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Pre-reading Activities

Before reading the passage, try to answer the following questions.
1. Do you know anything about China’s exports?
2. What are the most popular products exported from China to the world?

What’s So Special about China’s Exports?’

The phenomenal performance of China constitutes the great economic miracle of
the last quarter century. China’s economy has expanded by leaps and bounds, at

historically unprecedented rates that few economists would have found plausible or

feasible ex ante. More importantly, this growth has lifted hundreds of millions of

people from poverty and has helped improve health, education, and other social
standards. China has accomplished all this using its own brand of experimental

gradualism — increasingly relying on markets and on price signals, yet until very
recently doing so within the boundaries of a highly unorthodox set of institutions.
That trade has played a significant role in this transformation is beyond dispute.

China would likely have grown even if the global economy had been closed. And the
very early stages of Chinese growth, based on rural reform, did not in any significant
way rely on global markets. But from the mid-1980s on, one must suppose that

China’s growth was fueled and sustained by the opportunities that the world market

offered. We can see the increasing footprint of foreign trade and investment in all the
major aggregates. The share of exports in GDP rose from virtually nothing in the
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1960s to close to 30 percent in 2003, a rate of increase that is much larger than what
has been experienced elsewhere in the world (see Figure 1). Inward direct foreign
investment has risen from close to zero in the early 1980s to around 5 percent of GDP.
The flip side of these figures is that China has become one of the world’s biggest
trading powers, accounting for 6% of global trade flows (Figure 2).

Exports as a share of GDP
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Figure 1

Source: World Development Indicators Database

China’s share of world merchandise exports
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Source: World Development Indicators Database

The success with which China has integrated itself into the world economy

raises many questions. Drawing the real lessons from this experience is important, not

only because China is the stellar example which other developing countries are trying
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to emulate, but also because the shape of China’s own future policies depend (or
* should depend) on these lessons.

The task is not made easier by the highly unconventional manner in which China

has achieved its global integration. The standard list of recommendations for

countries pursuing this goal includes: dismantling quantitative restrictions on

imports, reducing import tariffs and their dispersion, making the currency”

convertible for current account transactions, eliminating bureaucratic red tape3 and

other impediments to direct foreign investment, improving customs procedures, and

establishing the rule of law. Measured by these guidelines, China’s policies resemble

more those of a country that messed up big time than those of a country that became
a formidable competitive threat in world markets to rich and poor countries alike. In
brief, China opened up very gradually, and significant reforms lagged behind growth

(in exports and overall incomes) by at least a decade or more. While monopoly state

trading was liberalized relatively early (starting in the late 1970s), what took its place
was a complex and highly restrictive set of tariffs, non-tariff barriers, and licenses.
These were not substantially relaxed until the early 1990s.

Table 1 shows the trend for import tariffs: In the early 1990s, tariffs still averaged
above 40 percent, with significant dispersion and a maximum rate above 200%. While the
home market was highly protected, the penalizing effect of these tariffs on export
production was neutralized through duty drawbacks and other incentives for export
oriented investment projects. Currency markets were not unified until 1994.

Table 1 China’s import tariffs

Unweighted Weighted Dispersion Maximun
average average (st. dev)

1982 55.6 .
1985 433
1988 437
1991 44.1 . - ..
1992 429 40.6 220.0
1993 39.9 384 29.9 220.0
1994 36.2 355 27.9 ..
1995 35.2 26.8 .. 220.0
1996 23.6 22.6 17.4 121.6
1997 17.6 16.0 13.0 121.6
1998 17.5 15.7 13.0 121.6
2000 16.4 - .. ..
2001 15.3 9.1 12.1 121.6
2002 12.3 6.4 9.1 70.0

Source: Pradad (2004) , p.10.
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China is not a simple story of specialization according to comparative advantage”.
While labor intensive’ exports (toys, garments, simple electronics assembly)

have always played an important role in China’s export basket, China also exports a

wide range of highly sophisticated products. Indeed, a major argument of this paper

is that China is an outlier in terms of the overall sophistication of its exports: Its
export bundle is that of a country with an income-per-capita® level three times higher
than China’s. China has somehow managed to latch on to advanced, high-productivity
products that one would not normally expect China to produce, let alone export. I will
provide some evidence below that suggests this has been an important contributor to
China’s recent growth. China’s experience indicates that it is not how much you
export, but what you export that matters.

The extent to which China’s sophisticated export basket has been a direct
consequence of its unorthodox policy regime is not clear. But it is not too much of a

stretch to imagine that China’s industrial structure has indeed been shaped by policies

of promotion and protection, just as in the cases of earlier East Asian tigers’. I will

return to this theme at the end of the paper, and offer some general remarks that may
help frame future policy decisions in the general areas of trade and industrialization.

New Words
LA, AT

plausible a.

feasible a. AJATH): TSR E

€Xx ante a. Hyy, WIELLF LEOHER
gradualism n. (S R Wit 350, k3 Bk
unorthodox a. JEESER; JEESR: AEMK
fuel v. W nas

sustain V. fEER¥F: (FrRERrLt

aggregate n. BEG At

virtually ad. JLF;, ZA4A%: #HL b, b
flip a. BEK

stellar a. T KRR AHE
emulate v, BIFE by [F]eeeee TEG
dismantle v. CZED KRR, B

quantitative a. BER: B, SEEHICH
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dispersion n. S BOT: Bm
convertible a. IR TTEERREN; AT SRR
bureaucratic a. B
impediment n. Wikg; PHES; [EAE
formidable a. AAE: S NEER ST R
monopoly n. ZEH
liberalize v. JECBE RS ==+« B BRI
penalize v. b B fE
neutralize v LR HH
incentive n. Wb, B B
sophisticated a. (HLEE. R BR800 BEK
outlier n. BIF AR S: B
bundle n. —Ht (FI2EHEYERE D
regime n. MR Tk, EHEAH
Phrases
by/in leaps and bounds R, REEE: KEH
rely on R, Mt
account for b7 CASMED
integrated into &3, BCA—4
mess up fieeeeee FeRl, HHEL IR
lag behind %jF: ®ET
in terms of - RLL ;s fEeeere JTI; HHeeeees PP
latch on to AF1FAK T
let alone EARU
Notes

1. A3k A2 Dani Rodrik B ALK L. XERXREERRE
FFHFFT4 (National Bureau of Economic Research) I THEST, £H—4 4
h “ R EMAEIRETE 20107 WHIAIH#ERR, KKT 2006 F 1 H.

2. currency: T, —PMEFRHKT. WARERIE - MEFKEBSME LT
B —a .
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bureaucratic red tape: EHREXMEXHEY, REBWTE. TELIEETE
FEB. WRANDFFENEX. H—HEEEE XSS HEH,
#EFEAE,

comparative advantage: HBALH . —MNEFEEFE—FY) R YIS RA L
FIEMER, IAEREEF XY DERE B RE. X—#Sh David
Ricardo #!H.

labor intensive: FEhFHEEEIH]

income-per-capita: A3%JE R (national income per capita/per capita national
income) . AWERBAKEREE-BHEFLHIMAREREEH—
HEIER, REAMRR—ELFRREKTE. %L, AREFEKFHE
EhR&.

East Asian tigers: RIE “PU/hjE” BRIERE. HRAW. EIER I MIER
FIE . XA ERHILEFE 20 g 90 SRH R 20 t4D 80 “EACHITEH “ IY
A (FEE. g, PEEES. PEEE) —HRRE Ensa.

Exercises

Decide whether the following statements are True (T) or False (F)

according to the passage.

( ) 1. China’s economy has. expanded at historically unprecedented rates that
few economists would have found plausible or feasible.

( ) 2. Unfortunately, the growth of China’s economy has neither bailed hundreds
of millions of people out of poverty nor improve health, education, and
other social standards.

( ) 3. From Figure 1 we can tell that the share of exports in GDP rose from
almost nothing in the 1960s to close to 30 percent in 2003, a rate of
increase that is much larger than what has been experienced elsewhere in
the world. _

( ) 4. From various kinds of figures we can say that China has become one of
the world’s biggest trading powers.

( )5. A complex and highly restrictive set of tariffs, non-tariff barriers, and
licenses were not substantially relaxed until the early 1980s.

( ) 6. While labor intensive exports have always played an important role in
China’s export, China also exports a wide range of highly sophisticated
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products.

Il Interpretation of words and phrases: look at the way the italicized words
‘and phrases are used in the passage. Try to decide on the best
interpretation from the choices given.

1. China’s economy has expanded by leaps and bounds, at historically
unprecedented rates...
A. comprehensively
B. suddenly
C. quickly and successfully

[\

. China’s growth was fueled and sustained by the opportunities that the world
market offered.
A. stimulated...suspended
B. stimulated...maintained
C. oiled...continued
3. The standard list of recommendations for countries pursuing this goal includes:
dismantling quantitative restrictions on imports...
A. abolishing
B. assembling
C. shattering
4. ...making the currency convertible for current account transactions, ...
A. acceptable
B. exchangeable
C. available
5. China’s policies resemble more those of a country that messed up big time than
those of a country that...
A. messed in
B. setup
C. muddled up
6. China opened up very gradually, and significant reforms lagged behind
growth...
A. fell behind
B. hung back
C. restricted
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7.

10.

...the penalizing effect of these tariffs on export production was reutralized
through duty drawbacks and other incentives for. ..

A. long-term...compromised

B. punishing...cancelled out

C. punishing...comforted

China also exports a wide range of highly sophisticated products.

A. complicated

B. difficult

C. refined

China is an outlier in terms of the overall sophistication of its exports.

A. in advance of

B. with regard to

C. concerning

China has somehow managed to latch on to advanced, high-productivity
products that. ..

A. understand

B. produce

C. be dependent on

Il Fill in the blanks with words or phrases from the list given below. Change
the form if necessary.

emulate regime formidable feasible

let alone impediment neutralize integrate
[. Itis justnot to manage the business on a part-time basis.
2. She hopes to her sister’s sporting achievements.
3. The level of inflation is a serious to economic recovery.
4. The two players together make a combination.
5. Our tax is one of the most favourable in Europe.
6. The latest figures should the fears of inflation.
7. They have not made any effort to with the local community.
8.

There is not enough room for us, any guests.




Unit 1 9

IV Transiate the following sentences into Chinese.

1.

China’s economy has expanded by leaps and bounds, at historically
unprecedented rates that few economists would have found plausible or
feasible ex ante.

China has accomplished all this using its own brand of experimental
gradualism—increasingly relying on markets and on price signals, yet until
very recently doing so within the boundaries of a highly unorthodox set of
institutions.

. But from the mid-1980s on, one must suppose that China’s growth was fueled

and sustained by the opportunities that the world market offered.

Drawing the real lessons from this experience is important, not only because
China is the stellar example which other developing countries are trying to
emulate, but also because the shape of China’s own future policies depend (or
should depend) on these lessons.

. The task is not made easier by the highly unconventional manner in which

China has achieved its global integration.

The standard list of recommendations for countries pursuing this goal includes:
dismantling quantitative restrictions on imports, reducing import tariffs and their
dispersion, making the currency convertible for current account transactions,
eliminating bureaucratic red tape and other impediments to direct foreign
investment, improving customs procedures, and establishing the rule of law.

In brief, China opened up very gradually, and significant reforms lagged
behind growth (in exports and overall incomes) by at least a decade or more.

. While labor intensive exports (toys, garments, simple electronics assembly)

have always played an important role in China’s export basket, China also
exports a wide range of highly sophisticated products.
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9. But it is not too much of a stretch to imagine that China’s industrial structure
has indeed been shaped by policies of promotion and protection, just as in the
cases of earlier East Asian tigers.

V Read the last three paragraphs of Professor Dani Rodrik's paper on
China’s export issues and write a 100-150 words summary of his three
implications.

I close with three set of implications for Chinese policymakers. The first has to do
with the need to understand better the fundamental underpinnings of China’s export
performance and its economic success. China’s pattern of production and exports
would have looked very different if the traditional forces of comparative advantage,
pushing China to specialize in labor-intensive products “appropriate” to low income
economies, were the sole determinant. Instead, China has ended up with an export
basket that is significantly more sophisticated than what would be normally expected.
Government policies have helped nurture domestic capabilities in consumer
electronics and other advanced areas that would most likely not have developed in
their absence. Whatever static inefficiency costs may have been engendered in the
process, this has had favorable implications for China’s growth.

The second implication has to do with the sustainability of China’s export-
oriented growth. The question here is whether, with exports-to-GDP so high and
rising, the Chinese growth model is inevitably running out of steam. The ideas
developed in this paper teach us that what matters for China’s future growth is not the
volume of exports or its relation to GDP, but the “quality” of these exports. Indeed,
what is so special about China’s exports is not that they are voluminous or that its
large pool of labor gives it a huge labor cost advantage. What stands out is that China
sells products that are associated with a productivity level that is much higher than a
country at China’s level of income. The economically relevant question for
sustainability is not whether trade-GDP can keep on rising, but whether China will
manage to latch on to higher-and higher-income products over time, and continue to
fuel its growth thereby. Everything else being the same, this is something that is likely
to slow down growth.

This brings us to the third point, having to do with the nature of future industrial
policies. A clear implication of this paper is that China’s industrial policies—however



