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An Empirical Study on the application of the FTA
of Shandong Province in China
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Abstract

According to the survey on the state of practical usage and present situation of FTAs,
conducted among trade companies operating in Shandong province in 2014, more than 90%
of companies are believed to be small and medium sized enterprises. Therefore this study
tries to test what impact the awareness and utilization of an FTA have on its outcome
among trade companies operating in Shandong province as well as partner countries and
other trade companies.

The research results are as follows.

First, we found a positive correlation between 1) a company’s global orientation (as
measured in export density as a percentage of profit) and 2) its competitiveness (as
measured in annual sales), and a company’s degree of utilization of FTA provisions.

Second, One of the findings is that the more aware of the (exporting) HS code,
conventional tariffs and the process of issuing C/O the companies from Shandong province
are the more they actually use (utilize) an FTA inpractice. Another interesting finding is that
the more aware of the (exporting) HS code and conventional tariffs the enterprises are the

higher is their practical usage level of an FTA.
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Third, however, at the time of this study’s completion, FTA utilization was not yet

positively correlated with statistically significant performance results.

Therefore, to increase the utilization and performance of FTA, the China government have

to make a efficient business models for each industry and support the small and mid-size

businesses including Shandong province’s SMEs.
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Table 1. Shandong Companies Survey Response
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Frequency

Classification Count(Number) Ratio(%)
Agriculture, Forestry and Fisheries/Food 21 18.4%
Cement 5 4.3%
Chemistry/Cosmetics 12 10.5%
Plastic/ Rubber 8 7.0%
Fabrics/Clothing 18 15.8%
Type of Business Ore 4 3.5%
Steel Industry 6 5.3%
Mechanical/ Electrical and Electronics 11 9.6%
Automobile and components 13 11.4%
Medical Devices 9 7.9%
Others 7 6.1%
0~20% 48 42.1%
21~40% 16 14%
Export Ration 41~60% 20 17.5%
61~80% 20 17.5%
81~100% 10 8.9%

Sum of Annual Loan

Under 100,000 USD

7.0%

100,000~1 million USD

29.8%

8
34
1 million~10 million USD 54 47.4%
12
6

Number of
Employees

10 million USD~50 million USD 10.5%
Over 50 mllion USD 5.3%

Under 10 12 10.5%

10~50 68 59.6%

50~100 18 15.8%

100~500 16 14.1%

Sum

114 100%
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Table 2. China FTA Propulsion Situation
. Country/
Classifi- .
cation Agreement Propulsion progress Note
name
Hong Kong, . . .
Macau 2004.1. Taken effect Xﬁ:ﬁ'eggﬁfr Ecnomic Partnership
CEPA d
(ASEAN: the Association of
Southeast Asian Nations)
2004.1.EHP Taken effect. ) ) S
2005.7. Commodity agreement taken Slr:%i?o[r?;jol\:zlségsI{'jl",h;glr:zplnes,
ASEAN FTA Sggct . Cambodia, Louse, Vietham
7.7. Service agreement taken effect Myanmar (EHP: Early Harvest
2222{8' Investment agreement taken Programme) Part of the Agricultural
products( 1.5 percent of the
turnover) Early elimination tariff.
2006.10. Commodity agreement taken
effect
Taken Chile FTA  2010.8. Service agreement taken effect
effect 2010.2. The 6th investment negotiation

held.

2006.1.EHP Taken effect

2007.7. Commodity agreement taken

Pakistan FTA effect

2009.10. Service agreement taken

effect

(EHP; Early Harvest Programme) in
action

New Zealand

2008.4 FTA Agreement explanation
FTA 2008.10 FTA Taken effect

The first FTA with advanced
economy country

Singapore
FTA 2009.3 FTA Taken effect

2008.10 FTA Agreement explanation

Peru FTA  5010.3 FTA Taken effect

2009.4 FTA Agreement explanation

Costa Rica
FTA 2011.8 FTA Taken effect

2010.4 FTA Agreement Explanation
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Classifi-  ,ounty/ .
cation Agreement Propulsion progress Note
name
ECFA : Economic Cooperation
P Framework Agreement
2010.6. ECFA official Signing )
Taiwan ECFA  2010.9. ECFA Taken effect (EHP: Early Harvest Programme)
Taken 20111, EHP Taken effect Early abol|t|9n of 806 items
effect The expansion agreement after
program taken effect.
Iceland FTA  2014.7 FTA Taken effect
Switzerland FTA 2014.7 FTA Taken effect
Cﬁgri(rgtijgn 2005.4 Neggtiation B.eg.in Saudi Arabia,. Kuwait, UAE, Qatar,
Council) FTA 2009.6 Official Negotiation Oman, Bahrain
2005.5 Negotiation begin
Astralia FTA  2007.10 The 10thNegotiation
2014.9 The 21stNegotiation
2008.9 Negotiation Begin
In Norway FTA  2009.3 The 3rd Negotiation
Negotia- 2010.9 The 8th Negotiation
tion 2007.3 Mutual research begin
Korea FTA 2010.6 Mutua.l r.esearch‘ finish
2012.5 Negotiation begin
2014.11 The 14thNegotiation
2010.8 The 1st mutual research
Korea, China, 2011.12 The last mutual research
Japan FTA  2013.3 The first Negotiation
2014.9 The 5th Negotiation
push 2003 Mutual research beg?n_
exi:;g:na India RTA gg%:}gclgﬂ:éﬁlcrte}zzzrﬁ:vzr;ﬁ:ent RTA: Regional Trade Arrangement

cooperation begin

Material: China FTA Portal

(Table 3)oflA] Yepd upe} o] AksAd o= 2,000%] GHE Hol A7 S7HIch
Lol HAHo R ASEAE Holal FEUZTHE 2013W0l= 3,1509] HE®
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FNe w27 F7Fskal ik 20104 o] % FETHS 1,420 e (HA=H]F 6.4%)=
Table 3. Shandong Trade Trend (2009~2013)

Unit : $ billion, %
2009 2010 2011 2012 2013 2013
Year Shandong Province China Spec_|f|c Ranking
gravity
total trade 1628 2246 2841 2957 3150 41523 706 5
Total volume 827 1103 1346 1360 1420 22108 6.4 5
of exports

Total volume gy 1143 1495 1507 1730 19415 8.9 3

of imports

Data: Korea International Trade Association, China Trade Statistics
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Table 4. Shandong Province’s Trade Partners

Unit : $ billion, %
Export
2012 2013
Country — -
Value .Rate of Spec_lflc Value ‘Rate of Spec!ﬁc
increase gravity increase gravity
Total volume 1360 1.1 - 1420 44 -
USA 208 0.7 15.3 215 3.3 15.1
Japan 175 3.0 12.9 165 -6.0 11.6
South Korea 139 -8.5 10.2 135 -2.8 9.5
Hongkong 52 474 3.8 57 10.8 4
UK. 33 23 24 38 15 27
Russia 36 6.0 26 38 5.1 27
Germany 40 -15.5 29 36 -8.9 253
India 43 -13.5 3.2 35 -16.8 246
Australia 28 144 21 32 135 225
Indonesia 26 10.5 1.9 31 16.8 218
Import
2012 2013
Country
Rate of Specific Growth Specific
s increase gravity L rate gravity
Total volume 1597 6.8 - 1730 84 -
South Korea 178 1.7 194 8.9
Australia 125 0.3 159 274
Angola 107 75.6 128 20.0
USA 113 2.7 116 25
Brazil 99 -9.1 105 55
Russia 83 333 70 -15.8
Saudi Arabia 70 48.3 70 -0.7
Japan 73 -134 61 -15.8
Indonesia 50 25 59 17.6
Oman 11 99.4 45 312.9

Data: Korea International Trade Association, China Trade Statistics
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Table 5. Definitions and Measures of Variables

el AE ] HEEEE (Table 5)

Variable

List of measurements

Measurement
method

scale

- number of employees

Five-point
scale

Enterprise  competitive
characteristics ness

- 3 years average annual sales

Five-point
scale

Global
directivity

- Annual sales export ratio

Five-point
scale

Awareness of an FTA

- HS code of an exporting product

- HS codes of raw materials of an exporting product
- partner country tariff rate on an exporting product

- home country tariff rate on importing raw materials
- each product PSR

- each FTA's PSR fulfillment awareness

- method of issuing C/O according to the convention
- documents for issuing C/O

- duty of keeping the document of C/O for 5 years form the

date of issue

- Penalty in case of violation the rules of origin
- Posteriori test in partner country
- business model of an FTA

Five-point
scale

Practical usage of an
FTA

- preparation for the enforcement of an FTA
- issuing certificate of origin according to FTA standards in case

of exporting

- application for favor custom tariffs
- confirmation of certification of origin receiving Preparation of

BOM according to the criteria of country of origin

- The appointment of related issue right holders of the Place of

Origin certification

- Acceptance of being an exporter of the products covered by

the certificate of origin from Customhouse

- storage of original documents

Five-point
scale

- management and recording of place of origin documents
- construction of a business model of an FTA

- relieve in tariff rates Export growth effect due to the abolition
- Export growth effect due to ease in non-tariff barriers to trade
- Export growth effect due to higher level of awareness (of a

Qutcome of the product)

enforcement of an FTA

- overall evaluation after

- reduction of production cost and higher rate of return
- rise in opportunities of industrial cooperation
the enforcement of an FTA

Five-point
scale

- medium-and long-term effect of an FTA and henceforward

overall evaluation
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Table 6. Validity and Reliability Analysis (FTA Practical Usage)

Classification Value
Standard and direct Kaiser-Meyer-Olkin scale .833
Bartlett’s test Approxir.nat.e Chi-Square 545.489
Significance .000
Factor Measuring Scales Utilization1  Utilization2  Reliability
¢3: When importing raw materials FTA preferential
. . . .890
tariff ratio is applied.
c5: Conﬁrmat!on Iettgr of the place of origin of the 747 692
raw material is received.
c6: Specification letters are written for the individual
L - : 682
place of origin decision standard evaluation
c2: When exporting, the FTA place of origin
. S 638
certificate is issued.
FTA c7: The eligible person to the signing and issuing 820
Utilization  o¢ hiace of origin certificate is appointed '
¢8: The document of place of origin certification and 786
export is certified from the custom. ’ .889
¢9: The related documents are actually kept. .894
¢10: The signed document certification of place of
o .897
origin is recorded and managed.
c11: The FTA utilization business model is
. 617
established.
Eigen Value 4.613 1.403

Dispersion (%)

51.254 15.587

FIA Shgwol phat v s nol
4] 234 (Table 6)5F gk 97)e) 3
60
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T THAR 7ol Aol 545.480% 4
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(p(0.001) o vrepyt,
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Table 7. Global Directivity and Practical Usage of an FTA Analysis

Global directivity (Export ratio) Mean Std. Deviation F Value Sig.
0~20% 2118 948
21~40% 2.750 1.373

FTA Utilization1 41~60% 3.417 821 7.667 .000
61~80% 3.517 1.004
81~100% 2479 1.124
0~20% 2132 1.164
21~40% 2.467 932

FTA Utilization2 41~60% 3.133 1.028 3.018 110
61~80% 3.067 1.225
81~100% 2.354 1.050
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Table 8. Posthoc Test Results of Global Directory (FTA Practical Usage)

Sub group to a=0.05

Global directory N 1 5
0~20% 48 2.118
81~100% 16 2479 2.479
- 21~40% 20 2.750 2.750
FTA Utilizaiton1 4160% 20 3417
61~80% 10 3.517
Utilization Rate 522 138
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Table 9. Enterprise Competitiveness and Practical Usage of an FTA Analysis

. . Standard F .

Business Productivity( Sales, turn over) Mean deviation Value Sig.
Under 100,000 USD 1.792 1.168
100,000~1 million USD 1.824 7752

FTA Utilizaiton1 1 million~10 million USD 2772 1.106 11.088 .000
10 million USD~50 million USD 3.722 .863
Over 50 mllion USD 2.000 .788
Under 100,000 USD 1417 479
100,000~1 million USD 2211 1.084

FTA Utilizaiton2 1 million~10 million USD 2.926 1.175 5.845 .000
10 million USD~50 million USD 2917 1.031
Over 50 mllion USD 3.389 .228

5
Scheffe A4S 0] 838to] AR AAS AAE
oict. (Table 10y 9] #7843} o 10%F
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Table 10. Posthoc Test Results of Enterprise Competitiveness (Practical Usage of an FTA)

Sub group of a=0.05

Company Competitiveness N 1 5
Under 100,000 USD 8 1.792
100,000~1 million USD 34 1.824
. 1 million~10 million USD 6 2.000
FTA Utilizaiton1 10 million USD~50 million USD 54 2772 2772
Over 50 milion USD 12 3.722
Significant probability 218 .246
Under 100,000 USD 8 1417
100,000~1 million USD 34 2211 2211
. 1 million~10 million USD 12 2917
FTA Utllization2  — " iiion USD~50 million USD 54 2.926
Over 50 mllion USD 6 3.389
Significant probability 522 138
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Table 11. Variance Analysis of the Scale of an Enterprise (Practical Usage of an FTA)

Standard .
Company Scale (Number of employees) Mean deviation Sig.
Under 10 2.194 1.220
I 10~50 2.480 1.186
FTA Utilization1 50~100 2958 1109 292 107
100~500 3.194 842
Under 10 1.444 434
I 10~50 2418 1.044
FTA Utilizaiton2 50~100 3187 1237 6.721 .000
100~500 2.796 1.146
Table 12. Posthoc Test of The Scale of an Enterprise (FTA Utilizaiton)
Company Scale N Sub group of a=0.05
(Number of employees) 1 2
Under 10 12 1.444
10~50 68 2418 2418
FTA Utilization2 100~500 18 2.796
50~100 16 3.187
Sig. 522 138
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Table 13. Multiple Regression Analysis of Characteristics of an Enterprise and Practical Usage of

an FTA
Dependen Independent . R Test
t Variable Variable 2z U Sig. Square A Result
Global directivity 183 2.63 .010 Accepted
FTA Compan 9.080
Utilizaiton pany 364 264 009 177 o 2088  Accpeted
p competitiveness
Company Scale .016 922 .358 Rejected
Global Directivity 128 1.83 .070 Rejected
FTA Compan 7.313
Utilizaiton pany 278 200 048 144 < 2269  Accepted
2 competitiveness
Company Scale 237 1.62 106 Rejected

*p<0.05, **p<0.01, ***p<0.001
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Table 14. Validity and Reliability Analysis (FTA Awarness)

Classification Value
Standard and direct Kaiser-Meyer-Olkin  scale .754
, Approximate Chi-square 964.926
Bartletts test Significance 000
Awareness1  Awareness2 Awareness3 Reliability
Factors Measurement Scales Aftermath Procedure FTA
Management of issuance  Tax rate a Value
b1: The HS code of the exported goods. .709

b2: The HS code of the raw material 773
components of the exported goods. '

b3: The tariff of the exporting target 825 .752
country (FTA agreement tax rate) '

b4: The import tariff of Korea(FTA
agreement tax rate)

b5: FTA Product Specific Rule(PSR) .868

FTA  b6: The individual place of origin 880
Aware- decision standard is met. : 882

ness  b7:FTA C/O Issuing method .828
b8:C/O lIssuing application documents 642

b9:C/O The duty of keeping the
documents for 5 years after issuing.

b10: Punishment when the regulation of
C 815
place of origin is violated. 918

b11: Posteriori tests of the opponent 896
country’s FTA '

b12:FTA (Utilization)Business Model 873
Eigen Value 5.030 2.392 1.374
Dispersion(%) 41.913 19.937 11.446

662

.883
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Table 15. Analysis of the Relationship between FTA Awareness and Practical Usage

Standard

Mean L 1 2 3 4 5
deviation
1.Awareness1 2.732 1.170 1
2.Awareness2 3.382 1.081 462+ 1
3.Awareness3 3.443 .929 A75 A423* 1
4 Utilization1 2.630 1.161 233" .529** .580** 1
5.Utilization2 2.479 1.146 170 .316** .506** 484 1

* P <0.05*P < 0.01

Table 16. Multiple Regression Analysis of the Relationship between FTA Awareness and Practical

Usage
Dependen In nden ignifi R T
t?/‘;?ia%?e (\j/eaegb?: t B i S?mecaI Square A regﬁft
_ Awareness1 .004 .044 .965 Rejected
Ut"'zf"ton Awareness2 372 3947 000 435 B1% 63 Accepted
Awareness3 543 5.490 .000 Accepted
o Awareness1 .041 457 .649 Rejected
Ut"'zz"‘t'O” Awareness2 A1 1047 207 210 1390 4994 " Rejected
Awareness3 .561 5.059 .000 Accepted
* P <0.05 *™P < 0.01, P < 0.001
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Table 17. Validity and Reliability Analysis (FTA Performance)

Classification Value
Standard and direct Kaiser-Meyer-Olkin  scale .842
Approximate Chi-Square 525.113
Bartlett's test PP XI. . ——
Significance .000
Factors Measurement scales Reliability
a value
d1: The export increase effect through the FTA tariff abolition. .852
d2: The export increase effect through the easement of a non-tariff 898
barrier '
d3: The export increase effect through awareness improvement. .821
FTA d3: The effect of production cost cut and sales profit ratio increase. 754 892
Utilization - g5; The industrial cooperation chance enhancement between the 281 '
two countries. ’
d6:The overall evaluation of the present after the FTA had taken 538
effect. -
d7: The medium or longer term effect of FTA and overall prospect .697
Eigen Value 4.326
Dispersion(%) 61.798
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Table 18. The T-test Result between FTA Utilization and FTA Performance (1)

Far 77

Classification Mean Star)dgrd t value Average
Deviation difference
Company with low
0 3.03 740
The export increase effect utilization -2.73 45
through the FTA tariff abolition. ~ Company with high ** '
G 3.49 1.046
utilization
. Company with low
The export increase effect Utilization 3.00 672 288
through the easement of a G ith hiah . -54
non-tariff barrier ompany ‘“."t 9 343 922
utilization
Company with low
g 275 803
The export increase effect utilization 444 103
through awareness improvement. ~ Company with high 3.49 987 ok .
utilization ’
. Company with low
The effect of production cost Utilization 2.89 .882
cut and sales profit ratio c ith hiah -1.24 -.38
increase. ompany with hig 3.10 .900
utilization
. . . Company with low
The industrial cooperation Utilization 2.86 .780
chance enhancement between C th hiah -2.13 -49
the two countries. ompany with hig 3.20 917
utilization
. Company with low
The overall evaluation of the Utilization 3.05 607
present after the FTA had taken C th hiah 244 A7
effect. ompany With high 5 74 879
utilization
. Company with low
The medium or longer term Utilization 3.59 835
effect of FTA and overall C th hih 1.16 -.03
prospect Omrziirl]iia \:i/(l)n 9 3.37 1.131
* P <0.05 *P < 0.01, P < 0.001
Table 19. The T-test Result between FTA Utilization and FTA Performance (2)
Classification Mean Star)dgrd t value Average
Deviation difference
Company with low
LD 2112 422
FTA Effect c “t'"zat'iﬂ o 220 -3.02
ompany with hig 24.14 5.1
utilization
* P < 0.05 *P <001, **P < 0.001
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Table 20. Hypothesis Test Summary
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Hypothesis 1

The Characteristic of the company will give significant
positive effect on the company’s FTA utilization.

+ Accept

Hypothesis1-1: The company’s global directivity will give

.GIob‘a.I significant positive effect on the company’s +  Accepted
Directivity e
FTA utilization.
Company  Company  Hypothesis1-2: The company’s competitiveness will give
Characteri ~ Competiti significant positive effect on the company’s +  Accepted
stics veness FTA utilization.
Compan Hypothesis1-3: The company’s scale will give significant
S pany positive effect on the company’s FTA +  Rejected
cale L
utilization.
. The awareness of the company will give significant
FilfprivEts 2 positive effect on the FTA utilization. + Accepted
Hypothesis 3 The company’s FTA utilization will give significant positive +  Rejected

effect on FTA effect

outcome.
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