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Lesson 1

Text

China in the Market Place

(Excerpts)
Barry Coulthurst examines the development
of China’s trade policy and the present

state of the overseas economic links.

The pattern of China’s foreign trade has changed
substantially since the founding of the People’s Republic. During
the 1950s China exported agricultural products to the USSR and
East European countries in return for manufactured goods and
the capital equipment required for the country’s industrialisation
programme which placed emphasis on the development of heavy
industry. The Great Leap Forward of 1958—59 initially
produced gains in agricultural and industrial production, but
subsequently resulted in serious economic imbalances. Economic
problems were exacerbated by three bad harvests (1959—61)
with the result that national income and the volume of foreign
trade contracted during 1960—62.

The withdrawal of Soviet economic and technical aid in the
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early—1960s caused trade to shift away from the USSR and its
Comecon partners towards Japan and Western Europe. A con-
sistent theme of China’s foreign trade policies has been the
strong emphasis which has been placed on developing trade
relations with the Third World countries.

The growth of foreign trade was disrupted again during the
Cultural Revolution (1966—76)when agricultural and industrial
production fell sharply and transportation constraints became
more serious.

Foreign trade, which has a major role in the Four
Modernisations programme, has grown rapidly over the past few
years. A major trade agreement with Japan, under which China
exports coal and oil in return for industrial equipment and
technology, was signed in February 1978. China also signed a
long-term trade agreement with the EEC in 1978 while trade
with the USA has increased rapidly in the wake of the
normalisation of diplomatic relations at the beginning of 1979.
The Sino-USA agreement on trade relations, which came into

force in February 1980, accords China most-favoured-nation

treatment,.

Breakdown

A commodity breakdown of China’s trade shows that fuels
accounted for 24 per cent of total exports in 1982, food products
for 13 per cent, textile fibres and mineral ores for 7 per cent and
manufactured goods (the most important proucts were textiles,
chemicals and machinery and transport equipment) for 55 per
cent. Since the founding of the People’s Republic strong

emphasis has been placed on importing capital equipment in order
2



to strengthen the industrial sector. But the leading categories of
imports in 1982 were food, which accounted for 22 per cent of
the total, light manufactured items with a share of 20 per cent
and machinery and transport equipment with 17 per cent.
During the past few years a major objective of the Chinese
authorities has been to reduce the proportion of agricultural
exports, while increasing that of industrial and mineral
products. A wide variety of industrial goods are now exported
and Chinese capital equipment has been used by a number of
developing countries to establish projects in areas such as
agriculture, forestry, light industry, food processing, water

conservation and transport and communications.

The Balance Shifts

The US dollar value of Chinese exports increased at an average
rate of almost 18 per cent per annum between 1978 and 1983,
while imports increased by approximately 11 per cent per
annum. As a result, the visible trade surplus rose sharply from
US $ 1. 4 billion in 1981 to US $ 4. 4 billion in 1982 and US § 3. 7
billion in 1983. Exports grew much faster than imports during
this period not only because of the strong emphasis placed on
exporting by China’s economic planners, but also because a
number of industrial projects were postponed in 1979. Official
recognition that foreign technology could play a major role in
modernising the Chinese economy had caused imports to rise by
more than 50 per cent in 1978 placing undue strain on the
national economy. Grain imports have fallen sharply over the
past few years—China became a net grain exporter in 1984—and

in 1983 the country started to export soyabeans and cotton.



The pattern of foreign trade growth was reversed in 1984:
the value of exports increascd by 10 per cent, but imports
jumped 38 per cent with the result that the visible trade account
was in deficit by US$ 1.1 billion. The strong increase in imports
last year is attributed to buoyant economic activity as well as to
the success of the Government’s trade and foreign investment

policies.

Direction of Trade
Hong Kong is China’s major export market accounting for
approximately 26 per cent of total exports in 1983 (though much
is re-exported to other destinations from there). Other important
markets include Japan, with a share of 20 per cent in 1983, and
the USA with approximately 8 per cent. The EEC’s share of
China’s exports has generally been around 11—12 per cent over
the past few years (the leading export markets within the
European Community are Germany and the United Kingdom),
while the proportion destined for the Comecon countries declined
from almost 15 per cent in 1978 to 6 per cent in 1983. The non-
oil developing countries accounted for 23 per cent of China’s total
exports in 1983.

In sharp contrast the developing countries provided less than
15 per cent of China’s imports in 1983. The most important
suppliers among the industrial countries were Japan, with a
share of 26 per cent, and the USA with 13 per cent. The EEC’s
share in 1983 was 15 per cent and that of Comecon §. 2 per cent.

The successful outcome to negotiations between Britain and
China about the future of Hong Kong will strengthen Sino-
British relations and is expected to boost trade between the two
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countries. A large British economic and trade delegation,headed
by Lord Young, Minister without Portfolio, visited China in
March. The value of Chinese exports to Britain, which rose
rapidly between 1977 and 1980, declined in 1981—82, but
recovered strongly in 1983; imports from the United Kingdom
followed a similar pattern. The most important Chinese exports
to Britain in 1983 were clothing, textile fibres, tea and food
products while the leading British exports included iron anu
steel, machinery and transport equipment, scientific
instruments, chemicals and textile fibres.

Chinese officials stress the importance of introducing
advanced technology to domestic industry, but the need is for
technology of varying degrees of sophistication, not necessarily

for advanced technology as that term is understood in the West.

Reserves Rise

There are no official statistics covering the invisible account ot
the balance of payments, but the size of the visible trade surplus
during 1981—83 and a pronounced increase in earnings from
tourism suggest that the current account has been in surplus over
the past few years.

Foreign exchange reserves have risen rapidly from
approximately US $ 2. 5 billion at end—1980 to US $ 17. 0 billion
(sufficient for approximately eight months’ imports)by October
1984. Approximately US $ 12 billion of the country’s reserves
are held by the central bank, the People’s Bank of China, while
the balance is controlled by the Bank of China which specialises
in foreign exchange business. Individual cities must try to balance

their foreign exchange earnings and requirements, but there is
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some scope for purchasing additional foreign exchange with
Renminbi yuan. The authorities are willing to permit a run-down
in the country’s international reserves over the next few years as
a means of accelerating the introduction of foreign technology.
China has shown a much more flexible approach to foreign
trade over the past few years and has adopted a series of
measures designed to strengthen international economic co-
operation. Foreign countries are encouraged to mount
exhibitions of their goodé and China itself has participated in a
number of trade fairs and exhibitions held abroad. Since the late
1970s China has also adopted foreign trade practices long-
establishcd in many other countries. Goods are produced
according to a sample provided by the customer, while strong
encouragement is given to compensation trade whereby a foreign
seller supplies raw materials and equipment and receives
manufactured goods, produced by the equipment provided, in
return. Compensation trade differs from barter or countertrade
insofar as there is a direct link between the equipment supplied
from abroad and the manufatured product. Assembly
manufacturing began in 1978 and particular forms of foreign
trade are eligible for exemption from customs duties and

taxation.

Investment Encouraged

A series of polices designed to encourage foreign investment have

accompanied these trade reforms. A law adopted in 1979 defines

the principles governing the rights and interests of participants in

joint ventures. The China International Trust and Investment

Corporation (CITIC ), established in 1979, co-ordinates
6



incoming foreign investment, promotes joint ventures by
assisting Chinese and foreign enterprises to find suitable business
partners and also has responsibility for negotiating contracts
relating to 100 per cent foreign-owned enterprises. When
negotiations are complete and a joint venture contract has been
agreed, it is submitted to the Ministry of Foreign Economic
Relations and Trade for final approveal.

China’s cautious approach to foreign borrowing is to be
maintained, at least for the time being. The debt problems
confronting a number of developing countries have reinforced
China’s determination to introduce foreign technology by means
of direct investment and concessionary finance rather than by
raising substantial sums of money on the international capital
markets. Foreign investment is advantageous insofar as it
facilitates the transfer of technology and skills and avoids
creating an overhang of debt. The authorities do not consider it
appropriate to incur large amounts of external debt until a
number of practical bottlenecks in the economy, such as an
inadequate transport network and energy constraints, have been
tackled. China’s access to substantial sums of money from the
World Bank also reduces the need to borrow on commercial
terms.

China has borrowed almost US $ 2 billion from the World
Bank and its affiliates, but a substantial proportion of these
loans are still to be disbursed. Figures compiled by the OECD
and the Bank for International Settlements show borrowings
from Western commercial banks of approximately US $ 2 billion,
but also show that the bulk of China’s foreign obligations consist

of non-bank trade-related credits which exceed US $ 4 billion.
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