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1. Chinais seeking a greater part in the course of
economic globalization.

20
Over the past two decades, China thus became an active

participant in economic globalization.

By taking an active part in international division of labor, China
promoted its economic restructuring and the adjustment of its
industrial structure, created enormous job opportunities and
enjoyed sustained economic growth. The country therefore shared
the benefits of economic globalization.

April, 22, 2002 2



China seized the initiative in the course of economic
globalization because the Chinese government formulated
the correct open policy in light of the country’s
comparative advantages and implemented it unswervingly.
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fundamental facts:

To develop its economy, a nation needs not only to mobilize its
domestic resources but also to utilize international resources;

participation in the international division of labor helps a country
both improve its productivity and benefit from increased trade;

The economic interest and competitive power of a nation are not
merely embodied by the enterprises in which it invests but also
in the joint ventures and wholly foreign-owned enterprises in the

nation.
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Government Policies:

Government should improve the allocation of its
resources by means of the market.

Government also should make its environment
more attractive to international resources and
made its enterprises of all descriptions more
competitive.
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WTO membership will have three benefits for China:
China will have a relatively stable external economic
environment.

WTO membership will help the Chinese economy with
comparative advantages to become more competitive.

WTO membership will boost the reform in China.
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As a member of the WTO, China has the three
formidable challenges

making institutional transition and innovations.

adjusting the industrial structure and reorganizing
enterprises.

Improving the social security system.

April, 22, 2002 7



General Estimation

° WTO
WTO membership means more opportunity than

challenge for China.
° WTO

many of the challenges arising from WTO membership
are problems China must solve for its economic growth
and social development

° WTO . ”

China should follow a “proactive strategy.” This means
the country should take the challenges as the motive
force and opportunities for deepening reform and
accelerating industrial restructuring.
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Il. Government reform is the key to adapting to
economic globalization.

The transition of the economic system involves:

o
the transition of the economic resources allocation

mechanism from planning to the market;

transition of the economic resources allocator from the
government to hundreds of thousands of market players;

transition of the economic resources allocation mode from
centralized government decision to the decisions by market

players.
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The primary and the most difficult aspect of China’s
accession to the WTO is to “get the government to
adapt to WTO rules.”

[
the reform of the government lags behind the transition
of the economic system;

greater efforts are being made in carrying out institutional
reforms than in changing the way the government functions.

the relationships between the government and enterprises,
between the government and the market, and between the
government and social self-government, a series of deep-seated
conflicts have not yet to be resolved.
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Problems

The government has too much intervention in the
microeconomy and especially in state-owned enterprises.
An effective state assets management system has to be
established.

The reform of the investment and financing systems is
Insufficient.

Capacity and efforts are not enough for standardizing and
regulating the market.
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Problems

Some government institutions have the tendency to
abuse their powers for their own interest.

The relationship in responsibility, power and benefit
between the central and the local authorities has yet

to be straightened out.

Performance of official duties according to law is far
from unified and transparent.
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Priorities for changing the role of the government and its functions

April, 220i9ppite settlement mechanism.

The role of the government should shift from direct allocation of
resources to macro-control, and great efforts should be made to
develop an efficient market.

The focus of policy should change from relying on domestic resources
and protecting domestic market and enterprises to opening the market
and striving to make use of domestic and international markets and
resources.

WYO

The focus of the trade policy should be shifted from setting up barriers
to participating in the formulation of international trade rules and
protecting the rights and interests of enterprises by means of the WTO

13



Priorities for changing the role of the government and its functions

o
Industrialization effort should shift from trying to establish a
complete self-contained industrial system only with domestic
capital to giving play to comparative international advantages and
seek a favorable position in the new international division of labor.
[

The nation should be made more competitive by shifting from
merely relying on domestic enterprises to creating a favorable
market environment and making it more attractive to all economic
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lll. The economic complementarity between China and Japan and
other Asian countries
Complementarity in the industrial

Structure

Chinese and Japanese economies are currently in different
stages of development. The former has just entered the
middle period of industrialization while the latter is in the
postindustrial period.

The economies in different stages of development have
their own comparative advantages.
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As a Instance with Manufacturing Sectors

The Chinese manufacturing industry depends mainly on foreign
technology and does not have its own intellectual property
rights for many technologies and products.
1/5
1/4
The Chinese manufacturing industry has a limited scale as it is

only one-fifth of the American manufacturing industry and a little
more than a quarter of Japan’s.

1/25
1/26
The productivity of the Chinese manufacturing industry is low.

Its per capita productivity is only one-twenty-fifth of America’s
and one-twenty-sixth of Japan’s.
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As a Instance with Manufacturing Sectors

OEM
26 49 38
The added value is low. The proportion of the OEM attached to
foreign enterprises is big. The average added value is only 26%,
far lower than 49% in the United States and 38% in Japan.

26.5
41.9 43.6
The proportion is excessively small. The equipment manufacturing
industry accounts for only 26.5% of the manufacturing industry, far
lower than 41.9% in the United States and 43.6% in Japan.

The Chinese manufacturing industry mainly produces low-end
products. In the international division of labor, the Chinese

manufacturing industry mainly produces low-value and labor-
intensive products.
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As a Instance with Manufacturing Sectors

Chinese manufacturers are small and their production is
far from concentrated.

Some technology-intensive industries of China grew
rapidly and their proportion was higher, but this was
mainly due to contribution from foreign-funded
enterprises and the growth in processing trade.
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Processing trade gives impetus to the growth of import, benefiting
both the importer and the exporter.

® 1980 4%

25%
The proportion of processing export in the export of goods in China soared
from 4% in 1980 to 55% now and is larger than the proportion of general
export.

®
Processing trade often goes with the import of raw and semi-processed
materials or intermediate products and the equipment needed for
production.
Products “made in China” contain many parts made in Japan and in the
four little dragons in Asia.

®
China gets the low added value in the processing and manufacturing links,
most of which is the cost of its labor.
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Products of foreign-funded enterprises in China account for a
large proportion of the products China exports.

° 2001
50%
The proportion of the export of the products of foreign-funded

enterprises in China’s total export volume kept increasing. It
exceeded 50% in 2001.

° 42_0 27.4

About 42.0% and 27.4% of the bilateral trade between China
and Japan and between China and Korea come from the
Japanese and Korean enterprises in China respectively in the
form of processing trade.
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Basic Situation

The economic and trade relationship between China and the
rest of Asian is predominantly one of cooperation based on
mutual economic complementation and mutual benefit.

The development of China’s processing trade will give
Impetus to the rapid development of its import, and especially
import from other Asian countries.

China’'s economic relations and trade with other Asian
countries include the tremendous interests of the China-

based enterprises of these countries.
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V. Striving for common development in a win-win situation.

®
Helping the countries concerned to promote their economic growth,
further boost market demand and increase their trade.

®
Helping give full play to the advantages of the countries concerned and
bring about large scale of production and operation on the basis of
international division of labor.

®

Making it possible to allocate resources and plan for production in
more areas, promoting the transfer of industries, industrial upgrading
and the rational distribution of the industrial chains of enterprises and

making enterprises more competitive.



Helping attract more investment and creating more job
opportunities.

Encouraging full competition which helps promote
technological progress.

Making the countries concerned more economically
Interdependent and contributing to regional security
and stability.
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Characters of China’s Development Stage

There will be a large diversified market for China and for its
neighboring countries.

Chinais in a position to have more industry transfers from
developed countries in order to provide its neighboring
countries and the rest of the world with cheap manufactured
goods.

China and its neighboring countries and regions complement
each other in their market development orientation and
market structures; in the production distribution and division
of labor; and in the development and utilization of their
natural resources.
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PROMOTING THE REGIONAL ECONOMIC
COOPERATION IN ASIA

The foundation is now solid for China to establish economic
cooperative relations with the other countries (regions) in
Asia.

The mutually beneficial relationship provides the condition
for long-term cooperation between China and the rest of Asia.
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PROMOTING THE REGIONAL ECONOMIC
COOPERATION IN ASIA

° “10 3
develop the Ten Plus Three mechanism for meetings of
state leaders and other high-ranking officials

keep Chinese, Japanese and Korean leaders
cooperation mechanism by mean of breakfast meeting.

Expand the foundation of economic cooperation in Asia.

A good start can be made now by facilitating trade and
Investment in Asia.
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