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The Issue

Economic reforms and rapid economic growth in the past twenty years have encouraged
increased imports of foreign agricultural products into China. While becoming a poten-
tial market for agri-food exporters, China has also grown into a major competitor in interna-
tional agri-food markets, particularly in Asia. As China is likely to join the World Trade
Organization (WTO) in the foreseeable future, an accurate account of Chinas agricultural
trade pattern is particularly relevant and timely. The issue of whether or not China’s agricul-
tural trade in the reform era has increasingly reflected its resource endowments is investigated
in this paper using Statistics Canada trade data. The advantage of using Statistics Canada trade
data is that Hong Kong export statistics are used to approximate China’s actual imports from
Hong Kong. This is done because official import data from China’s customs statistics don't
include agricultural products that enter China through unofficial channels, including exten-
sive re-exports to China from Hong Kong.

Implications and Conclusions

he analysis in this paper suggests that, even with strong government intervention in bulk
commodities such as grain and oilseeds, the trade liberalization measures adopted by
China since 1991 have pushed China’s agricultural trade to become more consistent with its
resource endowment, in exporting more labour-intensive agricultural products and importing
more land-intensive agricultural products. Implementation of Chinas WTO commitments
will likely further encourage Chinas agricultural trade to expand along comparative advantage

1The author thanks Yufen Duan for assistance in preparing figures used in this paper. Financial sup-
port from the University of Alberta’s Social Science Research Grant is gratefully acknowledged.
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lines. This being the case, bulk commaodity exporters might expect increased export market
opportunities in China in the future.

Background

China’s overall trade pattern in the reform era has become more consistent with its com-
parative advantage (Yeats, 1991; Lardy, 1994; Naughton, 1996). Has this happened in
agriculture? Evidence appears to be mixed. A number of agricultural economists have argued
that China’s agricultural trade in the reform era has increasingly reflected its resource endow-
ments, in exporting more labour-intensive agricultural products and importing more land-
intensive agricultural products (Huang, 1995; Wang, 1997; Huang et al., 2000). In contrast,
Carter (1999) finds little evidence of increased reliance on comparative advantage in China’s
agriculture in the reform era. Timing of the studies, as well as differences in data sources and
definitions regarding which commodities make up agricultural trade may contribute to the
conflicting findings. In addition, a common shortcoming of these studies is that unofficial
agricultural re-exports from Hong Kong to China have not been explicitly accounted for.
Hong Kong re-exports to China are products that are destined for China but cross the terri-
tory before reaching their destination. These products are often not included in China’s offi-
cial import statistics because importers tend to use unofficial methods such as underinvoicing
and misdeclaring to bring in the products (FAS, 1999; Carter, 1999). As a result, agricultural
import numbers derived from China’s customs statistics likely underestimate the actual agri-
cultural imports into China. For example, based on Hong Kong trade statistics, $1.74 billion
worth of agri-food was re-exported to China from Hong Kong in 1995, but Chinas customs
statistics reported only $99 million worth of agri-food imports from Hong Kong for the same
year (Wang, 1997). In other words, unofficial agri-food exports from Hong Kong to China in
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Figure 1 China’s agri-food imports from and exports to the world, 1980-97 (adjusted
for unofficial re-exports from Hong Kong)
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1995 alone could amount to $1.65 billion. To deal with the extent of such unofficial agricul-
tural re-exports to China from Hong Kong, Hong Kong export statistics are used to approxi-
mate China’s actual imports from Hong Kong in this research. Figure 1 presents Chinas agri-
cultural imports and exports over the period 1980 to 1997, adjusted for Hong Kong’s unoffi-
cial re-exports to China.

Factor Endowment Theory of Comparative Advantage

According to the standard factor endowment theory of comparative advantage, a country
tends to be a net exporter of goods which require relatively intensive use of its relatively
abundant factors of production, and a net importer of commodities which need relatively
intensive use of the country’s relatively scarce factors (Wong, 1997, pp. 91-95). As China is a
labour-abundant country with a relatively poor endowment of arable land, China is expected
to be a net exporter of labour-intensive products and a net importer of land-intensive com-
modities. To examine whether or not China’s agricultural trade has increasingly reflected its
resource endowments, it would be ideal to classify China’s agricultural trade data into broad
categories based on their actual factor intensity. Unfortunately, such information is often dif-
ficult to obtain.

Following Wang (1997), the study reported here aggregates the trade data in the four-digit
Standard International Trade Classification (SITC) level from Statistics Canada into bulk
commodities, processed intermediate goods, horticultural products and consumer-ready
goods. The classification is ad hoc in the sense that it is based on the product’s perceived fac-
tor intensity, its degree of processing, and its readiness for direct consumption. Bulk com-
modities are unpackaged products that are inexpensive to ship, including grains, oilseeds, and
plant-based fibres such as cotton, raw rubber, raw sugar, and nonmanufactured tobacco. Land
use accounts for a significant share of the production costs for bulk production compared with
the other commaodity groups. Processed intermediate products are goods derived from bulk
commodities that need further processing for human consumption. They include flour, feed,
live animals, animal fats/oils, and animal-based fibres such as wool. Horticultural products are
consumer-ready, unprocessed fresh commaodities such as fresh fruits, vegetables, and flowers.
Consumer-ready products are commaodities that have been significantly transformed with high
value added such as preserved vegetables, fish, fruits and nuts, fresh and frozen meats, eggs,
dairy products, processed meats, manufactured tobacco, and beverages. Bulk commodities are
considered to be relatively more land intensive, while consumer-ready processed products are
relatively more labour intensive. Processed intermediate commodities and horticultural prod-
ucts fall in between, though the former are judged to be more land intensive and the latter
more labour intensive.

Chinas exports and imports by these four categories from 1992 to 1996 are presented in
table 1 along with figures from Wang (1997) and Carter (1999). Their figures are based on
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China’s customs statistics but aggregated according to USDAs classifications. As 80 percent of
Hong Kong’s re-exports to China are consumer-ready and horticultural products, it is expect-
ed that the Statistics Canada-based import numbers of these two categories should be much
higher than those reported in both Wang and Carter. This is confirmed by the data.
Surprisingly, however, the total agricultural imports are less than those reported in both Wang
and Carter except for 1996. Specific sources of such discrepancies are unclear. Factors such as
different data sources, different data classification systems, and accounting for unofficial
imports from Hong Kong could be responsible for the observed discrepancies. A point is that
any finding regarding the pattern of China’s agricultural trade is contingent on which trade
data are used and whether or not unofficial imports from Hong Kong are dealt with.

Pattern of China’s Agricultural Trade

Figure 2 presents China’s agricultural trade balance from 1980 to 1997. On average, from
1980 to 1997, China was a net importer of bulk commaodities, a net exporter of con-
sumer-ready commodities, and a net exporter of horticultural products. China was a net
exporter of processed intermediate commaodities until 1993 and then became a net importer
afterwards. These results appear to support Wang’s obser vation that Chinas pattern of agri-
cultural trade is broadly consistent with its resource endowment, being a net importer of bulk
and processed intermediates and a net exporter of horticultural and consumer-ready processed
goods. These results are not surprising, as Carter (1999) observes that, even under central
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Figure 2 China’s trade balance in agri-food products by categories, 1980-1997
(adjusted for unofficial re-exports from Hong Kong)
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planning, the obviousness of comparative advantage was such that, in general terms, China’s
agricultural trade corresponded to basic principles of comparative advantage.

Two further observations can be made from figure 2. First, the pattern of China’s agricul-
tural trade crucially depends on the timelines. For example, as reported in Wang (1997), in
1995 and 1996, China was clearly a net importer of bulk and processed intermediates and a
net exporter of horticultural and consumer-ready processed goods. However, in 1993, China
was a net exporter of all four categories. In other words, studies based on the trade data from
different periods may well produce conflicting findings. Second, China has increasingly
become a net exporter of horticultural and consumer-ready products and a net importer of
bulk and processed intermediate commaodities since 1991. Though one may argue that nega-
tive trade balances in 1995 and 1996 for bulk commaodities may have been caused by Chinas
grain export embargo in 1995 (Carter, 1999), it is difficult to explain the negative trade bal-
ances for processed intermediate commaodities using the same analog. This lends some support
to the view that Chinas agricultural trade in the reform era has increasingly reflected its
resource endowments. Since 1991, China has been trying seriously to establish a trading sys-
tem that conforms to general international trade rules in order to join the WTO. The post-
1991 era is characterized as the third stage of trade reforms (for example, see Ying, 1996).
These efforts include the gradual commercialization of state trading, the phasing out of trade
subsidies, trade de-monopolization, tariff reduction, and the replacing of planned quotas with
a tariff-rate quota system. The results reported here appear to suggest that these trade-liberal-
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Figure 3 The structure of China’s agri-food exports, 1980-1997
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ization measures have pushed China’s agricultural trade to become more consistent with its
resource endowments.

The puzzle is that China’s net trade in bulk commodities has fluctuated widely from year
to year. For example, in 1993 and 1994, China actually became a modest net exporter of bulk
commodities. Yet, in 1995 and 1996, China recorded its two largest negative net trade figures
in bulk commodities. It is also likely that China has again become a modest net exporter of
bulk commodities since 1997. This is at odds with China’s resource endowments, as one would
expect China to be a consistent net importer of land-intensive bulk commodities. This errat-
ic trading nature in bulk commaodities likely reflects Chinads export expansion and food self-
sufficiency policies. It is interesting to note that the structure of Chinas agricultural exports
was relatively stable until 1991 (figure 3). Changes appear to have happened after 1991. The
proportion of bulk commaodities in China’s agricultural exports reached a peak in 1991 and
has declined since then. The large decrease in the proportion of bulk commodities in 1995 and
1996 may have been caused by Chinas grain export embargo in 1995 (Carter, 1999). It is
worth noting that the proportion of processed intermediate commaodities exhibited a down-
ward trend throughout the period. At the same time, the shares of consumer-ready and horti-
cultural products increased after 1991. These export patterns appear to be consistent with
China’s resource endowment.
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Figure 4 The structure of China’s agri-food imports by categories, 1980-1997
(adjusted for unofficial re-exports from Hong Kong)
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Contrary to Carter’s (1999) findings, which were based on a shorter time period, the
structure of China’s agri-food imports appears to have evolved during the 1980 to 1997 peri-
od (see figure 4). While there was a clear upward trend for processed intermediate commaodi-
ties, the import shares for horticultural and consumer-ready products were rather stable, and
the import share for bulk commaodities fluctuated widely and exhibited a declining trend. The
declining share of land-intensive products, such as bulk commodities, in total agri-food
imports is puzzling. One possible explanation could again lie with the government pursuit of
self-sufficiency in the grain sector. However, the rising share of processed intermediate com-
modities suggests that government pursuit of self-sufficiency in the grain sector may have
induced some substitution between bulk and processed intermediate commodities during the
1980 to 1997 period. This again suggests that China’s agricultural trade pattern has increas-
ingly reflected its resource endowments.

Conclusions

large percentage of Hong Kong’s agricultural exports enter China unofficially and are not

recorded in China’s customs statistics; therefore, Hong Kong export statistics are used to
approximate China’s actual imports from Hong Kong in order to account for these unofficial
re-exports. The analysis reported here suggests that between 1980 and 1997 China’s pattern of
agricultural trade was broadly consistent with its resource endowment; during those years, the
country was a net importer of bulk and processed intermediate commodities and a net
exporter of horticultural and consumer-ready processed goods. However, the adoption of
China’s export expansion and grain self-sufficiency policies may have caused trade patterns to
diverge from what might be expected from China’s resource endowment. Even with such
strong government intervention in bulk commodities, the trade liberalization measures adopt-
ed by China since 1991 appeared to have pushed Chinas agricultural trade to become more
consistent with its resource endowments.

Following Chinas bilateral WTO accession agreement with the United States on
November 15, 1999, China and the European Union (EU) reached a market access agreement
on May 19, 2000, removing the last remaining barrier to China's 14-year effort to join the
World Trade Organization (WTQO). Under the terms of these agreements, China has commit-
ted to substantial reduction in trade barriers (ERS, 2000). Implementation of Chinas WTO
commitments will likely push Chinas agricultural trade to expand further along comparative
advantage lines. For bulk commodity exporters, one might expect increased export market
opportunities in the future. The exact level and timing of Chinas import growth in bulk
commodities due to its entry to the WTO will depend crucially on Chinas desire and ability
to continue its grain self-sufficiency policies.

A final point is that the findings reported here are derived from Statistics Canada trade
data. Though Statistics Canada trade data have the advantage of accounting for unofficial
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imports from Hong Kong to China, it is unclear how comparable these particular trade data
are to other trade data, such as those compiled using Chinas customs statistics. This research
clearly demonstrates the need to reconcile discrepancies among different trade data before a
more reliable assessment of the pattern of China’s agricultural trade can be achieved. This, of
course, will be a formidable task for anyone to undertake.




=- Current Agriculture, Food & Resource Issues K. Chen

References

Carter, C. 1999. China’s agricultural trade: Patterns and prospects. In Chinas Role in World
Food Markets. Proceedings of WCCC-101, San Diego, CA, February 8-9.

Chen, K., L. Xu, and Y. Duan. 2000. Ex-post competitiveness of China’s export in agri-food
products. Agribusiness: An International Journal 16: 281-294.

ERS (Economic Research Service, USDA). 2000. Chinas WTO accession would boost U.S.
ag exports and farm income. Agricultural Outlook March: 11-16.

FAS (Foreign Agricultural Service, USDA). 1999. Hong Kong Re-exports of U.S. Consumer
Oriented Agricultural Products to China: 3rd Quarter 1998. GAIN Report #CH9606.
Washington, DC: FAS, USDA.

Huang, Y. 1995. Economic Reform and the Changing Pattern of Agricultural Trade in
China. Unpublished manuscript. Canberra: Australian National University.

Huang, J., C. Lai, S. Rozelle, and F. Tuan. 2000. Trade Liberalization and China’s Food
Economy in the 21st Century: Implications to China’s National Food Security.
Unpublished manuscript. Beijing: Center for Chinas Agricultural Policy, Chinese
Academy of Agricultural Science.

Lardy, N. R. 1994. China in the World Economy. Washington, DC: Institute for International
Economics.

Naughton, B. 1996. China’s emergence and prospects as a trading nation. Brookings Papers
on Economic Activity 2: 272-344.

Wang, Z. 1997. China’s agricultural trade in 1996: Commodity structure, geographical dis-
tribution, and its role in US and world agricultural trade. In International Agriculture
and Trade Report China: Situation and Outlook Series, WRS-97-3: 6-15.

Wong, K. 1997. International Trade in Goods and Factor Mobility. Cambridge, MA: MIT
Press.

World Trade Analyzer. 1999. Ottawa: International Trade Division, Statistics Canada.

Yeats, A. J. 1991. Chinas Foreign Trade and Comparative Advantage: Prospects, Problems, and
Policy Implications. World Bank Discussion Papers. Washington DC: The World Bank.

Ying, X. 1996. China’s trade policy reforms and their impact on industry. In China’s
Opening Door, by D. Wall, J. Boke, and X. Ying. London, UK: The Royal Institute of
International Affairs.




