characters with China s processing
trade: 1. Regional feature. Most processing companies are located in
coastal developed areas. 2. The processing imported materials grows
more rapidly than processing materials supplied by clients. 3. A major
part of processing materials supplied by clients is carried out by domestic
companies , while for processing imported materials, the companies with
Joint — ventures and foreign funded enterprises have a larger proportion.
4. Product structure is changing and the rate of added — value is in-
creasing over time. 5. China$ processing trade partners cover the East A-
sia, Europe and America.

During its development, the processing trade has shown some
shortages, among which are its weak influence on the development of
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domestic industries, a low localization rate, a short chain of domestic
processing , a low rate of add - value and a low technical level. There-
Jore, it is worthwhile to inquire further into how to recognize the histori-
cal position and function of processing trade on the perspective of the na-
tional economic development strategy and how to adjust the development
strategy and policies concerning the processing trade.

During the early stage of industrialization , the supply and demand
Jor certain factors necessary for the establishment and development of
manufacture industries, such as capital, technology, intermediate in-
puts, management, labor, tend to be in an in disequilibrium state.
This is why developing countries should take an active part in interna-
tional trade and absorb foreign investments. Developing countries have
comparative advantages of low labor cost and rich natural resources,
but it does not mean that they inevitably possess of a competitive advan-
tage in international competition. Thus, on the one hand, participating
in international division of labor and combining the country§ competitive
advantage with other countries “to gain international competitiveness
constitutes the endogenous conditions of developing processing trade ; on
the other hand, the expansion of economic globalization, FDI, a new
pattern of international division of labor provides the exogenous condi-
tions. China just seizes these favorable circumstances to implement its
development strategy of processing trade and so as to push forward the
process of industrialization. The rise of processing trade can be explained
by theories of Multinational Corporations (MNCs) and FDI. Having
advantages of " special ownership” and "integration” , MNCs are pow-
erful in international competition and have strong incentives in FDI.
Meanwhile, since MNCs hold the " core assets” , or determinant links in
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value chain, it is possible for them to take control of the whole process of
produce, marketing and the profit distribution , which is the basic moti-
vation for MNCs to invest and expand to foreign countries. And, the
special divisibility of different links in the whole value chain permits
MNCs to manage their affiliates scattered worldwide. Finally, the host
countries, driven by the motives of learning advanced technology and /
or getting other intangible assets such as patents, brands, tricks, man-
agement skills, marketing experience, which form the core competitive-
ness of MNCs and have the features of high preporduction capital ex-
penditure,, being difficult to keep, high transaction costs on market,
etc, are the eager demand side for FDI and usually welcome MNCs.
On the other hand, the host countries have regional advantages of
which the MNCs hope to take use. Generally speaking, developed coun-
tries have the advantage of special ownership and developing countries
have advantage in labor and other costs. So it might be profitable for
MNCs to transfer product process to those countries to save costs and to
obtain more competitiveness. This is known as the objective basic for in-
tra — industry labor division between. MNCs and companies in developing
couniries. Besides, the geographic position is also an important consid-
eration in the emergence and growth of processing trade. This can be
testified by the fact that the MNCs investment in foreign countries and
process transference are mostly destined for areas that are proximity to
the home country. This is simply because in this way MNCs can lower
the cost of transportation and to close to the market of end products.
What is more, if processing trade takes the form of internal transaction
in MNCs, a high transaction cost could be avoided. So processing trade
is so often adopted by MNCs to obtain benefits not only from regional
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advantage of the host country but also from internal transaction.

Nowadays, the imports of China$ processing trade are mostly from
Tatwan, Japan, Korea, Hongkong etc. and the importers concentrate
in Guangdong, Sanghai, Jiangsu, Shandong , Fujian and other coast-
al provinces. Among them, Guangdong is the most advanced area in
processing trade in China; She holds a major share in the total trade
volume. Statistic data from Guangdong shows the tendency of an in-
creasing in portion of high tech intermediate imports and of an increas-
ing in portion of high tech end product exports. This illustrates that
Chinas processing trade is on the way of upgrading. And, from the da-
ta collected since 1993, we outline. that import of domestic processing
trade companies has been declining both in volume and in proportion,
while foreign investment processing trade companies are playing a more
and more important role. We can also perceive that the joint — ventures
and foreign funded enterprises prefer processing trade to other trade pat-
terns. Since 1990, the processing trade increased much more in the vol-
ume of imports and exports than before, but, it shows a different way,
which means imports decreases because of localization of intermediate
inputs. However, generally speaking, the localization rate is still quite
low. At present, the major obstacles which prevent the rate from rising
lie in the monopolistic interests of the foreign funded companies through
unification of international operation, the imperfect operation mecha-
nism of domestic companies , the inadequate producing capacity and in-
Jerior quality of domestic intermediate products and the unfavorable poli-
cies concerning the substitution of intermediate products.

The present administration of processing irade makes it difficult for
the customs to supervise it , which gives rise to a rampant smuggle at the



