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Introduction

It is our great pleasure to deliver another volume of Research Papers on Asia-Pacific
economic issues. Each year we present you multiple points of view on that topic,
trying to show how much the processes in Asia & Pacific affect the world economy.
After nine years of hosting international scientific conference dealing with that
region’s affairs, we are still confident that these issues are important not only for the
countries of the region, but also for economies worldwide.

This year we have chosen for you 15 articles. All of them where submitted for
this year’s conference entitled “Asian Economies in the Context of Globalization”.
Seeing that some authors describe the issues of countrywide importance and others of
those having regional or global meaning, we have decided to group them according
to the criterion of impact range.

The first chapter — Asian Economies in the Global Context — is a collection of
papers on general regionalization or globalization issues. T. Sporek is trying to refresh
the view of the globalization processes occurring at the crossroads of economy and
politics. M. Bartosik-Purgat is analyzing sources of information about products and
services in the light of cross-cultural research. E. Majchrowska is using Regional
Comprehensive Economic Partnership case to show the importance of mega-regional
blocks in global trade. In addition, we decided to add to this part the articles the subject
of which is not so general, but it applies to trade relationships of a global nature. This
will be the EU-India trade and investment agreement (G. Mazur), Poland-ASEAN
agri-food products trade (K. Kita) or anti-dumping procedures against China under
WTO rules (J. Skrzypczynska).

Articles in the second chapter are — as the title implies — embedded in a regional
context. P. Pasierbiak deals with trade regionalization in East Asia. S. Bobowski
offers an insight into ASEAN-Japan Economic Partnership. A. Kuropka and
A.H. Jankowiak analyse the impact of natural disasters on production networks in
the region. As the last in this section we have placed the article about Singaporean
Competitiveness Model applied in European economies (M. Zmuda). It may be not
strictly connected with Asia & Pacific, but its concept is to transfer Asian experience
to Europe at the regional level.

The last chapter — Asian Economies in the Local Context — is mostly about
domestic matters of Asian countries. You will find there three articles about China
(J. Bogolebska writing about Chinese monetary policy, A. Klimek describing cross-
border mergers and acquisitions by Chinese state-controlled enterprises, S. Stepien
and A. Sapa showing Chinese pork sector), one about Indonesia (Development of
Islamic banking in Indonesia by 1. Sobol) and one about North Korea (M. Kightley
applying game theory in prediction of political changes in that state).



8 Introduction

We think it is an interesting set of papers you will find valuable in your studies.
We also hope that your scientific interests will continue to be associated with Asia
and that is why we invite you to the 10" anniversary conference which will be held
at the Wroctaw University of Economics in November 2017.

We appreciate your time and consideration, as also time and effort of our peer
reviewers. We look forward to the further submissions of interesting papers on Asia
& Pacific. Thank you!

Bogustawa Drelich-Skulska, Anna H. Jankowiak, Szymon Mazurek
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STATUS GOSPODARKI RYNKOWEJ DLA CHIN
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DLACZEGO JEST WAZNY?
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Summary: The paper examines specific aspects of China’s membership in the World Trade
Organization (WTO). China has been a member of WTO since 11 December 2001. The main
thesis of this paper is that the Chinese membership in the WTO is not full because China has
still not been granted “Market Economy” status. This is the reason why the anti-dumping
procedures against China are much simpler than against any other WTO member. The main
goal of this paper is to describe the antidumping procedure in the WTO and present the
differences between procedures against countries with Non-Market Economy Status (China
example) and with Market Economy Status.

Keywords: Dumping, China, WTO, Market Economy Status.

Summary: Przedmiotem artykutu sa wybrane aspekty cztonkostwa Chin w Swiatowej Orga-
nizacji Handlu (WTO). Chiny s3 cztonkiem WTO od 11 grudnia 2001 r. W artykule przyjeto
tezg, ze chinskie cztonkostwo w WTO nie jest petne, poniewaz Chinom nie zostat nadal przy-
znany status ,,gospodarki rynkowej” przez najwigkszych partnerow handlowych (UE i USA).
W zwiazku z tym procedury antydumpingowe przeciwko Chinom sg znacznie prostsze niz
wobec jakiegokolwiek innego cztonka WTO.

Stowa kluczowe: dumping, Chiny, WTO, status gospodarki rynkowe;j.

!'This article is a part of the project: The European Union in the face of the intensive development
of the People’s Republic of China Project, ID 2013/11/B/HS5/03572, financed by the Ministry of Sci-
ence and Higher Education, Poland.
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1. Introduction

The main goal of this paper is to describe antidumping procedure in the World
Trade Organization (WTO) and present the differences between procedures against
countries with a Non-Market Economy (NME) status and a Market Economy
Status (MES). Another vital question examined in this paper is whether the Chinese
government will be granted a Market Economy Status by the end of 2016.

This paper focuses on two pillars of anti-dumping procedures and the process for
granting a Market Economy Status for China. The first step to proceed is to describe
anti-dumping procedures under WTO rules. The second step is to discuss the factors
influencing the European Union’s (EU) decision to grant a Market Economy Status
to China. It is important to establish that China is an example of a country which
is treated by its most important trade partners (the EU and USA) as a non-market
economy country.

Non-market economies is the particular situation of economies where the
government has a complete or substantially complete monopoly of its trade and
where all domestic prices are fixed by the State, GATT 1994 and the Agreement
recognize that a strict comparison with home market prices may not be appropriate.
Importing countries have thus exercised significant discretion in the calculation of
normal value of products exported from non-market economies.

First of all, granting a Market Economy Status for China is not only a technical
and economic issue, but also a political decision with important consequences for
the EU-China relationship, and what might be even more important, for the EU-US
relationship, given the recent Transatlantic Trade and Investment Partnership (TTIP)
Agreement negotiations.

Second, granting a Market Economy Status for China is a very sensitive issue,
especially for the European Union, because removing the possibility of imposing
duties will result in China dumping goods in Europe, leading to job losses, and may
cause deeper economic crisis in the European Union. Europe’s traditional industries
have led the campaign to deny China’s MES. They argue that cheap steel from China
destroys the European economy and without the possibility of imposing antidumping
duties the future of this branch of EU economy is at risk. The steel lobby (for instance,
Eurofer which represents European steel firms?) has tried to persuade EU political
leaders that granting the MSE for China will destroy the European steel industry.

Third, there is no consensus or a unified voice among EU countries on whether
China should be granted a MES. In spite of the fact that the EU trade policy has been
conducted at the Community level since 1970 and its creation was preceded by the
creation in 1968 of a customs union between Germany, France, Italy and the Benelux
countries, there is no common strategy regarding China’s Market Economy Status.

2 See [http://www.eurofer.org/Issues%26Positions/Market%20Economy%20Status%20%20China/
Market%20Economy%20Status%20-%20China.itpl].
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Anti-dumping proceedings are of great importance to the effectiveness of the EU’s
common trade policy. They allow for fighting with price competition from China
and are an effective tool of trade protectionism. Despite that the European Union
is split over whether to grant China a MES. Germany and Great Britain are likely
to be more ready to accept the Chinese pleas than Italy or other EU member state
countries.

Under Section 15 of the Chinese WTO Accession Protocol, China can be treated
as a non-market economy (NME) in anti-dumping proceedings. NME treatment
often leads to the determination of higher anti-dumping duties. S. van Kerckhoven
and A. Luyten [2014] point out “that the categorization as a non-market economy
increases the chances of anti-dumping investigations on its products, through the
price comparability mechanism.”

However, the correct interpretation of Section15(d) of the Chinese WTO
Accession Protocol has come under debate, as well as whether the latter section
stipulates automatic granting of Market Economy Status to China after December
2016 [Puccio 2015, p. 1].

The literature on China’s accession to the WTO and antidumping procedures is
extensive. For China, formal accession to the WTO symbolized an important step
of its integration into the global economy [Caira 2010; Guijun, Bi 2015; Manjiao
2012; Kerckhoven, Luyten 2014]. Some authors argue that according to the Chinese
WTO Accession Protocol China should get the MES at the end of 2016 (e.g. [Tietje,
Nowrot 2011; Rao 2013]. Another strand of literature, however, builds on that the
expiry of section 15(a)(ii) of China’s Accession Protocol does not imply that all
WTO Members would have to recognize China as a “market economy” and the
problem lies in the interpretation of Article 15 (Puccio 2015; [Vermulst et al.
2016]. Some strongly argue that this provision requires not granting automatically
“market economy” status to China by year-end 2016 (e.g., [O’Connor 2011, 2016],
specifically that China does not fulfil the MES criteria.?

2. An overview of anti-dumping procedure in the WTO

WTO agreements are based upon the ideas of progressive liberalization of market
access, transparency, and non-discrimination emanating from the 1947 GATT
[Cottier 2015, p. 6]. According to S.M. Trommer, “the idea of anti-dumping has
been subject to academic and political debate. The academic debate on the economic

3 The EU has five criteria to grant MES: “a low degree of government influence over the alloca-
tion of resources and decisions of enterprises, the existence and implementation of a transparent and
non-discriminatory company law, the existence and implementation of a coherent, effective and trans-
parent set of laws which ensure the respect of property rights, the existence of a genuine financial sector
which operates independently from the state, an absence of state-induced distortions in the operation of
enterprises linked to privatization and the use of non-market trading or compensation system” [http://
trade.ec.europa.eu/doclib/docs/2009/june/tradoc_143599.pdf].
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rationale behind antidumping action remains controversial. Injurious dumping is
generally perceived as a problem because domestic producers are competing with
the products entering their market at artificially low prices” [ Trommer 2007, p. 567].

Trade protection instruments including anti-dumping, anti-subsidy and tools
against extensive import procedures, are now much more effective in defensive
trade policy than the so-called “classical” trade policy instruments that rely primarily
on custom duties. The most commonly used instrument of protection is the anti-
dumping procedure.

The popularity of anti-dumpling practices is due to the fact that companies, not
governments, are accused of dumping as in the case of subsidies. Anti-dumping law
has also similar functions internationally as the functions played by competition
rules on the national market.

Besides that, the increasing trade imbalance with China, the leading role of China
in global export and the price competition of Chinese products have brought about
serious consequences for China in the amount of anti-dumping investigations on the
WTO forum. As long as China’s pro-export trade policy and non-market economy
status persist, trade remedy issues will remain one of the major types of WTO cases
for China in the nearest future [Manjiao 2012, p. 34].

It is also important that traditional instruments of market protection do not deal
with dumping practices and price competition. Ordinary custom duty does not give
enough protection, especially since when customs duties are regularly cut under
WTO agreements and previously under GATT regulations. Trade liberalization has
changed the role of duties in international trade, especially in industry products.
The average level of tariffs on industrial goods is 3.8%. As a result of the Uruguay
Round agreements, developed countries cut tariffs on industrial products from an
average of 6.3% to 3.8 % (WTO data). The situation is different in the case of trade
in agricultural products, where customs duties are still a vital protection measures,
especially in developed countries’ trade policies. Tariffs on all agricultural products
are now bound and almost all import restrictions that did not take the form of tarifts,
such as quotas, have been converted to tariffs. Dumping is defined in the Agreement
on Implementation of Article VI of the GATT 1994 (The Anti-Dumping Agreement)
as the introduction of a product into the commerce of another country at less than its
normal value. Under Article VI of GATT 1994, and the Anti-Dumping Agreement,
WTO Members can impose anti-dumping measures. Dumping is calculated on the
basis of a “fair comparison” between normal value (the price of the imported product
in the “ordinary course of trade” in the country of origin or export) and export
price (the price of the product in the country of import). Article 2 contains detailed
provisions governing the calculation of normal value and export price, and elements
of the fair comparison that must be made (Agreement on Implementation of Article
VI of the General Agreement on Tariffs and Trade 1994). The relatively rare case of
dumping is to sell goods below the cost of production. This is an extreme example
of dumping.
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The relevant question is what a normal value is and how it should be counted.
According to WTO stipulations, “the normal value is generally the price of the
product at issue, in the ordinary course of trade, when destined for consumption in
the exporting country market. In certain circumstances, for example when there are
no sales in the domestic market, it may not be possible to determine normal value
on this basis. The Agreement provides alternative methods for the determination
of normal value in such cases.” For countries without market economy status it is
possible to calculate the normal value as a value of the same or similar good on
market of any other WTO member. If we use, for example, the Canadian market to
compare normal and export price of a Chinese product, that for sure dumping will
be easier to prove, because of differences in normal (Canadian) price and export
price. According to P.A. Messerlin, “NME status allows foreigner investigator to
use proxies for estimating the home market prices or costs of Chinese exports. Such
proxies make the proof of the existence of antidumping much easier than under the
antidumping rules for market economies” [Messerlin 2004, p. 42].

To take action against dumping, some necessary conditions must be fulfilled.
First of all, antidumping duties are allowed as a trade response only if the practice
causes or threatens to cause a material injury to an industry or the export market
[Folsom 2014, p. 132]. There should also be a link between the injury to the
competing industry and the dumping. This is relevant because the investigator
government rarely takes antidumping action automatically, with their own anti-
dumping measures can only be applied if the dumping is hurting the industry in the
importing country initiative. Usually, the antidumping procedure is starting at the
request of injured parties. In addition, the decision-making body should take into
account the interests of consumers.

The key issue in actions against dumping is the concept of dumping margin. The
dumping margin is the difference between the normal price and the dumping price.
The level of dumping margin has a direct influence on the maximum amount of anti-
dumping duty that can be imposed on the exporter.

In case of dumping, the investigator may impose anti-dumping duties (usually
these are ad valorem duties) on existing customs duties for a maximum period of 5
years. Anti-dumping measures must expire five years after the date of imposition,
unless an investigation shows that ending the measure would lead to injury. These
duties may be extended for another five years after the verification proceedings.
In a situation where the accused party is willing to cooperate, the investigator may
adopt the so-called price undertaking, which means that an exporter alone will raise
the price of goods beyond dumping price without the need to impose antidumping
duties. The whole antidumping procedure should be completed within one year and
a maximum close-up of 15 months.



Market Economy Status for China in anti-dumping procedures — what is really matters? 51

3. Market Economy Status for China — what is at stake?

Despite World Trade Organization (WTO) principles of non-discrimination, there
are some exceptions to special anti-dumping procedures against certain former
State-trading nations, arguing that in transition economies, prices do not fulfil the
same function as in market economies, thus being an unreliable indicator for the
purpose of anti-dumping calculations [Trommer 2007, p. 565].

The protocol of China’s Accession to the WTO provides for a 15-year transition
period to grant China Market Economy Status [Messerlin 2004, p. 29]. China still
does not have that status, and the protocol to join the WTO stipulates China’s status
as “non-market economy” (NME). This means that China’s economy is defined
as “centrally controlled from the pervasive influence of the government on prices,
exchange rate and other aspects of the economy” [Lou 2010, p. 162]. A country
considered a “market economy” should, inter alia, be characterized by floating
exchange rate, free market, a clear definition of property rights and insolvency
law [Gajdos, Bendini 2013]. No market economy status facilitates the application
of anti-dumping procedures against China. It also means that the normal price can
be considered the price of dumped goods on a different market than the Chinese
market [Snyder 2010, pp. 252, 253]. Until Chinese firms prove that they operate
under market economy conditions, they will be treated in a different way than
other market economy companies. The application of these procedures against the
PRC causes considerable loss of Chinese manufacturers and facilitates. According
to China’s WTO accession protocol, China should receive such a status in 2016.
China’s potential receipt of a Market Economy Status in December 2016 will, in
practice, mean dealing with imports from China in the same way as with any other
member of the WTO with a Market-Economy Status.

Why is this issue so sensitive for many WTO members including the two biggest
Chinese trade partners: the European Union and the United States? There is no
one simple answer. Price competition from China seems to be a relevant threat for
Chinese trading partners. First of all, most consumer goods are produced in Asia,
some of them in China and exported on European and American markets. That can
cause injury to domestic industries. But on the other hand, part of those products
are produced for European and American companies. What is more, the vital branch
of the European and American economy is import. The open question is: when an
investigator places antidumping duties on an imported good from China, who will be
hurt the most: the Chinese producer or a foreign importer? This example shows that
granting China a Market Economy Status is not a zero-sum game. The interests of
importers and producers on the domestic market are completely different. Importers
of semi-finished products and consumers’ goods are mostly against antidumping
duties. On the other hand, domestic producers of similar goods strongly support
the idea of antidumping duties. The European Commission must take under
consideration the interests of both sides. What is more, they cannot forget about
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consumers and their interests. Most of them want to buy as cheap as possible. On
the other hand, there are also groups of consumers which support local and regional
companies, which do not import from Asia and are ready to pay more for locally
produced goods, especially for food.

China’s Accession Protocol to WTO allows WTO members to judge according to
their domestic law whether China should reach a Market Economy Status or not. MES
requests are evaluated on the basis of five criteria which aim to establish whether the
economic conditions in the country concerned have evolved to the extent that prices
and costs can reliably be used for the purpose of trade defence investigations. From
a legal point of view the EU has five criteria to grant MES: allocation of economic
resources by the market, the removal of barter trade, corporate governance, property
rights and an open financial sector. According to O’Connor “China has met only the
removal of barter trade” [ Vincentini 2016].

Among the MES criteria, the criterion on exchange rates seems to be especially
sensitive and vital for China’s MES. As long as China uses an artificial exchange rate
for their currency, the yuan, they will lead a pro export policy This kind of currency
manipulation helps Chinese’s exports to be more competitive compared to American
or European products.

To sum up, policy-makers will face both domestic and international factors
in their decision to grant China a MES or not. Among the domestic factors, the
most important seems to be different WTO members’ interests in important sectors,
such as the steel and textile industry. Except the EU, the main countries which still
consider China as a NME are the USA, Canada, Japan, Mexico and India. Most of
those countries are actively using trade remedies against China. What is more, the
United States government is pressing the EU not to grant China MES automatically
at the end 0f 2016. The US administration can use the TTIP negotiations to influence
the European Union’s decision.

4. Conclusions

To sum up, dumping and antidumping is a mixed picture and there is no simple
solution to this problem. This issue is sensitive and relevant for a number of reasons.
It brings a big challenge for both EU governments and other global leaders. On the
one hand, the EU leaders have to protect the European economy but, on the other,
their national interest and good relations with China are also very important for most
of them. China is a big and important market, so the question is: for how long can
the European Union postpone the time for granting the Market Economy Status for
China?

The open question is what will happen if the EU and the USA do not grant China
a market economy status treatment in 2016? In such a situation China would be very
likely to bring WTO disputes against the US and EU if they continued to withhold
MES after that date. Because China argues that due to Protocol of China’s Accession
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to the WTO by the end of 2016 all WTO members are required to grant MES. How
the WTO dispute panels would decide if China brought such a case to the panel
can only be guessed. For sure starting such argue may bring exacerbation of trade
relations with China both for the European Union and the United States. According
to the WTO dispute settlement body such a dispute can last more than a year.

It is worth noting that another controversial WTO member, the Russian
Federation, has been granted MES, from both major trade partners European Union
and United States in 2002. The question is whether Russia’s economy is more of
a market economy than that of China. For the purpose of anti-dumping proceedings,
Russia has, to date, not been considered as having a market economy because of
the extent of state influence on individual companies but after granting the status
of market economy the calculation of dumping margins, costs and prices is based
on Russian producers or the Russian market. Market economy status only matters
in trade defence policy and it is relevant that on the European market there are not
a lot of “made in Russia” products. EU and US companies do not have to compete
with Russian products on their markets, so granting a Market Economy Status to the
Russian Federation did not bring a real threat for those markets. According to this
example the Chinese government may accuse the European Union and the United
States of using double standards. It is highly debatable whether Russia meets the
EU’s market economy criteria and whether it is more market economy than China.
This has political and economic relevance for how the European Union will deal in
the case of such accusations.
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