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This book studies the basis, mode, and benefit distribution of processing
trade, and makes an empirical analysis on the practice of Chinese processing
and assembling activities.

As for the basis of processing trade, the book explains what affect multina-
tionals’ decision ~ making of “producing or purchasing”, and site selection of
external purchasing, processing and assembling. It demonstrates that the cost of
manufacturing and trading, productivity, and market structure all played vital
roles on the multinationals’ decision — making about “ producing or purcha-
sing”. In particular, low labor cost is the key issue in the procedure of process-
ing and assembling. But other factors are also important, such as the condition
of infrastructure, the levels of technology, the skills of labor force, the degree of
industry concentration, legal environment, and the system arrangement of Export
Processing Zone and the preferential tax policies. For each participant of pro-
cessing trade, the precondition to control corresponding procedures is that they
should have relavant comparative advantage.

This book categorizes the mode of processing trade into two kinds, mode of
division and mode of production controlling. In the analysis of division mode,
processing trade is divided into Direct Processing Trade and Indirect Processing
Trade. In direct processing trade, work division of the both sides is based their
own comparative advantages, while in indirect processing trade, mediator plays
an important role. The quality - sorting models of intermediation explains that in
the international trade with differentiated products and information asymmetry,

the mediator is important to provide information service, reduce trade cost and
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improve trading efficiency. Using Panel Dada in the model, the book analyzes
the factors that determine HongKong as a mediator of the processing trade. And
it also points out the urgency and importance of the transferring and updating of
the processing industry in coastal region and the establishing trading centers in
the Chinese Mainland.

With regard to the mode of production controlling, the book analyzes the
rights monopolized Hypothesis under complete contract and the rights divided
hypothesis under incomplete contract. Through introducing the degree of con-
tract incompleteness, negotiation power and the specialization of human re-
sources, it analyzes the factors influencing the mode selection of production con-
trolling . On top of these, the book develops the theoretical model by Feenstra
and Hanson, establishing a theoretical connection between the industrial charac-
teristics and mode of production controlling, and further specifies the relation-
ship between each factor and the mode of production controlling. Besides,
through a practical analysis of Chinese Mainland, it proves the mode selection
hypothesis of production centrolling.

The book also analyzes the gradually differentiation of the main exporter of
processing trade in the Chinese Mainland. From the view of labor market seg-
mentation , it explains the relation among the town — countryside dual labor mar-
ket, the differentiation of main exporters of processing trade and the joint ven-
tures’ gaining comparative advantage. It points out that the high growth of pro-
cessing trade benefits from the development of farmer group. Specifically speak-
ing, there are great systemic differences in both employment and wages between
urban workers and farmer workers. In the meanwhile, the farmer is a weak
group lacking negotiation ability and protection, which leads to its low reserva-
tion value. Moreover, the urban wage is not efficiency wage, and employers in
state — owned enterprises have more dependence on the enterprises. Therefore,,
factors such as the labor cost difference, wage efficiency dilemma and the spe-
cialization degree of human resources, which are result from the labor market
segmentation, lead to the essential differences of comparative advantages be-
tween state — owned enterprises and joint ventures in processing and assembling

activities. In addition, the book uses timing serial data for an empirical analy-
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sis, arguing that the development of processing trade in the Chinese Mainland is
the definite result of implementing comparative advantage strategy.

It shows in the analysis that, the Chinese Mainland gains much trading
benefit in processing and assembling activities. It had made great contribution to
the development of the national economy, and the value — added ratio of pro-
cessing trade was improved gradually. The favorable balance of processing trade
has become the main sources of foreign reserves. Besides, it provides more em-
ployment opportunities. The empirical analysis also shows that, with the intro-
duction of FDI in processing trade, China has gained the technology spillover
effect, which has promoted technological advancement, upgrading of products
and industrial structures. Also, in the processing and assembling activities, the
foreign partner and the mediator of HongKong have both gained corresponding
trade benefits. For all the above, it is deduced that developing processing trade
is of win — win or multi — win effects.

Based on the conclusion that the Chinese Mainland has gained high trade
benefits, the book put forward proposals of how to develop processing and as-
sembling trade. Firstly, China should join the international trade division in a
comprehensive way — exporting more capital — intensive and technology — inten-
sive products, participating the processing trade more deeply, and becoming a
supplier of multinational accessory, preserving related preferential policies, es-
tablishing multinational logistics center and trade center, raising the ratio of do-
mestic procurement, extending the value chain of processing trade, encouraging
capable processing enterprises to expand oversea selling network to gradually
turn to general trade, continuing with the labor — intensive and low — value —
added processing and assembling activities. Secondly, China should develop its
legal system and moral system. Thirdly, China should improve the management
level of related departments, avoiding benefit transfer in processing and assemb-
ling activities. Fourthly, China should encourage the nationwide labor flowing,
which would be beneficial to gradually establish a nationwide labor market, and
make use of the comparative advanlages in processing trade. Lastly, China
should encourage coastal processing industries losing comparative advantage to

move to the Middle and the West, which have disadvantages in location, trans-
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portation cost, legal system and market condition, and need be overcome to es-

tablish a favorable policy environment.

key words: processing trade, basis of trade, trade mode, trade benefit,

trade center, production controlling mode, main exporters of processing trade
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