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Over the last three decades, the East Asian industry transfer has, via
foreign direct investment (FDI), transformed China from an autarky into
an integral player in the East Asian production chain. As a last-stage as-
sembler in this value-added chain, China is maintaining an increasingly
high trade surplus with the United States. The worsening U.S.-China trade
disputes are addressed in such a politicized way that "fair" trade has be-
come the central issue of bilateral trade consultation. However, due to its
enormous labor force and impressive macroeconomic prospects, China
will continue to play its current role as a world assembly center. Our sta-
tistical analysis further substantiates the theoretical hypothesis that the
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East Asian industry transfer has a strong export transfer effect. Therefore,
it is unlikely that the U.S.-China trade imbalance will be alleviated funda-
mentally in the next five to ten years. Trade disputes between Beijing and
Washington will continue to be a big headache and both sides need to
tackle the problem through more dialogue and negotiation..

Keyworbps: industry transfer; U.S.-China trade imbalance; trade dispute;
trade policy; foreign direct investment (FDI).

U.S.-China Trade Imbalance and Its Political Impact

In recent years, the U.S.-China trade imbalance' has become an

increasingly sensitiveissue attracting the attention of not only the

United States and China, but many other trading giants, such as
the European Union and Japan. The issue has become highly poaliticized,
and the two countries have encountered great difficulties in coping with
it. Trade disagreements seem to have becomeanormal part of relations be-
tween China and the United States. How the two countries deal with the
issue matters not only for themselves, but also for the well-being of the
entire international community.

U.S.-China commodity trade has been growing fast since China
implemented the "reform and opening-up” ( ) policy in the late
1970s. Chinese statistics show that the volume of U.S.-Chinatrade soared
from US$2 billion in 1979 to US$263 hillion in 2006.> The 2006 figure is
even larger by American calculations—US$343 hillion.® The difference
between the Chinese and U.S. figures is largely due to differencesin cal-
culating trade statistics and trans-shipment trade via Hong Kong, which is
treated as a part of Chinain U.S. statistics.*

Ynternational trade includes the trade in goods (or interchangeably, commodities) and
services. However, the term "trade” in this paper refers only to the international trade in
goods (commodities).

2PRC Ministry of Commerce ( ), http://www.mofcom.gov.cn/tongjiziliaol.

3U.S. Census Bureau, http://www.census.gov/foreign-trade/. All the U.S. trade statistics in
this paper are as reported by the U.S. Census Bureau, unless stated otherwise.

4Lawrence Lau and Kwok-Chiu Fung, "New Estimates of the United States-China Bilateral
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From any perspective, the United States and China have become
mutually important trading partners. By 2006, with U.S.-China trade ac-
counting for 11.9 percent of the total trade volume of the United States,
China had become the U.S.'s second largest trading partner, second only to
Canada (18.5 percent). The United States was also China's second largest
trading partner (14.9 percent of the total) after the European Union (15.5
percent).

As U.S.-China trade has increased rapidly, the nature of the U.S.-
China trade imbalance has changed dramatically as well. The United
States has had a trade deficit with Chinasince 1983 (U.S. statistics). Since
2000, China has replaced Japan and become the country with the largest
trade deficit with the United States. In 2006, the U.S.-China trade deficit
reached US$233 hillion, which accounts for 30 percent of the total U.S.
deficit and is 2.6 times as much as the U.S. trade deficit with its second
largest deficit partner, Japan. The deficit shows no sign of declining.

In recent years, China's growing trade surplus with the United States
has caused Washington to increase its pressure on China to revaue the
Renminbi (RMB, ). Washington has long expected that a revalua-
tion of the currency would lead to a fall in Chinese exports to the United
States, thus alleviating the pressure of unemployment in traditional indus-
tries such as steel and textiles. On July 21, 2005, China announced a new
"floating management foreign exchange regime." However, this did not
reduce U.S. pressure for further appreciation of the RMB.

The trade imbalance has also triggered U.S. accusations of Chinese
protectionism. China has faced increasing pressure to lower its tariff level
and remove non-tariff barriers, and to open its domestic market further to
U.S. imports.

Moreover, trade disputes between the two giants are often politicized
due to domestic politics. Some industria interest groups in the United
States have evoked the specia terms in the World Trade Organization's

Trade Balances," Journal of the Japanese and International Economies 15, no. 1 (March
2001): 102-30; and Nicholas Lardy, China in the World Economy (Washington, D.C.: Insti-
tute for International Economics, 1994).
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(WTO's) "Protocol on the Accession of the People's Republic of China'
and adopted antidumping measures and other safeguards to reduce imports
of such items astelevisions and textiles.®

Chinese leaders are aware of the significance of such disputes and
have taken measures to address the issue. For example, in his speech at
the Asia-Pacific Economic Cooperation (APEC) summit in Pusan, South
Korea, on November 11, 2005, President Hu Jintao ( ) expressed
the determination of the Chinese government to introduce changesinto the
current trade regime and expand importsin pursuit of a mutua "“win-win"
solution.®

Despite China having taken measures such as purchasing a large
number of planesfrom Boeing—120 contracted ordersin 2005 and another
112 in 2006, with orders from Hong K ong and Macau excluded’—the U.S.
trade deficit with China continues to grow, and this trend seems unlikely
to change in the foreseeable future. With growing globalization and re-
gionalization, the U.S.-China trade deficit is becoming an increasingly
complicated issue.

Among many factors that have affected the U.S.-China trade imbal -
ance (e.g., U.S. export controls, China's poor record of intellectual property
rights protection, and non-trade barriers),? East Asian industry transfer is
one of the most fundamental, although it is often overlooked as relatively
trivial, especially among policymakers.’ In dealing with their trade dis-
putes, both governments will have to take this factor into account. Need-

5For acomplete overview of the U.S. government's eval uation of U.S.-Chinatrade relations,
see the remarks of U.S. Commerce Secretary Carlos Gutierrez to the Shangha American
Chamber of Commerce, Shanghai, China, November 15, 2006 (http://www.commerce
.gov/); U.S. Trade Representative, U.S.-China Trade Relations: Entering a New Phase of
Greater Accountability and Enforcement (Washington, D.C., February 2006); and U.S.
Trade Representative, Report to Congress on China's WTO Compliance 2006 (Washington,
D.C., December 11, 2006).

5PRC Ministry of Foreign Affairs, "Hu Jintao Addresses the APEC CEO Summit" (Novem-
ber 18, 2005), http://www.fmprc.gov.cn.

"The Boeing Company, "Boeing in China" (2007), http://www.boei ng.com/companyoffices/
aboutus/boechina.html.

SLardy, China in the World Economy, 73-83, 129-31.
9For example: U.S. Trade Representative, U.S.-China Trade Relations.
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less to say, it has also made U.S.-China trade issues relevant to other East
Asian economies.

East Asian FDI in China

East Asian industrial transfer has historical origins. After World War
I1, Japan implemented an export-oriented strategy in order to revive its
shattered economy. It concentrated on labor-intensive industries with the
aid of the United States and exported |abor-intensive products, e.g., textiles
and toys, to that country. However, labor costs rose as exports grew be-
cause of the usual production factor price equalization effect.’

Consequently, the gap between labor costs in Japan and other East
Asian economies became wider. In the 1960s, although hourly wages in
the Japanese manufacturing sector were only one quarter of the U.S. level,
they were still very high compared to other East Asian economies. If the
wage level of Japan was 100, the levels of Taiwan and Koreawere only 22
and 25, respectively.”™ Due to such a large gap, Japanese multinationals
began to transfer labor-intensive industries to the four newly industrialized
economies of South Korea, Taiwan, Hong Kong, and Singapore (hereafter
the NIE-4, or NIEs). In addition, multinationals in the United States and
Europe also gradualy transferred their mature manufacturing sectors to
the NIEs, which experienced strong growth at that time.

The strength of Japanese domestic manufacturing faded gradualy in
the post-Plaza Accord (1985) era. From 1985 to 1988, the yen appreciated

OFactor price equalization is an effect observed in international trade whereby the prices of
factors of production in different countries (e.g., wages) are driven toward equality in the
absence of high barriersto trade. This occurs, among other reasons, because price incen-
tives cause countries to choose to speciaize in the production of goods whose factors of
production are abundant there, which raises the prices of the factors toward equality with
the prices in countries where those factors are not abundant. See Paul Samuelson, "Inter-
national Trade and the Equalization of Factor Prices," Economic Journal 58, no. 230 (June
1948): 163-84.

HTerutomo Ozawa, "Foreign Direct Investment and Structural Transformation: Japan as a
Recycler of Market and Industry,” Business & the Contemporary World 5, no. 3 (Summer
1993): 129-50.
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46 percent against the dollar*? and the average price of Japanese export
commodities increased.”® During the 1990s, Japan finished its industrial
upgrading and by the end of the last century had transferred aimost all of
its labor-intensive manufacturing centers to the NIEs, the Southeast Asian
countries, and China.

This process of industry transfer was copied by the NIEs. In the
1970s, the NIEs industrialized rapidly and witnessed a gradual increase in
labor costs, just as Japan had done previously. Thus the NIEs transferred
the production of their labor-intensive industries and some capital-inten-
sive industries to ASEAN and China.

With its ailmost unlimited labor supply, stable political and economic
environment, and pro-export trade regime and FDI policies, China has
become a hot FDI destination. Since the mid-1990s, China has been the
largest recipient of FDI among the developing countries, and in 2003 it
became the largest FDI recipient in the world. In 2005, China was still
the world's third largest destination for FDI, second only to the United
Kingdom and the United States. Since the mgjority of FDI flows between
developed countries,* it is amazing that China holds such a strong attrac-
tion for foreign capital, despite the fact that more than one quarter of its FDI
inflow is speculative "hot money" and "round-tripping"*® capital .

China's actual (utilized) FDI volume shot up from US$0.9 hillion in
1983 to US$69.5 billion in 2006 and the proportion of assembly trade in-
creased from 10 percent in the late 1970sto 47 percent in 2006. Thisrapid
development of FDI and assembly trade helped China find its niche in a
wide range of manufacturing sectors.

12y.S. Board of Governors of the Federal Reserve System, http://www.federalreserve.gov/.
13see note 11 above.

14 38mes Markusen, Multinational Firms and the Theory of International Trade (Cambridge,
Mass.: MIT Press, 2002).

15*Round tripping" FDI refers to cross-border investment motivated by the more favorable
treatment of foreign capital. Domestic investors can transfer their capital out of, and then
invest back into, the domestic market in the new form of "FDI." See United Nations Con-
ference on Trade and Development (2007): UNCTAD Investment Brief, UNCTAD/PRESSY
PR/2007/002.
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Due to the relatively low purchasing power of Chinese consumers
and low labor costs, most of the FDI coming into China fals into the
resource-seeking or efficiency-seeking categories rather than the market-
seeking category. FDI has transferred industries to China and brought
significant technology spillover effects.’

The accumulated FDI flowing into China from the five East Asian
economies of Japan, Hong Kong, Taiwan, Singapore, and South Korea,
from 1979 to 2006, accounted for 67.4 percent of the total accumulated
FDI in China,*” implying that most of China's FDI originated from the East
Asian region.

In the period 1979-2005 more than 65 percent of China's accumulated
contract FDI inflow went to the manufacturing sector (see figure 1). This
shows that multinationals have been, via FDI, transferring their manufac-
turing industries to China.

The East Asian industry transfer process discussed above can be ten-
tatively explained by two theories, namely the " product life-cycle theory"®
and the "flying geese model."*® According to the former, a product's life-
cycle can be divided into three stages. new product, mature product, and

16Technology spillover or diffusion is an economic externality which represents the tech-
nological benefits (e.g., the demonstration effect) that indigenous firms can gain from mul-
tinational affiliates in the host country. This has been a mgjor incentive for host country
governmentsto implement favorable FDI policies. Therich literature has been recently re-
viewed by Holger Gérg and David Greenaway, "Much Ado about Nothing? Do Domestic
Firms Really Benefit from Foreign Direct Investment?' The World Bank Research Ob-
server 19, no. 2 (Fal 2004): 171-97. The latest research on FDI spillover effectsin China
can be found in Sourafel Girma and Yundan Gong, "FDI, Linkages, and the Efficiency of
State-Owned Enterprisesin China," Journal of Development Studies (2007, forthcoming);
and Peter Buckley, Jeremy Clegg, and Chengqi Wang, "1sthe Relationship between Inward
FDI and Spillover Effects Linear? An Empirical Examination of the Case of China," Jour-
nal of International Business Studies 38, no. 3 (May 2007): 447-59.

Authors' calculation based on datafrom China Foreign Economic Statistical Yearbook (

) (Beijing: Zhongguo tongji chubanshe, various years).

18Raymond Vernon, "International Investment and International Tradein the Product Cycle,"
Quarterly Journal of Economics 80, no. 2 (May 1966): 190-207.

19 aname Akamatsu, "Waga Kuni Keizai Hatten No Sogo Benshoho" (Synthetic dialectics
of industrial development of Japan), Shogyo Keizai Ronso (Journal of Nagoya Commercial
High School) 15 (1937): 179-210; and Kiyoshi Kojima, "The 'Flying Geese' Model of
Asian Economic Development: Origin, Theoretical Extensions, and Regional Policy Im-
plications," Journal of Asian Economics 11, no. 4 (Autumn 2000): 375-401.
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Figure 1
Industry Distribution of Accumulated Contract FDI Inflow in China 1979-2005
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Source: PRC Ministry of Commerce, http://www.fdi.gov.cn/ (2006).

standard product. Thereisusually atime gap for various products between
different countries, a gap which reflects a country's level of technological
development and which determines that country's position in international
competition. Therefore, this gap also determines the pattern of interna-
tional investment and trade. The flying geese model is usually understood
as the development pattern of the East Asian economy in which Japan
was the "leading goose" and completed its industrialization first, with
the NIEs forming the second-tier industrialized economies, and ASEAN
and China bringing up the rear.®® There has been some research done on
the "shifting comparative advantage” and industry transfer in Asia®* within

2Mitchell Bernard and John Ravenhill, “Beyond Product Cycles and Flying Geese: Region-
alization, Hierarchy, and the Industridization of East Asia," World Politics 47, no. 2 (Janu-
ary 1995): 171-209.

2Malcolm Dowling and Chia Tien Cheang, " Shifting Comparative Advantagein Asia: New
Tests of the 'Flying Geese' Model," Journal of Asian Economics 11, no. 4 (Autumn 2000):
443-63; Harvey Cutler, David J. Berri, and Terutomo Ozawa, "Market Recycling in Labor-
Intensive Goods, Flying-Geese Style: An Empirical Analysis of East Asian Exports to the
U.S.," ibid. 14, no. 1 (February 2003): 35-50; and Xinpeng Xu and Ligang Song, "Export
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Figure 2
Substantiation of Theoretical Hypotheses
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Notes: Kaname Akamatsu, "Waga Kuni Keizai Hatten No Sogo Benshoho" (Synthetic dia-
lectics of industrial development of Japan), Shogyo Keizai Ronso (Journal of Nagoya Com-
mercial High School) 15 (1937): 179-210; Raymond Vernon, "International Investment and
International Trade in the Product Cycle," Quarterly Journal of Economics 80, no. 2 (May
1966): 190-207; John Dunning, "Trade, Location of Economic Activity, and the Multina-
tional Enterprise: A Search for an Eclectic Approach," in The International Allocation of
Economic Activity, ed. Bertil Ohlin, Per-Ove Hesselborn, and Per Magnus Wijkman (Lon-
don: Macmillan, 1977), 395-418; and James Markusen, Multinational Firms and the Theory
of International Trade (Cambridge, Mass.: MIT Press, 2002).

the paradigm of the flying geese model.

The hypothetical industry and trade transfer effects proposed by the
flying geese model and the product life-cycle theory have been supported
by the "eclectic theory of international production"# and the more recently
developed "knowledge capital model"® (see figure 2). Both of these

Similarity and the Pattern of East AsiaDevelopment,” in China in the Global Economy, €d.
Peter Lloyd and Xiaoguang Zhang (Cheltenham: Edward Elgar, 2000), 145-64.

2John Dunning, "Trade, Location of Economic Activity, and the Multinational Enterprise;
A Search for an Eclectic Approach,” in The International Allocation of Economic Activity,
ed. Bertil Ohlin, Per-Ove Hesselborn, and Per Magnus Wijkman (London: Macmillan,
1977), 395-418.

23See note 14 above.
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new theories argue that multinational firms that have a strong advantage
in intangible assets (e.g., trademarks, blueprints, and know-how) can in-
vest overseas and isolate the production of knowledge capital and fina
products.

However, to our knowledge, barely any research has been done that
explores the detailed economic mechanisms and corresponding policy im-
plications of the impact of East Asian industry transfer on the U.S.-China
trade imbalance.* To close this gap is the purpose of our paper. We iden-
tify two proxy variables for East Asian industry transfer and trade transfer,
respectively. They are East Asian FDI in China, and trade similarity be-
tween China and the FDI origin economies. To check whether the East
Asian industry transfer has caused the large-scale trade transfer effects and
the resulting huge U.S.-China trade deficit, we now simply need to check
whether FDI in China has pushed up the trade similarity level. By doing
this, we can overcome the obstacle of quantifying the obscure term "trans-
fer" and can thus test whether the theoretical hypotheses of industry trans-
fer and trade transfer are valid. Data from various sources have been
collected, compiled, and subjected to serious statistical analysis. The
results are overwhelmingly convincing and therefore substantiate the
theoretical hypotheses (seefigure 2).

FDI Promotes Trade to the United States and
Lifts the Trade Similarity*

The huge inflow of FDI to China has caused Chinese exportsto grow
dramatically. Although FDI has accounted for a reatively small per-

%Nicholas Lardy has identified the industry and trade transfers and has briefly explored
the causality between them. See Lardy, China in the World Economy, 71-72, 77-79,
110-14; and Nicholas Lardy, Integrating China into the Global Economy (Washington,
D.C.: Brookings Institution Press, 2002), 158-61.

2 Trade similarity" refers to the similarity of U.S. imports from Chinaand other East Asian
economies. We will present the result of calculation of the "import similarity" index later
in the paper. The index ranges from 0 to 2, with O for completely differentiated import
structure and 2 for exactly the same import structure. See Appendix A1 for details.
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centage of total fixed investment (just over 10 percent after 2000) and the
manufacturing output generated by FDI isonly about 30 percent of thetotal
volume, FDI has stimulated both imports and exports on a disproportionate
scale due to the characteristics of China assembly trade—namely, large-
scale imports and exports with low value-added in China (

, liangtou zaiwai, dajin dachu). The foreign trade generated by
FDI firms accounted for only 4 percent of total foreign tradein 1986. How-
ever, this grew steadily at a rate of 2.5 percent annually and reached a
record 59 percent in 2006, distributed fairly evenly—imports 60 percent,
exports 58 percent.

Thereisamutually beneficial nexus between FDI and tradein China.
Increased exports enhance economies of scale and improve the perfor-
mance of export-oriented and FDI-related firms. Thus China is able to
attract more FDI from other East Asian economies. Interestingly, there is
avery significant correlation between East Asian (or world) FDI and U.S.
imports from the Chinese manufacturing sector from 1983 to 2006. When
East Asian or world FDI in Chinaincreases 1 percent, U.S. imports from
Chinese manufacturing grow by amost the same proportion (0.97 per-
cent).?® Thisindicatesthat U.S. manufactured importsfrom Chinaare very
sensitiveto FDI inflowsto China. Thus, FDI inflow to Chinaisaqualified
"barometer” for U.S. manufactured imports.

East Asian economies have transferred export-oriented manufactur-
ing industries to China via FDI, making exports from China on the one
hand and those from the FDI origin economies on the other increasingly
similar in structure. We used the data of the top one hundred commodities
imported by the United States from China and nine other major FDI origin
economies, i.e.,, Japan, South Korea, Hong Kong, Taiwan, Singapore,
Malaysia, the Philippines, Thailand, and Indonesia, in the twenty-six years
from 1981 to 2006 to calculate the trade similarity. We found that the
similarity between U.S. imports from China and those from most of the
East Asian FDI origin economies increased gradually over this period

%5ee Appendix A2 for adetailed econometric analysis.
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(see the upper panels of figures A2 and A3). For example, the similarity at
Standard International Trade Classification (SITC)? 3-digit level between
U.S. imports from China and from Japan increased from 0.21 in 1981 to
0.68 in 2006.

Taking into account the "flying geese model," we further scrutinized
the import-weighted trade similarities between China and the disaggre-
gated East Asian economic blocs—NIE-4 (South Korea, Taiwan, Singa-
pore, and Hong Kong) and ASEAN-4 (Malaysia, the Philippines, Thailand,
and Indonesia). Data show that the trade similarities at SITC 3-digit level
of China with NIE-4 and ASEAN-4 increased significantly from 1981 to
2006. The trade similarities of Chinawith NIE-4 and ASEAN-4 increased
from 0.62 and 0.21, respectively, in 1981 to 0.90 and 1.00 in 2006.®

The trade similarity of China with the NIE-4 declined temporarily
from 1990 to 1996 before gradually increasing from 1997 to 2006. Thisis
partly due to the fact that in the 1990s there was a sharp increase in intra-
industry specialization.® In the post-industrialization era, the NIEs have
specialized in higher-end products and R& D while China has specialized
in lower-end products or assembly. Consequently, Chinaand the NIEs ex-
ported different types of goods to the United States, causing trade similari-
ties to decrease temporarily in the 1990s.

This comparison enables usto see that, in general, the trade similarity
of Chinaand Japan isnot as great asthat of Chinaand the ASEAN-4. Prior
t0 1990, the trade similarity of Chinaand the ASEAN-4 was not as great as
that of Chinawith the NIE-4, but it was higher than the latter after 1990.

This dynamic change in the trade similarity between China and the
NIEs and the ASEAN-4 can be explained by the export structure of these
economies. In the early 1980s, manufacturing in China was as developed

2SI TCistheinternational trade statistics standard most widely adopted by member countries
of the United Nations. The trade statistics are available from 1-digit to 6-digit. We select
1-digit and 3-digit in the data compilation.

%3ee the lower panel of figure A2 for reference. The lower panel of figure A3 provides
another comparison based on a higher data aggregation level.

2This explanation is proposed by Xinpeng Xu and Ligang Song. Seeto Xu and Song, "Ex-
port Similarity and the Pattern of East Asia Development,” 145-64.
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as that in the ASEAN-4. However, after the NIEs had poured enormous
guantities of export-oriented investment into China and the ASEAN-4, the
trade similarity between China and the NIEs and the ASEAN-4 increased
rapidly. As the recipient of FDI from the NIEs, the ASEAN-4 exported
goods to the United Statesin asimilar pattern to China since they were up-
grading their trade structure just as China was, and the share of manufac-
tured commodities increased in exports of both the ASEAN-4 and China.

One interesting question here is that if Japan and the NIEs are up-
grading and specializing in higher-end products, while transferring labor-
intensive product manufacturing to the Chinese mainland, why is the trade
similarity still rising? There are three factors behind this phenomenon.
First, the industry transfer does not completely hollow out the industries
concerned. Second, the FDI spillover effects, coupled with Chinese do-
mestic R&D inputs and improved human capital, have been pushing the
Chinese industry and export structures to converge with those of Japan
and the NIEs. The fina factor is a statistical one. In comparing figures
A2 and A3, we find that trade similarities calculated at SITC 1-digit level
are higher than those based on SITC 3-digit level, ceteris paribus. This
is because SITC 1-digit statistics exhibit a lower degree of commodity
heterogeneity. Even among SITC 3-digit statistics, some commodities
with quite different labor-capital input ratios may be grouped into asingle
category, and this also causes aslight inflation of the trade similarity index
used here.®

In comparing the trade similarity of Chinawith economies such asthe
G8 countries, Latin America (Mexico, Brazil, and Venezueld), Australia,
Nigeria, and Russia, we found, as expected, that the trade similarities
between China and the developed economies are rising at a considerable
speed, while those between China and transitional economies and less
developed countries such as Russiaand Nigeriaare declining. Thisimplies
that by accepting FDI and industry transfer, Chinais catching up with the

30For example, both SITC-821.2 (mattress supports) and SITC-821.5 (wooden furniture) are
grouped into category SITC-821 (furniture). However, these two types of commaodities
might vary agreat deal in terms of labor-capital input composition.
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developed countries in the trade structure hierarchy. Moreover, as FDI
recipients, the ASEAN-4 and the L atin American economies have success-
fully embraced industries transferred from abroad and achieved conver-
gence with the industry structure of developed countries.

Thereisavery significant correlation between FDI inflows from dif-
ferent originsand the similarities of U.S. importsfrom Chinaand other FDI
origins. When the FDI inflow from an East Asian economy (e.g., South
Korea) increases by 1 percent, the similarity of U.S. imports from China
and the East Asian economy will increase by 0.07 percent.> Thisimplies
that the more East Asian economies invest in China, the more evident the
accumulated industry transfer effects and subsequent impact on the trade
similarities will become.

U.S. Import Structure

Aggregate Imports

Since the 1980s, as China's trade similarities with other East Asian
economies have increased, the United States has imported more and more
from China. In 2002, China surpassed Japan to become the U.S.'s largest
East Asian trading partner. As the share of imports from the East Asian
region (Japan, the NIE-4, the ASEAN-4, and China) fluctuated within a
very narrow band of 32 percent £ 4 percent from 1983 to 2004, the import
share from China skyrocketed from 0.9 percent in 1983 to 12.9 percent in
2004. In the same period, the market share of East Asian economies such
as Japan and the NIE-4 underwent a dramatic decline in the United States.
This decline shows that China has been receiving industry transfers via
FDI from other East Asian economies, especially from Japan and the
NIE-4. As they upgraded their industries, these economies transferred
their export potential to China. Therefore, exports from China have been

31The estimation is based on the authors' statistical analysis of a large pooled time-series
and cross-section data set. See Appendix A4 for details.

178 September 2007



East Asian Industry Transfer and U.S.-China Trade Imbalance

replacing other East Asian labor-intensive commodities and some capital -
intensive commodities in the U.S. market.

Although the structure of imports from the East Asiaregion has been
redistributed among China and other economies due to industry transfers,
the value-added in China only accounts for a small portion of the total ex-
port volume because Chinais only an assembly center. According to Li
Deshui ( ), the former director of PRC National Bureau of Statistics
(NBS, ), Chinaonly earnsasmall profit margin ("
guolu caishen) from these exports.®

U.S. Imports of Capital-Intensive Commodities™

U.S. imports of capital-intensive commoditiesfrom East Asiahave re-
mained at arelatively stable level of around 42 percent. However, China's
share has grown rapidly, rising from 0.1 percent in 1983 to 14.8 percent
in 2004, indicating that by hosting FDI, China received capital- and tech-
nology-intensive industries from other East Asian economies, thus taking
over some of the share of the FDI origin economies in the U.S. market.
The transfer of capital- and technology-intensive industries into China and
the industrial upgrading from labor-intensive to capital- and technology-
intensive are directly related to the fact that FDI-related firms imported
high-tech products on alarger scale.

However, there is atendency for China's manufacturing sector to ex-
port agreater proportion of capital- and technol ogy-intensive commaodities
thanks to the technology spillover effects of the East Asian industry trans-
fer. In 2002, foreign-invested firms were responsible for 66 percent of

32'NBS Press Conference on National Economic Performance in 2005," January 25, 2006,
www.gov.cn. Li Deshui'sviewpoint is echoed by Yang Zhengwei ( ), an economist
from the PRC Ministry of Commerce, who estimates that the actual U.S. "trade deficit"
with Chinais pretty trivial considering the tremendous amount of assembly trade and the
profits of U.S. multinational affiliatesin China. See Yang Zhengwei, "Quangjuhua shidai
de chanye zhuanyi shi Mei dui Hua maoyi nicha de genben yuanyin" (Industry transfer in
the age of globalization is the fundamental reason for the U.S. trade deficit with China),
Guoji maoyi luntan (International Trade Forum) (Beijing), July 2005, no. 4:15-23.

3Capital-intensive commodities are machinery and equipment (SITC 7), while labor-inten-
sive commodities are light manufacturing products (SITC 6 + 8).
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Figure 3
The Share of Labor-Intensive Commodities in U.S. Imports

45

1983 1988 1993 1998 2003

Sources: United Nations Commodity Trade Statistics Database (http://comtrade.un.org/)
and U.S. Census Bureau (http://www.census.gov/foreign-trade/).

high-tech imports. In 2003, this rose to a record 71 percent. High-tech
products imported by foreign-invested enterprises from Japan, Taiwan,
South Korea, and Malaysia accounted for 56 percent of total imported
high-tech products. The "geographic technology intensity" of the tech-
nology importsinduced by FDI from the East Asian economiesisfar higher
than the corresponding "geographic intensity” of FDI. Since East Asian
FDI is becoming technol ogy-intensive, the consequent industrial transfer is
likely to be technology-intensive as well. If technology-intensive indus-
trial transfer continues, the large technology spillover effect will prompt the
upgrading of the industry and export structure to a capital- and technol ogy-
intensive one.

U.S. Imports of Labor-Intensive Commodities

There has been even faster growth in imports of labor-intensive com-
modities, which reflects the comparative advantage of China's enormous
army of cheap labor. While the share of such imports from the Asian econ-
omies fluctuated within a narrow band of 36 percent + 4 percent from 1983
to 2003, the market share of imports from Chinaleapt from 2.2 percent in
1983 t0 25.1 percent in 2003 (seefigure 3). Labor-intensive products from
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China "supported” total East Asian export volumes more strongly than
capital- and technol ogy-intensive products.

Therefore, the labor-intensive industry transfer effects are more sig-
nificant than the capital- and technol ogy-intensive industry transfer effects,
and thisisrelated to the fact that FDI inflows still focus on labor-intensive
industries. Low labor costs, rather than high-tech skillsand R& D capacity,
are still the major factor attracting FDI inflows. Most of the multinationals
investing in China use it as a manufacturing center rather than an R&D
center.

"Madein China"'* commodities have astrong comparative advantage
intheU.S. market. Among thetop twenty-five commoditiesimported from
Chinain 2001 (76.6 percent of total imports from that country), only one
shows a weaker comparative advantage® than those imported from other
countries. Of these top twenty-five goods, capital- and technology-inten-
sive commodities account for only 25 percent of total U.S. imports from
China, while the share of labor-intensive commodities is 49 percent. In
2006, only three commoadities dropped out of the top 25 list, which implies
that the commodity composition of imports from Chinais quite stable.

Perspective on U.S.-China Trade

History is repeating itself, exhibiting a close analogy to the "product
life-cycle." The current industrial transfer to China from the East Asian
economies is one of the three main industrial structure adjustments and
transfers that have occurred since World War 1. Japan inherited many
labor-intensive industries from the United States in the 1950s and 1960s,

34according to the characteristics of the international production networks in East Asia
presented in previous discussions, a "Made in China" label is misleading, as the products
are actualy "Assembled in China" rather than being entirely "Made in China."

35For a certain commodity, e.g., toys, assume that its share in imports from Chinais S/, and
its share in total imports from the whole world is S2. If S! is greater than S2, then we can
say that this commodity imported from China exhibits a stronger comparative advantage
than the same commodity imported from other countries.
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during which Japan-U.S. trade expanded rapidly and triggered the notori-
ous"Japan-U.S. tradewars." In the 1960s and 1970s, Japan, together with
the United States, transferred mature industries to the NIEs. This process
was repeated as Japan and the NIEs transferred industries to ASEAN,
China, India, and Vietnam from the 1980s. From this perspective, itisquite
reasonable and natural for China to receive transferred industries from
other East Asian economies, causing the subsequent transfer of the trade
surplus with the United States.

Due to dynamic changes in labor costs and other factors, the East
Asian economies, as important commodity suppliers in the "dollar stand-
ard" era, are transferring their labor-intensive industries by relocating
their assembly lines to China. Geographically, Japan and the NIEs are
the major origins of industrial transfer. In terms of sectora distribution,
industrial transfer has focused on labor-intensive industries. Industrial
transfer has a strong trade transfer effect and has exacerbated the growing
U.S.-China commodity trade imbalance.

The future of industrial transfer and the subsequent trade transfer is
predictable, though slightly mixed. In the first instance, the transfer has
been overwhelmingly supported by China's aimost unlimited supply of
labor and its pro-trade FDI policies. Industrial transfer is inevitable in
such an international industrial upgrading and adjustment context and
Chinawill no doubt still bethe ideal host for East Asian FDI over the next
five to ten years. In particular, ethnic Chinese entrepreneurs in Taiwan,
Hong Kong, Macau, and Singapore are the main driving force for invest-
ment in China. Moreover, to preclude disastrous levels of unemploy-
ment caused by urbanization and the radical restructuring of state-owned
industries, the Chinese government decided to make best use of China's
"comparative advantage” in cheap labor by boosting labor-intensive indus-
tries.® This policy is very attractive to resource-seeking FDI from East
Asia. Aslong asthereislarge-volume East Asian FDI coming into China,
the trade surplus transfer effects will continue.

36Jiang Zemin, "K eynote Speech Delivered at the 16th National Congress of the Communist
Party of China" (November 8, 2002).
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However, the effect of FDI in promoting exports to the United States
could be affected by rising labor costs in China. As China is pushed to
achieve "fair trade," labor costs in some manufacturing industries are
growing. Many factories in Chinas southeastern coastal provinces have
been facing a chilling shortage of labor, especially rural workers ( ,
mingong),* in recent years.®

Finally, FDI inflows are helping Chinese labor-intensive industries
to upgrade and become capital- and technology-intensive. The "export-
oriented" FDI from the East Asian economies has been declining gradually
over the last ten years, giving way to "market-seeking" FDI and capital-
and technology-intensive FDI, not only from Asia, but also from North
Americaand Europe.

Policy Implications

The U.S.-China trade imbalance is a structural one, reflecting the
nature of complementarity between the industry structures of China and
the United States. Sunset industries in the United States, such as those
producing steel, textiles, and TV sets, will gradually shrink as their prod-
ucts lose their cost advantage in international markets. The capacity of
these industries to absorb labor is declining and this is causing serious
structural unemployment. This will trigger vigorous lobbying activity
and cause economic tension between these two giants on either side of the
Pacific. No matter how many high-tech products, such as Boeing aircraft,
China buys from the United States, it is still safe to predict that the struc-
tural U.S.-China trade imbalance will not be atered fundamentally and

S™Rural workers' are a special group in big citiesin China, engaged in low-paid, badly in-
sured, dirty, and dangerous work as construction workers, restaurant staff, security guards,
manufacturing employees, etc. They are willing to take such jobs because their income
would be even lower if they stayed in the countryside.

3K nowledge@Wharton, "Does a Growing Worker Shortage Threaten China's Low-Cost
Advantage?' May 15, 2006; and "Labor Shortage Puzzles Experts," China Daily, August
25, 2004.
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there will continue to be many economic disputes between them. More-
over, the politicized voice from Washington urging Beijing to implement
reforms on the rule of law, transparency, fairness and open competition,
and the enforcement of intellectual property rights protection will never
be silenced.

EU-China trade is facing a similar problem. China is the second
largest trading partner, after the United States, of the EU; and the EU's
deficit with China, €106 billion (US$132 hillion) in 2005, is its largest
trade deficit with any trading partner.®*® The EU blames this deficit on ob-
staclesto market accessin China,*® while Chinaattributesit to protectionist
European policies. Fortunately, theissue of the EU-Chinatrade deficit has
not become as politicized asthe U.S.-Chinatrade deficit. To avoid getting
into "lose-lose" trade disputes such as the so-called "bra wars"* of 2005,
both sides need to negotiate more. However, much like the U.S.-China
structural trade imbalance, the EU-China trade imbalance will also be
long-lasting and trade disputes between China and the EU are unlikely to
be avoided.

The Chinese government has realized that the trade imbalance and
the resultant RMB revaluation pressure are the two most important eco-
nomic concernsin its external relations. Thus, the government is actively
considering how to optimize Chinds trade structure by increasing imports
in order to alleviate economic tensions. Chinas Ministry of Commerce
(MOFCOM) has strengthened its functional ability to remedy trade dis-
putes and to handle issues such as industrial injury investigations in order
to prepare for more intense trade conflict in the future. Also, MOFCOM is

3%EU-China trade deficit data come from the website of the European Commission http:/
ec.europa.eu/trade/issues/bil ateral/data.htm), while the dollar/euro exchange rate data for
2005 is collected from the Board of Governors of the U.S. Federal Reserve System: http://
www.federalreserve.gov/.

40The EU Gateway website lists nine obstacles such as price controls, discriminatory regis-
tration requirements, arbitrary sanitary standards, geographica restrictions, joint ven-
ture requirements, and discriminatory licensing procedures. http://europa.eu.int/comm/
external_relations/chinalintro/.

“IMaxine Frith, "Revealed: How Bra Wars Devastate World's Poor," The Independent,
August 27, 2005.
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taking preventive measures to deal with severe price competition among
key Chinese commodities in overseas markets. Such intense price com-
petition frequently triggers antidumping retaliation and causes major eco-
nomic losses for Chinese export firms.*

China has aso stepped up its lobbying efforts on Capitol Hill since
1997 to achieve more stable U.S.-China political and economic relations,
particularly since the failure of the state-controlled petroleum company
CNOOC ( ) to acquire the American petroleum
company Unocal (Union Oil Company of California) in 2005. The Chinese
embassy in Washington, MOFCOM, and its affiliated state-owned com-
panies are hiring the best firmsin the United States to |obby on China's be-
half.® These lobbying activities are expected to counterbalance the great
pressure coming from the American sunset sectors and protectionist inter-
est groups.

Asfor monetary policy, athough the RMB had been revalued by only
8.5 percent by July 2007,* it seems pointless for the United States or the
European Union to urge Chinato further revalue its currency dramatically.
Non-monetary solutions are arguably a better remedy for trade disputes.®®
As discussed in previous sections of this paper, the East Asian industry
transfer over the last three decades has transformed Chinainto an integral
assembler in the East Asian production chain. The proportion of value-

42The value of Chinese motorcycle exports was US$2.4 billion in 2005, which made China
the world's top producer. 1n 2006, MOFCOM issued a notice requiring motorcycle export-
ing to be "standardized," which is expected to counter the practice of Chinese motorcycle
manufacturers exporting at extremely low prices. MOFCOM, January 5, 2006, http://
www.mofcom.gov.cn.

“MarinaWalker Guevaraand Bob Williams, "China Steps up Its Lobbying Game: The Chi-
nese Government is Hiring the Best of the Best to Advance Its Agenda,” Center for Public
Integrity, September 13, 2005, http://www.publicintegrity.org/lobby/report.aspx? aid=734;
and Michael Forsythe, "China Steps up Lobbying Efforts in U.S. Congress (Update 1),"
April 19, 2006, http://www.bloomberg.com/apps/news? pid=10000080& sid=atLgA.zb
UAY g&refer=asia.

#source: People's Bank of China ( ).

*In testimony delivered before the Committee of Finance of the U.S. Senate on June 23,
2005, Alan Greenspan, who was the chairman of the Board of Governors of the U.S.
Federal Reserve, said that some observers' policy suggestions on RMB revaluation and a
higher tariff on Chinese imports were counterproductive and pointless.
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added in China is respectable, but far from extraordinary or dominant.
Therefore, adrastic revaluation of the RMB cannot fundamentally alleviate
the U.S.-China trade imbalance, and the impact of RMB appreciation on
the U.S.-China trade deficit has so far been insignificant. We can learn a
good lesson if welook back at the Japan-U.S. trade relationship. Although
the value of the yen rose from 235 to the dollar in 1985 to 128 in 1988,
the U.S. trade deficit with Japan continued to rise, somewhat counter-
intuitively, from US$46 billion to US$51 billion during that period.

Concluding Remarks

With rapid growth in the U.S.-China trade in goods, the bilateral
trade imbalance has deteriorated dramatically, becoming an increasingly
senditive issue in U.S.-China relations. Since 2000, China rather than
Japan has been the country with which the United States has its largest
trade deficit. China's huge trade surplus with the United States has led to
increasingly strong American pressure for a revaluation of the RMB, as
well as criticism of Chinese protectionism and the politicization of trade
disputes between the two countries. Among the many important factors
that have affected the U.S.-China trade imbalance, the transfer to China of
East Asian industry is undoubtedly one of the most fundamental, yet it is
usually underestimated.

The accumulated FDI inflow to China from the major East Asian
economies between 1979 and 2006 accounted for 67 percent of Chinas
total accumulated FDI. More than 60 percent of this inflow went to the
manufacturing sector. These two figures indicate that FDI from East Asia
has caused the transfer of mature labor-intensive industries to Chinadueto
continuously rising labor costsin the East Asian industrialized economies.

Thislarge FDI inflow in turn greatly increased Chinese exportsto the
United States. Fifty-nine percent of China's foreign trade was accounted

46See note 12 above.
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for by FDI in 2006, including that from East Asian countries which have
transferred export-oriented manufacturing industries to China.  Such in-
dustrial transfer via FDI has caused the export structures of China and the
FDI origin economies to become increasingly similar. The hypothetical
positive correlation between industry transfer and export transfer has
been subjected to statistical analysis, and the results are overwhelmingly
convincing.

Geographically, Japan and the NI Es are the main sources of industria
transfer to China. This transfer has a strong trade transfer effect and ex-
acerbates the growing U.S.-China commodity trade imbalance.

The future of industrial transfers and subsequent trade transfers is
dlightly mixed due to uncertainties about China's labor costs and the up-
grading of the FDI inflow structure, coupled with RMB appreciation.
However, much like the U.S.-Japan trade wars of the past, the U.S.-China
trade imbalance and the subsequent politicized trade disputes cannot be
solved fundamentally until the next industry transfer, when mature indus-
tries will be relocated out of China. It is safe to predict that in the next
five to ten years, the trade disputes between China and the United States
will continue to be a big headache for both Beijing and Washington due to
the perfect complementarity of these two economic giants. Both govern-
ments need to be fully prepared, physically and psychologically, to build a
better mutual understanding and cooperation through dialogues, negotia-
tions, and the removal of trade barriers. This suggestion is equally valid
for EU-Chinatrade relations.

Historically, the U.S. trade deficit is not a new problem at al, and
thereisaclear consensus concerning the ultimate reason for it—the dollar's
role as the dominant international currency.*” However, the recent transfer
of industry from East Asiato China, attracted by China's huge labor force
and stable policy infrastructure, has allowed Chinato play asignificant role

4’Paul Krugman and Richard Baldwin, "The Persistence of the U.S. Trade Deficit," Brook-
ings Papers on Economic Activity, 1987, no. 1:1-43; and Ronad |. McKinnon, "The I nter-
national Dollar Standard and the Sustainability of the U.S. Current Account Deficit," ibid.,
2001, no. 1:227-39.
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in restructuring the East Asian production and exporting system on an un-
precedented scale. As the "negotiation representative” for this system in
international trade disputes, China undoubtedly has less bargaining power
given the fact that its "socialist market economy" is still initsinfancy.

As arising economic power in the sea of mercantilist revitalization,
Chinaisexperiencing great pressure to optimize its trade structure and im-
plement ingtitutional reforms of its trade regime. However, China still has
along way to gointhat its economic devel opment and stability is still high-
ly dependent on labor-intensive manufacturing and commaodity exports.

APPENDIX

Appendix Al
Trade Similarity Index

We developed the "trade similarity index" from the structural similarity index
proposed by Paul Krugman.* Thisindex measures the degree of similarity of U.S.
imports from two import origin economies. The formulais:

S=2-3IS,— 5% (A1)

where S; stands for the share of commaodity i in the total imports from country 1,
while S;* stands for the share of commodity i in the total imports from country 2.
The value of thisindex ranges from 0 to 2. It is clear that the closer it isto O, the
lesssimilar are the structures of the imports from the two origin economies; and the
closer to 2, the more similar are the import structures.

We collected U.S. import data from the United Nations Commodity Trade
Statistics Database (http://comtrade.un.org/) and the U.S. Census Bureau (http:/
www.census.gov/foreign-trade/) during 1981-2006 for the calculation of the trade
similarity index.

*Paul Krugman, Geography and Trade (Leuven: Leuven University Press; London: MIT
Press, 1991), 75-83.
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Appendix A2
Correlation between FDI and U.S. Imports of Manufactured Goods from
China

We construct econometric analysis models specified as follow:

IN(MEX,) = C; + a/IN(ASIA,) + 2/, (A2)
|n(MEX,) =C, + Otg*ln(WORLDt) + & (A3)
IN(MEX,) = C; + a*In(4SIA)) + IN(GDP,) + 25, (Ad)
IN(MEX,) = C; + a*In(WORLD,) + IN(GDP;) + 24, (A5)

where MEX, denotesthe values of U.S. imports of manufactured goods from China;
"ASIA," denotes the sum of accumulated actual FDI from Japan, NIE-4, and
ASEAN-4 to Ching; "WORLD," denotes the sum of accumulated actual FDI from
all over the world to China; "GDP;" denotes the average nominal GDP of the
United Statesand China. 1=1983, ,2006. Thedatafor MEX,, ASIA, (WORLD),),
U.S. GDP, and China GDP are originally collected from the United Nations Com-
modity Trade Statistics Database (http://comtrade.un.org/) and the U.S. Census
Bureau (http://www.census.gov/foreign-trade/), China's Ministry of Commerce
(MOFCOM), the U.S. Department of Commerce, and China's National Bureau of
Statistics, respectively.

Estimations (A2) and (A3) show that the correlations between FDI inflows
to Chinaand U.S. imports of manufactured goods from China are very significant
(Seefigure A1, and the 2nd and 4th columnsin table A1). These correlations are
robust when a control variable, In(GDP,), capturing the macroeconomic impact is
included, as shown in the 3rd and 5th columnsin table A1.
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Figure A1
Correlation between FDI and U.S. Imports of Manufactured Goods from
China (1983-2006)
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Table A1
Correlation between FDI and U.S. Imports of Manufactured Goods from China
Manufacturing imports and Manufacturing imports and
Asian FDI All FDI
(A2) (A4) (A3) (A5)
C —4.730 —7.751 -4.976 —7.713
(=7.760)*** (-3.532)*** (=7.810)*** (—2.942)***
0.678
ln(ASIA,) (3672)**
0.695
In(WORLD,) (-3.000)***
0.847 0.790
In(GDP,) (1.526) (1.140)
)'§ 0.97 0.97 0.96 0.96

Note: Dependent variableisnatural logarithm of the values of U.S. imports of manufactured
goods from China In(MEX;); robust standard errors in parentheses; * significant at 10%; **
significant at 5%; *** significant at 1%.
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Appendix A3
Trade Similarity: A Closer Look

Figure A2
Trade Similarity (SITC 3) - to be continued
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Figure A2
Trade Similarity (SITC 3) - continued
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Sources: United Nations Commodity Trade Statistics Database and U.S. Census Bureau.
Note: SITC 3-digit denotes Standard Internationa Trade Classification at 3-digit level.
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Figure A3
Trade Similarity (SITC 1) - to be continued
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Trade Similarity (SITC 1) - continued
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Sources: Sameasfigure A2.

Note: SITC 1-digit denotes Standard International Trade Classification at 1-digit level. It
represents a higher data aggregation level compared to SITC 3-digit aggregation.
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Appendix A4
Correlation between FDI and Trade Similarity

We constructed pooled |east squares models specified as follow:

IN(7S;,) = Cs + as*IN(FDI;,) + €5, (A5)
|n(TS,-,,) = C(; + Otg*ln(FDI[y[) + WTO[ + &6it (A6)
IN(7S;) = C7 + a*IN(FDI; ) + WTO, + RMB: + €7,i. (A7)

where T;, denotes the trade similarity index. i = Japan, Korea, Taiwan, Hong
Kong, Singapore, Malaysia, Indonesia, Thailand, and Philippines. ¢ = 1983,
2006; FDI;, denotes the accumulative FDI from the corresponding origin econo-
mies; WTO, is adummy variable which is equal to 1 after 2001, which measures
the impact of China's entry into WTO; RMB, is another dummy variable which is
equal to 1 after 1994, which captures the effects of RMB depreciation in that year.

The datafor 7S;, is calculated based on trade data collected from the United
Nations Commodity Trade Statistics Database and the U.S. Census Bureau. The
datafor FDI;, is based on data collected from China's Ministry of Commerce.

Estimation (A5) shows that the correlations between FDI inflows to China
and trade similarity are very significant (see the 2nd and 3rd columns in tables
A2 and A3). These correlations are robust when two control variables, WTO, and
RMB,, capturing the macroeconomic impact are included, as shown in the 4th,
5th, 6th, and 7th columnsin tables A2 and A3.
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Table A2
Correlation between FDI and Trade Similarity (SITC 3-digit)
Model (A5) Model (A6) Model (A7)
Fixed Random Fixed Random Fixed Random
effect effect effect effect effect effect
c -1.135 -1.156 -1112 -1.247 -1.156
(-9.595)*** | (-13.226)*** | (-9.152)*** | (-9.946)*** | (—7.660)***
0.072 0.073 0.070 0.084 0.075
In(FDI;,) (A1L316)%* | (9.277y** | (Q040)** | (6.300)*** | (5.885)**
WO 0.010 0.020 0.011 0.020
d (0.267) (0.511) (0.279) (0.502)
-0.060 -0.027
RMB, (L1014 | (-0476)
R’ 0.70 0.40 0.70 0.40 0.70 0.40

Note: Dependent variable is natural logarithm of the trade similarity index In(7s;,); robust
standard errors in parentheses; * significant at 10%,; ** significant at 5%; *** significant at
1%.

Table A3
Correlation between FDI and Trade Similarity (SITC 1-digit)
Model (A5) Model (A6) Model (A7)
Fixed Random Fixed Random Fixed Random
effect effect effect effect effect effect
C —0.642 -0.560 -0.551 -0.603 -0.586
(-6.016)*** | (—9.340)*** |(—4.925)*** | (—7.303)*** | (-4.527)***
In(FDI,,) 0.067 0.058 0.057 0.063 0.061
bt (14.851)*** | (10.964)*** |(10.919)*** | (7.450)*** | (7.364)***
WTO 0.063 0.065 0.065 0.066
! (2.344)** (2.412)** (2.399)** (2.449)**
RMB, ’ -0.028 -0.023

(-0.755) (-0.609)
|
R’ 0.82 0.54 0.82 0.53 ‘ 0.82 0.53
Notes: Sameastable A2.
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