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1. Introduction

Since China initiated economic reforms in 1979, its economic growth has been exceptional (Table 1). China’s Gross
Domestic Product (GDP) rose, in real terms, from US$ 157.7 billion in 1979 to US$ 2364.4 billion in 2007,3 giving an average
annual GDP growth rate of 9.8 percent. China’s exports and imports grew even faster during the same period, with average
annual growth rates of 17 percent and 15 percent, respectively. With trade growing faster than GDP, the share of exports in
China’s Gross Domestic Product (GDP) rose from 20.6 percent in 1978 to 51.4 percent in 2007. Over the past 7 years, the
annual growth rate of exports has averaged 23.3 percent. Imports are close behind at 18.3 percent (Table 1).

China’s trade growth since 2001, when the country became a member of the World Trade Organization (WTO), has been
particularly strong, with average annual growth rates of Chinese exports and imports rising to 25.8 and 19.6 percent,
respectively. This resulted in a doubling of the export share of China’s GDP between 2001 (23.6 percent) and 2007 (51.4
percent). China’s emergence as a leading regional and global trading power has become undeniable, and the country has
moved aggressively to cement and advance its regional economic leadership in Asia through a variety of measures, e.g. its
preferential trading area with the ASEAN countries, increased development assistance, and financing construction of
regional infrastructure. However, China’s rapid export growth has raised tensions with some of its major trading partners,
many of whom have initiated anti-dumping actions and imposed safeguard quotas on imports from China. At the same time,
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the specter of increased competition from Chinese firms and consumers for scarce oil and other natural resources has
concerned foreign policymakers as they consider the implications of China’s spectacular trade growth for their economies
and the global economy.4

It is within this international context that we compare China’s export boom with the earlier export booms of more
market-based East and Southeast Asian economies. A simple comparison of each country’s export growth normalized by GDP
shows that China’s export boom has exceeded earlier booms in magnitude but not in duration. We follow up on this simple
analysis by estimating a gravity model of trade which allows us to determine more precisely whether China’s orientation
toward foreign trade is much greater than expected for an economy of its size and level of development. Our analysis shows
that China both ‘‘over-exports’’ and ‘‘over-imports’’ and that its ‘‘over-trading’’ varies substantially across countries. After
considering various explanations for marked differences between China’s actual trade with selected countries and the level
of trade expected based on the structural characteristics of the two economies, we consider whether such over-trading is
likely to persist over the next decade.

2. Trends in China’s international trade

As noted above, the importance of international trade to China’s economy has risen greatly since the late 1970s,
particularly since China joined the WTO in 2001. Such growth would appear exceptional at first glance, but is China’s trade
expansion exceptional in post-WWII economic history? To consider this question, we compare China’s experience with that
of market-oriented Asian economies which experienced earlier export booms. Fig. 1 shows export growth for China and
selected Asian countries, and Table 2 provides summary statistics regarding their export booms. The figure clearly indicates
that only South Korea’s export boom transpired at a higher growth rate (in percentage terms) than China’s export boom. It is,
however, notable that the export booms of other East and Southeast Asian countries loom close behind China’s export boom.
On average, the export growth spells of countries pictured lasted at least 30 years before tapering off. China’s export boom
did not really take off until about a decade after reforms began in 1978. Since it took about a decade for its manufactures
export growth to increase substantially, the implication is that if China’s export boom plays out along the lines of other East
Asian export booms, it will likely continue for at least another decade.

Comparison of China’s experience with the experience of Japan—the other very large Asian economy to achieve sustained
high export growth of the magnitude observed for China—provides a number of interesting findings. First, the rapid growth
in the value of China’s imports—which follow a similar trend to its exports—contrasts markedly with Japan’s experience. A
significant share of the growth in Chinese imports since 2000 is attributable to the import of intermediate inputs. Chinese
firms add significant labor services to these imports and then export them as final products. China’s high propensity to
import—particularly notable for a large and relatively poor country—appears to represent a critical part of China’s drive to
modernize state-owned enterprises as import competition typically raises the productivity of domestic firms (Weinstein &
Lawrence, 2001).

Second, China’s overall trade accounts generally registered surpluses or deficits of less than 2 percent of GDP until its WTO
ascension in 2001. Between 2001 and 2007, China’s trade surpluses rose substantially, averaging 6.74 percent of GDP over
the 3-year period 2005–2007. China’s trade deficits and surpluses with particular trading partners have been substantial
even when its trade account was more balanced, e.g. the large surpluses with the United States since 1997 and the large
deficits with South Korea and several ASEAN countries since 2001.5 Some of the reasons for its large trading imbalances with

Table 1

China’s output and trade, 1978–2007 (billions, in year 2000 $US).

1978 1980 1985 1990 1997 2001 2002 2005 2006 2007

GDP 158 183 304 445 953 1298 1416 1893 2113 2364

Average annual growth rate (%) 7.7 10.7 7.9 11.5 8.0 9.1 10.2 11.6 11.9

GDP in PPP 1645 981 725 852 1221 1342 1709 1903.4 2777.6

Average annual growth rate (%) �9.8 �5.9 2.3 9.4 9.9 8.4 11.3 45.9

Exports 33 43.0 59.2 74.7 173.5 306.5 396.6 802.3 989.1 1,214.3

Average annual growth rate (%) 15.0 6.6 4.8 12.8 15.3 29.4 26.5 23.3 22.8

Export/GDP (%) 20.6 23.5 19.4 16.8 18.2 23.6 28.0 42.4 46.8 51.4

Imports 20.6 27.3 58.3 55.2 159.3 277.7 354.2 602.9 689.2 814.4

Average annual growth rate (%) 15.3 16.4 �1.1 16.3 14.9 27.5 19.4 14.3 18.2

Import/GDP (%) 13 14.9 19.2 12.4 16.7 21.4 25.0 31.8 32.6 34.4

Net exports/GDP (%) 8.6 0.3 4.4 1.5 2.2 3.0 10.5 14.2 16.9

FDI net inflows 0.2 4.6 7.0 44.2 43.4 47.9 67.6 64.5 na

Average annual growth rate (%) 89.2 8.6 30.2 �0.5 10.4 12.2 �4.6 na

FDI/GDP (%) 0.1 1.5 1.6 4.6 3.3 3.4 3.6 3.1 na

Note: Real values come from nominal value deflated by China’s GDP deflator. Source: World Bank (2008).

4 Please see IMF (2004) for a more detailed exposition.
5 China’s trade accounts with individual countries have been difficult to measure and interpret due to the entrepôt role played by Hong Kong and the

unique treatment of a major trading partner, Taiwan, in its data (Fung & Lau, 2003).
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individual countries include fixed exchange rates which preclude macroeconomic adjustment for imbalances at the
individual country level; imbalance between savings and investment in the economies of some key trading partners; China’s
subsidies and business loans to state-owned enterprises; product mixes in country-pairs that are suitable for one country’s
demands but not for the second country’s demands (e.g. U.S. manufactures oriented toward relatively high-income U.S.
consumers may be unaffordable to most mainland Chinese consumers); barriers to trade both within China and in foreign
countries; the relationship between foreign investment and trade; China’s lack of enforcement of copyrights such as for
computer software and films6; and the desire of China’s central bank after the Asian Financial Crisis to accumulate additional
reserves to insulate the yuan from temporary political and economic shocks as well as speculative attacks.

Table 2

Average annual growth rate of real exports during export booms for China and selected east Asian economies.

Period Number of years Annual growth rate Post-financial crisis period Number of years Annual growth rate

China 1979–1996 18 19.23 1999–2007 9 19.25

Hongkong 1962–1996 35 10.74 1999–2007 9 11.06

Indonesia 1970–1974 5 33.58 1999–2007 9 1.04

1976–1980 5 13.66

1986–1996 11 16.68

Japan 1949–1974 26 14.52 1999–2007 9 8.42

1979–1984 6 10.35

Korea 1964–1987 24 21.37 1999–2007 9 7.40

1994–1996 3 11.18

Malaysia 1973–1980 8 14.96 1999–2007 9 5.55

1983–1996 14 11.94

Singapore 1969–1980 12 15.23 1999–2007 9 9.92

1987–1996 10 9.97

Taiwan 1976–1981 6 15.24 1999–2007 9 9.66

1983–1987 5 13.88

Thailand 1959–1967 9 9.22 1999–2007 9 9.30

1971–1981 11 14.17

1984–1996 13 14.22

Sources: World Bank (2008); for Taiwan, Asian Development Bank (2008). Note: The base year is defined as the first year in which the three-year moving

average of the annual export growth rate was greater than or equal to 5 percent for at least three years in succession. When countries first begin to export

goods, export growth rates tend to be very high due to the small denominator in the growth calculation. Accordingly, we do not consider growth rates based

on export values of less than year 2000 US$ 100 million.

Fig. 1. Export growth experiences of east Asian export-oriented economies.

6 The International Intellectual Property Alliance, a coalition of seven U.S. industry trade associations, estimates that the estimated U.S. trade losses due to

China’s piracy of copyrighted U.S. products in 2007 amounted to US$2.98 billion. While this is a huge figure for the industries involved, it represented less

than 1 percent of the U.S. trade deficit with China in 2007. Data are from http://www.iipa.com/rbc/2008/2008SPEC301PRC.pdf.
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In general, we expect the ratio of exports to GDP to have a negative correlation with the overall level of GDP, as
larger countries are more diverse with larger resource endowments available internally, which stimulates greater
internal trade, and have sufficiently large markets to absorb the output of growing manufacturing industries. Taking
this into account, China’s ratio of exports to GDP seems high, more in line with those of its smaller East Asian
neighbors. It stands in sharp contrast to Japan, once again highlighting the distinctiveness of the export booms and
growth experiences of these two large Asian economies. China’s much higher ratio suggests the stronger outward
orientation of China’s economy and likely reflects the much lower level of internal economic integration in
China (Young, 2000). One important implication of the much higher level of exports from China vis-à-vis Japan is
that the Chinese economy would be expected to be more vulnerable to global economic downturns than Japan’s
economy.

Since 2001 China has had substantial trade deficits and surpluses with particular trading partners such as the
United States, South Korea and the ASEAN countries. But at the start of its reforms in 1978, China had little or even no
trade with most of these countries. Early in the period, China’s foreign trade was primarily oriented toward
other Eastern Bloc countries, and displayed a pattern typical of these economies. Over the course of the 1980s
and 1990s, China’s trade refocused dramatically toward large market economies, Asian economies, and countries
with large endowments of natural resources. China’s exports to both Europe and North America expanded greatly
between 1995 and 2003 (rising in value from 54.2 to 180.1 billion in constant year 2000 $US—a threefold increase),
while its imports from non-OECD (Organizations of Economic Cooperation and Development) countries grew even more
rapidly.

The most striking changes over the past 30 years in terms of the individual countries that have been China’s largest
trading partners, include: (1) the rise of the United States as a leading market for Chinese exports; (2) the secular decline of
Japan as a market for Chinese exports and its continued leading role as a source of imports; (3) the remarkable rise of Korean
exports to China since the two countries opened trade in 1989; and (4) increasing trade between China and its regional
neighbors in East and Southeast Asia that has placed China in a position in which it now challenges and appears virtually
certain to surpass Japan as the leading Asian economy. China’s international trade patterns have changed sufficiently that
since the late 1990s it has come to resemble those of other export-oriented capitalist economies of Asia, i.e., trade surpluses
from the sale of manufactures to OECD countries are used to finance trade deficits for the purchase of resources and
intermediate inputs from non-OECD countries.

3. Does China trade fit the gravity model?

Are China’s level of exports to and imports from different countries consistent with predictions of economic theory and do
they follow historical trends in international trade for countries of a similar size, social characteristics, and level of
development? We consider this question by estimating a full gravity model to adjust for other unique factors that could
affect trade between the two countries.7 Our specification of the gravity equation generally follows Rose (2004), with specific
adaptations by Clarete, Edmonds, and Wallack (2004):

lnðExportsi jtÞ ¼ ½b0 þ b1 ln Distancei j þ b2 ln Yit�1 þ b3 ln Y j þ b4 lnðYit=PopulationitÞ þ b5 lnðY jt=Population jtÞ

þ b6 ln Areai þ b7 ln Area j þ b8 ln Sameboundryi j� þ ½b9 Landli þ b10 Landlocked j þ b11 Contiguousi j

þ b12 Islandi þ b13 Island j� þ ½b14 Languagei j þ b15 Colonyi j þ b16 CommonColonyi j þ b17 Colony45i j�

þ ei jt (1)

where i and j denotes trading partners (country i is the exporting country and j is the importing country), and t denotes
time. The variables on the right-hand side are divided into three groups denoted by the square brackets. The first
group contains the core variables of the gravity model and captures notions of its geographic and economic size,
factors considered to be fundamental determinants of trade flows. All estimated models include these variables,
and we refer to a specification with just these variables as the core gravity model. The second group of
variables captures more differentiated geographic features of the countries that are expected to influence their level of
trade.8 The third group of variables captures shared historical and linguistic ties between countries that usually increase
trade flows.9

7 To answer these questions, the international trade literature has typically calculated export and import intensities to determine whether trade between

two countries reflects the patterns observed in world trade. Ng and Yeats (2003) build on this approach by adjusting for the distance between the capitols of

the two countries, with distance serving as a proxy for transportation and transaction costs.
8 Data on distance between trading countries and related geographic characteristics are obtained from the Centre d’Etudes Prospectives et d’Informations

Internationales (CEPII) database. It incorporates geographical variables for 225 countries, including information on distance between the capital and largest

cities of each pair of countries, and dummy variables indicating whether a country is landlocked, and whether pairs of countries are contiguous or share a

common language or post-WWII colonizer. Available online at http://www.cepii.fr/anglaisgraph/bdd/distances.htm. Last accessed on September 10, 2008.
9 Other sources of data include WDI (2008), ADB (2008) for Taiwan, and Jon Haveman’s international trade data website. See http://www.macalester.edu/

research/economics/PAGE/HAVEMAN/Trade.Resources/TradeData.html. Last accessed on September 20, 2008.
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Notation and expectation regarding the relationship between the level of trade and each variable are as
follows:

Exportsijt is exports of country i to country j at time t.10

Distanceij is the linear distance between capital cities of the trading countries. Distance is expected to have
a negative association with trade level since it proxies transport and transaction costs.
GDPit�1 is real GDP of country i or j in year t � 1 (in constant year 2000 dollars). The variable enters the model with
a 1-year lag to address endogenous determination of current trade levels and current GDP. Larger economies are expected
to trade more.
Populationit is the population of country i or j in year t. Countries with larger populations are generally expected to
trade less because of their larger domestic markets.
Areai is the land area (in square kilometers) of country i or j. Countries with large land areas are expected to trade less
because greater land area is associated with larger internal markets and greater availability of resources domestically.
SameBoundryij is a binary variable which is unity if both country i and j had constant boundaries between 1985 and
2002. Countries with steady borders are expected to have higher trade due to their greater stability and cultivation
of trading relationships over time.
Landlockedi is a binary variable which is unity if country i or j is landlocked (no sea ports or direct sea access). Landlocked
status is expected to be associated with lower trade due to higher trade costs.
Contiguousij is a binary variable which is unity if country i and j border one another. Countries sharing a common land
border are expected to trade more due to proximity and ease of overland transport.
Islandi is a binary variable which is unity if country i or j is a small island country. Small island countries are expected to
trade at a higher rate due to limited domestic market and natural resources.
Languageij is a binary variable which equals 1 if i and j share a common language (zero otherwise). Shared language
and historical ties through colonialism are expected to increase trade links between countries.
Colonyij is a binary variable which equals 1 if country i established a colony in country j or vice versa.
Commoncolonyij is a binary variable which is unity if i and j were colonies of the same colonial power.
Colony45ij is a binary variable which is unity if i and j had a colonial relationship after 1945.
eijt is the error term.

Since the model is estimated in log-linear form, the estimated coefficients for the continuous variables can be interpreted
as elasticities.11 Because of potential endogeneity between trade levels and GDP, we estimate the model using real GDP
lagged 1 year. Country-specific dummies are introduced into the regression as suggested by Anderson and van Wincoop
(2003) and Baldwin and Taglioni (2006) as proxies for the multilateral resistance terms in the gravity equation.12 We
estimate our regression models with the log of exports as the left-hand side variable, the standard practice in the gravity
literature.

Combining the data on country and country-pair geographic characteristics from the Centre d’Etudes Prospectives et
d’Informations Internationales (CEPII) database with the detailed data on trade from the World Trade Analyzer yields a panel
of 24,492 country pairs for 157 countries over the period 1985–2002.13 Unfortunately, some economies that have had close
trade relationships with China historically, such as North Korea, are dropped from the analysis due to unreliable GDP data.
However, most Asian countries and all OECD economies are included.

10 Data on exports used in the estimates are drawn from World Trade Analyzer (WTA), a trade database provided by the International Trade Division of

Statistics Canada. It contains adjusted United Nations Conference on Trade and Development (UNCTAD) source data on over 180 countries’ international

trade activities at a four-digit level of Standard International Trade Classification (Rev. 2) from 1985. An important feature of this data is that recorded

imports and exports of trading countries are reconciled so that exports reported by the exporting country are consistent with the imports reported by the

importing country; this contrasts with the original UN-COMTRADE data upon which the WTA data is based. Since the WTA cleans and corrects data to

ensure concordance between exports to country B reported by country A and imports from country A reported by country B, regressions using bilateral

imports or bilateral exports as the dependent variable should produce equivalent results.
11 The percent impact of the dummy variables on bilateral exports is measured as ebb�1, where bb is the estimated coefficient on the dummy

variable.
12 As Baldwin and Taglioni (2006) have argued, country pair dummies are superior to country dummies in panel data regression due to the

existence of time-series bias. However, inclusion of the country pair dummies makes it impossible to estimate the coefficients of the time-invariant

variables, such as distance. Since our study does not focus on the effect of time-variant policies, country dummies are used in our regressions.

Each country has two specific dummies denoting whether it is an importer or exporter. See Novy (2008) for an analytical solution for the

multilateral resistance terms. We received Novy’s paper too late to utilize his analytical solutions for multilateral resistance terms in our gravity

model estimates.
13 There are many observations with zero bilateral trade flows. They are dropped in our GLS estimates of the gravity equation. With the break-up of the

former Soviet Union, Yugoslavia, Czechoslovakia, and several other countries, several new countries were formed after 1985, thereby producing interrupted

time series. These cases are dropped in our GLS estimates of the gravity equation. We experimented with a random effects panel Tobit estimator by adding

US$1 to all trade flows before taking logarithms. The estimated coefficients were virtually all of the expected sign and were statistically significant at the 5

and 10 percent levels. The estimated coefficients were, however, however, not robust to small changes in the export shares. They are available from the

authors upon request.
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4. Results from the gravity model

We estimated the gravity regression model with a random effects generalized least squares (GLS) estimator using the full
dataset. The random effects estimator breaks up the standard regression residual into two components: one captures the
systematic error observed in estimated trade for each country-pair and the other captures the residual error. Since
observations with zero exports are omitted, only two thirds of the country pairs were used in the regressions.

Table 3 reports estimates from four different specifications, with additional groups of variables (see Section 3) added to an
initial regression specification employing only the Distance variable. Estimated coefficients vary little across the four
specifications, retaining the same sign, statistical significance, and magnitude. Because the results are so robust across
specifications, we focus on specification (4) which incorporates each of the model’s three groups of variables and which we
use to produce our estimates of over-trading. All of the estimated coefficients have the expected sign; all of the model’s core
variables (GDP, GDP per capita, and distance) are statistically significant at the 5 percent level; in fact, with the exception of
one of the two area variables, all of the estimated coefficients pass this test. Exports increase in trading partners’ GDP, GDP
per capita and area; they decrease with distance. Island countries typically trade less than those not landlocked. Landlocked
countries tend to export more and import less. Two countries that have a common language, the same colonizer or the same
colonial history trade more with each other. And country pairs that share borders or remain as part of the same nation also
trade more than others.

We use the estimated relationship to predict trade flows between China and each of its trading partners and compare
them with actual trade flows. Fig. 2 compares predicted with actual exports for 12 selected countries, while Fig. 3 makes the
same comparison for predicted and actual imports. Points on the diagonal line reflect cases in which the expected and
observed trade were equal; points above (below) the line are ones in which observed trade exceeds (falls below) expected
exports. In each sub-figure, we trace out the locus of actual and predicted trade for 18 years, 1985–2002.

Figs. 2 and 3 show that for most trading partners, China’s level of exports and imports are substantially above what one
would expect given its size and level of development; that China’s tendency to trade at higher than predicted levels has
generally increased over time; and that there were marked differences in the strength of China’s actual trade relationships
vis-à-vis expected trade links across individual countries.

Our results indicate that the share of countries for which observed exports exceed predicted exports has increased over
the course of the reform period. In 1985, this was the case for 61 percent of the countries to which China exported goods,
while by 2002 it had reached nearly 93.3 percent. The proportion of countries for which Chinese imports exceeded predicted
imports decreased somewhat over the same period (although the number of countries from which China imports has
increased), falling from 81.8 percent in 1985 to 77.2 percent in 2002.

We have selected some countries for inclusion in Figs. 2 and 3 from which China ‘‘under-imports’’ or to which China
‘‘under-exports.’’ Taiwan’s inclusion generally stems from restrictions imposed by Taiwan’s government on trade with
China. It is interesting, however, that much of China’s ‘‘under-trading’’ occurs with its East Asian neighbors: Taiwan, India,

Table 3

GLS random effects panel regression: gravity model.

ln Exports

(1) (2) (3) (4)

ln Distanceij �1.423 (0.016)* �1.427 (0.018)** �1.382 (0.019)** �1.322 (0.019)**

ln GDPit�1 0.719 (0.033)** 0.718 (0.033)** 0.719 (0.033)**

ln GDPYjt�1 0.297 (0.032)** 0.296 (0.032)** 0.297 (0.032)**

ln(GDP/Population)I 0.585 (0.038)** 0.586 (0.038)** 0.585 (0.038)**

ln(GDP/Population)j 0.442 (0.036)** 0.443 (0.036)** 0.442 (0.036)**

ln Areai 0.179 (0.035)** 0.055 (0.031)* 0.074 (0.031)**

ln Areaj 0.346 (0.042)** 0.316 (0.041)** 0.334 (0.041)**

SameCountryij 1.327 (0.117)** 1.122 (0.122)** 0.751 (0.121)**

Landlockedi 0.347 (0.215) 0.433 (0.212)**

Landlockedj �0.847 (0.187)** �0.995 (0.185)**

Islandi �0.376 (0.297) �0.338 (0.292)**

Islandj �2.697 (0.242)** �0.807 (0.233)**

Contiguousij 0.564 (0.090)** 0.508 (0.088)**

Languageij 0.532 (0.038)**

Colonyij 0.649 (0.145)**

CommonColonyij 0.406 (0.049)**

Colony45i 0.809 (0.183)**

No. of observations 215,407 179,919 179,919 179,919

Overall R2 0.705 0.739 0.740 0.748

Breusch–Pagan test 3.E + 05 3.E + 05 3.E + 05 3.E + 05

Source: Statistics Canada Trade Analyzer (2005).
* Statistically significant at the 10% level
** Statistically significant at the 5% level.
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Japan, South Korea, and Hong Kong. This may provide some solace to OECD countries in Europe and North America, as it
offers some indication that Chinese trade flows could expand more rapidly in Asia, particularly with the complete
implementation of the China-ASEAN Free Trade Area in 2010.

China’s pervasive over-trading is a direct result of its policies promoting increased trade and FDI. By setting up separate
regulatory regimes over export-oriented, generally foreign-invested enterprises, and domestic firms that garnered
competitive advantages to the export oriented firms, more of the country’s resources were channeled into export sectors. The
undervaluation of the yuan has also stimulated investment into export-oriented business by increasing the international
competitiveness of Chinese exports, and—since export-firms were permitted to hold foreign currency—created incentives for
wealthy Chinese to convert and hold their capital in the relatively overvalued foreign currencies.

Fig. 2. Panel A: actual vs. gravity model-predicted exports. Panel B: actual vs. gravity model-predicted exports.
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A number of possible rationales can be offered regarding policymaker motivations underlying Chinese trade policy and
the preferences granted to export industries. From one perspective, these policies can be understood as a result of Chinese
policymaker efforts to spur economic growth in their country by following lessons from the earlier export-oriented
economies of East Asia. Through the lens of political economy, they can be considered as means through which the Chinese
leadership rewarded emerging elites by generating opportunities to profitably invest capital, or as an outcome of regional
competition between historically rival economic centers in different parts of the country sought to attract foreign (and
domestic) investment by offering greater incentives in a broader economic regime permissive of provincial authority and
between China and rival economies in East Asia vying for regional leadership.

Incentives for investment in export enterprises also had the unintended side effect of lessening market integration within
China. A number of researchers, e.g. Young (2000) and Wederman (2003), have documented the presence and impact of

Fig. 2. (Continued ).
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barriers against inter-provincial trade within China, although others have found less evidence of inter-provincial trade
barriers, e.g. Naughton (1996) and Bai, Du, and Tao (2004). Provincial preferences for goods produced by provincial SOEs are
legacies of older accounting and performance monitoring systems established when the economy operated under central
planning. These systems have declined in importance and evolved, but localities continue to face incentives to prefer local
producers in their procurement and development planning. In the presence of barriers to, and incentives against, inter-
provincial trade, successful manufacturers quickly exhausted the demand for domestic products (in their home provinces)
and moved on to focus on export markets where they encountered relatively fewer obstacles. Early in China’s reform period,
limited transport infrastructure between provinces has often meant that it was less costly for Chinese firms to deliver goods
to major seaports (and then to overseas markets) than to deliver them to internal markets. Lastly, the growth of foreign-
invested firms—which naturally tend to have stronger links to markets outside China and technologies to produce products
demanded by consumers in high-income countries—has resulted in increased export orientation.

Fig. 3. Panel A: actual vs. gravity model-predicted imports. Panel B: actual vs. gravity model-predicted imports.

C. Edmonds et al. / Journal of Asian Economics 19 (2008) 455–466 463



Another, less clear but more hopeful implication of China’s excessive orientation towards foreign trade is that it may
suggest there is greater potential for domestic market deepening as a source for future growth than might otherwise be
expected. To the extent that patterns of investment in post-reform China have displayed an excessive focus on opportunities
in export industries, this could suggest there is a backlog of investments and business opportunities related to domestic
industries and untapped gains from market expansion between non-integrated domestic markets.

5. Prospects and challenges

Our gravity estimates have clearly shown how a pattern of substantial ‘‘over-trading’’ has emerged for China over the last
decade. China’s pattern of trade has also changed to reflect its increasing market orientation and its evolving comparative
advantage. China’s trading partners and mix of goods traded now resemble those of most industrialized export-oriented
economies in Asia. This represents a sharp transition from its earlier eastern bloc-oriented trading pattern and reliance on

Fig. 3. (Continued ).
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two entrepôts—Hong Kong and Singapore—for transport and marketing services for its exports. Examination of the strength
of China’s trade ties generally suggests that China’s trade follows a pattern typical of its more market-oriented neighbors,
and reveals the country’s stronger ties to market-oriented economies in East and Southeast Asia.

Comparisons of China’s export boom suggest that China’s export growth rate has been higher than that experienced by
other Asian countries with sustained periods of high export growth (except South Korea). The high growth rates have
combined with the large size of China’s economy combine to generate an export expansion of unprecedented scale. The
export growth experiences of earlier boom economies inform us that China’s high rate of export growth is neither unusual
nor all that long-lived; it could continue for at least another decade, unless impeded by overseas market restrictions or a
major downturn in the global economy.

The implications of China’s growth for the global economy are much greater than those of earlier Asian export boom
economies in part because China’s population in 2008 represents more than 15 times as many people (1.33 billion) as Japan
circa 1953 (87 million). Earlier Asian export booms persisted for 20–30 years. If China’s export boom (measured from 1984),
were to last as long as Japan’s export boom (33 years), then China’s high rate of GDP growth registered in recent decades
would likely continue for at least another decade. The sustained high growth rates achieved by China in recent decades have
helped propel the country’s economy forward and raised China’s GDP per capita. This growth is expected to continue and
make China’s GDP equivalent to 39 percent of U.S. projected GDP by 2017 according to IMF forecasts.14

Continued high growth in exports from China at the levels observed in recent years could easily result in a protectionist
backlash. An illustration of incipient protectionism against China’s exports may already be available in the case of textile
trade. Only a few months after the 1 January 2005 expiration of the Multi-Fiber Arrangement quotas, both the United States
and the European Union imposed a variety of safeguard measures on China’s textile exports. A review of China’s Protocol of
Accession to the WTO suggests that China’s chief trading partners in the West have broad authority to impose ‘safeguard’
measures in response to rapid rises in their imports from China well into the next decade. Considered alongside the trend
toward increasing use of anti-dumping actions, this suggests that China’s WTO membership will offer it little short-term
recourse should countries initiate more restrictions on imports from China. On the other hand, China’s increased demand for
primary commodities is also leading to concerns about increased global competition for scarce commodities—particularly
non-renewable natural resources—and the possibility of Chinese monopsony power in these markets.15 While increased
Chinese demands may serve to bid up global prices in markets with inelastic supplies, the small Chinese share of these
markets makes it unlikely that monopsony power could be exercised (Edmonds et al., 2007). In the case of petroleum
markets, the focus of much media and policymaker attention, China’s share of global crude and refined petroleum imports
represented only 8.94 percent of global oil trade in 2002, far too small a share to enable China to exercise monopsony power.
Even a doubling of this market share—as may occur over the next two decades—is unlikely to provide China with substantial
monopsony power in the petroleum market.

There are grounds for optimism concerning further growth prospects for China’s trade despite recent economic turmoil.
WTO-induced reductions in average tariff rates have catalyzed China’s accelerated export growth in the few years since
accession. These would likely receive another significant boost if a successful conclusion to the Doha Round of WTO
negotiation could be achieved. Higher levels of income within China could trigger demands for a wider variety of higher
quality goods, thereby stimulating China non-raw material import demand and help to alleviate the larger trade surpluses
registered by China in recent years. Lastly, further reductions in trade barriers currently faced by some of China’s export
goods seem likely as China continues to move forward its ambitious goals in the area of trade liberalization and regional
economic integration. A PTA with ASEAN is scheduled for full implementation by 2010, and PTA negotiations are underway
with 25 countries. All things considered, it may be a while before China trade stops busting the bounds of gravity.
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