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Abstract

Negotiations towards the accession of the People’s Republic of China to
GATT are currently under way. This paper examines some economic problems
related to the proposed move.

It is one of the ideals of the GATT system that the firms in its member
countries, which, as such, constitute the worldwide market economies, should trade
among themselves with as little governmental interference as possible, on a free,
multilateral and nondiscriminatory basis. Hence the GATT system calls on each
of its member countries not only to liberalize international trade, but also to ensure
a certain measure. of liberalization within its own domestic economy. At present,
however, one observes in China’s economic regime a wide rénge of policies and
practices inconsistent with the principles of GATT, such as the trade licensing
system, the dual price system, the covering of the deficits of state enterprises by
the government and the protection of industry by provincial governments. Under
the circumstances, the casual observer may well draw the conclusion that China’s

economic system and the GATT system are about as compatible as "oil and water".

-

China, it appears, is worried that it will be unable to cope with import
pressures that will inevitably be generated by GATT membership. It should be
noted, however, first that China has two major macroeconomic means at its disposal
for the management of imports in that (1) China’s central bank should be in a
position to control the money supply so as to maintain economic growth without
inflation, and (2) even if some degree of inflation proves unavoidable, it can adjust
exchange rates to the levels required to balance the supply of and demand for
foreign exchange.  Second, on import pressure at the sectoral level, trade
liberalization will lead to the achievement of a suitable balance between exports and
imports through the mechanism of "comparative advantage”. Also, China could
protect the so-called "infant industries" in accordance with the GATT rules. China
should make steady progress towards the goal of free trade by formulating a -

suitable "trade liberalization program” from a long-term perspective.




Socialist economic systems have generally been interpreted in China as
being distinguished by three principles, namely: public ownership of the basic
means of production, centrally planned economies, and the distribution of income
according to work. If China becomes a member of GATT, it will inevitably have
to transform its state-owned enterprises into economic entities with a substantial
degree of autonomy and independence and to eliminate such socialist economic
practices as prescriptive supply and demand planning by product and centrally
planned pricing. = Furthermore, the GATT system demands commitment  to
constitutional government, transparency in administration, and free circulation of
information. In order to meet these requirements, China will have to overcome the
obstacles presented by its current system of domination of the Communist Party in

all affairs and its secretive tendency.

The accession of China to GATT should bring substantial benefits both
to China itself and to the rest of the world, including Japan. It is hoped that-
China will achieve GATT membership by promoting market orientation and
liberalization of its econonﬁ_c affairs, further establishing constitutional government

and enhancing the transparency of its policies regarding international trade.
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