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Abstract. One of the most impressive changes in the global economy in the past half-century has been
China’s high and sustained growth and its integration into the global economy. This phenomenal
change not only brings huge benefits to the Chinese people, but also exerts a tremendous influence
on the rest of the world. How large is China’s influence on the global economy? How are various
countries/regions affected differently? How are various industries in a country affected differently?
Answering these questions is not simple. In this paper, we review the recent literature that attempts
to answer these questions. The findings of the survey conducted in this study aim to provide a com-
plete picture of China’s global influence and to identify issues that require further analysis.

1. INTRODUCTION

China began its economic reform and adopted an open-door policy in 1979. This
development has brought two significant changes to China: (i) rapid growth and
development of the domestic economy; and (ii) graduate integration of the do-
mestic economy into the global economy. China’s GDP increased from approx-
imately US$201bn in 1979 to US$4864bn in 2013, with an average annual
growth rate of roughly 9.83%. China’s exports increased from US$30bn in
1979 to US$2033bn in 2013, with an average annual growth rate of approxi-
mately 13.18%. Moreover, imports increased from US$29bn in 1979 to US
$1696bn in 2013, with an average annual growth rate of roughly 12.71%." In
1979, China’s total trade ranked 32nd in the world. In 2014, China became
the largest trading country in goods trade and the second largest in goods and
services combined, after the United States.

To a large extent, China’s open-door policy resembles the switch from au-
tarky to free trade, as illustrated in standard international trade textbooks. Stan-
dard trade theories predict that China’s economic growth and trade expansion
bring both opportunities and challenges to the rest of the world. As for opportu-
nities, on the one hand, given that the rapid economic growth has made China
the second largest economy in the world, its huge market creates strong demands
for imports of both raw materials and intermediate goods for infrastructure
building and manufacturing production, as well as for imports of final goods
consumption. China has also become one of the most attractive places for for-
eign direct investments. On the other hand, China supplies a vast amount of
cheap manufacturing goods, which benefits consumers in the importing coun-
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tries as they can enjoy a wide variety and an extensive quantity of products at
low prices. Moreover, the integration of China into global production chains
helps enhance the efficiency of global production. As for challenges, countries
that share the comparative advantages of China might suffer from severe com-
petition in both domestic and third markets. Industries that are in competition
with China might shrink and some firms might even exit the market.

Although the integration of China into the global market may not offer any
new theory, its sheer size attracts people’s attention because of its potentially
huge influence on the rest of the world. This paper critically reviews the litera-
ture on the influence of China on the rest of the world with a focus on the chan-
nel of international trade. China has an abundant labour supply, rich resources,
high innovative capability, a vast domestic market and very unbalanced levels of
regional development. Moreover, it has a huge GDP but low per capita income.
Consequently, its trade exerts different effects on various countries and indus-
tries. We initially examine the effects on developed countries (Section 2), then
Asian countries (Section 3), then other developing countries (Section4) and,
finally, the world as a whole (Section 5).

2. DEVELOPED COUNTRIES

The effect of competition from low wage countries (LWC) on developed coun-
tries has been a hot topic in recent years. Among LWC, China stands out. In this
section, we first review the debate about the effect of China’s competition on the
labour markets in developed countries. We subsequently discuss the mechanisms
and evidence of trade-induced resource reallocation, productivity growth and
technological progress in developed countries. Finally, we evaluate the claim
of China exporting deflation.

2.1.  Labour market

How does trade affect income inequality in developed countries? This question is
old, but it has received renewed attention recently primarily because of China’s
deepening integration into the global economy. Researchers are particularly
interested in China’s effects on developed countries with regard to unemploy-
ment, the wage gap and labour participation. In this subsection, we initially
focus on the US market and then on other developed countries.

2.1.1. United States

In a widely cited paper based on data from 1990 to 2007, Autor et al. (2013a)
rate every US county for its manufacturers’ exposure to competition from
China. They determine that regions most exposed to China tend not only to lose
more manufacturing jobs, but also see an overall employment decline and
reduced rate of labour force participation. Regions with a higher exposure also
have a larger increase in the number of workers receiving unemployment insu-
rance, food stamps and disability payments. Specifically, Autor ez al. demonstrate
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that import competition explains one-quarter of the contemporanecous aggregate
decline in US manufacturing employment. However, they do not find any signi-
ficant effect on the wage gap. By contrast, based on a longer period (from 1979
to 2011), Bivens (2013) reveals that the United States has experienced rapidly
growing wage and income inequality, and that growing trade with China alone
is responsible for nearly one-sixth of the increase in income inequality.

A potential problem of Autor ef al. (2013a) and many other researchers in this
strand of literature is the control of technological changes in the United States.
The increased wage gap and unemployment of unskilled workers in the United
States could be instigated by technological changes and import competition
from LWC. An identification problem thus emerges. Autor et al. (2013a) have
endeavoured to include the ‘percentage of employment in routine occupations’
to alleviate this problem, but the problem is not fully resolved. They further ad-
dress the problem in their subsequent two working papers. Based on the same
county-level data, Autor et al. (2013b) reveal that competition from China tends
to be geographically concentrated while the influences of technological changes
are spreading among all regions. This observation can help solve the identifica-
tion problem, thus allowing them to untangle the effect of technological changes
to assess the influence of import competition from China (Autor et al., 2013c).
Their result indicates that import competition from China sharply increases
manufacturing unemployment, particularly among workers without college ed-
ucation. This result confirms their earlier finding in Autor et al. (2013a).

The finding obtained by Autor et al. (2013a) is drawn based on differential ef-
fects at the county level. In contrast, Pierce and Schott (2012) conduct their ana-
lysis based on differential effects at the industry level. They consider the fact that
the threat of reversion to higher import barriers was removed after the United
States granted permanent normal trade relations (PNTR) to China. Using a
difference-in-differences specification, Pierce and Schott demonstrate that indus-
tries with higher PNTR gaps experience larger employment declines, along with
disproportionate increases in US imports from China, the number of US firms
importing from China, the number of Chinese firms exporting to the United
States and the number of US—China importer—exporter pairs. Their baseline re-
gression indicates that the granting of PNTR reduces the employment growth of
the average industry by 3.4% after 1 year, and by 15.6% after 6 years. This con-
clusion is further confirmed by the fact that corresponding effects are not signif-
icant in Europe because no policy shock is observed in the same period. The
conclusion can also be confirmed from a different angle; that is, if Chinese ex-
ports to the United States reduce US employment, then the substitution effect
will suggest that employment in China should increase accordingly. This view
is verified by Ebenstein et al. (2011), who find industry-level evidence that
Chinese employment growth is negatively related with that in the United States.
In particular, employment growth in China has been largest in industries where
US employment declines, which is consistent with the hypothesis of substitution
between Chinese and US workers.

Interestingly, Autor et al. (2014) conclude that the employment effects are not
only heterogeneous among regions and industries with differentiated exposures
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to Chinese import competition, but also heterogencous at the worker level. They
report that import competition from China imposes heterogeneous labour ad-
justment costs for workers with different skill levels and conditions in the pre-
competition shock period. Specifically, high-wage workers can adjust better,
which results in lower earning losses. In addition, they are more capable of mov-
ing across employers and more likely to move out of manufacturing. By con-
trast, low-wage workers mostly stay in manufacturing and suffer increased
earning losses. This differential effect on workers is consistent with the finding
of Bivens (2013), who argues that low-skilled workers in the United States lose
from trade, whereas the gains from trade are concentrated among college-
educated, nonproduction and supervisory workers.>

Offshoring has become increasingly more important and more influential on
the labour markets. Ebenstein er al. (2015) indicate that US offshoring to
LWC is correlated with decreases in the wages of US workers, particularly those
performing routine tasks and those forced to switch from high-wage
manufacturing jobs to services. However, compared with the role played by
trade, offshoring to China plays a quantitatively less important role in
explaining wage declines in the United States.”

This strand of literature generally suggests that China’s influence on the US
labour market is very significant, as it affects different aspects of the labour mar-
ket (i.e. employment, wage and labour participation) and various types of la-
bour (skilled and unskilled).

2.1.2. Other developed countries

Although China’s influence on the US labour market receives disproportionally
more attention, some studies on other developed countries, mainly in Europe,
exist.

In contrast to the case of the US labour market for which research is based on
regional-level and industry-level data, many studies on European countries’ expe-
riences use plant-level data. Those studies generally demonstrate that competition
from China has an overall negative effect on plant-level employment. In a study on
12 European countries, Bloom et al. (2016) reveal that increasing trade with China
shifts employment from less technological advanced firms to more technological
advanced firms.* At the individual level, low-skilled workers are negatively af-
fected the most as they are forced into unemployment or directly leaving the labour

2 Trade’s effect on the labour market has been dominated by the analysis of commodity trade and its
effects on manufacturing workers. The paper by Liu and Trefler (2011) is an exception. Their empi-
rical results reveal that the rising service imports from China and India from 1996 to 2007 had in-
creased upwards occupational switching by 4% in the United States and downwards switching by
17%, boosted unemployment by 0.9%, and reduced occupational ‘stayers’ earnings by 2.3%.
 Most, if not all, studies support the proposition that import competition from China contributes to
the decline in employment in the United States. However, Scissors et al. (2012) argue that imports
from China, particularly in apparel, toy and sorting industries, have supported over half a million
jobs in the United States. These jobs are chiefly in the fields of construction, transportation, whole-
sale, retail and finance. They suggest looking at the job creation in service sectors that support in-
creased imports.

* Mion and Zhu (2013) conclude that offshoring to China by Belgian firms increases a small amount
of non-production workers’ employment in those firms.
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force, whereas skilled workers, including college-educated, professional and tech-
nical workers, are modestly (and negatively) affected or not significantly affected.
This pattern is also found by Utar (2014) for Denmark and Balsvik ez al. (2015) for
Norway. Utar (2014) finds similar unemployment pattern within Norwegian firms
that less educated workers are unemployed while college educated workers retain.
Balsvik ezal. (2015) point out that the degree of the effect of competition from
China on Norway’s labour market is not as large as that on the United States. In
particular, they contend that from 1996 to 2007, roughly 10% of the reduction in
Norway’s manufacturing employment is attributed to competition from China,
which is merely half of what Autor et al. (2013a) find in the United States.

Like in the United States, China’s effect on importing developed countries’
wages is less clear-cut. Balsvik et al. (2015) find no significant evidence of the wage
effect in Norway. Ashournia ef al. (2014) analyse the wage effect of import com-
petition from China using Danish firm-level data from 1997 to 2008. They reveal
that competition from China reduces the domestic demand faced by firms, partic-
ularly the demand for low-skilled intensive products, and, thus, affects wages.
Within job spells, their estimations demonstrate that roughly a 0.48% reduction
in wage corresponds to each 1% increase in China’s import penetration. By
contrast, Utar (2014) indicates that importers and producers of multi-fiber-
arrangement (MFA) goods in Denmark face increased competition from China
following the removal of quotas, and, thus, experience an increase in the wage of
skilled workers, including college-educated, professional and technical employees.

In contrast to most studies that report the significant effect of increased im-
ports from China on local labour markets, Dauth et al. (2014) analyse the
German case with industry-level data from 1988 to 2008 and contend that expo-
sure to competition from China in those labour-intensive sectors exerts negligi-
ble effects on employment. A plausible explanation is that imports from China
have replaced imports from other countries; hence, the China effect might cause
job losses in the competing countries rather than in Germany. However, this
case does not hold in the United States and many other countries in Europe.

In summary, the effects on the labour markets of other developed countries,
chiefly European countries, are similar to but quantitatively smaller than those
on the US labour market. The qualitative similarity is easy to understand as they
are all developed countries, which face more or less the same type of competition
from China. The difference in the degree of the effects could be a result of the
labour market difference between the United States and Europe, as extensively
documented in the labour economics literature.

2.2, Exporting deflation

The fact that China has massive production and supply of labour-intensive, low-
technology and low-priced manufacturing goods to the world market constitutes
a potential powerful deflationary force to the importing countries. This pheno-
menon is referred to as China exporting deflation. China’s export effect on world
prices is perhaps limited despite the fact that China is the largest exporter of
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goods and commodities. Therefore, individual countries or prices of individual
commodities have been emphasized. With regard to countries, most studies
focus on developed countries, such as the United States, Japan and those in
the EU. Regarding the types of products, researchers distinguish between the
changes in import prices, producer prices and consumer prices.

Kamin et al. (2006) demonstrate that import competition from China has a
modest effect on US import prices, reducing the overall US import price infla-
tion by approximately 0.8% per year from 1993 to 2002. China’s effects on 33
OECD nations are even smaller, lowering import price inflation by 0.10 to
0.25% on average per year. Broda and Weinstein (2010) point out some flaws
in the traditional import price index (IPI) and propose a unified methodology
to compute the IPI and consumer price index. The indices consider the introduc-
tion of new varieties of exports and quality adjustment. With their new measures
and using HS nine-digit trade data, Broda and Weinstein report that the explo-
sive growth of Chinese exports to Japan is accompanied by both the quality in-
crease in existing export products and newly introduced export varieties. Thus,
although imports from China have grown rapidly, they have not generated a sig-
nificant effect on the aggregate prices in Japan. The new export varieties do have
a significant effect on prices, but the effect is relatively small. The IPI adjusted
for new varieties only increases 0.5% per year, which is slower than the unad-
justed IPL.

With regard to producer prices, Kamin et al. (2006) find no significant effect
on US producer prices. In contrast, using more refined data, including 325
manufacturing industries from 1997 to 2006, Auer and Fischer (2010) reveal that
a 1% increase in the share of LWC in a sector of the US market will decrease the
sector’s producer price by 2.35%. Moreover, competition from China has a
slightly stronger impact on the US producer prices than competition from other
LWC. Similar effects are reported by Auer et al. (2013) using the data of Euro-
pean countries. They analyse the pressure of competition from China and other
LWC (India, Malaysia, Mexico, Philippines and Thailand) on producer prices in
European markets (Germany, France, Italy, Sweden and the UK). Their instru-
mental variable regression results indicate that a 1% increase in Chinese ex-
porters’ share of the market will reduce the producer prices by 3.8 to 6.8%,
which is higher than the average effect of LWC (3.2 to 4.8%).

For consumer prices, Kamin et al. (2006) demonstrate that the effect of im-
ports from China on the US consumer price is relatively small (roughly 0.1%
or less). Using their new measures, Broda and Weinstein (2010) determine the
effect on Japanese consumer prices to be insignificant. However, when exploring
the composition of US imports from China, Broda and Romalis (2008) obtain
different results. They match detailed US trade data with household consump-
tion data between 1994 and 2005 to investigate the distributional effects of im-
ports from China on the prices of non-durable consumption goods consumed
by different income groups in the United States. Chinese imports chiefly concen-
trate on low-quality, low-price non-durable consumption goods that are heavily
consumed by poor people in the United States; hence, imports from China are
more likely to help reduce the average price of consumption of the poor. Their
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empirical findings confirm that imports from China reduce the relative price in-
dex of the poor by approximately 0.3% per year, accounting for one-third of the
relative price drop of the poor. This effect can also offset roughly 30% of the
increased income inequality in the United States.

Bugamelli ef al. (2010) focus on a different aspect of price changes. They use
Italy’s manufacturing firms’ data over 1990 to 2006 to examine the pro-
competitive effect of imports from China on Italy’s price dynamics. Their results
indicate that a 10% increase in the Chinese share in imports will decrease the
price dynamics by 0.30 to 0.35%, whereas the same increase in overall imports
will only decrease the price dynamics by 0.06%. The price change is larger in less
technological sectors and smaller firms.

In summary, the general price reduction effect from China’s competition is
low. Thus, the claim that China exports deflation is supported. Nonetheless,
some evidence shows that China’s export growth significantly lowers the prices
of certain products in several importing countries. Potential measurement errors
are included in the calculated prices, and robust and accurate results are difficult
to obtain.

2.3.  Resource reallocation and productivity

The idea that international trade induces resource reallocation is old. However,
the understanding about reallocations varies at different stages of the literature.
Traditional trade theories deal with resource reallocation across industries
(Ricardian theory and Heckscher—Ohlin theory). The most recent trade theories
focus on resource reallocation across firms within the same industry (Melitz,
2003; Bernard et al., 2006) and even across products within the same firm
(Bernard et al., 2010, 2011). These trade-induced resource reallocations have
strong implications for productivity and technology progress. In this subsection,
we review the set of empirical studies related to China’s trade and its effects on
resource reallocation.

Bernard et al. (2006) investigate trade-induced resource reallocation in the
United States from 1977 to 1997. They document the fact that when facing high
exposure to competition from LWC, including China, plants are more likely to
switch to industries with lower exposure and, thus, will shift resources from most
labour-intensive to capital-intensive industries. Given the trade-induced re-
source reallocation, Ebenstein et al. (2011) point out that the role of trade from
China in explaining the productivity increase of the United States has been
underestimated. The increase in Chinese industry employment is determined to
be highly correlated with unit labour cost decline and productivity growth in
the United States, indicating the role of China’s trade in the productivity growth
of the United States. The increase in routine occupations and the decrease in the
manager-to-worker ratio in China are all negatively correlated with those in the
United States. These results are obtained from industry-level data.’

5 This negative correlation could be an outcome of increased bilateral trade or increased offshoring
activities.
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Competition from China has heterogeneous effects on firms’ likelihood to sur-
vive, grow and achieve technological progress, which, in turn, induces substan-
tial resource reallocation across firms within industries and significantly affects
skill upgrading and technological progress across firms. Bernard et al. (2006)
conclude that plant growth and survival rates suffer from the competition of
LWC, including China. In industries with high exposure to competition,
capital-intensive or skill-intensive plants have relatively higher plant growth
and survival rates than low skill-intensive plants. Similarly, Bloom et al.
(2016) provide evidence that Chinese import competition decreases the surviving
probability and employment in low-technology firms, whereas high-technology
firms are somewhat ‘shielded’ from the competition effect. Martin and Mejean
(2014) suggest that cross-firm resource reallocation also occurs in third markets.
They demonstrate that demand for French exports in third markets is shifted
from low-quality French exporting firms to high-quality firms. Consequently,
the average quality of French exports increased by 10 to 15% from 1995 to
2005. The quality of French exports improves the most in markets where quotas
on Chinese imports had been removed after 2002, and thus, where competition
from China has increased the most. Mion and Zhu (2013) use Belgian firm-level
data from 1996 to 2007 to investigate firm responses to competition from differ-
ent countries. They reveal that firm survival rate is not significantly affected by
import competition from China, firm employment is negatively affected, but
skill upgrading in low-technology manufacturing industries is positively
affected.

Recent studies also stress within-firm resource reallocation. Bernard et al.
(2006) indicate that firms will adjust their product mix in response to import
competition. Utar (2014) confirms this adjustment and reveals that firms change
their product mix by focusing away from products in which China has higher
comparative advantage. Bloom ef al. (2016) contend that firms will innovate
more when facing competition from China. They use 12 European countries’
firm-level data matched with patent data and take the quota removal by China’s
accession to the WTO as an instrumental variable in their empirical analysis.
Their results indicate that competition from China can explain approximately
15% of European technology upgrading over 2000 to 2007. They further explain
that this upgrading occurs through two channels, namely, within firms and
across firms, which together account for roughly half of the total effect. Chinese
import competition increases absolute innovation (more patents, higher IT in-
tensity and higher TFP) within surviving firms, particularly in their output mar-
kets. However, imports from developed countries do not have a significant effect
on innovation.

Competition from China will also compel firms in low-technology
manufacturing industries to hire more non-production and highly educated
workers. In this regard, Mion and Zhu (2013) conclude that import competition
from China accounts for 27 and 48% of the total observed increase in the share
of non-production workers and that of highly educated workers, respectively, in
Belgium’s low-technology manufacturing sector. Moreover, competition might
drive firms to adopt different organizational forms. Utar (2014) asserts that
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the skill intensity of base-level occupations in Danish firms has increased, indi-
cating a flattening firm organization. Competition from China also forces firms
to adapt to more flexible and skill-oriented organizational forms because of the
distributional effects.

All studies indicate that China’s competition results in resource reallocations
between industries and between firms in the importing countries. The latter type
of resource reallocation (i.e. firm-level responses) is consistent with the general
finding in the recent trade literature. For example, Bloom et al. (2016) point
out that within incumbent firms, productivity growth typically accounts for at
least as much as these between-firm reallocation effects. Trade will induce firms
to hire more skilled and more educated workers, to innovate more, and to em-
ploy production processes with higher technology and productivity, as well as
to adopt flatter organizational forms to increase productivity and quality.

3. ASIAN COUNTRIES/ECONOMIES

China’s effects on its neighbouring Asian economies could be very different
from those on the others for several reasons. First, Asian economies have geo-
graphical proximity to China, and some even share similar cultural, language
or common borders with China. Second, in recent years, China and other Asian
economies have increasingly integrated with each other into the regional and
global production networks.® Third, China has comparative advantages in
low-technology and labour-intensive products, but it has increased exports of
middle-technology and high-technology products. Fourth, China has been the
‘world processing factory’, which implies a huge demand for imports of interme-
diate inputs and massive exports of final products. Fifth, different Asian econo-
mies are at different stages of economic development and, thus, compete with
China at various levels.

Studies principally focus on the following two questions. First, what are the
overall effects of China on exports and imports of other Asian economies, at
both bilateral and regional levels? Second, what are the differential effects of
China on other Asian economies at different development levels, such as India,
newly industrialized economies (NIEs)’ and Association of Southeast Asian Na-
tions (ASEAN).® Researchers have adopted different approaches and used var-
ious data sets to conduct their analyses. The basic methods can be classified into
the following three groups:

1. Measure. Research using this approach attempts to measure the different fea-
tures of trade in comparing China and other Asian economies with regard to
their competitiveness and complementarity. The most direct and simple mea-
sure is ‘relative market share dynamics’. Another important measure is

® He and Liao (2012) find that the Asian countries sustain a relatively strong independent business
cycle among themselves. Outputs of Asian countries are less synchronized with global factors than
those industrialized economies.

" NIEs include Korea, Singapore, Hong Kong and Taiwan.

8 ASEAN includes Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, the
Philippines, Singapore, Thailand and Vietnam (http://www.asean.org).
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‘export structure similarity’. Revealed comparative advantage (RCA) is also
commonly used. These measures provide only rough evidence and certain
types of correlations, but not causality. Moreover, quantitative importance
cannot be assessed using this approach.

2. Computational General Equilibrium (CGE) Model. Most CGE models in this
literature are derived from the Global Trade Analysis Project (GTAP). To
provide quantitative outcomes from a general equilibrium perspective, re-
searchers conduct simulations based on different versions of GTAP with var-
ious data sets and slightly modified assumptions. This approach can be used
in performing counterfactual analysis and in forecasting. However, strong as-
sumptions are often required. Different methods for calibrating the models
also matter for the results.

3. Regression. Regressions, particularly those based on gravity models, consti-
tute the main body of this line of literature. Using more detailed data and
with instrumental variables, this approach works better in establishing the
causality of China’s effects on other Asian economies.

In this section, we discuss the literature on China’s effects on Asian economies
according to the aforementioned three different approaches.

3.1. Measures approach

Using a variety of measures, researchers reveal that the potential threat of China
is not as large as its surge in exports might suggest (Fernald et «l., 2003; Lall and
Albaladejo, 2004; Shafaeddin, 2004; Li and Song, 2005). Two major explana-
tions have been proposed.

The first explanation emphasizes the importance of increasing demand by
China for exports of other Asian economies. Lall and Albaladejo (2004) report
that China has provided exporting opportunities for Asian economies in the
1990s as its import growth outpaces export growth. Shafaeddin (2004) demon-
strates that NIEs face severe competition from China, but also benefit from in-
creased demand for parts and components from China, which is sufficiently
large to offset China’s negative effects in the short and medium run. Li and Song
(2005) conclude that although China exerts great pressure on other East Asia
economies, it also provides huge exporting opportunities for them. More indus-
trialized economies, such as Japan, Korea and Taiwan, benefit more from in-
creased import demand from China than less developed ASEAN economies do.

The second explanation states that competition from China is primarily
concentrated on low-technology or labour-intensive sectors in Japan, NIEs
and ASEAN (Fernald et al., 2003; Schott, 2004; Shafaeddin, 2004; Li and
Song, 2005; Qureshi and Wan, 2008). However, such competition is partially
the outcome of the industrial development strategies of more advanced eco-
nomies, which intentionally shift the process or production of those industries
to China while keeping other core processes and industries in their own eco-
nomies. Thus, competition does not have large negative effects on the welfare
of those economies.
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Although the overall negative effects are small according to this set of studies,
the distributional effects substantially vary across products, industries and coun-
tries within the region.

At the country level, Qureshi and Wan (2008) calculate the coefficient of com-
petition and coefficient of conformity at Standard International Trade Classifi-
cation (SITC) three-digit and four-digit level for exports to capture the
similarity in the export structure of two countries, which are used to represent
the potential competition. They also calculate the trade complementarity index
to capture the potential complementarity between two countries, which can be
used in assessing the potential for expanding trade between these countries.
Their measures based on data from 1995 to 2005 suggest that with regard to
bilateral trade, competition between China and Japan, Korea, Hong Kong,
Malaysia, India, Indonesia, Thailand and Vietnam is relatively severe. However,
China has high trade complementarity with Korea, Singapore, Malaysia,
Thailand and India. In third markets, China is chiefly competing with India,
Hong Kong, Korea, Malaysia and Thailand. Using market share as a measure,
Fernald et al. (2003) conclude that the ‘New Tigers’ (i.e. Indonesia, Malaysia,
Philippines and Thailand) experience low market share gains. Shafaeddin
(2004) argues that South Asian economies face competition from China in
labour-intensive manufacturing goods but receive no increased demand from
China for their exports.

At the product or industry level, competition from China principally focuses
on low-technology products. The potential threat in middle-technology products
is increasing, but China is complementary to other Asian economies in high-
technology products (Fernald er al., 2003). However, in third markets,
Shafaeddin (2004) indicates that NIEs and ASEAN also face competition from
China in capital goods, and Qureshi and Wan (2008) suggest that competition is
chiefly concentrated in particular industries, such as clothing, electronic, tele-
communication and electronic equipment, and statistical and office machinery.
Humphrey and Schmitz (2006) investigate more detailed cross-industry distribu-
tional effects. They conclude that Central Asia benefits from increased demand
by China for energy, but energy importing economies are hurt because of the in-
crease in price. For final manufacturing goods, no clear evidence shows that
China has displaced other Asian economies because the exports of most of these
economies have also increased since the 1990s. The exceptions are Japan, Korea
and Taiwan, but they should not blame competition from China because their
export decline is a consequence of their industry development strategies men-
tioned previously. Humphrey and Schmitz (2006) also express concern that with
the development of China, with the transition from assembly to more high-
technology production, the complementarity between China and the more
advanced economies in Asia might be replaced by competition in the future.

Gaulier et al. (2007) point out that the vertical integration among Asian econ-
omies is important for understanding the role of China. The export growth of
China from 1993 to 2003 is heavily related to its import growth and has in-
creased intra-Asia trade. However, the effect of China’s export growth is small,
and Asia continues to depend on western markets for final goods trade.
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3.2.  Computational general equilibrium approach

The major objective of using the CGE approach is to quantify the effect of the
rise of China on other Asian economies. Researchers use different versions of
the GTAP model in performing their analyses.

Several studies conclude that the welfare of most Asian economies, particu-
larly the more advanced ones, slightly benefits from China’s integration into
the world market, whereas some developing countries suffer different degrees
of losses. In Ianchovichina and Walmsley (2005) simulations, Japan and most
NIEs, except Singapore, benefit from China’s entry to the WTO. The welfare
gains range from US$86m for Hong Kong to US$1535m for Taiwan. These
economies’ rates of returns to capital and terms of trade improve because of
the increased exports of high-technology and capital-intensive products to China
and increased imports of cheap labour-intensive products from China. The im-
provement in returns to capital ranges from 0.08 to 0.33%, and that in terms
of trade from 0.03 to 0.38%. In the IMF (2004) simulations, the predicted cumu-
lative improvement in the welfare of NIEs by 2020 is 0.2% on average, and im-
provement in terms of trade is 0.5% if China’s productivity, employment and
physical capital are assumed to increase more compared with the case in which
China’s output share in the world remains fixed at the 2002 level. Both the ex-
ports and imports of NIEs benefit from the rapid growth of China, increasing
by 2.2 and 2.9%, respectively. By contrast, South Asia faces severe competition
from China. The welfare of those countries decreases by 0.2% and output de-
creases by 0.5%. These countries do not significantly benefit from the increased
demand for their exports by China or the increased supply of cheap labour-
intensive products from China because their exports only increase by 0.1%, their
imports decrease by 2.3%, and terms of trade deteriorate by 1.0%.

At the industry level, competition from China commonly occurs in labour-
intensive industries, such as textiles, clothing and apparel (IMF, 2004; Ghosh
and Rao, 2010), and competition in these industries is pervasive across all Asian
economies regardless of development stage. Developing economies in Asia si-
multaneously face competition from China in some capital-intensive industries,
such as automobiles (Ianchovichina and Walmsley, 2005). In particular, accord-
ing to the IMF (2004) simulations, the effects of China’s rapid growth on labour-
intensive manufacturing outputs are —3.2% for NIEs, —6.6% for ASEAN and
—0.9% for other South Asian countries. For textiles and clothing outputs, the ef-
fects are —11.9% for NIEs, —12.0% for ASEAN and —8.0% for other South
Asian countries. In a more refined GTAP model simulation, Ianchovichina
and Walmsley (2005) reveal that in the textile industry, Japan and NIEs, except
Singapore, benefit, with the benefit ranging from US$339m for Hong Kong to
US$5090m for Taiwan. In the apparel industry, Japan benefits by approxi-
mately US$865m, but NIEs suffer losses, ranging from US$89m for Singapore
to US$2940m for Hong Kong. Developing countries in South-East Asia, includ-
ing Indonesia, Vietnam, Malaysia, Philippines, and Thailand, all suffer losses in
textile output (US$61m to US$970m) and apparel output (US$768m to US
$1337m). However, according to calibration and simulations in Ghosh and
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Rao (2010), in which the removal of trade barriers in textile and apparel indus-
tries has been considered along with China’s entry to the WTO, Asian countries
have large gains from textiles and apparel. They also single out India in their
study and reveal that in textiles, India gains 19.0, 9.9 and 7.5% in exports, im-
ports and value added, respectively, whereas the rest of Asia gains 41.5, 21.9
and 19.3%, respectively. For apparel, India gains 37.3, 8.2 and 31.5% in exports,
imports and value added, respectively, whereas the rest of Asia gains 59.7, 10.0
and 18.3%, respectively. These high gains are achieved partially by the promo-
tion of bilateral trade within Asia.

Asian economies also face competition from China in some skill-intensive and
capital-intensive industries, such as automobiles. According to the IMF (2004),
the skill-intensive manufacturing outputs of Asian economies are slightly and
negatively affected by the rapid economic growth of China. Specifically, the ef-
fects are —0.7% for the NIEs, —0.6% for ASEAN countries and —0.1% for other
South Asian countries. Ianchovichina and Walmsley (2005) report that Japan
and NIEs suffer losses in their automobile outputs because of China’s entry to
the WTO. China’s entry has also decreased the automobile output of Singapore
down to US$223m and that of Japan to US$6130m. Other East Asian develo-
ping countries, such as Indonesia, Vietnam, Malaysia, the Philippines and
Thailand, also suffer small losses in their automobile outputs, ranging from
US$2m to US$178m.

3.3, Regression approach

Regression analysis requires more data and more rigorous techniques. In some
cases, the identified problems must be addressed as soon as possible.

Using data from 1981 to 2001, Fernald ef al. (2003) conclude that China’s ex-
ports are positively correlated with those of other emerging Asian economies
and that little evidence shows that China’s exports are ‘crowding out’ those of
other emerging economies. During this period, the exports of China and other
emerging Asian economies all heavily rely on the demand conditions of their
major trading partners, such as the United States, the EU and Japan. However,
by employing gravity models, Eichengreen et al. (2007) find that Chinese exports
have an insignificant effect on those of other Asian countries. To further under-
stand the role of China’s growth, Eichengreen et al. distinguish the effect of the
increased imports demand in China on the country’s export surge. They also
disaggregate commodities into consumer, capital and intermediate goods. Their
regression results indicate that China’s exports (chiefly consumption goods) tend
to crowd out those of other Asian economies, particularly the third countries,
between 1990 and 2003. Based on these findings, they suggest that those deve-
loping countries that mainly export consumption goods are more severely and
negatively affected by China’s exports compared with the more developed Asian
economies that primarily export capital and/or intermediate goods. However,
using a gravity model with data from 1990 to 2003, Greenaway et al. (2008) ob-
serve a crowding-out effect of China on the average imports of Asian economies,
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which contradicts the findings of Eichengreen er al. (2007). These contrasting
conclusions may be attributed to the different methodologies that have been
adopted in these two studies. For instance, in contrast to Eichengreen et al.
(2007), Greenaway et al. (2008) exclude year dummies in their pooled estima-
tion. Greenaway et al. (2008) also divide Asian economies into low-income,
middle-income and high-income groups and run their regressions with each
group sample. They reveal that China’s exports significantly affect those of
high-income Asian economies (e.g. Japan, Korea, and Singapore), but insignif-
icantly affect those of low-income and middle-income Asian economies. The
crowding-out effects are significantly higher when Hong Kong’s exports are con-
sidered, thereby confirming the important role of Hong Kong as a re-exporter
for China. This conclusion contradicts the inference of Eichengreen et al.
(2007) that less advanced countries are more severely affected by China because
their exports are principally concentrated on consumption goods. However,
when the year dummies problem is put aside, the findings of Greenaway et al.
(2008) may be preferable because they provide direct evidence rather than infe-
rence. Moreover, their results can be explained by the observation that China’s
competition with more advanced economies is largely caused by the shift of
relinquishing industries from those economies to China. This phenomenon has
also been observed by other studies that have used the two abovementioned ap-
proaches. For instance, by analysing the export growth rate in third markets,
Fernald et al. (2003) demonstrate that although the increased imports demand
in China for capital and intermediate goods has benefited the more advanced
Asian economies, China also crowds out these economies, especially NIEs, in
several industries, such as footwear, apparel and household products.

Most studies view China as a competitor when examining its effects on other
countries. These studies chiefly focus on horizontal specializations in trade in
which countries produce and trade final goods yet ignore the increasingly impor-
tant vertical integration of China into global production networks, which is
complementary to the production processes of various countries. By contrast,
Athukorala (2009) treats China as part of the global or Asian production value
chain to fill the research gap. Athukorala uses disaggregate SITC five-digit trade
data covering the years 1995 to 2005 and then divides these data into parts, com-
ponents and final goods. The regression results indicate that the crowding-out
effect of China is vastly exaggerated and that no evidence can prove that the
competition from China induces proportionate losses for other Asian developing
countries. In fact, China’s vertical integration into the production networks as
an assembly centre is complementary to other East Asian economies’ production
of parts and components. China’s expansion in the export of labour-intensive
manufacturing goods is principally limited to NIEs. The rise of these industries
in China is largely at the expense of NIEs that strategically shift some low-skill
or low-value-added labour-intensive industries into China to focus more on
capital-intensive and high value-added industries.

Using a structural VAR model, Abeysinghe and Ding (2003) reveal that
China has a significant positive effect on the GDP growth of its neighbouring
economies and that such an effect is already significant before China has entered
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the WTO. China’s entry into the organization has only reinforced and magnified
such a positive effect.

In contrast to the other studies, Coleman (2007) focuses on China’s effect on
the other countries’ prices. The author builds a model to explain such an effect
and empirically examines how the emergence of China affects the neighbouring
economies’ prices and other fundamentals. The sample covers 1970 to 2003 data
from Japan, Korea, Singapore, Taiwan, Hong Kong, India, Malaysia, Indone-
sia, Thailand, Philippines and Australia. Coleman reports that the price in-
creases that are induced by China’s exports tend to fall. The surrounding
economies and regions, regardless of their development stages, generally tend
to shift their employment away from manufacturing goods industries because
of the large increase in the world export share of China for production services.
These empirical results also confirm the model’s prediction that the elasticity of
a country’s real GDP on the world prices for Chinese exports is monotonically
related to China’s wage share in the production of these goods.

Given that different approaches have been used to investigate the effects of
China on other Asian economies, various conclusions on the aspects of such ef-
fects have been generated. The aggregate effect of China on the welfare of other
Asian economies is positive yet quantitatively limited (i.e. the effect of China on
output is either modestly positive or negative). Intraregional trade is mainly
augemented because of the increased trade of intermediate goods that is induced
by China’s integration into the Asian and global production network. Overall,
the Asian trade, particularly in final goods, is still driven by the demand from
the US and Europe.

At the individual country level, more advanced economies, such as Japan and
NIEs, benefit from China’s increased import demand, thereby offsetting some
negative effects of the country. South Asian economies are negatively affected
by China’s growth and competition in third markets. Despite facing strong
challenges from China in the textile and clothing sectors, the other Asian eco-
nomies are both positively and negatively affected by China’s economic growth.

4.  OTHER DEVELOPING COUNTRIES

China’s integration into the world may have various effects on each developing
country. On the one hand, the increasing demand of China for raw materials
and intermediate inputs can foster the production and exports of developing
countries that have comparative advantages in producing these goods. The ex-
ports of cheap manufacturing goods by China can also benefit consumers from
developing countries. On the other hand, the comparative advantages and
exporting structures of China are overlapping with those of many developing
countries. Therefore, the explosive growth in Chinese trade also poses a
challenge for developing countries. For example, the increasing imports of cheap
manufacturing goods from China have threatened the domestic production of
some developing countries and have ‘squeezed’ out their exports in third mar-
kets. These concerns are particularly acute for countries that have devoted most
of their resources to developing textile and cloth export structures under the
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protection of the MFA quota system. Given that this system has now been re-
moved, these countries are faced with increased direct competition from China
(Jenkins, 2008b). Along with the increased demand for raw materials from China,
such a competition may also induce the ‘deindustrialization’ or ‘primarization’ of
the production and exports of developing countries and then hinder these coun-
tries from upgrading the quality of their manufacturing goods (Jenkins and
Barbosa, 2012). Each developing country will be affected differently depending
on its economic positions in the world market relative to China.

Hanson and Robertson (2008) further investigate this issue using a gravity
model to decompose trade into three components that capture the exporting
countries’ supply conditions, importing countries’ demand conditions and bilat-
eral trade costs. Using these measures, they examine how China’s export growth
affects 10 developing countries that specialize in manufacturing goods.” China’s
export growth only has a modest negative effect on the exports of these countries
between 1995 and 2006. Therefore, even if China’s export supply conditions re-
main unchanged from 1995 to 2005, the demand for exports from these 10 coun-
tries will only increase between 0.8 and 1.6%.

However, Jenkins (2008b) argues that most traditional indices only measure
the competition between China and other developing countries according to
the similarity of their export structures. Given that Chinese exports are more
diversified and significantly larger than those of other developing countries, these
indices will generate biases, thereby underestimating the competition effect from
China. Therefore, in addition to traditional measures such as RCA, coefficient of
conformity and index of trade competition, Jenkins proposes two new indices for
solving the measurement problem. The basic idea of Jenkins is to calculate a
country’s export share of those products that are primarily exported by China.
The RCA and growth rate of exports are used to identify the products in which
China has global competitiveness. Products with RCA > 1 are considered statically
competitive, whereas those products whose export growth exceeds the world trade
growth are considered dynamic or potential global ‘threats’. These measures, which
are calculated using the export data of China and of 18 developing countries in Asia,
Africa and Latin America, show that the competition from China between 1996 and
2002 tends to be higher than what had been indicated by previous researches.

China’s effects are not homogenous. Thus, we investigate the effects of China
on different groups of countries and regions. The first of these groups consists of
the Latin American and Caribbean (LAC) countries, among which special at-
tention will be paid to Mexico and Brazil. The second group comprises the Af-
rican countries.

4.1. Latin American and Caribbean countries

Previous studies conclude that the trade structures between China and most
LAC countries, except Mexico, have remained dissimilar until 2005. The

° These 10 developing countries are Hungary, Malaysia, Mexico, Pakistan, Philippines, Poland, Ro-
mania, Sri Lanka, Thailand and Turkey.
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major export products of LAC countries do not overlap with those of China;
thus, the majority of the LAC countries (including Argentina, Brazil, Chile,
Colombia, Peru and Venezuela) are not severely affected by China. Lall
et al. (2005) use trade data from 1990 to 2002 and reveal that the trade struc-
tures of LAC countries are largely complementary instead of competitive
with that of China. Therefore, some LAC countries have benefited from trad-
ing with China, particularly in primary and resource-based products, such as
soybeans, soy oil, wood, iron ore and steel. This finding is also confirmed by
Qureshi and Wan (2008). However, these benefits are quantitatively small
(Lall et al., 2005).

Interestingly, recent studies have mostly suggested that China poses a threat
more than an opportunity to LAC countries.

Jenkins (2008a) argues that the traditional measures for competitiveness are
inadequate to capture the competition from China. Jenkins proposes a new
index that explicitly combines the extent of the threat and intensity of such
competition to measure the competitive threat from China. Applying this
new index to data from 1996 to 2006, Jenkins indicates that Latin America’s
exports to the US market have been losing their market share to Chinese
exports since 2001, particularly in manufacturing goods. This trend of the loss
seems to increase over time. Freund and Ozden (2009) also demonstrate that
Chinese export growth has a negative effect on the LAC countries’ exports
to third countries. For an average product with a Chinese market share of
10% and export growth of 20%, the LAC export growth will be reduced by
0.6%. Some evidence shows that larger imports from China can also decrease
the average exports prices of LAC countries. In particular, a 10% decline in
the export prices from China results in a 0.4% price decline in the export prices
from LAC countries. Hanson and Robertson (2009) reveal that the increased
export—supply capacity of China and the decreased import—-demand condition
in the United States have contributed to a slowdown in the growth of the
manufacturing exports of four major Latin American countries (i.e. Brazil,
Argentina, Mexico and Chile). If the export—supply capacity of China has
remained unchanged since 1995, these four countries’ exports will be 0.5 to
1.2% higher between 1995 and 2000 and 1.1 to 3.1% higher between 2000
and 2004. If the US growth from 2000 to 2004 has remained the same as that
from 1995 to 2000, the exports of the four LA countries will be 0.2 to 1.4%
higher. Using evidence from Chilean plants, the regression results of Alvarez
and Claro (2009) indicate that the import competition from China has
increased the probability of exit of Chilean plants and has decreased their
employment growth.

Some researchers also argue that the competition from China may force
LAC countries to upgrade their product quality and productivity, thus
allowing them to climb up the ‘quality ladder’. However, empirical studies
find no significant positive effect of competition on product quality. Freund
and Ozden (2009) assert that although the competition from China has
improved the quality of several industries such as textiles, Chinese export
competes primarily in high-wage LAC products and can potentially hamper
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LAC countries from moving up the quality ladder. Although Chilean plants
are facing direct competition from China, no significant evidence of
‘trade-induced’ output upgrading has been found.

Lopez-Cordova et al. (2008) employ a different approach for estimating the
elasticity of substitution between Chinese and Latin American exports to the
United States using Harmonized System (HS) six-digit trade data to assess the
competition between these exports under different proposed policies. The appre-
ciation of the Chinese currency, renminbi, would reduce the Chinese exports to
the United States, but will increase the exports from Latin America. Establishing
a free trade area in the Americas will help Latin America and other related coun-
tries to compete with China by increasing their exports and decreasing China’s
exports to the US market. Removing MFA quotas for China may sharply in-
crease the exports of China to the United States (40%), but decrease those of
Latin America and other regions. Therefore, China is facing a significant compe-
tition from Latin America in the US market and the country’s gain of market
share in the US market primarily comes at the expense of Latin America and
other countries.

Even within LAC countries, different countries face various forms of compe-
tition from China. Special attention must be paid to Mexico and Brazil, which
are the largest of all LAC countries and are highly similar to China in terms
of development stages, comparative advantages, production structures and
export patterns.

4.1.1. Mexico

Researchers have not reached a consensus on whether Mexico is facing severe
competition from China. Instead, they have investigated how different industries
and firms in Mexico are affected by such competition.

At the industry level, the Mexican exports in the US market have been
losing their dynamism since China’s entry to the WTO. The relative market
share of Mexican exports in the United States is either growing less rapidly
than that of Chinese exports or declining (Gallagher ez al., 2008). Utar and
Ruiz (2013) investigate the distributional effects across various Mexican
industries and reveal that Mexican maquiladoras in all industries are nega-
tively affected by the competition from China, with the plants in unskilled
labour-intensive industries suffering the most. The competition also induces
resource reallocation across several industries, which promotes industrial
upgrading.

At the firm level, Iacovone et al. (2013) conclude that the substantial resource
reallocation across Mexican firms is driven by competition from China. In
particular, when faced with import competition from China, smaller firms
in Mexico decrease further in size and tend to quit, whereas larger firms
are not significantly affected. Smaller Mexican exporters also suffer from a
similar level of competition in the US market. Larger firms benefit from
the expanded access to cheap Chinese imported intermediates. Generally,
the import competition from China benefits the larger (and supposedly more
productive) firms in Mexico, but negatively affects the smaller firms. These
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effects vary not only across each firm, but also across each plant within
firms. Utar and Ruiz (2013) focus on the reaction of Mexican maquiladoras
to the Chinese competition from 1990 to 2006. Both employment and plant
growth are negatively affected by Chinese imports at both the intensive and
extensive margins. Interestingly, although significant reactions have been
observed within firms, Utar and Ruiz fail to find any significant difference
in the reactions of firms within industries.

At the product level, Iacovone et al. (2013) argue that when facing import
competition from China, the imports of marginal products will shrink and
more casily quit, whereas the imports of core products are relatively imper-
vious. Core products benefit from the import of intermediate goods from
China, which indicates the existence of market share reallocation toward core
products within firms.

4.1.2. Brazil

Although China has a limited effect on Brazil’s domestic market, considerable
competition has been observed in third markets. Jenkins (2014) demonstrates
that from 2000 to 2010, Brazil’s exports to most destinations are negatively af-
fected by Chinese exports. Brazil has faced large losses in the markets of Chile,
the United States and Venezuela, but has faced small losses in Mercosur coun-
tries and the EU. Brazil’s loss in Latin American markets is also confirmed by
Gomes de Lima et al. (2012), who indicate that China’s share of imports and
trade intensity index in Latin America increased between 1994 and 2009, espe-
cially from 2007 onwards, whereas that of Brazil has stagnated between 1994
and 2008. This finding indicates the displacement effect of China on Brazil in
Latin American markets. Jenkins and Barbosa (2012) derive the same conclu-
sion, but argue that the absolute effect of China on Brazil is small considering
the latter’s small scale of exports. Therefore, competition is widely observed in
third markets, but researchers have presented contrasting findings on the extent
of the effects of such competition.

With regard to the distributional effects at the industry or product level,
some researchers reveal that a wide range of industries, not only the
labour-intensive ones, are affected by the competition from China. Jenkins
and Barbosa (2012) point out that in Brazil’s domestic market, China’s
exports have a high penetration in electronic industries, but have a below
average penetration in traditional industries. In third markets, Brazil loses
its market share to China in both high-technology and traditional industries.
Gomes de Lima ef al. (2012) argue that in Latin American markets, Brazilian
exports show advantages in natural resource-intensive sectors, tractors,
agricultural equipment and aviation, whereas Chinese exports exhibit advan-
tages in all other industries. Jenkins (2014) also demonstrates that a wide range
of products and industries are negatively affected by Chinese exports. Low-
technology products suffer the greatest losses, whereas some high-technology
products, such as colour television sets, mobile phones, and digital processing
equipment, in the United States and several Latin American countries also
suffer losses.
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4.2.  Africa

Jenkins and Edwards (2006) investigate the effect of the rise of China and India
on 21 Sub-Sahara Africa (SSA) countries and conclude that the export struc-
tures of SSA countries are significantly different from those of China and India.
Therefore, the threat of competition that has been observed in Asian economies
and LAC countries is not a serious concern in Africa. They also determine that
the effects from Asia in general and from China in particular are heterogeneous
among SSA countries. For example, Angola, Nigeria and Sudan are important
exporters to Asia, Ghana, Ethiopia, Kenya, Tanzania and Uganda are the main
importers of Asia, and Lesotho faces competition from China in third markets.

By contrast, He (2013) argues that compared with the imports from developed
countries, such as the United States and France, SSA countries benefit more
from the imports of Chinese goods. Using UNIDO panel data of 28 industries
and 17 SSA countries between 1976 and 2004, He (2013) indicates that Chinese
imports positively affect the exports of all SSA manufacturing sectors, and such
an effect is stronger than that of imports from France and the United States. He
also demonstrates that when the importing country has a limited absorptive ca-
pability and/or the imported intermediate goods are highly substitutable to local
production, the country will benefit more from importing goods from a develop-
ing country that has better technology (i.e. China) than from a developed coun-
try that has very superior technology (i.e. United States). Therefore, Africa can
substantially benefit from increasing its trade with China.

Some studies also indicate that Chinese exports have a significant competition
effect within Africa and in third markets. Giovannetti and Sanfilippo (2009)
contend that Chinese exports compete with African exports in their major
markets, including the United States, the EU and other African countries. An
increase in the share of China in these markets is associated with a decrease in
the share of Africa. Chinese exports to SSA have also displaced the intraregional
trade in Africa, particularly intra-SSA trade. At the industry level, textiles and
clothing sectors as well as high-technology industries, such as machinery and
equipment, chemicals and non-metallic mineral products, are suffering from
the displacement effects of their competition with China. Kaplinsky and Morris
(2008) provide similar industry-level evidence by showing that the textile and
clothing industries of SSA countries are facing considerable competition from
Asian producers, particularly China, in both domestic and global markets.

Compared with other SSA countries, South Africa has been significantly af-
fected by the competition from China. Jenkins and Edwards (2015) reveal that
South Africa’s exports in all major markets have been affected by Chinese ex-
ports. For instance, South Africa’s exports to other SSA countries, the EU
and the United States have all decreased by 10, 7.8 and 5.6%, respectively, in
2010. According to Edwards and Jenkins (2014) calculation that focuses on
SSA markets, the exports of South Africa’s existing and new products have been
negatively affected by the competition from China. South Africa’s exports to
other SSA countries in 2010 would be 20% lower if the country was affected
by China at the same degree as that suffered by other SSA countries. Such a

© 2016 John Wiley & Sons Australia, Ltd



CHINA’S GLOBAL INFLUENCE 65

negative effect has been principally attributed to the intensive margin, whereas
the extensive margin is quantitatively less important. Although ‘crowding out’
effects have been observed in these third markets, such effects are relative be-
cause the absolute exports of South Africa to these markets have all increased
over the years. Edwards and Jenkins (2015) demonstrate that the imports from
China have significantly displaced not only the imports from other countries,
but also the domestic production of these countries.

At the product level, almost all manufacturing exports of South Africa are
negatively affected by the competition from China, with the low-technology
and middle-technology products suffering the most (Jenkins, 2014; Jenkins
and Edwards, 2015). Edwards and Jenkins (2015) point out that although the
imports from China have significantly displaced the domestic production and
exports of South Africa, the country’s exports to China have no significant ef-
fects on the latter’s industrial growth. These findings indicate an overall negative
effect of Chinese exports on the manufacturing employment in South Africa.
The imports of Chinese products also lower the producer prices and moderately
increase the consumer prices in South Africa.

5. GLOBAL INFLUENCE

This section reviews the studies that investigate the larger picture of China’s in-
fluence. We initially examine the overall effect of China, then the distributional
effects across regions, and finally the distributional effects across sectors.

5.1.  Overall effects

Researchers have agreed that China’s growth and integration into the global
economy can benefit the entire world, but the degree of its influence may be
limited. For example, IMF (2004) simulations show that China’s rapid growth
in output and trade has a positive effect on global welfare, but such an effect
is relatively small across different regions (from 0.1 to 0.7%).'® This finding
has been confirmed by Ghosh and Rao (2010), who have demonstrated that
the overall effect of China’s entry to the WTO, together with the removal of
MFA quotas, on other countries’ real GDP is positive yet quantitatively small.
For example, the real GDP of Canada, the United States and the EU will only
increase by 0.06, 0.02 and 0.01%, respectively. Based on a GTAP model,
Tanchovichina and Martin (2004) demonstrate that the global gains of China’s
accession into the WTO total US$74 166m in absolute value.

From a different perspective, Dimaranan et al. (2007) suggest that the in-
creased variety and improved quality of Chinese and Indian exports can sub-
stantially promote world welfare. Levchenko and Zhang (2012) analyse how
the trade integration of emerging giants, namely, China, India, and Central
and Eastern Europe, affects the aggregate and sectorial welfare gains of the

' South Asia is excluded. This region is the only one to suffer losses from China’s growth.
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world between 2005 and 2007. They reveal that the aggregate welfare gains to
the rest of the world are 0.37%. Bloom et al. (2014) assess such an effect from
a different perspective by incorporating the dynamic effect of LWC import com-
petition on firm innovation in a product cycle model. In this model, trade libe-
ralization will promote the long-term growth of Northern firms because of the
increased profits from sales in the South. However, in the short run, production
factors can only be reallocated within firms, thus reducing the opportunity cost
of innovation and generating an additional ‘trapped factor’ effect. The calibra-
tion results of Bloom ezal., who focus on OECD growth between 1997 and
2006, indicate that trade integration with LWC has increased the OECD’s
long-run growth rate from 2.0 to 2.4%, which is higher than the conventional
calibrations of static trade models that ignore the dynamic effect of trade on in-
novation. Approximately 0.2% or half of this increase can be attributed to China
alone. The additional short-run effect that is incited by the ‘trapped factor’ in-
creases the short-run growth rate by an additional 0.3%, of which one-third,
or 0.1%, can be attributed to China alone. In a more direct way, Feldkircher
and Korhonen (2014) examine the global impact of an output shock from
China. Using a global vector autoregressive model based on data of 43 econo-
mies from 1995Q1 to 2011Q4, they show that 1% positive output shock to China
leads to a permanent increase of 1.1% in output of China and 0.1-0.5% in output
of most large economies. Although this effect is non-negligible, it is quantita-
tively smaller than that of the United States. Their results show that 1% positive
output shock to the United States leads to 0.6-1% increase in output of other
advanced economies.

The world is affected not only by China’s trade, but also by its productivity
growth, which refers to the spillover of one country’s productivity growth on
other countries. Studies on international trade theory have identified two
channels of these spillovers: the terms-of-trade effect and the home-market ef-
fect. Using data from 1995 to 2007, Hsieh and Ossa (2011) examine the global
influence of China’s productivity growth through international trade and con-
clude that the cumulative welfare effect, through both channels, is 0.29% on
average for the rest of the entire world. Di Giovanni et al. (2014) examine
the global welfare effect of both China’s integration into the world and its
productivity growth using a Ricardian—-Heckscher—Ohlin model that is based
on calibrated values for the years 2000 to 2007. They examine two cases,
namely, the ‘balanced growth’ case, where every sector grows at the same rate,
and the ‘unbalanced growth’ case where growth is biased toward China’s com-
parative advantage sectors. The results for productivity growth suggest that
the mean global welfare gain in the unbalanced growth case is 0.42%, which
is significantly larger than that in the balanced growth case, because China’s
current comparative advantage pattern is similar to the world average and
the unbalanced case has differentiated China further from the other countries.
By considering the pattern of productivity growth, the estimation of Giovanni
etal. is larger than that of Hsieh and Ossa (2011), who estimate the mean
global welfare gain as 0.29%. For trade integration, Di Giovanni et al.
(2014) compare the effect of China’s present trade integration level with the
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hypothetical autarky case and reveal that the world benefits from China’s
trade liberalization. The mean global welfare gain is 0.13%, which is positive
yet small. This finding is consistent with those of previous studies on China’s
trade integration.

In summary, the overall global influence of the GDP growth and trade inte-
gration of China is positive yet quantitatively small. The productivity growth
of China is high and its spillover effect on the world is as large as that of trade
integration.

5.2.  Distributional effects across regions

Although the overall effect of the rise of China on the world is positive, each re-
gion is affected differently. lanchovichina and Martin (2004) point out that most
developed countries benefit from China’s entry to the WTO, whereas some de-
veloping countries that compete with China in third markets may suffer from
small losses. Among all countries and regions, China itself benefits the most
(US$40 552m), followed by Western European economies (US$18 189m), North
America (US$6072m), Japan (US$5694m) and Taiwan (US$2985m). By con-
trast, India suffers the most (US$3357m), followed by South Asian countries
(US$1622m). This finding is consistent with that of the IMF (2004), which indi-
cates that most regions, except for South Asia, benefit from the output and trade
growth of China. The loss of South Asia may be attributed to its similaritiecs with
China in its comparative advantages in labour-intensive sectors as well as its lim-
ited supply of intermediate goods to be exported to China. However, other parts
of Asia, particularly East Asia, benefit from China’s growth and integration. Di
Giovanni et al. (2014) assert that, among all other regions, East and South Asian
economies benefit the most (0.32%), whereas SSA and LAC countries benefit the
least (0.08 and 0.09%, respectively). Only 9 out of 75 countries experience wel-
fare losses from China’s gains, which has also been confirmed by Levchenko
and Zhang (2012), who argue that East and South Asia gain the most (0.7%),
whereas Latin America and the Caribbean gain the least (0.16%) from the trade
integration of China, India, and Central and Eastern Europe.

With regard to China’s productivity growth, the cumulative welfare effect on
individual regions ranges between —1.2% (for Russia) and 3.6% (for Asia except
Japan). Only 3% of the total worldwide welfare gains from China’s productivity
growth accrue to the rest of the world, whereas the other 97% accrue to China.
In particular, the effect is 0.4% for the United States (Hsieh and Ossa, 2011). Di
Giovanni et al. (2014) point out that East and South Asia gain the most in both
the balanced (0.03%) and unbalanced growth cases (0.84%).

Using various measures of competition, such as market share, complimen-
tary index, competition index, and RCA, Qureshi and Wan (2008) also present
some evidence on the distributional effects of China’s export surge on different
regions of the world. Countries/regions that face tough competition from
China include some developed countries, such as the United States, advanced
economies in East Asia, some European countries and some developing
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countries, including Mexico.'" However, countries from other regions of the
world, such as Africa and Latin America, are not seriously affected by China’s
export surge.

5.3.  Distributional effects across sectors

Labour-intensive manufacturings, such as the textiles, clothing, and apparel in-
dustries in which China has comparative advantages are negatively affected the
most by China’s growth (IMF, 2004; Ghosh and Rao, 2010; Levchenko and
Zhang, 2012). Levchenko and Zhang (2012) simulations show that the trade in-
tegration of China, India, and Central and Eastern Europe to the world market
will trigger absolute welfare losses (from 1.5 and 3.5%) for the leather and foot-
wear, wearing apparel, furniture and textile industries. Similarly, Ghosh and
Rao (2010) indicate that Canada, the United States and Europe all suffer losses
in their textile and apparel industries upon the removal of the MFA quota. Spe-
cifically, the output and employment in Canada and United States have de-
creased by approximately 20 to 30%. However, the employment and output
gains in their other industries slightly outnumber the losses in these two indus-
tries, which indicates that China’s growth has a modest yet positive effect on
the overall economy of these two countries.

Although competition from China is mainly concentrated in labour-intensive
products, Qureshi and Wan (2008) also observe some competition in skill-
intensive or middle-technology and high-technology products, as evidenced by
China’s increasing export shares in these products. Dimaranan et al. (2007) also
suggest that the future efficiency improvements in the high-technology and
heavy industries of China and India can bring severe competition in these sectors
and crowd out other countries’ market share in the global market, but leave
opportunities for the light manufactures in these countries.

6. CONCLUSIONS

In this paper, we have reviewed research on China’s global influence. The review
gives a clear picture of the importance of China’s integration into the global
market. It highlights the regions and industries that receive positive or negative
impacts. In most cases, quantitative aspects of the impacts are specified. Issues
that are left untouched but are also of importance in this literature, will be for
future research.

REFERENCES
Abeysinghe, T. and L. Ding (2003) ‘China as an Economic Powerhouse: Implications on Its Neigh-
bors’, China Economic Review 14, 164-85.

Alvarez, R. and S. Claro (2009) ‘David versus Goliath: The Impact of Chinese Competition on De-
veloping Countries’, World Development 37, 560-71.

" The European countries include Austria, Denmark, France, Germany, Italy, the Netherlands,
Portugal, Spain, and the UK.

© 2016 John Wiley & Sons Australia, Ltd



CHINA’S GLOBAL INFLUENCE 69

Ashournia, D., J. R. Munch and D. Nguyen (2014) ‘“The Impact of Chinese Import Penetration on
Danish Firms and Workers’, IZA Discussion Paper No. 8166.

Athukorala, P.-C. (2009) ‘The Rise of China and East Asian Export Performance: Is the Crowding-
out Fear Warranted?” The World Economy 32, 234-66.

Auer, R. A., K. Degen and A. M. Fischer (2013) ‘Low-wage Import Competition, Inflationary
Pressure, and Industry Dynamics in Europe’, European Economic Review 59, 141-66.

Auer, R. and A. M. Fischer (2010) ‘The Effect of Low-Wage Import Competition on US Inflationary
Pressure’, Journal of Monetary Economics 57, 491-503.

Autor, D. H., D. Dorn and G. H. Hanson (2013a) ‘The China Syndrome: Local Labor Market
Effects of Import Competition in the United States’, American Economic Review 103, 2121-68.

Autor, D. H., D. Dorn and G. H. Hanson (2013b) ‘“The Geography of Trade and Technology Shocks
in the United States’, NBER Working Paper No.18940.

Autor, D. H., D. Dorn and G. H. Hanson (2013c) ‘Untangling Trade and Technology: Evidence
from Local Labor Markets’, NBER Working Paper No.18938.

Autor, D. H., D. Dorn, G. H. Hanson and J. Song (2014) ‘Trade Adjustment: Worker-Level
Evidence’, The Quarterly Journal of Economics 129, 1799-860.

Balsvik, R., S. Jensen and K. G. Salvanes (2015) ‘Made in China, Sold in Norway: Local Labor
Market Effects of an Import Shock’, Journal of Public Economics 127, 137-44.

Bernard, A. B., J. B. Jensen and P. K. Schott (2006) ‘Survival of the Best Fit: Exposure to Low-Wage
Countries and the (Uneven) Growth of U.S. Manufacturing Plants’, Journal of International
Economics 68, 219-37.

Bernard, A. B., S. J. Redding and P. K. Schott (2010) ‘Multiple-Product Firms and Product
Switching’, The American Economic Review 100, 70-97.

Bernard, A. B., S. J. Redding and P. K. Schott (2011) ‘Multiproduct Firms and Trade Liberaliza-
tion’, The Quarterly Journal of Economics 126, 1271-318.

Bivens, J. (2013) ‘Using Standard Models to Benchmark the Costs of Globalization for American
Workers without a College Degree’, Economic Policy Institute Briefing Paper No.354.

Bloom, N., M. Draca and J. Van Reenen (2016) ‘Trade Induced Technical Change? The Impact
of Chinese Imports on Innovation, IT and Productivity’, Review of Economic Studies 83,
81-117.

Bloom, N., P. M. Romer, S. J. Terry and J. Van Reenen (2014) ‘Trapped Factors and China’s
Impact on Global Growth’, NBER Working Paper No. 19951.

Broda, C. and J. Romalis (2008) ‘Inequality and Prices: Does China Benefit the Poor in America’,
University of Chicago (mimeo).

Broda, C. and D. E. Weinstein (2010) ‘Exporting Deflation? Chinese Exports and Japanese Prices’,
In: R. C. Feenstra and S.-J. Wei (eds), China’s Growing Role in World Trade. Chicago: University
of Chicago Press.

Bugamelli, M., S. Fabiani and E. Sette (2010) “The Pro-Competitive Effect of Imports from China:
An Analysis of Firm-Level Price Data’, Bank of Italy Temi di Discussione Working Paper
No.737.

Coleman, W. J. (2007) ‘Accommodating Emerging Giants’, Manuscript, Duke University.

Dauth, W., S. Findeisen and J. Suedekum (2014) ‘“The Rise of the East and the Far East: German
Labor Markets and Trade Integration’, Journal of the European Economic Association 12,
1643-75.

Di Giovanni, J., A. A. Levchenko and J. Zhang (2014) ‘The Global Welfare Impact of China: Trade
Integration and Technological Change’, American Economic Journal: Macroeconomics 6,
153-83.

Dimaranan, B., E. Ilanchovichina and W. Martin (2007) ‘Competing with Giants: Who Wins, Who
Loses? in L. A. Winters and S. Yusuf (eds), Dancing with Giants: China, India, and the Global
Economy. Washington DC: The World Bank.

Ebenstein, A., A. Harrison and M. McMillan (2015) “Why Are American Workers Getting Poorer?
China, Trade and Offshoring’, NBER Working Paper 21027.

Ebenstein, A., M. McMillan, Y. Zhao and C. Zhang (2011) ‘Understanding the Role of China in the
‘Decline’of US Manufacturing’, Manuscript, Hebrew University of Jerusalem.

Edwards, L. and R. Jenkins (2014) ‘The Margins of Export Competition: A New Approach to
Evaluating the Impact of China on South African Exports to Sub-Saharan Africa’, Journal
of Policy Modeling 36, S132-50.

Edwards, L. and R. Jenkins (2015) ‘“The Impact of Chinese Import Penetration on the South African
Manufacturing Sector’, Journal of Development Studies 51, 447-63.

Eichengreen, B., Y. Rhee and H. Tong (2007) ‘China and the Exports of Other Asian Countries’,
Review of World Economics 143, 201-26.

© 2016 John Wiley & Sons Australia, Ltd



70 L. D. QIU AND C. ZHAN

Feldkircher, M. and I. Korhonen (2014) ‘The Rise of China and Its Implications for the Global
Economy: Evidence from a Global Vector Autoregressive Model’, Pacific Economic Review
19, 61-89.

Fernald, J. G., P. Loungani, A. G. Ahearne and J. W. Schindler (2003) ‘China and Emerging Asia:
Comrades or Competitors? Seoul Journal of Economics 16, 183-214.

Freund, C. and C. Ozden (2009) ‘The Effect of China’s Exports on Latin American Trade with the
World’, Lederman, D., M. Olarreaga and G. Perry (eds), China’s and India’s Challenge to Latin
America: Opportunity or Threat? Washington, DC: The World Bank.

Gallagher, K. P., J. C. Moreno-Brid and R. Porzecanski (2008) “The Dynamism of Mexican Exports:
Lost in (Chinese) Translation?” World Development 36, 1365-80.

Gaulier, G., F. Lemoine and D. Unal-Kesenci (2007) ‘China’s Emergence and the Reorganisation of
Trade Flows in Asia’, China Economic Review 18, 209-43.

Ghosh, M. and S. Rao (2010) ‘Chinese Accession to the WTO: Economic Implications for China,
Other Asian and North American Economies’, Journal of Policy Modeling 32, 389-98.

Giovannetti, G. and M. Sanfilippo (2009) ‘Do Chinese Exports Crowd-out African Goods & Quest:
An Econometric Analysis by Country and Sector’, European Journal of Development Research
21, 506-30.

Gomes de Lima, M., M. T. C. Lélis and A. M. Cunha (2012) ‘“The Performance of Chinese and
Brazilian Exports to Latin America’, 1994-2009 Cepal Review 106, 55-73.

Greenaway, D., A. Mahabir and C. Milner (2008) ‘Has China Displaced Other Asian Countries’
Exports?, China Economic Review 19, 152-69.

Hanson, G. H. and R. Robertson (2008) ‘China and the Manufacturing Exports of Other Develop-
ing Countries’, NBER Working Paper 14497.

Hanson, G. H. and R. Robertson (2009) ‘China and the Recent Evolution of Latin America S
Manufacturing Exports’, D. Lederman, M. Olarreaga and G. Perry (eds), China’s and India’s
Challenge to Latin America: Opportunity or Threat? Washington, DC: The World Bank.

He, D. and W. Liao (2012) ‘Asian Business Cycle Synchronization’, Pacific Economic Review 17,
106-35.

He, Y. (2013) ‘Does China’s Trade Expansion Help African Development?--An Empirical Estima-
tion’, China Economic Review 26, 28-38.

Hsieh, C.-T. and R. Ossa (2011) ‘A Global View of Productivity Growth in China’, NBER Working
Paper No. 16778.

Humphrey, J. and H. Schmitz (2006) The Implications of China’s Growth for Other Asian Countries.
Brighton: Institute of Development Studies.

Tacovone, L., F. Rauch and L. A. Winters (2013) “Trade as an Engine of Creative Destruction:
Mexican Experience with Chinese Competition’, Journal of International Economics 89,
379-92.

Ianchovichina, E. and W. Martin (2004) ‘Impacts of China’s Accession to the World Trade Organi-
zation’, The World Bank Economic Review 18, 3-27.

Ianchovichina, E. and T. Walmsley (2005) ‘Impact of China’s WTO Accession on East Asia’, Con-
temporary Economic Policy 23, 261-77.

IMF (2004) ‘Chinese’s Emergence and Its Impact on the Global Economy’, World Economic Out-
look, 82-102.

Jenkins, R. (2008a) ‘China’s Global Growth and Latin American Exports’, UNU-WIDER Research
Paper No. 2008.104.

Jenkins, R. (2008b) ‘Measuring the Competitive Threat from China for Other Southern Exporters’,
The World Economy 31, 1351-66.

Jenkins, R. (2014) ‘Chinese Competition and Brazilian Exports of Manufactures’, Oxford Develop-
ment Studies 42, 395-418.

Jenkins, R. and A. F. Barbosa (2012) ‘Fear for Manufacturing? China and the Future of Industry in
Brazil and Latin America’, The China Quarterly 209, 59-81.

Jenkins, R. and C. Edwards (2006) ‘“The Economic Impacts of China and India on Sub-Saharan
Africa: Trends and Prospects’, Journal of Asian Economics 17, 207-25.

Jenkins, R. and L. Edwards (2015) ‘Is China ‘Crowding Out’ South African Exports of Manufac-
tures? European Journal of Development Research 1, 18.

Kamin, S. B., M. Marazzi and J. W. Schindler (2006) ‘The Impact of Chinese Exports on Global
Import Prices’, Review of International Economics 14, 179-201.

Kaplinsky, R. and M. Morris (2008) ‘Do the Asian Drivers Undermine Export-Oriented Industrial-
ization in SSA? World Development 36, 254-73.

Lall, S. and M. Albaladejo (2004) ‘China’s Competitive Performance: A Threat to East Asian
Manufactured Exports?” World Development 32, 1441-66.

© 2016 John Wiley & Sons Australia, Ltd



CHINA’S GLOBAL INFLUENCE 71

Lall, S., J. Weiss and H. Oikawa (2005) ‘China’s Competitive Threat to Latin America: An Analysis
for 1990-2002’, Oxford Development Studies 33, 163-94.

Levchenko, A. A. and J. Zhang (2012) ‘“The Global Labor Market Impact of Emerging Giants: A
Quantitative Assessment’, /3th Jacques Polak Annual Research Conference, hosted by the
IMF, Washington, DC, November 8-9.

Li, K. and L. Song (2005) ‘China’s Trade Expansion and the Asia Pacific Economies’, R. Garnaut
and L. Song (eds), The China Boom and its Discontents. Canberra: ANU Press.

Liu, R. and D. Trefler (2011) ‘A Sorted Tale of Globalization: White Collar Jobs and the Rise of
Service Offshoring’, NBER Working Paper 17559.

Lopez-Cordova, E., A. Micco, D. Molina, L. F. Lopez-Calva and P. K. Schott (2008) ‘How Sensitive
Are Latin American Exports to Chinese Competition in the US Market? Economia 9, 117-53.

Martin, J. and I. Mejean (2014) ‘Low-Wage Country Competition and the Quality Content of High-
Wage Country Exports’, Journal of International Economics 93, 140-52.

Melitz, M. J. (2003) ‘“The Impact of Trade on Intra-Industry Reallocations and Aggregate Industry
Productivity’, Econometrica 71, 1695-725.

Mion, G. and L. Zhu (2013) ‘Import Competition from and Offshoring to China: A Curse or Bless-
ing for Firms? Journal of International Economics 89, 202—15.

Pierce, J. R. and P. K. Schott (2012) ‘The Surprisingly Swift Decline of US Manufacturing Employ-
ment’, NBER Working Paper No. 18655.

Qureshi, M. S. and G. Wan (2008) ‘Trade Expansion of China and India: Threat or Opportunity?’
The World Economy 31, 1327-50.

Schott, P. K. (2004) ‘The Relative Competitiveness of China’s Exports to the United States Vis-a-Vis
Other Countries in Asia, the Caribbean, Latin America and the OECD’, INTAL-ID Occa-
sional Paper No.39.

Scissors, D., C. Espinoza and T. Miller (2012) ‘Trade Freedom: How Imports Support US Jobs’,
Heritage Foundation Backgrounder No. 2725.

Shafaeddin, S. M. (2004) ‘Is China’s Accession to WTO Threatening Exports of Developing Coun-
tries?” China Economic Review 15, 109-44.

Utar, H. (2014) “When the Floodgates Open: “Northern” Firms’ Response to Removal of Trade
Quotas on Chinese Goods’, American Economic Journal: Applied Economics 6, 226-50.

Utar, H. and L. B. T. Ruiz (2013) ‘International Competition and Industrial Evolution: Evidence
from the Impact of Chinese Competition on Mexican Maquiladoras’, Journal of Development
Economics 105, 267-87.

© 2016 John Wiley & Sons Australia, Ltd



