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I. Introduction

China’s long-awaited entrance into the World Trade Organization (WTO) in December 2001 marked a seminal moment for China, as well as for U.S.-China trade relations. After more than a decade, China had entered the world’s most important global trading regime as a full partner. For China, accession to the WTO promises substantial economic benefits: a vast influx of foreign direct investment, greater access to foreign technology and know-how, and improved access to others’ markets. For U.S. business, long a staunch supporter of a proactive China policy, China’s accession to the WTO marks the first apparent breakthrough in a long quest to realize the potential of the “China market.” 

Yet China faces significant obstacles in effectively implementing its WTO commitments. Chief among these are opening the economy to international competition while maintaining social stability, developing the legal and judicial systems, and overcoming bureaucratic resistance from highly-protected sectors of the Chinese economy. If these impediments are not overcome, China’s participation in the WTO may provide a surprising number of opportunities for conflict between China and the United States, in an arena that has traditionally served as one of the few cornerstones of the relationship. 

II. What does the WTO mean for China?

China is the world’s sixth largest economy and fourth largest trading power. It possesses foreign currency reserves in excess of $200 billion (second only to Japan), and is the world’s second largest recipient of foreign direct investment (after the United States). Accession to the WTO has the potential to bring even greater prosperity to China and further enhance its standing among the world’s economic powers. In addition, China’s participation in the WTO will likely strengthen the country’s judicial and legal systems as well as its efforts to protect the environment through the adoption of more stringent international standards. However, in order to realize the long-term benefits of WTO accession, China must manage several challenges: the threat of growing unemployment and social unrest, a corrupt and ineffectual legal system, and bureaucratic opposition.

Unemployment and Social Unrest

 The most obvious challenge, and that of greatest concern to China’s leadership, is that China’s participation in the WTO will exacerbate already significant numbers of rural and urban unemployed. Foreign competition and the ongoing effort to close down, merge and reform the state owned enterprises are expected to generate significant numbers of newly unemployed. Foreign competition in the agricultural sector, too, will contribute to millions of displaced farmers. 

There is no agreement among experts as to precisely how large the impact will be, although even official Chinese estimates are grim. The Ministry of Agriculture, for example, predicts that 20 million people will lose their jobs because of China’s WTO accession. Already estimates of current levels of unemployed range from 4% (official government statistic that includes only registered unemployed) to 10% by the State Council’s Development Research Center. The U.S. investment bank Salomon Smith Barney has predicted that over the next five years as many as 40 million jobs will be lost.  The China Daily predicts that while 8 million new jobs will be generated annually over the next five years, 12-13 million new workers will enter the labor force. Overall, the State Council’s Development Research Center expects unemployment to increase from 10% to 15% because of the WTO.    

Not surprisingly, Chinese leaders are alarmed by such statistics. Already beset by frequent large scale protests throughout rural China and much of the Northeast, they face the specter of even greater social unrest. At the same time, growing numbers of migrant workers, who already make up as much as 25%-33% of the population in some major cities, may come into increasing conflict with laid off SOE workers. While thus far migrant workers have integrated with relative ease into the burgeoning economies of the coastal provinces, there is likely to be growing competition and conflict between migrant and SOE workers competing for the same relatively low-skilled positions. At the very least, managing this process of growing unemployment and increasing social unrest will require the Chinese leadership to develop a corruption-free, workable social welfare program and pension system—no small challenge. 

The Legal System 

A second obstacle to effective implementation of China’s WTO commitments is the country’s still nascent efforts to develop the rule of law. China’s legal system is hampered by poorly trained lawyers and judges, a lack of transparency, and ill-defined laws and regulations. The government is moving rapidly to revise thousands of laws and regulations, offer these laws for public review, train judges and lawyers at home and abroad, and establish a specialized court system to hear foreign-related cases. (In Zhejiang, for example, there used to be to 11 intermediate and 88 grassroots courts that were eligible to adjudicate such cases, now only 2 intermediate courts possess that right). Even with such reforms, it will be difficult to rid the system of the corruption that pervades it; local officials will certainly resist giving up the power they derive from their ability to influence the judicial process.   

Bureaucratic Politics  

Finally, bureaucratic support for the implementation of WTO commitments remains mixed. Some sectors, such as those in light industry, are expected to prosper now that China has acceded to the WTO. Others, such as telecommunications, agriculture, and financial services require significant upgrading in technology and capacity to compete effectively with the international community. In the wake of China’s WTO accession, these long protected sectors are now attempting to establish standards that protect Chinese industry and effectively block foreign participation. The Ministry of Information Industries, for example, is setting standards for radiation from mobile phones that will freeze out EU competitors; the Ministry of Agriculture and Ministry of Public Health are establishing procedures that will likely prevent the development of an anticipated $1 billion in U.S. soybean sales to China; and the Ministry of Finance has established rules on branch capitalization that will sharply limit the opportunities for foreign banks to conduct business. Many Chinese economists and officials believe that such efforts only delay much-needed reform, perpetuate worst practices, and are detrimental to the long-term health of the Chinese economy. Overcoming these bureaucratic impediments, however, will likely require a forceful combination of international business, Chinese government, and foreign government pressure.  

III. What does the WTO mean for Sino-American Relations?

In discussing the U.S. trade relationship with China, U.S. Senator Max Baucus, Chairman of the Congressional-Executive Commission on China, recently observed, “Compliance [with WTO terms] is one of America’s top trade priorities. We are talking about changes that will impact us now, not at some indefinite time in the future. It must be at the top of our agenda…China is now our fourth largest trading partner…[and] the United States is China’s largest source of foreign investment outside of Hong Kong…we must have clear and understandable rules  governing these relationships, along with far greater access to China’s markets.”
 

 Given the importance U.S. policymakers place on China’s WTO implementation, the potential of China’s bureaucracies to circumvent the intent of their WTO commitments may have dramatic repercussions for the Sino-American relationship. Some friction has emerged already. In early July, for example, the hopes of U.S. soybean farmers to reach the expected $1billion in sales to China this coming year were dashed by the Ministry of Public Health, which announced that new rules requiring safety permits for genetically modified produce would take place immediately (although guidelines on how to follow the rules are not yet available). The rules grant the Ministry six months to approve a permit application. Just three months earlier, U.S. soybean farmers believed the matter had been resolved after top level intervention by President Bush with Chinese leaders. Moreover, three additional Chinese government agencies have now announced different sets of rules on genetically modified farm products that are largely viewed as a means of protecting Chinese farmers and raising money through regulatory fees.
 Such bureaucratic roadblocks are typical in all countries. However, the scope of additional such problems in areas ranging from telecommunications to financial services to car financing does little to assuage the fears of many in the United States that China is not going to adhere to the spirit of the WTO and that far less benefit will accrue to U.S. business than anticipated.

At the same time, the United States itself is threatening to disrupt the spirit of the WTO. During February 2002, the United States announced a farm bill that involved up to $130 billions of dollars of subsidies for U.S. crops and dairy production. President Bush declared, “It’s in our national security interests that we be able to feed ourselves. Thank goodness, we don’t have to rely on somebody else’s meat to make sure our people are healthy and well fed.”
 After the congress approved the farm bill and President Bush signed it on May 13, 2002, Vice Minister for Foreign Trade and Economic cooperation, Long Yongtu, criticized the U.S. move, “If they [the United States] help their farmers, why cannot we? We do not give enough. We will do all we can within the regulations allowed by the WTO.”

Later in spring 2002, President Bush also announced safeguards against foreign competition for the U.S. steel industry. The response from China, and the rest of the international community, was swift. In late May, China announced countervailing duties totaling $94 million on U.S. products such as soybean oil, which it will levy pending the outcome of the dispute settlement process in Geneva.
 In addition, China announced plans to enforce tariffs ranging from 7-26% on several types of steel products in retaliation to the U.S. move. The most immediate losers would be not the United States but rather Japan and South Korea, which together export about $4 billion in steel to China. 

Still, those managing the trade relationship with China—United States Trade Representative Robert Zoellick and Commerce Secretary Donald Evans—remain positive about the prospects for future trade. Both officials traveled to China during April 2002 with upbeat messages and strong words of encouragement for the continued development of U.S.-China trade relations and China’s market economy. As Secretary Evans stated, “It is clear to me that China is on an exciting path toward a market economy. During this visit, I have felt the energy and enthusiasm of the people of China, and I share their high hopes for a bright future, and for building even stronger ties between our two countries.”

IV. Conclusion

In both China and the United States, the importance of China’s accession to the WTO is appreciated most directly in the realm of economic change and trade relations. Yet other potential implications bear noting. Removing the state from the economy and social welfare system opens the door for private actors to fill societal needs and strengthen China’s nascent civil society. Establishing the rule of law rather than the rule of man also eliminates a crucial lever of political influence and control for local party and government officials and offers the potential for applications of the rule of law beyond the economy and into more sensitive areas such as human rights. Finally, the development of the market, a stronger entrepreneurial class, and higher standard of living may well contribute to growing popular demand for better education, a cleaner environment and the ability to participate more directly in the selection process for the country’s governing officials. Over the long term, therefore, China’s accession to the WTO may well mark a critical juncture not only for China’s economic prospects but also for the future of its political system. 
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