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Executive Summary 

 
Since the economic reforms initiated in the late 1978, China’s economy has grown 

rapidly. The annual growth rate of China’s GDP was more than 9% in the 1978-98 period. 
China’s foreign trade has been expanding even more rapidly than its overall economic growth. 
With the rapid growth of the external sector, foreign trade has been playing an increasing role 
in the national economy since reforms started in the late 1970s. The annual growth rate of the 
total value of China’s foreign trade was nearly 15% in 1978-98. China’s trade to GDP ratio 
increased from 13% in 1980 to 36% in 1997. 

With the success of the Uruguay Round negotiation on General Agreement on Tariffs 
and Trade (GATT) in December 1993, the movement toward trade liberalization has been 
positive throughout the world. It has been 13 years since China applied to resume its original 
membership of GATT and then the World Trade Organization (WTO) in 1986. Despite China’s 
great efforts to make concessions and commitments in the area of market accession in terms of 
reduction of tariff and non-tariff barriers, reform of the trade system and regulations and trade-
related investment policies as of mid-1999 is still lacking. While there is increasing evidence 
showing that both China and its trade partners or the rest of the world all stand to benefit 
economically if China joins the WTO, what is preventing its accession? What efforts has China 
made in liberalizing its economy and trade sector and what does China need to do in its final 
accession to the WTO? On the other hand, however, widespread concern about the effects of 
trade liberalization on China’s economy, especially on China’s agricultural production, has 
been growing in China. How to improve China’s food self-sufficiency, the central goal of 
China’s agricultural policies, and increase farmers’ income with the process of agricultural 
trade liberalization have been priority concerns of the Chinese government.  

To better understand the questions raised above, the efforts made by China in the trade 
sector, and the impacts of trade reform on China’s economy, we have examined the reform 
process of foreign trade in different stages based on the extent of trade liberalization and 
measures adopted and the changes in trade patterns over the last two decades.  

China’s foreign trade regime can be broadly divided into two periods: the highly 
centralized foreign trade regime under the planned economy before 1978 and the increasingly 
liberalized foreign trade regime since economic reforms started in 1979. The foreign trade 
regime in China before 1978 was characterized as a state monopoly, administrative 
management, central planning, and budget financing. 
 Reform and trade liberalization in China’s external sector, because of its strategic role in 
the economy, has proceeded gradually. Gradual trade liberalization consistent with reforms in 
other sectors of China’s economy has its logic. In the initial stage, the reform was tried for some 
“non-strategic products” and in specialized or designated regions. The institutional structure 
was partially altered, and more efforts were put in the incentive and management system instead 
of fundamental changes in decision-making and trade control. As experience was gained from 
increasing reforms and the objectives of trade could be achieved through alternative settings of 
institutions and policies, trade liberalization has proceeded smoothly since the late 1980s. 
 The evidence in this report indicates that during the past 20 years the highly centralized 
and monopolized foreign trade operation system has been gradually reformed and decentralized 
through granting trade rights to more trade corporations and production firms. The trade 
planning system has been gradually moved from a strictly mandatory plan to a combination of 
mandatory and guidance plans with flexible adjustments based on the market situation. The 
planning system was first replaced by a quota and licensing system, and then moved to a tariff-
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quota system. While state trading and decision-making processes are still concerns of many 
negotiators in China’s access to WTO, foreign trade corporations and companies have been 
gradually reformed and largely commercialized by reducing government direct administrative 
intervention and by introducing trade instruments to manage foreign trade. The 
commercialization of the state trade corporations was initially promoted by introducing the 
trade contract responsibility system, and then by transforming trade companies into handling 
agents and letting trade companies trade their commodities based increasingly on market forces 
and implementing various other trade-related policies on monetary, foreign exchange, financial 
and trade controls. 
 The trade regime has also been gradually moving from an import substitution system to a 
more export-oriented system since the reforms were initiated. The major policies to improve the 
efficiency and responsiveness of state trading and promoting export included introducing the 
export tax rebate policy, implementing the trade contract responsibility system, reducing the 
number of commodities requiring import and export licenses, reducing tariffs, and shifting the 
management of foreign exchange, etc.  
 Moving toward a more market-oriented trade system is evidenced from various aspects 
of China’s trade policies and trade patterns. For example, the centralized trade management and 
operation system was first replaced by a foreign trade contract responsibility system, which was 
in turn replaced by a taxing system; the foreign exchange retention system was abolished and 
replaced by foreign exchange bank settlement system; a single managed floating foreign 
exchange system was introduced in 1994; government export subsidies were phased out; and 
the financial system related to foreign trade was adjusted to meet the reformed trade system.  

With experience gained from SEZs in ETDZ, the uneven regional open strategy was 
revised. The regional open policies have been expanded from the SEZs in the coastal cities to 
the entire coastal areas, and then implementation of the open policies was gradually extended 
throughout China. Regional preferential policies have been gradually phased out.  
 Foreign exchange control, though still highly interventional, has been relaxed 
significantly since the late 1980s by introducing a foreign exchange retention system and 
establishing a foreign exchange swap center in the early reform period, and the two-tier 
exchange rate was consolidated in December 1993. The RMB became convertible on current 
accounts at the end of 1996.  

While tariffs now are still high compared to existing WTO member countries and some 
non-tariff measures are commonly applied to “strategic products” such as agricultural and food 
products, foreign trade control in China has also been significantly liberalized since the early 
1990s. China’s average tariffs were reduced from 47.2% in 1991 to 17% in 1998. China’s 
tariffs on agricultural trade have also been largely reduced since the early 1990s. The simple 
average agricultural import tariff decreased from 42.2% in 1992 to 23.6% in 1998.  

During the 1980s China extensively used quotas and licensing to control its foreign 
trade. However, since the early 1990s China has progressively and drastically reduced the 
number of items subject to export and import quotas and licensing administration. The products 
subject to quota, licensing and other import control measures accounted for only 5% of the total 
import tariff lines in 1998. 
 In summary, through nearly 20 years of reform, China’s foreign trade regime has 
gradually changed from a highly centralized, planned and import substitution regime to a more 
decentralized, market-oriented and export promotion regime. While significant progress has 
been made since the economic reform in liberalizing the trade regime, China’s foreign trade 
regime still has major inefficiencies. China’s international trade in agricultural products is still 
largely a monopoly. 

The impacts of trade reform on the patterns of China’s international trade were 
examined. The reforms resulted in rapid growth and significant structural changes in 
international trade. The importance of agricultural trade in China’s total trade has declined 
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considerably since 1980, particularly since the early 1990s. Within various agricultural 
commodities, this study also reveals that the gradual liberalization of China’s agricultural trade 
has the expected impact on trade patterns. Over time, the pattern of agricultural trade has been 
gradually moving more closely towards reflecting China’s resource endowments and exploiting 
China’s comparative advantage in the world agricultural markets. 

However, this study also reveals that room for further liberalization exists in terms of 
tariff reduction, limiting non-tariff measures to control agricultural imports, commercialization 
of state trading, and the efficiency of the foreign trade management. Indeed, China has decided 
to take further steps in trade liberalization in the coming years. This is evidenced in a recent 
joint China-US statement signed by China Premier Zhu Rongji and US President William 
Jefferson Clinton on the Status of Negotiation on China’s Accession to the World Trade 
Organization in April 1999. Besides this effort on liberalizing China’s trade sector, some other 
policy implications will be followed. 

With further trade liberalization and the adjusting of China’s trade regime consistent 
with the WTO, it is expected that China will face great challenges in maintaining its current 
food self-sufficiency, a central agricultural policy that has been a top priority in setting China’s 
agricultural policies since the founding of the People’s Republic of China in 1949.  

Research efforts should be make to assess the impact of trade liberalization on China’s 
agriculture and to improve the awareness of policy makers on these impacts. Grain, mainly 
wheat and maize, imports are expected to rise significantly with trade liberalization. If China 
wants to maintain the grain self-sufficiency policy and reap the comparative advantage gains 
from trade liberalization, China has to make a fundamental policy shift in its investment policy, 
domestic agricultural marketing policy and foreign exchange policy. Investment in agricultural 
research and extension, irrigation, and other productivity-enhancing activities should be 
increased. China should allow a greater role for the market to determine trade patterns in order 
to reap comparative advantage gains. In the past, domestic price and marketing prices have 
consistently represented a tax on farmers. The most heavily taxed commodities are the 
exportable agricultural commodities. If the impact of overvaluation of the domestic currency is 
considered, the agricultural sector is even taxed more than that shown by the NPRs. 

The impacts of trade liberalization on the welfare distribution, on the poor and rural 
labor employment and income, and social stability would be the other important policy issue for 
the Chinese government to consider in the coming years. With trade liberalization, most 
agricultural product prices, especially grain, edible oil and cotton prices, would certainly 
decline. Thus the farmers of these crops and subsistence farmers in poor areas would suffer 
income losses. New policies are required to minimize any adverse impact of trade liberalization 
on the income and welfare redistribution among the farmers and regions. 

Although China has made great progress in the construction and improvement of 
transportation systems and trade-related physical infrastructure, China’s existing transportation 
network and physical infrastructure still lag behind the growing needs of the rapidly expanding 
economy and international trade. The trade-related physical infrastructure and marketing 
information systems (both domestic and international) need to be improved. The policies related 
to food processing industry development, agricultural product quality, standards and grading 
are the other concerns of future policies in improving China’s agricultural trade balance under a 
more open trade regime. 
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