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India’s Trade with China
in 2005-06

ndia’s trade with China in 2005-06 could be summarised
as a moderation in export growth and continuation of
robustness in imports. Exports to China went up by
19.7% to US$ 6.72 bn in the year while imports registered
a sharp rise of 51.3% to stand at US$ 10.74 bn, taking
bilateral trade to US$ 17.46 bn, an increase of 37% over
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the previous year. The yearly increase in exports appear
moderate not only in comparison with the over 80% average
growth in exports in the last three years, but also fell short
of India’s overall export growth of 23% in 2005-06.
Nevertheless, China continues to be India’s third largest
export market after USA and UAE with a share of 6.54%
in total. Similarly, China maintained its position as the most
important source of imports with a 7.54% share in India’s
total imports in 2005-06. The robust rise in imports in
2005-06 is at par with the average import growth 52% in
the last three years. Bilateral trade, which has gained
substantial momentum since 2001-02, projects significant
growth potential considering the overall international trade
of India and China at over US$ 1.6 trillion and the growing
stature of both the countries in the global economic scenario.

India’s exports to China is significantly dominated by iron
ore, which amounted to US$ 3.33 bn in 2005-06 and
accounted for 49.6% of total exports. However, export
growth of iron ore was contained at 24.3% in the year from
a high of 225.6% recorded in the previous year, which
resulted in an overall moderation of exports to China in
2005-06. Similarly, 32.3% of India’s total imports from
China in the year comprised of electronic goods. This prime
import item from China registered a 63.65% growth in the
year, higher than that of 53.36% growth in 2004-05, to
reach US$ 3.47 bn in 2005-06. Top five export and import

items in the year are presented in the Table below.

Table: India’s Top 5 Export and Import Items from China in 2005-06 (US$ mn)

Top 5 Export Items Value | Top 5 Import Items Value
Iron ore 3334.49 | Electronic goods 3467.80
Raw cotton 395.94 | Non-electrical machinery 996.41
Processed minerals 345.96 | Organic chemicals 963.95
Primary & semi finished iron & steel 344.68 | Coal, coke & briquettes 683.77
Plastic & linoleum products 318.89 | Electrical machinery 354.50

Source: Ministry of Commerce & Industry, Government of India.
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In 2005-06, exports of raw cotton to China increased by a
significant 1865% to US$ 395.94 mn. Among other
important export items, notable growth could be observed
in case of processed minerals (40.54%), drugs,
pharmaceuticals & fine chemicals (42.08%), oil meals
(284.10%), non-ferrous metals (84.05%) and cotton yarn

fabrics (56.32%). Imports witnessed a more or less across

the board growth in 2005-06 with major increases in imports
of non-electrical machinery (118.24%), iron & steel
(133.31%), transport equipment (111.95%), medicinal &
pharmaceutical products (74.69%) and organic chemicals
(52.70%). However, exports of inorganic/ organic/
agrochemicals and imports of coal, coke & briquettes

declined following impressive growth in the previous year.

Reopening of the Nathu La Pass Trade Links

n the background of the recent dynamism in bilateral
Itrade and recognising the potential of border trade,

revival of the Nathu La Pass trade links between India
and China on July 6, 2006 projects significant implications.
The 4,545 meter high Nathu La Pass located 54 kilometres
from Gangtok, the capital of Sikkim, has not only
reopened an avenue for strengthening bilateral trade
relations but has also paved the way for prospective
economic development of the North-Eastern Indian region
along with the South-Western China including the Tibet

Autonomous Region of China.

Prior to its closure in 1962, the Nathu La Pass used to be
a key route for India-China trade accounting for majority
of the then bilateral trade, as per unofficial estimates.
The recent re-opening of the Pass however, would permit
trading in select commodities. 29 export items from India
and 15 import items from China, both mainly primary
products, have been identified to start with.

Identified commodities of exports from India including :

Agricultural implements, tea, coffee, barley, rice, wheat,
flour, dry fruits, dry & fresh vegetables, vegetable oil, gur
& misri, tobacco, snuff, spices, liquor, processed milk
products, canned food, cigarettes, local herb, palm oil,
kerosene oil, copper products, clothes, cycles, shoes,

blankets, stationery, utensils and hardware.

Identified commodities of imports by India including :

Goat skin, sheep skin, goat, sheep, horse, yak tail,
yak hair, butter, china clay, borax, raw silk, wool,

common salt.

Sherathang in Sikkim and Renginggang in the Tibet
Autonomous Region of China have been identified as the

two points of border trade with the Nathu La Pass in-
between them. Given the extreme climatic conditions in
this part of the Himalayas in winter, the Nathu La Pass
would remain open only between June and September of
the year and restrictions have also been imposed on the
number of vehicles to be allowed to cross the Pass on a
single day.

The reopening of the Nathu La Pass after 44 years could
play a crucial role in the economic development of the
region. Nathu La Pass could emerge as a gateway to China
for exports of minerals, tea, wooden products and
handicraft items, in which the North-Eastern region of
India hold comparative advantage. Opportunities could
also come in by means of growth in the transportation
sector with higher levels of traffic movement through the
Pass. These, along with the typical linkage effects, such as
construction, packaging, etc. could result in higher
employment and thereby, could enhance economic well-
being of the region. The same would also apply for the
South-Western region of China and the Tibet
Autonomous Region, which are economically backward
compared to the eastern coast of China. This would,
therefore, serve China’s concern in the economic
development of the western part of the country.

Thus, the re-opening of the Nathu La Pass has opened
up substantial opportunities in promoting and
strengthening India-China trade. However, the basket
of traded commodities needs to be expanded to realise
higher volumes of bilateral trade through the Pass.
Initiatives also need to be taken to improve the related
infrastructure and logistical facilities, which would
require higher investments. Such initiatives are
imperative for the success of Nathu La Pass and realising
the economic potential of the region.



Foreign Direct Investment Regime in China

he beginning of economic reforms in 1979 marked

| the entry of overseas investment into China. Since
then, gradual liberalisation of the FDI policy
together with factors such as stable social and economic
environment, expanding domestic market and improved
legal framework have contributed towards considerable
growth in FDI into China. In 2004, China was the third
largest FDI recipient country in the world after USA and
UK, and according to preliminary estimates of the
UNCTAD, in 2005 total FDI inflows to China stood at
US$ 60.3 bn, a marginal decline from US$ 60.6 bn
recorded in 2004. China’s attractiveness as an FDI
destination could be further gauged considering the
amount of contracted FDI in 2005, which stood at
US$ 189.1 bn, as per Ministry of Commerce (MOFCOM)
sources. In recent times, FDI growth has been substantial
following China’s accession into the WTO in 2001.
Accumulated FDI during 2001-05 measured US$ 274 bn,
accounting for 45% of total accumulation since opening
up in 1979. Foreign Invested Enterprises (FIEs) have
primarily considered China as a manufacturing hub and
export center for global trade. With the number of FIEs
gradually increasing to 552,942 in 2005, the share of the

manufacturing sector in total FDI inflows has risen from

63.5% in 2000 to 70.4% in 2005.

A preferential tax policy for FIEs has been a major growth
driver of FDI into China. While the standard enterprise
income tax of 33% applies to domestic companies, the same
for an FIE in Special Economic Zones (SEZs) or in the
Economic & Technological Development Zones (ETDZs)
is only 15%. FIEs also enjoy tax exemptions such as a two-
year income tax relief and a 50% reduction as long as
annual exports account for more than 70% of general sales.
Further, in case an FIE directly reinvests post-tax profits,
increases the registered capital or uses profits to establish
another FIE with a long-term motive, 40% of the
enterprise income tax paid on the reinvested sum is
refunded. However, the incentives may be phased under
the WTO principle of extending equal treatment to
domestic and international investors.

The operating environment has also improved with
significant cuts in import tariff rates, which have drawn in
investments in manufacturing, particularly in the
automotive sector. There also has been a gradual
liberalisation of the restricted sectors. Sectors such as
telecommunications, tourism, banking, distribution,
retailing, wholesaling, securities have been opened for
foreign investors. The “Provisions for Guiding the Direction
of Foreign Investment” set in place since 2002, classifies
foreign investment projects in four categories: encouraged,

permitted, restricted and prohibited. Projects, which are
encouraged, include:

0 Projects to develop new agriculture technologies and
agriculture, or to develop energy, transportation or
important raw material industries;

0 Those for high and new technologies, or advanced
application of technologies to improve product quality,
increase technology efficiency, or produce new
equipment or new materials that cannot be produced
domestically;

0 Those helping to meet domestic and export market
demand;

0 Those adopting new technology or equipment for saving
energy and raw materials;

0 Those making full use of human and natural resources
in central and western parts of China.

Foreign investment in China is overseen by a number of
Government offices like the MOFCOM, the National
Development and Reform Commission (NDRC), the State
Administration for Industry and Commerce (SAIC), the
State Administration of Quality Supervision, Entry and Exit
Inspection and Quarantine (AQSIQ), the State
Administration of Taxation and the State Administration
of Foreign Exchange (SAFE). China also has in place a
legislative framework, which sets guidelines for establishing
FIEs in the country.

Following the accession to WTO, China has gradually
relaxed restrictions on FIE investments through reduction
in market access limitations, export and technology transfer
requirements. As a consequence, there has been a visible
change in the FDI structure of preferences. The share of
wholly owned foreign enterprises in total FDI inflows has
risen from 47% in 2001 to 71% in 2005, matched by a similar
decline in the share of equity joint ventures from 35.1% to
24.2% in the period.

With more than a hundred bilateral investment protection
agreements and over 80 double-taxation avoidance treaties,
China would continue to provide investment incentives to
overseas investors, in priority areas such as energy resources,
water resources, environmental technologies, agricultural
resources, manufacturing, transportation, IT, health and
medical technology. In light of the above, India should
consider enhancing investment to China through setting
up of JVs and WOS, with a three-directional strategy,
namely, catering to the growing Chinese market, targeting
third country markets and in certain cases, aiming the
Indian market with buy-back arrangements.



India’s and China’s Growing Trade with Africa

major trading partner. This is evidenced by the steady

increase in trade flows in recent years between Africa
and the emerging Asian economies of India and China.
India’s trade with Africa has almost doubled between 2000
and 2005, while China’s trade with Africa has grown by
four-folds in the period. In the process, India has emerged
as a net exporter to Africa while China has become a net
importer. The following statistics reinstates this emerging
trend:

India and China are increasingly considering Africa as a

0 India’s exports to Africa have increased from
US$ 1.9 bn in 2000 to US$ 6.3 bn in 2005, which has
resulted in an increase in Africa’s share in India’s total
exports from 4.5% to 6.9%. Imports from Africa,
however, have remained flat at around US$ 3-4 bn.

0 China’s exports to Africa have quadrupled to
US$ 16.8 bn in 2005 from US$ 4.2 bn in 2000. Imports
have grown at an almost similar pace to US$ 19.5 bn from
US$ 5.4 bn in the period. However, Africa continues to
account for a modest share of 2.6% in China’s total trade.

Chart : India, China’s Trade with Africa
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Trading Partners & Products

South Africa and Nigeria are the largest export destinations
for both China and India, while Egypt, Sudan, Togo, Kenya
and Ghana are among other important destinations in
Africa, which are common to both India and China. Among
the remaining, Mauritius is a major market for India while
Benin is for China. India’s exports to Africa primarily
comprise petroleum products, manufactures of metals,
pharmaceuticals, machinery, transport equipment, iron &
steel, plastic products, cotton as well as manmade yarn, and
non-basmati rice. Chinese exports to Africa, mostly
manufactured goods, include textile items, electronic
products, chemicals, construction materials, machinery,
leather products, and medical equipment.

Though there is considerable similarity with respect to
export destinations, India and China differ on major sources
for imports, except for South Africa. Angola, Sudan,
Nigeria, Congo, Equatorial Guinea and Gabon are the other
major import sources for China. China imports significant
amount of oil from Africa, particularly from Angola, Nigeria
and Sudan. In fact, Angola, exporting around one-third of
its global oil exports to China has emerged as the biggest
source for Chinese oil imports in early 2006 with a share of
around 13% in total imports. China also imports
considerable amounts of basic & precious metals, coffee,
hide & skin, oilseeds and cotton from Africa. Apart from
South Africa, India’s important import partners in Africa
are Morocco, Nigeria, Tanzania, Senegal, Cote d’Ivoire,
Egypt and Tunisia. Gold accounts for around 40% of India’s
non-oil imports from Africa. Metals, inorganic chemicals,
cotton, cashew nuts, wood & wood products and crude
fertiliser account for majority of the remaining.

Recognising the importance of Africa as a crucial partner
in their globalisation efforts, both India and China are
exploring newer avenues for strengthening economic
cooperation with Africa. The ‘Focus Africa’ programme
introduced by the Government of India (GOI) in 2002-03
has meaningfully contributed to the promotion of bilateral
trade and investment with the Sub-Saharan African region.
In addition to this, the GOI has launched the Techno-
Economic Approach for Africa India Movement
(TEAM-9) Initiative, which envisages enhancing India’s
commercial cooperation with eight countries of West Africa.
GOl is also considering forging regional alliances in Africa
through Regional Trade Agreements. India is negotiating a
Free Trade Agreement with the Southern African Customs
Union (SACU) and the India-Brazil-South Africa (IBSA)
initiative could play a significant role in enhancing Indo-
African ties. The conclaves of ‘India-Africa Partnership’
have also provided a common platform for exploring
bilateral business opportunities. At an institution level,
Exim Bank is playing a pivotal role in fostering Indo-African
trade and investment with a range of financing programmes,
particularly the Lines of Credit, which currently number
33 with a cumulative amount of US$ 1.1 bn.

The China Africa Forum launched in 2000 has also brought
in dynamism in China’s economic cooperation with Africa.
China is widely cooperating with Africa in areas related
to natural resources, infrastructure development
(viz. hydroelectric plants, telecommunications, highways
& railways), agriculture and tourism. Recent visits of the
Chinese President and the Premier to several African
countries have added to the momentum of bilateral
economic partnership and the African Policy Paper released
by the Chinese government in January 2006 have reinstated
the continuation of this dynamism.



Telecommunication Sector in China

he telecommunication sector in China has

undergone impressive changes following its

deregulation in 1993. During 1998 and 2005, the
number of direct telephone lines in China has almost
quadrupled from 87.4 mn to 337.4 mn, while the number
of mobile subscribers has grown more than fifteen times
from 23.9 mn to 363.2 mn. Internet users in China
have also significantly increased from around 2.1 mn in 1998
to 103.0 mn in 2005. Despite these crucial developments,
it may be interesting to note that there are only 26 direct
telephone lines, 28 mobile subscribers and a modest 8 users
of the Internet per 100 inhabitants in China. The figures
indicate considerable scope for further development and
reflect substantial growth potential.

The Regulatory Structure

Currently, there are six basic telecommunication service
providers in China - China Telecom, China Netcom, China
Mobile, China Unicom, China TieTong and China Sat. In
terms of revenue as per latest available figures of 2004, China
Mobile had the maximum market share of 37%, followed
by China Telecom (30%), China Netcom (16%), China
Unicom (14%), while China TieTong and China Sat

together accounted for the remaining 3%.

China Netcom
16%

China Unicom /
14% China TieTong &

China Satellite

China Telecom
China Mobile 30%
37%

Source: Ministry of Information Industry (MII), China
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The “Regulations on Telecommunication” issued in 2000
established the separation of the government from the
business of providing telecommunication services, while the
State-owned Assets Supervision and Administration
Commission (SASAC) is the majority owner of all the
telecommunication service providers. The Ministry of
Information Industry (MII) formed in 1998, following a
merger of the Ministry of Post and Telecommunications
(MPT) and the Ministry of Electronics Industries (MEI),
regulates the telecommunication sector in China. The MII
is responsible for approving all fixed and mobile telephony,
electronic information and high-tech investment projects,
developing national policies for the sector, supervising and
managing telecom networks in China. It also regulates the
Internet sector, including Internet access through cable
networks. The MII also determines “price standards” for
telecommunication services.

Foreign Investment in Telecommunications

China’s WTO accession in 2001 has made way for foreign
investment in the telecommunication sector. Foreign
investors are permitted to hold a maximum equity of 50%
in JVs related to value-added telecom services (such as
Internet data services, call centers, teleconferencing),
subject to geographic restrictions. In basic mobile voice and
data services, the limit has been set at 49% since 2003. As
per WTO commitment, China will do away with all
geographic restrictions on the provision of these services by
the end of 2006. With respect to domestic and international
telecom services, the current ceiling of foreign equity of 25%
is to be extended to 35% by the end of 2006 and further to
49% by the end of 2007, along with a simultaneous
withdrawal of geographic restrictions. Currently, China
Mobile and China Netcom have foreign ownerships of 25%,
while China Unicom and China Telecom have 22% and
17% of foreign equity participation, respectively. Therefore,
in view of the above reform initiatives, foreign participation
in China’s telecom sector is poised for further growth.

China has emerged as the leading telecom market in the
world, with telecommunication revenue rising from 2.3% of
its GDP in 1998 to 3.9% of the same in 2004. With rapid
increase in demand, the penetration levels are set to expand
considerably. Access to broadband is fast increasing with
growth in fibre-optic links and China is expected to introduce
high-speed 3G market by end of 2007.

opportunities in telecommunication services as well as in

Investment

telecom equipment therefore, present a positive outlook.



Automobile Sector in India

he Indian automobile and auto components sector

holds significant growth potential propelled by

huge domestic as well as rising international
demand. The sector, which derives its strength from its
ability to produce quality goods at a competitive cost, is
set to take a quantum leap to be globally recognised as a
major hub for auto components manufacturing.

The Indian automobile sector had revenues of around
US$ 19 bn in 2004-05 and accounts for around 4% of
India’s GDP, providing direct employment to over 0.5 mn
people. The sector manufactured around 9.7 mn of
automobile units in 2005-06, two-thirds of which are
motorcycles. India is the second largest two-wheeler
market in the world. India is also the fourth largest
passenger vehicle market in Asia and the fifth largest
tractor market in the world. The auto-components sector
registered revenue of US$ 10 bn in 2005-06 and has
maintained a CAGR of over 20% in the last four years.
Though the share of India’s production in the world market
is modest, nevertheless the robust growth witnessed in
recent years reflects the potential of India becoming a
significant player in the global automobile market in the
years to come.

Exports of automobiles have registered an average growth
of 45% in the last five years. India exported 0.8 mn units
of automobiles in the year 2005-06. Exports as a percentage
of production has also increased from 3.5% in 2001-02 to
8.3% in 2005-06. As per latest available figures, India’s
automobile exports stood at US$ 2.4 bn in 2004-05, while
exports of auto components have grown from US$ 0.6 bn
in 2001-02 to US$ 1.8 bn in 2005-06 registering a CAGR
of 31%. In the process, exports as a percentage of
production of auto components have risen from 11% in

1997-98 to 18% in 2005-06.

India manufactures almost all kinds of auto products and
exports them across the world. In terms of volumes,
motorcycles are exported the most with a share of 48% in
total in 2005-06. Two-wheelers accounted for over 60%
of India’s total automobile exports in 2005-06. The major
markets for Indian automobiles are USA and Sri Lanka.
For auto components, USA, UK, Italy and Germany are
among the top export destinations.

A number of Indian companies have made their mark in
the global scenario. Some have already emerged as leaders

in their segment. Indian Hero Honda Motors Ltd. is the
world’s largest two-wheeler manufacturing company and
Bharat Forge Ltd. is the second largest forging company
in the world. Most of the companies are in the mode of
expansion with few of them even exploring overseas
opportunities. Most of the Indian companies in the auto
component sector have aligned themselves to the global

OEMs and Tier I suppliers.

The industry has also witnessed major investments in
recent years. The investment in automobile industry was
at around US$ 10 bn in the year 2004-05 and that in the
auto components industry was at around US$ 3.8 bn.
100% FDI is permitted in the auto sector which is
through automatic route with no minimum investment
norms. This has led to influx of foreign investment in
this sector with a number of global majors setting up their
bases in India.

Indian auto companies have maintained a world-class
quality of production. They are increasingly employing
Total Productivity Management, Total Quality
Management and six sigma concepts in their production
process. The commitment to quality is reflected by the
achievements of Indian industry. They have won globally
recognised ISO, TS and QS certifications. Some of the
Indian companies have also won the prestigious
Deming Prize with Sundaram Clayton having won Japan

Quality Medal.

Outlook for the sector is bright. India enjoys the reputation
of being the topmost preference for outsourcing in auto
industry. Ability to keep costs low coupled with availability
of wide pool of skilled and qualified labor has made India
the most preferred destination for outsourcing. Most of
the global majors are either sourcing from India or have
set up their manufacturing bases in India. According to
an estimate, contracts worth US$ 700 bn will flow towards
low cost countries by 2015, out of which India has the
potential to capture a share of US$ 20-25 bn.

The sector, is well poised to become an important global
player. With the economic outlook positive, the domestic
market is set to expand further aided by rising incomes
and infrastructure development. The sector, therefore,
needs to invest heavily in research and development,
reorganise its supply chain and scale up its operations.



China and the WTO

hina became the 143" member of the World Trade

Organisation (WTO) on December 11, 2001 and

this has acted as a catalyst in enhancing the
dynamism of the Chinese economy. Entry into the WTO
has boosted China’s international trade, with moderation
of restrictive trade barriers and opening up channels for
investment and technology transfer from outside. This is
evidence by the increase in China’s share in global exports
and imports from 4.3% and 3.8% in 2001 to 6.5% and 5.9%,
respectively, in 2004. Similarly, FDI inflows have increased
from US$ 46.9 bn in 2001 to US$ 60.3 bn in 2005.
Therefore, greater integration with the global economy
through trade and investment, since the accession to the
WTO, has contributed in enhancing China’s economic
growth rate, which averaged 9.8% during 2002-2005,
compared to that of 7.9% recorded between 1998-2001.

Economic reforms in China, which began in 1978 have been
carried forward effectively since the WTO accession. The
average applied most favored nations (MFN) tariff has been
brought down from 15.6% in 2001 to 9.7% in 2005, with
the average MFN duty rates for agricultural and non-
agricultural products at 15.3% and 8.8%, respectively, in
2005. The tariff is entirely bound and applied rates are
generally at or close to bound rates. The bound tariff rate
averaged 10% in 2005 and is due to fall to 9.9% by 2010,
when China will be completing implementation of its
current commitments on bindings. Non-tariff measures have
also eased out gradually. While import prohibitions and
licensing have been reduced progressively, import quotas
and trading rights have been phased out since 2004. China
however, prohibits imports of certain products such as select
agricultural products, minerals, fertilizers and some waste
materials for the purpose of processing and re-exports. With
respect to quality standardisation, though a modest 32% of
China’s standards were based on international standards in
2005, 44% of the standards are to be revised to ensure
conformity with international standards.

Sectoral Initiatives:

Agriculture - Import quota and licensing on agricultural
imports have been replaced with a tariff-rate quota system
for cereals, edible oils etc. and domestic agricultural
distribution system for major grain and oil products has been
liberalised. Average MFN rtariff for agriculture has been
reduced from 23.1% in 2001 to 15.3% in 2005, which is
reflected in around 40% annual growth in agri imports

during 2003-2004.

Manufacturing - China’s economic reform and the adoption
of an ‘open door’ policy have encouraged export-oriented
capital-intensive manufacturing, especially by attracting
foreign direct investment (FDI) to the sector. China is also
encouraging technology upgradation and investment in high
technology based manufacturing through foreign
investment. Within manufacturing the following sectors are

highlighted.

Iron and steel - The simple average applied MFN tariff on
China’s iron and steel imports have fallen from 7.8% in
2001 to 5.1% in 2005. Import quotas have been eliminated
and designated trading in steel products has been removed
in 2004. In May 2005, the Chinese Government introduced
a new import licensing system, which obliges small-scale
steel producers to purchase domestic iron ore.

Textles and Clothing - Between 2001 and 2005 China has
reduced the tariff on textiles from 20.7% to 10.9% and from
24.1% to 15.8% for clothing. However, cotton imports
remain subject to state trading and tariff rate quotas. Though
all export taxes on these products were removed in January
2006, on account of the MoU signed with the US and the
EU, China maintains export restrains on certain textiles
and clothing products.

Automotive Sector - Tariffs have been reduced from 30.1%
in 2001 to 14.8% in 2005 and technology transfer

requirements have been relaxed.

Services - Liberalisation in key service sectors has been
slower compared to manufacturing. Nevertheless, China is
in line with its schedule under GATS. Till date state owned
banks hold majority of the banking assets. However, bad
loans have been reduced gradually through restructuring
and foreign banks are being given greater flexibility of
operations viz. foreign banks will be permitted to conduct
forex business and provide local currency services to
individuals throughout the country from December 2006.
In Telecommunications, China maintains price controls
through price ceilings set by the government.

In conclusion, China’s integration with the world
economy has been facilitated by its accession to the
WTO. Being at the forefront of the emerging economies,
China’s rapid economic development is playing a crucial
role in influencing the global economic order. Greater
integration under the aegis of WTO, would therefore,
bring in increased returns for the Chinese as well as the
world economy.



Recent News on China

China continues fast and stable economic growth in the

first-half of 2006

According to preliminary estimation, China recorded a
10.9% GDP growth in the first half of 2006, improving over
the 10% growth recorded a year before. Robust industrial
growth of 13.2% and services growth of 9.4% are the main
reasons for the continuation of economic upswing.
Agricultural growth stood at 5.1% following a bumper
harvest in summer crops and significant increase in the
output of pork, beef, mutton and poultry. Performance of
the industry, which has a share of 51% in China’s GDP, was
led by 18.5% growth of the heavy industry. Investments in
fixed assets also saw a robust rise of 29.8% in the period to
4,237 bn yuan. Inflation continued to be moderate with an
average rise of 1.3% in consumer prices. However, fuel prices
went up by 6.1% while housing prices registered 5.6%
increase in the period.

The total value of imports and exports for the first 6 months
was US$ 795.7 bn, an increase of 23.4% year-on-year.
Exports stood at US$ 428.6 bn, showing a rise of
25.2%, and the value of imports was US$ 367.1 bn, up
21.3%. The total value of contracted foreign capital was
USS$ 88.5 bn, showing a modest rise of 2.7%, while actually
utilised capital amounted US$ 28.4 bn. By the end of
June, China registered a total of US$ 941.1 bn in
foreign exchange reserves, implying an accretion of

US$ 122.2 bn from the beginning of the year.

Source: National Bureau of Statistics, China

Ministry of Commerce to curb illegal trade of textiles

The Ministry of Commerce has issued a circular to alert
domestic companies to the pitfalls of exporting textile
products to the United States and the European Union using
fake certificates of origin. Under last year’s Sino-US and
Sino-EU memorandums on textile trade, the agreed trade
volume for the following year will be slashed to penalise
the whole industry if these illegal practices are carried out.
Since the EU and US imposed textile export quotas on
China last year, the country’s textile exports to these two
economies have been slowing down and shifting to
neighbouring countries and regions. Hong Kong and Korea,
for instance, have registered year-on-year growth of 234%
and 150% respectively in their textile exports to the EU
between January and May. So far, the EU has imposed

import restrictions on ten categories of textile products made
in China while the United States has restricted the import
of 21 categories of textile products from the country. In the
backdrop of these restrictions China’s textile exports to
Myanmar, Vietnam, Thailand, Korea, Russia and Pakistan
are increasing.

Source: Ministry of Commerce (MOFCOM), China

High growth expected in Chinese Software

China’s software industry is expected to maintain an
annual growth rate of 30% from 2006 to 2010, and be
worth 1.3 trillion yuan (US$ 162.5 bn) by the latter date.
Ding Wenwu, Deputy Director of the Electronics and
Information Technology Products Department at the
Ministry of Information Industry (MII), gave the
prediction at the 10" China International Software
Exposition. He added that software exports would reach
US$ 12.5 bn by 2010, more than triple the figure for 2005,
which was US$ 3.59 bn. He said China had made
substantial progress in software industry development over
the past few years.

By 2005, the size of China’s software industry was
390 bn yuan (US$ 48.75 bn), compared with 44.05 bn
yuan (US$ 5.5 bn) in 2000. The MII has laid out several
guidelines to help promote the software industry. MII
has recently drafted a special policy to boost the
development of the software and integrated circuit
industry. MII would also take concrete moves to support
China’s software industry through, for example, setting
up venture capital groups or government procurement.
Ding also said the MII would set up a software talent
training system in the next five years. China has also
made substantial progress in this respect. By 2005, China
had 900,000 software industry workers, a figure expected
to grow to around 2.5 mn within the next five years.
Ding said the MII aims to increase the number of key
software enterprises with sales revenues of over 5 bn yuan
(US$ 625 mn) in China. According to the latest ranking
of the top 100 Chinese software companies, four reported
revenues above that figure. They are Huawei, Haier, ZTE

and UTStarcom and 26 companies reported revenues of
above 1 bn yuan (US$ 125 mn).

Source: www.china.org.cn
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