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The Global Impacts of Trade and Financial Reform in China

ABSTRACT

Despite the setbacks from the recent Asian currency crisis, the ascendancy of Asia
as an economic centre of world economic activity is likely to continue into the 21st
century. A key issue that will shape the role of Asia, and indeed the shape of the world
economy in the 21st century, is the economic development of China. To date China has
successfully weathered the currency storm in Asia and continues on a program of
economic reform. If anything, the problems of Japan and Korea provide powerful lessons
for other countries undergoing rapid economic growth and structural change. These
lessons include the importance of a well developed financial sector with lending and
investment decisions based on market signals rather than government directives. Whether
China can further integrate smoothly into global markets and sustain the fast growth of
the last few decades will be a crucial development in the world economy. In this paper,
we explore the impacts of continued Chinese economic reform with a focus on the role of
international financial flows both in the adjustment within China as well as in the
transmission of Chinese reforms to the rest of the world.
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�� +PVTQFWEVKQP

&GURKVG VJG UGVDCEMU HTQO VJG TGEGPV #UKCP EWTTGPE[ ETKUKU� VJG CUEGPFCPE[ QH #UKC CU

CP GEQPQOKE EGPVTG QH YQTNF GEQPQOKE CEVKXKV[ KU NKMGN[ VQ EQPVKPWG KPVQ VJG ��UV EGPVWT[�� #

MG[ KUUWG VJCV YKNN UJCRG VJG TQNG QH #UKC� CPF KPFGGF VJG UJCRG QH VJG YQTNF GEQPQO[ KP VJG

��UV EGPVWT[� KU VJG GEQPQOKE FGXGNQROGPV QH %JKPC� 6Q FCVG %JKPC JCU UWEEGUUHWNN[

YGCVJGTGF VJG EWTTGPE[ UVQTO KP #UKC CPF EQPVKPWGU QP C RTQITCO QH GEQPQOKE TGHQTO� +H

CP[VJKPI VJG RTQDNGOU KP ,CRCP CPF -QTGC KP RCTVKEWNCT� RTQXKFG RQYGTHWN NGUUQPU HQT QVJGT

EQWPVTKGU WPFGTIQKPI TCRKF GEQPQOKE ITQYVJ CPF UVTWEVWTCN EJCPIG� 6JGUG NGUUQPU KPENWFG

VJG KORQTVCPEG QH C YGNN FGXGNQRGF HKPCPEKCN UGEVQT YKVJ NGPFKPI CPF KPXGUVOGPV FGEKUKQPU

DCUGF QP OCTMGV UKIPCNU TCVJGT VJCP IQXGTPOGPV FKTGEVKXGU� 9JGVJGT %JKPC ECP HWTVJGT

KPVGITCVG UOQQVJN[ KPVQ INQDCN OCTMGVU CPF UWUVCKP VJG HCUV ITQYVJ QH VJG NCUV HGY FGECFGU�

YKNN DG C ETWEKCN FGXGNQROGPV QH VJG YQTNF GEQPQO[�

+P VJKU RCRGT YG GZRNQTG VJG KORCEVU QH EQPVKPWGF %JKPGUG GEQPQOKE TGHQTO YKVJ C

HQEWU QP VJG TQNG QH KPVGTPCVKQPCN HKPCPEKCN HNQYU DQVJ KP VJG CFLWUVOGPV YKVJKP %JKPC CU YGNN

CU KP VJG VTCPUOKUUKQP QH %JKPGUG TGHQTOU VQ VJG TGUV QH VJG YQTNF�

6JGTG CTG UGXGTCN HCEVQTU VJCV JKIJNKIJV VJG KORQTVCPEG QH %JKPCIU FGGRGT KPVGITCVKQP

KPVQ VJG YQTNF GEQPQO[� (KTUVN[� VJG %JKPGUG GEQPQO[ KU NCTIG KP CDUQNWVG VGTOU� CNVJQWIJ KV

KU UVKNN SWKVG UOCNN KP RGT ECRKVC VGTOU� 7UKPI RWTEJCUKPI�RQYGT�RCTKV[ OGCUWTGU� %JKPC JCU

CNTGCF[ D[RCUUGF ,CRCP CU VJG UGEQPF NCTIGUV GEQPQO[ KP VJG YQTNF� EQPUVKVWVKPI JCNH QH VJG

#UKCP GEQPQO[ CPF ���� RGTEGPV QH VJG YQTNF GEQPQO[ TGURGEVKXGN[ KP ����� EQORCTGF VQ

VJG ���� RGTEGPV YQTNF UJCTG QH VJG 7�5� 
+/( ������

5GEQPFN[� %JKPC JCU C NCTIG CPF TCRKFN[ GZRCPFKPI VTCFG UGEVQT� &WTKPI ��������

%JKPCIU UJCTG QH INQDCN OGTEJCPFKUG GZRQTVU CNOQUV VTKRNGF� CPF VJCV QH KORQTVU CNUQ OQTG

VJCP FQWDNGF 
6CDNG ��� +P VGTOU QH OGTEJCPFKUG VTCFG� KP ����� %JKPC CNTGCF[ TCPMGF CU VJG

1  See Radelet and Sachs (1997) for support of this view.
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GNGXGPVJ NCTIGUV GZRQTVKPI CPF HQWTVGGPVJ NCTIGUV KORQTVKPI EQWPVT[ 
9QTNF 6TCFG

1TICPK\CVKQP ������

6JKTFN[� FGURKVG VJG HCEV VJCV VJG ECRKVCN CEEQWPV KU UVKNN PQV HWNN[ EQPXGTVKDNG� %JKPC

JCU CNTGCF[ DGGP C RTQOKPGPV RCTVKEKRCPV KP VJG INQDCN ECRKVCN OCTMGV� +P ����� %JKPC

CDUQTDGF �� RGTEGPV QH VJG VQVCN HQTGKIP FKTGEV KPXGUVOGPV 
(&+� HNQYKPI VQ FGXGNQRKPI

EQWPVTKGU�� OCMKPI KV VJG UGEQPF NCTIGUV JQUV EQWPVT[ INQDCNN[ CHVGT VJG 7PKVGF 5VCVGU� +V CNUQ

CEEQWPVGF HQT �� RGTEGPV QH KPVGTPCVKQPCN GSWKV[ HNQYU CPF � RGTEGPV QH KPVGTPCVKQPCN DQPF

HNQYU VQ FGXGNQRKPI EQWPVTKGU� CPF �� RGTEGPV QH ETQUU�DQCTFGT EQOOGTEKCN FGDV HNQYU


9QTNF $CPM ����D�� $WV %JKPC UVKNN JCU C NCTIG WPGZRNQKVGF CDUQTRVKQP ECRCEKV[� &WG VQ VJG

TGOCKPKPI TGUVTKEVKQPU QP ECRKVCN CEEQWPV VTCPUCEVKQPU� %JKPCIU CDUQTRVKQP QH RQTVHQNKQ

KPXGUVOGPV YCU NKOKVGF VQ NGUU VJCP ��� RGTEGPV QH )&2 KP ������ OWEJ UOCNNGT VJCP VJG

CXGTCIG � RGTEGPV QH UKZVGGP DGUV RGTHQTOKPI FGXGNQRKPI EQWPVTKGU 
9QTNF $CPM ����C��

#U YGNN CU CVVTCEVKPI UKIPKHKECPV COQWPVU QH HQTGKIP KPXGUVOGPV� %JKPC JCU CNUQ

GOGTIGF CU CP KORQTVCPV NGPFGT KP INQDCN ECRKVCN OCTMGVU� 9KVJQWV KPENWFKPI VJG HNQYU

VJTQWIJ *QPI -QPI� KP ���� %JKPC YCU CNTGCF[ VJG GKIJVJ NCTIGUV ECRKVCN UWRRNKGT KP VJG

YQTNF CPF VJG NCTIGUV QPG COQPI FGXGNQRKPI EQWPVTKGU� EQPVTKDWVKPI � RGTEGPV VQ INQDCN

ECRKVCN HNQYU 
9QTNF $CPM ����D�� %JKPCIU TQNG CU C ECRKVCN UQWTEG KU NKMGN[ VQ GZRCPF CU VJG

GEQPQO[ DGEQOGU OCVWTG CPF ECRKVCN EQPVTQNU CTG ITCFWCNN[ TGNCZGF� +ORQTVCPV CURGEVU QH

RQUUKDNG HWVWTG FGXGNQROGPVU CTG %JKPCIU JWIG CDUQNWVG GEQPQOKE UK\G CPF JKIJ UCXKPI TCVKQ�

&WTKPI �������� %JKPCIU CXGTCIG UCXKPI TCVG YCU CU JKIJ CU �� RGTEGPV� QPN[ UGEQPF VQ

5KPICRQTG 
9QTNF $CPM ����C��

#P KORQTVCPV OKNGUVQPG QH VTCFG NKDGTCNK\CVKQP KP %JKPC KU VQ EQPENWFG KVU CEEGUUKQP VQ

VJG 9QTNF 6TCFG 1TICPK\CVKQP 
961�� 6JG TGUWNVKPI TGHQTOU YKNN DTKPI QRRQTVWPKVKGU CU

YGNN CU EJCNNGPIGU VQ %JKPC� #EEGUUKQP VQ VJG 961 YKNN TGOQXG UKIPKHKECPV KPVGTPCN CPF

2 But some of them are ‘round-tripping’ investments from China itself, in order to take advantages of the
concessions enjoyed only by foreign investors.
3 Portfolio capital inflows to China in 1994 amounted 0.8 percent of GDP, the drop in 1995 was due to the
Mexico currency crisis; it recovered soon later (World Bank 1997a).
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GZVGTPCN VTCFG FKUVQTVKQPU QP VJG QPG JCPF� CU YGNN CU GZRQUG KPGHHKEKGPV UVCVG�QYPGF

GPVGTRTKUGU 
51'U� VQ HQTGKIP EQORGVKVKQP QP VJG QVJGT�

6JG EQWPVGTRCTV TGHQTO KP VJG HKPCPEKCN UGEVQT KU HWNN EQPXGTVKDKNKV[ QH VJG ECRKVCN

CEEQWPV� 6JG #UKCP EWTTGPE[ ETKUKU ENGCTN[ FGOQPUVTCVGU VJG RQUUKDNG RTQDNGOU QH JCXKPI CP

QRGP HKPCPEKCN UGEVQT YKVJQWV C HWPFCOGPVCNN[ UQWPF FQOGUVKE HKPCPEKCN U[UVGO� 6JG

GPFWTCPEG QH 5KPICRQTG� CPF 6CKYCP KP VJG ETKUKU JCU NCTIGN[ DGGP VJG TGUWNV QH VJGKT TQDWUV

GEQPQOKE HWPFCOGPVCNU CPF UQWPF HKPCPEKCN U[UVGOU� %JKPC JCU CRRCTGPVN[ GUECRGF VJG

HKPCPEKCN VWTOQKN VQ FCVG OQUV NKMGN[ DGECWUG KVU ECRKVCN CEEQWPV KU PQV [GV EQPXGTVKDNG� # NQV

QH VJG MG[ RTQDNGOU KP VJG VTQWDNGF #UKCP GEQPQOKGU ECP DG GCUKN[ KFGPVKHKGF KP %JKPC� UWEJ

CU C HTCIKNG DCPMKPI U[UVGO� JWIG RQNKE[ FKTGEVGF NGPFKPI� CPF C DWQ[CPV RTQRGTV[ OCTMGV�

%QORCTGF VQ VTCFG TGHQTO� HKPCPEKCN NKDGTCNK\CVKQP KU QDXKQWUN[ QH OWEJ JKIJGT TKUM CU YGNN

CU DGKPI VJG NGUU UVWFKGF QH VJG TGHQTOU DGKPI WPFGTVCMGP KP %JKPC�

5EQRG QH VJKU UVWF[

6JKU RCRGT CKOU VQ SWCPVKH[ VJG KORCEVU QH VJTGG RQUUKDNG FGXGNQROGPVU KP %JKPC� 
��

VTCFG NKDGTCNK\CVKQP� 
�� HKPCPEKCN NKDGTCNK\CVKQP� CPF 
�� C HKPCPEKCN ETKUKU FWTKPI VJG RTQEGUU

QH HKPCPEKCN NKDGTCNK\CVKQP�

6TCFG NKDGTCNK\CVKQP KU OQFGNGF CU C ITCFWCN TGFWEVKQP QH KORQTV VCTKHHU TGRTGUGPVKPI

DQVJ CEVWCN VCTKHH TGFWEVKQPU CU YGNN TGFWEVKQPU KP VCTKHH GSWKXCNGPV SWQVCU� CFOKPKUVTCVKXG

DCTTKGTU CPF C TCPIG QH HCEVQTU VJCV FTKXG C YGFIG DGVYGGP %JKPGUG FQOGUVKE RTKEGU CPF

YQTNF RTKEGU� (KPCPEKCN NKDGTCNK\CVKQP KU OQFGNGF CU C FGENKPG KP VJG YGFIG DGVYGGP VJG

TGVWTP QP KPXGUVKPI KP %JKPGUG CUUGVU CPF CUUGVU KP VJG TGUV QH VJG YQTNF� +P HCEV VJKU ECP DG

KPVGTRTGVGF DQVJ CU C TGFWEVKQP KP QHHKEKCN DCTTKGTU VQ HQTGKIP KPXGUVOGPV KP %JKPGUG CUUGVU CU

YGNN CU C OCTMGV TG�GXCNWCVKQP QH VJG RGTEGKXGF TKUM QH KPXGUVKPI KP %JKPGUG CUUGVU� #

HKPCPEKCN ETKUKU QP VJG QVJGT JCPF KU OQFGNGF CU C HKPCPEKCN NKDGTCNK\CVKQP QH � [GCTU HQNNQYGF

D[ CP CDTWRV 
CPF WPGZRGEVGF� TKUG KP VJG TKUM QH KPXGUVKPI KP %JKPGUG CUUGVU�

# PWODGT QH UVWFKGU WUG EQORWVCDNG IGPGTCN GSWKNKDTKWO 
%)'� OQFGNU VQ SWCPVKH[

VJG KORCEVU QH VTCFG NKDGTCNK\CVKQP KP %JKPC 
UGG UGEVKQP ��� DWV CNN QH VJGUG UVWFKGU QPN[ HQEWU
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QP VJG TGCN UGEVQT� ECRKVCN KU GZQIGPQWUN[ HKZGF CPF VJG TQNG QH HKPCPEKCN CUUGVU CPF

KPVGTPCVKQPCN HKPCPEKCN OCTMGVU KU CDUGPV� )KXGP TGEGPV GZRGTKGPEG KP #UKC� VJG CFLWUVOGPV QP

KPVGTPCVKQPCN HKPCPEKCN OCTMGVU KU EGPVTCN VQ WPFGTUVCPFKPI VJG NKMGN[ CFLWUVOGPV RCVJ FWTKPI C

RGTKQF QH UKIPKHKECPV GEQPQOKE EJCPIG� #U FGOQPUVTCVGF KP /E-KDDKP 
����D��

KPEQTRQTCVKPI HKPCPEKCN HNQYU KU PQV QPN[ KORQTVCPV HQT UVWFKGU QH HKPCPEKCN NKDGTCNK\CVKQP� DWV

CNUQ HQT VJCV QH VTCFG TGHQTO� /QTGQXGT� CU HCT CU YG CTG CYCTG� VJGTG KU PQ CVVGORV VQ WUG

%)' OQFGNU VQ GZCOKPG VJG KORCEVU QH HKPCPEKCN NKDGTCNK\CVKQP KP %JKPC�

# &[PCOKE +PVGTVGORQTCN )GPGTCN 'SWKNKDTKWO OQFGN 
&+)'/� ECNNGF )�%WDGF KU

WUGF HQT VJKU UVWF[ 
/E-KDDKP CPF 9KNEQZGP ������ # XGTUKQP QH VJG OQFGN JCU DGGP WUGF

KP C PWODGT QH SWCPVKVCVKXG UVWFKGU QH INQDCN CPF TGIKQPCN VTCFG CPF HKPCPEKCN NKDGTCNK\CVKQP�

G�I� /E-KDDKP 
����C� CPF /E-KDDKP 
����D�� # MG[ HGCVWTG QH VJG OQFGN KU VJCV KV JCU

YGNN�FGHKPGF HKPCPEKCN OCTMGVU VJCV CTG DCUGF QP XCNWCVKQP QH VJG TGVWTPU VQ TGCN GEQPQOKE

CEVKXKVKGU YKVJ CTDKVTCIG DGVYGGP FKHHGTGPV CEVKXKVKGU YKVJKP CPF CETQUU EQWPVTKGU� (WTVJGT

FGVCKNU QP VJG OQFGNKPI HTCOGYQTM CTG IKXGP KP UGEVKQP ��

6JG TGUV QH VJG RCRGT KU QTICPK\GF CU HQNNQYU� 6JG PGZV UGEVKQP FKUEWUUGU VJG RCEG QH

VTCFG CPF HKPCPEKCN TGHQTOU KP %JKPC� CPF VJG RTQU CPF EQPU QH HWTVJGT NKDGTCNK\CVKQP� 5GEVKQP

� TGXKGYU C PWODGT QH %)' UVWFKGU QH VTCFG TGHQTO KP %JKPC� 5GEVKQP � DTKGHN[ KPVTQFWEGU

VJG HGCVWTGU QH )�%WDGF OQFGN� 5GEVKQP � RTQXKFGU VJG TGUWNVU HQT VJG VJTGG UKOWNCVKQPU QH

VTCFG NKDGTCNK\CVKQP� HKPCPEKCN NKDGTCNK\CVKQP CPF C HKPCPEKCN ETKUKU KP %JKPC� # EQPENWUKQP KU

RTGUGPVGF KP UGEVKQP ��

�� %JKPCIU KPVGITCVKQP KPVQ VJG INQDCN GEQPQO[

+P C DTQCF UGPUG� VJG KORCEV QH %JKPGUG GEQPQOKE NKDGTCNK\CVKQP FGRGPFU QP C TCPIG

QH HCEVQTU VJCV TGSWKTG C INQDCN OQFGNKPI HTCOGYQTM VQ FKUGPVCPING� 5QOG MG[ KUUWGU

KPENWFG VJG UK\G QH %JKPC KP VJG YQTNF GEQPQO[� VJG GZVGPV QH GZKUVKPI FKUVQTVKQPU DQVJ KP

%JKPC CPF VJG TGUV QH VJG YQTNF� VJG GZVGPV VQ YJKEJ VJG TGHQTOU CTG ETGFKDNG� CPF VJG

TGCEVKQPU VQ VJG %JKPGUG TGHQTOU KP VJG TGUV QH VJG YQTNF�
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6TCFG NKDGTCNK\CVKQP

+P VGTOU QH VJG GZVGTPCN VTCFG GPXKTQPOGPV� CEEGUUKQP VQ VJG 961 YKNN UWTGN[ QRGP

WR OQTG GZRQTV QRRQTVWPKVKGU HQT %JKPCIU RTQFWEVU� /QUV KORQTVCPVN[� VJG SWQVCU QH VJG

/WNVKHKDTG #TTCPIGOGPV 
/(#� YKNN DG EQORNGVGN[ GNKOKPCVGF D[ VJG [GCT ����� 1VJGT %)'

UVWFKGU UWIIGUV VJCV VJKU KU C OCLQT DGPGHKV QH VJG 961 OGODGTUJKR HQT %JKPC� CU VJG VGZVKNG

CPF ENQVJKPI UGEVQTU CTG YJGTG %JKPCIU EQORCTCVKXG CFXCPVCIG NC[U 
6CDNG ��� $GECWUG QH

VJG IGPGTCNK\GF U[UVGO QH RTGHGTGPEGU� %JKPC ECP CNUQ CXQKF CPPWCN UETWVKP[ QH KVU /QUV

(CXQTGF 0CVKQP 
/(0� UVCVWU D[ VJG 7�5�� /QTGQXGT� VJG CITGGOGPVU QP UWDUKFKGU CPF

FWORKPI ECP FKUEQWTCIG GZRQTV FGUVKPCVKQP EQWPVTKGU HTQO VCMKPI CPVK�FWORKPI QT CPVK�

UWDUKF[ TGVCNKCVKQPU WPKNCVGTCNN[� $GVYGGP ���� CPF OKF ����� VJG 7�5� JCU EQPFWEVGF

UKZVGGP CPVK�FWORKPI KPXGUVKICVKQPU CICKPUV VJG KORQTVU HTQO %JKPC 
6JWPDGTI ��������� +P

���� CPF ����� � QWV QH �� CPVK�FWORKPI KPXGUVKICVKQPU NCWPEJGF D[ VJG 'WTQRGCP

%QOOWPKV[ YGTG CICKPUV %JKPC 
'GEMJQWV ������� 1P VJG QVJGT JCPF� KV KU CNUQ RQUUKDNG VJCV

%JKPCIU VTCFG RCTVPGTU OC[ OCMG WUG QH VJG #ITGGOGPV QP 5CHGIWCTFU VQ RTQJKDKV OCUUKXG

KPHNQYU QH %JKPCIU NCDQT KPVGPUKXG RTQFWEVU�

6JG DGPGHKV QH RCTVKEKRCVKPI KP C YQTNF VTCFG HQTWO KU OQTG VJCP LWUV RTQOQVKPI VTCFG

QRRQTVWPKVKGU� 6JG VKIJVGPKPI QH VJG WUG QH NCYU CPF TWNGU KP VJG VTCFG UGEVQT OC[ JCXG URKNN�

QXGT GHHGEVU QP QVJGT UGEVQTU� (QT VJG TGUV QH VJG YQTNF� CFOKVVKPI %JKPC KPVQ VJG 961

OGCPU VJCV %JKPC YKNN DG DQWPF D[ VJG TWNGU QH VJG ICOG CPF VJKU YKNN JGNR VQ EQPVKPWG

GEQPQOKE TGHQTO� # OQTG QRGP VTCFG TGIKOG YKNN CNNQY %JKPC VQ RTQFWEG OQTG EQPUKUVGPVN[

YKVJ KVU WPFGTN[KPI EQORCTCVKXG CFXCPVCIG� /QTG KPVGPUKHKGF VTCFG CPF VTCFG TGNCVGF

KPXGUVOGPV YKNN DTKPI NCTIGT URKNN�QXGT GHHGEVU VQ VJG GEQPQO[� +ORTQXGOGPV KP VJG XCTKGV[

CPF SWCNKV[ QH KORQTVGF KPVGTOGFKCVGU ECP TCKUG VJG SWCNKV[ QH QWVRWV� /QTG KPVGPUG

EQORGVKVKQP YKNN DQQUV VJG RTQFWEVKXKV[ QH NQECN HKTOU� *QYGXGT� FWTKPI VJG CFLWUVOGPV

RJCUG JKIJGT RTGUUWTG QH HQTGKIP EQORGVKVKQP OC[ FTKXG UQOG KPGHHKEKGPV NQECN GPVGTRTKUGU�

4 But the European Commission has proposed to reverse the proceedings of investigation of anti-dumping of
Chinese (and Russian) enterprises, taking into account its progress into a market economy (Agence Europe
1997).
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RCTVKEWNCTN[ 51'U� KPVQ DCPMTWRVE[� YKVJ UJQTV VGTO KORNKECVKQPU HQT WPGORNQ[OGPV CPF

UQEKCN WPTGUV�

7UKPI %)' OQFGNKPI OGVJQFU� DQVJ $CEJ� /CTVKP GV CN� 
����� CPF ;CPI 
�����

UJQY VJCV GNKOKPCVKQP QH VTCFG FKUVQTVKQPU YKVJKP %JKPC KU OQTG KORQTVCPV HQT %JKPC VJCP VJG

TGOQXCN QH GZVGTPCN VTCFG TGUVTKEVKQPU 
6CDNG ��� 6JKU TGUWNV KORNKGU VJCV VTCFG KU CEVWCNN[

TGRTGUUGF D[ %JKPCIU QYP TGIKOG KPUVGCF QH D[ KVU VTCFG RCTVPGTUI TGIKOGU� +P VJG EWTTGPV

RCRGT YG HQEWU QP VJG TGHQTO RTQEGUU YKVJKP %JKPC�

*CTTQNF 
��������� FGUETKDGU %JKPCIU VTCFG TGIKOG CU HRTQVGEVGF GZRQTV RTQOQVKQPI

YJKEJ KU C KU[UVGO UKOWNVCPGQWUN[ RTQOQVGU GZRQTVU XKC KPEGPVKXGU� YJKNG QHHGTKPI

UKIPKHKECPV FQOGUVKE RTQVGEVKQPL� $[ NCY� CNN KORQTV UWDUVKVWVKQP TGIWNCVKQPU KP %JKPC YGTG

GNKOKPCVGF D[ ����� 0QVYKVJUVCPFKPI� EGTVCKP KPFWUVTKCN RQNKEKGU CTG EQPUKFGTGF CU GSWKXCNGPV

VQ KORQTV�UWDUVKVWVKQP RQNKEKGU D[ KVU VTCFG RCTVPGTU 
&GRCTVOGPV QH 5VCVG ������ (QT

GZCORNG� KP VJG CWVQOQVKXG KPFWUVTKCN RQNKE[ CPPQWPEGF KP ����� KV KU TGIWNCVGF VJCV C NQECN

EQPVGPV TGSWKTGOGPV JCU VQ DG HWNHKNNGF D[ HQTGKIP KPXGUVQTU� %JKPC CNUQ QWVNCYGF FKTGEV

UWDUKFKGU HQT GZRQTVU UKPEG ����� *QYGXGT� KPFKTGEV UWDUKFKGU UWEJ CU NQY EQUV GPGTI[ CPF

KPRWVU� RTGHGTGPVKCN DCPM NQCPU� CPF VCZ KPEGPVKXG� CTG UVKNN WUGF VQ UWRRQTV EGTVCKP KPFWUVTKGU

CPF GPVGTRTKUGU�

%JKPCIU UVCVWVQT[ VCTKHH TCVGU CTG COQPI VJG JKIJGUV KP VJG YQTNF� EQORCTCDNG VQ VJQUG

QH $TC\KN� +PFKC� CPF 2CMKUVCP 
9QTNF $CPM ����D�� *QYGXGT� FWG VQ GZVGPUKXG FWV[

GZGORVKQP CPF TGDCVGU HQT ECRKVCN IQQFU CPF KPRWVU WUGF KP GZRQTVU� VJG GHHGEVKXG VCTKHH TCVGU

CTG OWEJ NQYGT VJCP VJG UVCVWVQT[ TCVG� 5KPEG VJG GCTN[ ����U� %JKPC JCU DGGP UKIPKHKECPVN[

TGFWEKPI VCTKHH TCVGU� #EEQTFKPI VQ %JKPCIU EQOOKVOGPV VQ VJG 961 CEEGUUKQP� KVU YGKIJVGF

VCTKHH YKNN DG TGFWEGF VQ ���� RGTEGPV D[ [GCT ����� CPF VJG XCTKCVKQP QH VCTKHH TCVGU YKNN

TGFWEGF D[ �� RGTEGPV 
9QTNF $CPM ����D�� $GUKFGU� PQP�VCTKHH DCTTKGTU YJKEJ EQXGT CDQWV

�� RGTEGPV QH KORQTVU KP ����� YKNN DG EQORNGVGN[ GNKOKPCVGF GZEGRVU VJQUG QP CITKEWNVWTCN

RTQFWEVU KH %JKPC KU CFOKVVGF VQ VJG 961 
9QTNF $CPM ����D��

4GEGPVN[ VJGTG JCXG DGGP TGRQTVU VJCV� VQ RTQOQVG VJG EJCPEG QH CEEGUUKQP VQ VJG

961� %JKPC JCU EQOOKVVGF VQ C HWTVJGT EWV KP VJG VCTKHHU QP KPFWUVTKCN RTQFWEVU� EQORNGVG
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GNKOKPCVKQP QH VCTKHHU QP KPHQTOCVKQP VGEJPQNQI[ RTQFWEVU D[ [GCT ����� GNKOKPCVKQP QH VCTKHH

RGCMU QP KVGOU YKVJ VCTKHHU CDQXG �� RGTEGPV� CPF HWTVJGT NKDGTCNK\CVKQP QH UGTXKEG UGEVQTU

KPENWFKPI DCPMKPI CPF NGICN KPFWUVTKGU CHVGT KVU CFOKUUKQP VQ VJG 961 
-QJNK ����� 9CPI

CPF *QP ������

1PG QH VJG EQPEGTPU QH 961 OGODGTU CDQWV %JKPCIU VTCFG TGHQTO EQOOKVOGPVU KU

VJCV� CU NQPI CU KORQTVU KP %JKPC CTG UVKNN EWTVCKNGF D[ CFOKPKUVTCVKXG OGCUWTGU UWEJ CU

UCPKVCT[ CPF RJ[VQUCPKVCT[ UVCPFCTFU� VJG DGPGHKV QH VCTKHH TGFWEVKQP KU OCTIKPCN 
*QNNKFC[

����� ����� 6JG GZKUVGPEG QH C NCTIG UVCVG UGEVQT CNUQ ECUVU UQOG FQWDVU WRQP VJG KPVGITKV[ QH

%JKPCIU OCTMGV�QTKGPVGF VTCFKPI U[UVGO� (QT GZCORNG� FGURKVG VJG GZRCPUKQP QH VJG PWODGT

QH HQTGKIP VTCFG CIGPVU� %JKPC UVKNN TGUVTKEVU VJG FKUVTKDWVKQP QH HQTGKIP VTCFG TKIJVU�

(KPCPEKCN NKDGTCNK\CVKQP

6JG UGTKQWU RTQDNGOU VJCV JCXG GOGTIGF KP UGXGTCN #UKCP GEQPQOKGU KP VJG TGEGPV

EWTTGPE[ ETKUKU JKIJNKIJV VJG KORQTVCPEG QH VJG UQWPFPGUU QH HKPCPEKCN KPHTCUVTWEVWTG KP

GEQPQOKE FGXGNQROGPV� 6JG TGHQTO QH VJG HKPCPEKCN UGEVQT KP %JKPC JCU NCIIGF UKIPKHKECPVN[

DGJKPF TGHQTOU KP VJG VTCFG UGEVQT� 6JG EQOOQP YGCMPGUUGU KP VJG HKPCPEKCN UGEVQTU QH KVU

VTQWDNGF PGKIJDQTU� UWEJ CU JWIG RQNKE[ FKTGEVGF NGPFKPI CPF KPUWHHKEKGPV RTWFGPVKCN

RTQXKUKQPU� ECP CNUQ DG GCUKN[ KFGPVKHKGF KP %JKPC� +P CU OWEJ CU %JKPC KU RTQEGGFKPI

VQYCTFU QRGPKPI KVU ECRKVCN CEEQWPV�� YKVJQWV C TQDWUV HKPCPEKCN U[UVGO� KV EQWNF YGNN DG

HCEKPI UKOKNCT RTQDNGOU CU KVU #UKCP PGKIJDQTU�

&GURKVG KVU CEVKXG RCTVKEKRCVKQP KP HQTGKIP ECRKVCN OCTMGVU� %JKPCIU FQOGUVKE HKPCPEKCN

OCTMGV KU UVKNN JKIJN[ WPFGTFGXGNQRGF� #EEQTFKPI VQ VJG GUVKOCVGU QH VJG 9QTNF $CPM 
9QTNF

$CPM ����C�� VJG UK\G QH %JKPCIU ECRKVCN OCTMGV YJKEJ KU FQOKPCVGF D[ DCPM ETGFKV KU QPN[

CDQWV ��� RGTEGPV QH KVU )&2� OWEJ UOCNNGT VJCP VJCV QH VJG 2JKNKRRKPGU CPF 6JCKNCPF� 6JG

9QTNF $CPM 
����C� UWIIGUVU VJCV VJG FGXGNQROGPV QH VJG ECRKVCN OCTMGV KU TGUVTCKPGF D[ VJG

5 Despite it is continuously reported that China will open its capital account before year 2000 (HKStandard
1996), the authorities have never announced the precise schedule. It is widely speculated that the crisis has
alerted the Chinese authorities about its original pace of opening up the capital account.
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CWVJQTKVKGU WPFGT VJG HGCT VJCV VJG TGUQWTEGU KP VJG UVCVG DCPMU EQWNF DG GZVTCEVGF D[ VJG

OCTMGV�

%JKPC JCU VCMGP UVGRU VQ TGHQTO VJG DCPMKPI U[UVGO� UWEJ CU VJG EQOOGTEKCNK\CVKQP

QH UVCVG�QYPGF DCPMU� *QYGXGT� VJG TGHQTO QH VJG DCPMKPI U[UVGO KVUGNH JCU DGGP FTCIIGF

D[ VJG RGTHQTOCPEG QH VJG UVCVG UGEVQT� +V KU GUVKOCVGF VJCV VJG PQP�RGTHQTOKPI NQCPU JGNF D[

VJG DKI HQWT DCPMU KP %JKPC OCMG WR CV NGCUV �� RGTEGPV QH VJGKT QWVUVCPFKPI NQCPU 
9QTNF

$CPM ����C���� 4GWVGTU ������ 6JG DKI HQWT DCPMU CU C YJQNG CEEQWPVU HQT �� RGTEGPV QH

DCPM CUUGVU CPF VYQ�VJKTF QH HKPCPEKCN CUUGVU� 0QP�RGTHQTOKPI NQCPU CTG NCTIGN[ CVVTKDWVGF VQ

CFOKPKUVTCVKXG NGPFKPI VQ PQP�RTQFWEVKXG 51'U CPF RNCPPGF RTQLGEVU� #RCTV HTQO VJG DCF

NQCPU KP DCPMUI DCNCPEG UJGGVU� 51'U CNUQ JQNF C NCTIG COQWPV QH HVTKCPIWNCT FGDVUI YJKEJ

CTG GUVKOCVGF VQ DG CDQWV �� RGTEGPV QH PQOKPCN )&2 
&GRCTVOGPV QH 5VCVG ������

# RQVGPVKCN VJTGCV QH TGHQTOKPI VJG DCPMKPI UGEVQT KU VJCV� C PWODGT QH 51'U OKIJV

DG GZVKPIWKUJGF WPFGT UVTKPIGPV DQTTQYKPI EQPFKVKQPU� $GUKFGU� QRGPKPI WR VJG FQOGUVKE

OCTMGV VQ KORQTV EQORGVKVKQP EQWNF NGCF VQ EQNNCRUG QH KPGHHKEKGPV 51'U� CPF VJGTGHQTG RWV

RTGUUWTG QP VJG DCPMKPI U[UVGO� 6JG UWEEGUU QH VTCFG CPF HKPCPEKCN TGHQTOU CTG KPVGTVYKPGF

YKVJ VJG UWEEGUU QH UVCVG UGEVQT TGHQTO�

9JKNG QRGPKPI WR VJG ECRKVCN CEEQWPV YKVJQWV UWHHKEKGPV RTGRCTCVKQPU EQWNF NGCF VQ

GEQPQOKE RTQDNGOU QP VJG QPG JCPF� FGNC[KPI TGHQTOU EQWNF CNUQ DG EQUVN[ QP VJG QVJGT�

(KTUVN[� C JGCXKN[ FKUVQTVGF HKPCPEKCN UGEVQT FGHGTU KORTQXGOGPV QH CNNQECVKQP GHHKEKGPE[ QH

FQOGUVKE CU YGNN CU KPVGTPCVKQPCN ECRKVCN� 5GEQPFN[� KV KU VTWG VJCV YKVJ CP QRGP ECRKVCN

CEEQWPV CP GEQPQO[ YKNN DG OQTG XWNPGTCDNG VQ GZVGTPCN UJQEMU� 0QPGVJGNGUU� CV VJG UCOG

VKOG KV ECP FKXGTUKH[ VJG RQTVHQNKQ QH VJG CUUGVU JGNF D[ NQECN GEQPQOKE CIGPVU� CPF VJWU

DWHHGT VJGKT KPEQOGU CICKPUV FQOGUVKE UJQEMU 
/CVJKGUQP CPF 4QLCU�5WCTG\ ������

6JGTGHQTG� YJGVJGT QRGPKPI VJG ECRKVCN CEEQWPV YKNN FGUVCDKNK\G QT UVCDKNK\G CP GEQPQO[

FGRGPFU QP VJG HTGSWGPE[ CPF VJG UK\G QH GZVGTPCN UJQEMU TGNCVKXG VQ FQOGUVKE UJQEMU�

6JKTFN[� VJG GZRGTKGPEG QH UQOG FGXGNQRKPI EQWPVTKGU� UWEJ CU 'N 5CNXCFQT CPF ,COCKEC�

FGOQPUVTCVG VJCV UVCDKNK\CVKQP RQNKEKGU CEVWCNN[ ECP CVVTCEV HQTGKIP ECRKVCNU VQ UWRRQTV VJG

HTCIKNG DCPMKPI U[UVGO FWTKPI VJG TGHQTO RTQEGUU 
3WKTM ������
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.CUV DWV PQV NGCUV� GORKTKECN TGUGCTEJ UJQYU VJCV ECRKVCN EQPVTQNU ECP FGNC[ VJG

TGURQPUG QH GEQPQOKE CIGPVU VQ EJCPIGU KP OCETQGEQPQOKE EQPFKVKQPU� DWV ECP PQV UVQR

ECRKVCN HNQY 
/CVJKGUQP CPF 4QLCU�5WCTG\ ����� 3WKTM ������ 7PFGTITQWPF OQXGOGPV QH

ECRKVCN OC[ JCXG GXGP NCTIGT FGUVCDKNK\KPI KORCEVU VJCP VTCPURCTGPV OQXGOGPVU� (QT

GZCORNG� UKPEG ����� VJG HGTTQT CPF QOKUUKQPUI KVGO KP %JKPCIU DCNCPEG�QH�RC[OGPV KU OQTG

VJCP �� RGTEGPV QH NQPI VGTO ECRKVCN KPHNQYU� VJG NCTIG COQWPV QH OKUUKPI ECRKVCN OKIJV

KPFKECVG WPQHHKEKCN ECRKVCN HNKIJV� )WPVGT 
����� RWV VJG HKIWTG QH ECRKVCN HNKIJV DGVYGGP ����

CPF ���� VQ UQOGVJKPI DGVYGGP 75� �� DKNNKQP VQ �� DKNNKQP� #U UVCVGF D[ VJG 9QTNF $CPM


����C� KKPVGITCVKPI %JKPC HKPCPEKCNN[ YKVJ VJG YQTNF GEQPQO[ KU PQV C EJQKEG HQT

RQNKE[OCMGTU VQ OCMG� /CTMGVU CTG OCMKPI KV HQT VJGO�L

+P EQPENWUKQP� C ECUG ECP DG OCFG VJCV KPUVGCF QH FGNC[KPI VJG HKPCPEKCN

NKDGTCNK\CVKQP� %JKPC UJQWNF URGGF WR VJG TGHQTO QH VJG UVCVG CPF VJG DCPMKPI UGEVQT VQ

RTGRCTG HQT C UWUVCKPCDNG HKPCPEKCN NKDGTCNK\CVKQP� 4GEGPVN[ VJG CWVJQTKVKGU JCXG VCMGP UQOG

GPEQWTCIKPI UVGRU� (QT GZCORNG� CU C VTKCN VQ QRGP VJG DCPMKPI UGEVQT� PKPG HQTGKIP DCPMU

JCXG DGGP RGTOKVVGF VQ EQPFWEV DWUKPGUU KP [WCP KP VJG 2WFQPI GEQPQOKE \QPG QH 5JCPIJCK�

/QTGQXGT� NGCTPKPI HTQO VJG GZRGTKGPEG QH KVU VTQWDNGF #UKCP PGKIJDQTU� %JKPC JCU VCMGP

UGXGTCN UVGRU VQ UVTGPIVJGP VJG OCPCIGOGPV QH VJG DCPMKPI U[UVGO� 6JGUG KPENWFG UGVVKPI WR

C DCPMKPI UWRGTXKUQT[ DQCTF VQ QXGTUGG VJG SWCNKV[ QH NQCPU� VJG CUUGV OCPCIGOGPV CPF VJG

RGTUQPPGN QH VJG DKI HQWT DCPMU 
9CPI CPF /CTM ������ CPF CDCPFQPKPI ETGFKV SWQVCU QH

UVCVG DCPMU 
4GWVGTU ������ 6JG TGUWNVU KP VJKU RCRGT UWIIGUV VJCV UKIPKHKECPV ICKPU VQ

HKPCPEKCN TGHQTO CTG CEJKGXCDNG� 6JG EQWPVT[ VJCV ICKPU OQUV HTQO %JKPGUG HKPCPEKCN TGHQTO

KU %JKPC KVUGNH�

�� /QFGNKPI %JKPGUG 6TCFG 4GHQTO

/QUV SWCPVKVCVKXG UVWFKGU QH VTCFG NKDGTCNK\CVKQP JCXG TGNKGF JGCXKN[ QP EQORWVCDNG

IGPGTCN GSWKNKDTKWO 
%)'� OQFGNU�� 5VWFKGU QH VTCFG TGHQTO KP %JKPC CTG PQ GZEGRVKQP� 6JG

6 For surveys of global trade liberalization under the Uruguay Round, see Francois, Nordstrom et al. (1996) and
Francois, McDonald et al. (1995).
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CFXCPVCIG QH VJKU CRRTQCEJ VQ SWCPVKH[KPI VTCFG TGHQTO KU VJCV KV GPCDNGU VJG OCP[

KPVGTFGRGPFGPEKGU KP CP GEQPQO[ VQ DG ECRVWTGF KP VJG NQPIGT VGTO� 5QOG FTCYDCEMU CTG

FKUEWUUGF DGNQY� # MG[ RTQDNGO KU VJCV VJGUG UVWFKGU ECP UC[ XGT[ NKVVNG CDQWV VJG CFLWUVOGPV

RTQEGUU QXGT C PWODGT QH [GCTU� [GV VJG F[PCOKE CFLWUVOGPV VQ VTCFG NKDGTCNK\CVKQP KU C MG[

KUUWG HCEKPI RQNKE[ OCMGTU�

6CDNG � UWOOCTK\GU VJG HKPFKPIU QH HKXG %)' UVWFKGU QH VTCFG NKDGTCNK\CVKQP QH %JKPC�

#OQPI VJG UWTXG[GF UVWFKGU� RGTJCRU VJG EQORCTKUQP QH ;CPI 
����� CPF $CEJ� /CTVKP GV

CN� 
����� KU OQUV KPVWKVKXG� 6JGUG VYQ UVWFKGU WUG VJG UCOG OQFGN� FCVC UGV� ECNKDTCVKQP

[GCT� URGEKHKECVKQP QH GNCUVKEKVKGU� VGEJPQNQI[ CPF OCTMGV UVTWEVWTG� RTQLGEVKQP QH ITQYVJ QH

NCDQT� ECRKVCN CPF RQRWNCVKQP� &GURKVG VJG WPKHQTOKV[ KP CUUWORVKQPU� JQYGXGT� UQOG

HKPFKPIU QH VJG VYQ UVWFKGU CTG CNOQUV GZCEVN[ QRRQUKVG� ;CPI 
����� RTGFKEVU VJCV� KH %JKPC

ICKPU CEEGUU VQ VJG 961� VJG VGZVKNG UGEVQT YKNN DG VJG UGEQPF NCTIGUV UQWTEG QH ICKPU GXGP KH

KV KU HCT DGJKPF VJG ENQVJKPI UGEVQT� YJKNG KP $CEJ� /CTVKP GV CN� 
������ VJG VGZVKNG UGEVQT

EQPUVKVWVGU VJG UGEQPF NCTIGUV UQWTEG QH NQUUGU 
ECUG ��� 5GEQPFN[� ;CPI 
����� HKPFU VJCV� KP

IGPGTCN� CITKEWNVWTCN UGEVQTU NQUG� YJGTGCU $CEJ� /CTVKP GV CN� 
����� UWIIGUVU C ICKP QH VJG

RTKOCT[ CITKEWNVWTG UGEVQT� 0GXGTVJGNGUU� DQVJ UVWFKGU RTGFKEV VJCV� PCVWTCN TGUQWTEG UGEVQTU

CPF JGCX[ KPFWUVTKGU YKNN NQUG KP VJG VCTKHH TGHQTO�

According to the authors of the two papers, the discrepancies are probably due to the

fact that slightly different levels of tariff cut are simulated in the two papers. Bach, Martin et

al. (1996) simulates a smaller cut in agricultural sectors but larger cut in textile sectors.7 The

moral of this comparison is that a change in relative tariffs across sectors may be of much

larger importance on the results than an across-the-board change of tariffs. Therefore, having

‘enough’ sectoral dis-aggregation and hence tariff variations could be crucial in modeling

trade reform.8 The comparison also highlights the challenges confronted by modelers. Since

most economic models ignore widely but non-uniformly spread distorting administrative trade

7 Other factors that might contribute to the discrepancies are different levels of sectoral aggregation, and the
incorporation of human capital in Bach, Martin et al. (1996).
8 Actually these are already demonstrated in the case 1 and 2 of Yang (1996), the case 6 of Bach, Martin et al.
(1996), and Warr (1997).
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practices, such as tariff exemptions and indirect subsidies etc., the effects of trade reforms

suggested by those models could be biased by those un-modeled barriers.

Goldin, Knudsen et al. (1993) uses a CGE model called the RUNS model which has

much larger dis-aggregation of agricultural sectors than manufacturing sectors. Its findings

suggest that China will increase exports of agricultural goods and imports of non-agricultural

goods, thus the rural sector gains most in the reform. Xu (1994) uses a much simpler model of

only one country and three sectors, but it shares a lot of conclusions with Bach, Martin et al.

(1996) in that, the agricultural sector and the light industry gain, and the heavy industry loses.

Warr and Zhang (1995) also uses a single country model but with much larger sectoral dis-

aggregation. Its findings are very different from those of any others: neither the light industry

is a big winner, nor the heavy industry is big loser. It should be noted that, the model was

constructed according to the trade regime of China in 1987, both the model specifications and

the data are fairly outdated.

)QNFKP� -PWFUGP GV CN� 
������ :W 
����� CPF 9CTT CPF <JCPI 
����� UJCTG CP

KORQTVCPV HGCVWTG VJCV KU CDUGPV KP QVJGT VYQ UVWFKGU� 6JCV KU� VJG[ KPEQTRQTCVG

WPGORNQ[OGPV KP VJGKT OQFGNU� 6JKU CUUWORVKQP FWTKPI CP CFLWUVOGPV RGTKQF JCU C HKTO

GORKTKECN DCUKU� (QT GZCORNG� KP ����� %JKPGUG CWVJQTKVKGU GUVKOCVGF VJCV VJG WPGORNQ[GF

WTDCP CPF TWTCN NCDQT UVQQF CV ���� OKNNKQP CPF ��� OKNNKQP 
#IGPEG (TCPEG�2TGUUG �����

-YCP ������ YJKNG GORNQ[GF NCDQTU KP ���� YGTG QPN[ CDQWV ��� OKNNKQP CPF ��� OKNNKQP

TGURGEVKXGN[� +V KU YKFGN[ UWURGEVGF VJCV QHHKEKCN HKIWTGU JCXG DGGP WPFGTUVCVKPI VJG VTWG

UKVWCVKQP�

+PEQTRQTCVKPI WPGORNQ[OGPV KP C %)' OQFGN CNUQ JCU RQNKE[ KORNKECVKQPU CU YGNN CU

VJGQTGVKECN CRRGCN� +V KU DGECWUG C EQOOQP GZEWUG VQ FGHGT VTCFG NKDGTCNK\CVKQP KU VQ RTQOQVG

FQOGUVKE LQD UGEWTKV[ CICKPUV VJG HHNQQF QH KORQTVUI� 9JGVJGT VTCFG NKDGTCNK\CVKQP GPVCKNU

CFXGTUG KORCEVU QP GORNQ[OGPV FGRGPFU QP YJGVJGT VJG ETGCVKQP QH LQD QRRQTVWPKV[ KP
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GZRCPUKQPCT[ UGEVQTU OQTG VJCP QHHUGVU VJG TGFWEVKQP KP EQPVTCEVKPI UGEVQTU� CPF VJG

GHHKEKGPE[ QH NCDQT OQXGOGPV��

Whereas the outcome is not pre-determined, incorporating unemployment provides an

additional source of gains from trade liberalization rather than a cost as shown in the three

studies. In these studies, trade liberalization leads to an expansion of the labor-intensive

sectors, which are sectors of China’s comparative advantage. Absorbing the pool of

unemployed labor can insure a lower cost of expansion than otherwise would be the case. On

the other hand the simulation results may be overstating the gains as they do not take into

account the costs of labor movement between sectors.

%CRKVCN CPF HKPCPEKCN NKDGTCNK\CVKQP

# EQOOQP CUUWORVKQP KP %)' OQFGNU KU VQ HKZ VJG ECRKVCN UVQEMU GZQIGPQWUN[

CEEQTFKPI VQ EGTVCKP RTQLGEVKQPU� CU VJQUG KP $CEJ� /CTVKP GV CN� 
����� CPF ;CPI 
������

*QYGXGT� KP CP GEQPQO[ QH EQPUVCPV OCTIKPCN RTQRGPUKV[ VQ UCXG� C EJCPIG KP VJG NGXGN QH

QWVRWV YKNN KPFWEG C EQTTGURQPFKPI EJCPIG QH VJG UVQEM QH RJ[UKECN 
CPF JWOCP� ECRKVCN


$CNFYKP ������ 6Q CEEQOOQFCVG VJG GPFQIGPGKV[ QH ECRKVCN� UQOG UVWFKGU CNNQY VJG EJCPIG

QH ECRKVCN UVQEM KP VJG PGY GSWKNKDTKWO VQ OCMG KV EQPUKUVGPV YKVJ UQOG UVGCF[ UVCVG

EQPFKVKQPU� UWEJ CU C EQPUVCPV ECRKVCN RTKEG� (QT GZCORNG� *CTTKUQP� 4WVJGTHQTF GV CN� 
�����

CPF (TCPEQKU� /E&QPCNF GV CN� 
����� FGOQPUVTCVG VJCV GPFQIGPK\KPI VJG ECRKVCN UVQEM ECP

DQQUV VJG INQDCN YGNHCTG KORCEV QH VJG 7TWIWC[ 4QWPF D[ CDQWV �� RGTEGPV�

*QYGXGT� UKORN[ GPFQIGPK\KPI VJG ECRKVCN UVQEM UVKNN ECP PQV UQNXG C HWPFCOGPVCN

RTQDNGO QH VJGUG OQFGNU� VJG[ QPN[ EQPUKFGTU VJG FGOCPF HQT ECRKVCN� DWV KIPQTGU VJG UWRRN[

UKFG EQPUVTCKPVU� ECRKVCN CEEWOWNCVKQP KU NKMG C HHTGG IKHVI� +P RCTVKEWNCT� KV FQGU PQV GZRNKEKVN[

VTCEG HNQYU QH ECRKVCN DGVYGGP CIGPVU DQVJ YKVJKP C EQWPVT[ CPF CETQUU EQWPVTKGU� CPF VJWU

VJG EQPUGSWGPEG QH DQTTQYKPI CPF NGPFKPI� /QTGQXGT� HKZKPI VJG ECRKVCN RTKEG OC[ DG

UGPUKDNG KP VJG UKPING UOCNN EQWPVT[ ECUGU� DWV KV KU FGHKPKVGN[ RTQDNGOCVKE KP VJG NCTIG

9 Michaely, Papageorgiou et al. (1991) provides empirical records of the correlation between trade reform and
unemployment. Wood (1995) accesses the impacts on skilled and non-skilled workers when developed countries
trade with developing countries.
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EQWPVT[ CPF INQDCN ECUGU� +P C OQFGN YKVJQWV KPVGTVGORQTCN DWFIGV EQPUVTCKPVU� HKZKPI GKVJGT

ECRKVCN UVQEM QT ECRKVCN RTKEG KU CNOQUV CP KPGXKVCDNG VTCFGQHH�

(KPCNN[� KP CNN VJG UVWFKGU UWTXG[GF KP VJKU RCRGT� CU YGNN CU OQUV QVJGT %)' UVWFKGU

QH VTCFG NKDGTCNK\CVKQP� VJG EQPEGRV QH ECRKVCN KU RJ[UKECN ECRKVCN NKMG OCEJKPGT[� 6JG

EQORNGZ KPVGTFGRGPFGPEKGU DGVYGGP RJ[UKECN ECRKVCN CEEWOWNCVKQP CPF RQTVHQNKQ KPXGUVOGPV

CTG NCTIGN[ KIPQTGF� 9JKNG KV KU VJG HQTOGT VJCV FGVGTOKPGU RTQFWEVKQP ECRCEKV[� KV KU VJG

NCVVGT VJCV KPFWEGU XQNCVKNKV[ QH GZEJCPIG TCVG CPF KPVGTGUV TCVGU� CPF VJWU ITGCVN[ KPHNWGPEGU

VJG DCNCPEG�QH�RC[OGPV CPF OCETQ�UVCDKNKV[ QH CP GEQPQO[� 6JKU EWTTGPV UVWF[ KPEQTRQTCVGU

VJG TQNG QH HKPCPEKCN ECRKVCN KP VJG CFLWUVOGPV UVQT[� +PFGGF VJG CFLWUVOGPVU KP HKPCPEKCN

OCTMGVU CTG UJQYP VQ DG ETWEKCN KP VJG CFLWUVOGPV VQ VTCFG CPF HKPCPEKCN TGHQTOU�

�� 6JG )�%WDGF OQFGN

6JG )�%WDGF OWNVK�EQWPVT[ OQFGN FQEWOGPVGF KP /E-KDDKP CPF 9KNEQZGP 
������

+V KU C F[PCOKE KPVGTVGORQTCN IGPGTCN GSWKNKDTKWO OQFGN 
&+)'/�� +V EQODKPGU VJG

CRRTQCEJ VCMGP KP VJG GCTNKGT TGUGCTEJ QH /E-KDDKP CPF 5CEJU 
����� KP VJG /E-KDDKP 5CEJU

)NQDCN OQFGN 
/5) OQFGN� YKVJ VJG FKU�CIITGICVGF� GEQPQOGVTKECNN[�GUVKOCVGF�

KPVGTVGORQTCN IGPGTCN GSWKNKDTKWO OQFGN QH VJG 7�5� GEQPQO[ D[ ,QTIGPUQP CPF 9KNEQZGP


������

6JG )�%WDGF OQFGN JCU DGGP EQPUVTWEVGF VQ EQPVTKDWVG VQ VJG EWTTGPV RQNKE[ FGDCVG

QP GPXKTQPOGPVCN RQNKE[ CPF KPVGTPCVKQPCN VTCFG YKVJ C HQEWU QP INQDCN YCTOKPI RQNKEKGU�

0QPGVJGNGUU� KV JCU OCP[ HGCVWTGU VJCV OCMG KV WUGHWN HQT CPUYGTKPI C TCPIG QH KUUWGU KP

GPXKTQPOGPVCN TGIWNCVKQP� VTCFG TGHQTO� HKPCPEKCN TGHQTO� CPF QVJGT OKETQGEQPQOKE CPF

OCETQGEQPQOKE RQNKE[ SWGUVKQPU� +V KU C YQTNF OQFGN YKVJ UWDUVCPVKCN TGIKQPCN FKU�

CIITGICVKQP CPF UGEVQTCN FGVCKN� +P CFFKVKQP� EQWPVTKGU CPF TGIKQPU CTG NKPMGF VJTQWIJ VTCFG

CPF HKPCPEKCN OCTMGVU� )�%WDGF EQPVCKPU C UVTQPI HQWPFCVKQP HQT CPCN[UGU QH DQVJ UJQTV TWP

OCETQGEQPQOKE RQNKE[ CPCN[UKU CU YGNN CU NQPI TWP ITQYVJ EQPUKFGTCVKQP QH CNVGTPCVKXG

OCETQGEQPQOKE RQNKEKGU� $WFIGV EQPUVTCKPVU CTG KORQUGF QP JQWUGJQNFU� IQXGTPOGPVU CPF

PCVKQPU 
VJG NCVVGT VJTQWIJ CEEWOWNCVKQPU QH HQTGKIP FGDV�� 6Q CEEQOOQFCVG VJGUG
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EQPUVTCKPVU JQWUGJQNFU CPF HKTOU CTG CUUWOGF VQ WUG VJG OQFGN VQ IGPGTCVG HQTGECUVU QH

HWVWTG GEQPQOKE RGTHQTOCPEG CPF WUG VJGUG RTQLGEVKQPU KP VJGKT RNCPPKPI QH EQPUWORVKQP CPF

KPXGUVOGPV FGEKUKQPU� 6JG TGURQPUG QH OQPGVCT[ CPF HKUECN CWVJQTKVKGU KP FKHHGTGPV EQWPVTKGU

ECP JCXG KORQTVCPV GHHGEVU KP VJG UJQTV VQ OGFKWO TWP YJKEJ� IKXGP VJG NQPI NCIU KP RJ[UKECN

ECRKVCN CPF QVJGT CUUGV CEEWOWNCVKQP� ECP DG C UWDUVCPVKCN RGTKQF QH VKOG� 1XGTCNN� VJG

OQFGN KU FGUKIPGF VQ RTQXKFG C DTKFIG DGVYGGP EQORWVCDNG IGPGTCN GSWKNKDTKWO 
%)'�

OQFGNU VJCV VTCFKVKQPCNN[ KIPQTG VJG CFLWUVOGPV RCVJ DGVYGGP GSWKNKDTKC CPF OCETQGEQPQOKE

OQFGNU VJCV KIPQTG KPFKXKFWCN DGJCXKQT CPF VJG UGEVQTCN EQORQUKVKQP QH GEQPQOKGU�

)�%WDGF KU UVKNN KP VJG RTQEGUU QH FGXGNQROGPV DWV KV KU CNTGCF[ C NCTIG OQFGN� +P KVU

EWTTGPV HQTO KV EQPVCKPU QXGT ����� GSWCVKQPU CPF ��� KPVGTVGORQTCN EQUVCVG XCTKCDNGU� 6JG

MG[ HGCVWTGU QH )�%WDGF CTG UWOOCTK\GF KP 6CDNG �� 6JG EQWPVT[ CPF UGEVQTCN DTGCMFQYP

QH VJG OQFGN WUGF KP VJKU RCRGT CTG UWOOCTK\GF KP 6CDNG �� 6JG XGTUKQP WUGF KP VJKU RCRGT

EQPUKUVU QH VJG 7PKVGF 5VCVGU� ,CRCP� #WUVTCNKC� VJG TGUV QH VJG 1'%&� %JKPC� 1KN 'ZRQTVKPI

FGXGNQRKPI EQWPVTKGU 
12'%�� 'CUVGTP 'WTQRG CPF UVCVGU QH VJG HQTOGT 5QXKGV 7PKQP


'(57�� CPF CNN QVJGT FGXGNQRKPI EQWPVTKGU 
.&%U�� YKVJ VYGNXG UGEVQTU KP GCEJ TGIKQP�

6JGTG CTG HKXG GPGTI[ UGEVQTU 
GNGEVTKE WVKNKVKGU� PCVWTCN ICU WVKNKVKGU� RGVTQNGWO RTQEGUUKPI�

EQCN GZVTCEVKQP� CPF ETWFG QKN CPF ICU GZVTCEVKQP� CPF UGXGP PQP�GPGTI[ UGEVQTU 
OKPKPI�

CITKEWNVWTG� HQTGUVT[ CPF YQQF RTQFWEVU� FWTCDNG OCPWHCEVWTKPI� PQP�FWTCDNG OCPWHCEVWTKPI

� VTCPURQTVCVKQP CPF UGTXKEGU�� 'CEJ GEQPQO[ QT TGIKQP KP VJG OQFGN EQPUKUVU QH UGXGTCN

GEQPQOKE CIGPVU� JQWUGJQNFU� VJG IQXGTPOGPV� VJG HKPCPEKCN UGEVQT CPF HKTOU KP VJG ��

RTQFWEVKQP UGEVQTU NKUVGF CDQXG� 6JG DGJCXKQT QH GCEJ V[RG QH CIGPV KU OQFGNGF� 'CEJ QH VJG

VYGNXG UGEVQTU KP GCEJ EQWPVT[ KP VJG OQFGN KU TGRTGUGPVGF D[ C UKPING HKTO KP GCEJ UGEVQT

YJKEJ EJQQUGU KV KPRWVU CPF KVU NGXGN QH KPXGUVOGPV KP QTFGT VQ OCZKOK\G KVU UVQEM OCTMGV

XCNWG UWDLGEV VQ C OWNVKRNG�KPRWV RTQFWEVKQP HWPEVKQP 
FGHKPKPI VGEJPQNQIKECN HGCUKDKNKV[� CPF

C XGEVQT QH RTKEGU KV VCMGU VQ DG GZQIGPQWU� (QT GCEJ UGEVQT� QWVRWV KU RTQFWEGF YKVJ KPRWVU

QH ECRKVCN� NCDQT� GPGTI[� OCVGTKCNU CPF C UGEVQT�URGEKHKE TGUQWTEG�

'PGTI[ CPF OCVGTKCNU CTG CIITGICVGU QH KPRWVU QH KPVGTOGFKCVG IQQFU� 6JGUG

KPVGTOGFKCVG IQQFU CTG� KP VWTP� CIITGICVGU QH KORQTVGF CPF FQOGUVKE EQOOQFKVKGU YJKEJ

CTG VCMGP VQ DG KORGTHGEV UWDUVKVWVGU�
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6JG ECRKVCN UVQEM KP GCEJ UGEVQT EJCPIGU CEEQTFKPI VQ VJG TCVG QH HKZGF ECRKVCN

HQTOCVKQP CPF VJG TCVG QH IGQOGVTKE FGRTGEKCVKQP� +V KU CUUWOGF VJCV VJG KPXGUVOGPV RTQEGUU

KU UWDLGEV VQ TKUKPI OCTIKPCN EQUVU QH KPUVCNNCVKQP� YKVJ VQVCN TGCN KPXGUVOGPV GZRGPFKVWTGU KP

GCEJ UGEVQT GSWCN VQ VJG XCNWG QH FKTGEV RWTEJCUGU QH KPXGUVOGPV RNWU VJG RGT WPKV EQUVU QH

KPUVCNNCVKQP� 6JGUG RGT WPKV EQUVU� KP VWTP� CTG CUUWOGF VQ DG C NKPGCT HWPEVKQP QH VJG TCVG QH

KPXGUVOGPV� 1PG CFXCPVCIG QH WUKPI CP CFLWUVOGPV EQUV CRRTQCEJ KU VJCV VJG CFLWUVOGPV EQUV

RCTCOGVGT ECP DG XCTKGF HQT FKHHGTGPV UGEVQTU VQ ECRVWTG VJG FGITGG VQ YJKEJ ECRKVCN KU UGEVQT

URGEKHKE�

*QWUGJQNFU EQPUWOG C DCUMGV QH EQORQUKVG IQQFU CPF UGTXKEGU KP GXGT[ RGTKQF CPF

CNUQ FGOCPF NCDQT CPF ECRKVCN UGTXKEGU� *QWUGJQNF ECRKVCN UGTXKEGU EQPUKUV QH VJG UGTXKEG

HNQYU QH EQPUWOGT FWTCDNGU RNWU TGUKFGPVKCN JQWUKPI� *QWUGJQNFU TGEGKXG KPEQOG D[

RTQXKFKPI NCDQT UGTXKEGU VQ HKTOU CPF VJG IQXGTPOGPV� CPF HTQO JQNFKPI HKPCPEKCN CUUGVU� +P

CFFKVKQP� VJG[ CNUQ TGEGKXG VTCPUHGTU HTQO VJG IQXGTPOGPV� 6JG JQWUGJQNF FGEKUKQP KPXQNXGU

RTGFKEVKPI GZRGEVGF HWVWTG KPEQOG HTQO CNN UQWTEGU 
K�G� YGCNVJ� CU YGNN CU EWTTGPV KPEQOG�

6JKU KPHQTOCVKQP VQIGVJGT YKVJ VJG TGNCVKXG RTKEGU QH FKHHGTGPV IQQFU CPF UGTXKEGU VJGP

FGVGTOKPG VJG RCVVGTP QH EQPUWORVKQP URGPFKPI QXGT VKOG CPF VJG RCVVGTP QH URGPFKPI CETQUU

VJG CXCKNCDNG IQQFU�

+V KU CUUWOGF VJCV VJG IQXGTPOGPV KP GCEJ EQWPVT[ FKXKFGU URGPFKPI COQPI HKPCN

IQQFU� UGTXKEGU CPF NCDQT CEEQTFKPI VQ VJG RTQRQTVKQPU KP VJG DCUG [GCT KPRWV�QWVRWV VCDNG HQT

GCEJ EQWPVT[� 6JKU URGPFKPI KU HKPCPEGF D[ NGX[KPI VCZGU QP JQWUGJQNFU CPF HKTOU CPF QP

KORQTVU�

*QWUGJQNFU� HKTOU CPF IQXGTPOGPVU CTG CUUWOGF VQ KPVGTCEV YKVJ GCEJ QVJGT KP

OCTMGVU HQT HKPCN IQQFU CPF UGTXKEGU� HKPCPEKCN� CPF HCEVQT OCTMGVU DQVJ HQTGKIP CPF

FQOGUVKE� 6JG TGUWNV QH VJKU KPVGTCEVKQP� IKXGP VJG FGUKTGU QH GCEJ GEQPQOKE GPVKV[�

FGVGTOKPG C UGV QH TGNCVKXG RTKEGU VJCP HGGF DCEM KPVQ FGEKUKQP OCMKPI D[ VJG FKHHGTGPV

GEQPQOKE CIGPVU�

+PVGTPCVKQPCN ECRKVCN HNQYU CPF VJG NKPM DGVYGGP TGCN GEQPQOKE CEVKXKV[ CPF HKPCPEKCN

TCVGU QH TGVWTP CTG CP KORQTVCPV EQPVTKDWVKQP QH VJG OQFGN� 9G CUUWOG VJCV ECRKVCN HNQYU CTG
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EQORQUGF QH RQTVHQNKQ KPXGUVOGPV� FKTGEV KPXGUVOGPV CPF QVJGT ECRKVCN HNQYU� 6JGUG

CNVGTPCVKXG HQTOU QH ECRKVCN HNQYU CTG RGTHGEVN[ UWDUVKVWVCDNG GZ CPVG� CFLWUVKPI VQ VJG

GZRGEVGF TCVGU QH TGVWTP CETQUU GEQPQOKGU CPF CETQUU UGEVQTU� 9KVJKP CP GEQPQO[� VJG

GZRGEVGF TGVWTP VQ GCEJ V[RG QH CUUGV 
K�G� DQPFU QH CNN OCVWTKVKGU� GSWKV[ HQT GCEJ UGEVQT GVE�

CTG CTDKVTCIGF� VCMKPI KPVQ CEEQWPV VJG EQUVU QH CFLWUVKPI RJ[UKECN ECRKVCN UVQEM CPF CNNQYKPI

HQT GZQIGPQWU TKUM RTGOKC� $GECWUG RJ[UKECN ECRKVCN KU EQUVN[ VQ CFLWUV� CP[ KPHNQY QH

HKPCPEKCN ECRKVCN VJCV KU KPXGUVGF KP RJ[UKECN ECRKVCN 
K�G� FKTGEV KPXGUVOGPV� YKNN CNUQ DG EQUVN[

VQ UJKHV QPEG KV KU KP RNCEG� 6JG FGEKUKQP VQ KPXGUV KP RJ[UKECN CUUGVU KU DCUGF QP GZRGEVGF

TCVGU QH TGVWTP� *QYGXGT� KH VJGTG KU CP WPCPVKEKRCVGF UJQEM VJGP GZ�RQUV TGVWTPU EQWNF XCT[

UKIPKHKECPVN[� 6QVCN PGV ECRKVCN HNQYU HQT GCEJ GEQPQO[ KP YJKEJ VJGTG CTG QRGP ECRKVCN

OCTMGVU CTG GSWCN VQ VJG EWTTGPV CEEQWPV RQUKVKQP QH VJCV EQWPVT[� 6JG INQDCN PGV HNQYU QH

RTKXCVG ECRKVCN CTG EQPUVTCKPGF VQ \GTQ�

+P UWOOCT[� VJG )�%WDGF OQFGN GODQFKGU C YKFG TCPIG QH CUUWORVKQPU CDQWV

KPFKXKFWCN DGJCXKQT CPF GORKTKECN TGIWNCTKVKGU KP C IGPGTCN GSWKNKDTKWO HTCOGYQTM� 6JG

EQORNGZ KPVGTFGRGPFGPEKGU CTG VJGP UQNXGF QWV WUKPI C EQORWVGT� +V KU KORQTVCPV VQ UVTGUU

VJCV VJG VGTO KIGPGTCN GSWKNKDTKWOL KU WUG JGTG VQ UKIPKH[ VJCV CU OCP[ KPVGTCEVKQPU CTG

RQUUKDNG CTG ECRVWTGF� PQV VJCV VJG GEQPQO[ KU KP C HWNN OCTMGV ENGCTKPI GSWKNKDTKWO CV GCEJ

RQKPV KP VKOG� #NVJQWIJ KV KU CUUWOGF VJCV OCTMGV HQTEGU GXGPVWCNN[ FTKXG VJG YQTNF GEQPQO[

VQ C NQPI TWP UVGCF[ UVCVG GSWKNKDTKWO� WPGORNQ[OGPV FQGU GOGTIG HQT NQPI RGTKQFU FWG VQ

FKHHGTGPV NCDQT OCTMGV KPUVKVWVKQPU KP FKHHGTGPV GEQPQOKGU�

�� 5KOWNCVKQP TGUWNVU

6JG OQFGN UWOOCTK\GF KP VJG RTGXKQWU UGEVKQP KU WUGF VQ GZRNQTG VJG OCETQGEQPQOKE

CFLWUVOGPVU VQ CNVGTPCVKXG UEGPCTKQU KP %JKPC� $[ KVU PCVWTG� C OQFGN KU CP CDUVTCEVKQP QH

TGCNKV[ CPF VJGTGHQTG VJG TGUWNVU JGTG UJQWNF PQV DG XKGYGF CU HQTGECUVU QH YJCV YKNN JCRRGP

DWV CTG TGCNN[ OGCPV VQ DG KPFKECVKXG QH VJG PCVWTG QH VJG CFLWUVOGPV RTQEGUU� 6JGUG TGUWNVU

CNUQ RQKPV VQ YJGTG QVJGT RQNKE[ CEVKQPU OC[ DG FGUKTCDNG�
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6Q RTQFWEG VJG TGUWNVU VJG OQFGN KU HKTUV UQNXGF HTQO ���� VQ ���� VQ IGPGTCVG C

OQFGN DCUGNKPG DCUGF QP C TCPIG QH CUUWORVKQPU� # MG[ CUUWORVKQP KP VJKU UGEVKQP KU VJG

KPKVKCN VCTKHH TCVGU KP %JKPC� 6CDNG � EQPVCKPU VJG CIITGICVGF VCTKHH TCVGU HQT GCEJ UGEVQT DCUGF

QP C 961 VCTKHH FCVCDCUG UWRRNKGF D[ VJG %GPVTG HQT +PVGTPCVKQPCN 'EQPQOKEU� 6JGUG VCTKHH

TCVGU CTG CUUWOGF VQ DG WPEJCPIGF HQT VJG JQTK\QP QH VJG DCUGNKPG UKOWNCVKQP� 1VJGT ETWEKCN

CUUWORVKQPU PGGFGF HQT IGPGTCVKPI VJG DCUGNKPG KPENWFG CUUWORVKQPU CDQWV RQRWNCVKQP ITQYVJ

CPF UGEVQTCN RTQFWEVKXKV[ ITQYVJ D[ EQWPVT[ CU YGNN CU HKUECN CPF OQPGVCT[ RQNKE[ UGVVKPIU�

6JG RQRWNCVKQP RTQLGEVKQPU CTG DCUGF QP 9QTNF $CPM RTQLGEVKQPU� 6QVCN HCEVQT RTQFWEVKXKV[

ITQYVJ KU DCUGF QP C UGEVQTCN EQPXGTIGPEG OQFGN KP YJKEJ UGEVQTU YKVJKP EQWPVTKGU ECVEJ WR

VQ VJG 7PKVGF 5VCVGU RTQFWEVKXKV[ ITQYVJ D[ UGEVQT UWEJ VJCV VJG ICR DGVYGGP NGXGNU QH

RTQFWEVKXKV[ ENQUG CV C TCVG QH �� RGT [GCT� (QT VJG RWTRQUG QH VJG GZGTEKUGU RTGUGPVGF JGTG

VJG GZCEV DCUGNKPG RCVJ KU PQV QH KORQTVCPEG DGECWUG TGUWNVU YKNN DG FKUEWUUGF CU FGXKCVKQPU

HTQO VJG WPFGTN[KPI DCUGNKPG� 6JG KUUWG QH RTQLGEVKQPU WUKPI C OQFGN UWEJ CU VJG )�

%7$'& OQFGN CPF VJG PCVWTG QH VJG DCUGNKPG RCVJ KU FKUEWUUGF KP FGVCKN KP $CIPQNK GV CN


������

1PEG VJG DCUGNKPG KU IGPGTCVGF� GCEJ UKOWNCVKQP KU TWP CPF TGUWNVU CTG TGRQTVGF CU C

RGTEGPVCIG FGXKCVKQP HTQO VJKU DCUGNKPG� (QT VJG VCTKHH TGFWEVKQP UKOWNCVKQP KV KU CUUWOGF VJCV

%JKPC CPPQWPEGU KP ���� C TGFWEVKQP KP VCTKHHU HTQO VJG NGXGNU KP VCDNG � YKVJ GSWCN EWVU KP

GXGT[ [GCT WPVKN TGCEJKPI \GTQ D[ ����� +P VJG HKPCPEKCN NKDGTCNK\CVKQP UEGPCTKQ KV KU CUUWOGF

VJCV KP ����� %JKPC CPPQWPEGF TGHQTOU VJCV KORN[ C TGFWEVKQP KP VJG GZEGUU TGVWTPU HTQO

KPXGUVKPI KP %JKPGUG CUUGVU D[ �� KP ����� �� KP ���� CPF �� HTQO ���� QPYCTFU� +P VJG

HKPCN UKOWNCVKQP KP YJKEJ VJGTG KU C NQUU QH EQPHKFGPEG KP VJG HKPCPEKCN TGHQTOU� YG CUUWOG

VJCV VJG HKPCPEKCN TGHQTOU CTG DGNKGXGF KP ���� CPF VJTQWIJ ���� DWV KP ���� VJG TKUM

RTGOKWO QP %JKPGUG CUUGVU TGVWTPU VQ VJG RTG TGHQTO NGXGN 
�� CDQXG VJG NGXGN GZRGEVGF KP

VJG HKPCPEKCN TGHQTO UKOWNCVKQP��

+V KU KORQTVCPV VQ UVTGUU VJCV OCETQGEQPQOKE RQNKE[ KU CUUWOGF PQV VQ TGURQPF VQ

WPFGUKTCDNG HNWEVWCVKQPU KP UJQTV TWP GEQPQOKE CEVKXKV[� /QPGVCT[ RQNKE[ KU CUUWOGF VQ DG

VCTIGVKPI C UVQEM QH PQOKPCN OQPG[ DCNCPEGU KP GCEJ GEQPQO[� (KUECN RQNKE[ KU FGHKPGF CU C
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UGV QH HKZGF VCZ TCVGU CPF IQXGTPOGPV URGPFKPI EQPUVCPV TGNCVKXG VQ UKOWNCVGF )&2� 9KVJ

JKIJGT QWVRWV� VCZ TGXGPWGU TKUG KORN[KPI C OQXG VQYCTFU HKUECN UWTRNWU KP GCEJ GEQPQO[�

#� 4GFWEVKQP KP %JKPGUG 6CTKHHU

6JG TGUWNVU HQT C TGFWEVKQP KP %JKPGUG VCTKHH TCVGU HTQO VJG CUUWOGF NGXGNU KP ���� VQ

\GTQ D[ ���� CTG EQPVCKPGF KP HKIWTGU � VJTQWIJ �� 4GUWNVU CTG RTGUGPVGF CU RGTEGPV

FGXKCVKQP HTQO DCUGNKPG GZEGRV HQT KPVGTGUV TCVGU YJKEJ CTG RGTEGPVCIG RQKPV FGXKCVKQP HTQO

DCUGNKPG� CPF VJG VTCFG CPF EWTTGPV CEEQWPV DCNCPEGU YJKEJ CTG GZRTGUUGF CU RGTEGPV QH

DCUGNKPG )&2 FGXKCVKQP HTQO DCUGNKPG� 4GUWNVU HQT %JKPC CTG EQPVCKPGF KP HKIWTGU � CPF �

CPF HQT VJG 1'%& GEQPQOKGU KP HKIWTG � CPF ��

%QPUKFGT HKTUV VJG KORCEV QH VCTKHH TGFWEVKQPU KP %JKPC� +P VJG UJQTV TWP� VJG ETGFKDNG

CPPQWPEGOGPV QH HWVWTG VCTKHH TGFWEVKQPU NGCFU VQ C TGFWEVKQP KP )&2 CU HKTOU DGIKP VQ

TGUVTWEVWTG KP VJG GCTN[ RGTKQFU� 6JG ICKPU VQ VCTKHH TGFWEVKQP QPN[ CEEWOWNCVG QXGT VKOG CU

VCTKHHU CTG EWV CNVJQWIJ UQOG QH VJGUG ICKPU CTG DQWIJV HQTYCTF VJTQWIJ CEEGUU VQ HQTYCTF

NQQMKPI CUUGV OCTMGVU� +P VJG UJQTV TWP KP ���� )&2 ITQYU NGUU SWKEMN[ VJCP DCUG DWV CHVGT

���� ITQYU OQTG SWKEMN[ VJCP DCUGNKPG� $[ VJG [GCT ����� )&2 KU CTQWPF ���� RGTEGPV

CDQXG DCUGNKPG )&2� (QT %JKPC VTCFG NKDGTCNK\CVKQP KU EQUVN[ KP VGTOU QH )&2 NQUU KP VJG

XGT[ UJQTV VGTO DWV UWDUVCPVKCNN[ OQTG DGPGHKEKCN KP VJG OGFKWO CPF NQPI VGTO� )&2 KU C

OGCUWTG QH VJG RTQFWEVKQP WUKPI FQOGUVKECNN[ NQECVGF HCEVQTU QH RTQFWEVKQP� )02 KU C

OGCUWTG QH KPEQOG VQ FQOGUVKECNN[ QYPGF HCEVQTU QH RTQFWEVKQP� 0QVG HTQO (KIWTG � VJCV

)02 TKUGU NGUU SWKEMN[ VJCP )&2 DGECWUG UQOG QH VJG CFFKVKQPCN RTQFWEVKQP KU DGKPI

WPFGTVCMGP WUKPI ECRKVCN QYPGF D[ HQTGKIPGTU� +PFGGF VJG CFLWUVOGPV RTQEGUU HQNNQYKPI VJG

CPPQWPEGOGPV QH VTCFG NKDGTCNK\CVKQP KU FTKXGP D[ VJG CFLWUVOGPV KP HKPCPEKCN OCTMGVU� 6JG

EJCPIG KP VCTKHH TCVGU KPETGCUGU GEQPQOKE GHHKEKGPE[ KP VJG %JKPGUG GEQPQO[ CPF TCKUGU VJG

QXGTCNN TGVWTP VQ ECRKVCN� 6JKU KPETGCUG KP VJG TGVWTP VQ ECRKVCN CVVTCEVU HQTGKIP KPXGUVOGPV

KPVQ VJG %JKPGUG GEQPQO[� 6JKU ECRKVCN KPHNQY VGPFU VQ CRRTGEKCVG VJG %JKPGUG [WCP CPF

YQTUGP VJG EWTTGPV CEEQWPV 
TGHNGEVKPI VJG ECRKVCN KPHNQY� 
UGG HKIWTG �� VQR TKIJV JCPF

RCPGN�� 6JWU YG UGG KP HKIWTG �� VJCV VJG UVTQPI [WCP NGCFU VQ C HCNN KP GZRQTVU CPF C TKUG KP

KORQTVU TGNCVKXG VQ DCUGNKPG� 6JG TKUG KP KPXGUVOGPV QRRQTVWPKVKGU KU OCVEJGF KP HKIWTG � D[ C
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TKUG KP PGV KPXGUVOGPV CPF VJGTGHQTG C RGTOCPGPV TKUG KP VJG %JKPGUG ECRKVCN UVQEM� +PETGCUGF

YGCNVJ FWG VQ ITGCVGT GEQPQOKE GHHKEKGPE[ GPCDNGU RGTOCPGPVN[ JKIJGT EQPUWORVKQP NGXGN CU

UJQYP KP HKIWTG �� 6JG JWOR UJCRGF RCVJ HQT EQPUWORVKQP TGHNGEVU VJG RTGUGPEG QH

-G[PGUKCP UV[NG OWNVKRNKGT GHHGEVU VJCV CTVKHKEKCNN[ TCKUG EQPUWORVKQP FWTKPI VJG CFLWUVOGPV

RGTKQF�

6JG KORCEV QH VJG %JKPGUG VTCFG TGHQTOU QP 1'%& TGIKQPU CTG UJQYP PGZV KP HKIWTGU

� CPF �� $[ ���� CNN EQWPVTKGU ICKP KP VGTOU QH KPEQOG HTQO VJG ITGCVGT GEQPQOKE GHHKEKGPE[

QH %JKPC� &WTKPI VJG CFLWUVOGPV JQYGXGT� )02 HCNNU KP VJG 75 TGHNGEVKPI VJG UNQY

TGNQECVKQP QH NCDQT KP VJG 75 FWG VQ INQDCN UVTWEVWTCN CFLWUVOGPVU VQ VJG %JKPGUG TGHQTOU�

%JKPC JCU C EQORCTCVKXG CFXCPVCIG KP NCDQT KPVGPUKXG RTQFWEVKQP YJKEJ KORNKGU CP

GZRCPUKQP KP NCDQT KPVGPUKXG RTQFWEVKQP� RCTVKEWNCTN[ QH OCPWHCEVWTGF IQQFU� 6JKU JCU C

NCTIGT 
DWV XGT[ UOCNN� PGICVKXG KORCEV QP VJG 7PKVGF 5VCVGU VJCP HQT QVJGT EQWPVTKGU VJCV CTG

OQFGNGF�

%CRKVCN KU UJQYP VQ HNQY QWV QH VJG 7PKVGF 5VCVGU KORN[KPI C OQXG VQYCTFU VTCFG

DCNCPEG UWTRNWUGU� 6JG NQUU QH ECRKVCN TGFWEGU VJG RTQFWEVKXG ECRCEKV[ QH VJG 7PKVGF 5VCVGU

DWV PQV PGEGUUCTKN[ KVU KPEQOG DGECWUG ECRKVCN KPXGUVGF KP %JKPC GCTPU C JKIJGT TCVG QH TGVWTP

VJCP KP VJG 7PKVGF 5VCVGU� 6JWU )&2 HCNNU D[ OQTG VJCP )02� 0QPGVJGNGUU GORNQ[OGPV FKRU

UNKIJVN[ KP VJG 7PKVGF 5VCVGU CU VJG OCTIKPCN RTQFWEV QH YQTMGTU HCNNU VJTQWIJ VJG QWVHNQY QH

ECRKVCN DWV TGCN YCIGU CTG UQOGYJCV UVKEM[� 6JG QHHUGV VQ VJKU KU VJCV %JKPGUG FGOCPF HQT

RTQFWEVU HTQO QXGTUGCU TKUGU UKIPKHKECPVN[� 6JKU NCVVGT GHHGEV KU PQV GPQWIJ VQ QHHUGV VJG UJQTV

TWP PGICVKXG GHHGEV HQT VJG 7PKVGF 5VCVGU DWV KV KU KP VJG OGFKWO VQ NQPI VGTO� +P #WUVTCNKC�

JQYGXGT� DQVJ VJG FGOCPF GHHGEVU HQT #WUVTCNKCP IQQFU 
RTKOCTKN[ CU KPVGTOGFKCVG KPRWVU�

CTG RTQRQTVKQPCVGN[ NCTIGT CPF VJG V[RGU QH RTQFWEVU GZRQTVGF VQ VJG %JKPGUG GEQPQO[ CTG

SWKVG FKHHGTGPV� 6JWU #WUVTCNKCIU )&2 TKUGU VJTQWIJ VJG RGTKQF�

$� (KPCPEKCN .KDGTCNK\CVKQP KP %JKPC

6JG TGUWNVU HQT %JKPGUG HKPCPEKCN NKDGTCNK\CVKQP CTG UJQYP PGZV KP HKIWTG � VJTQWIJ ��

+P VJGUG HKIWTGU YG CNUQ UJQY VJG TGUWNVU HQT VJG HKPCPEKCN ETKUKU UKOWNCVKQP� 6JGUG YKNN DG

FKUEWUUGF KP VJG HQNNQYKPI UGEVKQP�
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4GHGT HKTUV LWUV VQ VJG TGUWNVU HQT VJG HKPCPEKCN NKDGTCNK\CVKQP UEGPCTKQ� 6JG

EQPUGSWGPEG QH HKPCPEKCN NKDGTCNK\CVKQP KU VQ KPKVKCNN[ NGCF VQ CP CTDKVTCIG QRRQTVWPKV[ HQT

KPXGUVOGPV HWPFU JGNF KP CUUGVU QWVUKFG %JKPC� (KPCPEKCN ECRKVCN HNQYU KPVQ %JKPC XGT[

SWKEMN[ NGCFKPI VQ C NCTIG TGCN CPF PQOKPCN GZEJCPIG TCVG CRRTGEKCVKQP QH ENQUG VQ ���


HKIWTG ��� 6JKU TGCN GZEJCPIG TCVG CRRTGEKCVKQP ETQYFU QWV PGV GZRQTVU CPF NGCFU VQ C NCTIG

FGVGTKQTCVKQP KP VJG EWTTGPV CEEQWPV CPF VTCFG DCNCPEG QH ENQUG VQ �� QH )&2 
TGHNGEVKPI VJG

ECRKVCN KPHNQY�� 6JG ECRKVCN VJCV HNQYU KPVQ %JKPC IQGU KPVQ C TCPIG QH CUUGVU DWV OQTG

KORQTVCPVN[ KPVQ RJ[UKECN ECRKVCN CEEWOWNCVKQP QXGT VKOG� 6JG OCTIKPCN RTQFWEV QH ECRKVCN KU

CDQXG VJG TGVWTP QH IQXGTPOGPV FGDV YJGP VJG NKDGTCNK\CVKQP KU CPPQWPEGF� $GECWUG QH

CFLWUVOGPV EQUVU KP ECRKVCN CEEWOWNCVKQP� CTDKVTCIG FQGU PQV KPUVCPVN[ TGOQXG VJKU FKHHGTGPVKCN

DGECWUG %JKPC ECPIV CDUQTD C NCTIG SWCPVKV[ QH RJ[UKECN ECRKVCN KPUVCPVN[� 1XGT VKOG�

KPXGUVOGPV EQPVKPWGU VQ DG CDQXG VJG UVGCF[ UVCVG TCVG QH KPXGUVOGPV� +P VJG UVGCF[ UVCVG� TGCN

KPXGUVOGPV KU RGTOCPGPVN[ JKIJGT�

#U VJG ECRKVCN UVQEM TKUGU� )&2 TKUGU DGECWUG QH VJG GZRCPUKQP QH RTQFWEVKQP

RQUUKDKNKVKGU KP VJG GEQPQO[� )&2 EQPVKPWGU VQ TKUG QXGT VKOG CU OQTG KPXGUVOGPV KU RWV KP

RNCEG� +P VJG NQPI TWP )&2 KU RGTOCPGPVN[ JKIJGT� #P KORQTVCPV RQKPV VQ PQVG KU VJCV KPEQOG

KP %JKPC FQGU PQV TKUG D[ CU OWEJ CU RTQFWEVKQP 
OGCUWTGF D[ )&2� DGECWUG VJG ECRKVCN VJCV

DGKPI RWV KP RNCEG KU RCTVN[ QYPGF D[ HQTGKIPGTU CPF VJG TGVWTP VQ VJKU KPXGUVOGPV KU

TGRCVTKCVGF QXGT VKOG� 6JKU ECP DG UGGP D[ VJG ITCFWCN FGRTGEKCVKQP QH VJG TGCN GZEJCPIG TCVG

QXGT VKOG CU YGNN CU VJG ITCFWCN KORTQXGOGPV KP VJG VTCFG DCNCPEG YJKEJ KU VJG VTCPUHGT QH

TGCN TGUQWTEGU VJTQWIJ CFFKVKQPCN PGV GZRQTVU HQT HQTGKIPGTU� 0QVG VJCV EQPUWORVKQP TKUGU

UJCTRN[� TGHNGEVKPI DQVJ C TKUG KP GZRGEVGF HWVWTG KPEQOG KP %JKPC CU YGNN CU UJQTV TWP

-G[PGUKCP UV[NG UVKOWNWU HTQO VJG UVTQPI GEQPQO[� 1XGT VKOG� EQPUWORVKQP HCNNU CU OQTG QH

VJG ICKPU KP RTQFWEVKQP CTG TGRCVTKCVGF VQ HQTGKIP EQPUWOGTU� 6JWU VJG KPEQOG ICKPU CTG

UOCNNGT HQT TGUKFGPVU VJCP VJG )&2 ICKPU� 0QVG VJCV %JKPC KU DGVVGT QHH CU C TGUWNV QH VJG

NKDGTCNK\CVKQP DGECWUG EQPUWORVKQP KPETGCUGU CTG DTQWIJV HTQO VJG HWVWTG KP YJKEJ KPEQOG KU

JKIJGT VQ VJG RTGUGPV VJTQWIJ KPVGTPCVKQPCN DQTTQYKPI� 6JWU VJG QRGPKPI QH HKPCPEKCN OCTMGVU

GPCDNGU ITGCVGT KPVGTVGORQTCN UWDUVKVWVKQP QH EQPUWORVKQP RQUUKDKNKVKGU�
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+P VJG TGUV QH VJG YQTNF� VJG CFLWUVOGPV KU VJG OKTTQT KOCIG QH VJG TGUWNVU HQT %JKPC�

(KPCPEKCN ECRKVCN KPKVKCNN[ HNQYU QWV QH VJGUG GEQPQOKGU NGCFKPI VQ C FGRTGEKCVKQP QH VJGKT TGCN

GZEJCPIG TCVGU 
HKIWTG ��� 6JG QWVHNQY QH HKPCPEKCN ECRKVCN NGCFU VQ C FGENKPG KP VJG FGUKTGF

ECRKVCN UVQEM KP VJGUG GEQPQOKGU YJKEJ NGCFU VQ C HCNN KP KPXGUVOGPV 
PQV UJQYP�� 6JG NQYGT

ECRKVCN UVQEM TGFWEGF )&2 CPF VJTQWIJ C OWNVKRNKGT EJCPPGN TGFWEGF RTKXCVG EQPUWORVKQP KP

VJG UJQTV TWP� %QPUWORVKQP YJKEJ HCNNU KPKVKCNN[ ITCFWCNN[ TKUGU CU KPEQOGU TKUG VJTQWIJ VJG

TGRCVTKCVKQP QH VJG TGVWTPU VQ HQTGKIP ECRKVCN KPXGUVOGPVU� 6JG KPKVKCN GHHGEV QH VJG UJQEM KU C

TGCNNQECVKQP QH INQDCN EQPUWORVKQP UKPEG VJG RJ[UKECN ECRKVCN UVQEM HQT VJG YQTNF CU C YJQNG

KU KPKVKCNN[ HKZGF� *QYGXGT� QXGT VKOG VJG JKIJGT TCVG QH KPXGUVOGPV GPCDNGU C TKUG KP VJG

QXGTCNN NGXGN QH INQDCN RTKXCVG EQPUWORVKQP� 6JWU CNN EQWPVTKGU CTG GXGPVWCNN[ CDNG VQ GPLQ[

JKIJGT EQPUWORVKQP CU C TGUWNV QH VJG %JKPGUG HKPCPEKCN TGHQTOU� *QYGXGT� LWUV CU KP VJG

VTCFG TGHQTO UEGPCTKQ VJG NCTIGUV ICKPU CTG TGCNK\GF D[ %JKPC�

%� .QUU QH %QPHKFGPEG

6JG HKPCN UKOWNCVKQP KU C NQUU QH EQPHKFGPEG KP %JKPGUG HKPCPEKCN TGHQTOU� 6JKU KU

OQFGNGF D[ TWPPKPI VJG HKPCPEKCN TGHQTO UKOWNCVKQP CPF VJGP KTQNNKPIL VJG UKOWNCVKQP

HQTYCTF VQ ���� KP YJKEJ [GCT EQORNGVGN[ D[ UWTRTKUG� HKPCPEKCN OCTMGVU TG�KORQUG VJG TKUM

RTGOKWO QP %JKPGUG CUUGVU VJCV VJG HKPCPEKCN TGHQTOU JCF TGFWEGF� 6JWU VJKU UKOWNCVKQP KU

VJG UCOG CU VJG HKPCPEKCN TGHQTO UKOWNCVKQP WPVKN ���� CPF VJGP HTQO ���� VJG GZEGUU TGVWTPU

TGSWKTGF QP %JKPGUG CUUGVU VJCV YCU GZRGEVGF VQ DG TGFWEGF HQTGXGT� KU TG�KORQUGF� +P TGCNKV[

C NQUU QH EQPHKFGPEG YQWNF DG NKMGN[ VQ TCKUG VJG TGSWKTGF TCVG QH TGVWTP QP %JKPGUG CUUGVU D[

OQTG VJCP VJG TGHQTO RTQITCO TGFWEGF KV� 6JG NKMGNKJQQF QH VJKU KU TGKPHQTEGF D[ TGEGPV

GZRGTKGPEG KP #UKC� 0QPGVJGNGUU VJKU UKOWNCVKQP KU WUGHWN VQ KNNWUVTCVG VJG GEQPQOKE EQUVU QH

UKIPKHKECPV EJCPIG KP GZRGEVCVKQPU CDQWV RQNKE[ TGHQTO�

6JG TGUWNVU HQT VJKU UKOWNCVKQP CTG EQPVCKPGF KP HKIWTGU � CPF � HQT %JKPC CNQPI YKVJ

VJG HKPCPEKCN NKDGTCNK\CVKQP UEGPCTKQ� 4GUWNVU HQT VJG 1'%& GEQPQOKGU CTG EQPVCKPGF KP

HKIWTG � CPF ���

#U ECP DG UGGP KP HKIWTGU � CPF �� VJG CDTWRV FGENKPG KP EQPHKFGPEG KP %JKPC NGCFU VQ

CP QWVHNQY QH HKPCPEKCN ECRKVCN HTQO %JKPC VQ VJG TGUV QH VJG YQTNF� 6JKU NGCFU VQ C UJCTR TGCN
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GZEJCPIG TCVG FGRTGEKCVKQP QH QXGT ��� HQT %JKPC� 6JG EWTTGPE[ EQNNCRUG KU CEEQORCPKGF

D[ C UJCTR TKUG KP TGCN KPVGTGUV TCVGU CU HKPCPEKCN NKSWKFKV[ FTKGU WR CU YGNN CU C UJCTR FGENKPG

KP VJG UJCTG OCTMGV� %QPUWORVKQP CPF KPXGUVOGPV FTQR UJCTRN[ VQ DG DGNQY VJG NGXGN VJCV

YQWNF JCXG DGGP CEJKGXGF KH PQ HKPCPEKCN TGHQTOU JCF DGGP KPVTQFWEGF KP VJG HKTUV RNCEG� 6JG

HCEV VJCV KPXGUVOGPV FGEKUKQPU QPEG KORNGOGPVGF CTG EQUVN[ VQ WPYKPF OGCPU VJCV VJG ECRKVCN

NQUU HQNNQYKPI VJG EQPHKFGPEG FTQR KU NCTIGT VJCP KH PQ HKPCPEKCN TGHQTO RTQEGUU JCF DGIWP�

+P VJG TGUV QH VJG YQTNF VJG NQUU QH EQPHKFGPEG KP %JKPC JCU UOCNN DWV PGICVKXG

KORCEVU QP OCLQT GEQPQOKGU� #U YKVJ VJG RQUKVKXG UJQEMU VJG DKIIGUV KORCEVU CTG QP %JKPC�

0QPGVJGNGUU VJG VTCPUOKUUKQP QH VJGUG UJQEMU VQ VJG TGUV QH VJG YQTNF EQWNF DG NCTIGT

FGRGPFKPI QP VJG RQNKE[ TGURQPUGU QH RQNKE[OCMGTU KP VJGUG GEQPQOKGU VQ VJG NCTIG

HNWEVWCVKQPU KP GZEJCPIG TCVGU CPF VTCFG DCNCPEGU�

�� %QPENWUKQPU

+P VJKU RCRGT YG JCXG WUGF C INQDCN OQFGNKPI HTCOGYQTM VQ GZCOKPG VJG KORCEVU

YKVJKP %JKPC CPF VJG TGUV QH VJG YQTNF QH OCLQT RQNKE[ TGHQTOU KP DQVJ KPVGTPCVKQPCN VTCFG

CPF HKPCPEKCN HNQYU KP %JKPC� 9G JCXG HQWPF UKIPKHKECPV ICKPU VQ %JKPC KP VGTOU QH

GHHKEKGPE[ ICKPU CU YGNN CU KPETGCUKPI VJG CDKNKV[ VQ DTKPI HQTYCTF GZRGEVGF HWVWTG KPEQOG

TKUGU VJTQWIJ CEEGUU VQ INQDCN ECRKVCN OCTMGVU� #UUQEKCVGF YKVJ GCEJ TGHQTO UKOWNCVGF KU C

NCTIG OQXGOGPV KP HKPCPEKCN RTKEGU� GURGEKCNN[ GZEJCPIG TCVGU YJKEJ RNC[ CP KORQTVCPV TQNG

KP VJG CFLWUVOGPV RTQEGUU

6JGUG TGUWNVU FGOQPUVTCVG VJCV HKPCPEKCN HNWEVWCVKQPU CTG CP KORQTVCPV GNGOGPV QH VJG

CFLWUVOGPV RTQEGUU YJKEJ PGGF VQ DG WPFGTUVQQF D[ RQNKE[OCMGTU� 6JG ITGCVGT KPVGITCVKQP

QH INQDCN ECRKVCN OCTMGVU EJCPIGU VJG PCVWTG QH VJG CFLWUVOGPV RTQEGUU VQ GEQPQOKE TGHQTO

KP GOGTIKPI GEQPQOKGU VJCV VGPFU VQ DG ECRVWTGF KP UVCPFCTF %)' OQFGNU QH VTCFG TGHQTO�

# DGVVGT WPFGTUVCPFKPI QH VJKU CFLWUVOGPV RTQEGUU KU GUUGPVKCN KH INQDCN ECRKVCN KU VQ DG WUGF

VQ GPJCPEG VJG TGHQTO RTQEGUU TCVJGT VJCP VQ FG�TCKN KV D[ RQNKE[ OKUVCMGU�
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Table 1     World shares of merchandise trade

Exports Imports
China Other Asian

countries
Other
developing
countries

China Other Asian
countries

Other
developing
countries

1980 1.00 7.25 28.85 1.01 7.91 22.90
1990 1.87 11.77 22.49 1.70 11.83 21.11
1995 2.92 15.31 25.67 2.31 16.89 28.10
1996 2.92 13.51 25.02 2.38 14.80 27.45

Share is measured as ratio of trade values in US$.
Source: International Economic Data Bank, Australian National University.



Table 2 (1 of 5) CGE modeling of Trade reform in China

model & data base model specification simulation main findings mechanism
Yang (1996)

model & size:
• GTAP 1992 version
• 32 sectors & 6 regions

database:
• GTAP 1992
• GATT (1993)
• UNCTAD (1995)

calibration & benchmark:
• calibration 1992
• benchmark 2005
• projection of population,

real GDP, labor and
physical capital over
1992-2005 (Hertel,
Martin et al. 1995) and
World Bank (1994a)
World Bank (1994b)

• CRTS
• perfect competition
• imperfect

substitution
between imports
and domestic
products

• high elasticities
 
 
 
 

Baseline
No tariff cut globally but with MFA
quota growth.

Case 1
China enters as a developed
country. Agriculture subsidy will be
cut 20%, export subsidies 36%,
tariff 36%, tariff on textile and
clothing 16-33%. MFA quotas
completely phase out for WTO
members.
Case 2
China enters as a developing
country, the cut of tariff and subsidy
is roughly 2/3 of Case 1. MFA
quotas completely phase out for
members.
Case 3
On the top of Case 2, China cut
tariff to a maximum of 10%---‘tariff
cut and leveling.’
Case 4
China doesn’t participate in the
UR.1

Case 5.1-5.3
Unilateral liberalization in China
with various degrees as in Case 1-3.

Overall
• In general, agricultural and natural resources

sectors, and heavy industries decline in most
cases.

• The major gain is from the abolishment of
MFA and hence light industries.

Case 1/2/3/4
• GDP (%)  4.4/4.0/7.7/-4.1
• GDP deflator (%)  -1.3/-0.6/-6.1/n.a.
• EV (US$b)  19.1/18.0/27.4/-23.9
• export volume (%)  35.4/29.8/81.2/-30.3
• import volume (%) 45.5/35.9/119.1/-38.0
• terms-of-trade (%)  -6.4/-5.9/-10.2/5.0
• trade balance (US$b) 8.8/9.2/4.8/-11.3
• clothing (%) 253/246/335/n.a.
• textile (%) 37/35/4/n.a.
• machinery & equipment (%) -23/-22/-24/n.a.
• non-ferrous metals (%) -21/-21/-18/n.a.
• other minerals (%) -21/-19/-22/n.a.

Case 5.1-5.2
The gain (EV) of China is about half in the
Case of 1-2 respectively.
Case 5.3
The gain of China is the same as Case 3, i.e.
all the gain is from its own liberalization.
Case 5.1-5.3: all other countries gain (EV), but
North America, EU, Japan and ‘Rest of the
World’ will “suffer” from higher trade deficits
with China.

• Case 1 and 2 give similar results because
difference in tariff cut is moderate, tariff
cuts are proportionate in both cases, so
similar changes in relative prices, and
fixed endowment supplies.

• Gains in Case 3 is the largest, reflecting
high variance of tariffs across sectors.

• Outputs in heavy industries and natural
resource industries fall because of rising
capital rent and fixed national capital
stock.

• Major gain is from clothing and textile
sectors reflects that MFA is one of the
severest restrictions confronting China’s
export.

• Using high elasticities can help to
magnify the volume effect to compensate
the negative terms-of-trade effects.

• The loss of China from not participating
in the UR (Case 4) is mainly due to the
competition of other textile and clothing
exporting developing countries which are
signatories of the UR.

                                               
1 Even if MFA is still binding for China, it can still be benefited from the growth of quota according to the MFA during 1992-2005, and also from most-
favored-nation (MFN) tariff reductions under bilateral agreements.
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Table 2 (2 of 5) CGE modeling of Trade reform in China

model & data base model specification simulation main findings main mechanism
Bach, Martin et al. (1996)

model & size:
• GTAP 1992 version
• 10 sectors & 15 regions

database:
• GTAP 1992
• UNCTAD (1994)

calibration & benchmark:
• calibration year 1992
• benchmark 2005
• projection of population,

labor, human and
physical capital, and
factor productivity from
1992 to 2005 (Hertel,
Martin et al. 1995)

 

• CRTS
• perfect competition
• imperfect substitution

between imports and
domestic products

• higher elasticities

Baseline
• no tariff cut globally but with

MFA quota growth
• omit China’s tariffs on grains
• omit NTBs in China’s trade

regime
• except Case 5, all cases use

import-weighted tariff rates.

Case 1
Unilateral trade liberalization in
China with unweighted average
tariff cut from 30.4% to 26.6%.
Case 2
Unilateral trade liberalization with
unweighted average tariff cut from
30.4% to 16.1%.
Case 3
Case 2 plus allowing duty
exemption.
Case 4
UR without China 2

Case 5
Full effect of China accessing the
WTO: Case 2 plus Case 3.
Case 6
Using uniform tariff equivalent in a
single-region, static stimulation.3

Case 1/2/3/4/5
• primary agriculture (%)
 -0.41/-0.82/0.13/3.7/2.8
• textiles (%)
 -14.90/-35.64/-22.98/-13.2/-27.3
• wearing apparel (%)
 0.46/61.32/23.81/-7.4/213.1
• light manufactures (%)
 7.04/32.21/27.76/10.9/21.2
• transportation, equipment, machinery (%) -

3.75/-30.45/-29.98/-4.0/-50.6
• heavy manufactures (%)
 0.23/-3.34/1.28/-5.7/-20.6

Others
• Indonesia, Malaysia, Thailand and South

Asia lose in Case 1-3, but they gain in Case
4-5.

• South Korea, Taiwan, and Hong Kong gain
in all cases except Hong Kong in Case 4.

• OECD countries gain in all cases, and so is
the world as a whole.

• China gains more from its own
liberalization (Case 1-3) than from the rest
of the world (Case 4). Similar conclusion
can be drawn for other countries.

Case 6
Disaggregation of tariffs leads to more than
80% jump in gain (EV).

• Light manufactures and wearing
apparel sectors gain from cheaper
imports of intermediates. But
abolishment of MFA actually pulls
resources out of the former to the
latter.

• Overall there is a shift of resources
from capital-intensive sectors to
labor-intensive sectors.

• Allowing tariff exemptions
significantly reduce the
expansionary impacts on exports,
probably because it has ‘diluted’
the original tariff barriers.

• Almost 32% of the gain of China
accessing the GATT/WTO is from
the complete abolishment of MFA
quota (Case 5).4

• Using high elasticities helps to
magnify the volume-effect to
compensate the negative terms-of-
trade effect.

• South East Asian countries’ lose
from China’s liberalization stems
from competition of similar
products.

• Using uniform tariff equivalent
pushes up the gain reflects large
welfare loss due to high variation of
tariffs rate in China (Case 6).

                                               
2 It is the same as Case 4 in Yang (1996), i.e. China still enjoys MFA quota growth and tariff reduction.
3 The purpose of using uniform tariff equivalent instead of import-weighted tariff is to reflect the welfare impact of variation in disaggregated tariff
rates. The larger the variation of disaggregated tariff rates, the larger the welfare loss and uniform tariff equivalent rate.
4 From figures of columns 3-5, Table 4 of their paper, the total of the sum of gains of China of “2. offer” and “Only UR” is only about 68% of
“China+UR”, using “Exemption” instead of “2. offer” will increase the share of MFA to 42%.
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Table 2 (3 of 5) CGE modeling of Trade reform in China

model & data base model specification Simulation main findings main mechanism
Warr and Zhang (1995)

model & size:
• 
• 22 sectors
• 1 country (China)

database:
• Chinese input-output

table

calibration & benchmark:
• calibration and

benchmark year 1987
• no growth projection

• 1987 trade regime: two-tier
price & exchange rate system,
markets co-exist with plans,
coexistence of state and non-
state firms, outputs of SOEs
above plan quota are sold in
market

• imperfect substitution
between domestic and import
goods

• CRTS technology for both
state and non-state sectors

• competitive market
• short-run scenario: fixed

industry-specific capital
stock, fixed real wage and
thus excess labor supply.

• only nominal ad valorem tariffs
are included, i.e. excluding
NTBs

• initial import valued weighted
average tariff rate=21.8%

• across-the-board 50% tariff cut
• fixed planned-production
 
 
 

• real GDP (0.29%)
• export volume (3.69%)
• import volume (1.45%)
• GDP deflator (-0.07%)
• household income (0.51%)
• employment (0.32%)
• growing sectors: paper (0.79%) ,

transport (0.55%), crops (0.39%),
animal husbandry (0.36%), and
metallurgy (0.35%) etc.

• declining sectors: ‘other manufactures’
(-1.12%), construction (-0.23%),
education and sport (-0.25%), building
materials (-0.18%), wood (-0.13%),
administration (-0.09%), processed food
(-0.05%),

• Trade liberalization leads to an
increase in imports and thus
depreciation of exchange rate.

• Under exchange detention scheme,
export becomes more profitable.

• Export sector which is in general
more labor intensive than import
sector expands.

• Fixed real wages facilitates the
expansion of exports.

• Domestic outputs in general fall as
imports become cheaper.

• Expansion in exports outweighs
contraction in imports, therefore
output rises.

• Plan is fixed, so all the responses to
tariff cut are from the market sector
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Table 2 (4 of 5) CGE modeling of Trade reform in China

model & data base model specification simulation main findings main mechanism
Xu (1994)

model & size:
• self-constructed model
• 3 sectors (agriculture,

heavy and light
industries) & 1 country
(China)

database:
• Statistical Yearbook of

China.
 
calibration & benchmark:
• both 1992

• agriculture sector uses labor
input only, and  exhibits
DRTS5

• two manufacturing sectors
use both capital and labor
inputs, and exhibit CRTS

• both agriculture and light
industry are net exporters;
heavy industry is next
importer

• imperfect substitution
between domestic and
imported products

• exogenously fixed capital
inflow, capital stock

• nominal exchange rate adjusts
to maintain zero balance of
payment

• sticky nominal wage in
agriculture and thus rural
unemployment

Case 1
To estimate the effect of
endogenizing nominal wage in
manufactures to clear labor
market.
Case 2
50% across-the-board tariff cut
with fixed wage in manufactures6

Case 3
50% tariff cut with endogenous
wage in manufactures7

Case 4
To estimate the amount of tariff
cut that is enough to eliminate
rural unemployment.

Case 1
Absorption of rural surplus of labor
requires 55.9% drop in real wage in
manufactures,  and 68.4% depreciation of
nominal exchange rate.8

Case 2/3
Changes in variables (%):
• GDP: 10.3/14.4
• nominal exchange rate: 20.1/51.9
• utility: 8.0/11.8
• agriculture

output: 2.1/4.9
export volume: 0.0/0.0
import volume: 52.5/60.7

• heavy industry
output: -2.4/-3.1
export volume: -2.6/-4.7
import volume: 23.5/31.8

• light industry
output: 19.7/26.5
export volume: 45.5/56.3
import volume: 27.4/29.6

Case 4
To eliminate rural unemployment, it
requires a tariff cut of 64.5%, compared to
50% cut in Case 2-3.

• Tariff cut leads to a depreciation of
real exchange rate which leads to
rise of domestic output prices.

• In Case 2, since rural nominal wages
are fixed, real wages fall.

• More labors are employed in all
three sectors as they are cheaper,
thus rural unemployment falls.

• Capital rent rises because of higher
labor input. It leads to the heavy
industry substitutes labor for capital,
i.e. a flow of capital from the heavy
to the light industry which is
relatively more labor intensive.

• The expansion in agriculture and
light industry is more than to offset
the contraction of heavy industry,
thus total output rises.

• About half of the gain in Case 2 is
due to absorption of part of rural
labor surplus.

                                               
5 The diminishing return-to-scale property is due to limited arable land.
6 When the wage of both agriculture and manufacturing sectors are fixed, the wage differential can be considered as a reflection of rigidity of labor
market that lead to labor imperfect labor mobility across sectors.
7 This case mainly serves for the purpose the purpose of illustrating the importance of allowing rural unemployment. Case 2 is considered as the main
concern.
8 It implies that the presence of rural unemployment is partly due to over-valuation of exchange rate.
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Table 2 (5 of 5) CGE modeling of Trade reform in China

model & data base model specification simulation main findings main mechanism
Goldin, Knudsen et al.
(1993)

model & size:
• RUNS model
• 20 sectors (15

agriculture)
• 22 regions

database:
• TCM database for tariff

and NTBs of non-
agriculture

• OECD & USDA
database for agriculture

calibration & benchmark
• calibration 1985-1990
• benchmark 2002

• only agricultural products are
perfect substitutes

• CRTS
• perfect competition
• two types of households: rural

and urban
• rural-urban labor migration is

a function of income ratio
• flexible rural real wage/no

rural unemployment
• zero balance-of-payment
• current consumption is a

function of future
consumption and thus savings

• exogenously determined
growth in population, labor
force and productivity

• growth in capital is based on
savings

• investment does not
incorporate rational
expectation

• rural investment is a sum of
rural savings plus share of
foreign investment

• loss in tariff revenue is
compensated by rise in
income tax

Baseline
• Trade barriers in services and

NTBs are excluded.
• Average import tariff rate is

used.

Case 19

Tariffs or its equivalents or
subsidies of all sectors cut 30%,
with flexible urban real age/urban
full employment
Case 2
Same as Case 1 but of complete
elimination of all distortion.
Case 3
Same as Case 1 but with partial
real wage rigidity/unemployment
in urban sector.
Case 4
Same as Case 2 but of labor
market rigidity which will be
eliminated as part of complete
liberalization.

Case 1//2/3/4
change in real income (%):
• China: 2.5/4.5/4.3/6.5
• upper income Asia: 2.6/8.2/7.2/13.4
• Indonesia: -0.7/-2.6/2.3/4.5
• US: 0.2/0.3/0.7/4.3
• Japan: 0.9/2.7/2.3/4.4
• EC: 1.4/2.8/3.6/9.0

Case 1
Percentage of non-agricultural exports of
China drops from 48% to 46%, that of
imports rises from 48% to 58%.
Case 2
Percentage of non-agricultural exports of
China further drops to 32%, that of
imports rises to 80%.
Others
• Complete liberalization basically

magnifies the results of partial
liberalization: winners gain more, losers
lose more.

• Allowing labor market rigidity basically
improve the gains in partial
liberalization and eliminates all the
losses in full liberalization.

• Rise in rural income reduces rural-to-
urban migration.

• Multilateral is more beneficial than
unilateral reform for China’ rural sector.

Agricultural sector:
• Trade reform in heavily protected

OECD countries leads to a fall in
domestic price and hence supply.

• World price rises because of lower
supply and higher demand.

• China and Low Income Asia gain
because of i/ lower agricultural tax,
and ii/ large rural sectors.

Non-agricultural sector:
• Under zero balance-of-payment

assumption, higher demand for
imports from OECD leads to
depreciation of currencies in
developing countries.

• Urban sectors of developing
countries lose from lower price and
real depreciation. But rural sectors
increase output because of lower
input price. The rise in rural income
induces larger demand for urban
products.

• For those countries with large rural
sectors, the gain outweighs the loss.

Others:
• Gain in Case 4 is much larger than

other cases because of the additional
gain from liberalizing the labor
market.

                                               
9 The paper also explores the impacts of individual reforms in agricultural and non-agricultural sectors respectively. Those results are omitted here.



Table 3: Summary of Main Features of  G-CUBED

� Specification of the demand and supply sides of economies;

�Integration of real and financial markets of these economies;

�Intertemporal accounting of stocks and flows of real resources and financial assets;

�There is extensive econometric estimation of key elasticities of substitution from dis-
    aggregated data at the sectoral level;

� Imposition of intertemporal budget constraints so that agents and countries cannot
     forever borrow or lend without undertaking the required resource transfers necessary to
     service outstanding liabilities;

� Short run behavior is a weighted average of neoclassical optimizing behavior and ad-
     hoc "liquidity constrained" behavior;

� The real side of the model is dis-aggregated to allow for production and trade of
     multiple goods and services within and across economies;

� Full short run and long run macroeconomic closure with macro dynamics at an annual
     frequency around a long run Solow/Swan/Cass  neoclassical growth model.

� The model is solved for a full rational expectations equilibrium at an annual frequency
     with an horizon of more than a century.
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Table 4: Overview of the G-Cubed Model

Regions
United States
Japan
Australia
China
Rest of the OECD
Oil Exporting Developing Countries
Eastern Europe and the former Soviet Union
Other Developing Countries

Sectors

Energy:
Electric Utilities
Gas Utilities
Petroleum Refining
Coal Mining
Crude Oil and Gas Extraction

Non-Energy:
Mining
Agriculture, Fishing and Hunting
Forestry/ Wood Products
Durable Manufacturing
Non-Durable Manufacturing
Transportation
Services
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Table 5: Effective Tariff Rates by sector in China (1997)

Sector: Tariff Rate:

Electric Utilities 0

Gas Utilities 0

Petroleum Refining 0

Coal Mining 35%

Crude Oil and Gas Extraction 0

Mining 0

Agriculture Fishing and Hunting 56%

Forestry and Wood Products 40%

Durable Manufacturing 42%

Non-Durable Manufacturing 65%

Transportation 0

Services 0

Source: G-Cubed model from the World Bank/ Centre for International Economics



Figure 1. Trade Liberalization: Real GNP, Real GDP, Trade and Current Account Balances, Real Exports and Real Imports of China
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Figure 2. Trade Liberalization: Consumption, Investment, Real Effective Exchange Rate, and Real Interest Rate of China
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Figure 3. Trade Liberalization: Real GNP, Real GDP, Trade and Current Account Balances of OECD Countries
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Figure 4. Trade Liberalization: Real Exports, Real Imports, Real Effective Exchange Rates, and Real 10 Years Bond Rates of the
OECD Countries
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Figure 5. Financial Liberalization and Crisis: Real GNP, Real GDP, Trade and Current Account Balances, Real Exports and Imports
of China
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Figure 6. Financial Liberalization and Crisis: Consumption, Investment, Real Effective Exchange Rate, and Real Interest Rate of
China
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Figure 7. Financial Liberalization: Real GNP, Real GDP, Trade and Current Account Balances of OECD Countries
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Figure 8. Financial Liberalization: Real Exports, Real Imports, Real Effective Exchange Rates, and Real 10 Years Bond Rates of the
OECD Countries
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Figure 9. Financial Crisis: Real GNP, Real GDP, Trade and Current Account Balances of OECD Countries
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Figure 10. Financial Crisis: Real Exports, Real Imports, Real Effective Exchange Rate, and Real 10 Years Bond Rates of the
OECD Countries
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