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 › China’s accession to the World Trade 
Organization (WTO) in 2001 was an 
important element of its growing integration 
into the world economy, as well as its 
domestic economic reform program dating 
back to 1978. 

 › In terms of access to US markets, accession 
only served to make permanent access 
China enjoyed since the 1980s. 

 › “China shock” literature highlights the 
number of US manufacturing jobs lost to 
import competition from China in previous 
decades. 

 › However, a broader assessment of the 
economic impact of the “China shock” 
suggests it has been a net positive for the US 
economy. 

 › US policymakers are increasingly critical of 
the role of the World Trade Organization 
and its failure to discipline China’s trade 
and industrial policies, but Australian 
policymakers see G7-led WTO reform as 
a key element to push back against China’s 
coercive economic diplomacy.

 › President Trump’s trade war and sanctions 
against China led Chinese elites to 
equally question the extent of economic 
interdependence with the United States. 
President Xi Jinping revived the Maoist 
concept of “self-reliance,” explicitly citing 
the rise of foreign unilateralism and trade 
protectionism as a motivation. 

 › Far from calling out and disciplining China’s 
behaviour, President Trump’s trade policies, 
maintained by the Biden administration, 
have encouraged China to double-down 
on its state-led development model 
and strategic industry and trade policy, 
while potential multilateral solutions and 
processes have been neglected and under-
utilised. 

 › The growth in discriminatory trade measures 
among G20 economies since the global 
financial crisis in 2008 demonstrates that the 
problems in the multilateral trading system 
are not specific to China. 

 › A key to restoring domestic political support 
for US leadership of the multilateral trading 
system is to reframe that leadership in terms 
of strategic competition with China around 
the rules and norms of the global economy. 

 › Effective US leadership of the multilateral 
trading system would not only promote 
US foreign policy objectives such as 
prosecuting its strategic competition with 
China but would also discipline US domestic 
economic policy in ways that better serve its 
economic interests. It also provides a rules-
based framework to manage trade frictions 
arising from climate mitigation under the 
Paris Agreement and growth in the digital 
economy.

EXECUTIVE SUMMARY
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In the 20 years since China’s accession to the 
World Trade Organization (WTO) in 2001, 
China’s role in the world economy has grown 
enormously but has also become increasingly 
contested. As suggested in the opening quotes, 
there is a bipartisan view in the United States that 
its support for China’s WTO accession was an 
economic and strategic error. The 2018 Report 
to Congress on China’s WTO Compliance by the 
Office of the US Trade Representative declared 
it “seems clear that the United States erred in 
supporting China’s entry into the WTO on terms 
that have proven to be ineffective in securing 
China’s embrace of an open, market-oriented 
trade regime.”1

By contrast, Australia remains a strong supporter 
of the WTO and the multilateral trading system. 
Prime Minister Scott Morrison “has called on G7 
nations to support reform of the WTO, arguing it 
would be the best way to blunt Beijing’s campaign 
of economic coercion against Canberra and to 
counter Chinese competition in the Indo-Pacific 
region.”2 According to Morrison, “the most prac-
tical way to address economic coercion is the 
restoration of the global trading body’s binding 
dispute settlement system. Where there are no 
consequences for coercive behaviour, there is 
little incentive for restraint.”3 It remains incum-
bent upon Australian policymakers to bring 

their US counterparts closer to the Australian 
view. This report suggests some of the ways in 
which Australia, and those in the United States 
still supportive of the role of the WTO, can make 
their case.

The re-internationalisation of the Chinese econ-
omy, beginning in the late 1970s, yielded enor-
mous economic benefits for China and the 
rest of the world. China’s formal entry into the 
rules-based multilateral system from 2001 was 
widely expected to cement China’s domestic 
economic reforms and provide incentives for 
China to become a ‘responsible stakeholder’ in 
the international system.4 It was hoped, although 
not necessarily assumed, that greater economic 
engagement with the rest of the world would lead 
to bottom-up social liberalisation and greater 
pluralism, even if expectations for top-down 
political liberalisation on the part of the Chinese 
Communist Party (CCP) remained low.5

Today, by contrast, China’s role in the world econ-
omy is seen as increasingly problematic. China’s 
entry into the global economy and accession to 
the WTO is thought by many to have inflicted a 
negative shock to the US economy which fed the 
rise of populist politics. The WTO has seemingly 
failed to discipline China’s illiberal trade practices 
and market-distorting industrial policies, with 

INTRODUCTION

“Twenty years ago, by granting WTO membership, the world gave the Chinese 
Communist Party a blank check to break its market promises and cheat Ameri-
can workers, while exploiting its own workers. As I predicted then, this decision 

was an economic failure for our workers and a moral failure for our values.”

Nancy Pelosi, Speaker of the US House of Representatives 
Twitter post, 11 December 2021

“The damage that decision [admitting China into the WTO] has inflicted on our 
families, communities and country is almost incalculable. Instead of export-
ing ‘economic freedom,’ what we exported was our industrial strength. And 

the result has been an economic, social and geopolitical disaster.”

Senator Marco Rubio 
Inaugural Henry Clay Lecture in Political Economy, 8 December 2021
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the CCP embracing a state-led economic devel-
opment model with renewed vigour. The WTO 
now must intermediate between the world’s two 
largest economies in an environment of grow-
ing strategic competition rather than economic 
engagement.

The negative assessment of the role of China in 
the world economy on the part of many in the 
United States is matched by a similarly nega-
tive reassessment of economic interdepend-
ence on the part of the CCP. China’s elites have 
increasingly come to view economic engage-
ment with the United States as a threat to their 
own power and influence. The Trump adminis-
tration’s trade and sanctions policies directed 

against China highlighted 
its economic vulnerabil-
ity and encouraged the 
CCP to double-down 
on a state-led, domestic 
economic development 
strategy focused on greater 
economic self-sufficiency 
and global technologi-
cal leadership. Xi Jinping 

revived the Maoist concept of ‘self-reliance,’ 
explicitly citing the rise of foreign unilateralism 
and trade protectionism as the motivation.6 
Increased political and economic suppression 
in China under Xi Jinping, while mainly driven 
by internal politics, also reflects CCP perceptions 
of the dangers posed by foreign economic influ-
ence and international economic interdepend-
ence, especially with respect to the United States. 
The rules-based liberal international order is at 
risk of giving way to a geoeconomic order that 
elevates strategic competition and state power 
over international economic cooperation.7

In this report, I evaluate some of the widely held 
assumptions about the implications of China’s 
reintegration into the world economy; the “China 
shock” to the US economy; the supposed fail-
ure of US economic engagement with China; 

and the role of the World Trade Organization. In 
particular, I argue that the “China shock” deliv-
ered net benefits to the US economy and that 
the regional and sectoral variation in its effects 
point to US institutions and public policy play-
ing a key role in intermediating that shock. A 
mostly positive globalisation shock, of which the 
“China shock” was one symptom, has since given 
way to a deglobalisation shock due to the 2008 
Global Financial Crisis and the 2020 coronavirus 
pandemic, but also a retreat from international 
economic engagement by US and Chinese poli-
cymakers. In retrospect, the early-mid 2000s 
appears to be the high point of both US interna-
tional economic engagement and globalisation. 

The case for reforming the WTO is not limited to 
the fact it has failed to deal effectively with China. 
While China is the bigger offender, the multilat-
eral trading system has been undermined by a 
growing resort to discriminatory trade policies by 
G20 economies more generally. This in turn has 
compromised the ability of the system to deal 
effectively with China. 

These developments argue for renewed US lead-
ership of the rules-based liberal economic order 
as a key element of successful strategic competi-
tion with China, built around trade expansion with 
allies and with the World Trade Organization as 
an important discipline on Chinese behaviour in 
the world economy. Key to this engagement is a 
reformed WTO that can serve as a discipline on 
deglobalisation impulses arising from US domes-
tic politics and the temptations of strategic indus-
trial and trade policy informed by geoeconomic 
conceptions of strategic competition. The WTO 
also has a critical role in providing a rules-based 
framework for climate change mitigation efforts 
and protecting the fast-growing digital economy 
from digital protectionism. An important chal-
lenge for Australian policymakers is to bring their 
US counterparts closer to the Australian position 
on these issues. 

THE RULES-BASED LIBERAL 
INTERNATIONAL ORDER 
IS AT RISK OF GIVING 
WAY TO A GEOECONOMIC 
ORDER THAT ELEVATES 
STRATEGIC COMPETITION 
AND STATE POWER 
OVER INTERNATIONAL 
ECONOMIC COOPERATION.
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DID US ECONOMIC ENGAGEMENT WITH CHINA FAIL?

The evolution of US strategy towards China from 
engagement to strategic competition and rivalry 
is conditioned on a widely held view that past 
economic engagement with China has failed. 
It is widely thought that China’s apparent rejec-
tion of many of the norms of the rules-based 
liberal order and failure to progress in terms of 
domestic economic reforms and political liber-
alisation has invalidated an engagement strategy 
built on greater economic integration. The more 
serious charge against engagement is that these 
failures were foreseeable outcomes that should 
have been anticipated by the US strategic policy 
community. 

These failures are seen to have given China a 
leg-up economically at the expense of the United 
States, weakening its strategic position in the 
context of what should have been understood 
as long-term strategic competition. This view is 
perhaps best exemplified by Kurt Campbell and 
Ely Ratner’s “The China Reckoning,” an influen-
tial 2018 essay in Foreign Affairs.8 Both Campbell 
and Ratner now hold key positions in the Biden 
administration in shaping policy towards China, 
as White House Indo-Pacific Coordinator and 
Assistant Secretary of Defense for Indo-Pacific 
Security Affairs respectively. 

A consideration of some of the key metrics of 
economic openness suggests that China has 
continued to make progress over the last decade, 
despite its recent inward turn. However, it still 
falls short of the benchmarks set by other more 
open economies, including the United States, as 
visualised by The Atlantic Council and Rhodium 
Group in Figure 1.

An examination of the record suggests that US 
policymakers had low expectations for promot-
ing greater top-down political liberalisation or 
greater respect for human rights through greater 
economic engagement. Instead, US policymak-
ers expected that “the creation of more diverse 
socioeconomic interest groups increasingly 
dependent on benefits from the outside world 

would lead to more demand from ordinary citi-
zens for more economic freedom, more lifestyle 
choices and more government responsiveness…
Political liberalisation and democratisation were 
generally not the main criteria engagers used for 
judging the success of the policy.”9

Political repression has increased under Xi 
Jinping, not least in Hong Kong and with respect 
to ethnic minorities, but this counter-intuitively 
validates the notion that international economic 
engagement would threaten the CCP’s grip on 
power. Increased repression is a sign of political 
insecurity and a lack of legitimacy. Recent ‘recti-
fication’ campaigns targeting domestic firms, 
entrepreneurs and industries invoke foreign 
threats as part of their motivation.10 The specific 
targeting of foreign influence by the CCP and 
increased elite support for economic decou-
pling from the United States effectively acknowl-
edges the threat these pose to CCP rule. Presi-
dent Clinton’s National Security Adviser Sandy 
Berger made this case when he noted that “bring-
ing China into the WTO is not, by itself, a human 
rights policy for the United States…Because the 
Communist Party’s ideology has been discred-
ited in China and because it lacks legitimacy that 
can only come from democratic choice, it seeks 
to maintain its grip by suppressing other voices. 
Change will come only through a combination of 
internal pressures for change and external vali-
dation.”11

The argument that bringing China into the WTO 
was a strategic error on the part of the United 
States also ignores several relevant counter-fac-
tuals. As we shall see in the next section, China’s 
WTO accession only served to formalise and 
make permanent access to US markets that China 
was already enjoying as far back as the 1980s 
due to the annual renewal of most favoured 
nation (MFN) status by Congress. There is mixed 
evidence on the extent to which making China’s 
MFN status permanent boosted US-China trade 
by removing uncertainty. Ironically, the annual 
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threat to remove MFN status probably boosted 
Chinese exports to the United States by bringing 
forward demand ahead of its possible removal. 

It should be recalled that China’s main interest in 
WTO membership was as a driver of domestic 
economic reform as much as consolidating the 
access it already enjoyed to world markets. The 
main effect of denying China WTO member-
ship would have been to further slow its domes-
tic liberalisation efforts, to the detriment of US 
exports and investment in China. Denying China 
WTO membership may well have retarded its 

economic growth, but this would have come at 
a cost to US and world economies. It would have 
undercut broader US efforts to promote regional 
trade and economic integration and could have 
also adversely impacted US-China cooperation 
in a range of other areas ranging from counter-
terrorism to climate change. China’s economic 
isolation and impoverishment in the 1950s and 
1960s still presented the United States with signif-
icant security challenges but without the upside 
of China’s greater economic openness and 
participation in the world economy.

Figure 1. 2020 Annual economic benchmarks: How does China’s economic system compare 
to open market economies?

Source: Atlantic Council, Rhodium Group, https://chinapathfinder.org. Blue lines/dots represent other economies.
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Before considering the “China shock” literature 
specifically, it is worth considering the welfare 
gains associated with GATT-WTO membership 
relative to a non-membership counterfactual. 
Felbermayr et al estimate these effects for 218 
countries for the period 1980 to 2016.12 The results 
are summarised in Table 1.

Table 1. Welfare and trade effects of  
GATT-WTO membership

Welfare 
(%)

Exports 
(%)

United States 1.45 20.02
China 0.65 17.99
Australia 1.40 15.35
Average of 218 
countries

4.37 14

Source: Felbermayr et al (2019). Welfare effects are 
proxied by the change in real manufacturing GDP, while 
exports are shown as total nominal manufacturing 
exports. Both measures are growth rates relative to a 
non-membership counterfactual.

The United States is shown to be a greater bene-
ficiary of GATT-WTO membership relative to 
China in terms of growth in both manufacturing 
output and exports. In particular, US manufac-
turing exports would be 20 per cent lower in the 
absence of WTO membership. Australia is also 
shown to be a significant beneficiary of WTO 
membership.

In a widely discussed paper published in 2013, 
Autor, Dorn and Hanson (ADH)13 found that 
regions in the United States more exposed to 
import competition from China between 1990 
and 2007 experienced significantly larger reduc-
tions in manufacturing employment, increases 
in unemployment and non-participation in 
the labour force, decreases in wages in the 
non-manufacturing sector, increases in govern-
ment transfer receipts, and reductions in house-
hold income. According to the authors, import 
competition explained up to one-quarter of 
the contemporaneous aggregate decline in US 

manufacturing employment. They did not find 
significant impacts of trade shocks on changes in 
regional non-manufacturing employment, work-
ing-age populations, or manufacturing wages. 

A subsequent paper found import growth from 
China between 1999 and 2011 led to a loss of 
employment of 2.4 million workers.14 In related 
work, Autor and his co-authors linked increased 
trade exposure to increased political polarisa-
tion,15 as well as declines in marriage and fertility16 
in the United States. Pierce and Schott similarly 
linked the decline in US manufacturing employ-
ment after 2000 to the United States grant of 
permanent normal trade relations (PNTR) with 
China effective from its WTO accession.17 The 
findings of this literature became known as the 
“China shock.”

These estimated negative effects of the “China 
shock” can be placed in perspective by consid-
ering US manufacturing output and employment 
since the early 1970s (Figure 2).

Following China’s accession to the WTO, US 
manufacturing output continued to increase 
until the onset of the Great Recession in 2007 
and has remained close to these record levels 
since, having already recovered from the 2020 
pandemic downturn. By contrast, manufactur-
ing employment has been in decline since the 
late 1970s, significantly pre-dating China’s WTO 
accession. The dramatic difference in the trajec-
tories of the two series reflects the growth in 
manufacturing output per worker or productiv-
ity growth in the manufacturing sector, a positive 
development in both US and world economies.

The “China shock” literature has been the subject 
of a number of criticisms and rebuttals focused 
on methodological and other issues. The website 
chinashock.info conveniently aggregates much 
of this literature. The two million manufacturing 
jobs lost over about 15 years is widely considered 
an upper bound of estimates flowing from this 
literature. These losses need to be considered in 

PUTTING THE “CHINA SHOCK” IN PERSPECTIVE
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the context of a US labour market characterised 
by around 60 million job separations every year.18 

A major substantive criticism of the “China 
shock” literature is that it represents only a 
partial accounting of the net economic bene-
fits flowing from the expansion of US-China 
trade. Trade with China conferred substantial 
economic benefits for US consumers, workers 
and firms. The major empirical findings high-
lighting offsetting benefits to the labour market 
dislocations found in the “China shock” litera-
ture are summarised on the next page (Box 1). 
This literature emphasises substantial reductions 
in US consumer and producer prices, pointing 
to gains in US consumer and producer welfare 
along with greater efficiencies due to increased 
import competition; net gains in aggregate US 

welfare; and offsetting gains from growth in US 
exports (Box 1).

A number of observations can be made based 
on this short summary of the extensive literature 
on the topic. The number of job losses attrib-
utable to the “China shock” is contested, with a 
wide range of estimates, but with strong evidence 
of net gains in overall employment when the 
broader effects of trade expansion are consid-
ered. The literature is consistent, however, in 
highlighting the highly varied regional and indus-
try impacts of the “China shock.” The geograph-
ically concentrated effect of the shock to manu-
facturing employment gave it greater political 
salience than the more diffuse benefits to US 
consumers, other industries and exports, which, 
in turn, helps account for its role in contribut-

Figure 2. US industrial production — Manufacturing and manufacturing employment 
(January 1972=100)

Source: Federal Reserve Bank of St Louis FRED database. Industrial Production: Manufacturing (NAICS), Index Jan 
1972=100, Monthly, Seasonally Adjusted; All Employees, Manufacturing, Index Jan 1972=100, Monthly, Seasonally 
Adjusted.
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ing to political polarisation. Some industries and 
regions adapted more successfully than others. 
If anything, the “China shock” raises questions 
about the domestic US institutions and policy 
settings that might have slowed the adjustment 
to the shock. The “China shock” literature then 

becomes an issue, not of predatory Chinese 
trade and industrial policy, but of the failure of 
US politics and public policy to better facilitate 
adjustment to the shock, particularly at the local 
and regional level.

Box 1: Offsetting US economic gains from the “China shock”

Price and competition effects
 › Amiti et al found that China’s WTO entry reduced the price index for the median US 

manufacturing industry by eight per cent between 2000 and 2006, over which period Chinese 
imports to the United States grew 290 per cent by value. Importantly, the largest contribution to 
the reduction in the effective price came from the lowering of Chinese tariffs on its inputs from 
which the United States then benefited via cheaper Chinese imports.19

 › Similarly, Jaravel and Sager, using a similar empirical strategy to the “China shock” literature, 
found that increased Chinese import penetration generated benefits to US consumers through 
lower prices equal to US$101,250 per lost manufacturing job, or a cumulative 1.97 per cent fall 
in the aggregate US Consumer Price Index between 2000 and 2007.20 The “China shock” is thus 
shown to have pro-competitive effects that increased consumer welfare. 

 › Bai and Stumpner found that Chinese imports led to a 0.19 percentage point annual reduction in 
the price index for US consumer tradeables from 2004 to 2015.21

Aggregate welfare effects
 › Using a general equilibrium model, Caliendo et al found increased trade with China accounted 

for a reduction of about 0.55 million US manufacturing jobs (smaller than ADH), only about 
16 per cent of the observed decline in manufacturing employment from 2000 to 2007, but 
aggregate US welfare still gained by 0.2 per cent.22

 › Galle et al found the “China shock” increased average welfare, but some groups experienced 
losses as high as five times the average gain and these losses were also geographically 
concentrated.23

Other employment and real wage effects
 › Feenstra and Sasahara found that the expansion in US merchandise exports relative to imports 

from China over 1995–2011 created net demand for about 1.7 million jobs.24

 › Feenstra et al found job gains due to US export expansion largely offset job losses due to 
Chinese import competition, resulting in a net gain of 379,000 jobs over 1991–2011.25

 › Xu et al also found the effect on employment of the “China shock” is overstated by failing to 
account for the effects of the housing cycle, which reduces the independent employment effect 
of the “China shock” by 20-30 per cent.26

 › Wang et al found that China trade boosted employment and real wages downstream 
from manufacturing and these gains more than offset upstream losses from direct import 
competition.27
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HOW IMPORTANT WAS WTO ACCESSION 
TO THE “CHINA SHOCK”?

The decision by Congress to grant China perma-
nent normal trade relations in 1999, taking effect 
with China’s accession to the WTO in 2001, 
merely made permanent China’s most favoured 
nation status granted annually by Congress 
since 1980. In the absence of MFN status, China 
would have been subject to the Smoot-Hawley 
Tariff schedule from 1930. WTO accession did 

not grant China access 
to US markets it did not 
already enjoy, although it 
did eliminate the uncer-
tainty that accompa-
nied the annual renewal 
of MFN status. There is 
mixed evidence on the 
effect of the removal of 
this uncertainty. Accord-
ing to one estimate, 
reduced uncertainty 
accounted for one-third 
of China’s export growth 
to the United States in 
the period 2000-2005 

and lowered US prices and increased consum-
ers’ income by the equivalent of a 13-percent-
age-point permanent tariff decrease.28 Reduc-
ing policy uncertainty was an intended outcome 
of US policy, which enjoyed bipartisan politi-
cal support (237 to 197 votes in the US House 
of Representatives, although with a majority of 
Democrats opposed). As already noted, reduc-
tions in Chinese tariffs on its own inputs contrib-
uted to much of the growth in Chinese exports.29 

It is worth considering counter-factuals in which 
China was denied MFN status. Denying China 
WTO membership would have substantially 
weakened the role and effectiveness of the WTO, 
not least in disciplining China’s economic poli-
cies and reducing its trade barriers. Support for 
a rules-based multilateral trading system was 
a long-standing objective of US foreign policy 
dating back to the formation of the General 
Agreement on Tariffs and Trade (GATT) in the 
late 1940s, even though US support for a standing 
institution to give effect to that order was often 
equivocal.30

Denying China MFN status would have denied 
the United States some of the net economic 
gains associated with the China shock identi-
fied in the previous section. However, another 
likely outcome is that other countries would 
have expanded their trade with the United States 
instead of China. Much of the growth in China’s 
share of US imports was reflected in a declining 
import share from other jurisdictions. To that 
extent, the “China shock” was not specific to 
China, but rather a reflection of broader shifts 
in the world economy, in particular, the globali-
sation of manufacturing, which would have 
occurred even if China remained outside the 
multilateral trading system. Eriksson shows how 
the “China shock” simply accelerated existing 
long-term trends in US industry.31

SUPPORT FOR A RULES-
BASED MULTILATERAL 
TRADING SYSTEM WAS 
A LONG-STANDING 
OBJECTIVE OF US FOREIGN 
POLICY DATING BACK TO 
THE FORMATION OF THE 
GENERAL AGREEMENT 
ON TARIFFS AND TRADE 
IN THE LATE 1940S, EVEN 
THOUGH US SUPPORT 
FOR A STANDING 
INSTITUTION TO GIVE 
EFFECT TO THAT ORDER 
WAS OFTEN EQUIVOCAL.
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China’s backsliding on domestic reform and 
reversion to a state-led development model, 
starting under Hu Jintao in 2003 and contin-
ued under Xi Jinping, has amplified long-stand-
ing concerns about China’s trade and industry 
policy, its role in the world economy and whether 
the WTO can effectively discipline its domestic 
and international economic policies, including its 
use of economic statecraft and coercion. 

Under the Trump administration, the US repu-
diated the WTO as an instrument of economic 
diplomacy. Instead, it resorted to unilateral 
tariffs in an attempt to change China’s behav-
iour, effectively revoking China’s MFN status, 
prompting retaliatory tariffs that eventually 
covered the bulk of US-China bilateral goods 
trade, reversing some of the economic gains 
from expanded bilateral trade highlighted previ-
ously in this report and destabilising the global 
economy. These tariffs remain in place under 
the Biden administration, even though President 
Biden is notionally committed to multilateralism. 

The Biden administration has also followed the 
Obama and Trump administrations in continuing 
to block new appointments to the WTO’s Appel-
late Body, without specifying what it would take 
for the United States to change its position on 
new appointments.

The 8th review of China’s trade policy by the 
WTO in October 2021 saw 50 delegations line-up 
to criticise China’s state-led development model, 
inadequate adherence to WTO rules, as well as 
its use of coercive trade measures as part of its 
diplomacy.32 Much of the impetus for reform of 
the WTO represents an attempt to bring greater 
discipline to bear on China, particularly in relation 
to state subsidies, forced technology transfer and 
digital trade. The criticisms of China demonstrate 
that the WTO remains a forum to address China’s 
trade practices, subsidies and other issues, but 
these criticisms carry less weight to the extent 
that the United States and other countries also fail 
to uphold the rules and norms of the multilateral 
trading system.

DOES THE WTO DISCIPLINE CHINA’S BEHAVIOUR?

Workers produce desks for export at a factory in Nantong in China’s eastern Jiangsu province (Getty)
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Despite its extensive trade and industrial policy 
abuses, China has a track record of compliance 
with rulings in WTO disputes.33 WTO rulings have 
also played a role in disciplining China’s use of 
economic statecraft, most notably when it lost 
a WTO case brought by the United States, the 
European Union and Japan in relation to China’s 
export controls on rare earths in 2014. Many of 

the complaints about China’s 
trade and other practices are 
actionable in terms of exist-
ing WTO rules, but these 
rules and dispute settlement 
mechanisms have been 
under-utilised by the United 
States and other countries.34 
For all the complaints about 
forced technology trans-

fer, other WTO members, including the United 
States, have yet to initiate a WTO dispute with 
China on this issue. China was given consider-
able forbearance in the early years of its WTO 
membership, with some justification, but this 
forbearance was extended for too long. To the 
extent that there are gaps in existing WTO rules 
and processes, these gaps are not specific to 
China, even if China is the main exploiter of these 
gaps.

China also has legitimate grievances in relation to 
US and even Australian trade policy. The United 
States and Australia continue to use non-market 
methodologies in the calculation of anti-dumping 
duties, continuing to treat China as a non-market 
economy for the application of specific duties. 
US Section 301 tariffs on China, apart from being 
economically harmful to US and bilateral trade, 
also undermine the principles underpinning the 
WTO dispute settlement understanding, which 
sought to discipline the unilateral use of tariffs.

The Trump administration’s use of tariffs and 
sanctions to address China’s economic policies 
had the effect of amplifying Chinese concerns 
about the risks of economic interdepend-
ence with the United States. The US debate 
over decoupling from China has seen a paral-
lel conversation in Beijing. China has long seen 
itself engaged in balancing the risks of greater 
economic openness and interdependence 
with those of political stability.35 President Xi’s 
elevation of national security as the overarching 
consideration for CCP policy has encouraged 
the pursuit of greater economic self-sufficiency, 
exemplified by the Made in China 2025 initia-
tive and economic diversification away from the 
United States. President Trump’s actions vali-
dated this shift in perspective on the part of 
China’s elites. US sanctions against Chinese 
tech firms and technology containment strat-
egy have “inadvertently done more than any 
party directive to incentivise private investment 
in China’s domestic technology ecosystem.”36 
These mutually reinforcing actions by the US 
and China risk further unravelling the multilateral 
trading system and the economic benefits asso-
ciated with China’s increased integration with the 
world economy. 

TO THE EXTENT THAT 
THERE ARE GAPS IN 
EXISTING WORLD TRADE 
ORGANIZATION RULES 
AND PROCESSES, THESE 
GAPS ARE NOT SPECIFIC 
TO CHINA, EVEN IF CHINA 
IS THE MAIN EXPLOITER 
OF THESE GAPS.
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China’s accession to the WTO in 2001 was soon 
followed by a peak in globalisation before the 
global financial crisis of 2008. The crisis was a 
major deglobalisation shock from which the 
world economy had not fully recovered at the 
onset of the pandemic deglobalisation shock 
in 2020. Deglobalisation refers to a reversal of 
international economic integration. Even without 
these shocks, the 20 years since 2001 is charac-
terised by increasing US disengagement from 
the world economy. As Posen argues, “the US 
government has not been pursuing openness 
and integration over the last two decades. On 
the contrary, it has increasingly insulated the 
economy from foreign competition, while the 
rest of the world has continued to open up and 
integrate.”37

The United States’ disengagement from the world 
economy is evident across a number of metrics, 
including its trade-to-GDP ratio, foreign invest-
ment, immigration and a lack of major new trade 
agreements, most notably, the failure to join the 
Trans-Pacific Partnership in 2017. I reviewed 
many of these metrics in an earlier USSC report, 
An open door: How globalised are the Austral-
ian and US economies?.38 In another report, 
Globalisation and labour productivity in the 
OECD: What are the implications for post-pan-
demic recovery?, I demonstrate a relationship 
between slowing globalisation or ‘slowbalisa-
tion’ and lower productivity growth for the OECD 
economies. 

This evidence dispels the narrative of the “China 
shock” — that American workers have been sacri-
ficed on the altar of increased globalisation, spur-
ring the recent rise of populist politics. For one, 
the timing does not fit. Globalisation wrought 
its biggest changes in the 1980s and 1990s and 
peaked around a decade before the rise of popu-
list politics in the United States in 2016 after much 
of the adjustment to the globalisation of manu-
facturing had already occurred. Instead, it is just 
as likely that it is the loss of economic dynamism 

associated with deglobalisation and decreased 
US economic engagement with the rest of the 
world that has given rise to popular discontent. As 
Posen argues, “even as the United States stepped 
back from global commerce, anger and extrem-
ism have mounted…It is the self-deluding with-
drawal from the international economy over the 
last 20 years that has failed American workers, 
not globalisation itself.”39 

These trends in globalisation can be illustrated 
with the KOF Economic Globalisation Index 
(Figure 3).

On this measure, economic globalisation in both 
the United States and China peaked in 2007, 
although decelerated in the United States from 
around 2000. The United States is the 59th most 
globalised economy, whereas China ranks 146th. 
Despite a generally rising trend from 1980 to 
2007, neither economy has ever been at the fore-
front of globalisation compared to other econo-
mies which are relatively more open. Economic 
globalisation in the United States has stagnated, 
whereas China has seen an outright decline on 
this measure, underperforming the rest of the 
world in terms of global economic integration, 
notwithstanding the progress shown in Figure 
1 in opening up along some dimensions. Barry 
Naughton notes that China’s re-embrace of indig-
enous innovation began in 2005 and these indus-
trial policies were largely in place by 2008-2010.40 
The slowdown in China’s economic integration 
and productivity growth was partly externally 
imposed, a reflection of spillovers and the hang-
over from the financial crisis, but it also reflects 
the inward turn under Xi Jinping. Whereas in the 
United States, ‘slow-globalisation’ has been asso-
ciated with the rise of populist politics, in China, 
it has been associated with increased political 
repression and party control. The CCP has long 
depended on its ability to deliver rising living 
standards for its legitimacy. Deglobalisation is a 
threat to the dynamism of the Chinese economy.

“CHINA SHOCK” OR “DEGLOBALISATION SHOCK”?
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US-China trade frictions are only a subset of 
much broader trade frictions that have emerged 
since the financial crisis. Simon Evenett’s Global 
Trade Alert (GTA) database has documented 
the growth in discriminatory versus liberalis-
ing interventions among G20 economies and 
the share of G20 members’ exports at risk from 
these measures.41 The growth in discriminatory 
measures among G20 economies more broadly 
has been far more significant than the US-China 
trade war in terms of the share of world goods 
trade affected. This has occurred, most notably, 
through subsidies to import-competing firms 
and exporters, covering 82 per cent of Chinese 
exports and 83 per cent of US exports. Accord-
ingly, both the United States and China are 
affected by rising global protectionism, in addi-
tion to their own bilateral trade frictions. Compar-
ing measures that discriminate against foreign 
commercial interests, the ratio of Chinese meas-
ures directed against the United States versus US 
measures directed against China is on a rising 
trend (Figure 4).

China has introduced as many as three times 
as many harmful measures as the United States 
in recent years, mostly in the form of tariffs and 
subsidies.43 President Trump’s trade war tempo-
rarily interrupted that rising trend by increas-
ing the number of US measures against China, 
although these also prompted Chinese retalia-
tion. 

According to the GTA database, some 62 per cent 
of global goods trade in 2019 was on products 
and trade routes where subsidised US, Chinese 
and EU firms compete. Excluding China from 
this measure, global goods exposure to subsi-
dies from the United States and the European 
Union was still 28.1 per cent. China and the Euro-
pean Union together account for 57 per cent of 
this exposure. As Evenett and Fritz note, “claims 
that extensive resort to subsidies is found only 
in state-dominated economic development 
models should be discounted. Resort to extensive 
subsidisation is also a common feature of policy 
in more market-based systems of economic 

Figure 3. KOF Economic Globalisation Index

Source: KOF Swiss Economic Institute. Index is normalised so that the maximum value of a specific variable over the 
whole sample of countries and sample period is equal to 100.
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governance.”44 This explains Chinese irritation 
at being singled out over subsidies. Given that 
the United States is a lesser offender relative to 
China and the European Union, it should have a 
particular interest in the issue of subsidies being 
addressed through the WTO.

The use of industrial subsidies is likely to grow, 
partly as a result of increased geoeconomic 
competition and the policy responses to 
pandemic shortages. For example, the Japa-
nese government is expected to subsidise up to 
half the cost of new semiconductor foundries,45 
while the US government is also subsidising local 
semiconductor manufacturing.46 China’s indus-
trial subsidies have increased by a factor of 12 
in the last decade to record levels, with semi-
conductor makers a major beneficiary as part 
of China’s effort to meet 70 per cent of its chip 
needs through local production.47 These subsi-
dies and the market response to recent shortages 
are already expected to lead to excess capac-
ity and over-supply in semiconductors in the 
second half of 2022 and 2023.48

The growing use of subsidies and other discrim-
inatory trade measures since 2008 on part of 
China, the United States and the European Union 
suggests the challenges these measures pose for 
the multilateral trading system are not specific to 
China but are more broad-based. Evenett high-
lights the “wide-ranging breakdown in respect for 
the National Treatment Principle from the onset 
of the global financial crisis.”49 The widely hailed 
2009 G20 ‘standstill’ on protection and the role 
of the multilateral trading system in preventing 
an outbreak of 1930s-style protectionism in the 
wake of the financial crisis has been exagger-
ated. The US-China trade war served to dram-
atise what were already deep-seated problems 
with the multilateral trading system in disciplin-
ing its members, but this is more a problem of 
its inconsistent application and under-utilisation 
than with the fundamental principles of multilat-
eralism or their institutionalisation through the 
WTO. While the US-China trade war has greater 
geopolitical salience, the creeping protectionism 
that undermines the multilateral trading system 
is of greater economic significance as a driver of 
deglobalisation.

Figure 4. Ratio of China to United States harmful measures

Source: Global Trade Alert;42 author’s calculations.
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Pessimism about the future of the WTO is 
endemic to its history. In 1978, the doyen of inter-
national economic law, John H. Jackson, wrote, 
“we are currently undergoing the greatest chal-
lenge to the liberal trade system, including GATT, 
since the formulation of that system in the imme-
diate post World War II period.” Jackson cited 
“growing scepticism about the economic model 
of liberal trade” and “growing recognition of the 
dangers and disadvantages of economic interde-

pendence” as reasons 
for pessimism.50 As 
Harold James noted 
in 2000, the death of 
the multilateral trad-
ing system has been 
predicted many times 
in the past and yet 
the system muddled 
through.51 While the 
WTO has not success-
fully concluded a new 
round of multilateral 

trade liberalisation since the Uruguay round, 
it continues to progress important plurilateral 
agreements, such as the recent agreement on 
the domestic regulation of services and the 
2013 Trade Facilitation Agreement, while also 
providing a system of binding dispute resolu-
tion, notwithstanding the current impasse over 
the Appellate Body. 

In 2000, James argued the globalisation that 
reflected the so-called Washington consensus 
was more robust than earlier multilateral orders 
because it was built less on treaties and more on 
“sustained reflection about appropriate policy 
and the gains to be derived from it.” However, he 
was writing at the high point of globalisation in 
the early 2000s. While he anticipated the risks 
posed by future financial crises such as the one 
in 2008, he did not anticipate the implications of 
future US-China strategic competition. 

The WTO has the potential to discipline that 
competition and limit its potential to destabilise 
and deglobalise the world economy. The WTO 
also has a potentially important role to play in 
disciplining trade conflict and protectionism aris-
ing from disagreements over climate change miti-
gation measures under the Paris Agreement. The 
Paris Agreement is notable for being based on 
self-determined mitigation contributions, without 
the benefit of formal or binding rules, reciprocity 
and enforcement mechanisms that character-
ise the WTO.52 The WTO provides an important 
venue for resolving trade disputes arising from 
climate change mitigation efforts that cannot be 
addressed through the Paris framework. 

While the WTO continues to play a central role in 
providing a framework of rules for international 
trade, it needs to be reformed to meet contem-
porary challenges along the following lines.

Purpose, principles and leadership

The WTO’s principles of reciprocity and non-dis-
crimination are key to its ability to encourage the 
implementation of efficient trade agreements.53 It 
is these principles that are being violated through 
the growth in discriminatory measures such 
as subsidies highlighted by the GTA database 
project. It is important to recall that the WTO 
itself does not set or enforce rules, its members 
do.54 Andy Stoeckel argues that the “waning of a 
global leader [i.e., the United States] that is willing 
to foster a coherent open multilateral system” is 
one of the main problems confronting the WTO. 
He suggests “it is the leadership of ideas aspect 
where the United States could influence the WTO 
system for the better, if it chooses to do so.” US 
leadership is both cause and solution to many 
of the issues confronting the WTO. But to win 
support in Washington, that leadership needs 
to be reframed in terms of its contribution to 
winning a global rule-making competition with 
China. 

US LEADERSHIP IS BOTH 
CAUSE AND SOLUTION 
TO MANY OF THE ISSUES 
CONFRONTING THE WTO. 
BUT TO WIN SUPPORT 
IN WASHINGTON, THAT 
LEADERSHIP NEEDS TO BE 
REFRAMED IN TERMS OF ITS 
CONTRIBUTION TO WINNING 
A GLOBAL RULE-MAKING 
COMPETITION WITH CHINA.

WHERE TO FOR THE WTO? AN AGENDA FOR REFORM
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A fundamental issue for the WTO is the lack of 
agreement on the goals and purposes of the 
organisation. Integration of the world economy 
cannot be assumed to be a shared goal when 
the world’s two largest economies are seeking 
to selectively disengage and diversify away from 
one another. One of the biggest challenges facing 
the multilateral system is to find ways in which 
competing models of market- and state-led 
capitalism can co-exist under a common set of 
agreed rules.55 Stoeckel suggests that members 
can nonetheless still agree on the WTO as a 
framework for promoting economic develop-
ment and on the principle of non-discrimination 
as the basis for a rules-based trading system.56 

Many of the problems with the WTO have their 
basis in mission creep and departures from the 
foundational principle of non-discrimination, as 
well as the judicialisation of dispute settlement, 
which has led to US complaints the dispute reso-
lution mechanism has strayed beyond adjudi-
cation into lawmaking. Focusing the WTO on 

its core mission and upholding these principles 
suggests a number of possible reforms to the 
WTO that could be championed through both 
US and Australian leadership as part of a coher-
ent vision for reform. 

Addressing subsidies

At the 11th WTO Ministerial Conference in 
December 2017, the United States, Japan and 
the European Union began a trilateral process to 
address China’s use of industrial subsidies and 
state-owned enterprises,57 a process that was 
renewed in a joint statement by the three parties 
on 17 November 2021.58 China has also advanced 
its own subsidies reform agenda. Given the grow-
ing role of subsidies in undermining the multilat-
eral trading system, improving and promoting 
greater compliance with the WTO Agreement on 
Subsidies and Countervailing Measures (SCM) 
with a view to prohibiting discriminatory indus-
trial policies should be a priority. This should 

Employees work at the Tesla Gigafactory in Shanghai (Getty)
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include significant enhancements in notification 
requirements to improve monitoring of trade 
policy developments. The GTA database demon-
strates that the WTO’s existing notification and 
monitoring systems are not adequate, allowing 
the multilateral trading system to be undermined 
with little effective scrutiny.

Stoeckel suggests that the WTO’s member-
ship follow the Australian model of introduc-
ing a transparency body such as the Produc-
tivity Commission to assess the economy-wide 
costs and benefits of trade and industry policy, in 
particular, anti-dumping measures. The prolifera-
tion of anti-dumping measures has been a major 
source of tension within the system and of US 
dissatisfaction with the WTO as an adjudicator of 
trade disputes. The WTO’s Trade Policy Review 
Mechanism could also follow the Productivity 
Commission model in its approach to assessing 
economy-wide costs and benefits.

Multilateralise preferential 
trade agreements and 
reform trade preferences

The US and Australian preference for bilateral 
and regional trade deals outside the WTO has 
reflected frustration at the lack of progress in 
multilateral trade liberalisation but has also been 
a contributing factor in undermining multilat-
eralism. Another of Stoeckel’s proposals is to 
multilateralise existing and prospective pref-
erential trade agreements (PTAs) so that these 
agreements support rather than undermine the 
principles of multilateralism. This would entail 
the United States and Australia offering their best 
terms from each PTA to all WTO members on a 
MFN basis. At the very least, these terms should 
be offered to WTO members within the US alli-
ance network as a way of expanding and diver-
sifying intra-alliance trade, even if this compro-
mises the principles of multilateralism. 

Eliminating preferences, including special and 
differential treatment for developing economies, 
would be more consistent with the WTO’s core 
principles. Australia should follow Canada, the 
European Union, the United Kingdom and other 
countries that will terminate China’s general 
system of preferences (GSP) benefits from 1 
December 2021.59 

Digital trade

The United States and Australia could also play 
a leadership role in fostering a WTO-compli-
ant plurilateral digital trade agreement, particu-
larly given the US interest in preventing foreign 
discrimination against its leading tech firms and 
the growing dangers presented by digital protec-
tionism, where China is a major offender. Digital 
commerce is one of the fastest-growing areas 
of cross-border trade but is still largely outside 
the scope of existing WTO rules, reflecting their 
origin in a pre-digital era, while China is aiming to 
become a ‘cyber great power’ through its ‘digital 
silk road.’

Appellate body

Finally, the US needs to spell out the condi-
tions under which it would unblock new Appel-
late Body appointments to provide a basis for 
negotiations on rebooting the system of binding 
dispute resolution. China’s participation in the 
Multiparty Interim Appeal Arbitration Arrange-
ment, designed as a workaround mechanism 
while the Appellate Body is frozen by the United 
States, makes China look like a more responsible 
actor in the multilateral system. 
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China’s accession to the World Trade Organi-
zation in 2001 was an important element of its 
growing integration into the world economy, as 
well as its domestic economic reform program 
dating back to 1978. In terms of access to US 
markets, accession only served to make perma-
nent access China had enjoyed since the 1980s. 
While estimates vary as to the importance of 
the implicit trade barrier represented by uncer-
tainty around whether the US Congress would 
renew China’s MFN status each year, it is likely 
that the elimination of this uncertainty in 2001 
was economically significant. 

The granting of PNTR was part of a broader effort 
to open up the Chinese economy and engage 
China economically and politically as a member 
of the rules-based liberal order. While this effort 
was broadly successful, and the United States 
was a net beneficiary economically, there is 
now a bipartisan view in the United States that 
economic engagement came at a cost both to 
the economy and in terms of geopolitical rivalry. 
The World Trade Organization is increasingly 
viewed by US policymakers as ineffective, both 
in promoting trade liberalisation, but also in disci-
plining China’s trade and industrial policies. 

Australian policymakers, by contrast, remain 
supportive of the multilateral trading system. 
Prime Minister Scott Morrison has called for a 
G7-led effort to reform the WTO as a key element 
of a collective pushback against China’s use of 
economic statecraft in particular. Australian poli-
cymakers face a major challenge in bringing their 
US counterparts closer to the Australian position.

The “China shock” literature has highlighted the 
number of US manufacturing jobs lost to import 
competition from China in previous decades and 
its broader economic, social and political effects. 
However, an overall assessment of the economic 
impact of the “China shock” suggests the expan-
sion of trade has been a net positive for the US 
economy. The “China shock” was a continuation 
of long-run trends in the US economy due to the 

globalisation of manufacturing. Had the United 
States resisted China’s integration into the global 
economy, greater import-competition would 
have almost certainly arisen from other sources, 
leading to similar outcomes. 

President Trump’s trade war and sanctions against 
China led Chinese elites to equally question the 
extent of economic interdependence with the 
United States. President Trump’s ‘America First’ 
policies and President Biden’s ‘foreign policy for 
the middle class’ are mirrored in China by Xi’s 
advocacy of a concept of national security that 
embraces economic 
self-sufficiency, aspires 
to global technological 
leadership, engages in 
economic statecraft 
and seeks to diversify 
away from economic 
engagement wi th 
the United States. Xi 
Jinping has revived 
the Maoist concept of 
‘self-reliance,’ explic-
itly citing the rise of 
foreign unilateralism 
and trade protection-
ism as the motivation. 
Far from calling out 
and disciplining China’s 
behaviour, President 
Trump’s trade policies, 
maintained by the Biden administration, have 
encouraged China to double-down on its state-
led development model and strategic industry 
and trade policy, while potential multilateral solu-
tions and processes have been neglected and 
under-utilised. 

The multilateral trading system has been under-
mined by creeping protectionism since the 
financial crisis of 2008 coinciding with a global 
productivity slowdown that is strongly sugges-
tive of a causal link between the two. Instead of 

CONCLUSION

EFFECTIVE US LEADERSHIP 
OF THE MULTILATERAL 
TRADING SYSTEM WOULD 
NOT ONLY PROMOTE US 
FOREIGN POLICY OBJECTIVES 
SUCH AS PROSECUTING ITS 
STRATEGIC COMPETITION 
WITH CHINA BUT WOULD 
ALSO DISCIPLINE US 
DOMESTIC ECONOMIC 
POLICY IN WAYS THAT 
WOULD BETTER SERVE ITS 
ECONOMIC INTERESTS 
WHILE ALSO PROVIDING A 
RULES-BASED FRAMEWORK 
FOR MANAGING TRADE 
FRICTIONS ARISING FROM 
CLIMATE MITIGATION UNDER 
THE PARIS AGREEMENT.
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being a champion of globalisation, the United 
States has increasingly disengaged from the 
world economy over the last 20 years, beginning 
with the failure of the WTO ministerial meeting 
in Seattle in 1999 and culminating most dramat-
ically in its failure to join the centrepiece of the 
Obama administration’s economic diplomacy, 
the Trans-Pacific Partnership in 2017. This retreat 
added impetus to a rolling deglobalisation shock 
and the associated loss of economic dynamism, 
more so than the “China shock,” bred populist 
political impulses in the United States. Globali-
sation wrought its biggest changes in the 1980s 
and 1990s, well before the outbreak of populism 
in 2016.

A key to restoring domestic political support for 
US leadership of the multilateral trading system 
is to reframe that leadership in terms of strate-
gic competition with China around the rules and 
norms of the global economy. Effective US lead-
ership of the multilateral trading system would 
not only promote US foreign policy objectives 
such as prosecuting its strategic competition 
with China but would also discipline US domes-
tic economic policy in ways that would better 
serve its economic interests while also provid-
ing a rules-based framework for managing trade 
frictions arising from climate mitigation under 
the Paris Agreement and growth in the digital 
economy.
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