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MOST-FAVORED-NATION STATUS 

AND CHINA: AN ECONOMIC 
ANALYSIS OF LINKAGE 

Phillip Saunders* 

This paper examines the effectiveness of linking China's 
most-favored-nation (MFN) status to economic, for-
eign-policy, and human-rights issues. It calculates the 
Sino-U.S. trade balance and reviews two studies on the 
economic impact of suspending China's MFN status, 
arguing that loss of MFN would have a major impact on 
the Chinese economy and a smaller but significant effect 
on the U.S. economy. The paper examines efforts to link 
China's MFN status to other issues and concludes that 
MFN has been most effective in securing economic 
concessions, less effective in achieving foreign-policy 
objectives, and only marginally effective in securing 
human rights. The paper argues that the absolute costs 
to the United States of MFN suspension politically out
weigh the larger relative costs to China, limiting the 
credibility of threats to suspend China's MFN status. 
Instead of relying on MFN as a policy instrument, the 
United States should develop a more selective set of 
sanctions to pressure China on economic, foreign-policy, 
and human-rights issues. 

This paper examines the effectiveness of linking the renewal of 
China's most-favored-nation (MFN) status to economic, foreign-
policy, and human-rights issues. After analyzing economic aspects 
of MFN, the paper lists the variety of economic, foreign-policy, and 
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human-rights issues that have been explicitly or implicitly linked to 
MFN renewal and assesses the relative success of linkage in differ
ent issue areas. The paper concludes that MFN has been most 
effective in securing economic concessions, less effective in achiev
ing foreign-policy objectives, and only marginally effective in 
securing human rights. The paper further argues that MFN is too 
blunt an instrument to form the basis of U.S. policy toward China 
and that the threat of nonrenewal is becoming less credible and 
imposing increasing costs on bilateral ties. The U.S. should develop 
a more selective set of sanctions to pressure China on foreign-
policy and human-rights issues. 

THE LEGAL BASIS OF MOST-FAVORED-NATION STATUS 
Most-favored-nation status refers to the tariff rates charged on 
imports. In the United States, countries with MFN status are subject 
to Column One tariff rates, which reflect the seven rounds of 
General Agreement of Trades and Tariffs (GATT) tariff reductions 
prior to the latest Uruguay Round reductions.1 Afghanistan, Cam
bodia, Cuba, Laos, Montenegro, North Korea, Serbia, and Vietnam 
are the only countries currently denied MFN status (IBERC 1993, 5). 
Imports from countries without MFN are subject to Column Two 
tariff rates, which generally date back to the Smoot-Hawley Tariff 
Act. The average tariff rate under Smoot-Hawley in 1930 was 44.9 
percent; the average tariff rate on dutiable U.S. imports in 1992 was 
only 5.2 percent (IBERC 1993, 7). 

U.S. tariff rates typically include a per-unit duty and a percentage 
of the total value of the imported goods. Effective tariff rates 
therefore depend on both the volume and value of trade in specific 
Harmonized Tariff Categories; if the composition of trade shifts, the 
overall effective tariff rate will also change. Based on the composi
tion of 1992 imports from China, the average duty rate with MFN 
was 7.9 percent. Without MFN, tariffs would have averaged 46.1 
percent (IBERC 1993, 8). Based on the composition of 1990 im
ports, the average MFN rate was 8.8 percent and the non-MFN rate 
would have been 50.5 percent (Solomon 1990). Loss of China's 
MFN status would significantly increase the cost of Chinese prod
ucts to U.S. consumers and greatly reduce the volume of Chinese 
imports. (The economic impact is considered in more detail later.) 
Table I shows effective MFN and Column 2 tariff rates for the top ten 
U.S. imports from China (IBERC 1993, C1-C3). 
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Table Is MFN and Column 2 Tariff Rates, Top Ten U.S. Imports 
from China, 1992 
HTS Item Description MFN duty Column 2 
64029915 Certain plastic footwear, 

not covering the ankle 6.0% 35.0% 
61109000 Silk Blend Sweaters 6.0% 60.0% 
95039060 Miscellaneous toys 6.8% 70.0% 
64039990 Certain female leather footwear 10.0% 20.0% 
95034110 Stuffed toys 6.8% 70.0% 
27090020 Crude Oil $.105/barrel $.210/barrel 
62061000 Female woven silk blouses 7.5% 65.0% 
64039960 Certain male leather footwear 8.5% 20.0% 
67029035 Artificial flowers 9.0% 71.5% 
03061300 Frozen shrimp 0.0% 0.0% 

Article I of the General Agreement of Trades and Tariffs specifies 
that MFN tariff rates will be applied to all GATT members; extension 
to nonmembers like China depends on the discretion of the GATT 
member. The United States used its discretionary power to provi
sionally grant MFN status to China in 1973. China and the United 
States formally granted each other MFN status in the U.S.-China 
trade act signed in mid-1980. Since China was a nonmarket economy, 
MFN status was subject to the provisions of the Jackson-Vanik 
amendment to the Trade Act of 1974. The Jackson-Vanik amend
ment, originally intended to encourage the Soviet Union to allow 
free emigration of Jews, required the president to certify annually 
that the government of a nonmarket economy either granted 
freedom of emigration to its citizens or that extension of MFN status 
would encourage free emigration (Harding 1992, 96). Annual 
certification provided Congress a means of evaluating and influ
encing the president's policy toward Russia; the recertification 
process also became the key forum for debate over the president's 
China policy after 1990. Emigration was not initially an important 
issue in Sino-U.S. relations; Deng Xiaoping offered to send the 
United States as many immigrants as it wanted (Harding 1992, 96). 
China's most-favored-nation status was routinely renewed until 
Chinese troops massacred student protesters in Tiananmen Square 
on June 4, 1989. 



U.S. RESPONSES TO TIANANMEN SQUARE 
The Bush administration responded to Tiananmen Square by 

suspending military sales to China and canceling high-level military 
and diplomatic exchanges. Bush also allowed Chinese students to 
remain in the United States, postponed loans to China from inter
national financial institutions, and suspended a range of technol
ogy transfers. Bush, who served as the American envoy to China in 
the mid-1970s, was conscious of China's strategic value and deter
mined to preserve the Sino-U.S. relationship. A few members of 
Congress called for immediate revocation of China's MFN status 
but the bill Congress passed in July 1989 only codified and slightly 
extended the sanctions Bush had already imposed. Members of 
Congress gradually became frustrated by the negligible impact of 
sanctions on Beijing's human-rights policies and by the Bush 
administration's reluctance to press harder for political reforms. In 
1990 the House passed a bill revoking China's MFN status as well 
as a competing measure conditioning MFN renewal on China's 
progress toward specific political reforms, but neither bill won 
Senate approval (Harding 1992, 247-269). In both 1991 and 1992 
Congress succeeded in passing legislation establishing conditions 
for the renewal of China's MFN status. Bush vetoed the legislation 
each time, preferring to rely on measures like technology restric
tions and Super 301 cases which had a more limited impact on Sino-
U.S. relations. 

U.S. policy toward China became an issue in the 1992 presiden
tial election, with Clinton accusing Bush of coddling China and 
promising to impose tougher human-rights conditions on the 
renewal of MFN. Once in office, President Clinton signed an 
Executive Order on May 28, 1993, which renewed China's MFN 
status unconditionally for 1993 but also imposed a detailed set of 
human-rights conditions for renewal in 1994. On May 26, 1994, 
President Clmton announced that even though Chinese human-
rights performance fell short of the Executive Order's standard of 
"overall, significant progress," he had decided to renew China's 
MFN status and to delink human rights from future determinations 
of China's MFN status (Clinton 1994). With this framework in mind, 
this paper will now consider the potential economic impact of 
withdrawal of China's MFN status. 
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SINO-U.S. TRADE 
Several methodological issues arise when analyzing Sino-U.S. 
trade. One of the most important issues is whether to use Chinese 
or U.S. customs statistics. Each country's official figures show that 
their country is running a deficit in bilateral trade! (Tables II and III). 

Table II: U.S.-Cbina Trade (PRC Customs Statistics, 
US $billions)2 

1987 1988 1989 1990 1991 1992 
Chinese Exports 3.00 3.40 4.40 5.20 6.159 8.594 
Chinese Imports 4.80 6.60 7.90 6.60 8.008 8.900 
Chinese Trade Deficit-1.80 -3.20 -3.50 -1.40 -1.849 -.306 

Table III: U.S.-Cbina Trade (U.S. Customs Statistics, 
US $billions)3 

1987 1988 1989 1990 1991 1992 1993 
U.S. Exports 3.497 5.021 5.755 4.806 6.278 7.418 8.760 
U.S. Imports 6.293 8.51111.990 15.237 18.969 25.728 31.530 
U.S. Trade Deficit-2.796 -3.490-6.235 -10.431 -12.691-18.310-22.770 

Both countries calculate exports based on FOB (free on board) and 
imports based on CIF (cost, insurance, and freight), resulting in a 10 
to 15 percent discrepancy in figures. The most important difference 
lies in the treatment of goods shipped through Hong Kong. The 
United States counts Chinese goods shipped through Hong Kong 
as Chinese exports, but counts American goods shipped through 
Hong Kong to China as exports to Hong Kong. Conversely China 
counts most American goods shipped through Hong Kong as 
imports from the United States and counts Chinese goods shipped 
to the United States through Hong Kong as exports to Hong Kong 
(Wang 1993, 456). In 1990 the discrepancy between U.S. and 
Chinese figures for Chinese exports to the United States was 
$10,037 billion, a figure that closely corresponds with official Hong 
Kong figures of $10,500 billion of Chinese goods reexported to the 
United States (The World Bank 1994, 265). Since approximately 70 
percent of Chinese exports to the United States are transshipped 
through Hong Kong, this is the largest source of the discrepancy 
between trade figures and a reason to prefer U.S. figures (U.S.
China Business Council 1992, 16). 
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Some analysts (IBERC 1993, 42-43) argue that the rapid growth 
of direct investment in China from Hong Kong and Taiwan and the 
transfer of production facilities to the mainland make U.S. trade 
balances with "Greater China" a better measure of the true trade 
deficit. Chinese officials estimate that some 36 percent of Hong 
Kong's industry has moved across the border to Guangdong prov
ince (Baldinger 1992, 14). 

Table IV: U.S.-Greater China Trade (U.S. Customs Statistics, 
US $ billions) 

1987 1988 1989 1990 1991 1992 
U.S. Exports 
to Greater China 14.893 22.837 23.381 23.114 27.597 31.745 
U.S. Imports 
from Greater China 40.769 43.463 46.023 47.525 51.271 60.117 
U.S. Trade Deficit -25.876 -20.626 -22.644 -24.411 -23.674 -28.372 

Table IV indicates that the U.S. trade deficit with Greater China has 
not increased dramatically over the last five years. This is largely 
because U.S. exports to Hong Kong and Taiwan have increased fast 
enough to cover most of the dramatic growth in imports from 
China. (U.S. imports from Hong Kong and Taiwan declined slightly 
over this period). Aggregating the data hides the fact that Chinese 
import restrictions have limited U.S. exports to China, a factor 
relevant for the bilateral trade relationship. Moreover, loss of MFN 
status would only affect Chinese-origin goods, making trade with 
China the appropriate measurement. The remainder of this paper 
will use U.S. Customs figures. 

COSTS OF MFN SUSPENSION TO CHINA 
This paper critically evaluates two studies that calculate the effect 
that loss of MFN status would have on Chinese exports to the United 
States. The first is a World Bank study using the World Bank-
UNCTAD SMART trade projection model (The World Bank 1994, 
155-58, 252-53). The study examined the top 15 four-digit SITC 
imports (which made up just over half of 1990 U.S. imports from 
China) and calculated the change in trade volumes caused by 
imposing Column Two tariffs on Chinese imports. The study 
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considered two cases: Scenario I allocated the trade destruction 
caused by higher import prices across all countries, and Scenario II 
allocated all the trade destruction to China. 

The second is a 1993 study by the International Business and 
Economic Research Corporation (IBERC) using the U.S. Interna
tional Trade Commission CADIC model (IBERC 1993, B1-B18, Cl-
C7). The IBERC study considers two primary cases, with three 
variations on each. The first case examines the impact on the top 25 
Harmonized Tariff System (HTS) import categories, which made up 
33.9 percent of 1992 U.S. imports from China. This tends to 
underestimate the impact on trade, since the tariff increases on 2 of 
the top 25 goods (crude oil and frozen shrimp) are 0.6 percent and 
0 percent respectively. The second case considers HTS chapters 
selected on the basis of potential change in trade volume, which 
tends to overestimate the impact on trade. The selected chapters 
make up 71 percent of 1992 U.S. imports from China. The IBERC 
study also considers the impact of Chinese absorption of the higher 
tariffs in an effort to maintain export markets. In the 100 percent 
pass-through case, U.S. consumers pay the full cost of the higher 
tariffs; in the 75 and 50 percent cases, Chinese exporters bear some 
of the costs of the higher tariffs in order to maintain exports. Both 
studies extrapolate from the subset of imports modeled to obtain 
estimates of the total impact of the loss of MFN. 

Table V shows the decline in Chinese imports under each study. 
The shaded cells represent calculations in the original study; the 
other cells are extrapolations based on the estimated percentage 
decline in the volume of trade multiplied by the dollar value of 
Chinese imports in the given year.4 These extrapolations introduce 
two additional sources of error: (1) they ignore changes in the 
composition of imports from China, and (2) they assume that 
elasticities are constant as the volume of trade changes (since both 
studies use isoelastic estimates for the elasticities of demand, 
supply, and substitution, the second source of error is probably not 
significant). Nevertheless, the extrapolations allow comparisons 
between the two studies and estimate the impact of the loss of MFN 
based on 1993 trade volumes. 
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Table V: Impact of the Loss of MFN on U.S. Imports from 
China (US $ billions) 

Trade 
Decline 

1990 1991 1992 1993 

U.S. Imports 
from China 
World Bank 

15.237 18.969 25.728 31,530 

Scenario I 
World Bank 

-43% -6.537 -8.138 -11.037 -13,526 

Scenario II 
IBERC Top 25 

-96% -14.688 -18.286 -24.802 -30,395 

imports, 100% 
IBERC selected 

-63% -9.554 -11.894 -16.131 -19,769 

HTS chapters, 100% 
IBERC Top 25 

-84% -12.814 -15.953 -21.637 -26,517 

imports, 75% 
IBERC selected 

-49% -7.497 -9.333 -12.658 -15,513 

HTS chapters, 75% 
IBERC Top 25 

-74% -11.275 -14.037 -19.039 -23,332 

imports, 50% 
IBERC selected 

-34% -5.120 -6.374 -8.645 -10,594 

HTS chapters, 50% -51% -7.771 -9.674 -13.121 -16,080 

These figures give a range of values for the probable decline in U S 
imports from China. The IBERC figures are preferable to the World 
Bank estimates, because the errors induced by extrapolation to 
1993 are lower. The IBERC study suggests the 75 percent pass-

ough case is the best estimate of the impact of the loss of MFN. 
Based on 1992 data, the IBERC study suggests Chinese exports to 
the U.S. would fall by between $12,658 and $19,039 billion. Based 
on 1993 data, the IBERC study suggests Chinese exports to the U.S. 
would fall by between $15,513 and $23,332 billion. 

A decline in exports to the U.S. is not a total loss; goods can be 
sold elsewhere and production resources can be reallocated. The 
partial equilibrium models reviewed above cannot estimate the 
overall impact of the loss of MFN status on the Chinese economy. 
A large decline in exports would have ripple effects throughout the 
economy, significantly slowing China's growth rate. Sun Shangqing, 
a Chinese economist, claims loss of MFN would seriously affect 
only 10 percent of China's exports, most of which could be 
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redirected to Asian markets, and that China would be able to meet 
its 9 percent growth target even with the loss of MFN (Tyler 1994).5 

However a recent World Bank study found that across-the-board 
loss of MFN could slash China's economic growth from 13 percent 
in 1993 to as little as 6.5 percent (Chen 1994). Yizi Chen, an 
economist who left China after Tiananmen Square, notes "Chinese 
officials are trying to underplay the impact on its economic de
velopment for political reasons." Chen estimates that withdrawal of 
MFN status would result in the loss of more than 5 million Chinese 
jobs, a figure far higher than the Chinese government's unofficial 
estimate of 2 million (Chen 1994). 

The political impact of this unemployment is unpredictable, but 
loss of MFN status might not promote political reform. The Chinese 
government is likely to become more repressive if an economic 
slowdown causes political unrest. The hardest hit Chinese exports 
would be toys, shoes, and apparel, sectors in which the increase in 
tariff rates is high and China commands a large share of the U.S. 
market. The short-term impact would be greatest on the factories 
producing for the U.S. export market; these tend to be the private 
and collective firms in the southeastern coastal provinces that have 
been driving China's economic growth. Many of these firms are 
financed by capital from Hong Kong, Taiwan, or (in some cases) the 
United States. If MFN was expected to remain suspended, produc
tion of many goods would begin to shift back to Hong Kong or 
Taiwan. 

COSTS OF MFN SUSPENSION TO THE UNITED STATES 
Removing China's MFN status would impose substantial costs on 
U.S. consumers. The IBERC study estimates the 1992 increase in 
consumer cost (in the 75 percent pass-through case) at $13,395 
billion using the top 25 HTS items and $16,001 billion using the 
selected HTS chapters. These figures are obtained by estimating the 
higher prices and lower sales volumes using the model, resulting in 
cost increases of $4,464 billion using the top 25 HTS items and 
$5,334 billion using the selected HTS chapters. The IBERC study 
scales these figures up by a factor of three "to incorporate the 
standard assumption of markup in price from the first or landed cost 
to the price at the retail or final consumption level" (IBERC 1993, 
12). Scaling may be appropriate, but the IBERC study fails to note 
that these transfers take place entirely within the United States, 
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representing a transfer from U.S. consumers to U.S. producers and 
distributors.6 Consumer costs would rise most on items such as toys, 
shoes, and artificial flowers, with increases of as much as 22 4 
percent (IBERC 1993, B15). One lobbyist described the higher toy 
pnces as "a lump of coal in the stockings of kids all across America" 
(Sands 1994). 

The increase in consumer costs must be balanced against in
creased tariff revenues and additional producer surplus for domes
tic producers and distributors. The additional tariff revenues ob
tained by removing China's MFN status could be estimated by 
applying the average increase in duty to the remaining trade 
volume. This would overstate the increase in revenues, because 
trade will drop most for those goods that have the highest increase 
in tariffs. This paper calculates tariff revenues by multiplying the 
remaining imports from China in specific sectors by the higher tariff 
rates in that sector. Old tariff revenue is then subtracted from new 
revenue to get the change. Using the top 25 HTS items and 75 
percent pass-through assumptions, tariff revenue from China in
creases by an estimated $2,425 billion. Using the selected HTS 
chapters, tariff revenue increases by only $0,125 billion, but this 
underestimates revenue because these chapters were selected on 
the basis of a large change in trade volume. 

Some additional tariff revenue is also generated by increased 
imports from third countries, but since this revenue is taxed at lower 
MFN rates and the IBERC study does not include these values this 
revenue has been omitted.7 These lost revenues are more signifi
cant for the selected HTS chapters, since more trade is replaced by 
foreign imports in this case. Higher prices for domestic producers 
represent an increase in domestic producer surplus, which cannot 
easily be calculated from the IBERC data. Additional deadweight 
loss from higher tariffs has also been omitted. The unsealed in
crease in consumer cost and changes in tariff revenues allow an 
approximation of the direct costs of MFN suspension to the United 
States (Table VI). Due to the inability to calculate precisely addi
tional tariff revenues from foreign countries and additional pro
ducer surplus, these estimates are likely to be high; the estimate 
based on the top 25 HTS items is likely to be more accurate. 

These estimates ignore the impact of Chinese retaliation against 
U.S. exports. U.S. exports are granted most-favored-nation status 



198 Phillip Saunders 

Table VI: Estimated Direct Costs of MFN suspension to the 
United States (US$billions) 

Top 25 HTS items Selected HTS chapters 
Higher consumer costs 4.464 5.334 
Tariff revenues -2.425 -0.125 
Producer surplus unknown unknown 
Dead weight loss unknown unknown 
Total loss to U.S. 2.039 5.209 

in China, although the value of MFN is reduced due to high Chinese 
tariffs and import restrictions. China would likely retaliate by 
removing American MFN status, but no estimates of this impact are 
available. Additionally, and more importantly, China could use 
import restrictions and purchasing decisions to maximize the 
domestic political costs of denying MFN. Other countries offer 
ready substitutes for fertilizer, wheat, and most chemical products; 
China would probably shift purchases of these commodities to 
other countries to hurt U.S. exporters. Aircraft purchases are the 
single largest U.S. export to China; Boeing officials expect China to 
buy $40 billion in new aircraft over the next 15 years (Garan 1994). 
China would almost certainly publicly target purchases of U.S. 
aircraft in order to make President Clinton pay a large political price 
for denying MFN status. China is also a large and growing market 
for telecommunications equipment. Robert E. Allen, CEO of AT&T, 
called for unconditional renewal of MFN, citing fierce competition 
with foreign rivals for part of China's massive telecommunications 
market. He notes that "China is becoming the largest market in the 
world for almost any product you can name" (Harbrecht and Borrus 
1994). Major U.S. exports to China are listed in Table VII (IBERC 
1993, 16-17). 

Some businessmen estimate that China would retaliate for loss of 
MFN by halting almost all imports of U.S. products (IBERC 1993, 
15). However China is likely to continue to import raw materials 
and machine tools needed for exporting industries while carefully 
targeting vulnerable sectors of the U.S. economy to maximize the 
political impact of its response. Its political objective would be to 
regain MFN status while making a minimum of concessions, a goal 
that would tend to temper Chinese retaliatory measures. Retaliation 
might reduce the $8,760 billion in 1993 U.S. exports to China by 50 
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Table VII: Major U.S. Exports to rhina 1992 

Commodity 
Aircraft and parts, including engines, 
parts, and navigation instruments 
Fertilizer 
Optical, measuring, recording, 
medical and surgical instruments 
Chemical products, except fertilizer 
Wheat 
Vehicles other than railway 
Plastics and plastic products 
Petroleum products 
Cotton 
Wood pulp, paper, and paperboard 
Copper and articles of copper 
Telecommunications equipment 
Data processing equipment and parts 
Oil, gas field, and mining machinery 
and equipment 
Wood and wood products 
Textile products, other than cotton 
^ron> sted, and articles of iron and steel 
Aluminum and articles of aluminum 

Total this list 
Total 1992 exports to China 

Value (US $ millions) 

$2,056 
629 

435 
367 
273 
273 
223 
200 
186 
171 
167 
164 
155 

152 
136 
136 
119 
60 

$5,902 million 
$7,470 million 

percent or more. This would have a significant impact on U.S. jobs 
Using the Commerce Department's rule of thumb that each billion 
dollars of exports supports 19,100 U.S. jobs, a 50 percent reduction 
in exports could cost 83,658 jobs; complete elimination of U.S 
exports to China could cost 167,316 jobs (IBERC 1993, 27). In 
addition, U.S. businesses have invested nearly $6 billion in China 
(IBERC 1993, 32). U.S. investments that bring technology transfers 
to China are likely to be unaffected, but investments devoted to 
producing consumer goods or other products for the Chinese 
market could be subject to administrative harassment and denied 
access to raw materials. 

Table VIII summarizes the estimated costs of mutual suspension 
of MFN status and probable Chinese retaliatory measures. 
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Table VLLi: Estimated Costs of Mutual Suspension of MEN, 
1993 (US$billions) 

Export losses and direct costs are not comparable; comparisons 
must be made within categories. Table VIII indicates that although 
both countries would suffer from suspending MFN, Chinese costs 
would be considerably higher than U.S. costs. 

An additional consideration is the impact on Hong Kong. Sev
enty percent of Chinese exports to the United States are trans-
shipped through Hong Kong. The British government estimated in 
1994 that the loss of China's most-favored-nation status could cost 
the colony $17 to $25 billion in trade and $2 to $3 billion in income, 
with an estimated loss of 54,000 to 75,000 jobs. Christopher Jack
son, the Deputy Director-General of Trade, noted that a reduction 
of up to $9,936 billion in reexports was double the 1990 estimate, 
reflecting the rapid growth in Hong Kong's reexports of Chinese-
made goods to the United States (Hong Kong Economic and Trade 
Office 1994). Hong Kong Governor Chris Patten has stated, "Be
cause of the intimate, symbiotic relationship between Hong Kong 
and the Chinese economy, anything which damages the Chinese 
economy, anything which restricts trade between our two most 
important trading countries, is potentially bearing damage for us." 
Patten estimated that loss of China's MFN status could cut Hong 
Kong's economic growth in half, and warned that "trade is a 
weapon with two edges, you can't cut the other person without 
cutting yourself' (Agence France Presse 1993). 

THE CLINTON ADMINISTRATION'S SHIFT IN POLICY 
Recognizing the high domestic and international costs of with
drawing MFN, the Clinton administration gradually backed away 
from the policy expressed in the May 1993 executive order before 
ultimately deciding to delink China's MFN status and human rights. 
President Clinton reportedly told aides and lawmakers in March 
1994 that withdrawing China's trade benefits was the last thing he 
wanted to do, but that he felt politically, morally, and legally bound 
to fulfill the basic terms of the executive order (Friedman 1994b). 

China United States 
Lost Exports $15.608-$23.476 
Direct Costs Unknown, but high 
Lost Jobs 2 million jobs 

$4.335-$8.670 
$2.039-$5.209 
83,658 jobs 



Treasury Secretary Lloyd Bentsen and Commerce Secretary Ronald 
Brown spoke out against the policy of linking China's MFN status 
to its human-rights record during a March 22 meeting at the White 
House (Harbrecht and Borrus 1994). A senior official stated that the 
administration told the Chinese, "Get us over the executive order, 
and we will consider all kinds of alternatives" (Friedman 1994b). 
When Secretary of State Warren Christopher visited China in March 
to lay out the conditions for renewal of MFN, Chinese officials gave 
him a cool reception and arrested several prominent dissidents to 
signal their displeasure at U.S. tactics. Some observers interpret 
Chinese behavior during Christopher's visit as a sign of confidence 
that the United States could not afford to withdraw MFN status 
regardless of Chinese compliance with the executive order's con
ditions. A State Department official admitted that the administration 
examined selective sanctions in order to "signal that we're looking 
for a way to pull the trigger" on trade sanctions, an indication that 
withdrawal of MFN status was no longer considered a credible 
threat (Lippman 1994). 

Clinton administration officials reportedly considered a variety 
of narrow, more selective sanctions with the goal of pursuing 
human rights while preserving private enterprise and American 
investment in China (Greenhouse 1994). These included proposals 
for sanctions on industries and goods where most Chinese produc
tion comes from state-owned enterprises as well as a ban on 
imports of Chinese-made assault rifles (Harbrecht and Borrus 
1994). House majority leader Richard Gephardt suggested that 
Chma s MFN status should be renewed with conditions such as 
revoking trade benefits for state-owned Chinese industries while 
allowing benefits to continue for private enterprises. Gephardt 
argued that the goal of a policy of selective sanctions should be to 
keep the pressure on Beijing to permit greater human rights "but 
not totally removing MFN so there can be no trade." Representative 
Nancy Pelosi, who has advocated revoking China's MFN status 
since 1989, suggested that targeted sanctions were better than no 
sanctions at all. Pelosi advocated "revocation that is targeted to 
products made by the Chinese military" and "targeting other prod
ucts which are for the most part made by the state sectors." She 
noted that "the U.S. has an opportunity to initiate sanctions which 
impact the Chinese government the most, the Chinese private 
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sector to a lesser degree, and the American consumer the least" 
(Friedman 1994a). 

Government officials argued that targeted sanctions could be a 
legal and administrative nightmare to enforce (Friedman 1994a). 
Sanctions targeting state-owned firms and military production 
while allowing similar goods produced by private companies to be 
imported would invite fraud and "cooperative ventures" between 
private and state firms to disguise the origin of goods. Some trade 
experts regarded selective sanctions as totally unenforceable, ques
tioning how American customs officials could ever determine 
whether a dress or toy made in China was made by a state enterprise 
or a private enterprise (Greenhouse 1994). Sanctions targeting 
specific goods or sectors dominated by state and military enter
prises to avoid this problem would inevitably hurt private firms to 
some degree. Targeted sanctions would also be likely to provoke 
Chinese retaliation, but this would probably be proportional to the 
size of U.S. sanctions. Ultimately, the Clinton administration de
cided not to impose selective economic sanctions based on the 
Chinese government's human-rights performance, opting only for 
a ban on imports of Chinese munitions (Clinton 1994). 

EVALUATING THE EFFECTIVENESS OF LINKAGE 
Because MFN was viewed as the best leverage the United States had 
against China, it was implicitly or explicitly linked with a wide 
variety of human rights, trade, and international issues. Linkages 
were conveyed through a variety of official and unofficial means: 
direct communications through diplomats, official statements of 
policy, administration comments to the press, and Congressional 
opinions. A visit by the secretary of state has a different impact than 
one congressman's offhand comment that MFN should not be 
renewed unless the Chinese grant freedom to Tibet. The implied 
threat of removal of MFN status may have encouraged Chinese 
concessions on other issues, but it is difficult to be sure when the 
linkages are so indirect. Moreover, many Chinese concessions 
were the result of bilateral discussions not directly related to MFN. 

With these caveats in mind, this paper will review 1990 and 1991 
Chinese concessions that may have been linked to MFN and then 
assess Chinese performance against the standards set by Clinton's 
May 28 executive order. Congressional legislation in 1990, 1991, 
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and 1992 proposed a wide variety of conditions on the renewal of 
China s MFN status, including (Harding 1992, 268—69, 278) • 

• the release of prisoners arrested in the Tiananmen crisis 
• greater freedom of the press 
• an end to jamming of Voice of America broadcasts 
• significant progress toward ending religious persecution 
• loosening of travel and study-abroad restrictions 
• a ban on the export of goods produced with prison labor 
• an end to coercive abortions and sterilizations 
• unequivocal commitments to nuclear and ballistic missile 

nonproliferation 
• adherence to the joint declaration on the future of Hong Kong 
• a ban on the supply of arms to the Khmer Rouge 
• significant progress toward human rights 
• correction of unfair trading practices 

Although the Senate did not vote on the House resolutions passed 
in 1990 and President Bush vetoed the bills passed in 1991 and 
1992, the items listed above give an indication of the range of issues 
that Congress felt should be linked to MFN. Many of these issues 
later resurfaced in President Clinton's executive order. 

Harry Harding suggests that Chinese concessions in 1990 were 
motivated by the threat of losing MFN and a desire to ease other U.S. 
sanctions, particularly restrictions on access to international loans 
Chinese measures in 1990 included the release of some 800 dissi
dents, an agreement to purchase $2 billion of Boeing jetliners (with 
an option for additional purchases), the visit of a high-level trade 
mission to purchase U.S. goods, and allowing Fang Lizhi, a leader 
of the democracy movement who had taken refuge at the American 
embassy, to leave the country (Harding 1992, 260-65). In 1991 
Chinese officials announced that they would refuse to accept 
conditional renewal of MFN, butmade a series of concessions such 
as promising to ban the export of goods produced with prison 
abor, stopping illegal transshipments of textiles through third 

countries, pledging better protection for American intellectual 
property, and promising to purchase more American goods. Other 
conciliatory measures included placing a reactor sold to Algeria 
under IAEA safeguards, agreeing to discuss limits on Middle East 
arms sales, and considering joining the nuclear Non-Proliferation 
Treaty and adhering to Missile Technology Control Regime export 
restrictions. Chinese Premier Li Peng acknowledged in late June 
1991 that China had made "a great deal of efforts" to preserve most-



204 Phillip Saunders 

favored-nation status (Harding 1992, 279). 
President Clinton's May 1993 executive order imposed a series of 

specific conditions for the renewal of Chinese MFN status. There 
were two mandatory conditions: that MFN "substantially promote 
the freedom of emigration objectives" of the Jackson-Vanik amend
ment and that China comply with the terms of a 1992 bilateral 
agreement forbidding exports of products produced by prison 
labor. The executive order also called for "overall significant 
progress" toward: 

• adhering to the Universal Declaration of Human Rights 
•releasing Chinese citizens imprisoned or detained for the 

nonviolent expression of their political and religious beliefs, 
including such expression of beliefs in connection with the 
Democracy Wall and Tiananmen Square movements 

• ensuring humane treatment of prisoners, by allowing interna
tional humanitarian and human-rights organizations access to 
prisons 

• protecting Tibet's distinctive religious and cultural heritage 
• permitting international radio and television broadcasts into 

China [This clause referred to Chinese jamming of Mandarin-
language Voice of America broadcasts]. 

The executive order also called for efforts to ensure that China 
abided by its commitments to fair treatment for U.S. businesses, and 
adhered to the Nuclear Non-Proliferation Treaty, the Missile Tech-
noiogy Control Regime guidelines and parameters, and other 
nonproliferation commitments (Clinton 1993). 

Assistant Secretary of State for East Asia Winston Lord testified 
before the Senate in March 1993, commenting on Secretary of State 
Christopher's visit to Beijing and assessing Chinese progress to
ward meeting the conditions in the executive order. Lord stated that 
the two mandatory requirements "seem to be in relatively sound 
condition." He noted that the Chinese foresaw no problems in 
dealing with the "less than ten" cases of families of dissidents who 
wish to leave China and had signed an agreement tightening the 
implementation of the 1992 bilateral agreement on prison labor and 
broadening the range of prisons that could be inspected by U.S. 
diplomats. Lord described modest progress on four of the five other 
objectives, but noted that "there was no progress during this trip on 
Tibet, with the single exception of their willingness to provide 
information on 106 Tibetan prisoners" (Lord 1994). 
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China also announced or instituted a variety of steps to tighten 
enforcement of previous agreements with the United States and to 
increase imports of U.S. goods. The Ministry of Trade announced 
that it had fined four firms caught evading U.S. textile quotas by 
exporting goods with false labels and banned them from exporting 
for one to two years (Reuters 1994b). Chinese officials issued a 
statement detailing intellectual property rights and claiming to 
handle 13,000 cases of copyright infringement and counterfeiting 
a year, including 500 involving foreign trademarks (Reuters 1994c). 
Chinese authorities announced a crackdown on compact disc 
piracy, including raids on 400 music stores and seizure of more than 
53,000 pirated CDs, 2,700 pirated cassette tapes, and almost 100 
fake laser discs (Associated Press 1994a). A Chinese trade and 
investment mission to the United States signed contracts worth over 
$11 billion, including at least $600 million worth of purchases of 
U.S. commodities (Reuters 1994d). Foreign Trade Minister Wu Yi 
stated at the signing that MFN was a trade issue and the basis of 
economic relations between the two nations. "Mixing it with other 
issues is not wise. We hope that a practical attitude will be adopted 
and man-made obstacles excluded, so that U.S.-China relations can 
develop in a stable and healthy way" (Reuters 1994e). China 
ordered nearly 800,000 tons of subsidized U.S. wheat under 
Washington's Export Enhancement Program, following a January 
purchase of815,000 tons of U.S. wheat (Reuters 1994f). China also 
released Wang Juntao, a leader of the 1989 prodemocracy move
ment, from prison and allowed him to leave the country (Associ
ated Press 1994b). 

When the steps listed above are considered along with other 
Chinese moves such as signing the Nuclear Non-Proliferation 
Treaty and the Chemical Warfare Convention, agreeing to abide by 
the Missile Technology Control Regime, and acquiescing to U.S. 
actions in the Security Council, it is evident that China has made 
significant efforts to improve relations with the United States in the 
aftermath of Tiananmen Square. How much of that effort is related 
to pressure on MFN is another question. Many of the international 
actions are commitments that may or may not be carried out, 
depending on U.S. responses.8 China also has considerable lever
age over the United States on the North Korean nuclear weapons 
issue. Chinese approval is necessary if the Security Council is to 
approve sanctions, and China must comply with the sanctions if 



Phillip Saunders 

they are to be effective. This is another "indirect linkage," but as 
Senator Sam Nunn noted, "Our top priority in dealing with China 
must be the situation on the Korean peninsula." Nunn stated that 
"We're concerned about human rights; that will continue to be our 
concern . . . but I think we need to find better tools to deal with it 
than the MFN treaty" (Reuters 1994a). 

CONCLUSION 
Analyzing China's responses to U.S. threats of revoking MFN status 
by issue area presents a mixed picture. Chinese leaders have 
viewed economic and trade issues as a legitimate arena for discus
sions. MFN has been a relatively effective tool in winning conces
sions, although most of the concessions have actually come through 
bilateral negotiations and through the use of other policy tools such 
as Super 301. MFN has certainly influenced the timing of Chinese 
concessions, but concessions of a similar magnitude might well 
have been achieved with other policy instruments. 

Foreign policy is harder to assess. China has certainly moved in 
directions favorable to the United States, but the linkage with MFN 
is unclear. China has strategic reasons for accommodating U.S. 
international interests that do not conflict with its own international 
objectives. Moreover, the extent of Chinese compliance with its 
international commitments is uncertain. MFN may have played a 
role in altering Chinese policy, but the linkage runs both ways— 
China's critical role on the North Korea nuclear issue makes it 
difficult for the United States to withdraw MFN. 

Human rights have enjoyed some successes. On the whole, 
however, the successes have been marginal improvements, which 
have not dramatically improved civil and political rights in China. 
In general, China has regarded U.S. efforts as violations of its 
sovereignty and unwarranted interference in its internal affairs. The 
regime has been unwilling to make any human-rights concessions, 
which might threaten its power, and the threat of MFN withdrawal 
is unlikely to alter its views. 

The preceding analysis indicates that the increasing U.S. domes
tic and international costs of withdrawing China's most-favored-
nation status gradually eroded the credibility of this threat. With
drawing MFN status would have hurt China more than the United 
States, but the absolute costs to the United States in terms of lost 
trade and investment opportunities came to dominate the political 



M^M^̂ d̂ NaliQn̂ mius_and China 2m 

debate. China was well aware of these costs and conscious that the 
United States did not want to carry out its threat. The mood in 
Congress gradually shifted from a desire to punish China to increas
ing concern over the impact on the U.S. economy, unemployment 
and potential restrictions on access to Chinese markets. China held 
considerable leverage on international issues like North Korean 
nuclear weapons and felt that relatively minor political and eco
nomic concessions would be sufficient to win renewal. 

Selective and carefully targeted sanctions are likely to be more 
effective than threats to revoke China's MFN status. These kinds of 
sanctions do less damage to the U. S. economy, making them a more 
credible threat in negotiations. Most Chinese concessions have 
actually come in bilateral negotiations not explicitly linked to MFN 
Selective sanctions can get results without the acrimonious public 
debates over renewal of MFN that strain Sino-U. S. relations and spill 
over into other areas of potential cooperation. A lower key ap
proach that emphasizes diplomacy, bargaining, and face-saving 
measures will likely to be more effective in advancing U.S. interests 
than the confrontational tactics associated with MFN renewal. The 
Clmton administration's decision to delink human rights and MFN 
status appears to recognize this reality. 

Notes 
^ paper does not explicitly consider the impact of the Uruguay round tariff 
reductions, but the reader should note that the Uruguay round will lower MFN tariff 
rates substantially, increasing the spread between MFN and general tariff rates. The 
impact on China will be less than might be imagined, since tariff rates on the goods 
China imports to the United States were not dramatically reduced. 

PRC Customs figures. 1987-1990 figures (Wang 1993,457). 1991 and 1992 figures 
C a Statistical Information and Consultancy Service Center 1993 581) 
U.S Customs figures. 1987-1992 figures (National Trade Data Bank CD-ROM 

1994). 1993 figures (Tyler 1994, A10). 

^Ike figures here differ slighdy from the World Bank figures, because the World 
Bank used an estimate of $16 26l b.mon for i99Q ^ ch.na instead ̂  

$15,237 billion. The IBERC study does not report total decline in imports from 
China, butthese figures can be calculated by multiplying the decline in trade by the 
volume of imports from China. These calculations correspond closely with those 
o tamed by scaling the "Change in Chinese imports" to account for the total 
volume of trade. 
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^China's economy has consistently outperformed official growth targets in recent 
years. Meeting the official target of 9 percent actually implies a GDP growth rate 3 
to 4 percent lower than private estimates. 

It is also reasonable to assume that domestic distributors might absorb some of the 
costs of the higher tariffs rather than passing them on to consumers. This could be 
modeled by scaling up the costs to consumers by a factor lower than three. 
7 The IBERC study is intended to emphasize the costs to U.S. consumers and does 
not present all the data needed to precisely calculate changes in domestic producer 
surplus and tariff revenue from other countries. Tariff revenues cited here do not 
appear in the IBERC study, but have been specifically calculated for this paper. 

For example, China sold nuclear power plants to Iran, Pakistan, and Algeria 
shortly before signing the NPT; it has also been accused of selling M-ll missiles to 
Pakistan. A Chinese foreign-policy official recently admitted in private conversa
tion with the author that China has sold "missile components" to Pakistan. 
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