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Trade, Capital Flows and External Balance: 
A Comparative Study on China in Two Hundred Years of Globalisation 

 

 

I. Introduction 

Recently, China’s achievement in institutional transformation and economic growth has 
captured worldwide attention. The size of its economy, when measured at market prices, now 
exceeds that of a number of major European economies. Following the path of industrialisation, 
China has become the world’s third largest exporter, accounting for 8.09 per cent of total world 
exports1. In 2003, China has ever overtaken the United States as the number one destination for 
foreign direct investment (FDI) inflows. Its trade imbalances with the US, and recently the EU, 
have reached US$232.58 billion and Euro130.68 billion respectively2. Its currency was criticized 
as being a significant cause of low US interest rates as a result of its ‘overwhelming’3 use of its 
accumulated US$1.2 trillion of foreign currency reserves4 to buy US government treasury bills. 
Indeed, it has been suggested that, “A recognition of China's profound and widespread impact on 
the world economy explains various current economic puzzles” (in “How China runs the World 
Economy”, The Economist, July 30, 2005).  

The economic performance for which China is being recognized is part of our globalised 
world in which free trade, multinationals’ investment, and information technology play essential 
roles. As a developing economy, China has achieved its world market success with 
unprecedented speed. Many of the major debates have centred around one key issue: how to 
understand China’s growth? Are China’s trade expansion, capital inflows and external balances 
unique in two hundred years of globalisation?  

This article projects China’s growth patterns in trade and foreign capital flows into a 
comparative framework. It brings together, for the first time, various sources of historical data on 
trade, foreign capital inflows, balance of payments, and the terms of trade of the four main 
industrialized economies – the UK, the US, Germany and Japan – during the first globalisation 
era between 1870 and 1914. By comparing China’s current economic performance in these four 

                                                        
1 As data from UNCTAD show, China’s market share in world total export is 8.09 per cent, following Germany (9.41%) and the 
US (8.65%). When Hong Kong is included, China is the world largest exporter accounting for 10.78 per cent world total. However, 
UN COMTRADE database shows slightly different result with the market shares of the first three leading exporters being 10.66% 
for Germany, 10.65% for the US, and 7.85% for China. When Hongkong is included, China is still the third largest accounting for 
10.30 per cent world total exports.   
2 Data source: US Census Bureau, Eurostat .  
3 Paul Krugman, “The Chinese Connection”, the New York Times, 20 May 2005.   
4 Data source: State Administration of Foreign Exchange (SAFE).  
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categories with that of the four industrialized economies of the first globalisation era, this article 
achieves three main results. First, China’s trade expansion is clearly shown to have exceeded 
that of any industrialized economy during the first globalisation era; however, China’s trade boom 
is a characteristic of post-war globalisation rather than a unique “China phenomenon”. Second, 
large foreign capital inflows, a dual surplus in both current and capital accounts, and the 
co-existence of terms of trade deterioration and export growth are seen to be comparable to 
some other countries’ experiences in the earlier history of globalisation. Third, the post-war trade 
boom, global production process fragmentation and vertical specialisation, combined with China’s 
industrial, FDI and foreign exchange policy has shaped China’s unique growth pattern.  

 

II. Comparative Patterns  

Trade 

Industrialisation has significantly expanded China’s trade capacity. At the end of the 1970s, 
when its open market policy was announced, China accounted for a negligible 0.8 per cent of 
total world exports. However, in 2006, 27 years after the implementation of economic reform and 
its open market policy, China has become the third largest exporting country, accounting for 7.85 
per cent of total world exports. If Hong Kong is included, China’s market share is 10.30 per cent, a 
percentage slightly lower than those of Germany (10.66%) and the US (10.65%)5.  

    Compared with the economic history of most industrialized countries in the first globalisation 
era, China’s rapid trade expansion in this second globalisation boom is exceptional. In the first 
globalisation boom, the US, with plentiful natural resources and innovation incentives, required 
approximately 75 years from its take-off date (1842-1860)6 to become the third largest exporter, 
and another 25 years to become the world’s largest. As table 1 shows, in 1870, the UK, France, 
Germany and the US were the four main trading nations and accounted for 21.7%, 12.1%, 9.5% 
and 9.0% of world total exports respectively. The following 40 years (1870-1910) witnessed 
dramatic changes in the world trade scenario with the UK and France both shrinking in terms of 
world market share, whilst the US and Germany gained. In the US, the second wave of industrial 
revolution and innovations in mass production largely exploited the usage of land and capital 
inflows, and so accelerated its export expansion. By 1913, three quarters of a century after its 
economic take-off, the US was producing 14 per cent of the world’s exports.  

***************** 

Table 1: Main Economies’ Share in Total World Exports (1870-2004) 

***************** 

                                                        
5 Data source: UN COMTRADE.  
6 The benchmark year addressed here is defined by Rostow (1961). For the UK it is 1783-1802; the US, 1843-60; Germany, 
1850-73; Japan, 1878-1900.  

 

 4



Trade has been the dominant provider of the momentum behind China’s economic growth. 
Compared with the industrialized economies, the importance of trade in China’s economy is 
utterly unique in globalisation history. Merchandise exports accounted for barely 1 to 2 per cent of 
its total GDP throughout the period 1950-1992; however, this ratio had increased more than 
ten-fold to 23.1 per cent by 1997. In the golden ages of those industrialized economies, such as 
the UK during 1820-1870, Germany during 1870-1913 and 1950-1973, and Japan during 
1950-1973, the share of merchandise exports in total GDP increased by factors of approximately 
three to four over a 40 to 50 year period (see Table 2: Merchandise Exports as a Percentage of 
GDP in Sample Countries). Concerning the openness degree, measured by the ratio of total trade 
to GDP, China is now far beyond any country in globalisation history.  

***************** 

Table 2: Merchandise exports as a percentage of GDP in sample countries 

***************** 

 

Foreign Capital Inflows  

At the first stage of economic development, the lack of physical capital is one of the main 
obstacles to economic growth. Although the argument of Rostow’s take-off was based on the rise 
of domestic saving rates, foreign capital inflows play a critical role in fulfilling the financial gap in 
the industrialisation process. The global financial market encourages capital flows from 
capital-abundant economies to capital-deficient ones in a globalised era. Therefore, in an open 
economy, in addition to domestic savings, net foreign capital inflows provide financial resources 
for domestic investment.  

Starting from the market-oriented reforms and open market policy of 1978, China began the 
process of integrating with the world economy by attracting foreign capital inflows. Due to China’s 
capital controls and weak infrastructure, the first ten years did not witness large-scale FDI inflows. 
A considerable increase occurred in 1992 after an important speech given by Chinese leader 
Deng Xiaoping. In the following five years, China’s FDI net inflows increased ten times from 
US$4.37 billion in 1992 to US$44.24 billion in 1997. During the East Asian financial crises of 
1997-98, FDI inflows stagnated, but did not decline. Although the marginal rate decreased slightly, 
since 2000, FDI inflows have increased steadily again. In 2003, China has even ever overtaken 
the United States as the number one destination for FDI inflows, and now attracts about one-third 
of gross FDI flows to all emerging markets and about 60 per cent of flows to Asian emerging 
markets (Prasad and Wei, 2005).  

This study uses a newly constructed dataset to document the foreign capital inflows in the 
early stages of industrialisation in the UK, the US, Germany and Japan. In contrast to former 
studies, which test specific periods for several countries, this study inspects different historical 
periods for each economy: 1700-1815 for the UK, 1790-1900 for the US, 1839-1850 for Germany, 
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and 1860-1914 for Japan. The results show all these economies received large-scale net foreign 
capital inflows in their early stages of industrialization.  

Throughout the eighteenth century, Great Britain had considerable capital inflows financing 
technological innovation and industrialization. Capital inflows accelerated in the 1760s, when the 
first technological paradigm was born. During this decade, Great Britain borrowed extensively 
from outside, mostly from Holland7. Accumulated borrowing drove its net balance of foreign debt 
up to a historically high level, and, by the end of the eighteenth century, it had reached 167.5 
million pounds per annum, roughly 40 times more than the level at the beginning of the century8. 
Large-scale capital inflows financed technological innovation and early industrialisation across 
the country. Key to the UK’s transformation from a net debtor to a net creditor was the century 
transition period between 1790 and 1815. Attenuated demand and increasing supply of British 
capital shifted capital flows to a large extent to the US.  

    As a result, it was the US that was the largest foreign capital receiver in the nineteenth 
century. At the beginning of the nineteenth century, foreign capital inflow into the US was minute. 
The annual average of American net international liabilities’ position between 1790 and 1830 was 
around US$80 million. However, from the 1840s, when the US started its industrialisation engine, 
its net foreign capital inflows gained momentum. Accelerated foreign capital inflows marked US 
economic history during the period 1830 to1900. Foreign capital inflows rushed into this huge 
economy with the annual average of American net international liabilities’ position increasing 
roughly forty-fold from US$125.4 million per annum in the 1830s to US$3071.4 million per annum 
at the end of the nineteenth century.  

     Although smaller in scale and shorter in time-span, both Germany and Japan had foreign 
capital inflows during their pre- or early industrialisation phase. German long-term foreign capital 
inflows increased rapidly between 1839 and 1850. The annual long-term capital flows during 
1839-1841 were merely 6 million Taler, but rose to 42.5 million and 68.5 million Taler in 
1842-1844 and 1845-1847 respectively9. It is normally believed that Japanese industrialisation 
and economic growth was not financed by foreign capital. However, seminal data sources show 
that there was, in fact, relatively significant net foreign capital inflows between 1890 and 1914, 

                                                        
7 At that time, the commercial and manufacturing power of Holland began to decline and the manufacturing was supplanted by its 
English rival because of protectionism, transplantation of their production techniques to English soil, and lower wages. See Brezis, 
1995; Brezis, Krugman and Tsiddon, 1993; Smith, Wealth of Nations, “The wages of labor was said to be higher in Holland than 
in England”. 
8 Data used here is provided by Brezis (1995).  Neither Mitchell’s (1988) British Historical Statistics, nor Mitchell’s (2003) 
International Historical Statistics: Europe 1750-2000 document data on foreign capital inflows to Great Britain or, later, to the 
UK. Both Mitchell (1988) and (2003) offer data on net “overseas investment earnings” (or “investment income balance” in 
Mitchell, 2003) between 1816 and 1994, which show the UK had received positive net overseas investment earnings since 1816. 
Theoretically this result is compatible with that from Brezis, assuming that foreign capital attracted the same or similar level of 
interest rate as that paid to the UK’s investment abroad. Unfortunately, neither of Mitchell’s sources document capital flows in the 
18th century, and so, as a result, include no indication of foreign capital inflows to the UK.  
9 Data used here is compiled by von Borries, 1970. Mitchell’s (2003) International Historical Statistics: Europe 1750-2000 does 
not provide any German data before 1880, either concerning capital flows or investment income paid or received.  
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although these were disrupted by WWI10. Mitchell (2003b) has documented these inflows in 
International Historical Statistics: Africa, Asia & Oceania 1750-2003. Foreign capital inflows 
rapidly expanded Japan’s long-term capital balance, which increased sharply between 1890 and 
1910 from 12.72 million yen per annum (1891-1900) to 106.5 million yen per annum 
(1901-1910)11. In 1915, Japan switched from being a debtor nation to become a substantial 
international creditor.  

 

Balance of Payments  

China started to accumulate large surpluses in both its current and capital accounts. This 
leads to the question of whether this imbalance is different from that of the industrialized 
economies in the first globalisation era.  

Much of the literature on the balance of payments issue focuses on current account 
determinants, current account reversals and global imbalances. Recent panel analysis shows 
that current accounts tend not to be well explained by per capita income, output growth, fiscal 
balances, net foreign assets, economic openness, or other demographic variables 12 . The 
question remains, however, whether countries are too differentiated in their patterns of current 
account balance for a panel analysis to establish useful results.  Or, is the current account 
balance situation also a result of economic policy?  If the answer to the first question is yes, a 
study concerning the different life spans and diverse paths of economies’ balances of payment is 
required. Another trend within research regarding balance of payments focuses on the 
phenomena of “current account reversal” (Milessi-Ferretti and Razin, 1997; Eichengreen and 
Adalet, 2005), which emphasizes the dangers of large current account deficits that must be 
compressed when external financing dries up. However, for countries with capital “privilege”13, 
when net capital inflows turn to net outflows because of investment abroad, the current account 
balance can change from deficits to surplus due to investment income received from abroad.  

By structuring a new historical dataset on the balance of payments in the UK, the US, 

                                                        
10 The largest merchant houses, who were then financially strong and equipped with their respective thriving banks, took the first 
steps toward creating their own industrial empires based on imported technology (Yamamura, 1997). Accumulated revenue from 
trading was the initial financial source of these modern industrial firms. 
11 Another data source provided by Crawcour (1997) projected similar phenomena. Crawcour noted the interest paid abroad by 
Japan was approximately 70 million yen in 1913, which was one of the essential reasons behind Japan’s current account deficit of 
90 million yen at that time.  
12 Chinn and Prasad (2003) inspected the current account of industrialized economies and developing economies during the period 
1971-1995. They found current account balances in developed economies are positively correlated with government budget and 
initial stocks of foreign assets. Among developing economies, financial deepening is positively correlated with a growing current 
account while the openness degree is negatively correlated. In contrast, Gruber and Kamin (2005) use data for the period 
1982-2003 and find that the standard determinant of the current account identified in the literature - per capita income - can 
explain neither the large US current account deficit of recent years nor the large surpluses of the developing Asian economies. 
13 Meissner and Tayler (2006) use “privilege” to measure higher yields earned on external assets relative to yields paid on external 
liabilities. They emphasize the role of financial markets and the ability to extract privilege on a current account adjustment. 
Comparing the US today with the UK in the nineteenth century, its capital privilege appears to be draining away. Therefore, an 
even larger adjustment will be needed if this privilege continues to disappear.    
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Germany, and Japan since 1710 till 2000, this study establishes three main findings. First, in their 
early stage of industrialization, all these countries experienced long-lasting current account 
deficits, while net capital inflows smooth out these deficits in their total balances. Second, later 
development followed diverse paths in each country’s balance of payments structure. Although 
global imbalance was a general feature, a dual surplus was also a feature of some. Third, capital 
flows could be either constructive (for example, in the UK in the nineteenth century) or extremely 
destructive (as in the UK in the 1970s and the 1980s, and Germany and Japan in the 1920s) for 
balances of payments, to national economies, and to global stability in a broader sense.  

 The UK’s balance of payment structure can be divided into two distinct periods: the 
pre-industrialisation eighteenth century and the post-industrialisation nineteenth century. 
Throughout the eighteenth century, Great Britain had capital account surpluses and current 
account deficits, which was mainly due to the large amount of capital income paid abroad. The 
apparent shift happened during the transition period from the eighteenth to the nineteenth century. 
Both its merchandise trade account and capital account turned to large-scale deficits which 
symbolized the economy’s transformation from a net debtor/merchandise exporter to a net 
creditor/merchandise importer. However, during the same period, the current account changed 
from deficits to surpluses because of the positive investment income generated from net 
overseas assets14.  

***************** 

Table 3: Balance of Payments of Selected Economies 

***************** 

The US experienced a four-stage transformation: pre-industrialization 1791-1840, 
post-industrialisation 1840-1913, from the two World Wars to the Bretton-Woods System 
spanning 1914-1970, and the post-Bretton-Woods System. The pre-industrialisation period of 
1791-1840 was characterised by net foreign capital inflows coupled with trade and current 
account deficits. The economic take-off led to a leap in US net international liabilities, which 
increased from roughly US$80 million during 1800-1830 to US$125.4 million in the 1840s. 
However, throughout this period, the US merchandise trade balances were in deficit. The second 
period of 1840-1913 was characterised by a remarkable dual surplus in both current and capital 
accounts, which resulted from rapidly expanding merchandise export capacities and growing 
investment opportunities for foreign capital. The period from the two World Wars to the 
Bretton-Woods System during 1914-1970 forms the third stage, in which the US underwent a 
dramatic structural change in its external capital balance from being a net capital importer to 
become a net capital exporter. Enormous accumulated trade surpluses and income received from 
overseas investment both contributed to US current account surpluses. The fourth stage, from 
1971 to the present, saw the collapse of the Bretton-Woods System with capital account 
surpluses functioning as the balancing mechanism, mitigating balance of payments deficits 
                                                        
14 See table 3.  
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generated from the trade and current accounts.  

Germany and Japan can be distinguished from both the UK and the US by three essential 
features. Both countries had a relatively short period (Germany 1840-1850, Japan 1890-1914) of 
net capital inflows and trade deficits in their pre-industrialisation period; and both experienced 
twin deficits in current and capital account in the 1920s15.  Finally, in the post-war period, both 
Germany and Japan witnessed long-term investment abroad induced by a stable, increasing 
trade balance.   

To generalize, global imbalances are common in globalisation. There are three categories of 
imbalances existing throughout one country’s economic history: current account deficit/capital 
account surplus; dual surplus; twin deficits. Regarding the process over time, countries tend to 
have current account deficits with net capital inflows in the early stages of industrialisation. 
Induced by high demand for machinery and capital goods, current account deficits increase 
rapidly, while net capital inflows function as a balancing mechanism for the international account. 
When the industrialisation process starts to accelerate, current account deficits are smoothly 
reduced by increasing savings from progressively higher domestic incomes and increases in 
exports of goods and services16. Regarding the structural changes, both dual surplus and twin 
deficits existed in the first globalisation era. Instead of shrinking to smooth out the current account 
surplus, US international liabilities rose to an annual surplus of US$3071.4 million. This growing 
dual surplus in both current and capital accounts was in contrast to the experiences of the UK, 
Germany and Japan who perceived twin deficits rather than surpluses. Essentially, neither trade 
nor capital account deficits would generate widespread economic problems alone; however, 
financial and social crises could be ignited by twin deficits, as in the UK in the 1970s and 1980s, 
the US in the 1970s, and Japan and Germany in the 1920s.  

Compared to the industrialized economies’ experience, China’s external balance is not 
unique. In the first stage of industrialisation, China had net foreign capital inflows together with 
trade deficits as did the industrialized economies at their early stages of industrialisation. When 
China stepped into its second phase of industrialisation in the 1990s, expanding export capacity 
coupled with sustained foreign capital inflows rapidly increased both current account and capital 
account surpluses. This dual surplus phenomenon is somewhat similar to the US experience 
between 1840 and 1913.  

                                                        
15 Germany had an average 1378.8 million Reichmarks per annum net capital outflow and, simultaneously, a 215.6 million 
Reichmarks trade deficit and a 966 million Reichmarks current account deficit. The current account deficits were higher than trade 
deficits, which indicate that the net capital outflows were basically either war reparations or emigration. During the same period, 
Japan’s net long-term capital outflows reached 69.7 million yen per annum, together with an annual average trade deficit of 442.4 
million and a 236 million yen current account deficit. In contrast to Germany’s situation, the reason behind its large current 
account deficits was the insufficient income generated from overseas investment in relation to the huge trade deficits. German 
data are from von Borries, 1970.  Japanese data are complied from Mitchell, 2003, International Historical Statistics: Africa, 
Asia & Oceania 1750-2000. Data between 1854 and 1880 were seldom available for Germany. The years between 1880 and 1914 
perceived dual deficits in Germany’s balances of payment, which was one of the essential factors in igniting its economic and 
political problems. The same kind of dual deficit happened in Japan’s balance of payment between 1919-1929.  
16 Fishlow, 1986; Eichengreen and Adalet, 2005.  
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Terms of Trade  

    Debate over the causes and impact of changes in the terms of trade, as well as in regard to 
their volatility, has dominated the literature for more than a century. Raul Prebisch and Hans 
Singer first pointed out that the terms of trade between primary goods and manufactures tend to 
decrease over time, as does the terms of trade between non-industrialized and industrialized 
countries (Prebisch-Singer Thesis).  

    Terms of trade volatilities in resource-abundant non-industrialized economies are also likely 
to have been bigger and more ubiquitous than those in industrialized economies. The higher 
volatility of the terms of trade in non-industrialized economies could be due to higher export 
product intensities in agriculture and resource-abundant products 17 , to the lower levels of 
foreign-trade elasticity of raw materials and natural resources, as well as being partly due to 
these countries’ strategic mistakes, such as promoting commodity exports rather than pursuing 
industrialisation18.  

The impact of changes to the terms of trade on economic growth appears to be even more 
dynamic. In the first place, the impact varies between countries with different industrial structures. 
Blattmann, Hwang and Williamson (2004) find that an improvement in the terms of trade should 
raise growth rates in the core but lower them in the periphery, where the economic structure is 
heavily concentrated in agriculture and natural resources. The reason for this negative effect of 
the terms of trade on the peripheries’ economic growth could be explained by its tendency of 
crowding-out manufacturing activities and human capital accumulation and therefore deterring 
long-run economic development. Latin America in the 19th century is a good example: despite 
more than doubling its terms of trade between 1820 and 1890 and the reasonably good 
performance of the economy between 1860 and 191019, this region experienced sweeping 
sovereign default and financial crisis during the period 1910 to 1920 and the economy suffered 
significantly from the later slump in the terms of trade.  

However, this study finds that the impact of the change in the terms of trade on economic 
performance is also rather asymmetric across industrialized economies. Strong terms of trade 
tend to indicate a country’s competitiveness in global markets and foster trade surplus 
accumulation in the economic cores. Many industrialized economies’ experience have reflected 
this positive correlation between terms of trade and export performance, such as Germany during 
the three periods 1880-1890, 1925-1935, and the post World War II period. Hoffman (1965) 
compiled extensive data on the unit value of German imports and exports during the period 1880 
                                                        
17 As Bertola and Williamson (2003) and Bulmer-Thomas (1994) found, for Latin America as a whole, the single dominant export 
product represented 53.6 per cent of this region’s total exports, and the top two dominant export products represented 70 per cent. 
This high degree of production concentration is the basic reason behind the high trade and macroeconomic volatilities in Latin 
America. 
18 Ocampo and Parra, 2001.  
19 Bertola and Williamson, 2003.  
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to 1960. The terms of trade calculation resulting from his data source shows that all these three 
periods saw a parallel growth in the terms of trade and in export performance. Between 1880 and 
1890, Germany’s terms of trade increased by roughly 20% from 125.5 to 150.1 20  due to 
industrialisation, technological innovation, and rapidly expanding production capacities. The 
improvement in the terms of trade between 1925 and 1935 from 98.6 to 128.921 was, to a great 
extent, the result of the falling unit value of its imports. And during the same period, its trade 
balance changed from long-lasting deficits to relatively large-scale surpluses. The post-war 
period was no exception to the story of parallel growing export and improving terms of trade. 
Strong demand from the world market, a high degree of manufacturing specialisation, and 
dramatically increasing terms of trade all contributed to establish Germany’s solid 
competitiveness in global markets and so strengthen its export capacities and increase its trade 
surpluses.  

***************** 

Table 4: Terms of Trade of Selected Economies (1880-1960) 

***************** 

It is misleading to make generalisations concerning the positive correlation between the 
terms of trade and export performance, and, in the same way, declining terms of trade will not 
necessarily result in a deterioration in the trade balance. Although Germany’s trade performance 
between 1890 and 1910 does show this positive correlation between declining terms of trade 
(from 150.1 to 101.7) and trade deficit deterioration (from 0.1 per cent of total NNP during the 
period 1880 to 1890, to 4 per cent of total NNP between 1890 and 190922), the US decline in its 
terms of trade encouraged, instead of discouraged, its export performance during the period 1885 
to 1905.  This was a remarkable period in which the US established itself as an important 
merchandise exporter and an economic super-power in the global market. Theoretically, an 
improvement in terms of trade is taken as a positive sign of strong export competitiveness and so 
an improved trade balance; however unexpectedly, the US experience shows that a decline could 
also lead to trade balance better-off rather than worse-up. As the data from US Bureau of the 
Census (1975)23 exhibits, the US saw slightly decreasing terms of trade from 103.8 in 1885 to 
92.4 in 1905, while its merchandise net exports increased nearly ten times from an annual 
average of US$122.7 million between 1881 and 1890 to US$1105.6 million during the period 
1901 to 1910. As a result, its current account changed from a long period of deficit to a surplus of 
US$270.2 million per annum.   

                                                        
20 1913=100. See table 4.  
21 1913=100. See table 4.  
22 Hoffmann, 1965.  
23 US Bureau of the Census, Historical Statistics of the United States: Colonial Times to 1970, provides data regarding the unit 
value of imports and the unit value of exports from 1880 to 1913, taking the price level in 1913 as the basis. Based on this 
documentation, US terms of trade are calculated for the listed example year.  
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Theory suggests two factors accounting for the asymmetric impact of the terms of trade on 
trade performance and economic growth across industrialized economies. The first is export 
product intensity. Rather than concentrating on industrial products, United States exports showed 
an increasingly high intensity of natural resources from 1880 to 1930 (Wright, 1990). The terms of 
trade deterioration during this period could be a combination of a sharp decrease in natural 
resource prices and a slight increase in manufactured goods prices, with the latter being the 
reason for export expansion. The second factor is foreign trade elasticity. Theoretically, high 
foreign trade elasticity means that the rapid expansion of production could result in the spread of 
cultivation to new areas rather than drastic producer price reductions. Therefore, given slightly 
decreasing terms of trade, countries with higher foreign trade elasticity tend to generate 
increasing total export value. Due to technological progress, the high elasticity of American export 
products, together with a decreased reliance on imported resources for industrial inputs, would 
explain why the declining terms of trade strengthened, rather than suppressed, US export 
capacity.  

The question remains of what can be learnt from the historical data with regard to China’s 
recent development. Aside from the tremendous expansion of its export capacity and its 
upgraded trade structure, China’s terms of trade deteriorated sharply from 110.6 in 1998 to 97.3 
in 2003. At the same time, China started to accumulate a large trade surplus. Its current account 
surplus rocketed from US$29.3 billion in 1998 to US$45.9 billion in 2003, and reached US$233 
billion in 2006. It seems the correlation between China’s terms of trade and its export expansion 
is quite similar to the US experience between 1880 and 1913. Possible explanations would 
include high demand elasticity for labour-intensive products or parts and components, and lower 
terms of trade volatility due to its industrialisation policy compared with most Latin American 
economies (see Graph 1) in the last 20 years.  

 

III. Decoding China’s Patterns 

China is benefiting from globalisation and participating in shaping certain features of 
globalisation. Given globalisation is a public good to all players, why do some countries benefit 
and not others? This article answers this question by examining the essential features of post-war 
globalisation and China’s economic policies.  

 

The Trade Boom in Post War Globalisation  

     Globalisation, as defined by O’Rourke and Williamson (2000), is the integration of international 
commodity markets. The history of globalisation has seen two booms and one bust over the past two 
centuries (Williamson, 2002). The first boom, which was formerly led by the UK and later the US, 
started from 1820 and ended with WW I, while the second stretched from the end of WW II and was 
characterized by German economic recovery and Japanese “post-Restoration catch-up 
industrialisation” (Yamamura and Streeck, 2003).  
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Economic historians have analysed the trade boom in the first globalisation era, arguing that the 
transportation revolution dramatically lowered long-distance shipping costs through technological 
change in shipping, the construction of major canals, and the penetration of railroads into the interiors. 
Lower transportation costs encouraged world trade and strengthened the process of globalisation24. 
In the nineteenth century, the growth rate of the volume of world trade had risen to around 3% per 
annum, much higher than the 1% rate in the eighteenth century (Taylor, 2002).  

China’s trade expansion is a phenomenon of post-war globalisation. Compared with the first 
globalisation era, trade is much more important in post-war globalisation, which is marked by 
policy measures to reduce tariff and non-tariff barriers to trade. Engendered by the Kennedy, 
Tokyo, and Uruguay General Agreement on Tariffs and Trade (GATT) rounds, worldwide tariffs 
have been reduced from a around 20% in the 1950s to under 5% on manufactured goods, the 
dominant traded commodity. As expressed by merchandise trade share in a country’s total GDP, 
the importance of trade in the second half of the 20th century, especially since the 1970s, is much 
higher than during the period 1820 to 1929 (Table 2 shows the merchandise exports share in the 
GDP of the US, the UK, Japan, Germany, France and China from 1820 to 2003).  

     However, tariff measures cannot alone explain world trade expansion in the post-war 
globalisation period. Since the mid 1980s, worldwide tariffs have decreased by barely 2 
percentage points, while merchandise exports share in GDP has nearly doubled in the US, the 
UK, France, and Germany, while in China it has jumped from 2.3 to 32.5 percent. Hummels (1999) 
and Yi (2003) interpret this phenomenon as vertical specialisation induced high elasticity of 
exports with respect to tariffs.   

 

Fragmentation and Vertical Specialisation 

In the first globalisation boom, cross-border capital flows to the industrialized cores were 
dominated by government borrowing. According to Bloomfield (1968), in 1914, as much as 70 per 
cent of British and French long-term foreign investments went to foreign governments. A large 
portion of the foreign financing invested in the US was actually government loans, first to the 
federal government, and later to state governments and banks used in order to finance social 
overhead capital projects, such as canals, railways, electrical utilities, telephone and telegraph 
systems, and other public works (Wilkins, 1989; Edelstein, 1982; Bairoch and Kozul-Wright, 
1996). Investment largely consisted of purchases of bonds or, to a lesser extent, purchases of 
equities that did not involve control over the enterprises receiving the capital (Lipsey, 1994). Apart 
from technological innovation and competitiveness in the global market, political and social 
factors, such as a stable political environment, strong monetary policy, and central bank credibility, 
also played essential roles in the foreign credit system.  

                                                        
24 O’Rourke and Williamson (1994) note that the freight rate index on US export routes fell by more than 40 percent when 
deflated by the general US price index.   
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The post-war globalisation boom was marked by FDI induced by multinational enterprises’ 
global investment activities. Based on differences in the motivation of investment and in trade 
attributes, two forms of FDI can be defined: horizontal and vertical. Horizontal FDI (Markusen, 
1995; Lipsey, 1999, 2001; Hanson et al, 2001) is where multinationals attempt to avoid tariff 
barriers by producing both at home and abroad, each production unit serving just that country’s 
consumers. Therefore, horizontal FDI is a substitute for international trade. Vertical FDI (Helpman, 
1984; Helpman and Krugman, 1985; Hanson et al, 2001) is where multinationals take advantage 
of international factor-price differences by allocating production to countries where manual labour 
costs are low, and headquarter activities to where skilled-labour costs are low. Vertical FDI is 
complementary to trade by promoting intra-firm trade25.  

Vertical FDI has been the prominent phenomenon since the 1980s. The second globalisation 
era has been characterized by cross-border direct investment in the manufacturing and service 
sectors. Although FDI is still principally accounted for by cross-holding between industrialized 
economies, its net inflows to developing countries in manufacturing sectors have increased 
continuously since the 1980s (UNCTAD, 1991). Declining transportation costs, the reduction of 
tariff and non-tariff barriers, and the deregulation of capital inflows in many developing countries 
make it feasible for multinational enterprises to extract profit by fragmenting and reallocating 
production processes globally. Multinational enterprises’ fragmentation and outsourcing activities 
(Grossman and Helpman, 2002; Jones and Kierzkowski, 2004; Bhagwati et al., 2004) slice up the 
value chain, and relocate low value-added processes to low labour and rent costs regions. 
Therefore, vertical specialisation becomes an important driving force integrating the economic 
periphery into the global manufacturing production processes by accommodating manufacturing 
facilities in low cost regions.  

China is taking these opportunities to become the number one destination of FDI inflows. As 
one of the main platforms of the multinational enterprises’ global production process, China 
imports high-value-added machinery, motors, and high-tech products, while exporting relatively 
low-value-added parts and components, especially in transportation equipment and capital goods 
sectors (Zhu, 2007). Vertical specialisation in low-value-added products has increased China’s 
export capacity far beyond expectation, and has therefore contributed to the dual surpluses in 
China’s balance of payments. The size of the global market and abundant world capital has 
encouraged capital inflows and the utilization of labour and land. 

    One key question remains unanswered. Given that China appears to have benefited from 
vertical specialisation, could labour-intensive parts and components have higher export 
elasticities compared with high value-added final products? Or rather, because they rely on 
labour endowment instead of physical and human capital, parts and components would then 
therefore have low demand elasticity, similar to natural resources? The answer to this question is 
the key factor in perceiving the future development of China’s export capacity, if its terms of trade 
                                                        
25 In the United States, for instance, intra-firm trade amounted to $526 billion in imports in 2001, and $223 billion in exports, or 
32 percent of the total of annual exports. Source: U.S. Commerce Department, Bureau of Economic Analysis.  
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worsen.  

 

Industrialisation and FDI policy  

    Theoretically, globalisation and vertical specialisation offer equal chances to developing 
economies; however, in practice, some countries perform well whilst others perform poorly. Which 
factors can explain a country’s trade expansion and levels of sustainable economic 
development?  

As the three main developing regions, Asia, Central and Eastern Europe (CEE), and Latin 
America have performed quite differently. Table 1 suggests that the shares of exports in the world 
total, as well as the rates of increase in these shares, largely differentiate between these three 
regions. In 2006, ASEAN counted for 6.33 per cent of world total exports, while Latin America and 
the ten new European Union Member States count for merely 3.17 and 2.6 per cent respectively.  

Conventional economic theories cannot provide a satisfactory answer to this phenomenon. 
Factors such as comparative advantage and factor endowment are introduced in traditional 
economic theories to explain the pattern of trade flows between countries with different economic 
structure or different industrialisation stage. Based on labour productivity, Ricardian Comparative 
Advantage can explain trade flows in the eighteenth century between European states with 
similar sizes but different labour productivity levels in agricultural and industrial sectors. Trade in 
the nineteenth century, however, can be largely decoded by the ‘H-O theory’, in which Heckscher 
and Ohlin examined the trade between land-and-resource-abundant America and Australia, and 
labour-abundant Europe, and hypothesised that factor endowment differences are the basis for 
trade26. However, factor endowment seems unable to explain why South America, which is also 
land-and-resource-abundant compared with European States, was lagging behind in terms of 
economic development27. Are there any factors aside from these economic determinants to 
explain emerging economies’ growth?  

Industrialisation is the answer. For resource-abundant economies, given that the 
Singer-Prebisch thesis does exist, there is no substitute for industrialisation when the economy 
pursues long-term sustainable economic growth. Hence, as widely believed, industrialisation 
policy has played a significantly positive role in promoting Asian economic growth, as it has in 
China.  
                                                        
26 By using historical data, economic historians tested whether trade flows fit the H-O model. The main findings showed that from 
1870 to 1914 H-O theory fits world trade (O’Rourke and Williamson, 2000a, 2000b; Blattman, Hwang, and Williamson, 2004). 
However, the world trade experience after World War II diverged from H-O theory predictions. Trade tended to happen between 
countries with similar relative factors. Endowment could fully explain neither trade flows, nor the existence of wage-rent ratio 
adjustment. Bowen, Leamer and Sveikauskas (1987) tested the H-O model by using data on twelve resources, and the trade of 
twenty-seven countries in 1967 and they found that the Heckscher-Ohlin propositions that trade reveals gross and relative factor 
abundance are not supported.  
27 Latin American economies were very rich in the second half of the 19th century. Taking Argentina as an example, from the 
1860s to 1920s, the country exported large amounts of beef and wheat to the world power, Britain. However, during the Great 
Depression in the 1930s, Argentina’s economy was devastated by beef and wheat exports from the U.S., when industrialized 
Europe imported less.  
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China has pursued industrialisation policies that have catalyzed its growth as a 
manufacturing powerhouse, since the launch of the 1st national five year plan of 1953 to 1957, 
targeting the development of heavy industry. The contribution of agriculture (the primary sector) 
to GDP has declined from 41.9% in 1979 to 6.3% in 2005. Over the same period, the share of 
agricultural sector employment has declined from almost 70% to 45% (although this decline 
appears to have stalled over the past few years)28.  

   Parallel with industrialisation policy, foreign direct investment encouraging policy was 
implemented by Chinese government. Manufacturers in China are supported through a wide 
range of national industrial policies, among which the FDI ‘welcome policy’ ranks as very 
significant. In contrast to the experiences of most industrialized economies in the first 
globalisation era, the Chinese government preferred a policy mix of encouraging FDI while 
discouraging foreign debt and foreign portfolio investment29. The early stage of reform sought to 
attract those forms of foreign capital with technology spill-overs and the know-how transmission 
effect. Incentives and restrictions coexist. Foreign investment has been given tax exemptions and 
reductions, special incentives to invest in certain industries or certain geographic areas and 
privileged access to land use, amongst other things. At the same time, such legal restrictions as 
ownership restriction, foreign exchange control, exclusion from certain strategic sectors, and 
government selection of partners for major international joint ventures have simultaneously been 
placed to balance ’economic autonomy’ and the open-door policy. 

 

Cautious foreign exchange policy 

Foreign capital inflow could provide financial resources to countries in early industrialisation 
stage to smooth out external imbalances generated through trade deficits; however, for an 
under-industrialized economy, is it possible to finance a trade deficit by foreign capital inflows in 
the long term? Although current account reversals30 are not always disruptive to the economy, 
they are essentially devastating to the economic periphery during the earlier stages of 
industrialisation and economic development.  

Taking a look at the current account reversal of the five ASEAN countries in the 1980s is 
enlightening. Since the 1970s, most of the Asian economies pursued an industrialisation policy 
and started to accumulate relatively large trade surpluses. The world was captured by the secret 
of the ’East Asian Miracle’, as it is now by China. However, current account reverse occurred in 
the 1980s, when all of the ASEAN-5 economies (Singapore, Thailand, Indonesia, the Philippines, 
                                                        
28 Data source: China National Statistics Bureau, 2006.   
29 In December 2002, China launched the Qualified Foreign Institutional Investors (QFIIs) scheme to steadily open up the 
securities market and attract foreign investments into Renminbi (Chinese yuan) denominated portfolio investment, which was 
formerly strictly segregated between residents and non-residents. Foreign institutional investors have to be approved by CSRC 
(China Securities Regulatory Commission) and SAFE (State Administration of Foreign Exchange) as does their investment quota.  
30 Milessi-Ferretti and Razin (1997) warns the danger of “current account reversal” which represents the phenomenon of large 
current account deficits. By using panel data, Eichengreen and Adalet (2005) find that, since the 1970s, the incidence of current 
account reversals has been unusually great.  
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and Malaysia) experienced growing current account deficits. By 1996, Thailand had a current 
account deficit of 8 per cent of GDP, together with an accumulated current account deficit of 36 
per cent of its 1996 GDP. Even though not so pronounced as that of Thailand, current account 
deficits in the other four countries increased rapidly during the same period. When capital inflows 
turned to net outflows, these economies were, without exception, encircled in financial crisis. 
Although these countries’ balance of payments situation was not particularly worse than those of 
industrialized economies in the first globalisation era, these economies have not yet fully 
recovered from crisis. Table 5 shows the annual average of trade balance, current account 
balance, and net capital liabilities of ASEAN countries. Even during and after the crisis, current 
account deficits ameliorated quickly because of pervasive domestic currency depreciation. A 
matter of fact is that, during the period 1996 to 2000, ASEAN countries’ share of world exports 
increased, rather than decreased, to 6.3 per cent (see Table 1).  

Asian economies’ experience of current account reversal leads to two suggestions. First, in 
the long run, when current account reversal occurs, emerging economies cannot rely on capital 
inflows to balance current account deficits. Human resource shortages and technological 
insufficiency might only barely attract sustainable capital inflows, especially where short-term 
securities investment is the dominant form of capital inflows. In the case that capital flows into the 
country in order to finance infrastructure and productive investment, in the long run, exports 
should be expected to take off, helping smooth current account imbalances.  

Second, stable exchange rates and moderate capital flow controls are extremely important to 
both the emerging nation’s economy and the world currency system. Although these Asian 
countries’ current account balances recovered quickly from 1997-98 financial crises, in recent 
years, surging dollar reserves in this region, and also in China, were criticised as being the main 
factor keeping American Treasury Bond rates at historically low levels and later driving US dollar 
depreciation. This phenomenon indicates that emerging economies’ exchange rate fluctuations 
tend to be destructive both to domestic economic growth and to global monetary system stability 
as well.  

 

IV. Concluding Remarks 

This study has unveiled four important facts from a historical comparison of China’s post-war 
globalisation experience with that of the four most important industrialized economies, namely the 
UK, the UK, Germany and Japan, in the first globalisation era. First, China’s trade expansion has 
no doubt exceeded that of any of the industrialized economies in the first globalisation era; 
however, this trade boom is a characteristic of post-war globalisation. Second, foreign capital net 
inflows are witnessed in all these countries’ early stages of industrialisation; however, in contrast 
to the industrialized countries’ use of large scale foreign loans as the main form of capital inflows 
in the earlier era, China’s foreign capital inflows are mostly FDI, which has been the main source 
of foreign investment into emerging economies since the 1980s. Third, countries’ balance of 
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payment patterns are rather diversified, but China’s dual surplus is not unique in the history of 
globalisation. Fourth, the impact of the terms of trade on exports and economic growth varies 
between industrialized economies and developing economies, and among industrialized 
economies as well; nevertheless, China’s parallel growth of its export capacity and declining 
terms of trade is comparable with the US pattern during the period 1885 to 1905.  China’s export 
expansion and the large scale of foreign direct investment inflows are special features of the 
post-war trade boom and vertical specialisation. China’s industrialisation policy, FDI strategy and 
cautious foreign exchange policy have all contributed to the exploitation of the positive effects of 
globalisation. 



APPENDIXES: 
Table 1: Main Economies’ Share in Total World Exports (1)

 US UK Germany France Japan ASEAN(2) 10 New EU 
Members (3)

Latin 
America (4) China China(incl. 

Hongkong) 
1870 9.0 21.7 9.5 12.1 0.3 1.0 0.8 4.9 2.3 2.3 

1913 14.0 15.0 14.4 7.8 1.8 2.1 1.3 7.3 1.8 n.a. 

1929 17.5 12.1 10.9 6.7 3.3 2.5 4.5 7.9 2.2 n.a. 
1948 25.3 13.2 n.a. 2.8 0.5 4.9 0.1 9.5 n.a. 0.0 

1951-55 15.7 9.2 5.7 5.1 1.8 5.0 2.8 6.8 1.2 1.8 
1956-60 15.6 8.6 8.0 4.8 2.7 3.7 3.0 5.6 2.1 2.6 
1961-65 14.5 7.7 9.3 5.3 3.7 2.8 3.5 4.6 1.3 1.9 
1966-70 13.9 6.5 10.2 5.4 5.3 2.2 3.2 3.9 1.0 1.7 
1971-75 12.0 5.3 10.9 6.0 6.6 2.3 2.7 3.3 0.9 1.6 
1976-80 11.1 5.0 10.2 5.8 6.8 3.1 2.2 3.2 0.8 1.6 
1981-85 11.4 5.0 9.1 5.1 8.1 3.8 1.7 3.3 1.2 2.5 
1986-90 11.0 5.1 11.4 5.9 9.1 3.7 1.4 2.5 1.6 3.7 
1991-95 11.9 4.9 10.6 6.0 9.1 5.5 1.4 2.4 2.5 5.8 

1996-2000 12.1 4.8 9.4 5.5 7.4 6.3 1.8 2.5 3.3 6.6 
2001-2004 10.3 4.2 9.7 5.1 6.4 6.2 2.5 2.6 5.4 8.4 

2006 8.65 3.71 9.41 4.08 5.37 6.33 2.6 3.17 8.09 10.78 
(1): Data source: export data between 1870 and 1929 from Maddison (1994). Data source after 1948 are from UNCTAD. Author's 
calculation, in arithmetic average.  
(2): Data for 1870, 1913 and 1929 include only Indonesia and Philippines. 
(3):  Data for 1870, 1913 and 1929 include only Bulgaria, Czechoslovakia, Hungary, Poland, Romania.  
(4): Data for 1870, 1913 and 1929 include Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela; later data include also 
Uruguay, Suriname, Guyana, French Guiana, Paraguay, and Bolivia. 
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Table 2: Merchandise exports as a percentage of GDP in sample countries 
 

 1820 1870 1913 1929 1950 1973 1985 1997 2003 
US 2 2.5 3.7 3.6 3 5 5.2 11.6 9.6 
UK 3.1 12 17.7 13.3 11.4 14 14.8 28.8 25.4 
Japan n.a. 0.2 2.4 3.5 2.3 7.9 11.3 10.8 11.8 
France  1.3 4.9 8.2 8.6 7.7 15.4 13.4 22.2 22.4 
Germany n.a. 9.5 15.6 12.8 6.2 23.8 17.8 27.0 32.9 
China  n.a. 0.7 1.4 1.7 1.9 1.1 2.3 23.1 32.5 
 
 
Source: Maddison (1995); UNCTAD.   
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Table 3: Balance of Payment of Selected Economies: UK, US, Germany, Japan, China 
 (1710-2005)  

 
 UK (a) US (b) Germany (c) Japan (d)  China 

YEAR MB CB IIB (e) MB CB IIB (f) MB CB IIB(g) MB CB IIB MB CB FDI net 
inflows 

 (in millions of pound)             
1711-20 n.a. 0.19 4.7             
1721-30 n.a. -1.08 17.33             
1731-40 n.a. -1.48 32.91             
1741-50 n.a. 0.18 31.57             
1751-60 n.a. 0.78 24.81             
1761-70 3.7  -1.7 42             
1771-80 2.5  -1.65 75.45             
1781-90 0.4  -1.39 103.4 (in millions of dollar)          
1791-1800 6.1  -5.13 167.5 -10.9 -1.8 78.5          
1801-15 4.6   -10 -19.7 0.9 82.2          
1816-20 -8.98  8.82 -46.1 -21 -10.3 83          
1821-30 -10.40  7.58 -110.8 -2.9 -0.12 83.3          
1831-40 -18.54  3.69 -155.4 -8.2 -23.3 125.4          
1841-50 -21.90  4.64 -208.4 13.1 -7.4 212.8    (in millions of yen)    
1851-60 -30.10  20.2 -379.2 23.8 -27.9 331          
1861-70  -44.98  36.74 -690.5 6.7 -98.4 776.1 (in millions of Reichmark) -11.1 -12.6 1.3    
1871-80 -91.27  52.34 -1188 151.6 -3.2 1714.6 -1008  - -12.8 -17.8 -0.2    
1881-90 -93.62  75.24 -1933 122.7 -75.3 2083.5 -140.2 469.4 -427 -5.2 -6.8 -0.7    
1891-1900 -141.50  51.63 -2398 340.4 171.5 3071.4 -1111.5 471.4 -389.9 -62.7 2.4 12.7    
                
1901-1910    1105.6 270.4 n.a. -1564.3 570 -374.2 -37.6 -46.5 106.5    
1911-1914(h)   626 240.3 2200 -1569.7 678.3 -444.7 -29.0 -79.3 41.9    
1915-1919    3325.4 3130.2 -6400 - - - 470.9 622.0 -330.9    
1920-1929    1117.1 1434.6 -10133 -215.6 -966 -1378.8 -442.4 -236.0 -69.7    
1946-50 -0.42 0.47 - 0.3  6.8  -43.5  -0.36 -0.04 - -0.19 0.15 -0.02    
1951-60 -0.62 -0.18 -0.63 8.8  2.8  -40.8  1.06 0.96 -0.16 -0.15 0.06 -0.03    
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1961-70 -0.51 0.47 -5.4 3.9  3.2  -2.7  3.52 0.71 -0.82 1.56 0.48 -0.33    
1971-80 -4.5 -3.48 -3.62 -13.2  -0.3  -4.4  15.47 1.97 0.37 8.27 1.85 -4.67   
1981-85 (i) -0.7 6.5 -9.9 -73.2 -54.9 31.8 21.7 7.6 -7.7 33.8 23.7 -26.4 -1.7 -1.7 1.0 
1986-90 -28.9 -26.2 24.6 -131.6 -121.5 110.8 68.5 47.8 -50.6 84.9 71.4 -43.7 -2.5 -0.6 2.9 
1991-95 -19.4 -20.6 13.6 -127.5 -72.1 80.1 40.7 -11.1 13.1 127.2 99.6 -78.0 5.7 3.4 22.5 
1996-2000 -34.9 -19.4 14.3 -284.7 -235.2 226.6 68.7 -17.8 8.4 109.5 103.1 -85.6 36.6 20.5 41.1 
2001-04 -78.7 -32.5 26.2 -527.5 -493.9 524.3 139.2 34.8 -39.9 100.6 125.6 -23.9 40.9 65.6 54.9 

 
Note:  
    MB: merchandise trade balance.  

CB: current account balance. 
IIB: international investment position.  

(a): Merchanside trade balance 1761-1815, from Cole (1932), re-export included. 1816-1900, from Mitchell, 1988, British Historical Statistics. 
Current account, capital inflows and long-term capital balance, from Mitchell (2003) and Brezis (1995).  Data after WWII are from Mitchell, 2003.  
(b): Data source: US Bureau of the Census, aothor's calculation.  
(c): Data before WWII are compiled from various sources. Merchandise Balance and Long-term Capital balance during 1871-1929 are from 
Hoffmann 1965 Das Wachstum der Deutschen Wirtschaft seit der Mitte des 19. Jahrhunderts, and Deutsche Bundesbank 1976 Deutsches Geld- 
und Bankwesen in Zahlen 1876-1975. Current account and data are form Mitchell, 2003. Data in 1914 and 1915-1924 are missing. Data after 
WWII are Mitschell 2003. Data source from Deutsche Bundesbank 1976 provides data only in DeutschMark. 
(d): Data between 1868 and 1929, Mitchell (2003b), International Historical Statistics: Africa, Asia & Oceania 1750-2000. Data after 1948, Bank 
of Japan.  
(e): Balance of foreign debt.  
(f): Net international investment position, including both long-term and short-term investment. Data include defaults of 20 million in 1816 and 
1817; 30 million in 1818 and 1819; 12 million in 1841 and 1842.  
(g): Data only include long-term capital flows.  
(h). Germany's data for 1914 is not available.  
(i): Data after 1980 are from UNCTAD.  
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Table 4: Terms of Trade of Selected Economies (year value) 

 UK US Germany  

 Terms of 
trade 

unit value 
exports 

unit value 
imports 

Terms of 
trade 

unit value 
exports 

unit value 
imports 

Terms of 
trade 

YEAR (1) (2) (3) (4)=(2)/(3)  (5) (6) (7)=(5)/(6) 

 1980=100 (a) 1913=100 (b) 1913=100 (c) 
1880 - 101.5 113.1 89.7  128.9 102.7 125.5  
1885 - 91 87.7 103.8  109.3 87.9 124.3  
1890 - 85 93.2 91.2  110.5 73.6 150.1  
1895 - 71.8 79.5 90.3  91.9 85 108.1  
1900 73.9 81 86.7 93.4  102.2 88.3 115.7  
1905 74.4 83.7 90.6 92.4  97.6 84.9 115.0  
1910 68 102.1 94.6 107.9  95.6 94 101.7  
1913 72 100 100 100.0  100 100 100.0  
1919 80.8 215.7 181 119.2  - - - 
  1980=100 (a)  
1925 88.6 21.3 15 142.0  138.5 140.4 98.6  
1929 84.3 18.5 12.4 149.2  136.2 128.7 105.8  
1935 95.8 13.7 7.2 190.3  82.1 63.7 128.9  
1945 95.2 23.7 12.4 191.1  - - - 
1955 86.5 29.1 22.6 128.8  297.4 228.8 130.0  
1960 99 

  

31.1 22 141.4  

 

344.2 220.7 156.0  
(a): Source: Liesner, 1985. (b): Source: US Bureau of the Census, 1975. (c): Source: Hoffmann, 1965.   
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Table 5: Annual average of merchandise trade balance, current account balance,  

and net capital liabilities of ASEAN 5  
 
(1981-2004, in billions of US dollar) 

 
    1981-1985 1986-1990 1990-1995 1996-2000 2000-2004 
Indonesia MB 0.1  1.5  1.2  7.2  12.9  
  CB -3.2  -2.3  -3.6  1.1  7.5  
  IIB 3.8  3.5  5.9  -0.4  -4.5  
Malaysia MB -0.7  2.6  -0.8  11.2  18.1  
  CB -2.4  0.8  -3.9  4.0  9.1  
  IIB 3.0  0.1  5.9  -0.8  -4.1  
Philippines MB -1.3  -0.3  -3.8  -3.4  -3.4  
  CB -1.9  -0.8  -2.1  1.3  3.1  
  IIB 1.4  0.8  3.6  2.7  -2.4  
Singapore MB -0.5  1.4  6.7  14.6  20.4  
  CB -0.8  1.6  7.4  15.2  19.1  
  IIB 1.8  1.2  -0.6  -11.6  -14.9  
Thailand MB -1.8  -1.7  -7.3  6.1  8.1  
  CB -2.0  -2.3  -8.2  3.7  7.5  
  IIB 2.2  3.8  12.4  -2.5  -5.3  

 

Note:  
MB: merchandise trade balance. 
CB: current account balance. 
IIB: international investment position.  

 



 

Graph 1: China's Terms of Trade 1980-2004: 
Comparison with Selected Latin American Economies 

Source: UNCTAD
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