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U.S-CHINA BILATERAL TRADE AGREEMENT
AND THE ACCESSION OF CHINA TO THE WTO

WEDNESDAY, FEBRUARY 16, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
WASHINGTON, DC.

The Committee met, pursuant to notice, at 10:28 a.m., in room
1100, Longworth House Office Building, Hon. Bill Archer, (Chair-
man of the Committee) presiding.

[The advisories announcing the hearing follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
January 31, 2000
FC-16

Archer Announces Hearing on
U.S.~China Bilateral Trade Agreement and
the Accession of China to the WTO

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on the recently
concluded bilateral trade agreement between the United States and China and on
the pending accession of China to the World Trade Organization (WTO). The hear-
ing will take place on Wednesday, February 16, 2000, in the main Committee hear-
ing room, 1100 Longworth House Office Building, beginning at 10:00 a.m.

Oral testimony at this hearing will be from both invited and public witnesses.
Also, any individual or organization not scheduled for an oral appearance may sub-
mit a written statement for consideration by the Committee or for inclusion in the
printed record of the hearing.

BACKGROUND:

China applied for accession to the General Agreement on Tariffs and Trade
(GATT) in July 1986, and work has proceeded in the China Working Party since
that time to negotiate the conditions upon which China will enter the WTO.

Article XII of the Agreement Establishing the World Trade Organization states
that any State or separate customs territory may accede to the WTO “on terms to
be agreed between it and the WTO.” In practice, any WTO applicant must negotiate
terms for membership in the WTO in the form of a Protocol of Accession. Through
the operation of a Working Party, the United States and other WTO members have
an opportunity to review the trade regimes of applicants to ensure that they are ca-
pable of implementing WTO obligations. In parallel with the Working Party’s ef-
forts, the United States and other interested member governments conduct separate
negotiations with the applicant. These bilateral negotiations are aimed at achieving
specific concessions and commitments on tariff levels, agricultural market access,
and trade in services.

On November 15, 1999, Ambassador Barshefsky announced the successful comple-
tion of bilateral talks on China’s accession to the World Trade Organization. The
expansive market access agreement will provide broad market openings for U.S. ag-
riculture, manufactured products and services, along with Chinese commitments to
adopt WTO rules relating to such issues as technology transfer and offsets, sub-
sidies, product safeguards, and State enterprises. In a separate agreement signed
in April 1999, China agreed to end sanitary and phytosanitary bans on the importa-
tion of U.S. wheat, meat, and citrus products.

The Agreement represents a crucial step in China’s WTO accession process. Other
steps that remain ahead include the conclusion of bilateral negotiations with a num-
ber of other WT'O members, as well as the multilateral negotiations on China’s ac-
cession protocol. China then must complete its domestic process for implementing
the country’s WTO commitments.

Congressional approval of permanent normal trade relations (NTR) is not nec-
essary for China to accede to the WT'O. However, in order for American businesses,
farmers, and workers to be guaranteed an opportunity to benefit from the trade con-
cessions and better compete in China’s markets, China’s name must be removed
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from Title IV of the Trade Act of 1974, the so-called Jackson-Vanik amendment,
which provides for an annual review of China’s trade status based on freedom of
emigration.

Otherwise, the United States would be in violation of Article I of the GATT, which
requires the extension of “unconditional” most favored nation (or NTR) status, and
subject to trade sanctions. If the United States does not remove the conditions im-
posed by Jackson-Vanik, the United States would have to invoke the non-application
clause of the GATT, meaning that China would be able to withhold benefits of the
1999 bilateral agreement from the United States.

In response to progress achieved in China’s WTO commitments represented by the
bilateral agreement with the United States, President Clinton announced that he
will work with other WT'O member countries to gain China’s entry in the WTO as
soon as possible and will seek the legislation from Congress to grant permanent
NTR status to China.

In announcing the hearing, Chairman Archer said: “One of the most important
items for American workers, farmers and businesses this year is expanding trade
with the most populous nation in the world. Whether we can actually capture these
gains depends in large measure on the President’s commitment to push for passage
of legislation necessary to grant China permanent NTR trade status. I look forward
to working with the President on opening China’s borders to American-made prod-
ucts and services. As history has repeatedly shown, our economy and quality of life
only grow stronger when we embrace international trade, not close our borders to
it.”

FOCUS OF THE HEARING:

The focus of the hearing will be to examine: (1) the opportunities and issues asso-
ciated with the entry of China into the WTO, and (2) the potential benefits of the
U.S.—China bilateral trade agreement for U.S. firms, workers, farmers, ranchers,
and other interested parties. The Committee would also welcome testimony on how
progress of China’s accession to the WTO affects the pending application of Taiwan
to join the WTO and the potential impact on the United States, China, Taiwan, and
Hong Kong of normalized trade relations between the United States and China.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman
or Pete Davila at (202) 225-1721 no later than the close of business, Tuesday, Feb-
ruary 8, 2000. The telephone request should be followed by a formal written request
to A.L. Singleton, Chief of Staff, Committee on Ways and Means, U.S. House of Rep-
resentatives, 1102 Longworth House Office Building, Washington, D.C. 20515. The
staff of the Committee will notify by telephone those scheduled to appear as soon
as possible after the filing deadline. Any questions concerning a scheduled appear-
ance should be directed to the Committee on staff at (202) 225-1721.

In view of the limited time available to hear witnesses, the Committee may not
be able to accommodate all requests to be heard. Those persons and organizations
not scheduled for an oral appearance are encouraged to submit written statements
for the record of the hearing. All persons requesting to be heard, whether they are
scheduled for oral testimony or not, will be notified as soon as possible after the fil-
ing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefl,
their written statements in no more than five minutes. THE FIVE-MINUTE RULE
WILL BE STRICTLY ENFORCED. The full written statement of each witness will
be included in the printed record, in accordance with House Rules.

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Committee are
required to submit 300 copies, along with an IBM compatible 3.5-inch diskette in
WordPerfect 5.1 format, of their prepared statement for review by Members prior
to the hearing. Testimony should arrive at the Committee office, room 1102 Long-
worth House Office Building, no later than 10:00 a.m., Monday, February 14, 2000.
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Failure to do so may result in the witness being denied the opportunity to testify
in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 format, with
their name, address, and hearing date noted on a label, by the close of business,
Wednesday, March 1, 2000, to A.L. Singleton, Chief of Staff, Committee on Ways
and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Committee office, room 1102 Long-
worth House Office Building, by close of business the day before the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect 5.1 format, typed in single space and may not ex-
ceed a total of 10 pages including attachments. Witnesses are advised that the Committee will
rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “http://waysandmeans.house.gov”.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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NOTICE—CHANGE IN TIME

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
February 11, 2000
No. FC-16-Revised

Time Change for Full Committee Hearing on
Wednesday, February 16, 2000, on
U.S.-China Bilateral Trade Agreement and
the Accession of China to the WTO

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the full Committee hearing on the recently concluded
bilateral trade agreement between the United States and China and on the pending
accession of China to the World Trade Organization, previously scheduled for
Wednesday, February 16, 2000, at 10:00 a.m., in the main Committee hearing room,
1100 Longworth House Office Building, will begin instead at 10:30 a.m.

All other details for the hearing remain the same. (See full Committee press re-
lease “fc—16.htm” No. FC-16, dated January 31, 2000.)

Chairman ARCHER. The committee will come to order. Opening
statements will be suspended until the special trade representa-
tive, Ms. Barshefsky, arrives.

We will go ahead with our opening panel of House members:
Chris Smith of New Jersey, Nancy Pelosi of California, Cal Dooley
of California, Jim Moran of Virginia, Joe Knollenberg of Michigan,
Ear]l Blumenauer of Oregon, and Greg Walden of Oregon. If those
members will come to the witness table, we will be ready to hear
from you.

Pending the arrival of the others, Congressman Knollenberg,
would you lead off.

STATEMENT OF HON. JOE KNOLLENBERG, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. KNOLLENBERG. Mr. Chairman, I would be delighted to if that
would be appropriate.

Mr. Chairman, I want to thank you for holding this hearing and,
obviously, thanks also to all of the members of this committee. I
appreciate the opportunity to testify here today because there are
important benefits that the United States will receive from China’s
entry into the World Trade Organization. I also commend you for
holding this hearing, which I hope will provide members and the
American people with a greater understanding of why this agree-
ment is essential to level the playing field for U.S. interests, includ-
ing an industry particularly important to my constituents, which is
the U.S. automotive industry.
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At long last, China has agreed to play by the global trading
rules, and all U.S. industries that export to China will benefit from
broad reductions in Chinese barriers to trade. The WTO Agreement
provides the greatest access to the Chinese market that American
businesses have ever enjoyed without requiring any, any reduction
in any U.S. tariff or trade barrier. In other words, China has
agreed to a unilateral reduction in its trade barriers, while U.S. in-
dustries remain protected. They do everything; we, in effect, do
nothing.

In addition, China has also agreed to eliminate barriers which
have encumbered specific U.S. industries including, not just includ-
ing, but also including the auto industry, insurance, financial serv-
ices, agriculture and many others. As we evaluate the significance
of this agreement, it is important for all of us to understand what
these changes will do to create new business opportunities for these
exporting industries. As an example, however, today, I would like
to focus just on the automotive industry.

In the case of the automotive industry, China is, by far, the
world’s largest emerging market and one of the last automotive
frontiers. As a result, the auto market in China is expected to more
than double to 4.6 million vehicles by the year 2010. This increase
is expected to account for 25 percent of the world’s growth in vehi-
cle demand over the next decade.

Currently, due to Chinese trade barriers, U.S. car companies are
practically locked out of this market. However, under the U.S.—
China WTO Agreement, these barriers will be eliminated and
American companies will be able to expand their exports as Chi-
nese demand grows.

Here are a few specifics:

First of all, under current Chinese trading laws, tariffs on U.S.
automobiles equal 80 to 100 percent—I will repeat that—they
equal 80 to 100 percent of the price of the car. This alone effec-
tively prices out the vast majority of U.S. models. However, under
the WTO Agreement, this tariff rate will be reduced to 25 percent
by the year 2006. Moreover, the phase-in of the reduction is front-
loaded to provide steeper declines in the earlier years. Duties on
parts will also drop from 25 percent to an average of 10 percent.
These tariff reductions will break down the wall that U.S. auto
companies have faced and increase access to Chinese markets for
U.S. exports.

Secondly, current Chinese law contains a variety of subsidies and
special preferences for local Chinese firms which give them artifi-
cial advantages in the Chinese market. To make matters worse,
there are also unique requirements for U.S. firms such as separate
inspection regimes, technology transfer requirements and content
restrictions. These further prevent U.S. auto companies from com-
peting on a level playing field.

Under the WTO Agreement, all of these barriers will be elimi-
nated. This provides the auto industry, as well as industries across
the board, a more level, competitive business environment.

Third, under current Chinese practices, U.S. automotive compa-
nies are prohibited from distributing their vehicles. They cannot
engage in wholesale, direct sales, retail advertising or even trans-
portation of their vehicles. U.S. car companies can’t even perform
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maintenance and repair on the vehicles that they produce. How-
ever, under the WTO Agreement, American business will be able
to participate freely in the distribution of their products. With
these restrictions eliminated, American companies will be able to
improve their sales due to their ability to respond more effectively
to the variations in the Chinese market.

Fourth, U.S. auto companies currently are not permitted to pro-
vide financing for the purchase of vehicles in China. For that mat-
ter, not even U.S. financial firms are allowed to participate or pro-
vide auto financing in China. The only type of financing allowed in
f(‘Jhina is through state-run banks, and they don’t even make loans
or cars.

However, under the WTO Agreement, both U.S. financial firms
and U.S. auto companies will be able to provide the service. For the
first time, the Chinese people will be allowed to borrow money to
buy a car—something that most Americans take for granted.
Again, this creates increased business opportunities for American
products, and we should also note that this financing provision is
a major improvement from the April agreement.

As we can all see, the U.S.—China WTO Agreement represents
an incredible opportunity for all U.S. exporting industries, includ-
ing the auto industry. By breaking down the longstanding Chinese
barriers to U.S. products, we create improvements to our own econ-
omy, while strengthening our relationship with this growing world
power.

In closing, I would just like to remind my colleagues that in
order for the Chinese to play fairly, we need a referee. That is why
China’s involvement in the WTO is essential to break down the
barriers to economic opportunity and create a fair opportunity for
everybody.

And, Mr. Chairman, once again, I much appreciate your allowing
me to testify here today, and I appreciate the early appropriateness
of my being able to come on first.

Thank you very much. I look forward to working with you.

[The prepared statement follows:]

Statement of the Hon. Joe Knollenberg, a Representative in Congress from
the State of Michigan

Mr. Chairman and Members of the Committee, I appreciate the opportunity to
testify here today about the important benefits the United States will receive from
China’s entry into the World Trade Organization. I also commend you for holding
this hearing, which I hope will provide Members and the American people with a
greater understanding of why this Agreement is essential to level the playing field
for U.S. interests, including an industry particularly important to my constituents:
the U.S. automotive industry.

At long last, China has agreed to play by the global trading rules and all U.S.
industries that export to China will benefit from broad reductions in Chinese bar-
riers to trade. The WTO Agreement provides the greatest access to the Chinese
market that American businesses have ever enjoyed, without requiring ANY reduc-
tion in ANY U.S. tariff or trade barrier. In other words, China has agreed to a UNI-
LATERAL reduction in its trade barriers while U.S. industries remain protected.

In addition, China has also agreed to eliminate barriers which have encumbered
specific U.S. industries, including the auto industry, insurance, financial services,
agriculture, and many others. As we evaluate the significance of this Agreement,
it’s important for all of us to understand what these changes will do to create new
business opportunities for these exporting industries.

In the case of the automotive industry, China is by far the world’s largest emerg-
ing market and one of the last automotive frontiers. As a result, the auto market
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in China is expected to more than double to 4.6 million vehicles a year by 2010.
This increase is expected to account for 25 percent of the world’s growth in vehicle
demand over the next decade.

Currently, due to Chinese trade barriers, U.S. car companies are practically
locked out of this market. However, under the U.S.—China WTO Agreement, these
barriers will be eliminated and American companies will be able to expand their ex-
ports as Chinese demand grows.

Here are a few specifics:

First of all, under current Chinese trading laws, tariffs on U.S. automobiles equal
80 to 100 percent of the price of the car. This alone effectively prices out the vast
majority of U.S. models.

However, under the WTO Agreement, this tariff rate will be reduced to 25 percent
by the year 2006. Moreover, the phase-in of the reduction is front-loaded to provide
steeper declines in the early years. Duties on parts will also drop from 25 percent
to an average of 10 percent.

These tariff reductions will break down the wall that U.S. automobile companies
have faced and increase access to Chinese markets for U.S. exports.

Secondly, current Chinese law contains a variety of subsidies and special pref-
erences for local Chinese firms which give them artificial advantages in the Chinese
market. To make matters worse, there are also unique requirements for U.S. firms,
such as separate inspection regimes, technology transfer requirements, and content
restrictions, which further prevent U.S. automobile companies from competing on a
level playing field.

Under the WTO Agreement, all of these barriers will be eliminated. This provides
the auto industry, as well as industries across the board, a more level, competitive
business environment.

Third, under current Chinese practices, U.S. automotive companies are prohibited
from distributing their vehicles. They cannot engage in wholesale, direct sales, re-
tail, advertising, or even transportation of their vehicles. U.S. car companies can’t
even perform maintenance and repair on the vehicles they produce.

However, under the WTO Agreement, American businesses will be able to partici-
pate freely in the distribution of their products. With these restrictions eliminated,
American companies will be able to improve their sales through their ability to re-
spond more effectively to the variations in the Chinese market.

Fourth, U.S. automobile companies currently are not permitted to provide financ-
ing for the purchase of vehicles in China. For that matter, not even U.S. financial
firms are allowed to provide auto financing in China. The only type of financing al-
lowed in China is through state-run banks, and they don’t even make loans for cars.

However, under the WTO Agreement, both U.S. financial firms and U.S. auto
companies will be able to provide this service. For the first time, the Chinese people
will be allowed to borrow money to buy a car—something that most Americans take
for granted. Again, this creates increased business opportunities for American prod-
ucts.

We should also note this financing provision is a major improvement from the
April agreement.

As we can all see, the U.S.—China WTO Agreement represents an incredible op-
portunity for all U.S. exporting industries, including the automotive industry. By
breaking down the long-standing Chinese barriers to U.S. products, we create im-
provements to our own economy while strengthening our relationship with this
growing world power.

In closing, I'd like to remind my colleagues that in order for the Chinese to play
fairly, we need a referee. That’s why China’s involvement in the WTO is essential
to break down the barriers to economic opportunity and create a fair opportunity
for everyone.

Mr. Chairman, thank you once again for allowing me to testify here today and
I look forward to working with you on this issue.

Chairman ARCHER. Thank you, Congressman Knollenberg.

Our next witness is another one of our colleagues, Congressman
Jim Moran. I am sure all of you gentleman realize that we operate
under a 5-minute rule. Without objection, your entire printed state-
ment will be put into the record.

Congressman Moran?
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STATEMENT OF HON. JAMES P. MORAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF VIRGINIA

Mr. MoRAN. Thank you very much, Mr. Chairman. I do appre-
ciate the opportunity to testify in what I think is going to be the
most important issue that this Congress will decide all year. At the
outset, I want to commend you, Mr. Archer, as well as the ranking
minority member, Mr. Rangel, for the bipartisan progressive ap-
proach that this committee has taken with respect to trade policy.

These are obviously difficult and contentious issues, and there
have been times when the House has been unable to form a con-
sensus on important trade legislation. The failure of the Congress
to grant Fast Track authority for the President in 1997 was a case
in point, and we will never know how much business we lost. For-
tunately, it is a booming economy, and we have not felt the poten-
tial effects of such a wrong decision. But it is the members of the
Ways and Committee who best understand the complexities and
the conflicts in trade policy, and so we are well served when we
have bipartisan leadership on issues like this. Let’s hope that we
are going to be more successful on this issue.

Our service-based industries is what I want to particularly focus
on because they have an enormous stake in open trade in China.
The November 15th agreement between the U.S. and China on
WTO accession stands as a victory for many parts of our economy,
but particularly for the service sector. I represent particularly that
industry in Northern Virginia, and the reason why we are doing so
well is because of the increased productivity, the technology, all of
the things that provide us with more jobs and greater economic
growth. But when you talk about an industry with such growth,
you recognize we can never sustain the rate of growth we are expe-
riencing today and that is propelling our stock market because of
the rates of productivity if we cannot open up new markets. That
is a reality.

The thing we have to concern ourselves the most, in terms of sus-
taining the prosperity we are experiencing, is finding marketplaces
for the products we are capable of producing because this Nation
will never be able to consume what we are capable of producing.
And that is why a nation with 1.25 billion people and an annual
rate of growth that exceeded 11 percent between 1990 and 1997 is
so critical.

The WTO Basic Telecommunications Agreement marks the first
time China has agreed to open its telecommunications sector to di-
rect foreign investment and to implement regulatory policies that
foster more competition. This part of the agreement specifies that
the Internet will become available at the same rate as other tele-
communication services are made to the China people. And equally
encouraging, tariff reductions on computers, semiconductors and
other information technology equipment will fall from an average
tariff barrier now of 13.3 percent to zero by the year 2005. That
is going to result in profound changes, not just within the Chinese
economy, but within the Chinese society as well because informa-
tion is empowering and transforming. And I think that opening up
the Internet to the Chinese people is a greater threat to that Chi-
nese Government than anything else we could do, far more than
any kind of ballistic weapon because it opens up the world of ideas
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to the people, and they are not going to be—no way they can con-
trol the information going through the Internet.

We also have market-opening concessions in financial services,
banking, insurance, securities. It is going to give American compa-
nies a greater ability to own their own distribution chains, which
is essential if our domestic manufacturers are to build and sustain
markets in China for their goods. They have got to be able to get
insurance, they have got to be able to borrow capital. They need
these investment companies to be able to have their own distribu-
tion chains not controlled by the Government. So when you have
those distribution networks for goods, retaining ownership, you can
also recruit locally, and you are going to be creating corporate cap-
italism that will have profound changes in Chinese society. The
Chinese people are going to be wanting those jobs, and they are
going to be paying a lot more than any industrial sector that the
Government is running today.

In professional services, expanded access in accounting, engineer-
ing, management consulting, law, all of our expertise in these areas
is going to further accelerate the pace of change in China by help-
ing to develop modern management, transparent financial systems,
encouraging a uniform body of business law, all to our interests.

What is perhaps most remarkable, Mr. Chairman, is this agree-
ment is a one-way street. The Chinese are the ones that are drop-
ping their tariff and their nontariff barriers. It is not us because
we have the freest economy, in terms of a large country, in the
world. And all they are looking for is accession to the WTO. It
makes eminent sense, it is in our interests. I know virtually noth-
ing, I can’t imagine anything in this agreement that doesn’t ulti-
mately revert to our interests. And that is why I find it difficult
to understand why some people are so adamantly opposed to it be-
cause, it seems to me, when you open up trade, commerce and par-
ticularly information and ideas, it cannot be long before democracy,
and free enterprise and human rights flourish.

China was one of the founding members of the WTO, right after
the war. They were an ally of us. It was when Mao, in 1949,
brought them back into the Dark Ages, but that is current enough
that it is going to take a very short period of time before they are
able to be competitive to create the kind of marketplace that we
need for our goods. I don’t want to belabor this, Mr. Chairman. But
the fact is that we are on the verge of a whole new economy, a
whole new global society, where we are going to be the leaders. We
are going to benefit the most. We are going to have the highest
quality of life, the most new products, the highest profit margins.
And this is the first step in doing that.

China should be, must be an ally of ours in a world of free enter-
prise, and democracy and individual liberties. If we isolate them,
all we are going to do is encourage the repression of human rights
and Government control. The worst time in China during the Cul-
tural Revolution was when we were trying to isolate China. The
best times are now. We have got to encourage those people who get
it, who see the future and are not so bound by the past. We can’t
be bound by the past. We have to see the future vision that many
members on this committee, certainly the White House, and I think
the vast majority of the American people recognize. We need an
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economic interdependency not just for our own military security,
but for our economic prosperity.

It’s a great opportunity. I hope we seize it, Mr. Chairman. And
I appreciate the leadership of the Ways and Means Committee in
that regard.

Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of the Hon. James P. Moran, a Representative in Congress from
the State of Virginia

I appreciate the opportunity to testify this morning about whether this nation
should establish Permanent Normal Trade Relations (PNTR) with the People’s Re-
public of China. This may be the most important issue this Congress will decide all
year.

At the outset, I want to commend you, Chairman Archer, as well as our ranking
minority member, Mr. Rangel, for the bipartisan approach that this Committee has
taken with respect to trade policy. These are obviously difficult and contentious
issues. There have been times when the House has been unable to form a consensus
on important trade legislation. The failure of Congress to grant Fast Track author-
ity to the President in 1997 is a case in point. It is the members of the Ways and
means Committee who best understand the complexities and the conflicts in trade
policy. The House would have been well served by following the bipartisan leader-
ship of this Committee. Let us hope that we will be more successful this year with
CBI, Africa and China.

Mr. Chairman, I am privileged to represent a region with one of the strongest and
most vibrant economies anywhere in the United States. The Greater Washington
Metropolitan region and Northern Virginia in particular are quickly becoming the
Silicon Valley of the east. More than half the Internet traffic in the world is routed
through Northern Virginia. In the last 30 years, our region has created 1.7 million
new jobs with 95 percent of them in the private sector. This is during the same pe-
riod that saw a cut of 50,000 Federal employees in our area. These new jobs are
almost entirely in the service sector, particulary in information technology. More
than 3,000 regional Information Technology companies have sales greater than $1
million. The unemployment rate in my district is below two percent.

We are just one part of a larger service sector that provides 86 million private
sector jobs nationwide and accounts for $5.5 trillion worth of production. That
equals more than 75 percent of our nation’s private sector economic production and
is a n}llajor contributing factor to our unprecedented levels of sustained productivity
growth.

Our service-based industries have an enormous stake in open trade with China.
The November 15th agreement between the US and China on WTO accession stands
as a victory for many parts of our economy, but it is particulary good news for the
service sector. It presents industries like those I represent with new opportunities
to succeed in a market with 1.25 billion people and an annual rate of growth that
exceeded 11 percent between 1990 and 1997. The Chinese people want the services
we sell them.

The agreement provides that China will adhere to the WTQ’s Basic Telecommuni-
cations Agreement. This marks the first time China has agreed to open its tele-
communications sector to direct foreign investment and to implement regulatory
policies that foster more competition. This part of the agreement specifies that the
Internet will become available at the same rate as other telecommunications serv-
ices are made available to the Chinese people. Equally encouraging tariffs on com-
puters, semiconductors and other information technology equipment will fall from
an average of 13.3 percent to zero by 2005. These changes should result in more
Chinese receiving more information through the Internet than ever before. Informa-
tion is empowering and transforming.

The agreement contains market-opening concessions by the Chinese in financial
services, banking insurance and securities. It will give American companies a great-
er ability to own their own distribution chains, which is essential if our domestic
manufactures are to build and sustain markets in China for their goods. Currently,
foreigners may only own distribution networks for goods made in China. But while
we will be retaining ownership, we will be recruiting locally, and creating corporate
capitalism that will have profound changes on Chinese society.

In the professional services, the agreement will allow expanded access in a broad
range of areas, including accounting, engineering, management consulting, and law.
Western expertise in these areas will further accelerate the pace of change in China
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by helping to develop modern management and financial systems, transparency of
transactions, and encouraging a uniform body of business law.

What perhaps is most remarkable about this agreement is that it is largely a one
way street for the United States. The Chinese agreed to these and other far reach-
ing trade concessions in exchange for a commitment by the United states to keep
our markets open and to support Chinese accession to the WTO. Assuming that
China does enter the WTO, the agreement allows us to take action in the event of
an import surge from China. That authority lasts for 12 years after accession. Chi-
na’s membership in the WTO would also carry with it all of the reciprocal respon-
sibilities that are attendant to any member nation, thus providing the United States
a level playing field and an objective multinational forum within which to enforce
agreements.

Many will oppose Permanent Normal Trade Relations with China. They no doubt
will be motivated by a deep and sincere concern over China’s record on human
rights. I think all of us share their concerns. The recent brutal oppression of practi-
tioners of Falun Gong, the detention of protesters, and the thousands that remain
imprisoned simply because of their political beliefs underscore the fact that the
United States must remain extremely vigilant in pressing China whenever and how-
ever we can to improve its record of human rights.

This is, however, a debate that is more about the means to achieving an objective
than it is about the objective itself. I am convinced that the best way of effecting
change in China is through engagement, which will lift more of the Chinese people
out of poverty, spread our values and increase the interdependence of nations. The
alternative of isolating China will only exacerbate the suffering and deprivation of
their people.

There is a danger in viewing China through the snapshot of today’s headlines. To
look only at China in the present is to see a nation beset with human rights abuses,
municipal corruption and inefficiency. To look at China over the span of twenty
years or even five years is to see a dynamic nation moving inexorably toward a mar-
ket oriented economy and genuine reform. With economic change will come prosper-
ity, and with this broader prosperity the people will demand political change.

It is no coincidence that some of the biggest proponents of change support PNTR.
The leader of Hong Kong’s Democratic Party, Martin Lee, supports the agreement,
as do others who support reform and change. They all want constructive, permanent
change—not destructive, political conflict.

Mr. Chairman, earlier this morning I hosted an informational breakfast in Arling-
ton for several dozen business leaders from throughout Northern Virginia. This
morning’s breakfast featured a presentation by Ambassador Barshefsky. As she has
been doing all over the world, Ambassador Barshefsky briefed the group on the ad-
ministration’s trade agenda, discussed the enormous opportunities in the global
economy, listened to audience concerns, and answered questions.

The men and women that Ambassador Barshefsky and I met with this morning
were but a small sample of the New Economy in Northern Virginia. They were
drawn from the high technology sector, telecommunications, and professional serv-
ices. They understand perhaps better than any of us the realities of globalization
in the 21st century.

They understand that in a world of dynamic change, real time communication,
and intense competition, it is no longer possible for the United States to “go it
alone.” There is no way that this country alone can possibly consume what we are
capable of producing. To sustain the growth that we have enjoyed in Northern Vir-
ginia, we must compete and succeed everywhere—including China.

Extending Permanent Normal Trade Relations to China gives our country its full-
est opportunity to compete and succeed. I urge this Committee to support PNTR.

Thank you.

Chairman ARCHER. Thank you, Congressman Moran. The chair,
again, informs members who are witnesses that we are operating
under the 5-minute rule, and we would appreciate your limiting
your oral testimony to five minutes. And without objection, your
entire printed statement will be put in the record.

Congressman Walden, I believe you were the next to arrive, and
Congressman Blumenauer will follow you.

Congressman Walden, welcome.
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STATEMENT OF HON. GREG WALDEN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF OREGON

Mr. WALDEN. Thank you very much, Mr. Chairman, and mem-
bers of the committee for affording me the opportunity to speak
here today on the significance of the bilateral trade agreement
reached last year with China.

I appreciate the opportunity to discuss significant gains for the
United States under this agreement, as well as what China’s acces-
sion into the World Trade Organization would mean for my State,
that of Oregon.

Poised on the Pacific Ocean, bordered by the Columbia River, Or-
egon has long been a gateway for trade with Asia. Oregonians are
savvy and experienced traders who see the potential for trade with
our friends across the Pacific Ocean as an opportunity to share
with them the quality products that we either design, produce or
grow. Trade agreements, such as the bilateral agreement signed
with China, are critical to their success in the burgeoning world
marketplace.

The bilateral agreement negotiated last year between the U.S.
and China made great strides toward improving trade between our
two countries and sets the stage for China’s accession into the
WTO. I applaud the agreement that was made with China during
these negotiations to drop their sanitary and phytosanitary bar-
riers on Pacific Northwest wheat, for example. For 26 years, China
kept wheat from the Pacific Northwest out of their country by use
of the sanitary and phytosanitary barriers. The wheat farmers in
my district, indeed throughout the Pacific Northwest, pride them-
selves on their high-quality wheat and applaud China’s lifting of
these unfair barriers.

The Market Access Agreement negotiated by the U.S. and China
further benefits farmers and ranchers by slashing China’s overall
tariff on agricultural products to 17.5 percent, with further reduc-
tions to many specific commodities upon China’s accession into
WTO. It establishes a tariff rate quota for many bulk commodities
such as wheat, which guarantees low tariff access for specific quan-
tities.

Under this agreement, China further agreed to eliminate direct
export subsidies for their agricultural products, leveling the playing
field for U.S. ag producers. Farmers and ranchers in the Northwest
understand the vast potential of China’s market. For example, the
Oregon Potato Commission estimates they could see a reduction in
the tariff on frozen french fries from 25 percent to 13, should China
be admitted into the WTO. The Commission further projects ex-
ports of U.S. frozen french fries to grow exponentially under the 13-
percent tariff rate, and indicates they could exceed 250,000 metric
tons by 2005. This is an amazing figure when compared with
15,000 metric tons exported in 1997.

The Market Access Agreement is also important to many busi-
nesses that help fuel Oregon’s economy. With high technology ex-
ports accounting for 41 percent of Oregon’s trade with China in
1998, it is indeed encouraging to see tariffs on products such as
computers, semiconductors and all Internet-related equipment fall
from an average of 13.3 percent to zero by 2005 under the Market
Access Agreement. Oregon’s diverse manufacturing industry would
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also be helped by the industrial tariff reduction from 24.6 percent
in 1997, an average of 9.4 percent by 2005.

Our businesses are also concerned about the piracy of intellectual
property rights in China. Piracy of American intellectual property
rights for business software and trademarks is widespread and
costing businesses countless dollars each year. Should China be ad-
mitted to the WTO, our businesses will finally have a solid founda-
tion from which these issues can be resolved through the rule of
law, through the dispute settlement mechanisms built into the
WTO and the other enforcement mechanisms agreed to in this
agreement.

Currently, U.S. markets are open to China, but numerous obsta-
cles still exist for American access to the Chinese marketplace.
Congress has a limited chance to balance the scales and provide
vast opportunities for American enterprise when we vote to extend
permanent normal trade relation status to China.

This is a critical time for us all. Should we fail to enact PNTR
status on China, we will face an extreme trading disadvantage
with other countries around the world, countries who will be more
than eager to see the U.S. default on the opportunity to fill China’s
demand for quality products. So let’s seize this golden opportunity
for the United States.

Mr. Chairman, members of the committee, thank you for the op-
portunity to state these significant benefits that are so important
in our trading relationship with China and the security, both eco-
nomic and otherwise, for America.

[The prepared statement follows:]

Statement of the Hon. Greg Walden, a Representative in Congress from the
State of Oregon

Thank you Chairman Archer and members of the committee for affording me the
opportunity to speak here today on the significance of the bilateral trade agreement
reached last year with China. I appreciate the opportunity to discuss significant
gains for the U.S. under this agreement, as well as what China’s accession into the
World Trade Organization (WTO) would mean for the state of Oregon.

Poised on the Pacific Ocean, and bordered by the Columbia River, Oregon has
long been a gateway for trade with Asia. Oregonians are savvy and experienced
traders who see the potential for trade with our friends across the Pacific Ocean
as an opportunity to share with them the quality products that we design, produce
and grow. Trade agreements, such as the bilateral agreement signed with China,
are critical to their success in the burgeoning world marketplace.

The bilateral agreement negotiated last year between the U.S. and China made
great strides toward improving trade between our two countries and sets the stage
for China’s accession into the WTO. I applaud the agreement that was made with
China during these negotiations to drop their sanitary and phytosanitary barriers
on Pacific Northwest wheat. For 26 years China kept wheat from the Pacific North-
west out of their country by the use of sanitary and phytosanitary barriers. The
wheat farmers in my district, and throughout the Pacific Northwest, pride them-
selves on their high quality wheat, and applaud China’s lifting of these unfair bar-
riers.

The market access agreement negotiated by the U.S. and China further benefits
our farmers and ranchers by slashing China’s overall tariff on agricultural products
to 17.5%, with further reductions to many specific commodities upon China’s acces-
sion into the WTO. It establishes a Tariff Rate Quota for many bulk commodities,
such as wheat, which guarantees low tariff access for specified quantities. Under
this agreement China further agreed to eliminate direct export subsidies for their
agricultural products, leveling the playing field for U.S. agricultural producers.

Farmers and ranchers in Oregon understand the vast potential of China’s market.
The Oregon Potato Commission estimates that they could see a reduction in the tar-
iff on frozen french fries from 25% to 13% should China be admitted into the WTO.
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The Commission further projects exports of U.S. frozen french fries to grow expo-
nentially under the 13% tariff-rate, and indicate that they could exceed 250,000
metric tons by 2005. This is an amazing figure when compared with 15,000 metric
tons exported in 1997.

The market access agreement is also important to the many businesses that help
fuel Oregon’s economy. With high technology exports accounting for 41% of Oregon’s
trade with China in 1998, it is encouraging to see tariffs on products such as com-
puters, semiconductors, and all internet-related equipment fall from an average of
13.3% to 0% by 2005 under the market access agreement. Oregon’s diverse manufac-
turing industry would also be helped by the industrial tariff reduction from 24.6%
in 1997 to an average of 9.4% by 2005.

Oregon’s businesses are also concerned about the piracy of their intellectual prop-
erty rights in China. Piracy of American intellectual property rights for business
software and trademarks is widespread and is costing our businesses countless dol-
lars each year. Should China be admitted to the WTO, Oregon’s businesses will fi-
nally have a solid foundation from which these issues can be resolved through the
dispute settlement mechanisms built into the WTO.

Currently, U.S. markets are open to China but numerous obstacles still exist for
American access to the Chinese marketplace. Congress will have a limited chance
to balance the scales and provide vast opportunities for American enterprise when
we vote to extend Permanent Normal Trade Relations (PNTR) status to China. This
is a critical time for us all. Should we fail to bestow PNTR status on China, we will
face an extreme trading disadvantage with other countries around the world—coun-
tries who will be more than eager to see the U.S. default on the opportunity to fill
China’s demand for quality products. Let’s not let this golden opportunity for the
United States slip by.

Mr. Chairman and members of the committee, thank you for the opportunity to
reiterate the significant benefits at stake in our trading relationship with China.

Chairman ARCHER. Thank you Congressman Walden.
Congressman Blumenauer, welcome.

STATEMENT OF HON. EARL BLUMENAUER, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. BLUMENAUER. Thank you, Mr. Chairman and members of
the committee. I, too, applaud your leadership and appreciate the
opportunity to share some observations with you about the chal-
lenge of trade with China and its entry into the WTO.

Trade is clearly a major component of our dynamic economy, and
China is a large piece of that equation now and will be more sig-
nificant in the future. I, for one, will not dwell on the facts and fig-
ures since the record is already clear and the statistics staggering.
Instead, I would wish to make three points about the importance
of trade with China, the economic future of the Pacific Northwest,
where Congressman Walden and I share adjacent districts and the
economic future of America.

First, this agreement advances United States economic interests
with little or no risk to us;

Second, the best approach to improving China’s appalling record
on human rights and democracy is through freer, more open trade
promoted by this agreement;

And, third, of special interest to me, is the potential for this
agreement for improving the economy and promoting livable com-
munities around the globe.

If we are to enhance or even maintain our economic growth, we
must be able to protect our markets and find areas of expansion.
Our adoption of the trade agreement with China and its entry into
the WTO offers tremendous upside benefits, expanding new mar-
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kets by eliminating tariffs and structural barriers to the United
States commerce. The risks are minimal, and you will hear this
over and over again, and I risk repeating it. But I think there is
no more important point for us to stress. Our markets are already
open. So we give away very little.

The products that the Chinese offer are, by and large, those for
which there is already significant competition with other develop-
ing countries in Asia and Latin America. And as I said, the upside
potential for the United States is huge. The risk is minimal.

The Chinese record on human rights and democracy is, frankly,
appalling. And you are going to hear some people today suggest
that we turn our backs on this opportunity in order to further pun-
ish the Chinese. I am here to applaud the leadership and the advo-
cacy of my colleagues who are going to join me on the panel, even
though I don’t necessarily agree with their approach.

We need to continue to shine the spotlight on Chinese behavior,
and I will continue to join them and you to do so, regardless of the
fate of this legislation and the WTO Agreement. We simply have
no other choice than to be true to our convictions. But from the bot-
tom of my heart, I believe that we have more tools to hasten the
advent of democracy in China by forcing them to play by inter-
national economic rules.

The quarter-century has seen real progress in China. Despite
continued abuses, we are seeing the power of human exchange
through the entry of missionaries, through the growing number of
Chinese being educated abroad and now through the Internet. All
of these trends will only be advanced by China’s admission to the
WTO and playing by economic international rules of the rest of us.

Finally, and most important from my perspective, we cannot af-
ford to allow China to follow the United States’ pattern of economic
development. In this country, it has taken us decades to develop
the technology, the will and the financial resources to clean up the
environment. China’s economic development has the potential to
wreak havoc on the world’s environmental base. Think of what
would happen if China’s 1.1 billion people used energy at the rate
of the United States. We have ten times their per capita use of en-
ergy; eight times the carbon monoxide emissions; twelve times the
electricity use. Reaching those levels would be environmentally
devastating, not only for China, but for the world. But it doesn’t
have to be that way. Including China in the WTO can put the
world’s most populace nation on the right track: modernizing their
markets and generating the wealth to pay for environmental pro-
tection, to say nothing of providing a market for United States’
technologies and services for clean air, clean water and energy con-
servation.

Let me say in closing that the role the United States business
has played in leading the way for the environment and workplace
safety in China has too often been overlooked. A small Oregon shoe
company, Nike, has required its overseas contractors to meet
OSHA clean air standards in facilities abroad. Nike has even held
seminars for its contractors and its competitors on the advantages
of less toxic and cheaper water-based solvents, which are not only
better for the environment, but which build better products.
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If we believe that the market can improve living conditions and
change behavior here at home, we should offer the same choice to
1.1 billion Chinese.

I thank you for the opportunity to share my opinions with you
and look forward to working with you as we move this forward.

[The prepared statement follows:]

Statement of the Hon. Earl Blumenauer, a Representative in Congress from
the State of Oregon

Mr. Chairman and members of the Committee, I appreciate the opportunity to
share some observations with you about the challenge of trade with China and its
entry into the WTO. Trade is clearly a major component of our dynamic economy.
China is a large piece of that equation now, and will be more significant in the fu-
ture.

I will not dwell on the facts and figures, since the record is clear and the statistics
staggering. Instead, I will make three points about the importance of trade with
China to the economic future of the Pacific Northwest, which I represent, and to
the economic future of America.

First, this agreement advances U.S. economic interests with little or no risk to
us.
Second, the best approach to improving China’s appalling record on human rights
and democracy is through the freer, more open trade promoted by this agreement.

Third, and of special interest to me, is the potential for this agreement for improv-
ing the economy and promoting livable communities around the globe.

e To the first point. If we are to enhance or even maintain our economic growth,
we must be able to protect our markets and find areas of expansion. Our adoption
of the trade agreement with China and its entry into the WTO offers tremendous
upside benefits, expanding new markets by eliminating tariffs and structural bar-
riers to United States commerce. The risks are minimal. Our markets are already
open, so we give away very little. The products the Chinese offer are ones where
there is already significant competition with other developing countries in Asia and
Latlin America. As I said, the upside potential for the US is huge; the risk is mini-
mal.

¢ The Chinese record on human rights and democracy is frankly appalling. I ap-
plaud my colleagues on all sides of the China issue for shining the spotlight on Chi-
nese behavior, and I will continue to join with them to do so regardless of the fate
of this legislation and the WTO agreement. We simply have no other choice than
to be true to our convictions. But from the bottom of my heart, I believe that we
will have more tools to hasten the advent of democracy in China by forcing them
to play by international economic rules. The last quarter century has seen real
progress in China. Despite continued abuses, we are seeing the power of human ex-
change: through the entry of missionaries, through the growing numbers of Chinese
being educated abroad, and now, through the internet. All these trends will only be
adlvanced by China’s admission to the WTO and playing by international economic
rules.

* We simply cannot afford for China to follow the United States’ pattern of devel-
opment. Here, it has taken us decades to develop the technology, the will and the
financial resources to clean up the environment. China’s economic development has
the potential to wreak untold economic and environmental havoc. Think of what
would happen if China’s 1.1 billion people used energy at our rate: we have 9 times
their per capita energy use; 8 times the carbon emissions; 12 times the electricity
use. Reaching these levels would be environmentally devastating, not only for China
but for the world.

It doesn’t have to be that way. Including China in the WTO can put the world’s
most poulous nation on the right track: modernizing their markets and generating
the wealth to pay for environmental protection, to say nothing of providing a market
for US technologies and services for clean air and water and energy conservation.

Let me say in closing that the role US businesses can play in leading the way
on environmental and workplace safety in China is too often overlooked. A small
Oregon shoe company, Nike, has required its overseas contractors to meet OSHA
clean air standards. Nike has even held seminars for its contractors and its competi-
tors on the advantages of less toxic and cheaper water based solvents, which are
not only better for the environment, but which build a better product.

We believe that the market can improve living conditions and change behavior
here at home. We should offer the same choice for the Chinese.
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Chairman ARCHER. Thank you, Congressman Blumenauer.
Our next witness is Congresswoman Nancy Pelosi, from Califor-
nia. Welcome. We will be happy to hear your comments.

STATEMENT OF HON. NANCY PELOSI, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Ms. PELOSI. Thank you very much, Mr. Chairman, for the oppor-
tunity to testify before the members of the committee today. Thank
you all for the courtesies over these 10 years, when we have come
in and had this conversation. Since we began the conversation in
1989, when the trade deficit for 1989 was %6 billion, as you know,
it has grown in 1999 to $70 billion, over 1,000-percent increase in
the trade deficit.

Our relationship, I believe, with any country, should make the
trade fairer, the people freer and the world safer. Indeed, the cur-
rent U.S.—China relationship has ignored three pillars of our for-
eign policy: promoting democratic values, stopping the proliferation
of weapons of mass destruction and growing our economy by pro-
moting U.S. exports abroad.

For the past 10 years, as you know, Mr. Chairman, the debate
in Congress on U.S.—China policy has focused on these three areas
of human rights, proliferation of weapons of mass destruction and
trade. Advocates of unconditional most-favored nation status or
NTR, as it is now called, have argued that economic reform would
lead to political reform in China. Unfortunately, just the opposite
is the case. While the Chinese Government negotiates bilateral
trade agreements, it escalates a crackdown on peaceful activity in
the area of religion, the Internet and on any organization perceived
to be a threat to their rule. Of course, the brutal crackdown in
Tibet also continues.

China continues to make the world a more dangerous place by
its cooperation with Pakistan’s missile program, its cooperation
with Iran in the Persian Gulf and threatening the Middle East
peace, and threats to the democracy in Taiwan.

But putting aside all of those concerns, let’s put aside the con-
cerns of the ongoing human rights violations and the continuing
proliferation of weapons of mass destruction. Let’s just look at this
on a strictly trade-for-trade basis. I believe the decision to oppose
permanent normal trade relations at this time is justified on trade
concerns alone, for the following reason:

Again, when we started this debate 10 years ago, the trade defi-
cit was $6 billion for 1989. I think that bears repeating; that it has
now grown to almost $70 billion for 1999. China continues to vio-
late our trade agreements, and we continue to reward them for it.
The debate before us is of critical importance to our economy and
the global trading system. Permanent NTR must not be rushed,
and we must have a full and open debate on all aspects of this deci-
sion.

In light of China’s pattern of violation of trade agreements and
the rapidly increasing trade deficit, I believe the U.S. Congress
should not give up its authority to review annually China’s trade
record at this time. Of course, it would be to renew annually, as
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well. We should wait to see if China takes the steps necessary,
even the beginning steps. I know they can’t implement the Bilat-
eral immediately, even the initial steps to implement the bilateral
agreement before we consider permanent NTR. The WTO Agree-
ment with China will be phased in over 5 years, but we will give
up our leverage if permanent NTR is passed now, before we have
evidence that the agreement will be implemented.

My colleague said that this is of no risk to us. I think there are
risks to our economy, and I would like to take a moment to elabo-
rate on them. Let’s stipulate to something, though; that there are
three options before us. One is the status quo; China outside the
WTO, not abiding by any rules and certainly not complying with
any of our bilateral trade agreements with them. That is not good.
We all agree. I mean, I hope we all agree that is not good. It seems
to be acceptable, but I don’t think it is good.

Secondly, we have the option of China, inside the WTO, comply-
ing. That would be better. That is what we all hope to have. But
there is no reason for us to think, on the basis of China’s perform-
ance of broken promises and broken trade agreements, that they
will comply within the WTO.

So the third option is China, inside the WTO, not complying.
China is already organizing against the U.S. with countries within
the WTO against any conflicts, any disagreement we may have
with them once they get in, and I am very concerned that once they
get in, they will use their strength to block Taiwan from entering
WTO. So I would hope that any consideration of WTO would al-
most be simultaneous for China and Taiwan.

But let’s talk about the risks that some have not seen to our
economy with China going into the WTO with no guarantees of
their compliance. Already there is reason to be concerned that Chi-
nese officials are backing away from the bilateral agreement.

For example, on wheat, the USTR fact sheet states, and I quote,
that “China will establish large and increasing tariff rate quotas
for wheat, with a substantial share reserved for private trade.” But
only a few days later, China’s chief WTO negotiator stated that it
is a complete misunderstanding to expect this grain to enter the
country. Beijing only conceded a theoretical opportunity for the ex-
port of grain.

On insurance, the USTR fact sheet specifically states that China
agrees to award licenses to U.S. insurance forms solely on the basis
of prudential criteria, with no economic needs test or quantitative
limits. But Ma Youngwei, chairman of China’s Insurance Regu-
latory Commission, sees things differently. He states that even
after accession to the WTO, Beijing reserved the right to block Ii-
censes for foreign insurance companies if their approval seemed to
threaten stability of economic policy.

Any possible WTO Agreement must be viewed against the back-
ground of the Chinese Government not complying with agreements
it has signed. China’s compliance for a well-conceived, commer-
cially acceptable and enforceable WTO Agreement would be an im-
provement over China’s wholesale violation of international trade
practices. However, with China’s pattern of refusing to play by the
rules, a WT'O Agreement that is not realistic or enforceable, en-
forceable, will wreak havoc on the international trade regime.
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As events leading up to Seattle and the administerial itself illus-
trate, the WTO is on shaky ground. Unless China’s WTO’s acces-
sion is done properly, it will further weaken the organization. En-
forcement is key. There is little evidence that the Chinese Govern-
ment will honor the commitment it makes in either bilateral or
multilateral form. Examples of Chinese violations are as follows—

Chairman ARCHER. Ms. Pelosi, are you about to wind up your
comments? You have exceeded the 5-minute rule by about 2.5 min-
utes. If you are about to conclude, the chair will be glad to have
you do so. Otherwise the chair would like for you to put the bal-
ance of your comments into the record.

Ms. PELOSI. Mr. Chairman, I was just following the lead of Mr.
Moran. And you were generous with the gavel then and the many
more members in testifying on that side of the issue.

Chairman ARCHER. The other members did not exceed by more
than one minute.

Ms. PELOSI. Not true. Mr. Chairman, then I will wrap up by say-
ing, and I thank you, again, for your courtesy once again this year.
China has violated the Market Access Agreement, the Intellectual
Property Agreement, the Forced Labor Agreement, and we continue
to reward them for that.

I will submit, heeding the admonition of the chairman, I will sub-
mit the rest of my statement for the record. In conclusion, though,
I would say one sentence and that is I would like to submit legisla-
tion which says China can have permanent NTR once it takes the
initial steps to implement our bilateral agreement. Once we give up
permanent MFN, we have lost all leverage on China’s trade behav-
ior with the United States, and I am saying this just strictly on the
basis of trade.

Once again, Mr. Chairman and members of the committee, thank
you for your courtesy, for your time and your consideration of my
remarks.

Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of the Hon. Nancy Pelosi, a Representative in Congress from the
State of California

Our relationship with any country should make trade fairer, the world safer and
people freer. Indeed, the current U.S.—China relationship has ignored three pillars
of foreign policy—promoting democratic values, stopping the proliferation of weap-
ons of mass destruction and growing our economy by promoting U.S. exports abroad.

For the past decade, the debate in Congress on U.S.—China policy has focused
on human rights, proliferation and trade. Advocates of unconditional Most Favored
Nation (MFN) status have argued that economic reform would lead to political re-
form in China. Unfortunately, just the opposite is the case. While the Chinese gov-
ernment negotiates bilateral trade agreements, it escalates a crackdown on peaceful
activity in the areas of religion, the Internet and on any organization perceived to
be a threat to their rule.

China continues to make the world a more dangerous place by its cooperation
with Pakistan’s missile program, cooperation with Iran and threats to the democ-
racy in Taiwan. But putting aside concerns of ongoing human rights violations and
the continued proliferation of weapons of mass destruction, I believe the decision to
oppose permanent Normal Trade Relations (NTR) at this time is justified on trade
concerns alone.

When we started this debate ten years ago the trade deficit was $6 billion for
1989. Now it has grown to almost $70 billion for 1999. China continues to violate
our trade agreements and we continue to reward them for it.

The debate before us is of critical importance to our economy and the global trad-
ing system. Permanent NTR must not be rushed and we must have a full and open



21

debate on all aspects of this decision. In light of China’s pattern of violation of trade
agreements and the rapidly increasing trade deficit, I believe that the U.S. Congress
should not give up its authority to review annually China’s trade record at this
time.

We should wait to see if China takes steps to implement the bilateral agreement
before we consider permanent NTR. The WTO agreement with China will be phased
in over five years, but we will give up our leverage if permanent NTR is passed now,
before we have evidence that the agreement will be implemented.

Already there is reason to be concerned that Chinese officials are backing away
from the bilateral agreement. For example, on wheat, the USTR Fact Sheet states
that “China will establish large and increasing tariff rate quotas for wheat . . . with
a substantial share reserved for private trade.” But, only a few days later, China’s
chief WTO negotiator stated that “it is a complete misunderstanding to expect this
grain to enter the country . . . Beijing only conceded a theoretical opportunity for
the export of grain.” (South China Morning Post, January 7, 2000)

On insurance, the USTR Fact Sheet specifically states that “China agrees to
award licenses [to U.S. insurance firms] solely on the basis of prudential criteria,
with no economic needs test or quantitative limits.” But Ma Yongwei, chairman of
the China Insurance Regulatory Commission sees things differently. He states that
“even after accession to the WTO, Beijing reserved the right to block licenses for
foreign insurance companies if their approval seemed to threaten stability of eco-
nomic policy.” (Financial Times, November 19, 1999)

Any possible WTO agreement must be viewed against the background of the Chi-
nese government not complying with agreements it has signed.

China’s compliance with a well-conceived, commercially acceptable and enforce-
able WTO agreement would be an improvement over China’s wholesale violations
of international trade practices. However, with China’s pattern of refusing to play
by the rules, a WTO agreement that is not realistic or enforceable will wreak havoc
on the international trade regime.

As events leading up to the Seattle Ministerial and the Ministerial itself illus-
trate, the WTO is on shaky ground. Unless China’s WTO accession is done properly,
it will further weaken the organization. Enforcement is key.

There is little evidence that the Chinese government will honor the commitments
it makes in either a bilateral or multilateral forum. Examples of China’s trade viola-
tions are as follows:

Market Access

* Despite negotiating a 1992 MOU on market access, China has clearly violated
the agreement by instituting non-tariff barriers, import/export licenses, import
quotas, import substitution policies, and measures which prohibit imports of U.S.
citrus, plums and wheat. (1999 Trade Estimate Report on Foreign Trade Barriers)

Intellectual Property

¢ China has been named three times under the “Special 301” trade law for failing
to provide adequate protection of copyrights, patents and trade secrets.

e “Of particular concern is the significant level of unauthorized use of software
by both private enterprises and government ministries.” (1999 Trade Estimate Re-
port on Foreign Trade Barriers)

Forced Labor

e In 1992 and 1994, China signed agreements that it would not export products
of forced labor to the U.S. and would allow visits of U.S. officials to suspected sites.

* But, the State Department’s 1998 Report on Human Rights specifically finds
that: “ In all cases [of forced labor identified by U.S. Customs], the [Chinese] Min-
istry of Justice refused the request, ignored it, or simply denied the allegations
without further elaboration.”

e The Laogai Research Foundation has also documented nearly 1,100 forced labor
camps in China. In these camps there is no due process, no compensation for work,
conditions are severe and physical punishment is rampant.

The Chinese government has a remarkably consistent record of violating its inter-
national commitments. Some argue that allowing China into the WTO will force
them to play by the rules. The reality is that the Chinese government will not abide
by their agreements if it is not in their interest to do so.

Even if we ignore China’s continuing violation of human rights,

Even if we ignore China’s ongoing proliferation of weapons of mass destruction,

On the basis of trade issues alone, Congress should not surrender its authority
to review China’s trade status. Congress should insist that China take steps to im-
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plement the bilateral agreement before permanent NTR is adopted. I am preparing
legislation to that effect.

This decision is too important to our economic future to base it on a litany of bro-
ken promises instead of a record of performance.

Chairman ARCHER. Thank you, Congresswoman Pelosi.

The chair could be more lenient on time if we did not have so
many witnesses and such a long day. So the chair will appreciate
the cooperation of the witnesses to stay within the five minutes on
their verbal presentation and submit their entire printed statement
for the record.

Congressman Smith?

STATEMENT OF HON. CHRISTOPHER H. SMITH, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF NEW JERSEY

Mr. SMITH. Thank you very much, Mr. Chairman. I would like
to ask, at the outset, that a letter from Harry Wu, who has spent
years in the Laogai and recently wrote a very strong letter about
the use of gulag labor be included in the record.

Chairman ARCHER. Without objection, so ordered.

Mr. SMmiTH. Thank you, Mr. Chairman. The proposal before the
committee today is radically different from the MFN legislation we
have considered in the past. This year, Congress is no longer being
asked whether it objects to another one-year extension of MFN.
Rather, we are considering whether we should sign away our right
to ever object to MFN for the Beijing regime. We are being asked
to surrender our discretion in the matter. We must resist that
temptation.

We are all familiar with the history of the annual MFN review
for China. Whether we like it or not, everyone has come to under-
stand that China’s annual MFN renewal is a safe bet, notwith-
standing virtually any outrage perpetrated by the Chinese Govern-
ment. A couple of years ago, the official name of MFN was even
changed to normal trade relations to spare members of Congress
from having to vote in broad daylight for a policy which still legally
entitles Beijing to most favored status under our customs and trade
laws. But even after this emergency cosmetic surgery, MFN or
NTR is still such an embarrassment that many of its fondest sup-
porters would prefer never to have to vote on it again.

Mr. Chairman, the possibility of MFN revocation, even if it is
only a distant possibility, is critically important leverage that we
must not surrender. At an appearance before my subcommittee
shortly after his expulsion from China, former prisoner of con-
science, Wei Jingsheng, a man who shed his blood on behalf of
human rights and endured years of prison torture, explained the
importance of the annual review to the status of human rights in
China. He stated, and I quote, “The Chinese Communists will only
tolerate anything as a result of pressure. Once the pressure has
lifted, then there is no question any more of tolerance.” He further
explained that “in the view of the Chinese Communist authorities,”
the first and foremost area where the U.S. Government can exert
real pressure is “in the field of trade.”
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Wei went on to explain the personal implications, the paradox of
the trade linkage for prisoners of conscience in China, and he said,
and I quote, “Generally speaking, when there is a worsening in the
relationship between China and the United States or other West-
ern countries, we tend to get a bit more protection inside the pris-
ons. For example, when there was a turn for the better in China-
American relationships, specifically when the United States de-
clared its intention to establish the strategic collaborative partner-
ship with China, immediately the prisoners were beaten and re-
ceived other abuses. At the same time the Chinese Communists
stepped up their purges, generally.”

Mr. Wei’s experience is not unique, and his analysis is confirmed
by other testimony received by my Subcommittee on International
Operations and Human Rights. For example, in October of 1997, a
Uighur Muslim from Xinjiang Province testified that our annual
MFN review even helps Chinese provincial authorities in that dis-
tant province decide whether to kill people or to let them live.

Speaking about the killing and arrests that followed demonstra-
tions sparked by China’s arrest of Muslim religious leaders during
Ramadan she stated, “After the demonstration, we were a little
surprised about the patience of the Chinese Government in making
open executions. Everything was clear. They were waiting for the
United States to offer most favored nation status to China. Right
after the MFN was approved by Congress, the Chinese Government
made the first open execution of seven Uighurs and sentenced 23
demonstrators ranging from 5 years to a lifetime.”

Mr. Chairman, whether or not we agree with how this Adminis-
tration has used trade leverage, and I do not, the meaning of this
testimony is clear. The Beijing dictators change their conduct when
they know they are being watched by people whose decisions may
affect their wallets. This makes sense and is well understood even
by those who argue for permanent MFN.

For example, when big business and the Clinton Administration
really want to get China to respect international copyrights, what
do they do? They threaten economic sanctions, the very same sanc-
tions they say would be counterproductive as a means of promoting
worker rights and politically religious freedom in China. On at
least three occasions since 1991, the U.S. trade representative has
threatened to impose billions of dollars in sanctions to vindicate
U.S. intellectual property rights interests. In each of those cases,
when faced with credible and imminent threat of economic sanc-
tions, the Chinese Government changed its behavior.

I must reluctantly conclude that some business interests and
U.S. officials understand full well that unilateral economic sanc-
tions and the threat of such sanctions can and do work to change
the conduct of the PRC Government. But they also know that sanc-
tions may be subject to a law of diminishing returns. For example,
if certain punitive tariff rates were already in effect because of
egregious human rights violations, then it would be no longer use-
ful to threaten the same punishment in order to vindicate intellec-
tual property rights. Big business would prefer to conserve the lim-
ited resources of trade leverage for its own uses under the auspices
of the WTO. In other words, the selective use of rhetoric about uni-
lateral sanctions—demanding them to punish copyright violations,
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denouncing them when it comes to torture and forced abortion or
religious persecution or abusive labor practices—appears to reflect
an implicit prioritization of profits above fundamental human
rights.

Mr. Chairman, the permanent surrender of our MFN leverage
ought to be unthinkable at this point. Conditions in the PRC are
probably the worst that they have been since the 1989 Tianamen
Square massacre. The Chinese Government is at war with religious
liberty. Around midnight just last Thursday, approximately 150
agents converged to arrest 80-year-old Catholic Archbishop John
Yang Shudao of Fujian Province. Chinese prisons hold numerous
other religious leaders ranging from the 10-year-old Panchen Lama
to Protestant Church pastors.

Chinese authorities summarily execute Uighur prisoners in
Xinjiang. They continue their brutal crackdown on the Falun Gong,
a nonviolent, meditative spiritual practice which Beijing, right in
the face of all of this, has vowed to “smash.” According to recent
estimates, over 5,000 Falun Gong practitioners have already been
sent to labor camps and an additional 2,000 have been rounded up
in the last week and a half alone.

The Communist Government of the PRC, Mr. Chairman, as we
know, and my subcommittee has had more than 12 hearings on
this, day-long hearings, where we look at the human rights abuses
in China, they violate those rights on a massive scale. It does not
allow political dissent, it harvests and sells the internal organs of
executed prisoners, it forces women who have “unauthorized preg-
nancies,” to abort their children and to submit to sterilization, and
it continues to brutalize the indigenous peoples of Tibet and
Xingjiang Province. And slave labor continues in the Laogai all
throughout China.

1th'f}irman ARCHER. Congressman Smith, are you about to con-
clude?

Mr. SMmITH. I will conclude, Mr. Chairman. I have much more to
say. But let me just say I would hope—

Chairman ARCHER. Well, you are 2 minutes over now.

Mr. SMITH. I would hope that we would preserve the right, mini-
mally, every year to take a look at MFN, even if it is a foregone
conclusion it is going to be approved. And to use that leverage to,
at least on the margins, promote human rights in China. Otherwise
we give it all up, and they will crack down as never before, as they
are doing in the face of all of this light and scrutiny with the Falun
Gong as we meet.

Thank you, Mr. Chairman.

[The prepared statement and attachment follow:]

Statement of the Hon. Christopher H. Smith, a Representative in Congress
from the State of New Jersey

Thank you, Mr. Chairman. In addition to my prepared statement, I would ask the
Committee’s consent to insert in the record a brief letter from Harry Wu, the promi-
Ié%nt Chinese-American human rights activist, on the subject of forced labor in

ina.

Mr. Chairman, a few months ago, I and some of our colleagues appeared before
you to argue against another annual extension of Most Favored Nation status to the
People’s Republic of China. Today’s hearing will touch on some of the same issues,
Nevertheless, the proposal before the Committee today is radically different from
the MFN legislation we have considered in the past.
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This year, Congress is no longer being asked whether it objects to another one-
year extension of MFN. Rather, we are considering whether we should sign away
our right to object to MFN for the Beijing regime. We are being asked to surrender
our discretion in the matter. We must resist that temptation.

We are all familiar with the history of the annual MFN review for China. Wheth-
er we like it or not, everyone has come to understand that China’s annual MFN re-
newal is a safe bet, barring some unforeseen outrage by the Chinese government.
A couple of years ago the official name of MFN was even changed to “normal trade
relations,” to spare Members of Congress from having to vote in broad daylight for
a policy which still legally entitles Beijing to “most favored” status under our cus-
toms and trade laws. But even after this emergency cosmetic surgery, MFN or NTR
is still such an embarrassment that many of its fondest supporters would prefer
never to have to vote on it again.

Mr. Chairman, the possibility of MFN revocation—even if it is only a distant pos-
sibility—is critically important leverage that we must not surrender. At an appear-
ance before my Subcommittee shortly after his expulsion from China, former pris-
oner of conscience Wei Jingsheng explained the importance of the annual review to
the status of human rights in China. He stated: “[T]he Chinese Communists will
only tolerate anything as a result of pressure. Once the pressure has lifted, then
there is no question of any tolerance.” He further explained that, “in the view of
the Chinese Communist authorities,” the first and foremost area where the U.S.
Government can exert real pressure is “in the field of trade.”

Wei went on to explain the personal implications of the trade linkage for prisoners
of conscience in China:

Generally speaking, when there is a worsening in the relationship between China
and the United States or other Western countries, we tend to get a bit more protec-
tion inside the prisons. For example, when there is a turn for the better in the Sino-
American [relationship,] . . . specifically [in 1997] when the United States declared
its intention to establish this strategic collaborative partnership with China, imme-
diately the prisoners [were] beaten and received other abuses.. . . At the same time,
the Chinese Communists stepped up [their] purges generally.

Mr. Wei’s experience is not unique, and his analysis is confirmed by other testi-
mony received by my Subcommittee. For example, in October 1997, a Uighur [WEE-
grr] Muslim woman from Xinjiang Province testified that our annual MFN review
even helps Chinese provincial authorities in that distant province decide whether
to kill people or to let them live. Speaking about the killings and arrests that fol-
lowed demonstrations sparked by China’s arrest of Muslim religious leaders during
Ramadan, she stated:

After the demonstration, we were a little surprised about the patience of the Chi-
nese Government in making open executions. Everything was clear. They were wait-
ing for the United States to offer Most Favored Nation status to China. Right after
MFN was approved by the Congress, the Chinese Government made the first open
execution of seven Uighurs, and sentenced 23 demonstrators [to terms] ranging from
5 years to lifetime.

Whether or not we agree with how this Administration has used trade leverage
(and I do not), the meaning of this testimony is clear: The Beijing dictators change
their conduct when they know they are being watched by people whose decisions
may affect their wallets. This makes sense, and is well understood even by those
who argue for permanent MFN. For example, when big business and the Clinton
Administration really want to get China to respect international copyrights, what
do they do? They threaten economic sanctions—the very same sanctions they say
would be counterproductive as a means of promoting political and religious freedom
in China. On at least three occasions since 1991, the U.S. Trade Representative has
threatened to impose billions of dollars in sanctions to vindicate U.S. intellectual
property interests. In each of those cases, when faced with the credible and immi-
nent threat of economic sanctions, the Chinese government changed its behavior.

I must reluctantly conclude that some business interests and U.S. officials under-
stand full well that unilateral economic sanctions (and the threat of such sanctions)
can and do work to change the conduct of the PRC government. But they also know
that sanctions may be subject to a law of diminishing returns. For example, if a cer-
tain punitive tariff rate were already in effect because of egregious human rights
violations, then it would no longer be useful to threaten the same punishment in
order to vindicate intellectual property rights. Big business would prefer to conserve
the limited resource of trade leverage for its own uses, under the auspices of the
WTO. In other words, the selective use of rhetoric about “unilateral sanctions”—de-
manding them to punish copyright violations, denouncing them when it comes to
torture or forced abortion or religious persecution—appears to reflect an implicit
prioritization of profits above fundamental human rights.
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Mr. Chairman, the permanent surrender of our MFN leverage ought to be un-
thinkable at this point in time. Conditions in the PRC are probably the worst they
have been since the 1989 Tiananmen Square massacre.

The Chinese Government is at war with religious liberty. Around midnight last
Thursday, approximately 150 agents converged to arrest 80-year-old Catholic Arch-
bishop John Yang Shudao of Fujian Province. Chinese prisons hold numerous other
religious leaders, ranging from the 10-year-old Panchen Lama to Protestant house
church pastors. Chinese authorities summarily execute Uighur Muslim prisoners in
the Xinjiang region. They continue their brutal crackdown on Falun Gong, a non-
violent, meditative spiritual practice, which Beijing has vowed to “smash.” Accord-
ing to recent estimates, over 5,000 Falun Gong practitioners have already been sent
to labor camps, and an additional 2,000 have been rounded up in the last week and
a half alone.

The Communist government of the PRC systematically violates other human
rights on a massive scale. It does not allow significant political dissent. It harvests
and sells the internal organs of executed prisoners. It forces women who have “un-
authorized” pregnancies to abort their children and submit to sterilization. It contin-
ues to brutalize the indigenous peoples of Tibet and Xinjiang. It uses slave labor
to manufacture products for export. According to the State Department,
“[ilndependent trade unions remain illegal within China.”

Gaining permanent MFN from the United States has been one of Beijing’s top pri-
orities for several years. Regardless of whether permanent MFN is required as part
of China’s WTO accession package -and this assertion is vigorously disputed by
some experts on international trade law—the United States of America must stand
for more than the corporate bottom line. Over the past five years, the Clinton Ad-
ministration has engaged in unparalleled appeasement of that Communist regime.
Permanent MFN would make that appeasement nearly complete, surrendering one
of our last important means (short of military force) to affect Beijing’s conduct.

I urge you, my colleagues, to resist this surrender. At the very least, leave the
United States Congress with the possibility of a vote every year—a real vote, with
teeth. The Beijing dictators are not stupid. They understand the difference between
window-dressing and real consequences. This is a time of crisis for freedom in
China—upolitical freedom, freedom of conscience, of religion, of the press, of assem-
bly. A grant of permanent MFN now would send an unequivocal message to the Bei-
jing regime: We do not really care. Although we speak many words about the impor-
tance of freedom and human rights, when it comes to our actions, American ideals
are not worth nearly so much as corporate profits and feel-good diplomacy.

I believe that we do still care, and I hope that our decisions in the coming weeks
will reflect a continuing commitment to the promotion of democracy and the protec-
tion of fundamental human rights in China. Thank you, Mr. Chairman.



27

The
Laogai
Research Foundation

2o % & February 14, 2000

Sent to:

Thomas Donahue, President, US Chamber of Commerce

Cal Cohen, President, Emergency Comumittce on American Trade
Sam Maury, President, Business Round Table

Bob Kapp, President, US-China Business Council

Dear Sirs;

T am writing to you in your capacity as one of the presidents of the principle
organizations of the Business Coalition for US-China Trade. 1 read with dismay the
material posted on your website concerning Chinese prison labor imports. It is my hope
that what unfortunately reads like an apology for the use of forced tabor in Chinais a
product of ignorance and not greed, given the $12 million corporate lobbying campaign
to grant China permanent NTR.

The issue of Chinese forced labor products is egregious and it is real. Contrary to your
website's implication that the risk of fines, criminal prosecution, and adverse publicity is
an effective deterrent 1o commercial transactions bottomed on the use of forced labor, the
Dun & Bradswreet Directory of Key Manufacturing Companies in the People's Republic
of China includes 99 known forced labor camp industries with total sales of over $800
million. These comprise only a portion of the over 1000 known forced labor camps in
China. There are documented cases of forced labor industries exporting the to the United
States directly or through an import-export company. Moreover, often so-called
“legitimate™ Chinese companies will sub-contract a portion of the production process to a
forced labor camp. Various hurnan rights organizations and forced labor camp survivors
have documented numerous cases of this type of business, including the assembly of
binder clips and artificial flowers in “reeducation through labor" camps, the mining of

graphite at a forced labor mine, and the manufacturing of chain hoists at a forced labor
industrial factory.

Your website presents a disturbingly one-sided view of Chinese compliance with the
existing US-China bilateral agreements on forced labor. For example, you distort the
State Department's 1998 Report on Human Rights. You cite the State Department report
as noting that the "Chinese government took steps towards transparency in the prison
system, allowing inspections by the UN Working Group on Arbitrary Detention and
UNHCHR Robinson," yet this is not the section of the State Department report that
spcaks to the issue of forced labor production. You neglect China's fundamental policy,
as noted in the State Department report that "China does not permit independent
monitoring of prisons and reeducation-through-labor camps." You also fail to mention
that a third prison visit, by European Union officials, led to the beatings and deaths of
several prisoners, and that protests occurring during the UN Working Group visit resulted
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in sentence extensions for prisoners protesting harsh prison conditions. None of the visits
you noted had anything to do with suspected forced labor production.

The scction of the State Department report relevant to the forced labor issue explicitly
states “In all cases [of forced labor identified by US Customs), the [Chinese) Ministry of
Justice refuscd the request, ignored it, or simply denied the allegations without further
elaboration.” As early as 1996, the Customs Scrvice was alrcady admitting that the
implementation procedurcs for the MOU and SOC were "irretrievably broken.” Contrary
to your statements that allegations of forced labor product importation can be dealt with
under existing US laws, the MOU and SOC have both proven inadequate. As such, there
is currently no way to ensure that the products entering the US market are not produced
in whole or in part by prisoncrs in China.

You also state on your website that I "claim* to have secretly videotaped businesses
making deals for prison labor product goods to enter the US market indirectly. In fact,
onc of these episodes was aired on "60 Minutes” in 1991, at a time when the Chinese
government was already claiming that it did not export forced labor products to the
United States. During the transaction, agents of the Hong Kong distribution company
representing the forced jabor camp assured that if products fell below quality standards,
"the prisoners would be beaten.” I will gladly provide you with a copy of this tape.

Finally, the paralicl you create between the US prison system and the Chinese forced
labor camp system-—known as the Laogai—-by noting that the US also operates prison
industries is preposterous, China is not a nation of the rule of iaw, and the Laogai is not a
simple prison system. In addition to the prisoners officially charged with
“coumentevolutionary crimes,” Laogai camps are also populated with Catholic priests,
practitioners of Falungong, democracy and labor activists...etc., who are charged with
"illcgal assembly," “belonging to an unapproved organization,” "hooliganism,” or
"revealing state secrets.” These brave people, as well as common criminals who also
deserve certain protections, are the ones manufacturing the forced labor produced goods.

I sincerely hope that you would consider retracting the information you have posted on
your website, and take the time to get a more accurate picture of the forced Iabor issue.
Pursuing business with the Chinese government need not be tantamount to disseminaling
their propaganda in this country. .

Sincerely, é( 0“.

Hary Wu
Executive Director, Laogai Research Foundation
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Chairman ARCHER. The chair would like to conclude with this
panel of our colleagues before we go vote, and then excuse them so
that they do not have to come back and interfere with the rest of
their days. And when we do return, Special Trade Representative
Barshefsky, will be our witness.

Our last witness on this panel is Congressman Cal Dooley. Wel-
come. We would be pleased to hear your comments.

STATEMENT OF HON. CALVIN M. DOOLEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. DooLEY. Thank you, Chairman Archer, and thank you, mem-
bers of the committee, and I will not take my entire 5 minutes.

What I would like to say, first off, is to commend Ambassador
Barshefsky for the terrific job she did in negotiating an agreement
that was going to provide tremendous benefits to the all of the
working men and women in businesses of the United States. And
I think we see the tremendous opportunity that we have when we
look at the growth in the trade between the United States just over
the past 10 years or so, when we have seen it grow from about $5
billion to over $7 billion. And really what the issue we are facing
today is, is are we going to ratify an agreement that, by passing
permanent normal trade relationships with China, that is going to
allow U.S. workers and businesses to benefit.

Ms. Pelosi made a comment that we have a serious concern with
a trade deficit of $70 billion. I would agree with that. But I also
feel very, very strongly that if we do not pass permanent normal
trade relations, it is U.S. workers and U.S. companies that are
going to be benefitting by these significant reductions in tariffs,
whether it is a reduction in wheat tariffs from 40 percent to 12 per-
cent, whether it is a reduction in auto tariffs from 100 percent
down to about 20 percent, I believe it is, and if you are worried
about a trade deficit, if you have only U.S. companies that cannot
benefit with the agreement that Ms. Barshefsky has negotiated,
and you have Canada, you have the European Union, and the com-
panies are located there that can benefit by that, I can guarantee
you that it is not going to be the wheat growers in Oregon or my
district that are going to be selling and exporting wheat to China,
it is going to be Canadian wheat growers, it is going to be Aus-
tralian wheat growers, it is going to be Argentine wheat growers.
And if you don’t think that is going to have an adverse impact on
the trade deficit, I do not know what will.

I would also like to point out, when we look at the issue in terms
of how we can benefit even the human rights in the advancement
of democracy, I would even point out, just on the issue in terms of
what we have seen in the growth in Internet use in China in the
last year. In 1998, we had 5 million Internet connections in China.
Today we have 10 million. The Internet is the greatest force and
power for the advancement of democracy than any tool we have
seen in the history of mankind. There is no way that China’s Gov-
ernment can control the content on the Internet. And by having an
increased U.S. investment in China, by ensuring that it is U.S.—
based technology that is going into China, we are going to be doing
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more to advance democracy there than the alternative, which is,
one, by trying to keep the U.S. more isolated from China.

I would also like to just touch on the issue of compliance. And,
again, there was a reference made to a statement by a Chinese offi-
cial of dealing with wheat. I would point out that every major agri-
cultural organization, including the National Wheat Growers Asso-
ciation, is supporting this agreement because they have confidence
that this agreement is going to ensure that we are going to have
increased access to these markets.

And when we talk about the leverage of the United States, the
United States might have had leverage 10 or 20 years ago, but this
is a different world today. The United States is not the sole eco-
nomic power in the world. And if we think that we, alone, can le-
verage a change in behavior of China, we are deluded. By allowing
China to come into the WTO, what we are ensuring is that it is
not going to be the United States trying to leverage compliance in
China, it is going to be 140 nations that comprise over 95 percent
of the industrial GDP in the world, 95 percent of the World Trade
Organization are going to be our partners in ensuing compliance in
China. This is a great deal, and we would be doing a disservice to
U.S. workers and U.S. businesses if we left them on the outside,
not having the ability to benefit from the significant tariff reduc-
tions that this Administration has negotiated.

Thank you.

[The prepared statement follows:]

Statement of the Hon. Calvin M. Dooley, a Representative in Congress from
the State of California

Chairman Archer, Ranking-Member Rangel, and members of the committee,
thank you for allowing me to testify today on the very timely issue of U.S.—China
Rela(t)ions and the possible accession of China into the World Trade Organization
(WTO.)

First, I would like to commend U.S. Trade Representative Barshefsky and her ne-
gotiating team for reaching this historic bilateral trade agreement with China, and
paving the way for China’s accession into the WTO. The agreement is the culmina-
tion of 13 years of negotiations to open up the Chinese economy, and is stronger
and more comprehensive than the set of commitments China made last Spring.

Since the reestablishment of diplomatic relations with China in 1979, total trade
between our two nations has increased from $4.8 billion in 1980 to $75.4 billion in
1997. This makes China our fourth largest trading partner. China’s economy is
growing at an average rate of almost 10 percent a year, making it one of the fastest
growing economies in the world.

Under the WTO accession agreement, China has agreed to dramatically lower tar-
iffs, eliminate agricultural and industrial export subsidies and quotas, and permit
American service exports in sectors including banking, insurance and telecommuni-
cations. These tariff reductions and service access provisions provide the U.S. with
unlimited possibilities to grow and improve our standard of living. Furthermore, it
is important to remember that in the course of negotiations, China agreed to one-
way market opening concessions. The United States, on the other hand, made no
concessions other than to bring China under the rules-based system of the WTO.

My district in central California is the largest agricultural district in the nation,
and the benefits and opportunities created by this agreement are not lost on my con-
stituents. It is projected that by the year 2003, 37 percent of the world food demand
will come from China. American ranchers and farmers are the most efficient and
competitive in the world. The bilateral agreement would move to level the playing
field and allow U.S. agriculture tremendous access to the world’s largest agricul-
tural market.

Under the terms of the agreement, high Chinese tariffs on nearly all agriculture
products would be reduced substantially over the next four years. On beef we would
see tariffs reduced from 45 percent to 12 percent, on citrus from 40 percent to 12
percent and on wine from 65 percent to 20 percent. In fact, the deal would reduce
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tariffs for agricultural products to levels below those of most American trading part-
ners. Furthermore, the agreement on the table would eliminate China’s export sub-
sidies for agricultural products including cotton, rice and corn, which will allow U.S.
farmers to compete on a more level playing field and enhance U.S. efforts to curb
European export subsidies.

In addition to the very tangible benefits this agreement offers to U.S. farmers, it
is also a key component to continuing our nation’s longest economic expansion—an
economic expansion that has raised the standard of living for working Americans
across the country. The technology sector has been a driving force behind this period
of unprecedented economic growth, and the China WTO accession agreement will
give U.S. telecommunications, software and Internet companies access to China’s 1.2
billion people.

China is currently the sixth largest computer market and the fourth largest com-
puter chip market. It is expected to become the number two market, after the
United States, in the very near future. Providing the U.S. high-tech sector with ac-
cess to this enormous, and largely untapped market, will help to generate the fuel
fi)r continued economic growth and opportunity for American workers and their fam-
ilies.

Expanding access to technology and the Internet is important to the U.S. econ-
omy, but it is also key to promoting personal freedoms in China. In 1998, five mil-
lion Chinese citizens had access to the Internet. In just one year that number has
doubled with ten million Chinese citizens now enjoying access to the World Wide
Web. While the growth in Internet use certainly represents economic opportunity for
U.S. technology firms and the U.S. economy as a whole, it also represents more than
that. It provides the people of China with unprecedented access to limitless informa-
tion, and is a tremendous tool helping to move the Chinese toward greater personal
and economic freedoms.

Without a doubt, the WTO agreement would certainly present tremendous oppor-
tunities for U.S. workers and businesses. But bringing China into the WTO is more
than just a matter of market share. China’s accession into the WTO would lock
China into a rules-based international organization and bring them into the legal
framework of the international community through the WTO. In addition to tariff
reductions and other market access agreements, bringing China under the umbrella
of the WTO would make China accountable for its trade practices and subject to
WTO enforcement actions.

The historic agreement is a classic win-win for the United States, creating unlim-
ited possibilities for American businesses and workers and providing the fuel for a
continued economic expansion that has allowed American families to improve their
standard of living and quality of life. In addition to expanding market opportunities,
bringing China into the WTO will mean that they play by the same “rules of the
road” as our other trading partners.

At this critical juncture, we would be foolish to abandon the opportunity to en-
hance our economic and political relationship with China, and with it, our ability
to influence their economic, political, and humanitarian policies in the future. We
cannot afford to embrace a Cold War mentality that would demonize and isolate
China. A policy of economic and political engagement is the surest way to promote
U.S. interests in China, to advance democracy and human rights within China, and
to enhance future economic opportunities for U.S. workers and businesses.

I look forward to working with my colleagues on the committee and with the Ad-
ministration to advance this important policy.

Chairman ARCHER. Thank you, Congressman Dooley. And the
chair is grateful to all of the panelists. We appreciate your input,
and the committee will now stand in recess for members to go vote.
We will return as soon as possible, and at that time we will have
as our witness Special Trade Representative Charlene Barshefsky.

[Recess.]

Chairman ARCHER. The committee will come to order. The chair
asks that guests and staff be seated as quickly as possible. We are
going to have a long day, and the chair will, to the greatest degree
possible, expedite the hearing. Prior to the testimony of Trade Rep-
resentative Barshefsky, we had suspended the opening statements,
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and the chair will make an opening statement at this point and the
minority will make their opening statement, and then, without ob-
jection, all members will be entitled to insert written statements in
the record.

I intend to yield, for part of my statement, to the chairman of
the Trade Subcommittee, Mr. Crane, and I assume the same thing
will happen on the Democrats’ side.

Mr. LEVIN. Yes.

Chairman ARCHER. Last year, the U.S. concluded trade negotia-
tions with China, and I congratulate our Trade Representative,
Ambassador Barshefsky and her deputy, Richard Fisher, for their
skill and their tenacity in these negotiations. Today, Congress con-
tinues its very careful review of that agreement to make sure that
it helps American farmers, workers, and consumers.

From what I have seen, it certainly does. In fact, the new study
says that in the area of agriculture alone, trade with China will in-
crease U.S. farm exports by over $2 billion a year, nearly tripling
the current pace. And last year, trade with China directly sup-
ported over 200,000 jobs in the U.S., each paying an average of 17
percent higher wages than jobs for our domestic market.

Lowering China’s trade barriers further will create more jobs,
more farm exports, and more economic growth for the U.S., and as
we heard earlier from some of our witnesses, while at the same
time not giving up anything with our tariffs or our non-tariff bar-
riers. The benefit of international trade is simple. If we sell more
American crops, computers, and cars to the world, Americans get
better jobs, make more money, and enjoy a higher quality of life.

Trade with China also means more choices and lower prices for
American consumers, which especially helps lower-and moderate-
income families live within their budgets. That is often overlooked.
Once the American people and Congress have reviewed this agree-
ment to make sure it’s good for America, the U.S. should continue
normal trade relations with China on a permanent basis, and let’s
be clear what normal trade relations really means.

Only a handful of rogue nations do not receive this normal sta-
tus, and those nations are Iran, Iraq, Libya, Afghanistan, Laos,
North Korea, Cuba, and Serbia-Montenegro. Although China’s
movement toward American ideals of freedom and democracy may
have been sluggish in the past, they have made slow progress, and
I can testify to that, because I first went to China in 1977, and the
China of today is very, very different than it was in 1977, very dif-
ferent than it was 10 years ago.

Rejecting this agreement and denying normal trade relations
would mean severing ties that would take generations to repair.
Trade has advanced China’s economic reforms and trade will help
us advance America’s most treasured export, and that is individual
liberty.

In summary, extending permanent normal trade relations to
China is good for America, because China will enter the WTO with
or without us. Contrary to a number of articles that have been
printed in the media, Congress has no role to play in voting on
whether or not China enters the WTO. They will enter with or
without us. The only issue is will we be able to take advantage of
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the concessions that Ambassador Barshefsky has negotiated while
giving up nothing on our side.

This is perhaps, I think, the most important issue involved in all
of these deliberations, because if we do not take advantage of this
unlimited opportunity, certainly Germany, Japan, France, and our
other economic competitors will, and then our trade deficit will get
bigger instead of smaller. Once more, America only stands to gain
from this agreement, because U.S. tariffs, trade laws, and other
safeguards were kept totally in place. All of the concessions were
from the Chinese.

In effect, the Chinese, economically, unilaterally disarmed, and
that is exceedingly important. Unlike all other types of trade nego-
tiations, whether it be the Uruguay Round, whether it be NAFTA,
or whether it be the Canadian Free Trade Agreement, where we
are expected to give up something in order to get something from
the other side, in this agreement, we gave up nothing. How can it
be anything other than a win-win for the United States of Amer-
ica? So I look forward to working with President Clinton, Vice
President Gore, and members of both parties on a bipartisan basis
to move forward with normal trade with China, and I yield to the
Chairman of the Trade Subcommittee for any comments he would
like to make.

Mr. CRANE. Thank you, Mr. Chairman, and I will only add that
Ambassador Barshefsky has brought home a terrific agreement. In
fact, it will go down in the history books as one of the most signifi-
cant trade agreements reached in the span of recorded history, and
that in spite of the fact that the President directed her to negotiate
the deal twice, once in April, then again in November, in the midst
of preparations for the Seattle WT'O meeting.

The fact that she could put the pieces back together again after
the White House sent Zhu Rongji home empty-handed in April is
a tribute to her skill. At the same time, it reflects the fact that re-
formist elements of the Chinese government are strong and they
are resolved to turn China in the direction of free market reform.
A deal that is as good for workers in downtown Chicago as it is for
peasant farmers in Xiangdu is a compact that will bring this planet
closer together in the common pursuit of expanding commerce and
lifetime economic opportunities.

As we will see today and as the CRS report shows, this is a deal
that sells itself in every area. In one sector after another, there is
no question that United States workers and Chinese citizens will
be better off if Congress passes permanent normal trade relations
and puts these unilateral concessions in place. In exchange for
steep tariff reductions and wholesale reforms of the Chinese trad-
ing system, the United States gives up nothing.

As the chairman mentioned before, let me stress that, the United
States gives up nothing. All the concessions are one-sided, and they
are from the Chinese. I urge the administration and China to tie
up the multilateral aspects of this important negotiation as soon as
possible. There are areas, such as fertilizer produced in my district,
where we need further progress so that the concessions that were
advertised truly result in real market access. At that point, I am
committed to working with the President to achieve permanent
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normal trade relations for China, and I thank the chairman for
yielding.

Chairman ARCHER. And I yield to the gentleman from New York
for any statement he might like to make on the part of the minor-
ity and expect that he will yield to the ranking member of the
Trade Subcommittee, Mr. Levin.

Mr. RANGEL. Thank you, Mr. Chairman. First, let me thank Am-
bassador Barshefsky for the outstanding job that you have done for
our President and our country in reaching this historic agreement
with China. It certainly opens up substantial new opportunities for
farmers and business people and workers in the United States. I
was listening to the complimentary statements by my Chairman
and how this trade would do so much for the United States. It is
just hard for me to see how the Communists in Cuba could be such
a threat to our national security and 1.1 billion Communists in
China would be great for our American way of life, but I guess that
is the politics that is involved with Cuba, and too, to some extent,
the politics that is involved in permanent normal relationships
with China.

I am very concerned about the timetable and a variety of other
things that I am certain that you and other witnesses will be able
to shed a lot more light on, but, as indicated by the Chair, I would
like to yield the balance of my time to the ranking member of the
Trade Subcommittee, Mr. Levin.

Mr. LEVIN. Thank you, Mr. Rangel and to the chairman of the
full committee and the Trade Subcommittee, and welcome, Ambas-
sador. The question before the committee today, as I see it, is not
whether we should stand in the way of globalization or blindly em-
brace it. As the President stated in his, I think, brilliant speech to
the Davos World Economic Forum, and I quote, “Those who wish
to roll back the forces of globalization because they fear its disrup-
tive consequences I believe are plainly wrong. Those who believe
globalization is only about market economics, however, are wrong,
too,” end of quote.

So, the question before the committee is whether we will become
active participants in an effort to shape globalization so that it
raises living standards and maximizes opportunities for all Ameri-
cans. China’s potential accession to the WTO challenges us to dem-
onstrate our commitment to the principle of active internation-
alism.

Because of its unique size and economic and political structures
far different from the model on which WTO is based, China’s poten-
tial accession to the WTO presents unique opportunities and chal-
lenges. The agreement negotiated with China would open to the
U.S. one of the fastest growing markets for American goods and
American services. It would draw China, with its very weak rule
of law, into an international rules-based system, but it’s clearly not
that simple.

China is the world’s largest state-controlled economy, where free
markets and the rule of law are still in the rudimentary stages of
development. During the recent 10 days in Beijing and Hong Kong,
I saw graphically that change in China is irreversible, but its direc-
tion is not inevitable. There is certainly more economic freedom,
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and the Chairman mentioned this, than 20 years ago. The Chinese
leaders still describe their course as market socialism.

There is more political freedom than 20 years ago, but there re-
mains, as we have seen, tight one-party control. The President got
it right, in my judgment, in his State of the Union Address, when
he said, and again I quote, “We need to know we did everything
we possible could to maximize the chance that China will choose
the right future.”

This means, as I see it, we must do more than just say no, which
is basically a passive policy, but it also means we must do more
than just say yes, an equally passive approach. Neither will work
as an American policy, just standing in the way or just looking the
other way. The challenge, I realize, is to propose specifics, a plan
of action to help to impact the direction in which China moves as
it integrates into the world trading system.

First, we should establish a special U.S. congressional executive
commission on China. This commission would maintain pressure
on China to improve its record in a number of vital areas, including
human rights, compliance with core labor standards, and develop-
ment of the rule of law. One model is the so-called Helsinki Com-
mission.

Such a China commission would place a permanent spotlight on
China. It would have a staff and a budget devoted exclusively to
monitoring China. Commission staff could investigate allegations of
human rights abuses, non-compliance with WTO commitments or
violations of core labor standards. It could also serve as a formal
channel of communication between the U.S. government and non-
governmental organizations monitoring China. The Commission
would be required to report to Congress annually, presenting spe-
cific recommendations for action by the Administration and Con-
gress.

Second, we should seek, within the WTO, an annual review of
China’s compliance with its WT'O commitments. It would be done
through the WTO’s trade policy review mechanism, the TPRM.
That board examines the policies and practices of member coun-
tries based on reports provided by the members themselves and
analysis by the WTO Secretariat.

Currently, the most frequent review is every 2 years for the U.S.,
the European Union, Japan and Canada. Special scrutiny through
an annual review is warranted in China’s case due to the size of
its economy and the evolving, indeed, rudimentary nature of its
free market and rule of law.

Third, the Congress, in order to enhance enforcement of China’s
commitments, should put into legislation procedures for invoking
the special anti-import surge provisions of the U.S.—China bilat-
eral agreement, provisions that a number have strongly favored
that were not, by the way, in the April document and which I think
are an important step forward. We should take that opportunity to
strengthen, consistent with WTO rules, the general anti-import
surge provisions in U.S. law, Section 201, and the market-opening
provisions in Section 301. Further, we should commit resources to
commerce in USTR for the express purpose of monitoring and en-
forcing China’s compliance with its WTO obligations.
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Fourth, the U.S. must be committed to pursuing the establish-
ment of a working group on labor within the WTO. China’s poten-
tial accession to the WTO makes it all the more important that we
begin to incorporate labor market issues into trade policy-making.
As China becomes increasingly integrated into the world trading
system, its lack of a free labor market will have a growing impact
on competition with producers and workers in other countries, in-
cluding the U.S. We can take, immediately, several steps to imple-
ment labor market issues in trade policy; for example, Section 307,
{:hkz)it prohibits importation of goods made from forced or prison
abor.

Fifth, as we press China to become more open with the WTO, the
U.S. must lay out, must map out, how it will pursue institutional
reforms of the WTO to make its operation more consistent with the
principle of openness and rule of law, including prompt release of
documents, open meetings and acceptance of amicus briefs. That
was raised in Seattle. We hit some stone walls, and we need to lay
out how we are going to proceed.

In recent decades, and I conclude on this, discussion of trade
issues has been beset by intense polarization. In the 1980s, efforts
in our Nation to open markets of other industrialized nations, par-
ticularly for our manufactured goods into the Japanese market,
were often labeled “protectionism.” In recent years, the trade de-
bate has increasingly revolved around how a developed economy,
such as ours, should react to growing trade and competition with
evolving economies with different, indeed, very different economic
structures. It has raised new issues, including the role in trade of
core labor and environmental standards. Some have dismissed
what are essentially economic concerns, such as core labor and en-
vironmental standards as “social issues” or reinvoked the cry of
“protectionism.” But this time, some others have parried by taking
a leaf out of the polarization play book, in vain, against “the evils
of globalization.” The view is too often that issues are simple; ei-
ther yes, no, either/or, for or against. The issues involved in China
WTO are too important for such polarization. We can do better.
Surely it is worth the effort.

Thank you, Mr. Chairman.

[The opening statement of Hon. Jim Ramstad follows:]

Statement of Hon. Jim Ramstad, a Representative of Congress from the
State of Minnesota

Mr. Chairman, thank you for calling this important hearing today to discuss the
recently negotiated U.S.—China bilateral trade agreement and China’s accession
into the World Trade Organization.

For the past few years, trade—especially trade with China—has come under
heightened scrutiny. As a strong supporter of free trade, I am asked to defend my
pro-trade stance. Today, however, I would like to turn the question back to the nay-
sayers and ask them to defend their recalcitrant position. What does the status quo
get you? How does saying 'NO’ to an aggressive, forward-looking agreement with
China resolve concerns they may have over worker rights, religious freedoms, envi-
ronmental protection or fair trade?

If we basically repudiate the Chinese, how will we ever influence the Chinese to
respect worker rights and religious freedoms? Turning away from this agreement
will lead to a deterioration in our bilateral relationship, and if we aren’t talking,
how do we lead by example and show them the benefits of our policies and employ-
ment practices? If U.S. missionaries and family relief volunteers are kicked out of
China, how will we further the causes of religious and family freedoms?
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The WTO ensures that trade is based on the rule of law and advances American
values of non-discrimination, due process, fair play, transparency and openness. It
resolves trade disputes between countries with fairness and impartiality. It locks in
and further reduces trade barriers to U.S. exports and fosters economic cooperation
and stability among nations. So, how will prohibiting the U.S. from enjoying the ad-
vantages of a China under the multilateral, legal and rule-based structure of the
WTO, and the tariff-reducing benefits that accompany it, help workers in the U.S.?
How will it help consumers?

How will the status quo help the environment? By eliminating tariffs and other
barriers to trade in environmental goods and services—such as clean coal tech-
nology, waste-water treatment and pollution monitoring equipment—we ease the
task of providing people with clean air, clean water and improved public health. By
reducing trade barriers in efficient energy technologies, nations can produce more
power with less emission of greenhouse gases. By disciplining trade-distorting sub-
sidies that can harm the environment, we can move toward sustainable manage-
ment of natural resources. Would they have us forego these potential environmental
improvements?

Mr. Chairman, I worry not only about not moving forward; I also worry about ac-
tually moving backward, losing ground in the global marketplace. We need progress,
not regress. I look forward to learning more from today’s witnesses on how we
achieve real progress for American workers and consumers.

Chairman ARCHER. Ambassador Barshefsky, welcome to the
Ways and Means Committee. And, again, my personal congratula-
1(:1ions on not just this agreement, but the continual work that you

0.

Ambassador BARSHEFSKY. Thank you very much, Mr. Chairman.

Chairman ARCHER. In an outstanding, professional way. And the
committee looks forward to hearing your testimony, and when you
are ready, you may proceed.

STATEMENT OF HON. CHARLENE BARSHEFSKY, OFFICE OF
UNITED STATES TRADE REPRESENTATIVE

Ambassador BARSHEFSKY. Thank you, Mr. Chairman. It is a
great pleasure to be here. I look forward to testifying on China’s
accession. May I ask that my full statement be incorporated into
the record.

Chairman ARCHER. Without objection.

Ambassador BARSHEFSKY. Mr. Chairman and members of the
committee, Mr. Rangel, my written testimony lays out in detail the
reasons China’s accession to the WTO, coupled with the approval
of permanent normal trade relations status, is so vitally important
to America’s economic and strategic interests and our ability to pro-
mote our values. Let me just simply summarize the main points.

In China, we deal with the world’s largest nation, the world’s
fastest growing major economy over the past decade and a country
whose future course is central to our interest in a peaceful, stable
and prosperous Pacific Region. And as we address these issues, we
also deal with a Government that is often repressive at home and
with which we have significant policy disagreements. This is, there-
fore, not a simple relationship, and in it, we must take up a vast
range of issues, from broad strategic interests to regional security
issues in Korea, and Southeast Asia and elsewhere, human rights
and religious freedom, environmental protection, weapons prolifera-
tion, labor rights, international crime and narcotics trafficking and
other issues as well.
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When we disagree in these areas, we must be firm in the defense
of America’s interests and values. That is true in security, human
rights and elsewhere. But at the same time, we must also be aware
of the profound importance of our relationship with China to peace
and stability across most of the rest of the world. And, thus, we
have a profound responsibility to find and act upon areas of mutual
interest and benefit to support reform in China, advance our own
national interests and build a stable peace.

China’s WTO accession is a case in point. Most directly, it will
address our full range of trade concerns. It will do so through, as
the chairman and others have pointed out, a series of one-way
trade concessions in which China opens its markets across the
broad spectrum of goods, services and agricultural products in a
way unprecedented since the 1940s, strengthen our guarantees of
fair trade and subject its decision to impartial dispute settlement.
In doing so, this agreement will help to rectify a fundamentally im-
balanced trade relationship. And if China does this, we simply
maintain our current market access policies by making the normal
trade relations we have granted China in every year for the last
20 permanent.

WTO accession will also, however, complement and support long-
standing American humanitarian and strategic goals. It is in Amer-
ica’s strategic interest to have Congress approve permanent NTR
for China. WTO accession will integrate China more firmly in the
Pacific and in the global economy. It will give China a stronger
stake in the region’s stability and prosperity, helping ensure that
throughout the region, China plays the kind of constructive role it
has in North Korea and during the Asian financial crisis. Together
with our military presence and our alliance with Asia-Pacific de-
mocracies, China’s accession will be a factor in favor of a more sta-
ble regional peace in the years to come.

And their accession and PNTR is in the interests of reform and
liberalization in China. China’s commitments in the WTO will open
economic freedoms for Chinese citizens and promote the rule of law
in many fields now dominated by State power and control. They go
well beyond China’s economic reforms to date, and certainly well
beyond the reform policies dating to the earliest years of the Com-
munist era. As it joins the WTO, for the first time since the 1940s,
China will permit foreigners and Chinese firms to import freely
into China, reduce and, in some cases, remove entirely State con-
trol over internal distribution of goods in the provision of services,
enable foreign businesses to participate directly in information in-
dustries, such as telecom, including the Internet, and subject its
decisions in all areas covered by the WTO to impartial dispute set-
tlement, including retaliation, where that is appropriate.

Of course, this agreement is not a human rights policy in and of
itself. Change in China will only come through a combination of in-
ternal pressure and external validation of those who struggle for
political voice. That is why we are once again sponsoring a resolu-
tion in the U.N. condemning China’s human rights record and why
we have sanctioned China as a country of particular concern under
the International Religious Freedom Act. But this agreement does
represent a remarkable victory for economic reformers within
China and for our own efforts to give the Chinese people more con-



39

trol over their own destiny and more ability to meet and exchange
ideas with the outside world. And, thus, a number of leading Chi-
nese and Hong Kong advocates of democracy endorse WT'O mem-
bership and PNTR, not only for its economic value, but as a foun-
dation for broader future reform.

Let me take a moment, if I may, and turn to the specifics of the
agreement. To begin with, the bilateral WTO accession agreement
with China is comprehensive. It covers a full range of industrial
goods, services, farm products, unfair trade practices, and it ad-
dresses the barriers that block American exports. Let me give you
a few examples: China will cut industrial tariffs from an average
of almost 25 percent to 9 percent by 2005; it will eliminate all
quotas in discriminatory taxes; it will cut tariffs on information
technology-related products to zero; it will participate in APEC’s
other zero-for-zero initiatives on tariffs, as those are approved by
the WTO; it cuts tariffs on autos from the current rate of 80 to 100
percent to 25 percent and, of course, across a broad spectrum of in-
dustries. Of equal importance, it will address other barriers which
have traditionally prevented us from exporting to China; most no-
tably, restrictions on trading rights and distribution.

With respect to trading rights, China will grant American compa-
nies rights to import and export most products without Chinese
middle men. The right to engage in trade is now strictly limited.
Only companies with specific authorization or which import goods
to be used in production in China have such rights. This has al-
ways limited our ability to export to China, and this will now be
corrected under this agreement.

As in the case of trading rights, the right to distribute our prod-
ucts is critical to our ability to export to China and compete in
China. This is one of the great lessons of our trade with Japan.
Distribution rights are absolutely essential. At present, China gen-
erally prohibits companies from distributing imported products or
providing related services, like repair or maintenance or after-sales
service. After accession, China will allow American firms to market
wholesale, retail, repair and transport their products, whether pro-
duced in China or imported from the United States. China will per-
mit enterprises to engage in the full range of distribution services
over a 3-year phase-in for virtually all products.

In agriculture, on U.S. priority products, whether beef or citrus
or others, tariffs will drop to 14 percent by 2004. The global aver-
age is 50. To cite a few examples: China will cut tariffs on beef
from 45 percent to 12; almonds, cherries, peaches, other specialty
crops from 30 to 12; wine from 65 to 20. China will also expand
access for bulk agricultural products like wheat, corn, cotton, rice,
soybean oil and others, through a system of tariff rate quotas that
offer dramatic opportunities to producers of these products. And for
the first time, China will permit private trade in these products.
This is very significant. We will no longer be subject solely to State
control over the importation and distribution of these products.

China will also end all import bands, cap and reduce trade- dis-
torting domestic supports, eliminate export subsidies and abide by
the WTO Agreement on sanitary and phytosanitary standards;
meaning, science as a basis for agricultural and food safety deci-
sions.
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In services, China will open its markets for distribution; as I
have said, telecom, financial services, professional services, busi-
ness and computer services, insurance, motion pictures, environ-
mental services, accounting, law, architecture, construction, travel,
tourism and a range of other service sectors. In fields like distribu-
tion, telecom, financial services and several others, this represents
the first direct foreign participation in these sectors since the
1950s. And the agreement strengthens the protection of American
workers and businesses against unfair trade practices, import
surges and investment practices that are intended to draw jobs and
technology to China.

So the agreement addresses State enterprise policies, forced tech-
nology transfer, local content, offsets, export performance require-
ments. It provides for a 12-year special product safeguard to ad-
dress market-disrupting import surges from China. It allows for 15
years continued use of our nonmarket economy dumping methodol-
ogy; that is to say, strengthening our anti-dumping law. In short,
this agreement is absolutely comprehensive.

Second, the results of the agreement will be rapid. Immediately
on accession, China will begin opening its market in virtually every
area. The phase-in of further concessions will be limited to 5 years
in almost all cases, and in many cases, 1 to 3 years.

Finally, the agreement is fully enforceable. And let me, if I may,
take a moment on this point. All trade commitments require full
implementation and enforcement to be meaningful in practice. Our
previous experience with China in improving intellectual property
rights and enforcing textile commitments demonstrate how critical
constant oversight, monitoring and strict enforcement are. And
with China’s WTO membership, we gain a number of advantages
in enforcement we do not have today.

First, is WTO dispute settlement itself. In no previous agreement
of any kind, has China agreed to subject its decisions to impartial
review, judgment and ultimately the imposition of trade sanctions,
if necessary.

Second, of course, is a continued right to use all of our trade
laws. We make no changes in these laws, whatever, except by way
of improvement.

Third, we gain substantial new leverage because of anti-import
surge protections, as well as the guarantee of our right to use non-
market economy dumping methodology. These features of the ac-
cession will significantly strengthen our ability to ensure fair trad-
ing practices.

Fourth, we strengthen our enforcement capabilities through mul-
tilateral nature of the WTO. The accession, to begin with, will cre-
ate a multilateral review mechanism to monitor China’s implemen-
tation. And as these commitments come into effect, China will be
subject to enforcement by all 135 WTO members. This will signifi-
cantly diminish China’s ability to play its trading partners off
against one another, a favorite pastime.

In previous disputes over Chinese compliance with agreements,
most notably in intellectual property rights, the United States had
to act alone. With China in the WTO, we will be able to work with
the other 134 members, all of whom have an interest in China
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abiding fully by the commitments it makes to open its economy.
This is unprecedented.

Fifth, the specificity of China’s commitments in this bilateral
agreement will also help us ensure Chinese compliance. Experience
shows that agreements that are most satisfactorily enforced are
those where obligations are concrete, specific and open to monitor-
ing. The bilateral agreement we have concluded includes highly-
specific commitments in all areas, a clear absolute timetable for im-
plementation and firm end dates for full compliance. These allow
us to monitor Chinese compliance and present clear evidence of
failure to comply.

Sixth, of course, enforcement of this agreement, like any other,
depends on U.S. commitment. We are already preparing for the
monitoring and enforcing effort this will require through President
Clinton’s budget request, which I urge the committee to act upon,
for new enforcement and compliance resources at USTR, Com-
merce, USDA and other Government agencies. The President is re-
questing a range of resources to ensure that we can fully monitor
this agreement.

And last, under WTO rules, the U.S. retains the full right to ex-
clude products made from prison labor. We maintain all of our ex-
port control laws—they are unaffected by this agreement—and we
have the full right to withdraw benefits from China, including
PNTR in the event of a national security emergency.

Let me just take one minute to turn to the work ahead and the
critical importance of Congress voting for permanent normal trade
relation status with China.

As comprehensive as our agreement is with China, China has
some more work to do. Two steps remain: Completion of bilateral
agreements with other of China’s major trading partners, most no-
tably the EU, and negotiation at the WTO of further rules-related
issues. These steps are both proceeding.

Now, by contrast to the one-way concessions China makes to
enter the WTO, we simply agree to maintain our present trade
policies toward China. As China enters the WTO, we make no
change, none, to our current market access policies. The chairman
emphasized this point repeatedly, but I would also like to empha-
size this point repeatedly. We make no change of any sort, not a
percentage point in any current market access policy toward China.
We change no laws concerning the export of technology to China
or the export of sensitive materials to China. We amend none of
our trade laws. Our one obligation is that we provide, on a perma-
nent basis, the trade status we have accorded to China in every
year for the last 22 years. And that is by making normal trade re-
lations status with China permanent.

This, as I have said, is no change in our policy toward China.
This is the tariff status we have given China in every year since,
and including, 1979. But a legislative grant of permanent NTR is
critical if we are to guarantee that we can receive the full benefits
of the agreement we negotiated. It would be an extraordinary irony
if the United States had opened the Chinese market for the rest
of the world, but we were unable to participate fully in the benefits
of the very agreement we negotiated. That, it seems to me, is an
unacceptable outcome. It is an irrational outcome, all in exchange
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for merely confirming the 20-year trade status China has had with
the United States.

WTO accession, with permanent NTR, has the potential to create
a new and fundamentally transformed trade relationship with the
world’s fastest growing major economy, a remarkable set of new op-
portunities for American working people, businesses and farmers.
It can, and I will conclude with this, promote deeper and swifter
reform within China, strengthening the rule of law, offering new
opportunities to the Chinese people. By speeding economic change,
the agreement also has the potential to encourage China to evolve
into a more open society. By advancing the flow of information,
which this agreement will do, by advancing the pace of privatiza-
tion, by advancing the force of competition, the agreement will ac-
celerate a process that is removing Government from vast areas of
people’s lives in China, enabling them to farm their own their land,
to find their own jobs, to decide their own futures in a more fun-
damental way and bring the information revolution to cities and
towns across China.

It can, therefore, increase the chance that in the new century,
China will be on the inside of the international system playing by
the rules, instead of on the outside denying them. And it can offer
the prospect of a relationship with the world’s largest nation which
may have moments of tension, surely will, but through which we
also find common ground and strength and hopes for peace. That
is the prospect before all of us and before you, the members of the
Congress. These are the stakes, as you consider permanent normal
trade relation status with China. This is an opportunity the United
States must embrace. I ask you for your support.

It is, as always, Mr. Chairman, Mr. Rangel, the greatest pleasure
to appear before you. Thank you.

[The prepared statement follows:]

Statement of the Hon. Charlene Barshefsky, Office of United States Trade
Representative

Mr. Chairman, Congressman Rangel, Members of the Committee, thank you for
this opportunity to testify on one of the most important American trade policy goals
in many years.

CHINA’S ONE-WAY TRADE CONCESSIONS AND BROADER STRATEGIC
GOALS

Last November, after years of negotiation, we reached a bilateral agreement with
China on WTO accession. It secures broad-ranging, comprehensive, one-way trade
concessions on China’s part, granting the United States substantially greater mar-
ket access across the spectrum of industrial goods, services and agriculture. This
agreement strengthens our guarantees of fair trade. And it gives us far greater abil-
ity to enforce Chinese trade commitments. By contrast, we agree only to maintain
the market access policies we already apply to China, and have for over twenty
years, by making China’s current Normal Trade Relations status permanent.

China’s WTO accession is a clear economic win for the United States. Together
with permanent NTR, it will open the world’s largest nation to our goods, farm
products and services in a way we have not seen in the modern era. Without perma-
nent NTR, our competitors in Asia, Latin America, Canada and Europe will reap
these benefits but American farmers and businesses may well be left behind. That
is the fundamental choice before us as we debate permanent NTR.

But China’s WTO accession also has deeper implications. Our relationship with
China, given China’s size and economic weight, affects all of America’s foreign policy
and security goals in Asia: from broad strategic interests to regional issues in Korea,
Southeast Asia and elsewhere; human rights and religious freedom; weapons pro-
liferation; environmental issues; labor rights; crime and narcotics trafficking; and
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many others. We have serious differences with China in a number of these issues,
and have found areas of common ground as well. And we have a fundamental re-
sponsibility to develop a stable, mutually beneficial relationship in which we act
upon areas of shared benefit and mutual interest. WTO accession will allow us to
do so, as it complements and supports long-standing American goals in China policy:

—By helping to open and liberalize China’s economy, WTO accession will create
new economic freedoms for Chinese citizens and promote the rule of law in many
fields now dominated by state power and control. A number of leading Chinese and
Hong Kong advocates of democracy thus endorse WT'O membership not only for its
economic value, but as a foundation for broader future reforms.

—By integrating China more firmly into the Pacific and world economies, WTO
accession will give China a greater stake in regional stability and prosperity. It will
thus, together with our military presence in the Asia-Pacific and our regional alli-
ances, be a factor in favor of long-term regional peace.

AMERICA AND THE TRADING SYSTEM

Let me begin my detailed review by putting the WTO accession in its historic con-
text.

The World Trade Organization China now seeks to join has its roots in the Gen-
eral Agreement on Trade and Tariffs, or GATT. Its creation in 1948 reflected the
personal experience of President Truman and his European counterparts in Depres-
sion and War. They had seen the Smoot-Hawley Act in America and similar protec-
tionist policies overseas deepen the Depression and contribute to the political up-
heavals of the 1930s. Fifteen years later, they believed that by reopening world mar-
kets they could promote growth and raise living standards; and that, in tandem
with a strong and confident security policy, as open markets gave nations greater
stakes in stability and prosperity beyond their borders, a fragile peace would
strengthen.

The work they began has now continued for over fifty years, and the faith they
placed in open markets and the rule of law has been abundantly vindicated.
Through eight Rounds of negotiations, and as 112 new members joined the 23
founders of the GATT, we abandoned the closed markets of the Depression era and
helped to foster a fifty-year economic boom. America, as the world’s largest exporter,
benefits perhaps most of all: the efficiency of our industries and the high living
standards of our families reflect both the gains we receive from open markets
abroad, and the benefits of our own open-market policies at home.

But the development of the trading system has had equally important effects
worldwide. As it has developed over the past fifty years, the world economy has
grown six-fold; per capita income nearly tripled; and hundreds of millions of families
escaped from poverty. And perhaps the best testimony to this success is that many
of the new applicants to join the WTO are nations which are abandoning the post-
war experiment in communist central planning.

CHINA’S ROAD: FROM REVOLUTION TO REFORM

And that brings me to China.

With the Communist revolution, China set out upon a very different road than
the one President Truman and his colleagues had charted. After 1949, it shut doors
it had once opened to the world. Among its new leaders’ first steps were to expel
foreign businesses from China and bar direct economic contact between Chinese citi-
zens and the outside world. Inside China were similar policies: destruction of pri-
vate internal trading networks linking Chinese cities and villages, abolition of pri-
vate property and land ownership, and of course suppression of the right to object
to these policies.

In essence, one cannot separate postwar China’s deepening isolation from the out-
side world from its steadily increasing internal repression and diminishing space for
individual life and freedom. Likewise, China’s economic isolation had severe con-
sequences for regional peace and stability: Asia’s largest nation had little stake in
prosperity and stability—in fact, saw advantage in warfare and revolution—beyond
its borders. Every Pacific nation felt the consequences not only in economics and
trade but in peace and security.

China’s domestic reforms since 1978 have helped to undo this isolation, integrat-
ing China into the Pacific regional economy as they opened opportunities for Chi-
nese at home. The results have been profoundly positive: as China’s people regained
the right to farm their own land, open businesses and choose their own places of
employment, they have found new opportunities both to raise their living standards
and determine their own futures. At the same time, China has moved gradually
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from a revolutionary role in the region to a willingness to play a positive and sta-
bilizing role on issues as various as the maintenance of peace on the Korean penin-
sula and the Asian financial crisis.

A bipartisan American trade policy over the past thirty years has contributed to
these positive trends. Broadly speaking, our goals have been to support Chinese do-
mestic economic reform, integrate China into the Pacific regional economy, through
a variety of means including commercially meaningful agreements that open oppor-
tunities for Americas. This has extended from the lifting of the trade embargo in
1972, to our Bilateral Commercial Agreement in 1980, trade agreements in the
1980s; and to a series of more recent agreements including:

—Intellectual Property—In the early 1990’s, China’s failure to protect intellectual
property rights was one of the most problematic aspects in our trading relationship.
Piracy of films, software, CDs, and other intellectual property works cost our indus-
try hundreds of millions of dollars and led to trade confrontations with China, in-
cluding invocation of sanctions on two occasions. The United States ultimately nego-
tiated agreements in 1992 and 1995, and then won further commitments in 1996
that led China to pass world-class copyright, patent and trademark laws; close the
vast majority of pirate production facilities; cease the export of pirated products and
significantly improve enforcement—the principal focus of the agreements.

—Textiles—Likewise, textile transshipment and market access barriers have his-
torically been a problem in our textile trade relationship with China. While prob-
lems remain, two separate agreements, in 1994 and 1997, combined with sustained
enforcement efforts by the U.S. Customs Service and the Administration, as well as
imposition of triple charge penalties, have helped to mitigate these problems. The
1997 agreement, in fact, committed China for the first time to significantly reduce
its textile import restrictions.

—Agriculture—Most recently, our Agreement on Agricultural Cooperation in April
of 1999 lifted long-standing bans on exports of American citrus, meats and Pacific
Northwest wheat, imposed due to unscientific sanitary and phytosanitary measures.
As in the cases of intellectual property and textiles, we are holding frequent con-
sultations with the Chinese authorities charged with implementing the agreement.

Taken as a whole, this work has helped to open the Chinese economy; created a
series of new opportunities for Americans; and given the Chinese public a much
broader array of contacts with the outside world than at any time since the late
1940s. But the work is only partly done. China’s trade barriers remain very high;
a number of policies dating from the 1950s are still unchanged; and China’s integra-
tion with the world economy remains insecure. Likewise, China’s neighbors remain
blocked from an economy which—like Japan’s—could be an engine of growth. One
index of this is our substantial trade deficit with China. Another is that since we
extended Normal Trade Relations (formerly MFN status) to China in 1980, our ex-
ports to China have grown by only $10 billion, a figure significantly less than our
total Erowth to most other major trading partners in Europe, North America and
East Asia.

WTO accession thus represents a potentially profound and historic shift, building
upon but going much further than China’s domestic reforms to date. As it joins the
WTO, China will do much more than reduce trade barriers at the border. For the
first time since the 1940s, it will:

—Permit foreigners and Chinese businesses to import and freely into China;

—Reduce, and in some cases remove entirely, state control over internal distribu-
tion of goods and the provision of services;

—LEnable foreign businesses to participate in information industries such as tele-
communications including the Internet; and

—Subject its decisions in all areas covered by the WTO to enforcement, including
through formal dispute settlement when necessary.

These commitments are a remarkable victory for economic reformers in China.
China’s domestic reforms have moved away from a number of policies from the era
of the Cultural Revolution and Great Leap Forward. Its WTO accession will go fur-
ther, helping to reform policies dating to the earliest years of the communist era:
absolute government control over economic contact with foreigners, nationalization
of major industries, and destruction of private local commerce within China.

Altogether, this will give China’s people more access to information, and weaken
the ability of hardliners in government to isolate China’s public from outside influ-
ences and ideas. More deeply, it reflects a judgment—although one still not univer-
sally shared within China or its leadership—that prosperity, security and inter-
national respect will not come from the static nationalism, state power and state
control over the economy China adopted after the war. Rather, China is more likely
to gain these from the greater integration with the world, rising economic freedom
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at home, and ultimately development of the rule of law inherent in the initiative
President Truman began in 1948 with the founding of the GATT.

The WTO accession, therefore, has potential beyond economics and trade: as a
means to advance the rule of law in China, and a precedent for willingness to accept
international standards of behavior in other fields. That is why many Hong Kong
and Chinese activists for democracy and human rights—Martin Lee, the leader of
Hong Kong’s Democratic Party; Ren Wanding, a dissident who has spent years of
his life in prison—see WTO accession as China’s most important step toward reform
in twenty years. And it is why our support for WTO accession rests on a broader
long-term commitment to human rights and freedoms, as well as new opportunities
and strengthened guarantees of fairness for Americans.

WTO ACCESSION AND AMERICAN TRADE INTERESTS

It also, of course, represents the achievement of specific American economic inter-
ests. While China’s principal concern is the potential of WTO accession to create
jobs and foster sustainable growth through economic reform, we have sought com-
mercially meaningful and enforceable commitments that help Americans on the
farm and on the job export to China, by addressing the many layers of trade bar-
riers and policies which limit access.

The bilateral WTO agreement builds upon and consolidates reforms obtained in
all our previous negotiations, and reflects our experience with the enforcement of
those agreements. Clearly, to win its full benefits we must be vigilant in monitoring
and enforcing compliance. And the bilateral agreement gives us all the tools nec-
essary to do so. Thus, in all respects, this bilateral agreement meets the high stand-
ards President Clinton set years ago.

1. OVERVIEW

First, our bilateral agreement is comprehensive. It will reduce Chinese trade bar-
riers across the range of goods, services and agricultural products; eliminate or
sharply reduce restrictions on freedom to import and distribute goods within China;
address industrial policies intended to draw jobs and technology to China; and
strengthen our guarantees of fair trade practices. All these reflect the ideas, advice
and guidance we have received over years of negotiations from Members of the Com-
mittee and Congress as a whole.

Second, it is fully enforceable. China’s commitments in all areas are specific and
include timetables and final dates for full implementation. These commitments are
enforceable through our trade laws, WTO dispute settlement and other special
mechanisms including periodic multilateral review of China’s implementation and
compliance. These will, of course, require vigilance and constant commitment to en-
forcement by the United States as well as by China’s other trading partners in the
WTO. We are committed to vigorous monitoring and enforcement, and are already
preparing for this through a number of different means: for example, the President’s
budget this year requests a tripling of the Commerce Department’s budget for China
trade enforcement, and an additional full-time China officer at USTR.

And third, its results will be rapid. On accession to the WTO, China will begin
opening its market from day one in virtually every sector. The phase-in of further
concessions will be limited to five years in almost all cases, and in many cases one
to three years.

Let me now offer some of the details in each major sector.

2. INDUSTRY

In industrial goods, China will cut tariffs from an average of 24.6% in 1997 to
9.4% by 2005 and bind them at these new, lower levels. It will eliminate quotas and
other numerical restrictions. And it will allow American firms to import and distrib-
ute their products freely in China. This is essential, as American companies, farm-
ers and workers need the ability to import, export and distribute goods in China
to compete effectively—rights currently denied but which will be permitted under
the agreement, allowing our businesses to export to China from here at home, and
to have their own distribution networks in China, rather than being forced to set
ulp dfactories there to sell products through Chinese partners. Some highlights in-
clude:

Trading Rights—China will grant American companies, over a three-year phase-
in period, rights to import and export most products without Chinese middlemen.
Currently, the right to engage in trade (importing and exporting) is strictly limited;
only companies that receive specific authorization or who import goods to be used
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in production have such rights. This limits not only the ability of U.S. companies
to do business in China, but in particular has limited U.S. exports.

Distribution—As in the case of trading rights, the right to distribute products is
critical to our ability to export successfully to China. After accession, China will
allow American firms to market, wholesale, retail, repair and transport their prod-
ucts—whether produced in China or imported. At present, China generally prohibits
companies from distributing imported products or providing related distribution
services such as repair and maintenance services. China will permit enterprises to
engage in the full range of distribution services over a three-year phase-in period
for almost all products.

Tariffs—China will make substantial tariff cuts on accession with further cuts
phased in, two thirds of which will be completed in three years and almost all of
which will be completed within five years. On U.S. priority industrial items, tariffs
will drop on average to 7.1%—a figure comparable to those of most major U.S. trad-
ing partners. As in agriculture, China will bind tariffs at these low levels. Some spe-
cific examples include:

Information Technology Agreement—China will participate in the Information
Technology Agreement (ITA), eliminating all tariffs on such information technology
products as semiconductors, telecommunications equipment, computer and computer
equipment and other items by 2003 in most cases and 2005 in a few others.

Autos—China will reduce tariffs on autos from rates of 80%-100% today to 25%
in 2006, and on auto parts to an average of 10% from an average of over 23%.

Wood and Paper Products—China will reduce high tariffs on wood and paper to
levels generally between 5% and 7.5%. As noted below, China will also implement
any sectoral APEC Accelerated Tariff Liberalization initiative adopted by the WTO
in this sector.

Chemicals—China will commit to the vast bulk of chemical harmonizations, re-
ducing tariffs from present rates between 10%-35% to an average rate of 6.9%.
These reductions include reductions on all priority U.S. chemical exports.

Furniture—China will reduce its current average tariff rate of 22% to 0% on all
furniture items covered by the Uruguay Round sectoral initiative, by 2005.

Accelerated Tariff Liberalization—China has agreed to implement the Accelerated
Tariff Liberalization initiative of APEC now under consideration in the WTO, when
consensus is achieved. This would eliminate tariffs on forest products, environ-
mental goods and services, energy and energy equipment, fish, toys, gems and jew-
elry, medical equipment and scientific instruments, and also includes chemical har-
monization.

Non-Tariff Barriers—China will eliminate all quotas and other quantitative meas-
ures upon accession for top U.S. priorities including certain fertilizers and fiber-
optic cable by 2002, and by 2005 in all cases.

3. AGRICULTURE

In agriculture, China will make substantial reductions in tariffs both on accession
to the WTO and over time. It will adopt tariff-rate quotas that provide significant
market access for bulk commodities of special importance to American farmers. It
will agree to apply science-based sanitary and phytosanitary standards including in
grains, meats and fruits. And it will eliminate export subsidies. Notable achieve-
ments here include:

Tariffs—China’s agricultural tariffs will fall from 31% to 14% for our priority
items. All cuts occur over a maximum of four years, and will be bound at the applied
levels. To cite a few examples:

Current Level Under the Agreement
Beef e 45% 12%
Citrus 40% 12%
Apples . 30% 10%
Cheese . 50% 12%
Wine ... . 65% 20%
Beer ........... 70% 0%

TRQs—China will liberalize its purchase of bulk agricultural commodities like
wheat, corn, rice, cotton and so on, through tariff-rate quotas—that is, very low tar-
iffs (1% for bulk commodities) on a set volume of commodities. We include in this
portion of the agreement provisions to maximize the likelihood that these TRQs are
filled. In particular, a portion of each TRQ is reserved for importation through pri-
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vate traders, and TRQs which have not been filled will be redistributed to other
end-users with an interest in importing on a first-come, first-served basis. Some sa-
lient examples include:

1‘}33) Total " Initial TRQ ~ 2004 TRQ  Private Share
COLEON vveevieeieeiieieeieeete et ae s 200,000 mt 743,000 mt 894,000 mt 67%
WREAL ..ottt 2,000,000 7,300,000 9,636,000 10%
mt mt mt
COTTU et 250,000 mt 4,500,000 7,200,000 25%, grows
mt mt to 40%
Rice total ....cccoevevininiiineiercneeeeeee 250,000 mt 2,660,000 5,320,000 —_
mt mt
short/med grain .........cccccovvvvviiniiiniiiiiies e 1,330,000 2,660,000 50%
mt mt
10Ng Grain .....ccooceeviiiiis e 1,330,000 2,660,000 10%
mt mt

Export Subsidies—China will eliminate agricultural export subsidies. This is an
important achievement in its own right, and a step toward our goal of totally elimi-
nating export subsidies worldwide.

Domestic Support—China has committed to cap and reduce trade-distorting do-
mestic subsidies. China also committed to provide greater transparency to make its
domestic support measures more predictable.

Sanitary & Phytosanitary Standards—China will agree to apply sanitary and
phytosanitary standards based on science. Among other things, this will give us ad-
ditional means of enforcing the Agreement on Agricultural Cooperation and its com-
mitment to lift longstanding bans on American meats, citrus fruit and Pacific North-
west wheat.

4. SERVICES

In services, China will open markets across the spectrum of distribution services,
financial services, telecommunications, professional, business and computer services,
motion pictures, environmental services, and other industries.

Grandfathering—China will protect the existing activities and market access of all
service providers operating in China at the time of accession.

Distribution—As noted above, China now generally prohibits firms from distribut-
ing products other than those they make in China, or from controlling their own
distribution networks. Under the Agreement China has agreed to liberalize whole-
saling and retailing services for most products, including imported goods, through-
out China within three years. This will remove all restrictions on wholesaling, re-
tailing, maintenance and repair, marketing, customer service and transportation,
along with restrictions on auxiliary services including trucking and air express de-
livery, air courier, rental and leasing, storage and warehousing, advertising and oth-
ers. This is of immense importance in its own right and as a step that will enable
our exporters to do business more easily in China.

Insurance—Currently only two U.S. insurers are operating in China’s market.
With WTO accession, China agrees to award licenses solely on the basis of pruden-
tial criteria, with no economic-needs test or quantitative limits on the number of li-
censes issued; progressively eliminate geographic limitations within three years, and
permit internal branching consistent with the elimination of these restrictions; over
five years expand the scope of activities for foreign insurers to include group, health
and pension lines of insurance. For non-life insurance, branch and joint-ventures at
51 percent equity share are permitted on accession, and wholly-owned subsidiary
permitted within two years from date of accession. For life insurance, joint ventures
are permitted with the partner of choice at 50 percent equity share upon accession.

Banking—Currently foreign banks are not permitted to do local currency business
with Chinese clients, and only a few can engage in local currency business with
their foreign clients. China also imposes severe geographic restrictions on the estab-
lishment of foreign banks. With this agreement, China commits to full market ac-
cess in five years for U.S. banks. China will allow internal branching and provide
national treatment for all newly permitted activities. It will also allow auto financ-
ing on accession, and allow local currency business with Chinese enterprises start-
ing two years after accession, and allow local currency business with Chinese indi-
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viduals from five years after accession. Both geographic and customer restrictions
will be removed in five years.

Securities—China will permit minority foreign owned joint ventures to engage in
fund management on the same terms as Chinese firms. Minority joint ventures will
be allowed to underwrite domestic equity issues and underwrite and trade other se-
curities (debt and equity). As the scope of business expands for Chinese firms, for-
eign joint venture securities companies will enjoy the same expansion in scope of
business. China has also agreed to hold regular consultations with the U.S. Treas-
ury Department under the auspices of our Joint Economic Commission with China.
The purpose of this is to exchange information and assist the development of Chi-
na’s financial and capital market.

Telecommunications—China now prohibits foreign investment in telecommuni-
cations. With WTO accession, it will join the Basic Telecommunications Agreement,
implementing regulatory principles including interconnection rights and regulatory
rules. It will end geographic restrictions for paging and value-added services within
two years, mobile and cellular within five years, and domestic wireline and closed
user groups in six. It will also end its ban on foreign direct investment in tele-
communications services, allowing 49% foreign investment in all services and 50%
foreign ownership for value added and paging services in two years.

Audiovisual—China does not now allow foreign participation in distribution of
sound recordings. Under the agreement, China will allow 49% foreign equity for the
distribution of video and sound recordings, majority ownership in three years for
construction and ownership and operation of cinemas. China has also agreed to
allow the importation of 20 films per year on a revenue-sharing basis.

Other—Also covered is a broad range of other services—architecture, engineering,
accounting, legal, travel and tourism, computer and business services, environ-
mental services, franchising, express delivery and many more. In each, China has
made specific, enforceable commitments that open markets and offer competitive
American industries important new opportunities.

5. PROTOCOL ISSUES

Finally, our bilateral agreement deals, appropriately, with the special and un-
usual characteristics of the Chinese economy. These include the high degree of state
participation in the Chinese economy; a series of industrial policy measures in-
tended to draw jobs and technology from the U.S. and other trading partners to
China, such as local content, offset and export performance requirements as well as
forced technology transfer; and special measures to address import surges from
China and unfair export practices like dumping.

Altogether, no agreement on WTO accession has ever contained stronger meas-
ures to strengthen guarantees of fair trade and to address practices that distort
trade and investment. China’s major commitments in this regard include:

Import Surge Protection—China agrees to a twelve-year product-specific safeguard
provision, which ensures that the U.S. can take effective action in case of increased
imports from China which cause market disruption in the United States. This ap-
plies to all industries, permits us to act based on the lowest showing of injury, and
act specifically against imports from China.

Non-Market Economy Dumping Methodology—China’s WTO entry will guarantee
our right to continue using our current “non-market economy” methodology in anti-
dumping cases for fifteen years after China’s accession to the WTO.

Subsidies—Likewise, when we apply our countervailing duty law to China, we
will be able to take the special characteristics of China’s economy into account. Spe-
cifically, where government benefits are provided to an industry sector and state-
owned enterprises are the predominant recipients or receive a disproportionate
share of those benefits, the United States could take action under our unfair trade
laws. The agreement also establishes that the U.S. can determine whether govern-
ment benefits, such as equity infusions or soft loans, have been provided to an in-
dustry using market-based criteria rather than Chinese government benchmarks.

Investment Reforms—China will reform a large number of policies intended to
draw jobs and technology away from China’s trading partners. It will, for example,
implement the WTO’s Agreement on Trade-Related Investment Measures agreement
on accession; eliminate mandated offsets, local content and export performance re-
quirements and refuse to enforce contracts containing these requirements; and not
condition investment licenses on performance requirements of any kind. All of this
will make it significantly easier for Americans to export to China from home, rather
than seeing companies forced to set up in China in order to sell products there.
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Technology Transfer—China will abolish requirements for technology transfer for
U.S. companies to export or invest in China. This will better protect our competi-
tiveness and the results of U.S. research and development.

State-Owned and State-Invested Companies—China commits that state trading
companies and state-invested enterprises will make purchases and sales solely on
commercial terms, specify that purchases by these companies are not government
procurements and thus are not subject to any special or different rules that could
undercut the basic commitment, and provide U.S. firms the opportunity to compete
for sales and purchases on non-discriminatory terms and conditions.

Textiles—Under our agreement, quotas will remain in effect for Chinese textiles
as for those of other WTO members until 2005. From then until January of 2009,
we will have a special safeguard enabling us to address market-disrupting import
surges from China in the textile sector. This is in addition to the broader product-
specific safeguard noted above.

CASE STUDY: THE AUTO INDUSTRY

To illustrate more clearly the cumulative effect of these commitments, let me offer
a case study of the present situation and the changes WTO accession will make for
the automobile industry.

At present, a combination of trade barriers and industrial policies adopted to draw
auto investment to China makes it virtually impossible to export cars to China.
Typically, we export about 600 cars a year to China, many of them used; last year,
the figure was likely below 400. This is far less than a single average U.S. auto
dealership sells in a year, and fewer than the 688 motorized golf-carts we sold to
China from January to November 1999. Our bilateral agreement addresses the poli-
cies which have limited our export capability as follows:

—We reduce barriers at the border: cutting tariffs from 80-100% today to 25%
in 2006; forbidding discriminatory value-added taxes; and raising the current vir-
tually prohibitive quota to $6 billion worth of autos and then eliminating it entirely
within five years.

—We commit China to open its distribution markets and grant trading rights, en-
suring that firms and dealerships in China can import autos directly from the
United States, and that Americans can move their products freely within China to
the areas of greatest demand.

—We open up services essential to auto sales: China will let auto firms provide
financing, set up dealerships, advertise their products, provide repair and mainte-
nance, and import parts.

—We abolish certain industrial policies intended to draw auto jobs, investment
and technology to China: China will abandon requirements that require firms to set
up factories in China in order to sell in China, and abolish local purchase require-
ments and forced technology transfer.

—We strengthen our guarantees that auto production and jobs in the United
States will be secure. On the import side, we include in the agreement a “product-
specific safeguard” available to all industries for 12 years—in this case, a guarantee
that if auto imports from China should rise so as to cause market disruption, we
can impose emergency limits; and a guarantee we will be able to employ special
“non-market economy” methods of calculating and counteracting dumping for fifteen
years.

—And we have enforcement mechanisms for all of these separate and overlapping
commitments. This includes our own American trade laws and the WTO’s dispute
settlement mechanism.

Thus, we in essence have a comprehensive agreement on automobile trade; and
we match it, although specific features differ, in every industry of significant con-
cern to the U.S. economy.

ENFORCEMENT

Of course, trade commitments require full implementation and enforcement to be
meaningful in practice. Our previous successes in improving intellectual property
rights and enforcing textile commitments demonstrate how crucial constant over-
sight, monitoring, and strict enforcement are in the case of China, and our trading
partners in general. And with China’s WTO membership, we will gain a number of
advantages in enforcement we do not now enjoy.

First is the WTO dispute mechanism itself. In no previous agreement has China
agreed to subject its decisions to impartial review, judgment and ultimately imposi-
tion of sanctions if necessary.
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Second, of course, is our continued right to use the full range of American trade
laws, including Section 301, Special 301, and our countervailing duty and anti-
dumping laws.

Third, we gain substantial new leverage by creating the product-specific safe-
guard, as well as guaranteeing our right to use non-market economy antidumping
methodologies. These features of the accession will significantly strengthen our abil-
ity to ensure fair trading practices.

Fourth, and very significant, we strengthen our enforcement capabilities through
the multilateral nature of the WTO. The accession, to begin with, will create a mul-
tilateral review mechanism to monitor all of China’s implementation closely. And as
these commitments come into effect, China will be subject to enforcement by all 135
WTO members, significantly diminishing China’s ability to play its trading partners
off against one another. In all previous disputes over Chinese compliance with
agreements, notably those over intellectual property, the United States had to act
alone. With China in the WTO, we will be able to work with 134 other members,
many of whom will be concerned about the same issues we raise and all of whom
will have the legal right to enforce China’s commitments.

Fifth, the specificity of China’s commitments in this bilateral agreement will help
us ensure that China complies. Experience shows that agreements with China are
enforced most satisfactorily when obligations are concrete, specific, and open to
monitoring. Our bilateral agreement therefore includes highly specific commitments
in all areas, clear time-tables for implementation, and firm end-dates for full compli-
ance. These allow us carefully to monitor China’s compliance and present clear evi-
dence of failure to comply.

Finally, however, enforcement as in any agreement depends on U.S. commitment.
We are already preparing for the monitoring and enforcement effort this will require
through President Clinton’s request for new enforcement and compliance resources
at the USTR, the Commerce Department, USDA and other branches of government
with enforcement responsibilities. The President is requesting resources for the larg-
est monitoring and enforcement effort for any agreement ever, covering China’s obli-
gations in the WTO and also import administration issues such as dumping and
countervailing duties.

NEXT STEPS

As comprehensive as this bilateral agreement is, China’s work to join the WTO
is not yet done.

First, it must reach bilateral market access agreements with other WT'O mem-
bers. While it has finished such agreements with approximately 15 WTO members
including Japan, Brazil, Canada and other major trading partners, it must still com-
plete talks with the EU, India, Mexico and others. China must also complete a mul-
tilateral negotiation at the WTO, principally covering commitments on a range of
WTO rules. Each of these steps is proceeding, and upon completion, should
strengthen the already very strong accession agreement we negotiated.

PERMANENT NORMAL TRADE RELATIONS

By contrast to this comprehensive set of enforceable one-way concessions on Chi-
na’ss part, the U.S. commitment is merely to continue our present policies. Thus, the
U.S.:

—Makes no changes in our current market access policies.

—Preserves our right to withdraw market access for China in the event of a na-
tional security emergency.

—Requires no changes in our laws controlling the export of sensitive technology.

—Amends none of our fair trade laws.

But we do have one obligation: we must grant China permanent NTR or risk los-
ing the full benefits of the agreement we negotiated, including broad market access,
special import protections, and rights to enforce China’s commitments through WTO
dispute settlement.

This is, in terms of our policy toward China, no real change. NTR is simply the
tariff status we have given China since normalization of diplomatic relations in
1979; which Congress has reviewed every year since, and found to be in our fun-
damental national interest. Thus permanent NTR represents little real change in
practice. But the legislative grant of permanent NTR is critical. All WT'O members,
including ourselves, pledge to give one another permanent NTR to enjoy the benefits
available in one another’s markets. If Congress were to refuse to grant permanent
NTR, our Asian, Latin, Canadian and European competitors will reap these benefits
but American farmers and businesses may well be left behind.
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WTO ACCESSION AND AMERICAN STRATEGIC INTERESTS

From the perspective of trade policy, then, this choice is absolutely clear. China
offers a set of one-way, enforceable trade concessions. In return, we are asked only
to confirm the normal trade status we already grant to China; and if we do not,
we run a substantial risk of permanently disadvantaging hundreds of American in-
dustries and their American workers.

From the perspective of reform and liberalization in China, the choice is equally
clear. As it implements these commitments, China will become a country which is
more open to the world, whose people enjoy more choices in daily life and more con-
tacts with the outside world, and whose government in a number of important fields
is more responsive to the rule of law than it is today.

But we must also look to a still deeper issue. China is the world’s largest country,
and over the past decade the world’s fastest-growing major economy. The future
course of our relationship will have great bearing on American security and strategy
in the 21st century, and in this regard WTO accession offers us a great deal.

Our relationship with China today is free neither of deep-seated policy disagree-
ments nor moments of tension. These are perhaps natural: we are great Pacific pow-
ers, and our governments reflect vastly different political systems and values. Such
a relationship, however, poses profound questions for future peace and stability
across much of the earth.

We should not, of course, imagine that a trade agreement will cure all our dis-
agreements. Rather, as the President has said, when we disagree with China we
must act with candor and a firm assertion of our interests and values. But as we
do so, we must also recognize how important a stable and peaceful relationship with
China is—for the world, the Chinese, and ourselves. And thus we have a fundamen-
tal responsibility to find and act upon areas of shared interest and benefit.

We saw this responsibility clearly, and acted upon it, in the Asian financial crisis
two years ago. We see it in the maintenance of peace on the Korean peninsula; the
search for stability in the Taiwan Strait; the environmental problems of the Asia-
Pacific. And we have seen it in trade for over a quarter century.

American trade initiatives in China stretch from the end of the trade embargo in
1972 through our Commercial Agreement; the renewal of NTR for the past 20 years;
more specific trade agreements in the 1980s; our support for China’s participation
in APEC; and the market access, textile and intellectual property rights agreements
of the 1990s. Each step had a foundation in concrete American interests; but each
also helped to promote reform and the rule of law within China, integrate China
in the Pacific economy, and strengthen China’s stake in prosperity and stability
throughout Asia.

As such, together with our network of alliances and military commitments, trade
policy has helped to strengthen guarantees of peace and security for us and for the
world. And China’s WTO accession will be the most significant step in this process
for many years.

CONCLUSION

That is the fundamental meaning of this WTO accession.

It will create a new and fundamentally reformed trade relationship with the
world’s fastest-growing major economy, which offers practical, concrete benefits to
cities and rural areas throughout America: stronger guarantees of fairness for our
working people, farmers and businesses; new export opportunities that mean jobs
and growth for Americans.

It will promote deeper and swifter reform within China, strengthening the rule
of law and offering new opportunities and hope for a better life to hundreds of mil-
lions of Chinese.

And it will offer the prospect of a relationship with the world’s largest nation
which may have moments of tension and volatility, but in which we also act to find
common ground and strengthen hopes for peace.

That is the opportunity before us; and it is one our country must not miss. I thus
ask for the Committee’s support as we seek permanent normal trade relations with
China and its accession to the World Trade Organization.

Thank you, Mr. Chairman and Members of the Committee.
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Chairman ARCHER. Thank you, Ambassador Barshefsky. My
questions will be very brief. First, what options are available to the
Congress on this issue?

Ambassador BARSHEFSKY. I don’t see any options available to
Congress on this issue. We must grant permanent NTR to China
in order to have a WTO relationship with China and in order to
guarantee that we will receive the benefits of the agreement we ne-
gotiated.

Chairman ARCHER. Do we have the ability to vary the agreement
that you have negotiated?

Ambassador BARSHEFSKY. The bilateral agreement that we have
with China is final. There are additional countries, however, that
are still in negotiation with China.

Chairman ARCHER. I understand. But if the Congress made any
effort to change the terms of the agreement, what would happen?

Ambassador BARSHEFSKY. I think that potentially presents us
with a serious situation. China has every reason to believe our ne-
gotiation with them is final. We consulted very closely over the
past 7 years with industry, with Congress, with respect to this
agreement. There are some areas in the agreement, I will use an
example of fertilizer, where we would like to get a little bit more.
We know, for example, Europe is asking for more. Any add-on to
our agreement that any other country gets, we will also get the
benefit of, and we, of course, will continue to work with China bi-
laterally to the extent members indicate to us there are any par-
ticular deficiencies they would like us to work on.

Chairman ARCHER. If we do not approve permanent NTR for
China, what would be the result?

Ambassador BARSHEFSKY. First of all, we will have opened the
Chinese market for the rest of the world because China will still
enter the WTO, but we will not be able to have the full benefits
of what we negotiated.

Second of all, I think in terms of U.S./China relations, that out-
come would be exceptionally, exceptionally damaging. Can you
imagine for 13 years this negotiation has been going on—actually
14 years now—for 14 years the United States has asked China to
do what they are willing to do now. Can you imagine the effect on
relations were they to say, yes, and we say, no? I think this would
be quite devastating to U.S./China relations.

And, last, what would it do to our leverage on any other issue
in China? Human rights? Nonproliferation? Cooperation on envi-
ronmental related issues? What is the effect of the United States
turning away at this most critical juncture on our ability to influ-
ence Chinese practices in a range of other areas of fundamental
concern to the United States. I think a failure by Congress to grant
permanent normal trade relations would be of the utmost serious-
ness.

Chairman ARCHER. As our chief trade negotiator you share with
us concern about the trade deficits with China?

Ambassador BARSHEFSKY. Yes.

Chairman ARCHER. If we fail to approve permanent NTR for
China, what would occur to our trade deficits?
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Ambassador BARSHEFSKY. We know from an ITC study, which
didn’t take into account a number of factors in the agreement, and
from the CBO study that we are likely to see an important increase
in our exports to China. We also know from the ITC—

Chairman ARCHER. No, no. If we fail to approve NTR?

Ambassador BARSHEFSKY. If we fail to, I have grave concerns
about our future export performance to China. I think that this
would undoubtedly increase the trade deficit without any possible
offset.

Chairman ARCHER. Well, it is clear to me in the most simple
logic that if China’s trade barriers stay high against our exports
and are reduced for the exports from other countries in the world,
our trade deficit with China will increase.

Ambassador BARSHEFSKY. Correct. That is what we believe.

Chairman ARCHER. There is no way that it can be reduced.

Ambassador BARSHEFSKY. That is what we would expect.

Chairman ARCHER. And that is important to understand because
some of the opponents of this express concern about the trade defi-
cit as the reason for not giving permanent trade relations with
China and—

Ambassador BARSHEFSKY. The reasoning is exactly the reverse.

Chairman ARCHER. Thank you very much.

Again, thank you for appearing before us.

Mr. Rangel.

Mr. RANGEL. Thank you, Mr. Chairman.

This is really one of the most sensitive and, yet, historic periods
that I have ever been involved in. If we had hearings in Manhattan
and I stayed down below 42nd Street, everyone would say why did
it take so long to open up those markets in China? The investment
bankers, the insurance industries, the whole financial districts they
can see a billion people and all they see is opportunity, the creation
of more jobs, the transfer of technology. And it is so exciting that
on our watch that we would be able to say that we were a part of
doing this and bringing them into a family so that we can provide
some oversight.

Then you get above 42nd Street, where people are working in the
factories, and they ask questions like, how many millions of people
work in China in State-owned and State-invested enterprises? And
some would say, millions. And they say, and are these basically
smart people or people that can learn fast? You bet your life they
can. And even if they couldn’t, don’t we have the technology in
terms of making things to teach them how to do it? You bet your
life we do.

Well, how do you explain that if we went over there and taught
them how to make automobiles, motorcycles, telephones, comput-
ers, and our American entrepreneurs don’t have to deal with mini-
mum wage and health control and environmental conditions and
standards at the work force, would it not make a heck of a lot of
sense to have these things made by competent workers in China
at a dollar a day than $20 an hour some place in Detroit or New
York, if you know you are going to get quality?

And what is it that would prevent a person that is concerned
about getting a good return on the stock investment and saying,
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given the options, China looks pretty good. How would you answer
that, Ambassador?

Ambassador BARSHEFSKY. I would answer it by referring to, I
think, a central point. This is a series of one-way, market-opening,
trade concessions by China. There is no effect on imports into the
U.S. because of this agreement. That is to say we are not altering
our trade regime one iota. The whole focus of this agreement is on
our ability to export from the United States to China. We did not
alter Chinese investment rules to make it massively easier to in-
vest in China. That is not the purpose of this agreement. The pur-
pose is job creation in the U.S., the increase in our export opportu-
nities from the U.S. It is one of the reasons, Congressman, that we
focus so heavily on trading rights, on the right to distribution, be-
cause we need to get our products out of the United States and
over there from the United States. And the entire agreement, from
soup to nuts, is geared toward that end.

The one change we did make on the investment side which I
think is very important and goes to the same question you have
asked is that we don’t want the Chinese to be able to have a sys-
tem that drains jobs or technology from the United States as a con-
dition of doing business in China or as a condition of importing into
China or as a condition of investing in China if companies want to
invest.

So, forced technology transfer will be prohibited. Local content
requirements in China prohibited. You don’t have to set up shop
in China to sell into China.

Mr. RANGEL. Okay. I understand that we are expanding our mar-
kets in China and that is what the agreement is about. But in
terms of protecting our workers about things that they do in China,
how does that relate to the agreement with the ridiculous hypo-
thetical that I set up where near-to-nothing wages—I mean I vis-
ited some of those State factories and they look pretty good to me
in terms of the work being produced. Of course, the conditions in
which they were working and the wages that they were receiving
did not compare to the United States.

And, so, if people are concerned that it is possible, with hundreds
of millions of people working in China, that all of the jobs that we
have in the United States could just be sucked into China because
they could produce a comparable product—I am not talking about
the high-tech stuff—at a cost that was minuscule compared to what
it is here. And I am just trying to ask you how I can explain above
42nd Street why this is such a good deal?

I mean I can see why it would be best to support permanent
trade relationship, I can see why we would want them in the WTO
so we can monitor them. I could see why progress causes some pain
and this is the adjustment you have to make and balance the more
jobs you get then you lose. But when I hear members and people
saying this is win-win-win, nobody loses, then I just want you to
give me that winning argument for the factory workers and say,
hey, you win, too. Now, how do they win?

Ambassador BARSHEFSKY. As I have said—and I will answer
your full question—factory workers win because they will be able
to export products to China they can’t export now and have never
been able to since 1949.
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Mr. RANGEL. Why would China want to import products that
they can make for a fraction of the cost?

Ambassador BARSHEFSKY. Oh. Because many of their—because
their State-owned enterprises, by and large, are loss-making. They
are not modern. The quality produced is not good.

Mr. RANGEL. That is good. Now, if I run the U.S. Widget Com-
pany and I visit China and I find out that these millions of people
are not that good but they are hard-working and they are ready to
put in 15 hours a day, and I bring in my scientists and my techni-
cians from MIT and I say, look, you know, pretty much we do in
economic depressed areas in the United States and I say, hey,
these people need—like you do in the Army—these people need
some training, and they need some technology; can you bring—like
you do in other developed—can you bring them up? And they say,
yes, we can do it.

And I see all of these millions of people just doing what we do
here in the United States, maybe not as well. But you say this is
no threat at all.

Ambassador BARSHEFSKY. I don’t think a weak China, I don’t
think a China in which per capita GDP is $600 a year is in our
interest. I don’t think it has ever been U.S. policy to keep poor
countries poor or to stop them from developing the industries that
they need. Our policy, instead, has been a much more mutually
supportive policy; one which promotes prosperity. They will be bet-
ter countries as they gain on the income scale; not if they stay
where they are and certainly not if they fall on the income scale.

Mr. RANGEL. Well, that is my point. We would encourage invest-
ment there, we would encourage the transfer of technology, we
would encourage productivity so that they would have more dispos-
able income so that they could buy more U.S. exports.

Ambassador BARSHEFSKY. But this agreement does not encour-
age additional investment in China.

Mr. RANGEL. But I mean it doesn’t stop it.

Ambassador BARSHEFSKY. It certainly doesn’t stop it but I don’t
think it is U.S. policy to stop private companies from investing in
other countries.

Mr. RANGEL. Okay. I just asked for an answer to see how I could
tell the American workers that you are winners in this, too. I think
the way I had looked at it that there are winners and there are
losers. And on balance, I thought you would say that there are far
more winners in the long run, especially since we cannot control
the free market place. But if you are saying that we should tell our
labor leaders that they should look for expanded membership be-
cause this is going to be a big boom for them and that they ought
to tell their kids to get out and learn trade unionism because it is
coming back like never before, then I will try that. [Laughter.]

Ambassador BARSHEFSKY. If I may say, just to reemphasize, this
agreement is geared towards exports from the U.S. Let me use the
auto sector as an example. Right now you can barely export any
cars from the U.S. to China at all. Some snow mobiles, a couple of
hundred cars, mainly used cars. That is it. Why? Because you have
no right to export to China. That will be removed. You have high
tariffs, 80-to-100 percent; that will go down to 25. The Asian aver-
age is 40. You can’t then set up a dealership; you will be able to
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now. You can’t distribute your product; you will be able to now.
You can’t service the product; you would be able to now.

Mr. RANGEL. If they were operating in good faith, and they are
opening up their markets to us because they think it would make
sense, why would we have to deal with the WTO? Why couldn’t we
have a bilateral agreement and let them buy the cars?

Ambassador BARSHEFSKY. Because China won’t make—we are
talking about concessions across the entirety of the Chinese econ-
omy.

Mr. RANGEL. My side said we didn’t give up anything to China,
we were win-win-win. We didn’t give them anything. They want to
buy cars, they want to open up their markets and we agreed with
them and they just gave us everything we wanted. Why do we have
to be involved with the WTO? Why is the Congress involved? Let
the free market place work its will. Open up your markets and buy
what we got.

Ambassador BARSHEFSKY. I would hope your argument isn’t that
a rules-based trading system is of no value to the United States be-
cause that is a proposition I couldn’t possibly accept. It is all the
more important that China be bound by a system of rules which
are enforceable and which are monitored by the countries of the
world so it doesn’t just fall on the United States to try and make
its way as best it can with China.

I think it is very important, if we believe in economic reform for
China, if we believe in advancing a rule of law in China, if we be-
lieve that China ought to be under some degree of multilateral sur-
veillance with respect to economic reform, if we believe that there
may be a positive spillover effects from economic reform to reform
in other fields, surely we want China in the WTO bound by a set
of enforceable rules.

I don’t know how else one would go about trying to encourage re-
form in China and at the same time trying to advance our own fun-
damental interests, both economic as well as human rights related.

Chairman ARCHER. Succinctly, compared to current law, which is
the only comparison we can really make—

Ambassador BARSHEFSKY. Yes.

Chairman ARCHER.—there will be no losers in the U.S.?

Ambassador BARSHEFSKY. Correct.

Chairman ARCHER. Mr. Crane?

Mr. CRANE. Thank you, Mr. Chairman.

And, again, congratulations, Ambassador, you have done a re-
markable job as usual. I would like to remind our distinguished col-
league from New York that for all those people north of 42nd
Street, remind them that if we don’t lower these barriers there are
great opportunities to open up business in China and shut them
down in New York City. And, in fact, we have already suffered that
in some instances because of the artificial barriers to trade. And I
would remind our Chairman, too, that one of the big concerns—and
we have heard some of it expressed by witnesses already—is a
huge surge in U.S. imports and it is the Great Wall of China for
the descendants of Smoot & Hawley to put around the United
States to prevent goods from coming in.

I want to touch upon one issue that you mentioned earlier and
that has to do with the fertilizer sector and it is one of the areas
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where I have got a parochial interest in my district because we
have one of the large fertilizer producers. But that is our fourth
largest export to China and it is over $1 billion a year right now
as I understand it.

Ambassador BARSHEFSKY. Yes.

Mr. CRANE. But we didn’t get significant opportunities to make
further progress here. Have you got any update on that and what
the future may hold?

Ambassador BARSHEFSKY. Well, we made good progress in reduc-
ing fertilizer tariffs, lifting bans and full rights to distribution over
time. Where we have run into a problem is with respect to trading
rights on fertilizer. That is a serious problem. I have talked about
it to Zhu Rongji as well as others in the Chinese leadership. China
has agreed to try and work this out with us and we are in the proc-
ess of attempting to do just that.

Mr. CRANE. And the second question is in Section 1106 of the
Omnibus Trade and Competitiveness Act of 1988, that requires the
President to make certain determinations about China’s State trad-
ing enterprises before they accede to the WTO including whether
China’s State trading enterprises are adversely affecting U.S. for-
eign trade. And at what point in the WTO negotiations with China
will the President make a determination on that issue?

Ambassador BARSHEFSKY. Well, we have spent a considerable
amount of time on the State trading enterprise issue and there will
be further work on that done in Geneva. We have firm commit-
ments from China with respect to the manner in which State trad-
ing enterprises will conduct their business, that is to say on com-
mercial terms. But we have expanded the definition of State enter-
prise to include not only State trading enterprises, not only State-
owned enterprises but, most importantly, State-invested enter-
prises.

So, that we have within the rules any form of State involvement
in enterprises which make goods or which provide services. So, we
will be making determinations on this in the course as we proceed
with the accession but we feel quite comfortable in the way in
which we are now able to handle much better the State enterprise
issue.

Mr. CRANE. And my final question is—and we have it here in the
United States, too, divisions between those who support expanding
free trade and those who are opposed to it—but I understand there
are also disagreements within China proper between reformers and
nonreformers. And do you expect China to have any difficulty in
ratifying the WTO accession from within their own ranks?

Ambassador BARSHEFSKY. I would not expect any difficulty. I
think the fundamental decision to join the WTO has been made as
evidenced by China’s agreement bilaterally with the United States.
But I would make this point and it really goes to the question that
Chairman Archer asked about the effect if PNTR were not granted
to China and that is this: There is clearly still a leadership split
in China. The majority favors economic reform but there is, as you
know, a strong minority which views things quite differently.

We should do nothing that would strengthen the hands of the
hardliners in China, those who would rather see the population cut
off, more isolated. We should do everything we can to strengthen
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the hands of the reformers in China who want to see China mod-
ernize at a more rapid rate, providing not only opportunity for us
but much greater opportunity for the Chinese people. And it is be-
cause that leadership split still exists that PNTR becomes all the
more important.

Mr. CRANE. Now, we, as you know, have some of those same divi-
sions in our own ranks but we thank you for the outstanding work
that you have done, keep up.

Ambassador BARSHEFSKY. Thank you.

Chairman ARCHER. Mr. Thomas?

Mr. THOMAS. Thank you, Mr. Chairman.

I want to start by thanking our colleague Sandy Levin for the
very thoughtful statement that he has presented. Rarely do we get
specific, concrete proposals; rather we get general and vague feel-
ings, and I appreciate the specificity with which he outlined his
concerns.

I want to strongly support the first proposition. I wouldn’t ordi-
narily say this is something that would be useful or necessary but
in our ongoing need to bring China into the rest of the world, this
approach I think, if done correctly, should be seen as a very posi-
tive review structure rather than a negative one, and I think it is
definitely worth pursuing.

On his second point about annual review, maybe it is too difficult
to change the structure. That does spotlight them. But clearly if we
can put it into the normal review process or some nonextraordinary
but not annual review process that might be useful.

Again, also on the third point, I don’t know that moving in that
direction right now creates the atmosphere that I think we need.
But I want to strongly support you on your fourth and fifth point.

When democracies and Democrats, small “d”, within those de-
mocracies discuss labor, I think it is an entirely appropriate proc-
ess to say, do we want to export our labor laws, our price structure
to another country that maybe is bootstrapping it if it is a fun-
damental democracy and they want to invest and use what they
have as an advantage which is cheap labor and that they don’t al-
ways want to be in that position, they want to advance themselves.

But I want to underscore the fact that I don’t think any of us
should be opposed to reviewing the world’s largest nonmarket
economy’s emergence into a market world and not get them to un-
derstand that this is of critical concern. And that, both in point
four and five, China must show transparency. And the documents,
which is the fifth point, have to be governed by transparency.

Someone told me the other day, well, at worst it is simply going
to be another European Union in the WTO. We don’t need another
EU. Or, more specifically, it is just going to be another France. We
don’t need another France. And if a little earlier behavioral train-
ing can stop that from occurring, especially as we begin to move
in the area of intellectual property rights where you get into cul-
tural content and the rest, it would certainly serve all of us to cre-
ate these monitoring, reporting, supportive and instructional as-
pects of Sandy’s proposal. And I want to thank you for that, Sandy.

As to my friend from New York. I enjoy listening to your concern
about above 42nd Street and below 42nd Street. West of the Hud-
son there is a fairly large country.
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[Laughter.]

Mr. THOMAS. And I enjoy these discussions about what China is
going to do next, i.e., start importing cars and drive the automobile
market from the United States. I just want to remind my friends
that the United States is the cheapest country in the world where
you can drink water from a faucet in building cars. Why else is
Mercedes building SUVs here, why else is BMW building SAV, a
sports activity vehicle? When you look at comparative magazines
and look, say, for example, at the product from Korea in the auto-
motive business which is getting better—originally they were using
old patented copies of Japanese products—it is always they are get-
ting better but they haven’t met the Japanese standard. When, in
fact, most people don’t realize that the Toyota Camry or the Honda
Accord, which is the Japanese standard, are manufactured in the
United States. So, it is the United States notwithstanding the engi-
neering and approach to production that the Japanese have
brought—which Americans have to a certain extent copied, which
is a word that is often used in the other direction—to produce bet-
ter products ourselves.

And then the last thing is a question to you, Ms. Ambassador.
I appreciate the work that you have done. I have marveled at your
willingness to stay with it, notwithstanding the slings and arrows
of everybody’s outrageous fortune towards you including those peo-
ple who are supposed to be most supportive of you. You said last
week that in terms of the Seattle situation the President made
some off-the-cuff remarks. We are in the eighth year of the Clinton
Administration, the last year. You placed an extraordinary impor-
tance on the passage of this legislation. I agree with you. It is my
hope that we won’t be hearing off-the-cuff remarks from the Presi-
dent, that he be scripted as best you or whoever it is that is going
to advise him scripts him on what he says. But more importantly
it is what he does.

If he says it is up to the business community and others to de-
liver Democratic votes on this issue, he hasn’t been in my opinion
well scripted. If the President and the Vice President, in fact, want
this passed they are going to have to roll up their sleeves and help
deliver the Democrat votes.

We will do the best we can on our side. But it requires everyone
not passing the buck to someone else but everyone, including the
President and the Vice President, working as hard as they can to
deliver the vote, in my opinion, as soon as we can. Time is our
enemy and things happen that we don’t anticipate but that it is ev-
eryone’s responsibility who wants to see a better, more ordered
world trading structure that includes China, to get to work.

And my only message to you is I hope you can carry that mes-
sage to him: No unscripted remarks and really hard work from the
President and the Vice President in delivering the votes necessary
to pass.

Ambassador BARSHEFSKY. If I might respond and you can imag-
ine that I would want to. I think the President has shown, not only
during the course of his Presidency but in his campaign before he
ever became President, a consistency of purpose, a consistency of
philosophy that really, particularly on international economic mat-
ters, that I believe is unmatched by any other President. I think
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the notion of the President needing to be scripted, there aren’t
enough IQ points in this room cumulatively to script the President.
He knows where he wants to go on these issues. On occasion, as
he has said, himself, he says some things that perhaps didn’t come
out quite right. But I think that there is no question about his ab-
solute dedication to the international economic issues, his leader-
ship on those issues, his vision, his philosophy with respect to not
only trade issues but also with respect to what he views as impor-
tant additional components, whether labor rights, environmental or
other issues.

I think also it will be necessary that a comprehensive effort is
put forward to pass permanent NTR and certainly, and I agree
with you on this, this will involve all elements of those who support
PNTR: The Administration, led by the President, and he is very
clearly doing that already; the business community, members of
Congress, so on and so forth.

And I think that kind of comprehensive effort will bring about
a permanent normal trade relations for China.

Mr. THOMAS. The past is prologue, words are cheap, we have a
very short time.

Thank you.

Mr. CRANE [presiding]. Mr. Levin.

Does the gentleman want to yield to Mr. Matsui first?

Mr. LEVIN. Aren’t you following—I do believe in seniority now
that I am number five on this side.

Mr. CRANE. No. The only reason I called upon you, Mr. Levin,
was that you were here in the committee room before Mr. Matsui.
So, I am sorry, Mr. Matsui, we will yield to you first.

Mr. LEVIN. Okay. Please, go ahead.

Mr. MATSUL Thank you, Mr. Chairman.

I appreciate your yielding to me. First, I want to thank Ambas-
sador Barshefsky for being here today and congratulate her on the
tremendous agreement that she reached last November with re-
spect to the Chinese. I think it was far-reaching, I think it was
comprehensive and it certainly was one that I think the entire
country did not expect. It was much greater than anybody could
have imagined and I think it was due to your, obviously, persever-
ance, but negotiating skills and we really appreciate it very much.

I would like to associate myself only with the comments of Mr.
Thomas as it pertains to Mr. Levin, not with respect to Mr. Rangel
or the President. I think Mr. Levin’s opening statement and the
five points that he raised really are things that we need to look at.
I think it is very comprehensive, it doesn’t touch upon the basic
agreement, it doesn’t require going back to the Chinese and renego-
tiating and it is one that I think a broad spectrum of members on
both sides of the aisle would really appreciate if we can find some
way to approach this issue with respect to incorporating some of
the principles that he stated in his opening statement. I want to
thank you and I think the thoughtful approach that you put to this
has actually helped further this debate and I want to tell you that
I associate myself with what you have done and what Mr. Thomas
said about your comments.

I would like to just make one observation and that is a lot of
members and certainly the American public does not know what
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we are going to be voting on if the Europeans complete the agree-
ment with the Chinese and the other countries eventually, too, and
then we do the protocol and China is finally admitted into the
WTO. I think we need to really spend a moment on that and other
moments as well, beyond the committee room.

Ambassador, if you could help me; what exactly are we going to
be voting on and if we turn down the vote, that is the waiver of
the Jackson-Vanik on a permanent basis with respect to China,
what are the consequences of that in terms of the Europeans, the
Japanese, the Brazilians and others with respect to the Chinese
market and our ability to compete in the Chinese market?

Ambassador BARSHEFSKY. Members of Congress are not voting
on China’s accession to the WTO. That is within the President’s
prerogative after all the WTO requirements have been met. What
Congress will be voting on is providing permanent normal trade
status for China. PNTR is critical because without it we do not
have a WTO relationship with a country that accedes. A WTO rela-
tionship in this instance would guarantee that we would have the
full benefits of the agreement that we negotiated.

Without that guarantee we run a very substantial risk, as I said,
that we would have opened China to our Japanese competitors, Eu-
ropean, Latin American, African competitors but not be able to
take full advantage of what we, ourselves, negotiated in terms of
market opening in China. This is acutely the case with respect to
the full range of service sectors, with respect to trading rights and
distribution rights, with respect to all of the special safeguard pro-
visions we have negotiated on import surges, dumping, tech trans-
fer and so on, and with respect to dispute settlement. Every one
of those market opening and market protective initiatives would be
cast in very substantial doubt. Available to everyone else in the
world, but quite possibly and quite probably not available to us.

Mr. MATSUL In terms of the amount of growth China will have
over the next decade I have heard a trillion worth of infrastructure.
They will probably have to build every year the equivalent of a one
Pacific Telesys unit in terms of just trying to get the consumers to
have, instead of currently maybe two telephones in every home,
five or six. Could you tell me what the perspective is on China’s
growth and if we are not in there what will happen with respect
to the French and Germans and others?

Ambassador BARSHEFSKY. I can’t give you precise numbers. I see
numbers all over the lot. But what we do know is that China’s rate
of economic growth is among the strongest in the world. Their in-
frastructure needs are among the highest in the world. And the op-
portunities for us certainly over a number of years amount in the
trillions of dollars. These are not small sums of money. These are
massive sums of goods, services, investment, agricultural products,
which China will need over time.

I think the CRS study, if memory serves, has indicated that
under the agreement we would, in effect, see our exports to China
almost double in the next five years. I think that is a preliminary
indication of the range of opportunity that would be available to
U.S. exporters over a very short period of time.

Mr. MATsUL. May I bring one specific issue up and that is UPS.
UPS has been trying to get into the China market for years now.
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Ambassador BARSHEFSKY. Right.

Mr. MATSUL In fact, many of us on this committee and others
have written letters seeking opening the Chinese market to United
Parcel Service, UPS. Now, how does that create U.S. jobs and how
does that actually increase perhaps the membership of the Team-
sters Union?

Because my thinking on this is that if I have a package and I
want to send it to China somebody has to pick that package up.
And I would imagine if we have doubling or tripling of that over
the next ten years, that means doubling or tripling UPS employees,
thereby, doubling and tripling membership in the Teamsters
Union.

And it would seem to me that it would be in the interest of the
employees and the management and the country, at large, if, in
fact, we promoted growth and more employment and perhaps
stronger unions, as well.

Ambassador BARSHEFSKY. Well, I don’t disagree with anything
you have just said. Express delivery service are among the services
that will be further substantially opened upon accession. That in-
cludes, of course, for example, UPS, as you have indicated. And cer-
tainly enhancing opportunities for express delivery in China and
around the world necessarily enhances the opportunities for those
workers who would be employed in picking up packages, sorting,
all of the attendant jobs related to transport services.

Mr. MATSUIL Thank you very much.

Mr. CRANE. Mrs. Johnson.

Mrs. JOHNSON. Thank you.

Ambassador, first, let me congratulate you and your team for ne-
gotiating a truly remarkable agreement both for its comprehensive-
ness and for its strength. And let me also congratulate your Chi-
nese counterparts because it took great courage on their part to ne-
gotiate an agreement that will immediately expose their market to
an influx of goods from around the world, not just from America,
and that will have some dislocating effects, without question. But
it also reflects great faith on their part that their people will be
able to be the quality employees that will capable of producing
goods at a cost and quality that will be competitive. So, in return
for market opening and a great opportunity to sell, we do challenge
ourselves as a society to continued excellence in production.

And I think what I would say to Charlie’s people above 42nd
Street is that we have succeeded in competing, their jobs are there
today with very limited market access on our part to not only
China but eventually to some other markets of the world, and that
the more we can sell the more secure their jobs are. But without
question they will have to learn and become better and better pro-
ducers because all those people in other countries will also be
learning and becoming better and better producers. I think that is
good for all of us. Finally it will raise the standard of living across
the world and secure greater peace.

But what I want to give you a chance to address, because I really
am very pleased that you have retained the right to the nonmarket
methodology. That has been so critical in fundamental areas like
bearings—

Ambassador BARSHEFSKY. Yes, of course.
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Mrs. JOHNSON.—and it is really important to be able to enforce
our anti-dumping laws in countries where they don’t determine
price in the way we do.

Ambassador BARSHEFSKY. Correct.

Mrs. JOHNSON. So, I think the import surge protection and some
other things that you have negotiated I think you need to go into
a little greater depth as to how this agreement does—and compare
it to other agreements. With intellectual property rights it took us
several follow-on agreements to enforce that.

Ambassador BARSHEFSKY. Yes.

Mrs. JOHNSON. And I think most of us understand how, in gen-
eral, a rules-based regimen which the WTO represents helps us be-
cause then you have got all the countries joining with you to en-
force. But beyond that sort of rules-based structure which is the big
item here, nonetheless, below that you have negotiated a number
of very specific enforcement provisions that do not exist in any
other international trade agreement to my knowledge.

Ambassador BARSHEFSKY. Yes.

Mrs. JOHNSON. And I would like to have you go through some of
that because when we did NAFTA people never got the detail of
the tracing requirements which really did give us a very great
power to assure that components would be produced in the free
trade nations.

So, would you go into a little more detail with some of the en-
forcement mechanisms that will guarantee that American jobs will
survive in a fair trade regimen.

Ambassador BARSHEFSKY. Right. I think the important point
here that implementation of PNTR, in the case of every other ac-
cession that the U.S. has ever done, we have either the dispute set-
tlement rules that apply under the international body or we have
our own trade laws but we don’t really have any other specific
mechanisms designed either to be protective of our own market or
designed to act also as leverage on market opening and compliance
in the foreign market. And we rectified that here in a number of
ways which we have never done before in an accession agreement.

One is the anti-import surge mechanism. If, for any reason, Chi-
nese imports into the U.S. surge, as for example, they did on steel
last year as you well know, we will be able to take action and on
a temporary basis, somewhere between two or three years, block or
otherwise reduce the volume of those imports.

Second of all, we have secured the right to continued use of the
nonmarket economy methodology in the dumping law. This is very,
very important because we don’t yet know how prices and costs are
{e)stablished in China except to say that they are not on a market

asis.

Obviously China will be able to demonstrate, as all countries can
under our existing regulations, that they are operating on a market
economy basis in a particular sector. But findings after that, as
under our law, are open for the Commerce Department, and at this
juncture the critical aspect is that we have preserved in full our
current nonmarket economy dumping methodology, all of the regu-
lations and so on.

Third, we have also negotiated a few special subsidy rules. You
know that our countervailing duty law does not apply to nonmarket
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economies. This is because of a series of court cases. This is not an
administrative determination by either this or the Bush Adminis-
tration. This is a series of court rulings. But we thought, well, we
should think ahead and, so, to the extent that countervail law is
deemed to apply, first off, preferential financing will be determined
by market rates. That is whether financing is preferential would be
determined by market rates in China, not by rates charged by the
Chinese Government. And, second of all, China will not be able to
have as a defense in a subsidies case the idea that it subsidizes ev-
erything so nothing is a subsidy. We think we have closed that
loophole quite neatly.

This, again, is another series of provisions we have in other ac-
cession agreement, nor did we ever have it in the case of other non-
market economies that have joined the WTO and the GATT system
before it, like Poland, Hungary, Romania. Poland was, for example,
plainly a nonmarket economy when it joined and we had no such
provisions at that time.

And, of course, we have also clarified the rules on things like
forced technology transfer, local content requirements and the like
to make clear these will be violations if they occur, and this is quite
clear and that is also of great assistance to us and, again, never
before negotiated.

Mrs. JOHNSON. Now, that means that they cannot require that
if an American company wants to sell into their market that they
must produce 10 percent of the product there?

Ambassador BARSHEFSKY. Correct.

Mrs. JOHNSON. That is quite common now.

Ambassador BARSHEFSKY. That is the rule now.

Mrs. JOHNSON. Right, it is really the rule. And it is one of the
reasons we are losing jobs sometimes just to be able to meet the
domestic production requirement. So, when that is wiped out we
will be able to sell without having to invest and produce some of
the product actually in China?

Ambassador BARSHEFSKY. Correct. Absolutely correct.

Mrs. JOHNSON. And will this be implemented over time?

Ambassador BARSHEFSKY. No. Effective upon accession.

Mrs. JOHNSON. That is extremely important. So, that is also
unique to this?

Ambassador BARSHEFSKY. Yes. This is also unique. There a num-
ber of other features but I think these are among the main ones.
We took special care because I think as Congressman Rangel point-
ed out, you know, China’s economy is not the norm and we have
to really be very careful about how we go about this accession. We
have to try and anticipate looking into the future. We have to be
sure that the commitments to which China has agreed are very
specific so there is no question what they were supposed to do by
what date. And these unique series of enforcement mechanisms re-
flect also the fact that we want to be absolutely as sure as we can
be that we can preserve fully the agreement that we negotiated in
terms of benefits to the United States and protect our own market
in unforeseen events.

1 Mrg. JOHNSON. Is this not the first agreement to have that many
ates?

Ambassador BARSHEFSKY. Yes, oh, yes.
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Mrs. JOHNSON. And that very specific approach?

Ambassador BARSHEFSKY. This is highly, highly specific. If you
could visualize in your own mind a grid with commitments running
along the left-hand side and on top dates, year by year by year, and
every box is filled in on the grid. What is it that i1s supposed to be
done in what time frame, that is how the entire agreement looks.

Mrs. JOHNSON. That is very, very important and I thank you for
your good work.

Mr. CRANE. Next is Mr. Levin, oh, excuse me, Mr. Ramstad is
next, then Mr. Levin.

Mr. RaMSTAD. Thank you, Mr. Chairman.

Ambassador Barshefsky, I, too, want to join in all the laudatory
things that have been said about you that are well deserved and
your leadership on these absolutely critical trade issues is very
much appreciated. I think there is no question you have been a
real star in this administration and along with your leadership you
have worked—or as part of your leadership—in a bipartisan, prag-
matic, common-sense way and it has been a pleasure to work with
you on these critical issues.

I just want to digress for a minute, if I may, Ambassador, with
reference to your exchange earlier with Chairman Crane. I am cer-
tainly glad to hear that you are working diligently to resolve the
last-minute switch on the part of the Chinese with respect to fer-
tilizer and that you have gotten a political commitment from them
to address the issue before China joins the WTO.

Ambassador BARSHEFSKY. Yes.

Mr. RAMSTAD. I know representatives from Cargill and the Fer-
tilizer Institute will go more in-depth on this issue in the later pan-
els. But I want to just express my strong support for your efforts
to reach an agreement to improve our access into the Chinese mar-
kets. Certainly you realize the importance of this, I know.

It is our fourth-largest, the United States’s fourth-largest export
and, of course, China consumes 30 percent of the world’s fertilizer.
So, thank you, for your work on this and your recognition of this
problem and that it needs to be turned around.

I now want to shift gears. By the way I have to say that I was
somewhat amused by your comment as to the cumulative intel-
ligence quotient in this room. I think your summary statement was
a bit prejudiced. You are looking forward. If you turned around
there is a lot of collective wisdom certainly in this room and I am
not in any way disparaging. We have a very, very bright President
but there is a lot of good wisdom in this room and I think we have
to all work together as Americans on these trade issues, as you
have long recognized.

Ambassador BARSHEFSKY. I agree.

Mr. RAMSTAD. Let me just state another obvious factor. I think
there is so much—when it comes to these trade issues—so much
dogma, so much mythology and even worse, falsehoods, that are
perpetrated by some of the opponents and perhaps sometimes in
good faith, I am not questioning that. However, I think we need to
as soon as these myths, some of this dogma floated in an attempt,
in this instance, kill permanent NTR with China and WTO acces-
sion, I think we need to explain the facts. And just yesterday on
the International Campaign for Tibet website, just yesterday the
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following statement and I am quoting: “The Administration admits
that permanent normal trade relations is not legally necessary for
satisfying international trade agreements.”

Ambassador Barshefsky, my question to you, true or false?

Ambassador BARSHEFSKY. China can enter the WTO without per-
manent normal trade relations but the difficulty is that if they do,
recognizing—and this is true—that we are the only country in the
world that does not already give China permanent normal trade re-
lations, their entering the WTO may end up denying to us the very
benefits we negotiated. PNTR is the only way to guarantee that we
have the benefit of the bargain here.

Mr. RAMSTAD. So, in the most highly technical sense of the word,
legal necessity, it could be argued in the academic theater
perhaps—

Ambassador BARSHEFSKY. It is legally necessary to give PNTR to
China if we wish to guarantee the benefits to us of the agreement
we negotiated.

Mr. RAMSTAD. Very, very well stated. And I think we need to
clarify the record when these false accusations are made. Through-
out this debate I think all of us who understand the importance of
this issue to growing our economy, to creating jobs, to continuing
to be an economic superpower we must do that. And by the way
I applaud the Business Coalition for U.S./China Trade, Bob Papp,
who has long been the leader of this important coalition, for their
efforts in correcting the record on China trade issues. I think it be-
hooves all of us to explain the facts when certain misleading state-
ments are forthcoming.

Ambassador BARSHEFSKY. I agree.

Mr. RAMSTAD. Again, I want to thank you for your leadership. It
is a pleasure to work with you, and I look forward to working with
you in the future.

Ambassador BARSHEFSKY. Thank you.

Mr. RAMSTAD. I yield back the balance of my time.

Mr. CRANE. Thank you.

Mr. Levin?

Mr. LEVIN. Well, my comment, Mr. Ramstad, follows right on
yours. It seems to me that we need to be wary of dogma on all
sides on trade issues. Polarization has often suffocated intelligent,
informed, open discussion. Strike informed and intelligent, open
discussion.

And I want to pick up Mr. Rangel’s question because I think it
was a very salient one. I want to make clear, I have been to New
York and I know where 42nd Street is but what he asked relates
to most main streets in America. So, to simply say, it is New York,
that is wrong. His question about the impact relates to virtually
every street in America.

So, I want to follow through on that. And in terms of dogma, for
people to say this trade agreement is win-win-win and there will
be no losers, in my judgment, isn’t credible. Any major trade agree-
ment is likely to have winners and losers by definition; trade and
economics are that complex. Now, I think you were referring to, in
terms of tariffs and the like, that all the action is on their side and
none is on ours. And that is true enough. But realistically one of
the main impacts of this will relate to investment. One of the prob-
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lems with investment in China today is that the rule of law is
weak. When I was there, there were stories about this lawyer who
was thrown into jail—

Ambassador BARSHEFSKY. Yes.

Mr. LEVIN.—because he interviewed a witness alone. He didn’t
have a second lawyer or somebody with him. And people I talked
to made it clear, including American business people, they are wor-
ried about the opaqueness of law there, right?

Ambassador BARSHEFSKY. Yes.

Mr. LEVIN. And you have bumped into that. So, we can’t on the
one hand say that coming into the WTO will spark China to move
along in terms of the rule of law and then say it is not going to
affect investment in China. I mean it will. In fact, one of its pur-
poses is to stimulate investment or one of its results will be be-
cause American businesses will have more of a sense of security.

So, I just want to suggest then what that means is that some of
the investment there will have a positive impact on American jobs
and some will have a negative impact in all likelihood. Trade flows
both ways. In the automotive sector I think considerable progress
was made in terms of opening their market, and in terms of ship-
ment, for example, of auto parts from here to there. We also have
to recognize that auto parts can be shipped from China to the
United States. And as they develop, as they become, they will be-
come a competitor of the United States as well as a market.

And I think we ought to just advantage that head-on and to treat
it as a serious issue. It is one reason I think that the Working
Group on Labor’s, in response to Mr. Rangel’s question, pursuit of
that is important. And, you know, we have been talking about this
for a number of years and the President has had a consistent posi-
tion the last year on pursuing this.

But also we need to talk about the surge provisions and you did
in answer to Mrs. Johnson. And I guess there was not time in re-
sponse to Mr. Rangel.

I think one factor is if we see that there is a major surge in a
particular product, the way I think the accession provision is writ-
ten, that we do have some defense. In fact, there is criticism that
the President did not agree in April but there were weak anti-surge
provisions and you negotiated them after April. And the reason we
have anti-surge provisions is because trade flows both ways. Other-
wise we wouldn’t need them.

So, I want to ask you one quick question and then I will finish
because I had time earlier. Now, I suggested that we write the
anti-surge provisions into legislation and the reason I urged this
committee to look at that is because it is going to be important how
they are written and it is going to be important how much discre-
tion the President has because to some extent the anti-surge provi-
sion and the accession agreement reflects present American law
that hasn’t been used very much.

So, I just wanted to ask you, if you would, to comment on the
anti-surge, the suggestion that the Administration and this com-
mittee and the rest of Congress sit down and seriously discuss how
we are going to embed them and how they will impact on this
whole issue of our competition with this huge evolving economy
that, as Mr. Rangel points out, has very, very different labor mar-
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ket provisions with no freedom and with a very low wage at this
point.

Thanks. So, if you would comment.

Ambassador BARSHEFSKY. Yes. If I might say with respect to
surge, this is an area where again we are trying to look ahead. We
wanted to be sure we had strong anti-import surge mechanisms for
many of the reasons that Congressman Rangel has pointed out.
That is to say China will become a much more forceful competitor
in the future. We are already seeing that in steel last year, as you
may know. And we want to be sure that we can take action—and
under this provision we will be able to for 12 years after acces-
sion—to take action against import surges to the extent they are
causing market disruption in the United States.

Mr. LEVIN. Treating them, in other words, with a different stand-
ard than presently applies to—

Ambassador BARSHEFSKY. This is a much different standard than
under 201 now. One, because we can take action just against
China. Two, because a market disruption standard is a very low
legal threshold as you know. And, third, because we have also ne-
gotiated something that was missing and caused us frankly some
problems in the steel cases over the last two years and that is this.
Under current WTO rules—and this was done in the Uruguay
Round—countries cannot voluntarily agree to hold back on their
exports to another country. These are called gray area measures,
as you will recall.

This agreement allows us to, in fact, negotiate with China for de-
creases in their exports without having to go through a formal pro-
ceeding if the Chinese agree to do that. And I think that this is
also a very important addition, again, because as Mr. Rangel and
you have pointed out, China will become a much more forceful com-
petitor in the future.

With respect to the anti-surge provision, obviously, we want to
work with you and work with the Congress. We do believe we have
authority under current law, under the Trade Agreements Act of
1974, to implement the provision. I would have a concern that how-
ever implemented we do so in the most expeditious manner pos-
sible so that these mechanisms take hold and can be applied from
the ﬁay of accession and we are obviously pleased to work with you
on that.

Mr. LEVIN. Just quickly. It is not clear, I think, there is the ad-
ministrative authority but there is also an advantage to embedding
them in legislation.

Chairman ARCHER [presiding]. Mr. Levin, your time has expired.

Mr. LEVIN. After legislation I was going to put a period.

Chairman ARCHER. Okay.

Mr. LEVIN. Thank you.

Chairman ARCHER. Ms. Dunn.

Ms. DUNN. Thank you, Mr. Chairman.

Ambassador, thank you for spending as much time with us as
you have been lately. It is very useful for us to really understand
what we are talking about. The United States/China trade agree-
ment permits foreign investors to own up to 50 percent of a telecom
venture in China. When you had previously negotiated this treaty
last April it said that we could own up to 51 percent. So, that is
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really a difference between equal partners versus controlling inter-
est.

What do you think the implications are going to be to allowing
joint ownership. For instance, Internet service provider companies
as opposed to controlling ownership.

Ambassador BARSHEFSKY. I don’t think at the end of the day
there will be too much difference. First of all, regardless of percent-
age joint ventures are typically done in a contractual manner be-
tween the parties and in the context of contractual joint ventures
the parties can negotiate the percentage of equity ownership which
could exceed the general equity rules outlined here and we have
confirmed that with the Chinese leadership.

But apart from that when we undertook to rebalance some of
these obligations at the Chinese request, we were always careful
that we were balanced in a way that ultimately would still advan-
tage us. So, in the case of telecom, we did four things. First of all,
we made absolutely sure that Internet and satellite services were
fully covered. There was some question about that from April, that
has been resolved.

Second of all, we accelerate the percentage of equity participa-
tion, moved it way up, whereas, under the April agreement 49 per-
cent wouldn’t have been reached for four or five years; here it is
reached in two.

And we moved up the elimination of all geographical restrictions
on service providers and on investment and by doing that, of
course, our companies have much greater access to the whole coun-
try under this reformulated approach than they would have had
from the April agreement.

Ms. DUNN. Good, good. Thank you.

I want to ask you a question about a couple of things that have
happened in China recently. The Chinese Government has done
some things that are of concern to the high-tech market. In October
of last year, China’s State Council approved regulations to prohibit
sales of foreign-produced encryption technology—

Ambassador BARSHEFSKY. Yes.

Mr. DUNN.—by domestic end-users in China. And, in addition,
the new rule would require foreign individuals or organizations
that used encryption products or equipment containing encryption
technology in China to report to the Chinese Government for ap-
proval. There is some concern about this.

Last month China published new regulations to, as they said,
control State secrets on the Internet and Internet content providers
are a little worried about this. I wonder if there is some concern
that you see as the proliferation of the Internet, which I believe to
be a very liberating force, moves to China. Do you think the new
regulations are going to cause a problem? Are they an ominous sign
for the growth of the Internet in China?

Ambassador BARSHEFSKY. I think certainly the Chinese Govern-
ment approaches the Internet with great trepidation but it can’t
stop it. And ultimately the technology, I believe, will have its day.

With respect to content regulations there is nothing new there.
This has always been China’s rule with respect to the Internet,
that is no dissemination of State secrets. The phrase, State secrets,
is vaguely and broadly defined. It is obviously a concern but our
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Internet providers have lived with this now for some time and I
think are able to handle it sufficiently well.

The issue of encryption is actually a more serious issue. We are
very concerned about this. I have already raised it with the Chi-
nese Vice Premier who is in charge of this area. I had a team out
in China two weeks ago. They raised this issue again. I have had
the Chinese Ambassador in on this issue. Right now the regula-
tions are of a provisional nature. They are not actually being en-
forced. And we will do everything that we can to see that these reg-
ulations are altered so as not to create the kind of problem that
is presented.

May I correct my earlier answer to you just to be sure that I was
understood in the way in which I intended to say it. And that is
on telecom the 50 percent limitation won’t change on equity invest-
ment but what can be negotiated is control. That is to say, for ex-
ample, management control, which is at the heart of the issue. And
that is subject to individual negotiation regardless of the percent
of equity ownership in the company, itself.

Chairman ARCHER. The gentlelady’s time has expired.

The Chair will alert members that we still have two large panels
ahead of us today and, as a result of that, the Chair is going to
strictly enforce the five-minute rule from now on and ask the co-
operation of members in keeping their comments and permitting
answers also to come within the five minutes.

Mr. Collins.

Mr. CoLLINS. Thank you, Mr. Chairman.

Ambassador, I appreciate your presentation here today; I thought
it was very thorough and very good. I have some concern in one
area that I don’t think is addressed in the list of products or com-
modities that we have reached some concessions in and that is in
the area of textiles.

I do know we have the 1997 textile agreement which was helpful
to the U.S. But I, just as a word of caution, I am afraid that is one
area that we could have some further loss in if we are not careful
with our continuing negotiations and I know that you are very
much aware of this.

I do find encouragement in other areas that you were able to ne-
gotiate and I think it will be very beneficial to us in the long-run
and I appreciate your presence here today.

Ambassador BARSHEFSKY. Thank you.

Chairman ARCHER. Mr. Cardin.

Mr. CARDIN. Thank you, Mr. Chairman.

Madam Ambassador, I am trying to put myself in the shoes of
the steelworkers in Baltimore or the auto workers or the bio-tech
workers or the truck drivers as they listen to this hearing they may
be reminded of prior hearings in this committee. A year ago, two
years ago, three years ago, four years ago when we held hearings
on whether we should extend NTR or MFN to China. And at that
time I vividly recall and I am sure they do also, statements made
that by extending the NTR to China that would open up markets
for American companies and it would be good for our economy and
it would create more job opportunities here in the United States.

So, I am wondering using the Chairman’s word and I understand
that this is a lopsided agreement that you negotiated where it was
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unilateral concessions made by China, but would it be correct to
say that prior to this the United States unilaterally disarmed by
giving China access to our market, by not challenging that access
on a yearly basis when the tariff situation was radically for U.S.
manufacturers and producers in order to get into the China mar-
ket?

So, did we make a mistake in prior years by extending normal
trade relations to China without negotiating a more level playing
field for American manufacturers, producers and farmers?

Ambassador BARSHEFSKY. I don’t think that we made a mistake.
I think to have denied annual NTR would have been to breach en-
tirely the economic relationship with China with very far-reaching
consequences including most likely devastation to the Hong Kong
economy which depends very heavily on the out-flow of trade from
China to points outside of Asia and, indeed, within Asia. And as
you, of course, know quite well, people like Martin Lee, who is one
of the chief democracy advocates in Hong Kong, had urged that
NTR be granted to China in all those years.

Mr. CARDIN. I am going to interrupt you only because of the five-
minute rule.

Ambassador BARSHEFSKY. Yes.

Mr. CARDIN. I will give you as much time as we have for the five
minutes but I want to make sure we focus on the issues. I guess
my concern is why didn’t we negotiate before now for a bilateral
agreement with China that would reduce their barriers so that
U.S. manufacturers could get access? Why did we have to wait
until the WTO issue became at stake? We allowed China full access
to our markets.

Ambassador BARSHEFSKY. We have been negotiating this agree-
ment in this administration for seven years.

Mr. CARDIN. With no results, though.

Ambassador BARSHEFSKY. Until now. It has been very difficult
because of the extent and nature of reform that would be required
by China.

Mr. CARDIN. Maybe if China thought that they would lose access
to our market that we may have been able to do better during that
period of time.

Ambassador BARSHEFSKY. I doubt it. I doubt it because I don’t
think there would have been—I think it would have been hard for
China to negotiate with us under those circumstances. I think you
would have strengthened the hardliners in China in the interim
who would have viewed the United States as an enemy of China
or that China should be an enemy of the United States. I don’t
think that would have helped trade negotiations in any particular
way.

Mr. CARDIN. I appreciate that. Just the observation is that if
there is such a dependency now by China on U.S. consumers, a
$70-billion trade deficit, whatever it is, they need our market. And
we want open markets. We want to have access to China by our
companies. I agree with what you have negotiated.

It just seems to me that if we had an 80 percent tariff on auto-
mobiles, for example, or we couldn’t open up a dealership without
having a partner from China and all these other things that you
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{1av;3 now been able to negotiate, why didn’t we do some of this ear-
ier?

Ambassador BARSHEFSKY. We have been trying. It is very dif-
ficult because you are asking a regime that, since the 1950s, has
tried to keep things in as status quo a position as possible, despite
a variety of economic reform, to fundamentally alter the way in
which business is done in China and to fundamentally alter the
competitive market forces in China.

All T am saying is we have pushed very hard over all these years
since the President took office at his direction, and it is only now
that Chinese reformers have somewhat of an upper hand in China
that we finally have the agreement that we have reached.

Mr. CARDIN. Thank you. And in my last 15 seconds let me just
underscore the point, I think Mr. Levin’s comment about adding
more than just trusting China is absolutely essential if you are
going to get broad-based support for this initiative. It is lop-sided,
this agreement, I agree with you, but some of us want to make
sure that, in fact, American producers and manufacturers get ad-
vantaged of these market conditions.

Ambassador BARSHEFSKY. I agree with you fully on that.

Mr. CARDIN. Thank you, Ma’am.

Chairman ARCHER. Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman.

And, Ambassador, thank you for being here this morning, now
this afternoon, and for your continuous briefings of the Committee
on a tough issue.

China presents an enormous challenge to us. I think many points
Mr. Cardin made regarding trade barriers and the trade deficit and
so on are valid ones. China continues to have the largest State-
owned economy in the world. China continues to have an approach
to markets which is closer to socialism than it is to capitalism. It
is very difficult for us to imagine a rule of law evolving even in the
next decade in a way that would enable us to be able to have con-
fidence that U.S. or multilateral rules were being enforced. They
are just not there yet.

These facts make China very hard to deal with and the enormous
market and the enormous market power that it has also makes
China very hard to deal with. But I think they mean we cannot
block Chinese entry into the WTO because it is a rules-based orga-
nization and it is not so much the initial trade concessions, which
are very important to many of our districts, but it is because WTO
membership has the potential to accelerate China’s internal re-
forms which need acceleration and to increase some leverage by im-
posing some new, now international, rules on China. So, I believe
that we cannot in good faith block entry into the WTO which would
in essence be the road we are taking.

But at the same time I think what Mr. Levin said earlier is accu-
rate. We have to do a lot more than just say, yes. We have some
leverage here. There was discussion about institutional reform of
the WTO dispute settlement process—that is absolutely critical—
enforcement, the anti-surge provisions and so on.

And short of changing the terms of the agreement which the
Chairman accurately stated was impossible to do at this point
without going back to the bargaining table, there is a lot more, I
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think, we can and should do. This PNTR vote is in essence the vote
that gives China an enormous benefit. Yes, we get some initial con-
cessions but the reason China wants it so much is because it will
help the Chinese economy tremendously.

You said earlier in response to Mr. Rangel and I think I am
quoting that you believe this does not encourage investment in
China. I would disagree with that. I think this agreement will en-
courage investment in China. And I think that is a potential prob-
lem for us.

You also said that the agreement is—and I quote—“fully enforce-
able”. And, yes, fully enforceable maybe in strict legal terms is ac-
curate but I look at the problems we have had with some of our
other trading partners in the context of WTO and I think that over-
states it. I worry that without getting some additional guarantees
and without adding to the rules-based regime that is already there
some more strict compliance provisions that the U.S. is going to
have a very hard time with China responding to noncompliance. I
hope I am wrong.

And it may not surprise you that I have that concern. And I will
ask you a hypothetical which may not surprise you either. Let us
say a U.S. multinational company’s exports to China are blocked
and they are blocked by quotas in a licensing scheme, which I
think is not at all out of the question over the next several years
even.

Let us say, for instance, that half of that U.S. multinational’s ex-
ports markets were taken away. And let us say instead there was
preference given to a Hong Kong-based multinational company and
there are many that engage in the same businesses that U.S. com-
panies and businesses engage in. And increasingly these global
companies are dictating the terms of economic development here
and our future economic growth is dependent on these multi-
national or global companies. Let us say that the damage is in the
hundreds of millions of dollars. What would the U.S. response be?
What could we do under the WTO?

Ambassador BARSHEFSKY. Well, I take it that you—I think the
facts that you have posited are fairly clearly the facts with respect
to bananas and I would say this, that, first of all, we would do
what we did in that case, which is to take China to dispute settle-
ment and we would undoubtedly win.

Mr. PORTMAN. Let us say—our time is limited—Ilet us say that
we not only win but we win big. Let us say that we have, you
know, over 20 violations, more than any other case in history, and
that we are on the right side, clearly on the merits.

Ambassador BARSHEFSKY. Hmm-hmm.

Mr. PORTMAN. And that there is no question based on a dispute
panel that the United States is in the right. Then what do we do?

Ambassador BARSHEFSKY. Then if China didn’t comply—and I
don’t think one should necessarily assume China wouldn’t comply
but—if China did not comply we would have the right to retaliate
and we would do our best to retaliate in a manner that would force
compliance. If it didn’t force compliance, I think we would try and
look at all available means to see if there were a way to get the
foreign country at issue to comply.
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And, if not, the retaliation, whether in the hundreds of millions
of dollars or more, would remain in effect.

Mr. PORTMAN. I would just posit again as was said earlier by Mr.
Levin, this is very complicated stuff and there are no easy answers
and although I think that WTO membership by China is something
that we cannot block for all the reasons that I stated, I think we
cannot go into this blindly and we cannot go into it thinking that
this is going to work. It hasn’t worked with trading partners with
whom we have a lot more in common, with whom we don’t have
these challenges. And I would hope that we use this leverage to try
to enhance our ability to enforce agreements.

Ambassador BARSHEFSKY. Mr. Chairman, may I have one minute
to respond to just one other point that the Congressman raised?

Chairman ARCHER. Okay. But—

Mr. PORTMAN. By the way I didn’t raise bananas, you did.

Ambassador BARSHEFSKY. No, no, no. I wanted to clarify one
thing.

Chairman ARCHER. We do have a long, long day and I would—
yes, you may have a minute.

Ambassador BARSHEFSKY. Thank you.

And that is simply this, I want to clarify my response to Mr.
Rangel as follows: Certainly if China becomes a more reliable trad-
ing partner one might envision that foreign investment into China
would increase, although it is already an important site, it is the
site after the U.S. and Europe for inward direct investment al-
ready, even with an arbitrary trade regime.

But my point was actually slightly different which is, we did not
negotiate in this agreement relaxation of China’s investment rules.
There are many corporations that wanted us to. We did not. And
we didn’t because the focus of this agreement is designed, as much
as possible, to be on exports from the United States, not on the
moving of production facilities to China from the United States.
That may happen as happens when U.S. companies locate in Eu-
rope and elsewhere, as well, but my comment to Mr. Rangel was
designed not to indicate that conditions may not change in China
or that it may not become a more desirable investment environ-
ment because of this or other agreements, but merely that we did
not in this agreement negotiate any rules that relax investment
regulations in China.

Mr. PORTMAN. I understand that. I just think again it would be
inaccurate to say that China’s accession to WTO which was the
context that I heard it in is not going to encourage investment. I
think it will encourage investment in China and we need to go into
that with our eyes wide open.

Ambassador BARSHEFSKY. I just took it—

Chairman ARCHER. The Chair is going to have to stop this col-
loquy otherwise it can go back and forth for another five minutes.

And in fairness to the witnesses that are waiting in the wings,
Mr. Hulshof.

Mr. HULSHOF. I yield my time.

Chairman ARCHER. The gentleman yields his time.

Mr. Mclnnis.

Mr. McINNIS. Thank you, Mr. Chairman.
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Help me through this now. In the WTO there is a court, right,
for the legal provisions or violations of the treaty or enforcement;
is that correct?

Ambassador BARSHEFSKY. Yes. There are dispute settlement pan-
els in the WTO. It is not a court but it operates in sort of a quasi-
juridical manner.

Mr. McINNIS. Okay. Is there any way that China, especially—it
seems to me that once we take them off the one-year status and
give them permanent status that they are off probation, so to
speak—is there any way that China can utilize the remedial proc-
ess of the WTO to in any way impair the relationships that exist
trading or otherwise between the United States and Taiwan?

Ambassador BARSHEFSKY. No.

Mr. McInNiS. You are confident of that?

Ambassador BARSHEFSKY. Yes.

Mr. McINNiS. No further questions, Mr. Chairman.

Chairman ARCHER. Does the gentleman yield back his time?

Mr. McINNIS. That is correct, Mr. Chairman.

Chairman ARCHER. Mr. McDermott.

Is he here?

[No response.]

Chairman ARCHER. Mr. Kleczka.

Mr. KLECZKA. I thought the Ambassador would say, is that your
final answer?

Ambassador BARSHEFSKY. Pardon me, sir?

Mr. KLECZKA. In answer to the previous questioner I thought the
way to frame it was, is that your final answer?

Ambassador BARSHEFSKY. Yes.

Mr. KLECZKA. You don’t watch the show.

Ambassador BARSHEFSKY. Now, I get it. [Laughter.]

Mr. KLECZKA. Thirty million of us do, you don’t.

I have a couple of quick questions and we are going to ask for
some quick answers. First of all, what action has to take place for
China to get into the WTO? At what point does this happen?
Quickly.

Ambassador BARSHEFSKY. In terms of formal process, China fin-
ishes bilaterally with its other trading partners, we finish a rules
discussion in Geneva, then China’s working party on its accession
with its 30 or 35 major trading partners all say, okay, we are done
negotiating, it is finished. Then that is taken the general body of
the WTO, typically approved by acclamation. China then ratifies
the agreement as agreed by the general body of the WTO and 30
days later they are in.

Mr. KLECZKA. So, it is no act of this Congress that will enable
that China becomes a member of the WTO?

Ambassador BARSHEFSKY. Yes.

Mr. KLECZKA. So, that is number one. Number two, there are
those who say we still have to have the annual review because we
have to monitor prison labor, environmental, and, so, the option
they claim before us would be to continue our relations with China
on an annual basis versus permanent.

What would be the effect of China and the WTO if this Congress
WOul‘(} enact the annual normal trade relations versus the perma-
nent?
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Ambassador BARSHEFSKY. We cannot guarantee under that cir-
cumstance that we will have the benefits of the agreement that we
negotiated. China would have no obligation to apply to us our own
agreement although they would have an obligation to apply it to
everybody else in the world. That would be a ridiculous outcome for
the United States.

Mr. KLECZKA. So, those who are saying that Congress should not
grant permanent normal trading relations know full well at that
point this country could not avail themselves and the businesses
could not avail themselves to the agreement that you struck with
the Chinese Government?

Ambassador BARSHEFSKY. Yes. In other words, the risk to us is
that China would not apply to us our own agreement and they
would have a perfect right not to do that.

Mr. KLECZKA. And using autos as an example, if, in fact, this
Congress would not grant permanent trading status to China they,
in fact, could continue their tariff of 100 percent on automobiles
that we ship there, however, they would give the current nego-
tiated tariff of 25 percent to all other trading partners?

Ambassador BARSHEFSKY. We may have an argument under a
preexisting 1979 agreement with China that China would have to
give us the advantage of tariff reductions but we would have no
such claim in the case of trading rights, distribution, the ability to
service in China, setting up dealerships in China, we would have
no such claims.

Mr. KLECZKA. Okay. Now, I have some feel for those who say
that we still must keep a short leash on this agreement know full
well that we have seen China and some of their practices in the
past years. What can we do either in the permanent trade legisla-
tion that we will have before us or in existing WTO legislation to
provide for a more frequent review than what is called for today
under the trade policy review mechanism?

Ambassador BARSHEFSKY. I think that Congressman Levin had
some very, very good suggestions in that regard. In other words,
certainly we are going to want to be able to have a very strict mon-
itoring regime on China’s adherence to its commitments. I think
tlllis 1is essential and China needs to know we are watching that
closely.

Mr. KLECZKA. Monitoring and adherence and sanctions are 27
different things?

Ambassador BARSHEFSKY. Yes. These are all different things but
I think that Congressman Levin has a number of very positive sug-
gestions in the opening statement that he made in that regard.

Mr. KLECZKA. Can the TPRM be moved to an annual review-type
process?

Ambassador BARSHEFSKY. I don’t know the answer to that. I will
tell you because we have been subjected to a TPRM, as are all
countries, this is massively time-consuming for a foreign country.
It takes us months and months to work through the TPRM review.
To be absolutely frank, I can’t imagine having to go through that
every year.

Mr. KLECZKA. Okay. Mr. Chairman, one final question of you. Is
there a timetable when legislation will come before the Committee
relative to granting permanent normal trade relations?
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Chairman ARCHER. There is currently no specific timetable. We
will be working with the Administration to seek the best time for
success.

Mr. KLECZKA. Thank you.

Chairman ARCHER. Mr. Nussle.

Mr. NussLE. Thank you, Mr. Chairman and thank you again,
Madam Ambassador. I share, as Mr. Portman did, the concerns
and the compliments of Mr. Levin’s opening comment. I think he
summed up a lot of the concerns and a lot of the compliments in
his statement. So, I would associate myself with what has been
said.

I have three questions. One, as I understand it, because there
are so many customers in China, last year’s increase of pork con-
sumption in China equalled the total output of pork production for
Towa in one year. Just their increase in what they eat. And, yet,
we sold them no pork chops. What will happen under this agree-
ment with regard to pork?

Ambassador BARSHEFSKY. There has been a ban on meat, as you
may know, into China. China has agreed to lift the ban. The tariffs
will come way down. And I think we should see a significant
change in the current practice.

Mr. NUsSSLE. The second has to do with what Mr. Portman was
suggesting. He spoke about a particular case that has been brought
through the dispute mechanism procedure. One concern that I have
again with regard to enforcement—and you mentioned that this if
fully enforceable, and I am not quibbling with that at all, based on
sound science—but these are all things, as Mr. Portman said, we
have also had with European Union and they have also used politi-
cal non-tariff barriers as well.

When you say sound science, my understanding is that the Euro-
pean Union does not have a similar sound science procedure com-
parable to what we have in the United States, FDA, et cetera.

Ambassador BARSHEFSKY. Correct.

Mr. NussLE. What do the Chinese have? Is it comparable to any-
thing else we have experienced in the past with other trading part-
ners?

Ambassador BARSHEFSKY. The difficulty with Europe has been
not in their scientific analysis. Their scientists agree with our sci-
entists. It has been that the member States then vote on a political
basis on whether they want to accept the science or not. Certainly
we have to watch for that with respect to the Chinese regime. I
think there is no question about that. But I do think we will have
established a much stronger basis on which to work with them.

Let me also say in every science-based case that we have chal-
lenged in the WTO, that is to say where sound science was not uti-
lized, we have won.

Mr. NUSSLE. And then finally I sent you a letter in December
having to do with this particular agreement and my understanding
is that it is very favorable to auto financing companies.

Ambassador BARSHEFSKY. Yes.

Mr. NussLE. However it is not real clear on more of the finance
for agricultural equipment. And I am wondering, in particular, if
you have had an opportunity to review that and are able to re-
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spond? It isn’t clear what is your opinion about whether or not
these companies would be included in the agreement?

Ambassador BARSHEFSKY. Let me take a look at that. I can’t give
you a direct answer at this point. The provision that we negotiated
with respect to consumer financing was specifically auto-related
and that had been specifically requested by the auto industry not
so much at the bank level, the issue was non-bank financial insti-
tutions.

And, so, what was negotiated for autos was an agreement that
non-bank financial institutions, like GMAC Credit, could provide fi-
nancing. I would have to check with Treasury whether bank financ-
ing of agricultural equipment is available and I will get back to you
on that.

Mr. NussLE. Well, there are some companies that do their own
financing similar to GMAC.

Ambassador BARSHEFSKY. Right. I will check with the Treasury
Department and we will get back to you.

Mr. NUSsLE. If you would, I would appreciate that.

Ambassador BARSHEFSKY. Yes.

Mr. NUSsLE. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Jefferson.

Mr. JEFFERSON. Thank you, Mr. Chairman.

Good afternoon, now.

I want to ask—I was out a little while so I hope I am not asking
anything that has already been covered. We have talked a lot about
how the provisions we are discussing here will benefit business in-
terests and Mr. Rangel asked questions about labor interests. I
want to ask about customers. And ask you to tell me how U.S. cus-
tomers will see themselves benefitting from what we do here, as-
suming we pass permanent normal trade relations?

Ambassador BARSHEFSKY. Well, I think the situation for U.S.
customers is relatively unchanged. That is it is the position of the
Administration that customers benefit tremendously from essen-
tially an open import market here because you stretch the value of
the dollar, competitive pressure is high in the U.S. market, prices
stay low, inflation stays low and that is all to the benefit of cus-
tomers and working people not only in the short run but in the
longer run especially if they look to finance a home purchase and
so on, you want inflation to stay low, you would like to have lower
interest rates so on and so forth.

The agreement doesn’t alter the import mix except that to the ex-
tent that Chinese imports are surging in any particular area we
are able to put a cap on that and, thus, preserve U.S. jobs, and that
similar to our current safeguard law only, frankly, more effective
a remedy in this particular case because of the way it is structured
and the legal standards that would apply.

So, I think for customers you have the general benefit of imports
which in the case of China remain unchanged by this agreement.
That is to say we are not altering our trade regime one iota for
China. But in the case of customers and working people to the ex-
tent there are surges not justified by increases in demand here we
are able to put a stop to that and currently we are not able to do
that very effectively.
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Mr. JEFFERSON. Ms. Pelosi makes the argument that we are los-
ing leverage when we pass this permanent normal trading rela-
tions status. She says that if we ever year have to go back and
renew and renew and keep the Chinese Government’s feet to the
fire that in the long run it will be better economically, better in
every other way we can think of, human relations and so on,
human rights.

Is she right about that?

Ambassador BARSHEFSKY. I disagree entirely. If the argument is
human rights in China have not improved then of what benefit has
the annual review been. If the argument is that human rights in
China have improved then why would one continue the annual re-
view? Why not provide permanent NTR. I think the greatest lever-
age we have is by bringing China into a rules-based system where
it isn’t merely the United States but 134 other countries who want
the same level of commitment from China on the question of eco-
nomic reform.

And I think it is that kind of reform that has the possibility of
important spillover effects, particularly as one looks at the develop-
ment of rule of law in China. But I don’t believe one can argue that
the annual policy we have had for over 20 years has been overly
effective with respect to the question of human rights and with re-
spect to the question of religious freedom.

Mr. JEFFERSON. So, this effort doesn’t abandon the Government’s
pursuit of these outcomes relating to human rights and the rest.
It is simply in further pursuit of what the Administration has
called a policy that doesn’t tie these legitimate U.S. concerns to-
gether, particularly ties them into the trading regimes.

Ambassador BARSHEFSKY. Yes.

Mr. JEFFERSON. Now, let me ask you about a bill that has been
near and dear to my heart after CBI.

Ambassador BARSHEFSKY. Yes.

Mr. JEFFERSON. I certainly hope that as we put the all-out effort
on PNTR that we don’t have Africa in the dust on this whole ques-
tion. I look at the textile provisions as well as I can in the China
portfolio package, I guess is what you would call it, and it seems
to adopt our present bilateral agreement with China on textiles.

Ambassador BARSHEFSKY. Yes.

Mr. JEFFERSON. Which has an extension, it takes it through
2008, whereas normally the regime ends in 2005. And my question
was, we don’t do anything to change the regime, do we? And I was
hoping that perhaps it did so that some of these issues about China
transshipments and all the other questions that we talk about re-
lating to Africa might be in some way or the other affected by what
we do here.

And, so, my question really is, even though it doesn’t appear to
me that this particular protocol is changed in any regard, whether
by bringing China into the WTO and then the rules that relate to
our operating in that context, will give us less concern, ought to
give less concern, though I don’t have any now and we shouldn’t
have much because we have stiffened the Africa bill with so many
rules and so many transshipment enforcement measures, unlike
any other bill we have done in this Committee, but will this help
to assuage the concerns of some of those who worry that China will
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be a runaway transshipment outfit relating to Africa by doing what
you are asking us to do here and what the Administration has
worked out?

Ambassador BARSHEFSKY. I do think that the China bilateral
agreement is a very strong one because it does have strict rules
against circumvention, against transshipment including being able
to triple-charge China’s quotas if they transship. And I do think
the U.S. Customs Service has a much more rigorous program with
respect to transshipment, more personnel, greater care, factory in-
spections in the foreign country, in this case in China, a well as
Hong Kong and elsewhere. I think we have a vastly improved re-
gime. That doesn’t mean transshipment from China doesn’t occur
but I think we have a better handle on it now than say four or five
years ago when issues of transshipment were called to our atten-
tion.

My hope on the Africa and CBI bills is that they come up early
and that they pass, which is to say my hope is for an early con-
ference on these bills. I think that as you know these bills remain
a priority for the President. I just had a meeting yesterday with
a bunch of supporters of the African Growth and Opportunity Act
so I am, I have been and remain very focused on that bill and on
the CBI legislation. These are both very important pieces of legisla-
tion that ought to pass and I think in both with respect to textiles
we ought to have a high degree of confidence that the bills do as
much as is possible with respect to claims of transshipment and
concerns about transshipment and I think that the administration
feels quite comfortable that we will have in these bills important
economic gains for ourselves and for the countries involved, and we
will not see because of them an increase in transshipment prob-
lems.

Chairman ARCHER. The gentleman’s time has expired.

Madam Ambassador, you commented on something that causes
me to say that the President has taken a position in favor of the
African Free Trade bill.

Ambassador BARSHEFSKY. Yes.

Chairman ARCHER. He has also taken a position in favor of per-
manent NTR for China. And, yet, word dribbles out of the White
House that the business community and agriculture is being told
it is their responsibility to deliver all the Democrat votes. That will
not work. And the message should be very clear to the White
House that the President needs to get out front, full bore, with ag-
gressive leadership for us to be able to develop the bipartisan votes
that are going to be necessary to pass this permanent NTR for
China.

And I see you nodding your head. That won’t show up in the
record but—

Ambassador BARSHEFSKY. I was going to say that the President
has already met with a number of members of Congress, of both
parties, and will continue to do so.

Chairman ARCHER. Thank you.

Mr. LEVIN. Mr. Chairman, will you yield for just 10 seconds?

Chairman ARCHER. Mr. Levin. I yield for 10 seconds.
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Mr. LEVIN. I don’t think that anybody can deliver votes. I think
we will tackle the issues and that is how the votes will be influ-
enced and determined.

Chairman ARCHER. Mr. Lewis of Kentucky.

The Chair would like very much, if possible, to conclude Ambas-
sador Barshefsky’s testimony before we go to vote, if that is at all
possible. It may not be but perhaps members can shorten their in-
quiries and we can get that done so she will not have to come back.

Mr. Lewis.

Mr. LEWIS OF KENTUCKY. Thank you, Mr. Chairman.

Ambassador, although the tariff rates have fallen on tobacco, to-
bacco was accepted along with fertilizer in regard to trading rights.
I know that you were going to do some more negotiations in regard
to fertilizer which I am very pleased about. But what about to-
bacco?

Ambassador BARSHEFSKY. I don’t see the trading right situation
change with respect to tobacco. This, the issue of tobacco from Chi-
na’s point of view has long been off the table. You know that is a
State monopoly. It is a complicated situation in China. So, I will
be honest with you, I don’t see that situation changing.

With respect to fertilizers we were given a commitment at the
political level in China that they would work with us to resolve the
problem.

Mr. LEwis oF KENTUCKY. I, being from Kentucky, our tobacco
farmers have just experienced a 45 percent decrease in their quota,
30 last year. They really need some open markets and if there
would be any way of readdressing this issue with the Chinese, I am
sure that they would greatly appreciate it. Thank you.

Ambassador BARSHEFSKY. Thank you.

Chairman ARCHER. Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman.

Madam Ambassador, just a couple of quick questions. Could you
cite for me, considering that everybody here is really antsy about
nonperformance by the Chinese, some actions the Chinese happen
to be taking right now to implement this agreement internally?

Ambassador BARSHEFSKY. Certainly they have formed commit-
tees internally among the agencies in China with respect to imple-
mentation. They have sent out their top level officials, as we under-
stand it, to many of the provincial governors and mayors making
clear what the requirements would entail. They have had meetings
State-owned enterprises to make clear what they would have to do
in order to comply with the agreements.

So, we have seen very substantial activity, actually over the last
five or six months, not just now, but over the last five or six
months, even while they were not negotiating with us because of
the accidental bombing of their embassy in Belgrade, there were
very substantial high-level meetings; that is to say meetings at-
tended by high level officials in the Chinese Government all across
the country building support for accession but also alerting those
in power as to what would be required in order to comply.

Mr. NEAL. Are they on track?

Ambassador BARSHEFSKY. I think so. I think so.

Mr. NEAL. How much more do they have to do?
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Ambassador BARSHEFSKY. It is going to be a continuing process.
This will be a never-ending process as it is, to be frank, with most
countries.

Mr. NEAL. Okay. So, clearly, that is one of the issues here as you
can tell from members questions.

Ambassador BARSHEFSKY. Yes, of course.

Mr. NEAL. The whole notion of nonperformance is a big issue.

Ambassador BARSHEFSKY. Of course. I understand that which is
why we negotiated so many different kinds of enforcement mecha-
nisms in the agreement. It is why we negotiated rules with such
specificity, unusual for agreements of this nature but we wanted to
be sure China knew exactly what it had to do and by when. It is
why the President has asked for substantially increased funding for
monitoring and enforcement activities for USTR, Commerce, USDA
and other agencies in his budget request that just came up here
last week. And it is why we do have substantial interest in a num-
ber of the ideas that Congressman Levin put forward.

Mr. NEAL. Thank you.

Ambassador BARSHEFSKY. Thank you.

Chairman ARCHER. Mr. Becerra.

Mr. BECERRA. Thank you, Mr. Chairman.

Ambassador, thank you, again for being with us. I want to com-
pliment you one more time on the work that you and your team
have done in trying to negotiate with China. They are tough bar-
gainers and certainly you have proven that you are as well.

Ambassador BARSHEFSKY. Thank you.

Mr. BECERRA. Let me also urge that you heed the words of Mr.
Levin as well and what he said earlier in his opening statement
and in some of his questions. I think that he is on to something
and certainly I think the sooner we are able to come to some agree-
ment that it could be a win-win but there needs to be some discus-
sion about how we get to that win-win situation. I think that would
be helpful.

What Mr. Neal asked deals with part of the questions that I
would have asked so I will avoid going into that other than to say
that implementation and enforcement, obviously, is very important
to many of us.

Ambassador BARSHEFSKY. Key.

Mr. BECERRA. TRIPS and TRIMS and all the other agreements
we are really interested in seeing how we will get compliance and
performance from China.

Ambassador BARSHEFSKY. Yes.

Mr. BECERRA. Let me spend just a little time asking you go to
through with me this argument that we cannot or that we can do
an annual NTR versus the permanent because I think it is more
a political argument made that we cannot live with anything less
than a permanent NTR which may ultimately be important enough
to cause us to have to go towards a permanent if we find no other
way to do this. But why not run the course of the annual NTR as
some are proposing? Give me the explanation why it is that we
cannot do that if you run it down to its logical conclusion?

Ambassador BARSHEFSKY. This is a legal issue. It is not a politi-
cal issue except obviously politically not providing China perma-
nent NTR I think is a substantial problem as we have indicated be-
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fore in testimony. But this is a legal issue. Under WTO rules every
WTO member must grant to every other member the same rights
and privileges and benefits unconditionally, unconditionally and
immediately in order to have a WTO relationship with a member.
In other words, in order that you can guarantee the benefits will
flow from what you have negotiated.

Mr. BECERRA. So, those who say you can do an annual say un-
conditionally for that period of time, for that year, we have granted
China—

Ambassador BARSHEFSKY. That is not unconditional in the mean-
ing of WTO rules. Unconditional in WTO rules doesn’t mean peri-
odically unconditional. It means unconditional.

Mr. BECERRA. So, the way you frame it then or the way you
think the Chinese would frame it is they would go back to the base
agreements and say that the fact that every year you have to come
back means there is a condition on that NTR status.

Ambassador BARSHEFSKY. Correct. It is fundamental in the WTO
that no country can be treated differently from any other country
with respect to its import rights. We would be treating China dif-
ferently from the other 135 members of the WTO. This is a fun-
damental violation.

Mr. BECERRA. And the treatment that would be different is the
fact that there would be no certainty or predictability—

Ambassador BARSHEFSKY. Correct.

Mr. BECERRA.—to the status.

Ambassador BARSHEFSKY. Correct.

Mr. BECERRA. But in terms of the actual trade relationship the
treatment would be the same, it is just that because there would
be that aura hanging over your head that perhaps in 365 days you
wouldn’t have that status, the NTR status, that would be a dif-
ferentiated treatment from the rest of the world.

Ambassador BARSHEFSKY. Correct. That is to say that annual
NTR is not only not unconditional it is discriminatory and both of
which violate fundamental precepts of the WTO.

Mr. BECERRA. Is there any room that you see to have a less than
permanent, by time frame, NTR that would survive a challenge by
China or anyone within the WTO framework?

Ambassador BARSHEFSKY. I don’t see it. I don’t see it. I don’t
think this is an area where nuance can override the basic illegality
under WTO rules of treating different countries differently.

Mr. BECERRA. And in the President’s statement that he would
vote the—what is the word, the non—

Ambassador BARSHEFSKY. Nonapplication.

Mr. BECERRA.—where he would invoke the nonapplication him-
self if we got to the point of not granting permanent NTR, that
would be for the purpose of protecting us within the WTO, itself,
because otherwise if we are in the only other way to challenge Chi-
na’s status would be to remove ourselves completely from the
WTO?

Ambassador BARSHEFSKY. No. What he means is that he is say-
ing in that hypothetical situation if China were to enter he would
consider taking an exception to MFN, if you will. That is exactly
what we want to avoid because then China is under no obligation
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to provide us the full benefits of what we negotiated but they would
be applying our agreement to everyone else in the world.

Mr. BECERRA. I will leave it there.

Thank you, Mr. Chairman.

Thank you, Madam Ambassador.

Ambassador BARSHEFSKY. Thank you.

Chairman ARCHER. Thank you, Mr. Becerra.

Mr. Doggett.

Mr. DOGGETT. Thank you, Mr. Chairman.

First, on tobacco, I am pleased it is off the table. Any effort to
expand tobacco markets for tobacco farmers here would totally con-
tradict what the President has said about this deadly product. As
you know, Ambassador, I fully support the view that more inter-
national commerce means more good jobs, more high-paying jobs
here in America. But that is not our sole concern, of course, and
I applaud the comments that you and the President made particu-
larly with regard to the environment out in Seattle.

Ambassador BARSHEFSKY. Yes.

Mr. DOGGETT. And I am interested in the extent to which those
are being given real meaning in our trade policy. I know that first
in negotiating this agreement the groups that had an opportunity
to see it beforehand, other than members of Congress, included
your industry advisory committees or ISACs.

Ambassador BARSHEFSKY. Yes.

Mr. DOGGETT. And that they routinely advised your agency on a
wide range of matters from forest products to global warming. As
you are well aware, there are industry representatives on the envi-
ronmental committee but no environmental representatives on the
industry committee. And this practice, I believe, a Federal court
has said you could not articulate any reason why a single environ-
mental representative on those committees would impair either our
trade negotiations or the operations of the committees.

In view of that, doesn’t the opposition of the trade representa-
tives office to environmental participation on these advisory com-
mittees contradict what the President was saying about his desire
to use our trade policy to leverage environmental protection up in-
stead of down and, indeed, doesn’t it contradict the interest ex-
pressed in getting the WTO to open its processes up to both envi-
ronmentalists and other forms of public participation?

Ambassador BARSHEFSKY. No. And the reason is several fold.
First off, we, the Commerce Department and the Justice Depart-
ment have agreed to appeal the lower court ruling because we be-
lieve the lower court fundamentally misconstrued the statute under
which we operate these advisory committees. This is a broader
point of law which we felt had to be clarified at the appellate level.

It does not have to do with our preference whether certain mem-
bers serve on certain committees or not. There is a broader point
of statutory construction at issue here.

Second of all, we, as you know, have I think more than any other
Administration opened up the process of private sector advisors to
include environmental groups. Environmental groups sit on our top
tier advisory committee, the ACTIN. We also have a trade and en-
vironment advisory committee which is statutory and we are the
first Administration to do that. And obviously—
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Mr. DOGGETT. I am familiar with that committee but it has not
had the same level of involvement in consideration of this agree-
ment or other agreements that the industry advisory committees
have had, has it?

Ambassador BARSHEFSKY. Well, they are certainly welcome to be-
cause they are all cleared advisors and they have always had ac-
cess to all of the text.

And third, let me just say that we are looking at ways to promote
yet greater public input including from environmental groups. We
and Commerce are working on that now. Obviously we will imple-
ment the lower court ruling. We have not asked for injunctive relief
of any sort. We will proceed to implement the lower court ruling
but the appeal, just to repeat, has to do with a somewhat broader
point of law with respect to statutory construction.

Mr. DOGGETT. Which is the view that the Congress won’t let you
do it?

Ambassador BARSHEFSKY. Yes.

Mr. DOGGETT. Okay. And with looking specifically at this China
agreement, with the notable exception of the reduction of environ-
mentally harmful subsidies, which I know you have discussed be-
fore, which have an ample nonenvironmental justification as well
as an environmental justification, what specifics can you point to
in this particular agreement that you think will advance environ-
mental interests?

Ambassador BARSHEFSKY. Well, with respect particularly to serv-
ices market opening, we have commitments from China to open up
such services as sewage, solid waste disposal, noise abatement, na-
ture and landscape protection services, as well as energy and trans-
portation services. I think all of these will have important side ben-
efits.

In addition, as you know, we do have an extensive program of
cooperation with China on environmental initiatives through a se-
ries of programs the Vice President inaugurated as well as through
programs that EPA and others in the Administration participate
in, whether global greenhouse gas reduction, urban air quality or
energy efficiency.

And those programs are continuing.

Mr. DOGGETT. Outside this agreement?

Ambassador BARSHEFSKY. Yes. Those are outside the agreement
but the services market opening is in this agreement as well as a
pre-agreement by China that to the extent the WTO removes tar-
iffs on environmental goods and services and we would like to do
that to diffuse the technology, to diffuse these products, China will
agree.

Chairman ARCHER. The gentleman’s time has expired.

Madam Ambassador, you are excused. The Committee will stand
in recess until we can complete the votes on the floor and then re-
turn.

[Recess.]

Chairman ARCHER. The committee will come to order. The Chair
apologizes to our witnesses for the delay, but we have no control
over when they have votes on the floor of the House of Representa-
tives.
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I am told that Mr. Trammell and Mr. Erisman would like to be
given the opportunity to move up to this panel, and that is accept-
able to the Chair, provided the other individuals on the last panel
are willing to stay and go in regular order. So, Mr. Erisman, would
you like to—

Mr. STARK. Mr. Chairman?

Chairman ARCHER. Mr. Stark, I will recognize you shortly.

Mr. STARK. Thank you, Mr. Chairman.

Chairman ARCHER. I want to first recognize Mr. Bonsignore, who
has another appointment and will have to leave, and so I would
welcome you and ask you to proceed with your statement.

As T mentioned earlier—and I know most of you were in the
room—we ask all witnesses to limit their oral statement to 5 min-
utes, and without objection, all of your printed statements will be
inserted in the record.

So you may commence, Mr. Bonsignore.

STATEMENT OF MICHAEL R. BONSIGNORE, CHIEF EXECUTIVE
OFFICER, HONEYWELL INTERNATIONAL, INC., MORRIS-
TOWN, NEW JERSEY, ON BEHALF OF U.S.-CHINA BUSINESS
COUNCIL, AND BUSINESS ROUNDTABLE

Mr. BONSIGNORE. Thank you. Chairman Archer, Congressman
Rangel, members of the committee, distinguished colleagues on the
panel, ladies and gentlemen, it is my pleasure and honor this after-
noon to testify before this committee and share my perspective on
the benefits of China’s accession to the WTO—

Chairman ARCHER. The Chair would ask you to identify yourself
for the record and whom you represent, and that would apply to
all of the witnesses. I forget to mention that.

Mr. BONSIGNORE. Thank you, Mr. Chairman. I am Michael
Bonsignore. I am the chief executive officer of Honeywell, and I am
here on behalf of my company, the U.S.—China Business Council,
and the Business Roundtable.

Chairman ARCHER. And if I could also ask you to suspend for one
more moment, I think Mr. Ramstad, my colleague, would like to
make a remark or two welcoming you to the committee.

Mr. RAMSTAD. Thank you, Mr. Chairman.

Just very briefly, I want to thank all the members of this panel
for your indulgence and for your patience and for being here today.
And I especially want to welcome the two Minnesotans, my two
Minnesota friends on this panel, Mr. Chairman, and thank you for
the recognition.

First I want to welcome back to the committee Ernie Micek,
chairman of the board at Cargill. He, more than anybody I know
in this country, has focused his energy, attention, and expertise on
efforts to feed the world through international trade. Ernie also
represents here the Emergency Committee for American Trade,
ECAT, so he is wearing two hats.

Then, Mr. Chairman, I also want to welcome Mike Bonsignore,
CEO of Honeywell, as you said, a company that started in Min-
nesota 114 years ago, currently employs 8,500 people in Minnesota
and 120,000 people in 100 countries throughout the world. Like
Cargill, Honeywell has been a great corporate citizen in Minnesota
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because of Mike’s leadership, in large part, and like Cargill, Honey-
well extends its philanthropic activities to its operations worldwide.

Mike also wears two hats, Mr. Chairman. He comes before us
today as chairman of the U.S.—China Business Council and as a
member—actually, three hats, a member of the Business
Roundtable’s Trade and Investment Task Force.

So I want to welcome both Mike Bonsignore and Ernie Micek,
two great Minnesotans who are here today, and thank you for
being with us.

Thank you, Mr. Chairman. I yield back.

Chairman ARCHER. Now, Mr. Bonsignore, hopefully without any
further interruptions by the Chair, we would be pleased to receive
your testimony.

Mr. BONSIGNORE. Thank you, Mr. Chairman. My written testi-
mony today addresses five points: the commercial benefits of the
WTO bilateral agreement; the importance of the U.S. policy of en-
gagement with China; how U.S. companies are catalysts for change
in China; the opportunity to support enforcement; and the leader-
ship role of the United States on labor, the environment, and
human rights.

Because of my limited time today, I would like to focus on two
of these points: the commercial benefits and the positive role of
U.S. companies.

You have all heard a great deal about the many benefits of Chi-
na’s accession to the WTO and the bilateral agreement. I would
like to make it more concrete for you today by showing you how
those benefits play out for my company, Honeywell.

This deal creates a great opportunity for us. China is a huge
market for U.S. business and for my company. We are already see-
ing growth rates between 10 to 25 percent per year in many of the
key market segments that we serve in China.

Because of this agreement, Honeywell will have the ability now
to import directly anywhere into China, resell under our own
name, provide service, maintenance, and repair support, and man-
age our own distribution process. This is an extremely positive
change because, in China today, foreign firms have no right to dis-
tribute products other than those that they make in China, or to
own or manage the distribution network.

Direct control over our operations and sales process is essential
to our cost and service competitiveness. It increases our exports to
China. It creates more jobs at home in the United States for the
products that we produce here and more jobs in China for those
products that are applied in satisfying the needs of Chinese cus-
tomers.

Our story goes beyond the commercial benefits, however. There
are other significant aspects to U.S. businesses’ commercial engage-
ment in China, aspects that complement and support a range of
U.S. policy objectives in China. American companies and farmers
see China as the single most promising opportunity to expand mar-
kets for our products and services. Growth in China will create a
positive return for our employees, for our shareholders, for our
communities, and for our suppliers. In fact, the economic benefit
from any one U.S. company’s commercial engagement in China rip-
ples across the U.S. economy as part of an intricate supply chain
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of producers and suppliers, small and large alike, allowing individ-
ual U.S. workers to benefit as well.

But the benefits of U.S. commercial engagement are not eco-
nomic alone. The ripple effect of these other benefits touches both
U.S. and Chinese lives. These benefits are perhaps not as well
known or understood, so I would like to take a moment to share
with you something of the “untold story” of U.S. business in China.

When U.S. companies export to China and establish operations
there, they bring not only their products and services, but also our
operating standards, best business practices, corporate values, and
guiding principles. In so doing, U.S. companies set a positive exam-
ple of corporate citizenship and contribute to the evolution of norms
within Chinese society. Indeed, many of these practices are increas-
ingly being adopted by domestic enterprises in China.

For example, did you know that U.S. companies bring literally
tens of thousands of Chinese citizens to visit the United States
each year for a wide range of technical, managerial, financial, envi-
ronmental, and health and safety training? For many Chinese visi-
tors, these trips are not only their first exposure to the United
States and our way of life, but their first time out of China. In ad-
dition, U.S. companies provide extensive training and education in
China.

Did you know that U.S. companies, through the voluntary con-
tributions of U.S. employees and their foundations, have provided
millions of dollars for flood relief in China? Did you know that we
build schools and health clinics and that our own Chinese employ-
ees volunteer in these efforts?

Did you know that we provide home ownership programs for our
workers and their families, offer scholarships, donate equipment
and computers for training, teach classes, support rule of law ini-
tiatives, and sponsor Little League baseball teams in the commu-
nities where we operate in China?

And did you realize that in undertaking all of these activities on
our own, American companies are complementing many of the pol-
icy aims toward China that Congress and the Administration
share?

These examples, and many others, are documented in a report
being released to the Congress today. This report, “Corporate Social
Responsibility in China: Practices by U.S. Companies,” was com-
piled and published under the leadership of The Business Round-
table.

We acknowledge that trade is no quick fix to China’s problems.
It encourages China to move in the right direction, however.
Through trade and investment, we can give the Chinese people ac-
cess to information and exposure to other cultures from around the
world.

In closing, let me say that the WTO agreement can be evaluated
on its economic merits alone and on that basis be judged a win for
the United States. But China’s accession to the WTO is not about
economics alone. It is about seizing an important opportunity to
work with China on a shared objective of accelerating China’s eco-
nomic transformation. It is about expanding the ability of business
to do good while doing well.
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Thank you, Mr. Chairman, for this opportunity to testify. I urge
the committee to take a broad view of the importance of bringing
China into the WTO and lend its full support to passing permanent
normal trade relations this year.

Thank you, sir.

[The prepared statement follows:]

Statement of Michael R. Bonsignore, Chief Executive Officer, Honeywell
International, Inc., Morristown, New Jersey, on behalf of the U.S.—China
Business Council, and Business Roundtable

Good morning Chairman Archer, Congressman Rangel, members of the Commit-
tee, my distinguished colleagues on the panel, ladies and gentlemen. It is my pleas-
ure and honor to have this opportunity to testify before this committee to share my
perspective on the benefits of China’s accession to the WTO and the recently con-
cluded bilateral agreement between the United States and China.

I am Chief Executive Officer of Honeywell, a global diversified manufacturing and
technology company. As you know, Honeywell and Allied Signal merged at the end
of 1999 to form a great new organization with almost $25 billion in revenue, 120,000
employees worldwide and a presence in almost 100 countries. I am extremely opti-
mistic about the future of this new enterprise—and very aware that much of our
future growth and business opportunities will come from markets outside the
United States—as it has in the past.

Today, Honeywell’s business in China is approaching a half a billion dollars in
revenue—a substantial portion of which is direct exports from the United States.
On virtually every Boeing aircraft shipped to China, Honeywell’s avionics, auxiliary
power units, wheels and brakes are on board. We ship industrial process control in-
struments and systems to help modernize a wide range of Chinese industries—from
pulp and paper to petrochemicals. We ship energy efficient lighting controls and en-
ergy management systems for Chinese buildings—hotels, offices, airports, schools
and hospitals. We export amorphous metals to help improve the efficiency of trans-
formers in China, and also specialty chemicals, polymers and electronic materials
to support a wide range of Chinese manufacturing needs. Finally, we provide
turbochargers for diesel and gas engines and truck air brake components for the
automotive market.

We also have a wide range of business operations in China. The growth rate we
are experiencing in the numerous markets we serve in China ranges between 10—
25%. We are deeply committed to the China market and to the local communities
in which we operate.

I am proud to be serving this year as Chairman of the U.S.—China Business
Council. As you know, the Council was founded in 1973 and represents 250 leading
American companies with business interests in China. I am also a member of The
Business Roundtable’s Trade & Investment Task Force. The Roundtable is an asso-
ciation of more than 200 CEOs of U.S. corporations that together employ more than
10 million people. It is dedicated to examining public policy issues that affect the
economy and developing positions that reflect sound economic and social principles.

I would like to address five points in my remarks to you today: (1) the commercial
benefits of this agreement are comprehensive; (2) the United States’ consistent pol-
icy of engagement with China is working and should continue; (3) U.S. business is
a catalyst for positive change in China; (4) enforcement is essential; and (5) the
United States must show leadership by taking concrete steps with China to improve
labor, human rights and environmental conditions.

1. The Commercial Benefits of the WT'O Deal Are Comprehensive

Because the overall commercial benefits have been amply addressed by Ambas-
sador Barshefsky and no doubt will be addressed by many other representatives
from a wide range of the American business and agricultural community, I will not
go into them further here.

I have, however, attached to my written testimony a summary of the benefits that
Honeywell specifically anticipates from the implementation of this agreement. I be-
lieve the benefits to Honeywell paint a picture of how significant China’s concessions
are when you put them all together and see how they work in the real-world.

1. Engagement Works

For more than two decades now, U.S. Presidents from both parties (Nixon, Ford,
Carter, Reagan, Bush, and Clinton), who have widely divergent ideas on economic
policy, foreign affairs, and social goals, have consistently determined that the best
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way to increase America’s influence with China is through a policy of engagement.
The four Presidential front-runners now are no different: Bush, Bradley, Gore, and
McCain all support continuing our engagement with China by passing PNTR.

Our Presidents’ support for engagement has been so consistent and bipartisan
over the years because it works. Engagement simply means building our economic
and political ties with China, bilaterally and multilaterally, so that we provide con-
stant pressure for China to be a constructive and responsible member of the inter-
national community. Strengthening our economic ties strengthens our voice by giv-
ing China a vested interest in maintaining stable relations with us and addressing
our concerns.

Engagement does not mean that we are ratifying all of China’s policies or giving
China any special treatment. I hear those phrases bandied about in the debate, and
they couldn’t be more wrong. This WTO deal gives China no special treatment. It
simply brings China into the international trading system where China has to fol-
low the same rules that everyone else follows, instead of leaving China outside the
system where China gets to make its own rules.

Do we have more work to do? Absolutely. However, PNTR is not a ratification of
China’s troubling human rights record. We need to continue to press China to move
toward an open and democratic society that protects individuals’ freedom and that
contributes to international peace and security. Bringing China into the WTO is a
positive step in this direction. It opens up China’s economy and society to the world,
wider than ever before. And it binds China more firmly into the international com-
munity and the rule of law.

Opponents of PNTR would hold us back from realizing this future.

Let us take a moment to examine what a future without PNTR would look like.
It’s a picture without the United States in it. While the rest of the world is engaging
in deeper economic ties with China through the WTO, the United States would be
on the sidelines. Europe and Japan would be increasing their investments in China,
increasing exports to China, and also increasing their imports from China. Now
when human rights or other issues come up, which diplomats will China see first?
Ours because we demand it? Or Europe’s because they have new economic contacts,
new investments, and new projects in China.

This isn’t a matter of buying influence; it’s a matter of building the relationships
to get things done. Relationships are important everywhere, but especially in Asia.
China is a proud country. Isolating them and threatening them into following our
point of view is not an effective strategy to influence them. Obviously we’re no
weakling, and China knows that well. But if we want to have influence, we’ve got
to be at the table. PNTR helps puts us there.

II1. U.S. Business is a Catalyst for Positive Change in China

The commercial interests U.S. companies hold in China are well known. As I just
stated, I believe the benefits of the WTO deal to U.S. business interests are increas-
ingly well documented. What is perhaps not as well known or understood are the
non-commercial benefits that accrue both to the U.S. and China through the engage-
ment of U.S. business in China. I'd like to take a few moments to share with you
something of the “untold story” of U.S. business in China.

The fact is that when U.S. companies export to and establish operations in China,
they bring not only their products and services, but also their operating standards,
their best business practices, their corporate values and their guiding principles. In
so doing, U.S. companies act as a catalyst for positive change in China. Through
the dissemination of a broad range of practices, U.S. companies set a positive exam-
ple of corporate citizenship and contribute to the evolution of norms within Chinese
society.

Indeed, many of these practices are increasingly being adopted by domestic enter-
prises in China.

e Did you know that U.S. companies are helping to lead the way for improved
environmental, health and safety conditions in China by engaging in government-
to-government initiatives, providing direct support to environmental NGOs, estab-
lishing U.S.—based internal company standards and practices, and introducing en-
vironmental technologies and industrial systems that minimize waste, control emis-
sions, and enhance safety?

* Did you know that literally tens of thousands of Chinese citizens visit the
United States each year as the U.S. parent company brings them over for a wide
range of technical, managerial, financial, environmental, health and safety training
and education? For many Chinese visitors these trips are not only their first visit
to the United States, but their first time out of China. Extensive training and edu-
cation is also provided by U.S. companies in China.



91

e Did you know that U.S. companies—through the voluntary contributions of U.S.
employees and through their foundations—have provided millions of dollars to sup-
port flood relief and aid victims in China? Did you know that we build schools and
health clinics, and that our own Chinese employees volunteer in these efforts? Did
you know that we provide home ownership assistance programs to our employees
and their families, offer scholarships, donate equipment and computers for training,
teach classes at Universities, support rule of law initiatives and grassroots electoral
reform programs, bring western arts and entertainment, and sponsor Little League
teams in the communities in which we operate?

¢ Did you realize that in undertaking all of these activities, on our volition, we
are complementing many of the policy aims that Congress and the Administration
share toward China? We are, in fact, the major U.S. non-governmental organization
effecting concrete change in China.

These examples and more have been documented by a number of U.S. companies
in a report that is being released to Congress today. This report, entitled “Corporate
Social Responsibility in China: Practices by U.S. Companies,”was compiled and pub-
lished under the leadership of The Business Roundtable. I commend it you as tan-
gible evidence that U.S. companies do more than sell goods in China.

In supporting commercial engagement with China—Dby securing the benefits of the
WTO deal through the extension of PNTR to China—Congress supports the ability
of U.S. business to make a positive difference in China.

IV. Enforcement Is Essential

It is clear from the debate underway here in Washington that there is a substan-
tial amount of concern regarding China’s willingness to live up to its obligations
under the WTO. Many assert that China’s record on trade accords is mixed. That’s
true. We will need to be vigilant. As Ambassador Barshefsky has outlined in her
remarks, monitoring, compliance and dispute settlement mechanisms are a built-in
advantage of the WTO system.

In order to ensure compliance by China with its commitments, it is important to
understand the extent of those commitments. I would tell you that the breadth of
commitments that China has made in the WTO package is impressive. They rep-
resent the conviction of Chinese leadership that their future prosperity lies in mov-
ing to full-scale economic liberalization and engagement in multilateral institu-
tions—not in the outmoded and unsuccessful model of isolationism, and a command
and control economy populated by state-owned enterprises.

But the reforms and institutional changes implicit in changing China’s economic
model and system are formidable. The Chinese government is acutely conscious of
these challenges -and of the cost that will be born in terms of unemployment, dis-
locations, failed enterprises, and the trial and error of institution and capacity build-
ing that accompanies the transformation from a central, planned economy to a
transparent, market based economy.

For example, the national treatment provisions of the WTO accession package
mean that China will have to revamp its national, provincial, and local regulatory
structure to treat U.S. and other foreign participants in its markets no differently
than Chinese companies. Doing so will require greater transparency in drafting, pro-
mulgating and implementing administrative rules governing virtually every sector
of the economy.

The Chinese government has already begun a process of administrative law re-
form, with support from U.S. legal and academic institutions and experts, but this
process inevitably will need to accelerate.

There are two ways to deal with these implementation challenges. First, when
necessary there should be no hesitation by the U.S. government to invoke the WTO
dispute settlement process. Second, we also need to realize that there are many op-
portunities to facilitate and improve China’s compliance before trade disputes erupt.
The greater the ability of China to comply quickly and effectively, the lower the risk
that we end up in a situation where full blown trade disputes emerge.

In this regard, I strongly believe that part of our strategy in optimizing the bene-
fits of China’s accession to the WTO and ensuring that the system works, should
be to provide technical and other assistance to China to help it reach, and to acceler-
ate, the vigorous compliance that we expect.

V. The United States Must Show Leadership By Taking Concrete Steps with China
to Improve Labor, Human Rights, and Environmental Conditions

We know that some of you are concerned that passing PNTR will be bad for labor,
the environment and human rights. These are important issues. And PNTR will not
adversely affect our ability to be a positive influence on China in these areas.
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While trade is no quick fix to China’s problems, it encourages China to move in
the right direction. At its core, bringing China into the WTO increases China’s ties
with the international community. That is the best chance for bringing change to
China: it exposes China to international standards and the rule of law, and it links
China’s prosperity to the international system.

We can’t dictate policy to China; it’s a sovereign country like us, and we don’t re-
spond well to other countries dictating how we cope with some of our problems. But
through trade, we can expand the Chinese people’s access to new information and
increase their exposure to cultures from around the world. Over time, these indirect
efforts have an impact.

The bottom line is that by building closer economic ties with China, the United
States increases its leverage with China, and that helps us address these concerns.
Isolating China doesn’t get us any closer to meeting these concerns.

It is also important for the Congress to recognize that China has been taking con-
structive steps.

On labor, China’s 1995 National Labor Law implemented a 40-hour workweek.
That law also permits workers to bargain collectively. On the environment, China
issued its first environmental protection law in 1979. Today, China’s State Environ-
mental Protection Agency has ministerial status, just as our EPA has cabinet sta-
tus. In addition, over the last two decades, China has significantly lowered its en-
ergy intensity, which is its total energy consumption divided by GDP. China’s en-
ergy intensity has dropped by over 55%, while U.S. energy intensity fell by only 25%
during the same period.

We need to encourage them, and provide assistance where we can, to keep them
moving in a positive direction.

Finally, we all need to be creative in identifying and capitalizing on opportunities
to provide tools to help China meet its obligations and improve its labor, human
rights, and environmental conditions.

As this Committee is well aware, the economic, social and political transformation
that has been underway in Eastern Europe and the former Soviet Union since the
collapse of the Berlin Wall continues to be an arduous journey for most of the coun-
tries involved. The relative success of these efforts, to date, is a function of multiple
factors—including the United States’ leadership in supporting those efforts.

As you know, the Congress established a number of constructive programs to sup-
port democratic and market-reform initiatives as these regions began their trans-
formation process.

In November 1989, just weeks after the Berlin Wall fell, the U.S. Congress in a
bold act of recognition of the daunting challenge facing the former Soviet satellite
countries, passed the SEED Act—Support of Eastern European Democracy. In 1992,
shortly after the dissolution of the Soviet Union, Congress passed the Freedom Sup-
port Act. These initiatives were aimed at helping these countries meet the wrench-
ing adjustment challenges ahead of them. Since 1990 the United States has spent
approximately $15 billion on this effort. Much of the funding in these programs
went to support fiscal, financial, regulatory and legal reforms as well as to provide
training and technical assistance.

These programs demonstrated U.S. leadership and commitment to democracy by
providing concrete support to accelerate the economic, social and political transition
in these countries. Now, Congress has the opportunity to demonstrate its commit-
ment to China’s economic, social and political transformation—by enacting perma-
nent normal trade relations for China.

To further complement this achievement, Congress should also consider whether
there are comparable initiatives that would build on the progress made in opening
China up through trade.

For example, there is the so-called “rule of law initiative” on which the presidents
of the United States and China symbolically embarked during the November 1997
and June 1998 summit meetings. As I'm sure you would agree, U.S.—China co-
operation in the field of law is a valid, legitimate building block both of closer U.S.—
China relations, and of a better world. Right now there is no significant U.S. fund-
ing to support this effort.

The business community is mindful of doing its part in this regard. As just one
example, the U.S.—China Business Council in 1998 invited its member companies
to make voluntary contributions to a new entity, the U.S.—China Legal Cooperation
Fund. The Council’s companies have contributed approximately $400,000 to the
Fund, and we have since made 10 private-sector grants to worthy applicants from
both the United States and China in the broad field of legal cooperation.

The United States also has a high level U.S.—China Forum on Sustainable Devel-
opment that has an ambitious array of working groups which address a range of
issues related to energy, environment, commercial cooperation, climate change and
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other topics, and that meet on a regular basis to talk about China’s challenges. Yet,
we do not extend the U.S.—Asia Environmental Partnership Program to China.

I believe that these types of initiatives, which provide technical and other prac-
tical assistance to China, are much more effective vehicles for making progress than
denying PNTR to China.

Conclusion

As you consider whether to support PNTR, consider who it is we want to strength-
en in China. The old-guard that opposes the WTO and wants to slow down economic
reform? Or the reformers, who have staked their reputations on bringing China into
the WTO? Failure to pass PNTR doesn’t send the “strong message” that U.S. oppo-
nents of PNTR would have you believe. It doesn’t tell China that the United States
is getting tough on human rights, non-proliferation or other issues. Just the oppo-
site. It says the United States isn’t a player; we don’t want to be at the table. And
we don’t stand by the agreement we made in November.

The bottom line is that turning down PNTR doesn’t move us one inch closer to
better human rights, environmental standards, or any other goals. It moves us a
mile in the other direction. And it hurts our reputation worldwide. We should not
be reverting to isolationism at a time when it is more important than ever to show
leadership to the world.

I understand that at times it may seem easier to leave things as they are and
just renew China’s NTR annually, even at the price of passing up China’s historic
trade concessions. But I urge you to focus on one question: Is America better off
under this deal or not? The answer is a resounding yes—we are better off. This
agreement doesn’t get us to the finish line, but it does move us farther along in the
right direction. Yes, we’re going to have challenges, and we’re going to have to be
vigilant to hold China to the agreement. And we’re going to have to raise our voice
against the Chinese policies we oppose.

In closing, let me say that the WTO deal can be evaluated on its economic merits
alone and be judged a true win-win. But let me also underscore that clearly the
WTO deal is not about economics alone. It’s about expanding the ability of business
to do good, while doing well in China. It’s about strengthening a pillar of the bilat-
eral relationship that in turn adds much needed stability to the foundation of this
strategically important relationship. It’s about seizing an important opportunity to
work with China on a shared objective of accelerating and managing the trans-
formation of China’s economic system—with all the attendant social and political
implications.

I thank you again, Mr. Chairman, for this opportunity to testify on an issue of
great importance to us all. And I urge the Committee to take this broad view of
the importance of the WTO deal -and lend its full and immediate support to secur-
ing PNTR for China this year.

THE CHINA WTO ACCESSION AGREEMENT AND THE EXPECTED BENEFITS TO
HONEYWELL IN CHINA

The WTO accession for China is an invaluable negotiating vehicle through which
to address a range of discriminatory trade practices, regulatory processes, trade bar-
riers, lack of transparency, and other policies that limit US companies’ participation
in the Chinese market.

The WTO deal as announced and summarized by USTR on November 15th con-
tains a number of very important elements that will enhance Honeywell’s ability to
trade with and do business in China. Honeywell will further review the terms of
the Agreement once the full text is published.

Key Benefits

1. Trading and Distribution Rights. Restrictions on trading and distribution rights
in the industrial sector will be progressively phased out over three (3) years. At
present, China severely restricts trading rights (the right to import and export) and
distribution (wholesaling, retailing, maintenance and repair, and transportation) by
issuing very restrictive business licenses.

Because of the WTO agreement, Honeywell will have the ability to import directly
anywhere into China, re-sell under its own name, and provide service, maintenance
and repair support, and manage its own distribution process.

This is extremely important because in China today, foreign firms have no right
to distribute products other than those they make in China, or to own or manage
distribution networks. This will impact virtually every business unit of Honeywell—
all of which serve the China market.



94

II. Tariffs. On high priority industrial products tariffs will be reduced to an aver-
age of 7.1% with the majority of cuts being achieved by 2003. Industrial tariffs over-
all will fall to an average of 9.4% by 2005.

¢ China will participate in the Information Technology Agreement which means
that Honeywell will see tariffs on several major, high value-added information tech-
nology products phased out completely over three (3) years.

¢ China will be implementing the vast majority of the chemical harmonization
initiative that will bring tariffs on important Honeywell product categories down to
0, 5.5, or 6.0%.

e Accelerated tariff reduction down to 25% will occur on autos by 2006, and on
auto parts, tariffs will be cut to an average of 10% by the same year. Honeywell
serves the auto market by providing consumer branded products for automotive
manufacturers and the aftermarket, turbochargers, braking systems and electronics
sensors for a range of vehicles. Improvements in market access for China’s auto sec-
tor will help drive Honeywell’s sales to our customers in China as well as those ex-
porting from the United States to China.

e China will also bind its entire tariff schedule, meaning it will accept a legal and
enforceable commitment not to raise tariffs in the future above the bound level.

The cumulative impact of these tariff cuts will have a significantly beneficial im-
pact on Honeywell’s cost structure in China.

III. Quotas and Licenses. WTO rules bar quotas and other quantitative restric-
tions, and China has agreed to eliminate these restrictions with phase-ins limited
to five years.

Auto quotas will be phased out by 2005, and the quota ceiling will grow by 15%
each year until the phase out. Again, this liberalization of the China auto market
will be beneficial for the new company.

IV. Other Restrictions. China currently requires a “quid pro quo” for granting com-
pany access to its markets in the form of either minimum investment levels, speci-
fied technology transfer, or, local content requirements. Under the WTO agreement,
all such limitations will be lifted.

The elimination of these requirements for obtaining an expanded business license
will make it more efficient and cost-effective for Honeywell to support its operations
and therefore enhance its competitiveness in China.

V. Services. China is among the most closed markets today to services exports
anywhere in the world. However, its commitments on services are comparable to
those of most WTO members.

They include commitments in all major service categories and reasonable transi-
tions to eliminate most foreign equity restrictions. The liberalization will benefit
Honeywell since it will provide us with greater choice and improved efficiencies in
service sectors on which we rely to do business in China.

VI. Investment. China has agreed to implement the agreement on Trade-Related
Investment Measures (TRIMS) of the WTO upon accession, and to cease enforcing
trade and foreign exchange balancing requirements, local content requirements, and
to refuse to enforce contracts imposing these requirements, unless they are consist-
ent with WTO rules.

Honeywell has nine joint ventures and six manufacturing sites in China. We will
enjoy greater protection of our investments and greater freedoms in operating these
ventures due to these provisions in the WTO accession agreement.

VII. State-Owned |Invested Enterprises. Currently China’s government has an un-
usually high degree of involvement in the economy and can exercise its own discre-
tion toward the granting of contracts by state-owned enterprises.

Under the WTO agreement, state-owned enterprises will be required to make pur-
chases solely on commercial considerations, such as price, quality, availability, and
marketability. In addition, US firms will be allowed to compete for sales and pur-
chases on non-discriminatory terms and conditions. USTR has clarified with the
Chinese that the purchase of goods and services by these entities does not constitute
government procurement, therefore these transactions will be subject to WTO rules.

Because state-owned and state-invested enterprises have a greater role in China’s
economy than in any other major economy, this change we expect will materially
benefit US companies like Honeywell.

With the advent of the WTO accession Chinese companies will need to invest
more in upgrading and modernizing their manufacturing processes and facilities to
become more competitive globally. As a leader in automation solutions, Honeywell
provides systems and products for the hydrocarbon processing, chemical, pulp and
paper process, and many other industries. These industries are of strategic impor-
tance to China. We expect that the WTO will in effect generate substantial business
opportunities for Honeywell as there will be a tremendous need for China to pro-
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mote energy efficiency practices and adopt automation and control technologies
which are Honeywell’s core industrial and building control businesses.

Chairman ARCHER. Thank you, Mr. Bonsignore. The Chair un-
derstands that you do have another engagement, and we would like
for you to stay as long as you can, but you may feel free to leave
whenever you have to.

Mr. BONSIGNORE. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Stark, I believe you would like to intro-
duce one of the panelists.

Mr. STARK. Thank you, Mr. Chairman. It is sort of like introduc-
ing one of the family. Chuck Mack is the Western Region Vice
President for the Teamsters. When I first knew him and first ran,
he was head of Local 70, and I thought Local 70 was going to win
my congressional race. They had more signs around than any other
political candidate in the area. And I think it is fitting. I notice,
Mr. Chair, that those of us who stand for human rights and oppose
welcoming China prematurely into the world of humane nations,
we are outnumbered. But that is okay because Chuck is going to
hold his own. I think it is fair, one against about five. He will take
care of them because he knows more about creating jobs and help-
ing democracy and creating help for the middle class and working
people in the San Francisco Bay area than any person I know.

I notice that Mr. Smith of FedEx has left, and, of course, that
is because if he had to sit next to Chuck Mack for more than 5
minutes, FedEx would end up with a union contract and do the
right thing like United Parcel Service does, and then they might
be able to better compete in the Bay area. But he left rather than
be under Chuck’s wonderful influence.

He does a great job, and those businesses in the Bay area that
have a contract with the Teamsters recognize that when there is
a problem, Chuck goes to bat to see that business grows in the Bay
area because he knows that is the way that he will create jobs for
his workers. He is unique in the union movement today, and I am
just pleased and proud to have a friend and neighbor here against
such odds, but I know he will do a good job.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Mack, after that beautiful introduction,
I think you should proceed with your testimony.

STATEMENT OF CHUCK MACK, INTERNATIONAL VICE PRESI-
DENT, WESTERN REGION, INTERNATIONAL BROTHERHOOD
OF TEAMSTERS, SAN FRANCISCO, CALIFORNIA

Mr. MAcK. Okay. Well, thank you very much. Mr. Chairman, Mr.
Rangel, members of the committee, my name is Chuck Mack, and
I am an international vice president, Western Region, for the
Teamsters Union. Thank you for the opportunity to testify today.
My statement will focus on the question of granting permanent
normal trade relations status to China.

The International Brotherhood of Teamsters strongly opposes
permanent NTR for the following reasons: Most important, China
does not deserve it. It is one of the most repressive countries in the
world. Its record on human rights and workers’ rights is out-
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rageous. From the mid-1960s to the mid-1970s, we witnessed Chi-
nese citizens being persecuted, murdered, and forced into labor, all
in the name of the so-called Cultural Revolution.

In 1979, we witnessed the Chinese Government suppress the De-
mocracy Wall. Activists were arrested, including Wei Jingsheng. In
1989, we witnessed the Beijing massacre at Tiananmen Square,
where hundreds of innocent civilians were slaughtered, and tens of
thousands arrested and imprisoned. Every leader in China’s pro-de-
mocracy movement has been executed, exiled, or jailed.

Today we witness continued abuse of the Chinese people. Thou-
sands are detained or beaten for their worship of God, for express-
ing their own views, for seeking freedom from oppression. This is
a country that does not allow freedom of speech, does not tolerate
dissent, will not permit freedom of association, and persecutes
those practicing religion. Organizing a union in China is a crime
against the state. It guarantees a quick trip to jail; forced labor,
prison labor, no independent unions, only those controlled by the
Communist Party are the order of the day.

Does it make sense to reward a country so abnormal when it
comes to human rights with NTR status?

Right now, the only leverage existing to get China to do the right
thing is the annual NTR review. We buy 40 percent of China’s ex-
ports. That is powerful. It is a lot of clout if we, in fact, want to
use it. As long as we continue annual review, we can debate and
spotlight the issue of basic worker and human rights in China.

Even further, we have the ability to predicate access to U.S. mar-
kets on achievement of gains on these rights. However, once China
is given permanent NTR, the leverage is gone. Congress has no
ability or power to influence China on these rights.

Worse yet, what kind of message do we send to the world if the
U.S. grants China NTR? That profit, open markets, transnational
business takes precedence? That human rights and worker rights
are for sale, or they are not allowed to get in the way of economic
expediency?

As democracy activists Harry Wu and Wei Jingsheng have often
stated, “increased trade not linked to human rights merely enriches
the regime and the vast network of enterprises it controls, increas-
ing its stranglehold on the Chinese people.”

Rather than turning our back, we should be demanding that
basic worker rights and human rights are the price for doing busi-
ness with the United States, because if it is not us, who?

I had an opportunity to read a summary of the U.S.—China bi-
lateral trade agreement. It takes care of everybody, almost: agri-
culture, industrial production, banking, audio-visual, securities,
distribution, to name a few. The only thing missing? Workers.

Now, the Teamsters are not opposed to trade. To the contrary,
many of our members’ livelihoods are tied to it. But trade has to
have a human face. It has to be environmentally sensitive. That is
what the WTO Seattle protests were all about. However, trade with
China is about money, new markets, low labor costs, little or no en-
vironmental regulation, and nonexistent work safety regulations.

If NTR is okay, it is going to be a boon, a windfall, and a prover-
bial gold mine for transnational corporations. But what does it
mean for the rest of us? Not much. There will be an increasing
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trade deficit for the United States. Right now, that deficit is around
$70 billion annually. If China is granted NTR and access to the
WTO, the deficit, it is estimated, will go as high as $104 billion by
the year 2002.

Job loss—that is what trade deficit means. So does a trade policy
that forces American workers to compete with goods made by work-
ers whose rights are violated daily and have no power to make
change.

Think about it. What business wouldn’t be interested in relocat-
ing to a country that guarantees low wages, no worker safety
standards, no independent unions, and no strikes? I can’t think of
any.
If the trade deficit moves as predicted, it will mean a manufac-
turing job loss of 600,000. With what has already gone, we are
talking over a million jobs.

Yes, I know, business claims the agreement with create new jobs.
We heard the same promise during the NAFTA debate, and it
didn’t happen. In fact, we lost jobs.

I would like to submit for the record, Mr. Chairman, a letter by
Teamsters President James Hoffa to John Welch, chief executive
officer of General Electric. It provides a concrete example of U.S.
jobs being shipped across the border as a result of NAFTA. Inter-
estingly enough, G.E. recently announced they intend to make sig-
nificant investments in China.

NTR also means a one-way street or, more accurately, a one-
sided agreement. They are going to get our money, our technology,
our jobs, and if past understanding is any measure—

Chairman ARCHER. Mr. Mack, if you will suspend for a moment,
without objection, the letter will be inserted in the record.

Mr. MAcK. Thank you very much.

[The letter follows:]

February 4, 2000

Mr. John F. Welch
Chairman and CEO
General Electric Company
3135 Easton Turnpike
Fairfield, CT 06431

Dear Mr. Welch:

I write on behalf of the 1.4 million members of the International Brotherhood of
Teamsters to ask you one question: How do you reconcile General Electric’s prom-
ises during the NAFTA debate to create jobs for American workers, with your subse-
quent and ongoing campaign to move thousands of positions—en masse—from the
U.S. to Mexico?

I ask this question not merely to satisfy my own curiosity. Rather, I ask it be-
cause the American people are being offered, once again, the same bad deal for Chi-
na’s accession to the WTO that we were offered during the NAFTA debate: removal
ofbtrade barriers for the benefit of corporations, in exchange for promises of new
jobs.

In October 1993—during the NAFTA debate—a representative from General Elec-
tric testified before the House Committee on Foreign Affairs that sales to Mexico
“could support 10,000 jobs for General Electric and its suppliers.. . . these jobs de-
pend on the success of this agreement.” Unfortunately, General Electric, through its
subsequent deeds, has swayed from those promises.

The fact is that since NAFTA was enacted more than 3,500 employees at General
Electric have lost their jobs and in each case the Department of Labor ruled that
those job losses were the result of either a shift in production across the border or
increased company imports from Mexico.
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To make matters worse, General Electric has embarked on a personal crusade to
strong-arm its suppliers to pile on to this NAFTA-sanctioned march across the Rio
Grande. A recent Business Week article (see attached) outlines this concerted effort
to move American jobs to Mexico, noting that the number of workers employed by
General Electric in the U.S. has fallen by half over the past 15 years. In that same
time period, the number of foreign workers has doubled—all in the name of in-
creased profits.

And profit you have! While orchestrating the plight of thousands of American
working families, the corporation has realized tremendous financial gains. Since the
passage of NAFTA, General Electric stock has risen from under $100 a share to over
$130 a share, twice undergoing a 2-for—1 split. In 1998 alone, you personally re-
ceived more than $37 million in salary, bonuses and other compensation. If you fac-
tor in stock option grants, your take that year soars to more than $62 million, mak-
ing you one of the highest paid CEO’s in America. This makes me wonder whether
General Electric is more concerned with bringing in big bucks for its shareholders
and executives than it is with “bringing good things to life.”

Regardless, the pattern here is clear. Corporate America has learned that it can
coerce Congress and the American people into passing new free trade agreements
so long as it promises to create new jobs. It is then free to use those same trade
agreements to ship good American jobs overseas in order to avoid important labor
and environmental standards and exploit low-wage, underprivileged workers. And
when that’s not enough, Corporate America comes back for more—this time, China’s
accession to the WTO.

Fortunately, the American people don’t have to wait for the outcome of the U.S.—
China deal to see how General Electric intends to behave. In one breath it promises
that free trade with China will heap tremendous benefits upon our workers, our
farmers, and our children. And in the other, its President of Medical Systems, Chih
Chen, announces the transfer of General Electrics’ research, development and man-
ufacturing centers from the U.S. to Japan and Beijing. In addition, General Electric
has announced that it will embark on three ventures in China, including construc-
tion of a $30 million facility in Shanghai.

It disturbs me that General Electric would be so cavalier to declare its intention
to move as an “effort to search out and attract the unlimited pool of talent that is
available in the countries in which we do business,” while pointing to Mexico and
China as targets of that effort. I must inform you, Mr. Welch, that there is another
country that not only has an “unlimited pool of talent,” but also ensures workers’
and human rights, guarantees free speech, and protects individual liberty: the
United States.

In the upcoming battle against granting China permanent NTR, I am committed
to highlighting these facts -and General Electric’s labor record in particular—in
worksites and in the halls of Congress. I promise that the American people will
know who really benefited from NAFTA, and who will really prosper from granting
China permanent NTR status.

That is a promise that I intend to keep.

Sincerely,
JAMES P. HOFFA
General President
JPH/bk
Attachment
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Chairman ARCHER. You may continue.

Mr. MACK. It means a one-sided agreement. They are going to
get our money, our technology, our jobs, and if past understanding
is any measure, only live up to that part of the deal they want to.
In 1992, 1994, 1996, China violated memorandums of understand-
ing on property rights and market access.

Eliminating annual review is not going to make this any better.
China can’t be trusted, and that alone should be reason to say no
to NTR. And we are not talking about stopping trade. We are talk-
ing about the annual review that we are currently going through.

We are respectfully asking Congress to vote against a proposal
that smacks of corporate greed, one that benefits an unholy alli-
ance of transnational corporations and China’s repressive Com-
munist dictatorship. We are asking Congress to reject a proposal
that perpetuates exploitation of workers here, there, and every-
where around the world.

Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of Chuck Mack, International Vice President, Western Region,
International Brotherhood of Teamsters, San Francisco, California

Mr. Chairman, Mr. Rangel, and members of the Committee, the International
Brotherhood of Teamsters thanks you for the opportunity to appear here today on
behalf of our 1.4 million members.

Last fall, prior to the Seattle WT'O Ministerial, the Clinton Administration an-
nounced that it had reached a trade deal with Communist China that will ease its
accession to the World Trade Organization (WTO) and grant it permanent Normal
Trade Relations (NTR) status. The Administration and its business allies claim that
this agreement will benefit the U.S. But the Teamsters Union is here today to tell
you that that isn’t true! This deal will hurt the U.S. Moreover, it will hurt American
workers and their counterparts in China and instead will benefit large, multi-
national corporations that seek to maximize profits no matter what the costs are
to workers and the communities in which they live.

Since 1980, the U.S. has gone from enjoying a small trade surplus with China to
suffering an enormous $60 billion trade deficit. The deficit has doubled in the last
few years alone, as the Clinton Administration has opened the U.S. market to more
Chinese exports under the “constructive engagement policy” which ignores both
human rights and worker rights considerations. Our trade deficit with China cannot
be blamed solely on the influx of cheap imports like shoes and toys. The U.S. also
sustains a trade deficit with China in the hi-tech computer and electronics sectors,
which in the case of the former increased by more than 100% between 1996 and
1998. To put these trade numbers in perspective, the U.S. trade deficit with China
is second only to our imbalance with Japan. And for all the hoopla about our exports
to China the fact that these exports make up a miniscule portion of the U.S. total—
we export less to China than to Belgium. This deal will only lead to further in-
creases in this job destroying trade deficit.

Congress and this Administration must understand that the basic problem is that
our trade policy with China forces us to compete with goods made by workers whose
rights are violated on a daily basis. Workers in China do not enjoy even the most
basic workplace safety protections. Forced labor is rampant, with some seven million
Chinese toiling away in prison labor camps, the vast majority serving sentences for
such political “crimes” as criticizing the Communist government. To try to organize
a union in China is to commit a crime against the state. That is why China’s work-
ers, despite their relatively high skill levels, earn some of the lowest wages in the
world. That is why American manufacturers like General Electric are so eager to
move production to China. Why pay a living wage when starvation wages will do?
Why pay the cost of maintaining a safe workplace when the government doesn’t care
if you do or not?

So let’s talk about General Electric for a moment. In October 1993—during the
NAFTA debate—its representative testified before the House Committee on Foreign
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Affairs that sales to Mexico “could support 10,000 jobs for General Electric and its
suppliersa. . . these jobs depend on the success of this agreement.” Unfortunately,
General Electric through its subsequent deeds, has swayed from those promises.

The fact is that since NAFTA was enacted more than 3,500 employees at General
Electric have lost their jobs and in each case the Department of Labor ruled that
those job losses were the result of either a shift in production across the border or
increased company imports from Mexico.

To make matters worse, General Electric has embarked on a personal crusade to
strong-arm its suppliers to pile on to this NAFTA-sanctioned march across the Rio
Grande. A recent Business Week article outlines this concerted effort to move Amer-
ican jobs to Mexico, noting that the number of workers employed by General Elec-
tric in the U.S. has fallen by half over the past 15 years. In that same time period,
the number of foreign workers has doubled—all in the name of increased profits.

And profit they have! While orchestrating the plight of thousands of American
working families, the corporation has realized tremendous financial gains. Since the

assage of NAFTA, General Electric stock has risen from under $100 a share to over
5130 a share, twice undergoing a 2-for—1 split. In 1998 alone, its CEO, John Welch,
received more than $37 million in salary, bonuses and other compensation. If you
factor in stock option grants, his take that year soars to more than $62 million,
making him one of the highest paid CEO’s in America. This makes this Union won-
der whether General Electric is more concerned with bringing in big bucks for its
shareholders and executives than it is with “bringing good things to life.”

Regardless, the pattern here is clear. Corporate America has learned that it can
coerce Congress and the American people into passing new free trade agreements
so long as it promises to create new jobs. It is then free to use those same trade
agreements to ship good American jobs overseas in order to avoid important labor
and environmental standards and exploit low-wage, underprivileged workers. And
when that’s not enough, Corporate America comes back for more—this time, China’s
accession to the WTO.

Fortunately, the American people don’t have to wait for the outcome of the U.S.—
China deal to see how General Electric intends to behave. In one breath it promises
that free trade with China will heap tremendous benefits upon our workers, our
farmers, and our children. And in the other, its President of Medical Systems, Chih
Chen, announces the transfer of General Electrics’ research, development and man-
ufacturing centers from the U.S. to Japan and Beijing. In addition, General Electric
has announced that it will embark on three ventures in China, including construc-
tion of a $30 million facility in Shanghai.

What disturbs the Teamsters Union most is that General Electric would be so
cavalier to declare its intention to move as an “effort to search out and attract the
unlimited pool of talent that is available in the countries in which we do business,”
while pointing to China as a target of that effort. Someone should inform General
Electric that there is another country that not only has an “unlimited pool of tal-
ent,” but also ensures workers’ and human rights, guarantees free speech, and pro-
tects individual liberty: the United States.

Please understand the Teamsters Union is not anti-trade. In fact, we support
trade that benefits people. We think American workers should face fair competition,
not competition based on a race to the bottom: Fair trade—not free trade. But how
can we trade with China when even China, much less multinational corporations,
can’t be trusted to keep its promises and to trade on fair and equitable terms.

The fact is that since the U.S. began conferring MFN, now NTR, benefits on
China in 1980, it has violated every single bilateral agreement it has entered into
with the U.S. Some examples: After signing three agreements on intellectual prop-
erty with the U.S. in four years, China continued to commit massive copyright in-
fringement of U.S. products, leading to the completion of yet a fourth agreement in
April 1999. As noted in recent news reports, even as China eliminates barriers in
some sectors of the economy, it erects them in others—in clear violation of the U.S.
China Market Access Agreement. It recently imposed duties on chemicals, motor ve-
hicles and other U.S. exports, imposed a total ban on foreign diesel and gasoline,
and prohibited the use of foreign equipment to construct new power plants. The Chi-
nese Ministry of Foreign Trade and Economic Cooperation (MOFTEC) publicly ad-
vertised its strategy to invest in Africa to circumvent U.S. quotas on textiles and
apparel. And the Department of Commerce recently found that China continues to
force U.S. joint ventures to transfer valuable commercial technology to China in ex-
change for market access.

Already, top Chinese officials are openly advertising the regime’s intention to dis-
regard the commitments it made to the U.S. in its deal to join the WTO.

If we then extend permanent NTR to China, which guarantees permanent access
to the U.S. market, we will be sending a message that no matter what promises
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China has failed to fulfill, there will be no consequences in terms of trade with
America. Moreover, if permanent NTR is granted, the U.S. will have put a seal of
approval on one of the most brutally repressive regimes in the world. We will be
turning our back on China’s democracy movement, on the thousands of people who
have fought and in many cases died for freedom in that nation. As democracy activ-
ists Harry Wu and Wei Jingsheng have often stated, increased trade that is not
linked to human rights merely enriches the regime and the vast network of enter-
prises it controls, increasing its stranglehold on the Chinese people.

A no strings attached deal for permanent NTR would be a disaster for people in
China and the U.S. The only beneficiaries will be the Chinese dictatorship and those
unscrupulous corporations like General Electric who are eager to exploit China’s re-
pressed labor force and happy to do business with its dictators.

Chairman ARCHER. Thank you, Mr. Mack.

Mr. Hulshof, you are recognized to introduce one of the panelists.

Mr. HULSHOF. I appreciate that, Mr. Chairman. I am going to be
brief because he has a plane to catch, and I know he will want to
provide his testimony. But I am happy to have a constituent here
and I will save my time for questions of Mr. Mack. Mr. Mack, you
said that trade has to have a human face. The gentleman who is
about to testify is that human face on how trade is going to benefit
especially American agriculture.

Mr. Chairman, it is my privilege to introduce to the committee
Richard Erisman. Mr. Erisman is a constituent of mine from the
9th Congressional District of Missouri. He is a fifth-generation
farmer. He is also involved in various other organizations, but he
is here today to provide testimony as simply that: an independent
producer who has been trying to make a living on the land.

So, Richard, we are happy to have you here and pleased to have
your testimony, and thank you, Mr. Chairman, for the opportunity
to introduce my constituent.

Chairman ARCHER. Mr. Erisman, with that send-off, we would be
pleased to receive your testimony.

STATEMENT OF RICHARD ERISMAN, FARMER, AUDRAIN COUN-
TY, MISSOURI, MEMBER, MISSOURI FARM BUREAU FEDERA-
TION, AND INTERIM BOARD OF DIRECTORS, FAMILY FARMS
PORK

Mr. ERISMAN. Mr. Chairman, I am Richard Erisman, as Con-
gressman Hulshof said, and I hope that I live up to his billing.

You have all got my written testimony, and I guess that I am
going to assume that you can all read. That is kind of a common
assumption, I would assume here.

I am also going to use a little bit of the wit that we kind of use
in the Third Farm Bureau District whenever we are talking about
meetings, and sometimes we get to the point where we all know
that the brain can only understand and comprehend as much as
the bottom can endure. And I am sure there are a lot of folks here
today that maybe have already endured all they can.

So I would like to just comment by saying, sir, that from your
opening comments and as a producer, I know that you understand
how important this issue is. This morning, Congressman Dooley
talked an made very succulent references to all—or succinct, I
think is the right word, references to all of the issues that the
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Farm Bureau and myself as a producer would have and I think
summed up everything that I would have wanted to have said.

I see Mr. Rangel sitting there, and he talked about Cuba this
morning. And maybe I am opening myself up, but most farmers
would definitely like to see an increase in trade to Cuba because
that is just another market that we can have.

Someone talked about standard of living and what is going to
happen with this issue. As a producer, I can only see that having
trade and being able to sell our products to other countries will
raise the standard of living in that country. They have to be able
to buy our products in order for us to sell. And we have got to have
trade to be able to do that.

I don’t think that we can sit here and ignore 20 percent of the
world’s population as traders. We have got to be able to reach to
that population.

Someone was concerned about winners and losers this morning,
and I think all of us, at least from my perspective, as I deal with
the John Deere dealer or as I deal with the other folks that I deal
with all the time, you have winners and losers all the time. And
I think it is your responsibility and Madam Barshefsky’s respon-
sibility to be sure that there are more winners than losers in this
operation or in this bill. And I think that it looks like that is going
to happen.

Someone was concerned about consumers. I think from a con-
sumer standpoint, anytime you have got a market, the more play-
ers you have in that market, the better choices you have. And you
have got to build a market to give consumers a better choice, to
give them the opportunity to buy what it is that they want to
spend their dollar on.

In agriculture, we have to have trade. We have a surplus in
nearly all of our commodities. Myself, I am a hog, corn and bean
farmer. That is the very worst you could be right now. You
wouldn’t want to know how many dollars I lost in the last 2 years.
But we have got to be able to sell our product.

In the 1996 farm bill, we were promised more trade, and this is
a step in the right direction. I would urge all of you to take all of
these comments, you know, for whatever they are worth. Kenny
has oftentimes heard me say these same things, but we have just
got to open this up so that in agriculture we can sell our products,
so that we can get rid of that pork that we don’t know what else
to do with, so that we can sell those soybeans and that soybean
meal, so that we can move the corn and bring those people along
to our standard of living so that everybody can benefit from this.

Sir, I think I would just stop right there and thank you for the
opportunity to be here.

[The prepared statement follows:]

Statement of Richard Erisman, Farmer, Audrain County, Missouri, Mem-
ber, Missouri Farm Bureau Federation, and Interim Board of Directors,
Family Farms Pork

Mr. Chairman, members of the Committee, my name is Richard Erisman. My
family and I raise hogs, corn and soybeans on our farm in Audrain County, Mis-
souri. My family has farmed for at least five generations and I am proud to say that
my mother still works in our hog operation. In addition, my wife and I have three
children who play an integral role in our farm. My oldest son graduated recently
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from the University of Missouri with a degree in agricultural economics and we re-
main hopeful he will be able to join our operation on a full-time basis.

I also serve on the State Board of the Missouri Farm Bureau Federation and the
interim board of directors of Family Farms Pork, a new generation cooperative
studying the feasibility of building a pork processing plant in north central Mis-
sourl.

It is a pleasure to participate in this morning’s hearing regarding permanent Nor-
mal Trade Relations (NTR) status for China. Last December, more than 500 voting
delegates at Missouri Farm Bureau’s Annual Meeting approved policy stating:

“We support extending Normal Trade Relations status to China to preserve and ex-
pand that agricultural market. China should adhere to the rules set by the World
Trade Organization (WTO) and should not be granted access to the WT'O unless they
agree to reduce barriers to trade.”

To put this policy in perspective, I will share some thoughts relative to how the
continued weakness of the US agricultural economy is affecting our farm. The crisis
facing rural America is well understood by members of this Committee and farmers
are very thankful for the economic assistance provided by Congress in 1998 and
1999. In Missouri, government payments accounted for approximately 75 percent of
net farm income last year. While we cannot count on ad hoc disaster assistance each
year, it is important you understand the situation is not improving.

Our farm produces about 3600 market hogs annually from 180 sows. Most of the
corn we raise is fed to the hogs. Our soybeans are sold and we in turn purchase
soybean meal for feed.

Aside from facing some of the lowest hog prices on record, our farm was hit by
a tornado on April 8th of last year. The tornado destroyed our finishing barns, leav-
ing only concrete slabs in its wake. We have rebuilt the hog barns, which some peo-
ple might question, but we had to let our hired man go. My wife works as a nurse
in a nearby town, partly for the health insurance benefits.

I am an independent hog producer, meaning that I do not contract with a large
production or processing corporation. My hogs are sold through Excel, a division of
Cargill, on a grade and yield basis. To give you an idea of how our markets have
contracted, 15 years ago, I could take pigs to two different markets on any given
day and have 3-5 buyers making bids. For about the past 3 years we have had only
two marketing options. I can receive a bid from Farmland or a bid from Excel. To
sell to Farmland I must have a minimum of a trailer load and the hogs must be
delivered to their plant in Monmouth, Illinois—a 5-hour drive. My operation doesn’t
produce enough hogs to fill a trailer load a week, the equivalent of the production
from 600 sows. And in my opinion, there are several environmental reasons not to
have that many sows at one location.

Last weekend, Senator John Ashcroft told a group of Missouri young farmers that
we now have freedom to farm but we need freedom to market. I agree with this
statement and while the federal government bears some of this responsibility, so do
producers. In my case, I have joined many other farmers to form a new generation
cooperative. In the near future, we will likely commit both hogs and capital to a
new pork-processing venture. I strongly believe that adding value to our products
is critical to our future success.

Ultimately, Family Farms Pork hopes to provide independent hog producers with
a market that captures a larger percentage of the consumer food dollar. New gen-
eration cooperatives, such as ours, could also help ensure that the benefits of in-
greasing consumer food demand do not fall simply to the largest corporate hog pro-

ucers.

We can raise the hogs, process the pork and even pay for promotion programs.
We cannot open foreign markets. Today, many agricultural producers remain frus-
trated by the lack of progress in expanding US exports since the passage of the 1996
farm bill. China represents a tremendous market for our products. It is essential
that we not simply stand aside and wish our competitors well.

I can’t sit here and tell this Committee exactly how my farm will benefit from
the bilateral agreement with China or permanent NTR. But I believe US hog pro-
ducers are well positioned to take advantages of increased foreign demand. And I
strongly believe that China’s ultimate participation in the World Trade Organiza-
tion will provide mutual benefits. As the Chinese people are more fully integrated
into the global economy, US agricultural producers will certainly benefit from access
to this vast new market.

No doubt, trade with the Chinese is a controversial issue. It is my understanding
their record of compliance with past agreements is less than stellar. Thus, it is very
important our trade officials monitor compliance carefully and be prepared to act
swiftly when disputes arise. Enforcement is critical; we must not turn our heads to
trade violations.
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In the past, China has been an inconsistent market for US agricultural products.
This would have to change if China is accepted into the WTO. Under the bilateral
agreement, China has agreed to accept USDA certification for meat safety for US
exports, allowing US meat access to all segments of the Chinese market. For pork,
tariffs will be reduced from the current level of 20 percent to 12 percent. And Chi-
na’s commitment to eliminate the use of export subsidies will benefit US producers
as we export to other markets.

Mr. Chairman, there is no “silver bullet” for the problems US farmers and ranch-
ers face. Yes, the combination of tax relief, regulatory reform and trade expansion
will certainly help. And I can assure you that more and more producers are taking
innovative steps to help restore profitability. But, the door must be opened before
we can walk through. Please keep this in mind as you move forward on this very
important issue.

—

Chairman ARCHER. Thank you for being with us, Mr. Erisman.
And I guess the other three panelists are on their own. I don’t
think anybody up here is raising their hand to introduce you.
[Laughter.]

Chairman ARCHER. So, Mr. Chen, would you lead off and pro-
ceed? We would be pleased to receive your testimony.

STATEMENT OF JOHN CHEN, CHAIRMAN OF THE BOARD,
CHIEF EXECUTIVE OFFICER, AND PRESIDENT, SYBASE, IN-
CORPORATED, ON BEHALF OF BUSINESS SOFTWARE ALLI-
ANCE

Mr. CHEN. Thank you, Mr. Chairman and distinguished members
of the committee. My name is John Chen. I am the chairman of the
board, chief executive officer, and president of Sybase, one of the
largest independent software companies in the world. I thank you
for the opportunity to present the views of both Sybase and the
Business Software Alliance. These views are also consistent with
those of the High-Technology Industry Coalition, on China of which
BSA is a member.

The Chinese markets offer extremely bright prospects to the U.S.
high-tech industry. Realizing these potentials will be good for U.S.
workers, competitiveness, and our balance of trade. Bringing China
into the WTO is the best way to reap that harvest. So a vote for
the PNTR is certainly a vote for the high technologies.

Sybase has 10 years’ experience in China, doing business in
China, and we maintain six offices in China, and it is among the
leading foreign firms in terms of software sales. Sybase’s commit-
ment to trade with China is substantial and growing.

Allow me to share with you some statistics that I think you will
find interesting on the U.S. software industry. Our industry is now
currently growing three times as fast as the U.S. economy. We are
producing new jobs at a rate of more than 5 times as fast. We cre-
ated $15 billion in tax revenue last year. And yet 60 percent of our
BSA companies’ revenue comes from international and exports.
This years we will generate a trade surplus of $20 billion, including
a hefty trade surplus with China.

The Chinese market is a huge market. It is an unsurpassed op-
portunity. About $2 billion worth of software was sold in China in
1998, and that market is growing at a phenomenal rate of 30 per-
cent annually.
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U.S. is best suited to meet the demand. We are currently ship-
ping 80 percent, estimated 80 percent of all the software sales in
China. This translates into numerous U.S. jobs, and, again, this is
what PNTR and the Chinese accession to the WTO means to our
industry.

We do, however, have some challenges, and the chief barriers to
the Chinese software market fall into two main categories; market
access and copyright protections.

The first category are the traditional market access barriers gen-
erally addressed through the WTO agreements today. Tariffs are a
simple prime example of that. Today, the duties in China run
about 30 to 40 percent. As part of the package, China is agreeing
to sign on to the ITA, Information Technology Agreement, eliminat-
ing tariffs on software and a whole host of IT products. China has
also agreed over time to phase out nontariff trade barriers.

Now, the second barriers is the lack of effective copyright protec-
tions, and copyright piracy is a serious concern and a problem to
our industry. BSA estimated the piracy rate of 95 percent in 1998
in China. Software piracy in China cost U.S. business roughly
about $800 million of revenue just in 1998.

The strongest tool for promoting copyright in foreign markets is
the TRIPS Agreement. This agreement obligates the WTO mem-
bers to enact strong copyright laws, to put effective enforcement
provisions on the books, and to actually apply these laws and take
them into practice. Once China joins the WTO, if it does not comply
with the TRIPS Agreement, the U.S. could invoke the WTO dispute
settlement process. This process has already brought other coun-
tries into compliance, and BSA and the members are confident that
this process will also work in the case of China. Congress could
help companies employ this tool and providing us this weapon by
approving the PNTR for China.

Software piracy is a big concern of ours, yet there are bases for
optimism. It is clear that the protection of copyright is important
not only to us but also to China’s own economic development inter-
est. The best way to harness that self-interest is to bring China
into the WTO and be a partner of that.

So, in conclusion, as a WTO, China will have to be committed to
lowering their market barriers, leveling the playing field for us,
and providing strong copyright protections.

Improved market access will also help to advance their economic
and social reform in China. So a vote granting PNTR to China is
critical to the American high-technology industry.

I thank you, everybody, for the opportunity to testify.

[The prepared statement follows:]

Statement of John Chen, Chairman of the Board, Chief Executive Officer,
and President, Sybase, Incorporated, on behalf of the Business Software
Alliance

Mr. Chairman, and members of the Committee:

Thank you for the opportunity to present the views of Sybase and the Business
Software Alliance on the recently concluded bilateral trade agreement with the Peo-
ples’ Republic of China, and the prospect of China’s accession to the World Trade
Organization. The U.S.—China bilateral WTO accession agreement reached on No-
vember 15, 1999 is a solid win for the U.S. high-technology industry.

Specifically, the Chinese market offers bright prospects to the U.S. software in-
dustry. If we are able to realize these prospects, the gains for U.S. workers, U.S.
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competitiveness, and the U.S. balance of trade will be overwhelmingly positive. In
the view of my company, as well the American software industry, bringing China
into the World Trade Organization as soon as possible is the best way to reap that
harvest.

Introduction

My name is John Chen. I am Chairman of the Board, Chief Executive Officer and
President of Sybase, Inc., one of the largest independent software companies in the
world. Our company’s mission is to help businesses manage and deliver applica-
tions, content and data anywhere they are needed. Sybase was founded in 1984, is
headquartered in Emeryville, California, and has over 4,200 employees worldwide.
Our software products are sold all over the world, including in China, where we
maintain six offices and are among the leading foreign firms in terms of software
sales. Markets in China that Sybase has successfully entered include banking and
finance, telecommunications, security, government, transportation, healthcare and
the public sector of energy, TV stations and retail. As another example of Sybase’s
commitment to building our business in China, we have just opened the Asian Solu-
tions Center in January of this year in Hong Kong. Jointly sponsored by Sybase and
Hong Kong Productivity Council, the Asian Solutions Center enables local and re-
gional application vendors, systems integrators, and industry service specialists to
take advantage of the center’s marketing, technical, business alliance and consulting
resources to develop leading-edge IT solutions for both local and regional businesses.

Sybase is also a member of the Policy Council of the Business Software Alliance,
on whose behalf I am testifying today. BSA is the voice of the world’s leading soft-
ware developers before governments and with consumers in the international mar-
ketplace. Its members represent the fastest growing industry in the world. BSA edu-
cates computer users on software copyrights; advocates public policy that fosters in-
novation and expands trade opportunities; and fights software piracy. BSA members
include Adobe, Apple Computer, Autodesk, Bentley Systems, Compaq, Corel Cor-
poration, IBM, Intel, Intuit, Lotus Development, Macromedia, Microsoft, Network
Associates, Novell, Sybase, Symantec and Walker Digital. BSA Websites:
www.bsa.org;www.nopiracy.com.

I would also like to note that BSA is a member of the High-Tech Industry Coali-
tion on China. The coalition is comprised of 11 trade associations representing U.S.
manufacturers of semiconductors and semiconductor equipment and materials, com-
puters, electronics, software and telecommunications equipment, as well as U.S.
Internet companies. A list of coalition members is attached and the coalition has
submitted a written statement for your review. The Coalition wholeheartedly en-
courages the Congress to quickly move to grant PNTR for China

In the U.S., the software industry is growing three times as fast, and producing
new jobs at a rate more than five times as fast, as the economy as a whole. One
of the key ingredients in this great success story has been sales outside the U.S.—
in a word, exports. The U.S. software industry as a whole brings in 60 percent of
its revenue from sales outside the U.S. According to a recent study commissioned
by BSA, the U.S. software industry is expected to generate a trade surplus of more
than $20 billion this year. That includes a hefty trade surplus with China, a country
with whom most other sectors of the economy are running a big trade deficit. In-
creasing trade with China -and especially, increasing U.S. exports to China—is a
crucial goal for Sybase, for BSA companies generally, and for the U.S. economy as
a whole. That is why we in the software industry are so enthusiastic about the pros-
pect of China joining the World Trade Organization. We also strongly support the
recently negotiated bilateral trade agreement with the PRC, which is an essential
factor in making China’s WTO accession possible. Bringing China into the WTO of-
fers us the best policy tools available for opening up the Chinese market, particu-
larly by reducing the widespread copyright piracy that acts as an enormous market
access barrier for our industry. For this reason, we urge Congress to act as promptly
as possible to grant China permanent normal trade relations (PNTR), which is a
prerequisite to making WT'O membership a reality.

China: The Opportunity

The Chinese market presents an unsurpassed opportunity for Sybase and the en-
tire U.S. software industry. According to the most recent estimates I have seen,
about $1 billion worth of software was sold in China in 1998. That market is grow-
ing at a phenomenal annual rate of 30 percent, according to the U.S. Foreign and
Commercial Service. If anything, that estimate may be too conservative. When you
reflect on the fact that the number of Internet users in China quadrupled during
1999 alone -and is expected to more than double again by the end of this year—
you can understand why the Chinese demand for computer software of all kinds is
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growing by leaps and bounds. And, Sybase has found that there is an emerging gen-
eration of Chinese that are ready to embrace Sybase’s powerful Enterprise Portal
solutions that help them deliver on the promise of e-Business.

No country is better situated to meet that demand than the United States. Amer-
ican software products are preeminent in every market in every country around the
world—including in China—where U.S. firms account for an estimated 80 percent
of all software sold by foreign companies. Our software industry is an unrivalled
generator of U.S. jobs—nearly a million of them—and good jobs, too, paying on aver-
age more than double the average salary for non-software jobs in the private sector.
The more U.S. software is sold in China, the more good jobs are created here at
home. So opening the Chinese market as much as possible to U.S. software exports
is both good business for the software industry, and good public policy for the
United States. For us, that is what PNTR and Chinese accession to the WTO are
all about. Leading software companies like Sybase can only benefit, creating new
high quality U.S. jobs, from China’s entering the WTO.

Of course, I am not saying that bringing China into the WTO will be a panacea,
or that it automatically guarantees that U.S. companies will thrive in the Chinese
market. There are a number of significant obstacles that must be overcome. But es-
tablishing permanent normal trade relations with China and bringing China into
the WTO are the best ways to help us deal with those obstacles.

The chief barriers to the Chinese market for U.S. software companies fall into two
main categories: Market access and copyright piracy. If China is brought into the
WTO on the terms contained in the new bilateral trade deal, we will be in a much
better position to attack barriers in both categories.

Market Access Barriers

In the first category are the traditional market access barriers generally ad-
dressed through WTO agreements. Tariffs are a prime example. Today, the duties,
taxes and other fees for importing software into China run about 30 to 40 percent.
Tariffs are high on other information technology products as well. These tariffs
make our products less competitive to Chinese buyers. As part of the WTO accession
package, China is agreeing to sign on to the Information Technology Agreement
(ITA), which requires all signatories to zero out their tariffs on computer software
and a host of other information technology products. Clearly, that will enhance our
prospects in the Chinese market.

China also maintains a number of non-tariff trade barriers, ranging from import
quotas to restrictions on the right of foreign companies to establish businesses in
China or to undertake wholesale and retail distribution of products there. In the bi-
lateral agreement recently negotiated with China, many of these barriers would be
phased out. For instance, U.S. software companies would be allowed to directly dis-
tribute their products anywhere in China within two years (on the wholesale level),
and within three years (at retail). It is notable that the Chinese have even agreed
to allow some foreign investment in the telecommunications infrastructure, and in
content services to be provided over these networks and via the Internet. These op-
portunities would have been unthinkable for China just a few years ago; they are
of particular interest to many U.S. software companies, and will become available
to Americans only once China joins the WTO.

Finally, as a WT'O member, China will be subject to a number of general obliga-
tions that will facilitate the market prospects of U.S. software companies. These
commitments include national treatment obligations, so that U.S. companies cannot
be treated less favorably than domestic Chinese competitors, and transparency, so
that the rules of trade are publicly available and known to all. Clearly the U.S. soft-
ware industry will benefit from a more level playing field in China.

The Major Barrier: Piracy

The second major type of market access barrier our companies have faced in
China is the lack of effective intellectual property protection. Copyright piracy—the
unauthorized copying, distribution or sale of our copyrighted computer programs—
is an extremely serious problem for the software industry in China. BSA estimates
the piracy level for packaged software applications at 95 percent for 1998. That
means that for every legitimate, licensed copy of such an application in use in
China, there are about 19 pirate copies.

Some of those pirate copies are counterfeit CD—ROM’s sold in a shopping arcade
or on a street corner. Many others are illegal, unlicensed copies, which are made
within a business enterprise, government agency, or other institution. A company
may buy one legitimate copy of the program and then, in violation of its licensing
agreement, make it available for use on ten, twenty, or a hundred PC’s, whether
on a network or by making unauthorized physical copies. In all, BSA conservatively
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estimates that software piracy in China cost the U.S. business software sector more
than $800 million in revenue in 1998.

Piracy of U.S. software, in whatever form it takes, eats into the market that U.S.
software companies would otherwise serve. BSA companies spend millions to re-
search, develop, test, market, distribute, support and service the best computer pro-
grams in the world. Our licensing fees must allow us to recover those costs and
make a profit, in part to fund ongoing research, development and testing. The pi-
rate, whether on a street corner or in an office suite, has none of those costs—he
just takes the product, and makes the copies available free or for a small fraction
of the legitimate price.

Competing with piracy is economically impossible. It’s very difficult to persuade
a customer to buy a product when he can readily take it for free without legal con-
sequences. So when piracy dominates a market as it does in China, it constitutes
an obstacle to market entry far more formidable than any tariff, import quota, or
other more traditional market access barrier.

Impact of WT'O Accession

How will China’s entry into the WTO help in the fight against software piracy?
The strongest multilateral trade tool we have for promoting good copyright protec-
tion in foreign markets is the WT'O Agreement on Trade Related Aspects of Intellec-
tual Property Rights—the TRIPS Agreement. This pact obligates WTO member
countries to enact strong copyright laws, to put effective enforcement provisions on
the books and to actually apply those laws in practice. Indeed, to fulfill their TRIPS
obligations, countries must criminally prosecute those who are committing copyright
piracy on a commercial scale, including unauthorized use in the corporate environ-
ment, and must impose punishments on pirates that are sufficient to create deter-
rence.

As part of the WTO accession package, China has promised to come into compli-
ance with the TRIPS Agreement immediately, without any delay or transition pe-
Iélfld That commitment gives us a powerful tool in combating software piracy in

ina.

The TRIPS Agreement not only sets standards for intellectual property protection
and enforcement; it also provides—for the first time—a strong multilateral mecha-
nism for ensuring that countries meet these standards. That mechanism is the WTO
dispute settlement process. Once China joins the WTO, if it is not complying with
the requirements of the TRIPS Agreement, the U.S. (as well as its trading partners)
can invoke the dispute settlement process to strongly encourage China into compli-
ance.

WTO dispute settlement has already succeeded in bringing countries into compli-
ance with their TRIPS obligations relating to copyright enforcement and has worked
effectively for U.S. copyright owners. BSA is confident that it will work in China,
too. But only if China joins the WTO can this effective tool be used to deter the
huge software piracy problem we face there. Congress can help companies employ
this tool by approving PNTR for China.

Piracy: Recent Developments and Future Prospects

The software piracy picture in China is naturally a concern. The numbers that
have already been cited, for piracy levels and for the resulting losses to U.S. soft-
ware companies, speak for themselves. Nevertheless, I believe there is some basis
for optimism about the future. Although China’s problem of copyright piracy is long-
standing—this issue brought the U.S. and China to the brink of a trade war twice
iIfl‘ t}llle mid-1990’s—we have made some progress in a few areas. Let me cite three
of them.

First, five years ago China was not only a major producer of pirated software, but
also a major exporter. Compilations of illegal copies of business applications, made
in China, were polluting the markets in Hong Kong, in Southeast Asia, even in Rus-
sia and Eastern Europe. That is no longer the case. Pirate exports from China are
minimal in volume. While the Chinese market itself remains overrun with pirate
product, at least there has been progress in some of the neighboring markets, which
Chinese pirates used to supply.

Second, following the lead of the United States government, the PRC has finally
begun to tackle the enormous problem of software piracy within the agencies and
instrumentalities of the Chinese government itself. Soon after President Clinton
issued an Executive Order on software asset management in the federal govern-
ment, China’s State Council promulgated a decree requiring all government agen-
cies to use only legal, licensed software. The follow-up on this decree has been un-
even, and much more remains to be done, but we are very gratified that the Chinese
government is addressing this problem.
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For BSA member companies as a whole, and especially for enterprise software
companies like Sybase, the economic impact of corporate end-user piracy is much
greater than the damage inflicted by the retail sale of counterfeit software pro-
grams. We hope that the government legalization process in China will be accom-
panied by strong enforcement actions against Chinese corporations that engage in

iracy.

Third, although anti-piracy enforcement through administrative and criminal
means is of paramount importance, there are indications that the civil courts are
becoming more hospitable to infringement cases. Last year, one U.S. software com-
pany obtained a civil judgment of over $100,000—a record—against Chinese pirates.
Another successful civil case, brought by Chinese authors whose material was post-
ed on the Internet without their consent, has garnered widespread publicity in the
Chinese press. The world is watching with great interest the way in which Chinese
courts address the issue of corporate end user piracy, which more than anything will
reflect China’s true commitment to the protection of intellectual property rights.

Although software piracy remains a major issue with China, I believe we are
starting to see concrete signs of a change in the attitude of the Chinese government
to the entire question of protection of intellectual property. A number of factors have
contributed to this change. One factor, certainly, has been China’s implementation
of the 1995 bilateral agreement with the United States on the enforcement of intel-
lectual property rights.

Another factor which cannot be underestimated is the remarkable growth of Chi-
na’s own software industry. The U.S. government estimates that there were 2,000
independent software firms in China in 1998. A Price Waterhouse Coopers study
commissioned by BSA predicts that by 2001, the software and supporting industries
will account for 100,000 Chinese jobs, will produce almost $600 million in direct tax
revenues to the Chinese government, and will stimulate some $6.2 billion in total
economic activity in China. These Chinese firms, just like the American software
firms doing business in China, depend on strong copyright protection, and are ex-
tremely vulnerable to piracy. In fact, according to Price Waterhouse Coopers, reduc-
ing piracy levels by just ten percent in 1997 would have added over 13,000 addi-
tional Chinese jobs and generated almost $80 million in tax revenues.

Conclusion

It is becoming increasingly clear that the protection of copyright is extremely im-
portant to China’s economic development. The Chinese increasingly recognize their
own strong self-interest in reducing software piracy. The best way to harness that
self-interest for the benefit of our own software industry is to bring China into the
WTO. As a WTO member, China will be committed to lowering market access bar-
riers, leveling the competitive playing field within its market, and, most impor-
tantly, providing strong copyright protection and meaningful mechanisms to enforce
that protection.

American software makers and the entire high-tech industry have been at the
forefront of U.S. economic expansion and technological leadership. Granting China
PNTR, coupled with the significant market reforms in China embodied in its WTO
commitments, will enable US high technology companies to expand their market
presence and business opportunities in this critical market.

Moreover, access to American commercial information technology enables people
worldwide to improve business efficiency across all sectors, enhance educational and
social opportunities, and connect with one another. Improved market access for U.S.
commercial information technology in China will help to advance economic and so-
cial reform in China. A timely congressional vote granting PNTR to China is a criti-
cal and necessary step toward securing this goal. Of course, there is a danger that
China may not live up to all its WT'O commitments. But WTO membership will also
subject China to a proven dispute procedure for enforcing those commitments, one
that has worked well in the recent past to create strong pressure on countries to
deliver on their commitments regarding copyright enforcement.

Thank you once again for the chance to provide the perspectives of Sybase and
the BSA on this critical issue.

Chairman ARCHER. Thank you, Mr. Chen.

Our next witness is Mr. Micek, and I must say, Ernie, it is good
to see you again. It has been a while. Welcome to the committee,
and you may proceed.
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STATEMENT OF ERNEST S. MICEK, CHAIRMAN, CARGILL, IN-
CORPORATED, MINNEAPOLIS, MINNESOTA, AND CHAIRMAN,
EMERGENCY COMMITTEE FOR AMERICAN TRADE

Mr. Micek. Thank you, Mr. Chairman, Mr. Rangel, Mr. Crane,
and to Mr. Ramstad for the very kind introduction.

I am Ernie Micek, chairman of Cargill. I am testifying today as
chairman of the Emergency Committee for American Trade. ECAT
urges the members of the committee and Congress to make China’s
entry into the World Trade Organization and America’s extension
of PNTR treatment to China the number one priority on the U.S.
trade agenda this year.

Cargill has been doing business in China for nearly 30 years and
has witnessed firsthand the impact of trade and expanded bilateral
ties in supporting openness and individual freedom, economic re-
form, and higher living standards in China.

As Mr. Bonsignore noted, American companies have played an
important role in encouraging these changes in China by introduc-
ing American values and high standards in our Chinese facilities
and by providing our customers in China with cheaper and higher-
quality products, both through trade and investment.

We are also very aware that problems remain and that change
must occur before China is transformed into a pluralistic society
with a market economy. However, as I have testified to this com-
mittee before, walling off a neighbor cuts off any opportunity to
change that neighbor’s behavior and makes the global neighbor-
hood a dangerous place. Instead, we must make China a full partic-
ipant in the global neighborhood by bringing China into the WTO.

America cannot open the door to these historic opportunities in
China’s markets unless we extend PNTR status to China.

A recent letter to Speaker Hastert in Roll Call says simply, “Op-
portunity knocks.” I ask permission that this letter be included in
the record with my statement.

Chairman ARCHER. Without objection, so ordered.

[The letter follows:]
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Mr. MicéK. Mr. Chairman, in the aftermath of the Seattle WTO
Ministerial, what better way to begin rebuilding the national and
international consensus for trade than to rally as a nation around
an opportunity that knocks at our door.

The tremendous one-sided benefits for all sectors of the United
States have been amply documented. The United States agricul-
tural and business communities are especially indebted to Ambas-
sador Barshefsky and the outstanding U.S. negotiating team whose
hard work produced this historic agreement.

China has committed to begin implementation of its WTO com-
mitments upon its accession. Most importantly, China’s WTO com-
mitments will be fully enforceable under the WTO dispute settle-
ment procedures.

Speaking on behalf of Cargill, I do want to direct your attention
to the administration’s efforts to resolve a remaining trading rights
issue for U.S. fertilizer exports. A witness on behalf of the Fer-
tilizer Institute will be testifying later today on this issue, which
is vitally important to the fertilizer industry. I urge this committee
to support the administration’s efforts to seek a prompt and favor-
able resolution of this matter.

China’s WTO accession will help to ensure that U.S. trade and
investment remain powerful engines of economic growth, especially
for U.S. farmers and agriculture.

China’s WTO accession will benefit U.S. companies and our em-
ployees and their families and advance U.S. living standards. For
the agricultural sector, the removal of barriers on grain, proteins,
and agricultural commodities and the elimination of restrictions on
distribution and trading rights will open vast new market opportu-
nities.

China’s WTO accession is also critical to the growth of small- and
medium-size American companies, like Leon Trammel’s, which now
account for over 80 percent of U.S. exports to China. Support for
China’s WTO accession does not mean that we condone China’s
track record on human rights and individual and religious free-
doms. We must as a Government and as private citizens do all we
can to promote individual rights and the rule of law in China. The
record of the last quarter-century of America’s bipartisan policy of
maintaining ties with China has taught us that positive change is
the product of engagement and communication, not isolation.

To take advantage of the opportunity knocking at our door, we
must grant unconditional PNTR treatment to China. Chinese nego-
tiators themselves have made it clear that their willingness to ex-
tend to the U.S. the benefits of the bilateral agreement and WTO
obligations is contingent on receiving PNTR treatment from the
United States. We will not be entitled to all these benefits under
the U.S.—China 1979 bilateral commercial agreement. If we do not
extend PNTR treatment to China, U.S. goods, services, and farm
products will be seriously disadvantaged, if not shut out of the Chi-
nese market.

In conclusion, Mr. Chairman, ECAT members urge the members
of this committee and the Congress to act early this year to ap-
prove PNTR treatment for China without conditions. The President
is to be commended for making enactment of PNTR a top priority
and putting in place a top-flight team of administration officials,
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headed by Secretary of Commerce Bill Daley and Steve Richetti, to
build a national consensus for PNTR.

I am also encouraged by the continuing support for PNTR from
you, Mr. Chairman, the members of this committee, and other
members of the House.

Mr. Chairman, I want you to know that we are working flat out,
both here in Washington and in congressional districts across the
country, to make the case for China PNTR. We are also supporting
grass-roots efforts through ECAT’s “Trade: Discover the Oppor-
tunity” employee trade education program and the business coali-
tion’s special website.

With the advent of our historic bilateral agreement with China
and China’s WTO accession, opportunity knocks. America must
have the courage and the foresight to answer that knock at the
door by granting PNTR treatment to China.

I thank this committee for your leadership on this issue and the
opportunity to testify. Thank you.

[The prepared statement follows:]

Statement of Ernest S. Micek, Chairman, Cargill, Incorporated, Minneapo-
lis, Minnesota and Chairman, Emergency Committee for American Trade

I am Ernie Micek, Chairman of Cargill, Incorporated. Cargill is a privately held
agribusiness company founded over 130 years ago in Iowa. Today the company is
headquartered in Minneapolis, Minnesota, and our 80,000 employees are engaged
in marketing, processing, and distributing agricultural, food, financial, and indus-
trial commodities throughout the world.

Cargill has been doing business in China for nearly 30 years and has witnessed
first-hand the tremendous impact of trade and expanded bilateral ties in supporting
greater openness and individual freedom, economic reform, and higher living stand-
ards in China. As I have testified to this Committee before, Cargill and other Amer-
ican companies have played an important role in encouraging these changes in
China by introducing American values and high standards in our Chinese facilities
and by providing our customers in China with better production technologies and
higher quality products.

While we have seen great strides toward reform in China, we also are very aware
that serious problems remain and that vast change must occur before China is
transformed into a pluralistic society with a market economy. However, walling off
a neighbor cuts off any opportunity to change that neighbor’s behavior and makes
the global neighborhood a dangerous place. Instead, we must make China a full par-
ticipant in the global neighborhood by bringing China into the WTO.

I am testifying before the Ways and Means Committee today as Chairman of the
Emergency Committee for American Trade, comprised of the heads of major Amer-
ican companies with global operations who represent all principal sectors of the U.S.
economy. The annual sales of ECAT companies total over one trillion dollars, and
the companies employ approximately four million men and women.

ECAT joins the Administration, leading Republican and Democratic members of
Congress, and others in the U.S. business and agriculture communities in urging
Congress to make China’s entry into the World Trade Organization and America’s
extension of permanent Normal Trade Relations (PNTR) treatment to China the
number-one priority on the U.S. trade agenda this year. Never before have the
American benefits of a trade agreement been so clear and so one-sided. The U.S.—
China bilateral WTO market access agreement announced by Ambassador
Barshefsky last November would tear down major trade barriers in all sectors of
China’s economy and create new opportunities for American working men and
women in the agricultural, manufacturing, and services industries across the nation.
While China’s WTO accession will give U.S. products and services better access to
China’s market, China gains no new access to our market. In fact, the United States
will enjoy greater protection than we have right now against surges of Chinese im-
ports in the form of tough new safeguard provisions and maintenance of strong anti-
dumping rules.

America cannot open the door to these historic opportunities in China’s market
unless it extends permanent Normal Trade Relations (PNTR) status to China. A re-
cent Business Coalition for U.S.—China Trade letter to Speaker Hastert supporting
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PNTR treatment for China, signed by over 300 trade associations representing vir-
tually every sector of the economy, put the message very well. The headline in the
letter, which appeared in Roll Call and a copy of which accompanies my testimony,
reads simply, “Opportunity Knocks.”

Mr. Chairman, in the aftermath of the Seattle WT'O Ministerial and efforts to re-
build a domestic and international consensus on trade, what better way to encour-
age that consensus than to rally as a nation around an opportunity that knocks at
our door. The extension of PNTR treatment to China and U.S. support for China’s
WTO accession is also an important signal to WTO member countries, particularly
developing countries, of U.S. support for the WTO and moving forward with the
global trade agenda.

I want to highlight a number of the reasons why moving forward with China’s
WTO accession and the extension of PNTR treatment to China is so critical to our
nation.

China’s WTO Accession Benefits America

Historic Market Access Opportunities for U.S. Agriculture, Manufacturing and Serv-
ices

The tremendous benefits for all sectors of the U.S. economy from the removal of
China’s tariff and non-tariff barriers under the U.S.—China bilateral WTO agree-
ment that have been amply documented in Administration testimony are undis-
puted. The U.S. agricultural and business communities are especially indebted to
Ambassador Barshefsky and the outstanding U.S. negotiating team whose hard
work and perseverance produced this historic agreement.

The comprehensive agreement provides for major reductions in China’s import
tariffs on industrial goods from 25 percent to just over 9 percent, and tariffs on in-
formation technology products will fall to zero. In agriculture, China has made com-
mitments to reduce tariffs on priority products such as beef, citrus, and dairy from
over 30 percent to 12 percent, eliminate export subsidies, provide greater market
access for wheat, cotton, and corn, and eliminate sanitary and phytosanitary bar-
riers to wheat and other major U.S. farm products. In services, the agreement pro-
vides market access to virtually all services sectors including distribution, insur-
ance, telecommunications, banking, and express delivery. The bilateral agreement
also addresses the problem of state trading, prohibits forced technology transfer,
and eliminates discriminatory local content and export performance requirements,
as well as other discriminatory investment laws and policies. The Congressional Re-
search Service estimates that the removal of tariff and non-tariff barriers under the
agreement could enable U.S. companies to boost their annual sales to China by as
much as $11.5 billion by 2005.

These benefits are not hypothetical. China has committed to begin implementa-
tion of its WTO commitments upon its accession, and the transition periods allowed
under the agreement are in most cases no more than three-to-five years. In the case
of agriculture, China has begun to implement its commitments even prior to acces-
sion by starting to put in place the agreement to eliminate its sanitary and
phytosanitary trade barriers. Most importantly, China’s WTO commitments will be
fully enforceable under WTO dispute settlement procedures, as well as other special
periodic reviews such as the WT'O’s Trade Policy Review Mechanism (TPRM). While
China’s record on abiding by its commitments—like that of other countries—will not
be perfect, having the added leverage of multilateral enforcement through the WTO
dispute settlement and the TPRM will ensure that China adheres to a high level
of implementation.

Speaking on behalf of Cargill, I want to direct your attention to Administration
efforts to resolve a remaining trading rights issue for U.S. fertilizer exports. A wit-
ness on behalf of The Fertilizer Institute will be testifying before this Committee
later today on this issue that is vitally important to the fertilizer industry. I urge
the Committee to support the Administration’s efforts to seek a prompt and favor-
able resolution of this matter.

Importance of China’s WTO Accession to Promoting U.S. Economic Growth and
Standard of Living

China’s WTO accession will help to ensure that U.S. trade and investment remain
powerful engines of economic growth. With 96 percent of the world’s customers out-
side of the United States, the future growth of the American economy depends on
expanding world markets. In agriculture, U.S. farmers are depending on the Chi-
nese market for future growth. The U.S. Department of Agriculture projects that 75
percent of the future growth of U.S. farm exports will be in Asia and that China
will account for half of that amount. The American Farm Bureau has stated that
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China is “the most important growth market for U.S. agriculture in the 21st cen-
tury.”

China’s WTO accession will enable Cargill and other American companies to con-
tinue to provide opportunity to their employees and their families and advance U.S.
living standards. As documented in ECAT’s study, Global Investments, American Re-
turns, American companies with global operations are able to contribute more to
U.S. growth and living standards than companies with purely domestic operations
through their research and development, exports, and investments. Expanded mar-
ket access to China, the world’s largest emerging economy with the greatest market
potential, is key to helping American companies sustain these positive contributions
to the U.S. economy.

In Cargill’s case, the removal of tariff and non-tariff barriers on grain, proteins,
and other agricultural commodities and the elimination of restrictions on distribu-
tion and trading rights under the U.S.—China bilateral WTO agreement will open
vast new market opportunities. These changes will mean increased exports and
sales for our animal feed and soybean crushing facilities in China, and will open
new investment opportunities in Chinese agriculture. Cargill’'s working men and
women understand, both as employees and stakeholders, that expanded exports and
salﬁs in the Chinese market will mean new activity and opportunity for them here
at home.

China’s WTO accession is not just important to major American companies like
Cargill and other ECAT member companies, it is also critical to the growth of small
and medium-size American companies which now account for over 80 percent of
U.S. exports to China. Small and medium-size firms, such as Leon Trammell’s firm,
which you will hear about today, also stand to benefit as U.S. suppliers. As docu-
mented in Global Investments, American Returns, American companies with global
operations buy over 90 percent of their intermediate inputs from U.S. suppliers.

Importance of China’s WTO Accession in Promoting Greater Individual Freedom and
Rule of Law in China

Support for China’s WTO accession must not be mistaken in any way as
condoning China’s track record on human rights and individual and religious free-
doms, or turning a blind eye to other serious problems that exist in China. These
issues must be addressed, and we must continue as a government and as private
citizens to do all we can to promote individual rights and the rule of law in China.
The record of the last quarter century of America’s bipartisan policy of maintaining
trade ties with China has taught us that positive change is the product of engage-
ment, not isolation. While maintaining China’s NTR status has been the cornerstone
of our engagement policy with China, this policy and our relations with China have
been buffeted by the uncertainties of the annual NTR renewal process. Achieving
China’s WTO accession and extending PNTR treatment to China without any condi-
tions or annual review will provide a solid foundation that will allow our policy of
engagement to bear greater fruit.

PNTR Treatment for China: There is No Alternative

To take advantage of the opportunity knocking at our door from China’s WTO ac-
cession, we must grant PNTR treatment to China. Once China becomes a WTO
member, the United States is obliged to provide unconditional most-favored-nation
treatment to China, as it does to all current 133 WTO member countries, in compli-
ance with Article I of the GATT/WTO agreement. As a result, as noted by Professor
John Jackson, a leading authority on GATT/WTO law, the United States cannot
comply with its WTO obligations in extending WTO benefits to China unless it ex-
tends Permanent Normal Trade Relations status (PNTR) treatment to China.

China currently receives Normal Trade Relations (NTR) treatment from the
United States pursuant to the Jackson-Vanik provisions of Title IV of the Trade Act
of 1974, which governs the extension of NTR treatment to non-market economy
countries. The Jackson-Vanik provisions provide conditional NTR treatment because
they tie extension of NTR to compliance with freedom of emigration criteria and re-
quire that NTR be renewed annually. As long as China’s NTR status in the United
States remains subject to the Jackson-Vanik provisions, the United States will not
meet the requirements under Article I to provide unconditional MFN treatment. Re-
moving the freedom of emigration provisions from Jackson-Vanik would not cure
this defect, as long as China’s NTR treatment remained subject to the discrimina-
tory annual renewal requirements that the United States does not impose on cur-
rent WT'O members.

Of equal importance to the legal arguments on the necessity of extending PNTR
treatment to China are very real political considerations. In the course of the U.S.
negotiations with China on WTO accession, Chinese negotiators made it clear that
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their willingness to extend the benefits of their bilateral WTO agreement and WTO
obligations to the United States is contingent on receiving PNTR treatment from the
United States. U.S. failure to grant PNTR treatment to China would encourage
China to back off from its bilateral commitments and jeopardize the tremendous
market access gains that we have fought so hard to achieve. Moreover, the failure
of the United States to grant PNTR to China could be used by anti-reform forces
within China as an excuse to backtrack from market-opening and economic reform.

Some have argued that even if the United States decided not to extend PNTR
treatment and WTO privileges to China that the United States would still be enti-
tled to enjoy the benefits of China’s WTO accession under the U.S.—China 1979 bi-
lateral commercial agreement. This is inaccurate. The 1979 bilateral agreement is
far narrower in scope than the U.S.—China bilateral WT'O agreement. For example,
it does not provide comprehensive coverage for services, nor does it require the
elimination of state trading or discriminatory taxes and regulations. The 1979
agreement also does not provide for the enforcement of commitments through WTO
dispute settlement. In addition, the WT'O Working Party on China’s accession is
considering restricting the eligibility for China’s agricultural market access opportu-
nities to only those countries that apply the WTO to China.

Clearly if we do not extend PNTR treatment to China, U.S. goods, services and
farm products will be seriously disadvantaged, if not virtually shut out of the Chi-
nese market. Failure to grant PNTR treatment to China would give a huge edge
to our Japanese, European, and Asian competitors in the Chinese market. This 1s
not a risk we should take, particularly when we are being asked to do virtually
nothing in our home market to gain so much.

Conclusion

Mr. Chairman, to secure the far-reaching benefits of China’s WTO accession that
are at our door, ECAT members urge the members of this Committee and the Con-
gress to act early this year to approve PNTR treatment for China. We have all the
elements in place to achieve this objective. The President is to be commended for
making enactment of PNTR a top priority and putting in place a top-flight team of
Administration officials headed by Secretary of Commerce Bill Daley and Deputy
Chief of Staff Steve Richetti to build a national consensus for PNTR. I am also en-
couraged by the continuing support for PNTR from you, Mr. Chairman, the mem-
bers of this committee, and other members of the House—fueled by the realization
that China’s WTO accession is a national priority and must not become a partisan
issue. In addition, I and many other representatives of the agriculture and business
communities are working together to bring the message home to all Americans of
how international trade and investment, including trade and investment with
China, contribute to our standard of living.

Mr. Chairman, I want you to know that we are working flat out, both here in
Washington and in congressional districts across the country, to make the case for
China PNTR. ECAT member companies are out in full force contacting members
here in Washington and in their local districts. We are also supporting grass roots
efforts on China PNTR through ECAT’s Trade: Discover the Opportunity employee
trade education program. The business and agriculture coalitions for U.S.—China
trade are actively coordinating their efforts on China PNTR and we have helped cre-
ate a special web site at www.business4chinatrade.org to help broaden our activities.

With the advent of our historic bilateral agreement with China and China’s WTO
accession, “Opportunity Knocks.” America must have the courage and foresight to
answer that knock at the door by granting PNTR treatment to China. I thank this
committee for your leadership on this issue and this opportunity to testify.

Chairman ARCHER. Thank you, Mr. Micek.
Our last witness in this panel is Mr. Trammell. Welcome and you
may proceed.

STATEMENT OF LEON TRAMMELL, CHAIRMAN AND FOUNDER,
TRAMCO, INCORPORATED, WICHITA, KANSAS, AND MEMBER,
INTERNATIONAL POLICY COMMITTEE, U.S. CHAMBER OF
COMMERCE

Mr. TRAMMELL. Mr. Chairman, thank you for allowing me to
move up.
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Chairman Archer, members of the Committee on Ways and
Means, I am Leon Trammell, chairman and founder of Tramco, In-
corporated in Wichita, Kansas. I am here today on behalf of the
U.S. Chamber and small businesses.

Tramco is a 33-year-old company employing approximately 160
workers in Kansas, where we design and manufacture conveying
equipment. You can find our environmentally friendly systems
loading trains with grain in mid-America, transporting cement in
Morocco, or moving wood chips in a particle-board factory in Can-
ada. Thanks to the persistence of Tramco’s sales force over the last
15 years, you can find Tramco conveyors in China.

Today I am appearing on behalf of the U.S. Chamber of Com-
merce. I am a representative of the tens of thousands small- and
medium-size chamber members whose future and whose workers’
jobs increasingly depend on sales to foreign markets like China.

I am here to urge you to support permanent normal trading rela-
tions for China. The U.S. Chamber, with the support from compa-
nies across the nation like Tramco, is leading an aggressive, na-
tionwide, grass-roots initiative to explain the benefits of the U.S.—
China WTO agreement.

I arrived a day early so I could talk with my Member of Con-
gress, Congressman Tiahrt, about the importance of this agreement
to my business. I am confident that we are making progress and
that more and more Americans are getting the true and full mes-
sage.

I am here as a representative of small- and medium-size busi-
nesses. Companies employing fewer than 500 workers account for
well over a third of the merchandise shipped to China.

When Tramco first went to China in 1985, the grain industry’s
idea of transporting its product was one farmer, one sack of grain,
and one bicycle. Things are different today thanks to 15 years of
rapid development. Tramco is exporting our product and supplying
engineering expertise to cereal food factories, ship loading and un-
loading facilities in China.

These opportunities create jobs. Every $125,000 in foreign sales
will support one employee for one year.

I will not dwell on the benefits of the U.S.—China WTO agree-
ment. You have heard them all before, and they are too numerous
to go into at this time.

Let me put the benefits of this agreement in the simplest terms
possible: China has some of the most restrictive barriers of the 35
countries in which Tramco does business.

Remove those and China becomes a market of limitless potential
for small business across the country.

China accounts for approximately 10 percent of Tramco’s inter-
national sales. These sales not only support additional workers,
they mean a proportional increase in Tramco’s purchases of steel,
paint, and other raw materials from our American suppliers.

Many of our vendors may never have had their passports
stamped, but they enjoy increased business when Tramco has more
overseas sales.

I think the U.S.—China WTO agreement sells itself. China makes
all of the concessions, and companies like Tramco get access to one
of the most important markets in the world.
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I hope the full text of the agreement will be released soon so that
all Americans can see for themselves how good this historical
agreement is.

However, the agreement will not help the small businesses un-
less we grant permanent normal trading relations to China. If Con-
gress fails to act, other WT'O members will reap the benefits of the
agreement that U.S. trade negotiators hammered out with China.
American companies will sit helplessly on the sidelines.

Some opponents of the deal have said that Congress will lose le-
verage by extending PNTR to China. I believe this to be false.
Withholding PNTR would isolate Chinese officials such as Prime
Minister Zhu who argue for liberalization and improved relation-
ships with the United States. It would also isolate those pressing
for greater liberties.

Granting China PNTR will not deny any member the ability to
express his or her concerns about U.S.—China relations. If China
were to ever seriously threaten our interest in the region, I am con-
fident that Congress would take swift actions, unimpeded by Chi-
na’s PNTR.

Finally, the annual NTR process handicaps American businesses.
This continues to add an element of uncertainty to our business
deal}ngs with the Chinese that the Europeans and the Japanese do
not face.

We at Tramco need to stay engaged and keep building relations
with our customers, not be undermined by threats by our Govern-
ment to turn the relationship off and on like a light switch.

The U.S. Chamber hopes that the House will not wait long to
vote on China’s PNTR status. We already have a foundation on
which to take a vote. The U.S.—China WTO agreement contains
most of the major components that will be in the China final acces-
sion protocol.

A few WTO members, like the EU, have yet to finalize their
WTO negotiations with China. WTO rules require that any addi-
tional market-opening measures won by the Europeans or others
must be given to the U.S. companies as well. In other words, in the
final terms of China’s accession, the WTO can only get better. It
is a win-win.

We have an historic opportunity to secure broad and more con-
sistent access to China’s markets for small businesses like Tramco.
As a person who signs the paychecks that support 160 families, I
know that opening China’s markets means greater sales and a
more certain future for small businesses like us. I hope we have
the wisdom and insight to seize this historic moment.

Thank you, Mr. Chairman. I will be happy to answer any ques-
tions.

[The prepared statement follows:]

Statement of Leon Trammell, Chairman and Founder, Tramco, Incor-
porated, Wichita, Kansas, and Member, International Policy Committee,
U.S. Chamber of Commerce

Thank you, Mr. Chairman, for the opportunity to testify today on the critical issue
of US-China trade relations. I am Leon Trammell, Chairman and founder of
Tramco, Incorporated of Wichita, Kansas. We are a 33-year old company employing
160 workers in Kansas, where we design, manufacture and sell conveying equip-
ment. You can find our conveyors loading trains with grain in the American Mid-
west, transporting cement in Morocco or moving wood chips in a particle-board plant



121

in Canada. During the last decade, we entered a new market with high growth po-
tential for us—China.

Today, I am appearing on behalf of the US Chamber of Commerce, where I serve
as a member of the International Policy Committee, which shapes the Chamber’s
international policy positions. The US Chamber is the world’s largest business fed-
eration, representing more than three million businesses and organizations of every
size, sector and region. Almost 96 percent of the Chamber’s members are businesses
that employ 100 or fewer workers. I am delighted to have this chance to provide
you with a small business owner’s perspective on why it is so important for you to
grant permanent normal trade relations (PNTR) to China.

The US Chamber has long supported China’s entry into the WTO on commercially
acceptable terms. By joining that organization, China will have a stake in making
the multilateral trading system work and an incentive to adhere to the rules. The
US-China WTO agreement will provide a strong commercial anchor for our bilateral
relationship, which has weathered some stormy moments in the last few years. In
order to bring home to American businesses, workers and farmers the unprece-
dented concessions that China has made as part of its bid to join the WTO, we must
grant China PNTR. Doing so will not only give an enormous boost to large and
small businesses engaged in trade with China, it will end an annual renewal proc-
ess that added uncertainty to business dealings with China.

Explaining the Benefits of China PNTR

Like many people here today, I was in Seattle for the WTO Ministerial Meeting.
I went as part of a US Chamber delegation. The demonstrations by labor and envi-
ronmental groups showed the extent to which many segments of the public do not
understand the benefits of international trade. One of the starkest examples of this
was the decision by the men and women working at Seattle’s ports to walk off their
jobs to join the anti-WTO demonstrations. Most of these workers’ jobs would not
exist without exports and imports moving through the ports. I believe this lack of
understanding of the benefits of trade contributed to the failure of the Seattle WTO
meeting. The American business community has stiffened its resolve to make sure
that the same thing does not happen to China PNTR.

The US Chamber, together with coalitions across the country made up on compa-
nies like Tramco, Inc., is leading an aggressive nationwide initiative called
TradeRoots China. This initiative is rapidly building support around the country for
the US-China WTO agreement and China PNTR. The five principal goals of the pro-
gram are:

¢ To shore up and sustain pro-China-trade coalitions at the grassroots level in 66
congressional districts in 27 states;

¢ To identify and mobilize community leaders as pro-China-trade advocates in
each district;

* To partner with the governor of each state to communicate the local benefits
of China trade;

¢ To share China trade success stories through local media, using a vigorous com-
munications campaign; and

« To serve as a one-stop information resource on US-China trade—on the web and
off the web—from everything from state and local trade statistics to success stories.

The TradeRoots China program leverages the federation of state and local cham-
bers of commerce and thousands of the US Chamber’s small business members to
carry our message of support for China PNTR to the public and Members of Con-
gress. I arrived a day early so that I could talk with my Member of Congress about
the importance of the US-China WTO agreement to my business and workers. I am
confident that we are making progress and that more and more Americans are get-
ting the true and full message.

China’s Accession to the WTO is a Win for Small Business

The Fortune 500 is well represented here today. You often hear about what large
U.S. corporations are doing in China. What you do not hear so much about is how
involved small and medium-sized businesses are in trade with China.

Small and medium-sized companies are a growing share of US exporters to China.
The US Department of Commerce found that 82 percent of all US exporters em-
ployed under 500 workers. These companies are also responsible for a growing share
of total US shipments to China. In 1992, small and medium-sized companies ac-
counted for 27 percent of all merchandise shipments to China. In 1997, that figure
was over 35 percent.

Like many small businesses, Tramco started doing business in China because of
the immense potential there. When we first went to China in 1985, the grain indus-
try’s idea of transporting its product was one farmer/gardener carrying one sack of
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grain on one bicycle. There was no mechanized conveying. In fact, when grain was
loaded on to ships, it was not unusual for the farmer to carry sacks of grain on to
a ship and dump them by hand into the ships’ holds. Today, things are different
thanks to ten years of rapid development.

China has some of the most restrictive barriers of the 35 countries in which
Tramco does business. The US-China WTO agreement will tear down those barriers.
China will make enormous concessions to open its markets to America’s leading
products and services, creating new opportunities for American companies, workers
and farmers. These new market opportunities will support US jobs and US economic
expansion into the new century.

Because it is so comprehensive, there is not enough time for me to go into all of
the benefits of this landmark agreement. I would like to highlight just a few that
are significant for us.

¢ China’s agricultural tariffs will be cut in half by 2004. There will be even deep-
er cuts on US priority products like beef and pork. In addition, barriers to US corn,
cotton, wheat, rice, barley, soybeans and other products will be eliminated. We ex-
%%ct greater demand for our conveying equipment to move American grains into

ina.

¢ Industrial tariffs on US products will fall from an average of 25 percent to 9.4
percent by 2005, making our products more competitive within the Chinese market.

¢ American companies will have full trading rights to import and export without
going through a local trading company. Perhaps even more important, US compa-
nies will be allowed to distribute their own products in China, and to own and man-
age distribution networks, wholesaling outlets and warehouses.

» China will quickly phase out restrictions on the right of US companies to per-
form their own independent marketing, after-sales service, maintenance and repair
services, and customer support. This 1s especially important for Tramco, which be-
lieves that repeat sales come from maintaining close contact with the customer after
the initial sale.

This market-opening will create new sales opportunities in China for small busi-
nesses like Tramco. Every $125,000 in foreign sales can support a new job at our
facilities. The benefits do not end there, however. Tramco and other small busi-
nesses also supply inputs and services to larger corporations such as those rep-
resented here today. As we have heard, these corporations expect to see much great-
er demand for their products as China’s market opens. Thus, even some small busi-
nesses that do not export to China directly will be able to attribute an increase in
sales to the agreement by virtue of their supplier relationship with companies that

0.

A final point about the US-China WTO agreement. Although the Administration
has taken steps to make many details of the agreement available, I hope that the
full text will be released soon so that the American public can see for itself how
good the agreement is. The agreement will sell itself.

China PNTR Locks in the Benefits of the US-China WTO Agreement

You have already heard this point before but it is worth making again: The
United States will not receive the benefits of China’s joining the WTO unless it
grants China PNTR.

GATT/WTO principles and the leading WTO scholars are crystal clear on the need
to grant China, as a WTO member, unconditional normal trade relations. If the
United States does not hold up its end of the deal, other WT'O members will reap
the benefits of the agreement that US trade negotiators hammered out with China,
while American companies sit helplessly on the sidelines.

I can think of no greater tragedy than to let this opportunity slip through our fin-
gers. It is somewhat like standing at the railroad station waiting for the train, and
as it rumbles down the track, it does not stop for you. What’s worse, it has your
foreign competitors on board.

I am not afraid that granting China PNTR is going to result in a flood of cheap
Chinese goods into the US market. Chinese producers already have access to our
market. Tramco has already demonstrated that it can compete with foreign produc-
ers that have low labor cost because we are more efficient and have a more reliable
product. What we cannot do is compete in the foreign producers’ own market if they
are protected by high tariff walls and non-tariff barriers.

Some critics argue that Congress will lose leverage by extending PNTR to China.
They claim that the annual NTR debate is a useful way to prod China into improv-
ing its record on human rights and religious tolerance. Unfortunately, neither is
true. The living conditions and freedoms of the average Chinese citizen have im-
proved faster during the last 25 years of US-China engagement than during the pe-
riod when no relations existed. Withholding PNTR would isolate Chinese officials
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such as Prime Minister Zhu Rongji who argue for liberalization and an improved
relationship with the United States.

I would also like to point out that any Member can at any time express his or
her concerns about China on the House floor. Granting China PNTR does not deny
Congress this ability. If China seriously threatened American interests in the re-
gion, I am confident that Congress would take swift action unimpeded by PNTR.

The US Chamber hopes that Congress will not wait long after this hearing to
begin the debate on China PNTR. As you may know, the Chinese must still com-
plete their negotiations with the Europeans, Brazilians and a handful of other WTO
members. However, it is not necessary to delay our consideration of China PNTR
based on Europe’s time table. The US-China WTO agreement contains most of the
major components that will be in China’s final accession protocol. WT'O rules require
that any additional market-opening measures negotiated by the Europeans or others
must be extended to US companies as well. Thus, the final terms of China’s acces-
sion to the WTO can only be improved over the already remarkable US-China agree-
ment.

Conclusion

The US Chamber believes that we have an historic opportunity to secure broader
and more consistent access to China’s markets. As the person who signs the pay-
checks that support 160 families, I know that opening China’s markets means great-
er sales and a more certain future for small businesses like my company. I hope
that we have the insight and wisdom to seize this moment.

Thank you, Mr. Chairman. I would be happy to respond to any questions.

Chairman ARCHER. Thank you, Mr. Trammell.

Before I yield to members, the Chair observes that two witnesses
originally scheduled to be on this panel were forced to leave to
meet other engagements, and without objection, their written state-
ments will be inserted in the record. That is Mr. Maurice Green-
berg and Mr. Frederick Smith.

Now, does any member wish to inquire?

Mr. RANGEL. I do.

Chairman ARCHER. Mr. Rangel.

Mr. STARK. Mr. Mack, after you have heard all of this testimony
this morning, haven’t your views been changed dramatically that
this is just win-win? I mean, you are surrounded.

Mr. MACK. My testimony, Mr. Rangel, did not mean to imply
that this deal was not good for business. We think that it is. So,
no, it has not changed at all. We think that even though it is good
for business, and even though it affords opportunities, those that
work in this country, the environment cannot be given second
place.

And, beyond that, the workers in China, we don’t see the elimi-
nation of the annual review is really going to do anything for that
workforce in China because they really have no ability in that sys-
tem to improve their conditions.

Mr. RANGEL. Okay. So suppose we just jack it up a little bit and
say that there are tremendous opportunities for business, for Amer-
ican business, for agriculture, for farmers, for industrial goods, for
insurance, financial services, that it is just a tremendous oppor-
tunity, it is going to create a lot of jobs, and assuming that you
agree with all of that, then I would agree with you, that it is not
just win-win, that there would be some losers in all of this because
it just makes some sense that if state-operated factories can do
something in China for less money and without a whole lot of
union standards, that somebody is going to lose their job. And I
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think that is what progress is all about, but I would be here to see
what we could do to ease the pain or to protect those people.

My question to you would be: A lot of these jobs that you are
agree that we could get if we made permanent the normal trade
relationship, would you agree that these opportunities would not be
available if we didn’t go along with the agreement; that the access
that we negotiated would be denied us even though other countries
could enjoy it?

Mr. MACK. Mr. Rangel, that is not my understanding of really
what we are dealing with here.

Mr. RANGEL. No, no, no. Listen. I am going to get back to what
really you are dealing with here. I am just saying, on the other side
where you and I agreed, that the winning part of it, which you
agreed, is there is going to be a tremendous amount of jobs here.
And the Teamsters, as I recall, have gone far beyond trucks. I
mean, you have professionals, white-collar jobs. So—

Mr. MAcK. I may have misspoke myself. I did not intend to imply
that there are going to be a tremendous number of jobs in this
country. There are going to be a tremendous number of jobs in this
country that we are performing now, as we see it, that will be per-
formed in China because of the disparity in the labor rates.

Mr. RANGEL. Do you challenge the fact that the markets in
China will be open to American businesses and services and that
there would be a tremendous number of new jobs created in the
United States of America as they provide financial service, infor-
mation technology, all types of insurance, that the farmers in sell-
ing rice and beans and wheat and cotton, do you really think that
there is not going to be a tremendous surge in exports to China,
which are now restricted because of their tariffs and the restric-
tions that they put on American exports?

Mr. MAcK. I have no reason to believe that we are going to see
any great surge in exports to China. I mean, if we look at NAFTA
and Mexico as an example of that, that was the same story that
we heard there. There wasn’t going to be a job loss in this country.

Mr. RANGEL. Okay.

Mr. MACK. Sixty-seven companies that testified on NAFTA said
they were going to increase jobs in this country if, in fact, it was
granted.

Mr. RANGEL. Okay.

Mr. MAckK. NAFTA was granted. Sixty of the 67 companies have
actually cut jobs in this country. So I don’t buy the promise.

Mr. RANGEL. Well, first of all, I am going to stick with you to see
what we can do about the job loss, but, quite frankly, you have to
walk with me in terms of seeing the contracts that are ready to go
if this deal goes down, which will create a lot of jobs and, assuming
that your union and others continue to diversify, I would think a
lot of new union members.

But let’s get back to the human rights violations, the labor viola-
tions, the lack of standards in the environment, and the dictatorial
type of government. Assuming that this Congress does nothing,
how, Mr. Mack, do you think we can get a better handle on those
things that you and I are concerned with if we just say we are not
going to reward you, we are not going to normalize the relation-
ship, we are not going to support your entry into the WTO? Do you
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think that gives us a better handle to deal with some of these in-
justices that are in your testimony?

Mr. MACK. Yes, I do.

Mr. RANGEL. How?

Mr. MAck. I think the annual review continues pressure on
China to improve the freedoms in that country. Among the free-
doms is the right to organize and the right of workers to improve
their conditions through some form of bargaining or some form of
collective bargaining, contract negotiation.

Mr. RANGEL. Why would we review it at all? I mean, suppose
they say that you can do what you want and we are going to do
what we want, you are not a party to our deal with the WTO, we
have no deal with you?

I will put it another way: What right would we have to review
what China would do?

Mr. MAcCK. Well, as I understand it, we have got the right to re-
view, at least now annually, progress or lack of progress that is
made with regards to China and the United States on trade.

Mr. RANGEL. And if they were not making progress, then what
sanctions would we have if we didn’t okay any agreement with
them, anyway, we weren’t doing business with them?

Mr. MACK. It is my understanding that we have got sanctions
under the bilateral trade agreement that currently exists.

I guess the point here is that we are not opposed to this question
of trade, and I don’t want to convey that to this committee. I think
to a large degree we really have a lot in common. There are jobs
that will be created by trade. We are in favor of trade. But in that
whole process, what advantages or what can—what path do we
take to secure the maximum for all that are involved in this proc-
ess, not just—

Mr. RANGEL. What path would you have us to take?

Mr. MACK. The annual review, continuation of the annual re-
view. It doesn’t do—

Mr. RANGEL. If we review it and don’t make it permanent, they
can’t go into WTO.

Mr. MACK. No—

ﬂMr. RANGEL. This agreement that we negotiated doesn’t go into
effect.

Mr. MAcCK. No, Mr. Chairman, that is not my understanding.
China is going to go into the WTO whether there is annual review
or NTR. They are going to be—

Mr. RANGEL. But we will not be the beneficiaries of the agree-
ment.

Mr. MACK. It is my understanding that we will be the bene-
ficiaries of any agreement that China strikes with any member of
WTO because we belong to WTO. The impression—

Mr. RANGEL. There is a big difference of opinion here. There is
a big difference of opinion.

Mr. MACK. That is our opinion of the—we would like to—

Mr. RANGEL. My time has expired, but I want you to know, Mr.
Mack, that I think this discussion warrants more than 5 minutes
the way we are, and I would welcome a meeting with you and other
labor leaders and experts in the field to admit that there are win-
ners and there are losers, and a lot of your people are going to be
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losers, and I know that. And I think what we have to do is to see
what we can do to prevent those people from being hurt as we open
up these new markets.

Thank you for being so lenient, Mr. Chairman.

Mr. MAcCK. We would welcome the opportunity.

Chairman ARCHER. Mr. Crane?

Mr. CRANE. Mr. Mack, how many Teamsters jobs have been lost
in the last, say, 5 years?

Mr. MAcCK. I don’t have the—I wouldn’t have the specific infor-
mation with me, Mr. Crane.

Mr. CRANE. Well, maybe not the specific figures, but—

Mr. MACK. I can—approximately?

Mr. CRANE. Yes.

Mr. MACK. I would say somewhere in the neighborhood of 50,000
to 100,000.

Mr. CRANE. 50,000 to 100,000 out of how many total?

Mr. MACK. Out of how many what?

Mr. CRANE. How many total Teamsters?

Mr. MAcK. We have 1.4 million.

Mr. CrANE. All right. And what is the fundamental cause for the
loss of those jobs?

Mr. MACK. Most often, it is movement of work across the border
into Mexico, oftentimes in the maquiladoras, sometimes into the in-
terior. Jobs that are labor-intensive jobs that are performed in this
country are taken across the border where the labor costs are
cheaper and there is no protective collective bargaining process
that would change that.

Mr. CRANE. So the Teamsters are not just the truckers?

Mr. MAckK. Oh, no. Teamsters are food processing, warehouse,
production, trucking—a lot of different industries and -crafts.
Cargill.

Mr. CRANE. Because I would think that the truckers would actu-
ally increase their membership with our expanded trade.

Mr. MAcCK. There probably has been a degree, at least probably
stable in terms of trucking. But, of course, we battle on this whole
question of cross-border trucking, too. I mean, that is another issue
that is before the Congress that we have a deep interest in, which
would be probably just the other side of NAFTA. Instead of the ex-
portation of jobs to Mexico because of NAFTA, we would have the
importation of workers for transportation purposes into the United
States.

Mr. CRANE. You mentioned in your statement that if we extend
permanent NTR to China which guarantees permanent access to
the U.S. market, we will be sending a message that no matter what
promises China has failed to fulfill, there will be no consequences
in terms of trade with America.

Do you honestly believe we wouldn’t retaliate?

Mr. MAcK. That we would not retaliate?

Mr. CRANE. Yes.

Mr. Mack. I think we are going to be very restricted because you
would be, I think, looking at this WTO process. And as we know,
WTO—are you talking about national security or just regular trade
items?
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Mr. CRANE. Well, any trading partner that is a member of WTO
that does not live up to WTO principles being a member, you can
retaliate against any country that doesn’t measure up to those
standards. So if China is a permanent member of WTO, we can re-
taliate anytime they don’t live up to the standards.

Mr. MACK. Retaliation, you mean going through the WTO dis-
pute process?

Mr. CrANE. Well, the dispute process, right. You can retaliate
then as we are reviewing, you know, retaliation against the EU
right now on bananas and beef hormones.

Mr. MACK. The United States, as I understand it, would have the
opportunity to go through that dispute process. We as an organiza-
tion do not have a lot of confidence in that process. That is what
Seattle was in large part about, the WTO.

Contrast the WTO to us here today. Here you have got a tremen-
dous, to the credit of the committee, diversity of opinion on issues.
You have people who come up and have the right to speak and to
have their say.

The WTO, on the other hand, is a closed process where only cer-
tain individuals are allowed to participate. We don’t really under-
stand who the judges are that make the decision. But those that
have an interest in that process can’t be there, can’t make their
statements, and can’t offer their opinions.

Mr. CRANE. Well, let me reassure you of one thing, and that is,
we can retaliate against anybody we want to retaliate against, and
that is without a WTO decision.

Now, if we take that kind of action without a WTO decision in
our favor, that country that we are taking that action against can
in turn retaliate against us. But, I mean, you can do that anytime
you want. You don’t like the way they are playing the game, say,
okay, we are not going to play the game with you. And we still re-
tain the absolute authority to get out of WTO anytime we want to
get out of WTO.

So, there is nothing, you know, that is eternally binding, and
Congress can act based upon what it may determine to be the of-
fenses committed by a trading partner. And what we have done,
then, is to isolate ourselves.

But keep in mind that the beneficiaries of this are the United
States, not China. China continues as usual, except for the fact
that it suddenly has access on an increased basis to about 140 trad-
ing partners worldwide. The United States is the country that is
the beneficiary out of this because suddenly, with those reduced
barriers to trade, we can access their market. I mean, access it, the
(ejs}‘lcimates are $2 billion a year in increased agricultural exports to

ina.

So if we don’t take advantage of that kind of an opportunity, we
are shooting ourselves in the foot.

Mr. MACK. I respectfully disagree. We have got the 1979 bilateral
agreement here, and by this agreement, if NTR status is not grant-
ed, any favored-nation agreements that China reaches with any
country under the WTO will be applied to the United States. So it
does not put this country, it does not put business at a disadvan-
tage if NTR is held off and we continue annual review, in our opin-
ion.
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Mr. CRANE. Thank you.

Chairman ARCHER. Mr. Hulshof?

Mr. HuLsHOF. Thank you, Mr. Chairman.

Mr. Erisman, I make this point not to embarrass you at all, but
I think you are probably the only witness on this panel who lost
money in this past year.

Mr. ERISMAN. Yes.

Mr. HULSHOF. Let me first of all ask Congress, of course, pro-
vided some assistance to the American farmer in Missouri. Do you
have an estimate as to how much that emergency assistance pro-
vided as far as net farm income?

Mr. ERISMAN. Congressman, in my prepared remarks, I stated
that 75 percent of the net farm income in Missouri last year was
due to Federal Government payments. That is a very unfortunate
occurrence as far as most of us are concerned, but it is what it
takes to keep us out there.

Mr. HULSHOF. Mr. Erisman, as an independent producer who
feeds 129 people in the world, do you want to farm for a govern-
ment check?

Mr. ErisMAN. Well, you already know the answer to that one, sir.
I would much rather work for the market in a free market when
we can trade with all the partners in the world and take the profits
that there are from the free economy than to have to depend on
the government. The only time that I would look to government for
assistance is when we are facing situations as we did last year with
a complete collapse of hog prices, or in most of your district, the
Ninth District this past year, we had a half bean crop and less
than a half corn crop, so we had a natural disaster, as well.

Mr. HULSHOF. Do you agree or disagree with the opinion that
Mr. Mack offered that reducing tariffs to China under this bilateral
agreement, especially regarding beef from 45 percent under current
law down to 12 percent, or as you noted in your testimony, pork
from 20 percent down to 12 percent, do you agree or disagree that
exports will not increase to any substantial degree? I think I have
paraphrased your testimony correctly, Mr. Mack.

Mr. ErisMAN. I guess I fail to see how we can avoid having any
increase in exports when you are bringing the other 20 percent of
the world’s population on board. I mean, I know I keep going back
to that same thing, but how can we wall off this part of the poten-
tial market and not be able to sell to those folks that desperately,
in some cases, need our products?

Mr. HULSHOF. Mr. Mack, I appreciate very much the tone of your
testimony. I really do. I was not in Seattle, but having watched
what happened in Seattle, I think it is a benefit that we have in
a free society in this country that we can have an exchange of ideas
and maybe have disagreements. I really do. I compliment you on
the tone of your discourse today.

Part of what you have said, though, and Mr. Rangel asked you
some questions regarding, for instance, human rights and labor
rights, environmental concerns. Is it your belief that if we isolate
China, that is, that we have economic isolation, that we would have
more progress or less progress on those areas that you have talked
about?
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Mr. MAck. I did not mean to imply economic isolation. We have
relations with China and I would expect those relations would con-
tinue. So the gist of my testimony was not to provide economic iso-
lation. Really, the only thing that we are talking about and arguing
here for is a continued annual review of the relations between
China and the United States.

Mr. HULSHOF. I know my time is short. Something that struck
me was Ms. Barshefsky, who said—first of all, do you think that
we have been making at least some progress regarding human
rights and labor and the environmental concerns in China?

Mr. MACK. Precious little.

Mr. HULSHOF. Well, she says that if no progress is being made,
then we should not engage with China, that we should not have
normal trade relations, and then if progress is being made, then
why not have permanent NTR. In my time, I am not going to be
a}l;le to ask you to comment on that because my time is drawing
short.

Again, the only other comment I would have, with all due def-
erence to you, sir, this is not NAFTA. This is heard periodically
and through your testimony NAFTA and going back to the failures
of NAFTA. I mean, we probably have some agreement among mem-
bers here as to who were the winners and losers, as Mr. Rangel
points out, regarding trade agreements regarding NAFTA. This is
not NAFTA. This is a completely separate bilateral agreement with
the People’s Republic that, as Ms. Barshefsky says, has been going
on since 1986, negotiations, 14 years, and that have brought this
document forth.

I do appreciate, Mr. Chairman, the serious consideration that
has been given today and I appreciate all of your testimonies today,
recognizing my time has expired. And Mr. Erisman, I particularly
appreciate you making the trip from your family farm in Audrain
County, Missouri, to come here to try to shed a little light and
maybe some common sense on those of us who have to grapple with
this tough decision. Thank you.

Mr. CRANE [presiding]. Thank you.

Mr. Levin?

Mr. LEVIN. Thank you, Mr. Chairman. I think, once again, the
questioning and the responses have brought a note of realism to
our discussion. There are going to be losers as well as winners, and
it is, I think, counterproductive for us to just deny that.

One of the issues is what kind of balance there is going to be be-
tween winners and losers and how do we minimize the number of
losers and maximize the number of gainers and what happens to
those who are impacted negatively and what steps we can take to
move China in the right direction and that a yes vote is no magic
wand. We had better be realistic.

Mr. Mack, I want to suggest, there does need to be some further
discussion about the 1979 agreement and its continuing impact, be-
cause clearly, there would be no access by the U.S. to the dispute
settlement procedures if there is not permanent NTR. I think there
is serious question whether or not China would have to provide us
what they were providing every other nation in most respects. The
weight of the argument may be except in limited areas, they would
not. So again, I think we need to be realistic on all sides of this,
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but surely there are going to be some losers as well as winners. Mr.
Mack, you are right when you point out they are not just shipping
toys to the U.S. It is much beyond that already.

Now, I want to ask about another area, again urging realism, so
Mr. Chen, I am going to pick on you.

Mr. CHEN. Okay.

Mr. LEVIN. You say 95 percent—where is that quote, that is pret-
ty striking—

Mr. CHEN. Ninety-five percent piracy rate on software.

Mr. LEVIN. Yes. BSA estimates the piracy rate level for packaged
software applications at 95 percent in China. When I was in Bei-
jing in December, when I went out right away after landing and
I was walking with somebody, the first person I met on the street
wanted to sell me some pirated software.

Mr. CHEN. Right.

Mr. LEVIN. We moved on. But then later on you say, the WTO
dispute settlement has already succeeded in bringing countries into
compliance with their TRIPs obligations relating to copyright en-
forcement, has worked effectively for U.S. copyright owners. This
is why I think we need to consider additional enforcement mecha-
nisms within the United States and probably within the WTO, be-
cause this settlement dispute system has worked bringing coun-
tries into compliance, countries that are not heavily engaged in this
kind of counterfeiting, in most instances, is that not true?

Mr. CHEN. It is. I think we have to look at it at different levels.
What is exciting to us is it created a platform for us to have inter-
national or global-wide discussions to bring the issue on the table
so that nobody could really duck the thing. They do need to enforce
it. They do need to put it on the books. And if they put it on the
books, whether they are going to enforce it or not remains to be
seen.

Mr. LEVIN. Okay, but that means, if I might interject, that is
why I think the tone, the words are not realistic, that the dispute
settlement system has already succeeded in bringing countries into
compliance. That makes it sound just like that.

Mr. CHEN. No, it is—

Mr. LEVIN. My quarrel with so much of the argument is, it is just
like that in the eyes of too many people.

Mr. CHEN. Right.

Mr. LEVIN. And I do not think that is realistic about software in
China, is it?

Mr. CHEN. Probably not, but let me suggest a few things. There
has been excellent progress in the case of Sweden, for example,
that we use this process—

Mr. LEVIN. In Sweden?

Mr. CHEN. Sweden, yes.

Mr. LEVIN. But that is so—

Mr. CHEN. Allow me to finish, please, Mr. Levin. There has been
progress, major progress in Hong Kong. There has been major
progress in China in not exporting, by shutting down the CD-ROM
whatever factory they produced the pirated software to export to
the other Southeast Asian countries. So there has been progress,
I mean, obviously not even close to our satisfactions, and what we
would like to do is to get more and more weapons. I do not believe



131

that is the panacea. I do not believe that, therefore, just like that
will happen. We are going to continue to work it. We are going to
be partners. We are going to try to make our influence more felt,
ang we will feel it on the world stage and that is what we want
to do.

Mr. LEVIN. I will close. The red light is on. I just do think that
you and others need to work with some of us to see if we can build
in some—if this is going to happen as part of it, it just cannot be
assumed it will work like this.

Mr. CHEN. No, I agree.

Mr. LEVIN. I think that statement about it has already suc-
ceeded, people will misread it as if it is automatic in application
to China. No person I know who is close to it really—I do not think
you believe it. Thanks very much.

Mr. CRANE. Mr. McCrery?

Mr. McCRrERY. Thank you, Mr. Chairman.

Mr. Chen, while you are hot, let me continue with you. Are you
concerned that if permanent NTR is not granted to China, there
will be a cost to our domestic high-tech sector?

Mr. CHEN. There will be a cost to the—

Mr. McCRERY. Our domestic high-tech sector?

Mr. CHEN. Absolutely.

Mr. McCRERY. Can you expound?

Mr. CHEN. Absolutely. Thank you for the questions. I think, as
a matter of fact, that the uncertainty on an every-year basis causes
us to not, and especially the smaller companies, not being able to
really invest for the long-term in their market. On the other hand,
on the other side of the ocean, they have this concern about uncer-
tainty and, therefore, they are not going to be true partners with
us. So everything is going to build on the very short-term. Forget
about whether they retaliate or not. I think they need our software,
period, whether they get it from somewhere else or not, but I think
they need our software, or other technology. So the point is, yes,
it will cost us jobs. It will cost us economic progress inside the
United States because we can invest long-term.

Mr. McCRrERY. Well, thank you, and Mr. Mack, I, too, appreciate
your testimony and the tone of your testimony, but I do think it
is somewhat disingenuous to continually point out that jobs were
lost under NAFTA. Yes, some jobs were lost under NAFTA, and for
those people who were affected by those job losses, we certainly
sympathize with them, and as Mr. Rangel said, we want to find
ways to try to help them get retrained, reeducated, whatever is
necessary to get them a new job.

But the fact is that more jobs were created in the United States
as a result of NAFTA than jobs were lost, and the Department of
Commerce and the Clinton administration has pointed this out
year after year. The fact is that United States exports to Mexico
have risen 90 percent since NAFTA was enacted, 90 percent, al-
most doubled exports. That means we have sold more to Mexico
since NAFTA was enacted. That means jobs were created here to
produce those extra exports that have gone to Mexico.

Trade is not a zero-sum game. The United States’ share of Mexi-
co’s imports has risen from 69 percent in 1993 to 74 percent in
1998. So, in other words, thanks to NAFTA, the United States has
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become an even more important trading partner with Mexico. We
are selling them even more of their total import pie than we were
before NAFTA.

So I want you to work with us in a collaborative effort to try to
soften the impact in those areas that will be negatively impacted,
and we know there will be as a result of any trade agreement and
as a result, frankly, if there are no trade agreements. You are
going to continue to have this evolution of the kinds of jobs that
we have in this country.

So I would hope that your organization and others who oppose
these agreements for whatever reason would look at the big picture
and know that it is in the best interest of the United States as a
whole to move forward and not move backward and then to be con-
structive in working with us to craft legislation that can help alle-
viate the problems that are associated with the progress that we
are making. There are always going to be problems associated with
the progress that we are making.

Now, I will give you a chance to respond, Mr. Mack, if you
choose.

Mr. MAck. Thank you very much, Mr. McCrery. We welcome
your views and the offer to work with us and the trade union move-
ment to soften the impact that is going to be felt as we move down
this road of trade. We are not attempting to stop trade, hold it up,
or prevent it. It is going to continue and we are going to see, as
has been described aptly here, winners and losers, and there is a
real need to take into consideration the impact on the “losers,”
those members of ours that belong to organizations that have spent
their lifetime in a job that are going to lose that job because the
company is picking up, moving to Mexico, moving to China, or
whatever it may be.

There needs to be a consideration of that impact, and in almost
this entire process, we talk trade. That is one of our real frustra-
tions, is there has not been, in our opinion, ample consideration for
the “losers,” and that we need, I think, to look at. We need to try
to do something with regards to that, but there has been a tremen-
dous reluctance on the part of business in this country to be able
to address that and deal with it.

Now, the people who are sitting here are decent people. They are
good people and they run good businesses, obviously. We have con-
tracts with Cargill and they are good to work with. But when these
decisions are made about relocation and going from one country to
another, we have got to look at the impact upon the people who are
involved and we need to look at some imaginative and valuable so-
lutions to those problems that are not going to destroy the liveli-
hoods of those people and that of their families. So we welcome the
opportunity to work with you as this process goes forward.

Mr. McCRrERY. Thank you.

Mr. RANGEL. Will the gentleman yield on that?

Mr. McCRERY. I do not have any time left, but if I did, I would
use it because I would like to follow up, but in the interest of mov-
ing along and getting to the last panel, I will say thank you to the
chairman.

Mrs. JOHNSON [presiding]. We also have another panel after this
and five more questioners on this panel.
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Mr. RANGEL. I just wanted to congratulate the gentleman for his
line of questioning and also Mr. Mack’s response, because I almost
had Mr. Mack talking about the tremendous new jobs that would
be created, but I gather his resistance is that nobody else on the
other side is talking about the dislocation and the pain that could
be caused by this.

I think more candid exchange, and you pointed out that NAFTA,
certain people got hurt, and so a lot of business people do not want
to talk about it. It did not happen. It did not exist. Win, win, win,
win. And he is saying, hey, let us take a look and bring some bal-
ance to it and I think we do have time to have that dialogue.
Thank you.

Mrs. JOHNSON. I think it is—

Mr. McCRERY. Well, while that is true, Mr. Mack’s testimony,
with all due respect, was not, hey, trade is good for America. Let
us work together to minimize the effects, the uneven effects of mov-
ing forward. His testimony was, doggone it, let us not pass this
NTR with China. Let us stop this bilateral agreement with China—

Mr. RANGEL. Until we can—

Mr. McCRrRERY.—and I was trying to point out nicely that I think
he could have done better—

Mrs. JOHNSON. I would like to recognize Ms. Dunn.

Ms. DUNN. Thank you very much, Madam Chairman.

Mr. Chen, I wanted to follow up on your comments about the
TRIPs agreement. We know that China has a huge problem with
intellectual property piracy. The TRIPs agreement brought some
strong new intellectual property protections for United States soft-
ware and for entertainment, for pharmaceutical products, and I am
wondering how much of an impact it will have when China is re-
quired to follow the TRIPs agreements. What kind of impact will
this have on the protection of intellectual property, and could you
also give us your thoughts on what kind of legal reform would be
required in China to accomplish this?

Mr. CHEN. Okay. That is a pretty broad area, but first of all, the
TRIPs agreements, the reason why we are excited about it again
is it is a process. There is a documented process, which kind of
links to your second part of the question, is one of the concerns of
any businesses doing business in China—I am sure that everybody
knows that in this room—is that there is an inconsistency in how
the business law is being interpreted and conducted in China. They
could kind of change the legal interpretation as it goes along. And
that inconsistency will be controlled in a very dramatic fashion by
being WTO members.

So with that comes the TRIPs agreement as a weapon that we
could launch our complaint, address the dispute in a more consist-
ent manner that every nation in that agreement or WTO member-
ship would either adhere to, listen to, or understand. So that gives
us a little bit more powerful platform.

Now, is that all itself enough? Personally, I think there is prob-
ably a lot more that needs to be done, and I think the BSA and
all the software organizations and companies will try to rally with
the Congress and try to figure out some other weapons over time.
But this is at least a major weapon for us, a major first step.
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So that, in addition to driving the legal system reform as part
of the WTO, driving their currency, they way they valuate the cur-
rency, the trading, over time the legalization of RMB as inter-
national trade instruments, all those are very important aspects.
Frankly speaking, without a WTO membership, that China be in
there, they are not going to change. They are going to do whatever
they want to do, as they want to do in the last ten years.

Ms. DUNN. Thank you very much.

Mrs. JOHNSON. Would the gentlelady yield for a moment?

Ms. DUNN. Yes, I yield back to the chairwoman.

Mrs. JOHNSON. Mr. Mack has to leave to catch a plane. Mr.
Mack, I understand you have to leave to catch a plane, do you?

Mr. MACK. Yes, I do.

Mrs. JOHNSON. I just want to thank you for participating and
wish you a safe trip. I am sorry you will not be able to stay, be-
cause I, too, am very concerned about, in general, the labor move-
ment’s focus on the jobs that are lost without any recognition of the
jobs that are created. Many of us who worked hard on benefits for
people who lose their jobs are allies, but you cannot ignore the ben-
efits that are being achieved. Nothing is achieved through our an-
nual review. It is big politics, just hot air, hot air on this side, hot
air on that side.

I have never seen an annual review sift down to the guy on the
line. But when I visited a plant where the manager was a long-
time old friend of mine and heard how many months it took him
to convince his Chinese employees that it was they who were going
to reorganize the machinery and equipment and see what hap-
pened to them when they finally got that and did that. I will tell
you, that is empowerment and it is having as much effect on those
Chinese workers as welfare reform has had on women on welfare
when they finally realized that getting the opportunity to have a
job where they could choose, where they would have knowledge and
education and advancement, I mean, I really think your evaluation
of what will foster freedom and change in China simply on the
ground running does not correlate either with my experience in
America or my experience in China.

So I hope we will have a greater opportunity to talk about that,
and then I am also concerned, which I know Jennifer is, with the
airplane industry. I do not want Airbus to be selling into China.
They will get so far ahead of us on profit, they will be able to invest
so much more in R&D in ten years, we will be terminably behind
in aerospace. And if we lose the initiative in aerospace and autos
and machinery and equipment and software, we will not be the
economy we are and the standard of living and the number of jobs
in the Teamsters organization will be much diminished.

So I look forward to working with you on what about the people
who are going to be hit with transitions, and I think the surge pro-
tection and everything is all right there for us to be constructive
about. So I am sorry you have to leave, but I do know you have
to leave, and taking the prerogative of the chair, I just had to make
those statements and then I return the—

Mr. MACK. The parting shot, but—

Mrs. JOHNSON. I know.
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Mr. Mack. We look forward to working with you, but we see
nothing, we see no negative for Congress continuing annual re-
views.

Mrs. JOHNSON. You see, you do not because you are assuming
that if other countries sign on to an agreement with the WTO and
China, that we will be part of it, and we believe that is not true.
We have had testimony from the experts that is not true. So that
means Airbus could sell into that market at ten percent, 20 per-
cent, 30 percent less cost because they do not have the tariffs, and
we will be stuck, just like in Chile, with a loss of jobs—

Mr. KLECZKA. Madam Chair—

Mrs. JOHNSON.—so I do not want to go on with that.

Mr. KLECZKA. I thought I was next to question, and I have time
frames, too.

Mrs. JOHNSON. I will let Ms. Dunn finish. I put myself last in
the line of questioning when I was offered the chair, so I am sorry.

Mr. MAcCK. Could I just make one other comment? The bilateral
trade agrement in 1979, we think gives us those rights.

Mrs. JOHNSON. I know you do, and as my colleague, Mr. Rangel,
said, we will look at that more clearly, but the body of expert opin-
ion is against you. We need to straighten that ought. And if, in
fact, we are right and you are wrong, then I hope you will work
with us to rethink your opinion, because the consequences if we are
right would be really devastating.

Mr. MACK. And vice-versa, and I want to thank you for your
courtesy. Thank you very much.

Mrs. JOHNSON. Thank you. Congressman Dunn, you may finish
your time.

Ms. DUNN. I yielded back my time. Thank you.

Mrs. JOHNSON. Mr. Kleczka?

Mr. KLECZKA. I also am sorry Mr. Mack has to leave, but in your
defense, Mr. Mack, before you leave, I thought your testimony indi-
cated that your recommendation to Congress was to do the annual
review and not the permanent, so I did not hear what the acting
chair heard, that it is no agreement at all, so I just wanted to cor-
rect that for the record.

But as Mr. Mack was being questioned and as he was giving his
testimony, I saw some heads shaking no at the table, and so al-
though we are not talking about NAFTA today, I think there are
some analogies. I have to take issue with some of the facts and fig-
ures of Mr. McCrery, but I do not have my facts and figures here,
but I am not going to stipulate at this point to the net job increase
contention that he indicated. And clearly, we saw some increase in
exports early on in NAFTA and that was because raw materials
and machine tools are going down. But I think in the last couple
years, that has shifted and now we are seeing more imports coming
in. But again, NAFTA is not the issue here.

But I think what Mr. Mack is talking about is the fear of mas-
sive job displacement in this country, and let me ask Mr. Micek
and Mr. Trammell to respond to that fear, to that concern that is
not only shared by Mr. Mack but the district I represent in Mil-
waukee, Wisconsin, has that same fear. We have G.E. Medical,
which we have seen move jobs down to Mexico. Master Lock, I met
with the employees last week. There are 400 Master Lock employ-
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ees today. Because of the operations of Master Lock in Mexico, that
is goirllg to be decreased to 67 in a couple of weeks. So that concern
is real.

Could you two gentlemen allay the fears of Mr. Mack and people
like myself that we have no fear that we are going to see massive
U.S. job displacement if, in fact, we make this agreement with
China permanent? Mr. Micek first.

Mr. Micek. Thank you.

Mr. KLECZKA. And we only have five minutes, so we are going
to have to try to—

Mr. MicEK. Let me try to address that. First of all, the agree-
ment that has just been etched by Ambassador Barshefsky really
is all about us leveling the playing field toward the United States.
We have been disadvantaged in a very major way for a number of
years, and thanks to some very artful negotiations, China has
agreed to reduce tariffs on a whole broad range of items. Agri-
culture is one of the largest benefactors of this accession agree-
ment. We have heard about the difficulty that the farmer gen-
tleman here was having—

Mr. KLECZKA. Stick with the jobs, because right now, we have
had trade with China for years. But now, with the agreement that
has been negotiated, it will be easier for our employers to set up
operations within the country. They will not lose their intelligence
rights and those things that Barshefsky talked about. So let us talk
about the jobs. If I were Honeywell, why not open a plant in
China?

Mr. MICEK. Mr. Bonsignore is not here, but what happens in
these cases is that if we set up a satellite operation, say, in China
or wherever, back home, the R&D takes place. The support is here.
Our business is somewhat different than theirs, which is more
highly technical, but for the jobs that are created there, there are
still jobs that are created back home. Admittedly, they are more
skilled jobs, whether it is R&D or the planning, design of plants,
what have you.

But I do not think that, from what I can see, that jobs really are
lost. They are different kinds of jobs. We get into this business of
winners and losers because jobs are being changed. But when we
invest in China, there is always activity back home.

Mr. KLECZKA. So are you saying that for every high-tech or
skilled job that is created here at the loss of a manufacturing job,
that ratio would be about one-to-one on average?

Mr. MiCEK. I could not make a comment, but given the kind of
unemployment statistics we are looking at today, that must be hap-
pening.

Mr. KLECZKA. Mr. Trammell, could you respond to the same
fears?

Mr. TRAMMELL. Well, we are a small company of only 160 people,
but we market in 35 foreign countries. I have yet to go into a coun-
try that did not want Tramco to relocate there and ship back into
the United States. That persists all the time. I cannot manufacture
my product in China, in Mexico, and ship back to the United States
and be cost effective for the simple reason the direct labor to build
my product is about ten cents on the dollar. It would cost that ten
cents to ship it from China or Mexico back into the United States.



137

Mr. KLECZKA. So you think the fear that there will be massive
U.S. job displacement is totally unfounded?

Mr. TRAMMELL. Well, no, I would say it depends on the product
they are building. If it is a pair or socks or something that is high
labor, low material cost, low freight, then perhaps some of that is
going to go.

I am an old guy. I remember 50 years ago it was Japan. Then
it was Taiwan. Now it is China. Ten years ago, I shipped one of
our largest orders to Taiwan, manufactured in Wichita, Kansas,
and shipped to Taiwan. Three years ago, we just finished the larg-
est order ever. It was a five-year project in Japan, in Nagoya,
Japan.

So the American worker can compete around the world. He can-
not compete with tariffs. The most favored nation status hits me
in the face every year. I have a window—

Mr. KLECZKA. My time is expired, and I do not want to tick off
the chair.

Mr. TRAMMELL. Thank you.

Mr. KLECZKA. Thanks.

Mrs. JOHNSON. Mr. English?

Mr. ENGLISH. Thank you, Madam Chair. I must say I am also
disappointed that Mr. Mack had to leave. I was intrigued by his
testimony, although I disagreed with some of his conclusions. I
think it is worth noting that his labor union, because of their rep-
utation for rigorous independence, enjoyed a certain measure of bi-
partisan regard in this institution and I was hoping to be able to
pose a couple of questions to him, but I think that you three re-
maining gentlemen probably could also answer them and maybe
provide a little different perspective.

Mr. Mack in his comments talked about the need to retain an-
nual NTR review for China. Many of us have questioned the effec-
tiveness of annual NTR since a phenomenon in the early part of
the last decade where candidate Clinton campaigned as a strong
advocate of sanctions and get tough policy with China and then
was transmogrified into the Clinton administration and within a
year or so had the exact opposite position.

My impression is that annual NTR review has very little impact
on Chinese behavior. Mr. Trammell, you obviously have experience
in China. What is your take on that?

Mr. TRAMMELL. Well, here is the—I am afraid that a lot of people
do not understand how this annual normal trade, or we used to call
it most favored nation status, how that hurts a capital manufactur-
ing company like Tramco. We tell the Chinese, you know, we are
going to renew and that happens by June 3. But China tells the
Tramecos of the world, you have got from January 1 to December
31 to import into China duty-free. If it shows up after December
31, they threaten to put a 40 percent duty.

Most of the projects and capital equipment is where the United
States is the most competitive all over the world, manufacturing
here and shipping abroad. But most of those capital projects last
three years, two or three years, when we have only 12 months to
get our equipment over, rarely, rarely do we get involved or can we
become even a playing partner because of this annual renewal of
most favored nation. The Chinese threaten to impose 40 percent
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duty and there is not 40 percent profit. It takes you out of the pic-
ture.

Mr. ENGLISH. Mr. Trammell, as a representative of the Chamber
of Commerce, is it your understanding, is it the Chamber’s under-
standing that we will not enjoy the benefits of the agreement that
Ambassador Barshefsky worked out with the Chinese without car-
rying our end, which is to pass permanent NTR? Is it your under-
standing that those two are locked together, or do you agree with
Mr. Mack that we will enjoy the benefits regardless of what we do?

Mr. TRAMMELL. I am sorry, I cannot agree with Mr. Mack at all.
My little company first ships more product into Mexico because of
NAFTA, because it removed 40 percent duty.

Secondly, yes, speaking on behalf of the Chamber, we want per-
manent most favored nation status for China. It is imperative.

Mr. ENGLISH. Mr. Micek, any comment on any of those points?

Mr. MicEeK. Just to second what Mr. Trammell has said. The an-
nual review process is really quite ineffective. In fact, it does more
harm than it does good for the reasons that he mentions. People
have to plan on a longer term. Let us talk about food, for example,
just very quickly. Food is one of the most basic of human rights.
When you have a country as big as China, with 1.2 or 1.3 billion
people, their food supply cannot be threatened on an annual basis.
So the net effect is, rather than, in recent years, increase their pur-
chases from us, China has actually become more self-sufficient
than ever. And until we get away from this uncertainty, I am
afraid that they are not going to see us as reliable suppliers. Per-
manent NTR would accomplish that.

Mr. ENGLISH. Mr. Chen, do you want to comment?

Mr. CHEN. Yes. I would like to comment as our ability to com-
pete. There is an uncertainty in the potential inconsistency of the
relationships on an annualized basis. It does not apply to our com-
petitors in Japan or Europe. I used to work for a German conglom-
erate and they will put multi-year power plant projects together in
China, multi-year airport plans together. I cannot see how the Chi-
nese would deal with us and give us one of those contracts when
every year they think we might yank the plug on them.

Mr. ENGLISH. Thank you. My time is up, Madam Chair. Thank
you for your indulgence, and I really want to compliment this panel
for making a significant contribution to our debate.

Mrs. JOHNSON. Mr. Nussle?

Mr. NUsSLE. Madam Chairman, I will pass. The last panel has
to catch some planes, so I think we should keep moving.

Mrs. JOHNSON. Thank you. I appreciate that. I thank this panel
very much for your input and your testimony, and having heard
the discussion, we welcome any follow-on comments you may wish
to make in writing.

Mrs. JOHNSON. Now let me call the last panel. You have been
very patient, indeed. David Kronlage, President of the Delaware
County Farm Bureau; Ann Hoffman, the Legislative Director for
the Union of Needletrades, Industrial and Textile Employees; Mike
Jendrzejczyk, the Washington Director of the Human Rights
Watch; Robert Liuzzi, President and CEO of CF Industries; and
Steve Appel, President of the State Farm Bureau of Washington
State and Co-Chairman of the American Farm Bureau Federation.
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We welcome you gentlemen and gentlelady. We will lead off with
Mr. Kronlage, President of the Delaware County Farm Bureau
from—actually, let me first yield to Mr. Nussle, if I may.

Mr. NUsSLE. Thank you, Madam Chair. Mr. Kronlage is a con-
stituent of mine, and Dave, I had a 15-minute introduction that
was unbelievably glowing, but I think what I will do is I will mail
it to you because you and the other panelists have a plane to catch.

Let me just tell the members that, first of all, he is from
Dyersville, Iowa, which many will remember is the field of dreams
in the movie. That is where that was filmed. But more importantly,
what I want to emphasize is that someone before had mentioned
that they have hundreds of thousands of employees that are im-
pacted. Dave has got one, himself, and his family, his three kids,
his wife, Sherry. And interestingly enough, when we were prepar-
ing for this yesterday, I asked him, I said, what do your kids want
to do when they grow up, hoping that, like his grandfather who
came here from Germany and started the farm outside of
Dyersville and then his dad that took over the century farm now,
whether one of his kids, either Matt, who is 14, Callie, 11, Steph-
anie, 9, might be interested. He said, no, except the nine-year-old
has expressed some interest, but he thought maybe she might grow
out of it.

While that may sound funny, the unfortunate part is that we are
losing something. So it is more than just what trade impacts today.
It is also the future, and I am happy to have my friend and con-
stituent, Dave Kronlage, here and I invite him to testify when the
chair is ready.

Mrs. JOHNSON. Thank you, Mr. Nussle, and you may proceed,
Mr. Kronlage.

STATEMENT OF DAVE KRONLAGE, FARMER, AND PRESIDENT,
DELAWARE COUNTY FARM BUREAU, DYERSVILLE, IOWA

Mr. KRONLAGE. Thank you, Mr. Nussle. One thing that he did
not mention was he asked me if my children would like to farm.
dOne thing I did say, if things stay the way they are, I hope they

o not.

Thank you for the opportunity to testify today before the House
Ways and Means Committee on the potential benefits to farmers
from increased trade with China. I am a farmer from Northeastern
Towa. My wife, Sherry, and I, along with our three children, raise
500 acres of corn and soybeans. We also market approximately
2,800 head of hogs a year from our farrow to finish operation.

The last 18 months have not been easy ones for farmers. The
farm economy is not booming like the rest of the U.S. economy. I
would like to give you a picture of what has been happening on my
farm. In just six months’ time, I lost about $60,000 in income when
prices for hogs fell to historic lows. This fall, the average price for
corn in my area was $1.60, but my cost of production was $2.40,
assuming no return to capital. The average price for soybeans was
$4.40, but my cost of production was $5.25, again, assuming no re-
turn to capital.

As a farmer, I face many uncertainties on a day-to-day basis.
Most of these variables are out of my control. This has been an ab-
normally dry winter, so I am worried about a drought. A strong
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U.S. dollar makes our agricultural products more expensive on the
world market. The hog market crashed because of lack of packer
capacity for the supply. Continued consolidation of agri-businesses
makes me wonder if I will have a competitive market for my com-
modities and for the inputs I purchase.

In addition, government policies and actions can close or open a
market overnight. Risk management is the only tool that I have
available to protect myself from these uncertainties. I believe that
farmers have an obligation to manage their own risk. I purchase
a revenue assurance policy to protect my revenue on my crop acres.
This costs me about $12 an acres. I also make limited use of the
futures market to help manage the price risk of selling my finished
hogs.

I participate in a network of about 18 hog producers called 2020
Pork Producers. We collaborate to use the same genetics, but raise
our hogs individually. We collectively market these hogs to Swift
Packing Company under a contract that gives us a certain amount
above the base price for that day. I have also networked with other
producers to form a meat company called Delaware County Meats.
This company sells heat-and-serve meat products to grocery stores
and restaurants and is our attempt to capture a larger share of the
retail dollar.

As a producer, I am taking the steps to minimize the risk and
to provide a stable income from my farm. I expect the government
to do the same. Certainly, farmers are appreciative of the extra fi-
nancial assistance that Congress provided over the last couple of
years. However, I would prefer my income to come from the mar-
ketplace. Trade with other nations plays an important part in
achieving that goal. Domestic markets alone cannot consume all
that farmers in this country produce. We must expand our access
for foreign markets to help farmers achieve profitability.

Agriculture is very dependent on the export market. Iowa farm-
ers exported more than $4 billion in agriculture products last year.
Towa ranked second in the nation’s agricultural exports, with 7.2
percent of all exports coming from my State. In 1998, Iowa ex-
ported just over $1 billion in agricultural products to China. Farm-
ers in the U.S. export just over 30 percent of all soybeans produced
and about 16 percent of all corn. The U.S. accounts for just under
60 percent of the world’s soybean exports and nearly half the
world’s corn exports. The value of U.S. farm exports is equivalent
to 24 percent of farmers’ gross cash income.

In 1996, Congress passed the Federal Agricultural Improvement
Act and made farmers three promises. Congress and the adminis-
tration promised to reduce taxes, reduce regulations on family
farmers, and increase our access to foreign markets. In exchange,
farmers agreed to shoulder more of the responsibility for managing
our own risk and making our own production decisions. I have done
that on my farm, but feel like the government has not upheld its
end of the bargain.

This year, Congress will decide whether or not to permanently
extend normal trade relation status to China. This will implement
our side of the bargain in the trade agreement negotiated between
our two countries last fall. This agreement is an important first
step in removing the barriers to trade that farmers face in that
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market. All commodities, but in particular pork, will benefit from
this agreement.

For instance, China imposes significant restrictions on pork im-
ports through high tariffs, restrictive import licensing, and com-
plicated, arbitrary sanitary requirements. Under the agreement ne-
gotiated last fall, these restrictions will be phased out. I will bene-
fit if the agreement with China is implemented and Congress
grants permanent normal trade relation status for China. Based on
an analysis by the Iowa Farm Bureau Federation, the average
farmer’s net income will increase by 7.7 percent because of in-
creased trade with China. On average, my net income would in-
crease by $6,000 a year if the promise of this market is reached.

As a pork producer, I believe this agreement and permanent nor-
mal trade relations for China are critical. Pork is the predominant
source of meat protein consumed in China. Indeed, China consumes
more pork per capita than the United States. Most analysts project
this demand for pork will grow by six to seven percent a year over
the next several years. Increasing our exports of pork means more
utilization of the corn and soybeans we produce. This improves the
price prospects for corn and soybeans because of the higher domes-
tic use and reduces the pressure on the Federal budget.

China holds great promise for Iowa farmers. With 1.2 billion peo-
ple, this consumer market is the largest in the world. We cannot
afford to let this market slip away from our hands. Using food as
a weapon does not work. We must engage the Chinese to move
them toward democracy and to push them toward playing by world
trade rules. If we do not, farmers like myself will be left out of this
growing market.

I urge you to approve permanent normal trade relation status for
China and uphold your end of the bargain that was made in 1996
when Freedom to Farm was passed. Thank you for the opportunity
to appear before this committee.

Mrs. JOHNSON. Thank you very much.

[The prepared statement follows:]

Statement of Dave Kronlage, Farmer and President, Delaware County
Farm Bureau, Dyersville, Iowa

Mr. Chairman, thank you for the opportunity to testify today before the House
Ways and Means Committee on the potential benefits to farmers from increased
trade with China. I am a farmer from northeastern Iowa. My wife Sherry and I,
along with our three children, raise 500 acres of corn and soybeans. We also market
about 2,800 head of hogs a year from our farrow to finish operation.

The last eighteen months have not been easy ones for farmers. The farm economy
is not booming like the rest of the U.S. economy. I'd like to give you a picture of
what has been happening on my farm.

In just six months time, I lost about $60,000 in income when prices for hogs fell
to historic lows. This fall, the average price for corn in my area was $1.60 but my
cost of production was $2.40 assuming no return to capital. The average price for
soybeans1 was $4.40 but my cost of production was $5.25, again assuming no return
to capital.

As a farmer, I face many uncertainties on a day to day basis. Most of these vari-
ables are out of my control. This has been an abnormally dry winter so I'm worried
about a drought. A strong U.S. dollar makes our agricultural products more expen-
sive on the world market. The hog market crashed because of a lack of packer ca-
pacity for the supply.

Continued consolidation of agribusinesses makes me wonder if I will have a com-
petitive market for my commodities and for the inputs I purchase. In addition, gov-
ernment policies and actions can close, or open, a market overnight.
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Risk management is the only tool that I have available to protect myself from
these uncertainties. I believe that farmers have an obligation to manage their own
risk. I purchase a revenue assurance policy to protect my revenue on my crop acres.
This costs me about $12 an acre. I also make limited use of the futures market to
help manage the price risk of selling my finished hogs. I participate in a network
of about eighteen hog producers called 2020 Pork Producers. We collaborate to use
the same genetics but raise our hogs individually. We collectively market these hogs
to Swift Packing Company under a contract that gives us a certain amount above
the base price for that day. I have also networked with other producers to form a
meat company called Delaware County Meats. This company sells heat and serve
meat products to grocery stores and restaurants and is our attempt to capture a
larger share of the retail dollar.

As a producer, I am taking the steps to minimize the risks and to provide a stable
income for my family. I expect the government to do the same. Certainly, farmers
are appreciative of the extra financial assistance that Congress provided over the
last couple of years. However, I would prefer my income to come from the market-
place. Trade with other nations plays an important part in achieving that goal. Do-
mestic markets alone cannot consume all that farmers in this country produce. We
must expand our access for foreign markets to help farmers achieve profitability.

Agriculture is very dependent on the export market. Iowa farmers exported more
than $4 billion in agricultural products last year. Iowa ranks second in the nation
in agricultural exports with 7.2 percent of all exports coming from my state. In
1998, Iowa exported just over $1 billion in agricultural products to China.

Farmers in the U.S. export just over 30 percent of all soybeans produced and
about 16 percent of all corn. The U.S. accounts for just under 60 percent of the
world’s soybean exports and nearly half of the world’s corn exports. The value of
U.S. farm exports is equivalent to 24 percent of farmers’ gross cash income.

In 1996, Congress passed the Federal Agriculture Improvement Act (FAIR) and
made farmers three promises. Congress and the administration promised to reduce
taxes, reduce regulations on family farmers and increase our access to foreign mar-
kets. In exchange, farmers agreed to shoulder more of the responsibility for manag-
ing our own risk and making our own production decisions. I have done that on my
farm but feel like the government has not upheld its end of the bargain.

This year, Congress will decide whether or not to permanently extend normal
trade relations status to China. This will implement our side of the bargain in the
trade agreement negotiated between our two countries last fall. This agreement is
an important first step in removing the barriers to trade that farmers face in that
market. All commodities, but in particular, pork will benefit from this agreement.
For instance, China imposes significant restrictions on pork imports through high
tariffs, restrictive import licensing and complicated, arbitrary sanitary require-
ments. Under the agreement negotiated last fall, these restrictions will be phased
out.

I will benefit if the agreement with China is implemented and Congress grants
permanent normal trade relations status for China. Based on analysis by the Iowa
Farm Bureau Federation, the average farmer’s net income will increase by 7.7 per-
cent because of increased trade with China. On average, my net income would in-
crease by $6,000 a year if the promise of this market is reached.

As a pork producer, I believe this agreement and permanent normal trade rela-
tions for China are critical. Pork is the predominant source of meat protein con-
sumed in China. Indeed, China consumes more pork per capita than the United
States. Most analysts project this demand for pork will grow by six to seven percent
a year over the next several years. Increasing our exports of pork means more utili-
zation of the corn we produce. This improves the price prospects for corn because
of the higher domestic use and reduces the pressure on the federal budget.

China holds great promise for Iowa farmers. With 1.2 billion people, this con-
sumer market is the largest in the world. We cannot afford to let this market slip
away from our hands. Using food as a weapon does not work. We must engage the
Chinese to move them toward democracy and to push them toward playing by world
trade rules. If we do not, farmers like myself will be left out of this growing market.
I urge you to approve permanent normal trade relations status for China and up-
hold your end of the bargain that was made in 1996 when Freedom to Farm was
passed. Thank you for the opportunity to appear before this committee today. I
would be happy to answer any questions you might have.

Mrs. JOHNSON. Ms. Hoffman?
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STATEMENT OF ANN HOFFMAN, LEGISLATIVE DIRECTOR,
UNION OF NEEDLETRADES, INDUSTRIAL AND TEXTILE EM-
PLOYEES, NEW YORK, NEW YORK, AFL-CIO, CLC

Ms. HOFFMAN. My name is Ann Hoffman. I am the Legislative
Director of UNITE, which represents 250,000 workers in the tex-
tile, apparel, and related industries. Thank you for the opportunity
to present our views. They are laid out in greater detail in the arti-
cle in Foreign Affairs by our President, Jay Mazur, which has been
provided to all of you.

Very briefly, UNITE believes that the clear risks of granting per-
manent normal trade relations to the People’s Republic of China at
this time far outweigh the potential advantages of doing so. We do
so for all the reasons given by Representatives Smith and Pelosi
and by Mr. Mack. I would add to that only that the CRS, in the
report they released yesterday, said that, “Chinese compliance with
its WTO commitments is uncertain.”

We find it difficult to comment on the specifics of the agreement
of accession as it has not been published in this country and is,
therefore, not available to key members of UNITE’s staff nor to our
members. If and when the complete text of the agreement is avail-
able, we may have additional comments.

I would like to second Mr. Mack’s belief that if Congress votes
no on permanent NTR but China proceeds to join the WTO, China
and the U.S. will continue to have a binding trade relationship
under international law. The trade relationship will be governed by
the rules in the 1979 trade agreement between the two countries
and several subsequent bilaterals. The most favored nation provi-
sions of those agreements require that China afford to the United
States any trade and non-trade economic benefits that China
grants to other countries. More important, the U.S. will retain the
right to use our own laws to sanction China by withholding or lim-
iting access to the U.S. market for unfair trade practices, unfair
labor practices, unfair human rights activities, and the like, which
we will lose under WTO.

While only unions have been invited to testify today in opposition
to PNTR, it is not unions alone who oppose it. We are joined in op-
position by environmentalists, family farmers, consumers, faith-
based organizations, humane organizations, supporters of a strong
U.S. military, small businesses, companies that manufacture tex-
tiles and apparel in the United States, and human rights activists.

One of the best-known Chinese human rights activists is in the
hearing room with me today. Wei Jingsheng is one of the heroes
of China’s democracy movement. For more than two decades, Wei
has fought for human rights and democracy in China and against
the vicious policies of the dictatorship. In 1978, Wei joined other
writers, artists, and intellectuals in writing an impassioned plea for
democratic change on the now-famous Democracy Wall in Beijing.
Wei’s essay caused a sensation, in part because he was willing to
sign his name and address to his words.

For this act and for helping to publish an underground magazine,
Wei was arrested, convicted of counter-revolution, and sentenced to
prison. Wei served 14 years, the first eight months on death row
and then five years in solitary confinement. Released from prison
in 1993, Wei refused to be silent. Instead, he continued to write
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and speak his views. Again, he was arrested and spent four more
years in jail before being released and forced into exile three years
ago.

The recipient of several of the world’s most prestigious human
rights awards and a nominee for the Nobel Peace Prize, Wei
Jingsheng is now a visiting scholar at Columbia University. He
continues to travel, speak, lobby, and write on behalf of human
rights and democracy in China, his homeland. Last November, Wei
Jingsheng announced his opposition to permanent normal trade re-
lations with China, arguing that granting permanent NTR would
strip Congress of its best weapon to fight for change in China and
would serve to bolster the dictatorship and further endanger those
Chinese citizens who were willing to speak out as he did.

Madam Chairman, Wei Jingsheng has prepared brief remarks
that he would like to present to the committee, if you would permit
it.

Mrs. JOHNSON. I am sorry, if I would permit what?

Ms. HOFFMAN. Wei Jingsheng to speak.

Mrs. JOHNSON. Unfortunately, we are going to move through the
whole panel first because of the time, so we want our invited peo-
ple to testify, but we are happy to have him in the hearing room
and that you have referred to him in your testimony.

Ms. HorFrFMAN. I would like to present his statement for the
record.

Mrs. JOHNSON. That will be incorporated in the record.

Ms. HOFFMAN. Thank you.

Mrs. JOHNSON. Thank you.

[The prepared statement and an attachment follow:]

[An additional attachment is being retained in the Committee
files.]

Statement of Ann Hoffman, Legislative Director, Union of Needletrades,
Industrial and Textile Employees, New York, New York, AFL-CIO, CLC

My name is Ann Hoffman. I am the Legislative Director of UNITE, which rep-
resents 250,000 workers in the textile industry, apparel and other light manufactur-
ing and related industries. Thank you for the opportunity to present UNITE’s views
at this hearing. UNITE’s President, Jay Mazur, regrets that a prior commitment
has made it impossible for him to present the union’s views in person. Attached to
my testimony, however, is his article, entitled Labor’s New Internationalism, which
appears in the current issue of Foreign Affairs.

UNITE believes the clear risks of granting Permanent Normal Trade Relations to
the People’s Republic of China at this time far outweigh the potential advantages
of doing so. China brutally suppresses the rights of its citizens and its workers.
China has violated its existing bilateral trade agreements with the United States
and has already signaled its intention to violate the accession agreement. China’s
accession to the World Trade Organization, with the blessings of the United States
Congress, is likely to impede efforts to reform that organization. Even without Per-
manent NTR, trade between the U.S. and China will continue and will expand. For
all of these reasons, the House should maintain the influence it now has by denying
Permanent Normal Trade Relations to China.

We find it difficult to comment authoritatively on the specifics of the agreement
of accession between the United States and China. That agreement has not been
published in this country and is, therefore, not available to key members of UNITE’s
staff nor to our members. Until the agreement is published, my comments must be
based solely on the Administration’s summary of the accession agreement. If and
when the complete text of the agreement is available, UNITE may have additional
comments.
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UNITE does not oppose trade with China

UNITE does not oppose international trade. We simply oppose the current trading
regime. As President Mazur stated in his article, citing the position of President
Clinton, “if the global market is to survive, it must work for working families.”1
UNITE and the other organizations that gathered last November in Seattle believe
it is clear that the current system of trade negotiations is not working for working
families. Trade negotiations today “exalt deregulation, cater to corporations, under-
mine social structures, and ignore popular concerns.”2 Our shared vision of inter-
national trade is of a system that takes workers’ rights, environmental protection
and public health and safety as seriously as it takes commercial advantage.

The same concerns lead us to oppose Permanent Normal Trade Relations for
China. The 1999 agreement of accession between the U.S. and China deals solely
with commercial relationships. Human rights, labor rights, environmental standards
and social values are off the table. UNITE’s members of Chinese extraction con-
stitute one of the largest of the many ethnic and racial groups that make up the
mosaic of our union. The relationship that would be established under the bilateral
would not serve the interests of those and other working families in the U.S. or
their relatives and other working families in China.

Rejection of Permanent Normal Trade Relations with China will not lead either
to disengagement between the U.S. and China in general, nor to interference with
trade with that nation. China and the U.S. will retain diplomatic, social, cultural
and educational ties. Trade will continue on the basis of their existing bilaterals,
their agreement of accession, the other accession agreements China is currently ne-
gotiating and China’s Protocol of Accession to the WTO.

Even if little will change if Permanent Normal Trade Relations is denied, UNITE
still sees denial of NTR on a permanent basis as a critical step in U.S. trade policy.

China suppresses workers’ rights

China’s accession to the WTO will seriously disrupt global labor markets, because
of China’s unique regulation of its own labor market and its sheer size. China has
a population of 1.2 billion people. The population includes 800 million under-
employed peasants and a so-called “floating population” of unskilled migrant work-
ers numbering between 80 and 130 million. No other case of WTO accession has
caused the seismic shock to supply and demand in worldwide labor markets that
China’s accession entails.

The Chinese population suffers under one of the most repressive regimes in the
world. The most recent U.S. Department of State Annual Report on Human Rights,
the 1998 Report, devotes 49 single-spaced pages to a wide-ranging and detailed
catalogue of rights violations by the People’s Republic of China.3 The report notes
that the country’s

“human rights record deteriorated sharply beginning in the final months of [1998]
with a crackdown against organized political dissent.. . . Abuses included instances
of extrajudicial killings, torture and mistreatment of prisoners, forced confessions,
arbitrary arrest and detention, lengthy incommunicado detention, and denial of due
process.. . . The Government infringed on citizens’ privacy rights. The Government
continued restrictions on freedom of speech and of the press, and tightened these
toward the end of the year. The Government severely restricted freedom of assem-
bly, and continued to restrict freedom of association, religion, and movement. . . .
The Government continued to restrict tightly worker rights, and forced labor re-
mains a problem. Serious human rights abuses persisted in minority areas, includ-
ing Tibet and Xinjiang, where restrictions on religion and other fundamental free-
doms intensified.” 4

The Report’s summary of human rights in China concludes with some paragraphs
on increased openness and positive changes in law and practice. Even this optimistic
note, however, concludes:

“authorities did not hesitate to move quickly against those it perceived to be a
threat to government power or national stability. Citizens who seek to express open-
ly dissenting political and religious views continue to live in an environment filled
with repression.”®

1Mazur, Labor’s New Internationalism, Foreign Affairs, January/February 2000, 79.
21d

3References that follow are to pages in the 1998 Human Rights Report on the web site of
the U.S. Department of State.

4Report, Page 2.

5Report, Page 4.
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The situation has not gotten better since 1998. As National Security Chief Samuel
Berger said at the Woodrow Wilson Center on February 2 of this year:

“Over the past year, we have seen an increase in [China’s] crackdown on political
activities and dissent; stepped-up controls on unregistered churches; the suppression
of ethnic minority groups, especially Tibetans; and the imprisonment of even more
dissidents whose only crime is free speech.” 6

Worker rights, like human rights, are severely repressed in China. The Constitu-
tion of the People’s Republic proclaims “freedom of association,” but only one work-
ers’ organization is permitted: the All China Federation of Trade Unions, whose
head is a member of the Standing Committee of the Central Committee of the Com-
munist Party. “Independent trade unions are illegal.”?” Among the government ef-
forts against independent union activity in 1998 reported by the State Department
were the arrest and, in some cases, Imprisonment of several individuals in separate
incidents. For example, Li Qingxi was sentenced to one year of reeducation through
labor for putting up a poster calling for free and independent trade unions. Tu
Guangwen was sentenced to 3 years in prison for leading a group of laid-off workers
in a protest. Zhang Shanguang was arrested for trying to create an organization to
defend the rights of laid-off workers. He was subsequently sentenced to 10 years of
imprisonment for talking to a reporter from Radio Free Asia about a protest dem-
onstration by farmers.® These examples are just some of those that have been
brought to the attention of U.S. officials.

The absence of labor rights makes it impossible for workers in China to organize
to improve wages, working conditions or workplace health and safety.

In a serious understatement, the State Department China Report notes that:
“Forced labor is a problem;” ? It is a problem that finds its way onto store shelves
in the U.S. The State Department quoted estimates of 230,000 persons in “reeduca-
tion-through-labor” camps, just one type of confinement in which work is required,
and whose products find their way into the export market.1® According to the Re-
port: “In 1998 U.S. Customs unsuccessfully pursued eight standing requests-seven
of them dating back to at least 1995—to visit sites suspected of exporting prison
labor products” and referred three additional requests to Chinese authorities. The
failure of the Chinese government to cooperate in these investigations occurred de-
spite a Memorandum of Understanding between the two governments signed n 1992
banning trade in prison products and a statement of cooperation with respect to
that Memorandum signed in 1994.11

Many multinational corporations have shuttered their plants in the United States
and relocated their production to China to take advantage of lower wages and re-
pressive labor policies. The $57 billion trade deficit with China represents a loss of
some 600,000 U.S. jobs. In addition, companies remaining in the U.S. threaten to
move their production, creating downward pressure on wages and working condi-
tions here.

Supporters of Permanent Normal Trade Relations with China claim that WTO ac-
cession will reverse or moderate the existing imbalance in trade, by increasing U.S.
exports to China. While U.S. exports to China may well increase after WTO acces-
sion, even the ITC acknowledges that China’s exports to the U.S. will increase even
more, further tilting the balance.l?2 As Robert Scott points out, those who are now
predicting that the U.S. will gain by China’s WTO accession are those who predicted
similar gains for the U.S. from the North American Free Trade Agreement.13 Amer-
ican workers surely will not trust those prognosticators.

Permanently normalizing trade relations with China while such repressive labor
practices continue is not in the interests of workers. In addition to threatening jobs
and working conditions in the United States, a massive increase in trade under
these circumstances is likely to lock in the repressive conditions in China. Further-
more, unless wages and working conditions are improved in China, the vast major-
ity of its 1.2 billion people will be unable to afford to buy the products they make,
let alone the products made by workers in the U.S. As the Ranking Member of the
Trade Subcommittee noted at its recent hearing on trade after Seattle, “distortions

6 Berger’s prepared remarks appear on the web site of the U.S. Department of State.

7Report, Page 38.

81998 State Department Human Rights Report, page 39

9 Report, Page 40.

10 Report, Pages 12, 41.

11 Report, Page 40.

12]TC Report, page.

13Robert E. Scott, China Can Wait, Economic Policy Institute Briefing Paper, May 1999,
pages 4-5 (web edition).
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[of trade] result when workers are denied core rights.” 14 President Clinton declared
in his June 12, 1999 address at the University of Chicago, that the U.S. cannot con-
tinue to prosper “if we don’t have more customers.” Customers, however, are people
with buying power, not just people.

China is unlikely to comply with its new obligations

According to annual reports of the U.S. Trade Representative,1> China has failed
to live up to the trade agreements it currently has with the United States. Accord-
ing to press reports, several from the Chinese media, China has already signaled
its intention to flout its WTO accession agreement.

A few examples of past violations illustrate the point. China and the U.S. signed
a Memorandum of Understanding on market access in 1992. Since then, China has
maintained such non-tariff barriers as import and export licenses, import quotas, a
requirement that telecommunications companies use Chinese components and food
standards that block the import of U.S. citrus fruits, plums and wheat. U.S. indus-
try estimates that counterfeiting, piracy and illegal exports by China have cost more
than $2 billion, in violation of agreements signed in 1996 and later years on intellec-
tual property rights. Repeated violations of a 1994 agreement on textiles, by illegal
transshipment through third countries, caused the U.S. to reduce quotas for China
in a 1997 textile bilateral. Transshipment continues. As noted above, Chinese offi-
cials have stonewalled U.S. inquiries on prison labor exports, in violation of a 1992
MOU.

Since signing the WTO accession agreement in November of last year, a mere
three months ago, Chinese government officials have made it clear that their past
pattern of non-compliance will continue. Among other examples, they have indicated
that they will deny licenses to foreign insurance companies if it is in China’s eco-
nomic interest to do so. They have disagreed with the U.S.Trade Representative’s
report of the percentage of foreign ownership of telecommunications services that
will be permitted. They have expressly disavowed making “any material conces-
sions” with respect to imports of meat, and described their agreement with respect
to wheat imports as “a theoretical opportunity.” 16 China also stated that it will con-
tinue to control and, if necessary, limit imports of foreign oil.

In short, China has been an unreliable trading partner, and has given every indi-
cation of continuing to be one following its accession to the WTO.

China is a major threat to the U.S. textile and apparel industries

China is a formidable player in the world apparel and textile market. As of 1999,
it was “the world’s largest producer of apparel and has the largest production capac-
ity for textile mill products.” It is also the world’s largest producer of cotton, man-
made fibers and silk, and the world’s largest country-exporter of textile and apparel
products.1? China has in recent years improved the efficiency of its textile industry
and increased the quality and value of its apparel production.

The U.S. International Trade Commission (ITC), which has a record of under-
estimating the harm to the U.S. textile and apparel industries from trade agree-
ments,'8 has nonetheless predicted that China’s share of the U.S. apparel market
will probably increase by 18 percent under the WTO accession agreement, leaving
China with 30 percent of the U.S. import market.1® This anticipated increase will
result if China is freed from quotas on apparel and textile products at the same
time as the other members of the WTO, that is January 1, 2005. Although the U.S.
industry had sought an extension of quotas on China, USTR did not negotiate any
extension.

The ITC took note of China’s “abundance of skilled, low-cost labor,” particularly
useful in labor-intensive apparel production.20 China’s apparel wage rates are lower

14 Sweeney Calls for WT'O Reforms; Democrats Address UAW Conference, Bureaua of National
Affairs Daily Report for Executives, February 9, 2000.

151999 Trade Estimate Report on Foreign Trade Barriers, pages 57-61.

16 China trade envoy Long Yongtu, quoted in South China Morning Post, January 7, 2000

17 Assessment of the Economic Effects on the United States of China’s Accession to the WTO
(hereafter, ITC Report), Publication 3229, September 1999, p. 8-3.

18 See Statement of Mark Levinson, Chief Economist, Union of Needletrades, Industrial snd
Textile Employees, AFL-CIO, on The African Growth and Opportunity Act, Submitted to the
House Ways and Means Committee, Trade Subcommittee, February 3, 1999, page 6.

19ITC Report, Executive Summary, page xv. While the report was issued before the accession
agreement was signed, the textile and apparel provisions of the agreement were unchanged be-
tween the date of USTR’s initial summary in April, 1999 and the final summary in November.

20ITC Report, Executive Summary, page xiv.
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than most other countries.2! Hourly labor costs in the apparel industry in China (in-
cluding social benefits and fringes) were $0.43 in U.S. dollars in 1998. In the U.S.,
hourly labor costs in the industry at the same time were $10.12.22

The American Textile Manufacturers Institute, the trade association for the U.S.
textile industry, has predicted the loss of some 150,000 U.S. jobs and billions of dol-
lars of production as a result of the apparel and textile provisions of the accession
agreement.23 This job loss would be on top of the 500,000 jobs lost in the textile
and apparel industries since January 1, 1994. Between the early 1970’s and today,
the U.S. apparel and textile sector has been virtually cut in half, from 2.4 million
workers to 1.2 million at the close of 1999. It is inexcusable that the workers and
primarily small businesses in one segment of the U.S. economy should bear such
an enormous burden from U.S. trade policy.

The overall U.S. trade deficit with China resulted in more than 600,000 “lost job
opportunities” in 1996, more than 250,000 of them in apparel, shoes and textiles.24
Job losses to China occurred in all 50 states, but were concentrated in California,
New York, North Carolina, Pennsylvania and Georgia, all states with sizeable ap-
parel and textile industries. Women suffered more than half of the job losses, and
people of color were disproportionately harmed, a reflection of their over-representa-
tion in the apparel and textile industries.

While apparel and textiles have suffered the greatest job losses because of low-
wage imports from China, other industries are rapidly joining the ranks of the net
losers. Machinery and transport equipment and telephone equipment are now being
imported into the U.S. from China more than they are exported to China from here.
Even in the highest of high tech industries the pattern is continuing: “the U.S. ex-
ports computer parts to China and imports assembled computers.” 25

China’s accession will slow reform of the WT'O

Particularly since Seattle, the United States has pursued an agenda seeking to
make the WTO more transparent and more democratic. Just prior to the 1999 WTO
Ministerial, the U.S. began vigorous efforts to elevate environmental and labor con-
cerns on the WTO agenda. Such changes are critical to the future of the WTO. As
Richard Trumka, Secretary-Treasurer of the AFL-CIO told the Senate Finance
Committee just last week:

“It’s important for all in Congress to recognize that [opposition to the current
model of trade is] shared by a broad and a growing majority, both in the United
States, where voters overwhelmingly believe that workers’ rights and environmental
protections should be enforced in the global economy and across the world by work-
ing people whose voices too often go unheard.”

As President Mazur said in his Foreign Affairs article: “If the WT'O and other
institutions cannot accommodate these demands, it is they who will be weakened,
not the movement to fix the system.” 26

Reform efforts are likely to be stymied with China in the WTO. The WTO oper-
ates by consensus, but the influence of the largest powers in the organization cannot
be overstated. China’s economy today, based on purchasing-power-parity, is the sec-
ond largest in the world, second only to the United States. China may overtake the
U.S. and become the world’s largest economy early in this century.2? China will,
without question, be a formidable force in the WTO.

China’s repressive labor standards have been thoroughly documented above.
China also has a deplorable record of environmental abuse. It is well known as an
illegal trader in endangered species. Its Three Gorges Dam project is seen as so de-
structive to the environment that the World Bank has withdrawn financial support.
In light of its own history of abuse, China can be expected to resist strenuously any
attempt to incorporate labor and environmental standards into WTO policies. Its re-
sistance will, if anything, strengthen the resolve of the other developing countries

211TC Report, page 8-6.

221TC Report, Table 8-2, page 8-7.

23 ATMI press release on China, November 15, 1999. The ITC also predicted job loss in the
apparel industry, but was unable to quantify the loss, in part because of shortcomings in the
data available to it. Commissioner Stephen Koplan found the absence of such estimates “ex-
tremely unfortunate,” and urged further research. See Additional Views of Commissioner Ste-
ghen Koplan, ITC Report. According to Commission sources, no additional research has been

one.

24 Jesse Rothstein and Robert Scott, The Cost of Trade with China, Economic Policy Institute
Issue Brief # 122, October 28, 1997.

25]d., page 2.

26 Mazur, page 92.

271TC Report, page 2-1.



149

to do the same. The result will be no progress in these critical arenas, to the severe
detriment of the WTO.

China can also be expected to be as resistant to transparency and democracy in
the WTO as it is in its dealings with its own citizens. As news analyst Joseph Kahn
reported from the World Economic Conference in Davos, Switzerland:

“Leaders of developing countries, including India and China, are . . . passionate
when they insist on writing their own labor and environmental laws and on not hav-
ing such laws decided in negotiations with rich countries. There are few signs in
the weeks since the Seattle collapse that poor countries are rethinking that
stance.” 28

The opposition of the “poor countries” to including worker rights in trade negotia-
tions does not reflect the thinking of workers in those poor countries, any more than
the same position in the United States reflects the views of our workers. As Richard
Trumka told the Senate Finance Committee: “in Seattle, the workers from those de-
veloping nations marched with American workers and workers around the world.
They, too, wanted workers’ rights raised by their countries, and they were frozen
out of that process.” 29

Permanent NTR is not required

Proponents of Permanent Normal Trade Relations make one major argument.
They claim that unless the United States grants Permanent Normal Trade Rela-
tions, U.S.—based businesses and farmers will be locked out of the deal. This is sim-
ply not true.

If Congress declines to grant Permanent Normal Trade Relations to China, there
is a possibility that China will not join the WTO. That will leave U.S.—based enti-
ties in the same position as businesses and farmers in other WT'O member coun-
tries.

If Congress votes “no” but China proceeds to join the WTO, China and the U.S.
will not have a “binding WTO relationship,” but the two countries will continue to
have a binding trade relationship under international law. The trade relationship
will be governed by the rules in the 1979 trade agreement between the two and sev-
eral subsequent bilateral deals. The “most favored nation” provisions of those agree-
ments require that China afford to the United States any trade and non-trade eco-
nomic benefits that China grants to our competitors.

It is true that the U.S. would not be able to file complaints against China through
the WTO dispute resolution process. If other WTO countries invoke that process,
however, the U.S. will get the benefit of their resolution.

More important, the U.S. will retain the right to use our own laws to sanction
China—by withholding or limiting access to the U.S. market—for unfair trade prac-
tices. “Several times in the past six years the U.S. has used the threat of huge, pu-
nitive tariffs to compel China to abide by the terms of the 1992 MOU on intellectual
property rights, and this pressure resulted in the closure of several factories that
were making counterfeit compact dises.”30 If China is in the WTO, the U.S. will not
be permitted to exert such economic leverage—or even credibly threaten to exert
such leverage—without itself facing charges of violating the WTO. In effect, the
United States would be renouncing its sovereign authority to use any leverage other
than the WTO dispute process against the second largest economy and one of the
most repressive governments on earth.

What is more, if the U.S. and China are not tied through the WTO, the U.S. will
be able to use its trade laws, if it so chooses, to redress violations of human rights,
worker rights and the environment. The U.S. will be prohibited from taking such
actions if China is in the WTO.

By declining to endorse China’s entry into the WTO, the United States will, there-
fore, lose few if any substantial benefits that our competitors might gain from
China. At the same time, we will retain our authority under international law to
use economic leverage to combat China’s unrelenting suppression of the rights of
hundreds of millions of its citizens. And we will not participate in China’s campaign
to get a seat at the table where the rules of our emerging global economy are writ-
ten.

28 Joseph Kahn, Clinton Shift on Trade: "Wake-Up Call,” The New York Times, January 31,
2000.

29 Transcript of hearing, Federal News Service, Inc. page 40.

30 China Can Wait, note 13, page 3.
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Congress must retain its prerogatives

Congress is at a crossroads. It can retain its ability to invoke U.S. trade laws to
redress abuses by the People’s Republic of China. Or it can relinquish that authority
by permanently granting Normal Trade Relations to China and permitting that
country, with all of its failings, to become our peer in the World Trade Organization.

The business community is working hard to sell the China deal. They say that
the choice is between engaging China or isolating it, between embracing the global
economy or turning our backs on it. That is nonsense.

The debate is not about whether to engage China, but about the terms of that
engagement. Is potential commercial advantage all that matters in our trade rela-
tionships, or may the people of the United States, working through their elected rep-
resentatives, export our values along with our products?

The real questions before this body and before the American public are, what are
the rules for the global economy and who should make them. UNITE believes
strongly that the rules for the global economy must place human values at least on
a par with commercial advantage. We believe that our elected representatives, and
the elected representatives of free people around the world, should be partners in
making the rules. They must not be made behind closed doors by the World Trade
Organization.

I close with this thought from former House Speaker Jim Wright, who supported
the North American Free Trade Agreement, but has lived to see its dire results for
working families in both Mexico and the United States:

“Globalization is an irreversible fact. Our challenge for the 21st century will be
to control it, manage it and humanize it. There must be some common rules to as-
sure that it serves rather than exploits ordinary people.” 31

Thank you for your attention.
[Attachment is being retained in Committee files:]

Statement of WEI Jingsheng Foundation, Inc., New York, NY

The basic principle is simple. You do not reward children, adults, employees, busi-
ness partners, enterprises, or countries for bad behavior. In the past two years,
China has not become more lenient in the treatment of its citizens but rather more
cruel.

Although many people are eager to separate business from foreign policy or
human rights, as large and influential a country as the United States is obligated
not to view trade in isolation from other issues Whenever the United States relaxes
its stance on China, the Chinese regime seizes the opportunity to crackdown on dis-
sent domestically. While in prison, I could myself measure the situation between the
West and China based upon the treatment I received. Better treatment meant MFN
was in question, that the USA was taking a more solid, critical stance, worse treat-
ment meant exactly the opposite. In recent months the most salient example has
been the repression of Falun Gong practitioners, however the Communist regime’s
cleanup campaign has certainly not been limited to this group alone. While the
number of political and religious dissidents arrested rises, unemployment increases,
and large numbers of the “floating population” are violently repatriated to their reg-
istered area of residence, the United States remains silent.

US negotiators might also have used their time in Beijing to address labor abuses
in China. The most basic human rights of workers in China are not protected.
Workers are not permitted to form independent Labor Unions. They toil like slaves,
utterly unable to fight for better conditions and reasonable compensation. They
might have obtained a guarantee that China will allow her workers to form unions,
or to protect child laborers, or to terminate its laogai system. Instead, they are rely-
ing on the mechanisms within the WTO to retroactively reprimand China should
the country violate WTO regulations. That China will violate regulations is certain,
how well equipped the WTO is to react is less so.

One argument we will hear today is that in addition to the benefits the USA can
attain from WTO entry, the ordinary people of China will as well. It is true that
a small number of Chinese do stand to benefit from WTO entry—Why else would
these batch of leaders be pushing so hard for WTO entry and WTO entry NOW?
Should China enter the WTO, it would become easier for this small group to divert

31Jim Wright, Merger headlines hit at next century’s great struggle, Op Ed, The Houston
Chronicle, December 30, 1999.
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and embezzle the country’s money and betray China’s best interests. However, the
corrupt elite don’t represent ordinary people. China is notoriously rife with corrup-
tion. WTO entry will simply export that corruption into the international market-
place. The country will be able to set its own very poor president of non-compliance
to WTO regulations, and export further corruption into the WTO itself.

Domestically, ordinary Chinese businessmen, whether in state-run or private com-
panies, would face competition from deep-pocketed and experienced businesses, and
there will be an increased number of failures and bankruptcies. Even more Chinese
workers will be laid off, and even more peasants will flood into the cities. The people
of China know that their country’s economy is already quite precarious. Many areas
stand on the brink of collapse. How can it possibly withstand the shock of entering
the WTO? Nearly everyone in China should be able to foresee this outcome. It’s in-
credibly simple. Even those in power cannot deny it, and yet they do.

—
Mrs. JOHNSON. Mr. Jendrzejczyk?

STATEMENT OF MIKE JENDRZEJCZYK, WASHINGTON
DIRECTOR, ASIA DIVISION, HUMAN RIGHTS WATCH

Mr. JENDRZEJCZYK. Madam Chair, it is an honor to testify before
you. I grew up in New Britain, Connecticut, in your district, in fact.

Mrs. JOHNSON. Well, good.

Mr. JENDRZEJCZYK. We appreciate the opportunity to testify
today on China’s pending accession to the WTO and the implication
for human rights. Human Rights Watch does not take a position
on trade agreements per se and does not endorse any particular
agreement. However, we do believe that the WTO process should
be used to push for human rights improvements, also, that broader
trade with China can be consistent with advancing human rights,
but only if it is combined with effective sustained pressure for
China to respect civil and political rights and also worker rights.

In my testimony, I analyze some of the recent deterioration in
human rights conditions in China, assess what may be the long-
term implications for human rights in China if China does become
a member of the WTO, and make some recommendations, which I
would like to refer to briefly at the end of my opening comments.

As a WTO member, China will commit itself to respecting global
trading rules, and I believe this is a positive step towards China’s
integration into the international system, regulating not only trade
relations, but also the way governments treat their own citizens.
Restructuring China’s economy to fit WTO standards will also give
a boost to those within China, arguing that it must open up further
not only economically but also politically if it wishes to be a re-
spected member of the international community.

However, I do not believe that WTO membership will, in itself,
lead to political change. It could be an important catalyst over the
long term if combined with consistent pressure from outside China.

We believe, in fact, that the United States, as China is about to
enter the WTO, has an obligation, along with China’s other major
trading partners, to increase the pressure on China to respect
international norms, commitments, and agreements that it has al-
ready made. It makes little sense to bring China into the WTO, ex-
pecting it to abide by global trading rules if China routinely flaunts
international human rights agreements with impunity. China must
be moved to go beyond opening its markets to also open its jails,
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ease restrictions on the press and the Internet, and protect the
rights of workers.

We would like to make four recommendations for the consider-
ation of this committee, members of Congress considering perma-
nent NTR, and the administration. As you know, China has lobbied
for several years to end the annual renewal of its trade status and
President Clinton has pledged to give China permanent NTR. We
believe that in exchange for permanent NTR, China should have to
make first some very specific and concrete human rights improve-
ments. We, in fact, urge Congress to set concrete, meaningful, and
realistic human rights conditions that China must meet before it
receives permanent NTR, and the President should be required to
certify that these conditions have been met.

I included in my written testimony some examples of the kinds
of conditions we think could be met, but I want to be realistic here,
as Mr. Levin has cautioned all day. I think it would be difficult,
but not impossible, if the administration were to exert the kind of
leverage and negotiating skills that it used to get the trade agree-
ment to bring China to abide by these human rights conditions.

I also want to comment briefly on what Ambassador Barshefsky
said this morning about permanent NTR, and I say this not pre-
tending to be a trade expert. I understand, though, while it is true
that, as she said, if China does not receive permanent NTR when
it accedes to the WTO, it could invoke the non-application clause
of the GATT agreement and this would, in fact, deny the U.S. cer-
tain benefits. But China is not required to do this. In fact, I think
there would be an enormous incentive, both economic and political,
for China not to do this.

Let us face it. This agreement has advantages for them. The Chi-
nese Communist Party is more determined than ever to get access
not only to American markets, but American investment and Amer-
ican technology. I think it is in their interest, therefore, for this
agreement to stick so that they get the benefits as well as the
United States.

Also, what if Congress in its wisdom decides not to vote for per-
manent NTR this year, and I know there has already been discus-
sion about this, that if the votes are not there by June, it could
happen next year. What happens then? That is the kind of question
that Ambassador Barshefsky was not asked that I wish she had
been.

But once again, we do believe this is an opportunity not to lose
the leverage of permanent NTR but rather to use it to get some
concrete and significant human rights improvements in exchange
for permanent normal trade relations.

In addition, to replace the annual review, we strongly support
Mr. Levin’s proposal for a commission, most likely a commission set
up of members of Congress, but also of representatives of the exec-
utive branch, to issue an annual report on China’s compliance with
its trade and human rights obligations, as well as its labor rights
obligations.

Secondly, we very much welcome the administration’s decision a
few weeks ago to support a resolution critical of China at the an-
nual meeting of the U.N. Human Rights Commission when it con-
venes in Geneva on March 20. However, for this to have any
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chance of generating a debate and a vote on Chinese human rights
record, the administration must engage in high-level lobbying now
with our major trading partners and allies, especially in Europe,
Japan, Canada, and Australia.

At a speech a few weeks ago, Mr. Berger said that the President,
and I quote, “will be actively and deeply engaged in the WTO
fight,” and Ambassador Barshefsky repeated that pledge this morn-
ing. We think the President must be equally personally and ac-
tively involved in lobbying governments around the world to sup-
port this resolution on human rights in Geneva. China is already
doing so. It is already urging other governments not to support it,
and the only way we are going to have a chance of success is if the
President himself puts the weight of his office and personal clout
behind it.

Thirdly, we support a legislative code of conduct—

Mrs. JOHNSON. Mr. Jendrzejezyk, may I interrupt you at this
point?

Mr. JENDRZEJCZYK.—for U.S. companies in China, and finally, we
hope this committee will urge U.S. Secretary of Labor Alexis Her-
man to go to China to begin a dialogue on labor rights concerns,
as she has been invited to this spring.

Thank you very much.

Mrs. JOHNSON. Thank you very much.

[The prepared statement follows:]

Statement of Mike Jendrzejczyk, Washington Director, Asia Division,
Human Rights Watch

We appreciate the opportunity to testify today on China’s pending accession to the
World Trade Organization (WTO), the U.S.—China bilateral trade agreement, and
the implications for human rights. Human Rights Watch does not take a position
on trade agreements per se, and does not endorse any particular trade agreement,
including the one signed by the U.S. and China last November. However, we believe
that the WTO process should be used to push for human rights improvements.
Broader trade with China can be consistent with advancing human rights, but only
if it is combined with effective, sustained pressure on China to respect basic civil
and political rights.

In my testimony today, I would like to describe the recent deterioration of human
rights conditions in China, assess the possible long-term impact of WTO member-
ship on China’s human rights performance, and present our recommendations to
Congress as you consider the question of extending permanent Normal Trade Rela-
tions to China and the broader policy implications of this important decision.

The WTO and China:

As a WTO member, China will commit itself to respecting global trading rules.
This is a step towards China’s integration into the international system regulating
not only trade relations but also governments’ treatment of their own citizens. Re-
structuring China’s economy to fit WTO standards will give a boost to those within
China arguing that it must open up further both politically and economically if it
is to be a respected member of the international community.

But WTO membership won't itself lead to political changes. It could be an impor-
tant catalyst for change over the long run if combined with consistent pressure from
outside China. For instance, greater transparency in economic matters could in-
crease demands and expectations from within China for more openness in other
areas.

China is a long way from having a legal and court system that functions inde-
pendently of the Party and the State. Demands to modernize China’s legal system
to handle commercial disputes, protect contracts and combat corruption could help
lay the groundwork for an independent judiciary and the rule of law that might ex-
tend to the political and security realms. As the World Bank has pointed out, “eco-
nomic reforms have made legal rules matter” in China.
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The closing of thousands of state-run enterprises—there are currently about
300,000, nearly half of them industrial—could push workers to insist on greater col-
lective decision-making on workplace issues and the need for a social safety net.
They may increasingly insist on exercising the worker rights guaranteed in the UN
International Covenant on Economic, Social and Cultural Rights. (China signed this
treaty in October 1997, but has not yet ratified it.) The official national employment
rate 1s about eight percent, and in some rural areas it’s much higher. A rise in the
unemployment rate may create more instability in the short run, with the authori-
ties clamping down on attempts by workers to organize. But eventually the govern-
ment may be forced to create channels for workers to negotiate over their griev-
ances. The alternative to allowing greater freedom of association is to risk dis-
affected workers turning against the state.

But I must emphasize that WT'O membership in itself will not guarantee the rule
of law, respect for worker rights, or meaningful political reform. Economic openness
could be accompanied by tight restrictions on basic freedoms and a lack of govern-
mental accountability. The Chinese government might seek to build the rule of law
in the economic sphere while simultaneously continuing to pervert and undermine
the rule of law elsewhere. For example, Chinese authorities claim to be upholding
the “rule of law” by arresting and throwing in jail pro-democracy activists, and the
nationwide crackdown on the Falun Gong movement has been cloaked in rhetoric
about the “rule of law.”

We believe the U.S. and China’s other major trading partners must increase pres-
sure on Beijing for significant improvements in human rights. It makes little sense
to bring China into the WTO and expect it to abide by global trading rules when
Beijing flaunts international rules of human rights with impunity. China must be
moved to go beyond opening its markets to opening its jails, easing restrictions on
the press and the Internet, and protecting the rights of workers.

Human Rights Developments in China:

There has been a clear deterioration of human rights conditions in China. A tight-
ening of controls on basic freedoms began in late 1998, escalated throughout 1999,
and has continued into the new year. The range of the crackdown suggests that a
nationally coordinated campaign is underway to shut down all peaceful opposition
in the name of maintaining “social stability.”

Among the elements of the crackdown are:

—an intensified attack on all organizations that the Chinese Communist Party
perceives as a threat to its rule;

—a series of regulations that constrain free association and assembly and reli-
gious expression;

—the ongoing arrest of Tibet “splittists” and tightened secular control of Tibetan
Buddhism;

—the stepped up pace of arrests and executions of activists in Xinjiang. Even a
prominent Uighur businesswoman, Ms. Rebiya Kadeer, who is well known in the
U.S., has been detained and may be given a long prison sentence;

—ongoing attempts to interfere with the free flow of information at home and
abroad, through new restrictions on the Internet and threats against academic re-
search in open sources. We welcomed the release of the respected scholar, Song
Yongyi, but his arbitrary arrest and detention are a clear reminder of the capri-
ciousness of the “rule of law” in China and the dangers of conducting research into
sensitive subjects.

I would like to provide the Committee with a few examples to illustrate the depth
and breadth of the current crackdown.

On November 23, 1998, former premier Li Peng issued a statement that effec-
tively banned opposition political parties. The following month, the courts gave
heavy sentences to three leading members of the China Democracy Party (CDP), an
open, peaceful opposition Party that had announced its formation prior to President
Clinton’s visit to China in June 1998. Veteran dissident Xu Wenli in Beijjing, Qin
Yongmin in Hubei province, and Wang Youcai in Zhejiang were sentenced to thir-
teen, twelve and eleven years respectively for “conspiring to subvert state power.”
The government’s largely successful attempts to destroy the CDP have resulted in
long prison sentences for its members in Beijing, Shanghai, and at least eight other
provinces. In all, some twenty-five China Democracy Party members have been sen-
tenced since December 1998 after trials lacking adequate procedural safeguards and
closed in all but name. Others have been tried but not yet sentenced; at least a
dozen more are still in detention.

Other attempts to organize groups outside official control have also been stifled.
In November 1999, Aun Jun, an attorney who formed an organization called “Cor-
ruption Watch” to expose local corruption, was put on trial. The verdict has yet to
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be announced. He had attempted to legally register the organization with the Min-
istry of Civil Affairs, but it was banned. The China Development Union, set up to
promote political and environmental reform, was quashed and its leader, Peng
Ming, was sentenced last February to an eighteen-month term for allegedly solicit-
ing prostitution.

Throughout China, leaders of worker and peasant protests calling for workers
rights have been detained. Also, those trying to organize workers, or protesting
against exorbitant fees and taxes, corruption, or fixed local elections have been ar-
rested and given sentences of up to ten years. It’'s worth noting that China has not
ratified key ILO (International Labor Organization) conventions protecting the
rights of free association (87), the right to organize and bargain collectively (98), or
on the abolition of forced labor (105). Of these, I might add that the U.S. has only
ratified the ILO convention on forced labor.

Restrictions on religious freedom have increased. The crackdown on Falun Gong
clearly violates China’s commitments to respect internationally-guaranteed rights of
freedom of belief, expression, association and assembly. Members of Falun Gong
were detained by the thousands for reeducation after the group was officially
banned on July 22, 1999, though most have since been released. Millions of Falun
Gong books were confiscated and destroyed. At least 111 Falun Gong members, ac-
cording to China’s State Council, have been formally arrested though few details are
known at this time. Sentences officially confirmed have ranged from three to eight-
een years. President Jiang has made it clear that the suppression of the Falun Gong
remains a high priority as part of the government’s broader effort to control all or-
ganizations. The number of Falun Gong members—between two and seventy million
in China—their ability to organize, and their use of modern tools of communication
have made the Falun Gong movement especially threatening.

In early January 2000, Premier Zhu Rongji and State Councillor Ismail Amat
gave speeches stressing the importance of control of religion to the stability of the
state, and resistance to “hostile foreign forces” which they say use religion to under-
mine China’s solidarity. Throughout the past year, there have been sporadic reports
of arrests and detentions of Catholics and Protestants. Campaigns to register Catho-
lic congregations in Hebei and Zhejiang provinces forced many worshipers into hid-
ing. In an attempt to reaffirm the independence from the papacy of the official
Catholic Church in China, the government’s Religious Affairs Bureau and the
Bishops’ Conference of the Catholic Church in China arranged the ordination of five
bishops last month, without seeking papal approval. At least ninety-five Protestant
house church leaders were detained early in 1999.

Controls on the Internet:

The government’s attempts to control the Internet have ominous implications for
U.S. businesses seeking to expand operations in China under the terms of the new
U.S.—China trade agreement. In January 1999, new regulations were issued requir-
ing bars and cafes with Internet access to register and inform the police about their
customers. By May, the Ministry of State Security was able to track individual E-
mail accounts through monitoring devices on Internet Service Providers. Bulletin
boards came in for round-the-clock monitoring; several were closed for hosting politi-
cal discussions or postings critical of government policies.

Last month, Shanghai took the lead requiring corporate Internet users to register
with the police, or face a fine. On January 26, 2000 new regulations retroactive to
January 1 prohibited the transmittal of state secrets on the Web or through E-mail.
The restrictions make both users and Web site owners liable for infractions. The
broad language of the state secrets law invites selective application against anyone
out of favor with the government. In addition, new regulations prohibit websites
from independently compiling news or interviewing reporters; instead, they can only
carry news already compiled by domestic newspapers.

I should add that the publishing and print media have also been more tightly su-
pervised. Last fall, local newspapers and magazines were put under Communist
Party control. And the State Press and Publications Administration banned foreign
investment in wholesale book publication and distribution, and limited the right to
distribute textbooks, political documents, and the writing of China’s leaders to a
handful of enterprises.

Recommendations to Congress and the Administration:

We urge the Congress and the Administration to couple efforts to make China a
more reliable trading partner with serious parallel pressure on China to comply
with its international human rights obligations. The WTO process itself can be a
useful source of leverage, along with other channels of pressure.
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1) Permanent NTR:

Mr. Chairman, China has lobbied for several years for an end to the annual re-
view of its trade status under the Jackson-Vanik amendment of the Trade Act of
1974,

and as part of the WTO deal President Clinton has pledged to give China perma-
nent Normal Trade Relations status. We believe that in exchange for PNTR, Con-
gress should insist on reciprocal concrete steps on human rights by China.

The Congress should set concrete, meaningful and realistic human rights condi-
tions that China must meet before receiving permanent NTR. The president should
be required to certify that these conditions have been met, and this could happen
any time following China’s accession to the WTO. For example, China should be re-
quired to:

—ratify the two United Nations human rights treaties it has signed: the Inter-
national Covenant on Civil and Political Rights, signed in October 1998, and the
International Covenant on Economic, Social and Cultural Rights;

—take steps to begin dismantling the huge system of “reeducation through labor,”
which allows officials to sentence thousands of citizens to labor camps each year for
up to three years without judicial review. A commission could be established for this
purpose, and the U.S. and the U.N. could offer to provide support with technical
assistance and rule of law programs;

—open up Tibet and Xinjiang to regular, unhindered access by U.N. human rights
and humanitarian agencies, foreign journalists, and independent monitors;

—review the sentences of more than 2,000 “counterrevolutionaries” convicted
under provisions of the Chinese law repealed in March 1997, with a view towards
releasing most of them.

Getting China to meet these conditions is possible, Mr. Chairman, if the Adminis-
tration engages in the kind of intensive, high level negotiations with Beijing it con-
ducted to finalize the trade agreement last November.

To replace the annual trade status review, we would strongly support creation of
a new mechanism, such as a special commission appointed either by both houses
of Congress or jointly by Congress and the executive branch, to report annually on
China’s compliance with human rights and labor rights norms. This should be more
than a pro forma process. An annual report should trigger, at a minimum, debate
and recommendations for U.S. bilateral and multilateral policy initiatives.

2) U.N. Commission on Human Rights:

We applauded the Administration’s decision last month to sponsor a critical reso-
lution on China at the annual meeting of the United Nations Commission on
Human Rights in Geneva, which convenes on March 20. In announcing this deci-
sion, the State Department correctly noted that “China’s human rights record has
continued to deteriorate...Our goal in sponsoring a China resolution is to foster in-
creased respect for human rights in China.”

Indeed, when confronted with a credible threat of a debate and vote in Geneva
in the past, China has taken limited but important positive steps on human rights.
It has also expended major effort worldwide to keep any critical resolution off the
Commission’s agenda—including by threatening to cut off trade deals or investment
opportunities to governments that might support action. This effort has been
stepped up since 1995, when a China resolution came within only one vote of being
adopted. Last year, the Administration put forward a resolution, under Congres-
sional pressure, only at the very last minute. The European Union (EU) refused to
sponsor the measure, and China succeeded in squelching any debate by getting the
Commission to adopt a “no action” motion (twenty two to seventeen, with fourteen
abstentions.)

In order to have any chance at getting a debate and vote this year, the Adminis-
tration will have to engage in serious, high level lobbying of other Commission
members and potential cosponsors, such as Canada, Australia, and Japan. The Eu-
ropean Parliament recently adopted a strong resolution calling on the EU to cospon-
sor action in Geneva. The European Union is likely to make a decision later this
month. Between now and then, we hope President Clinton will match his commit-
ment to WTO with a similar commitment to wage an effective campaign in Geneva.

At a speech on WTO and China at the Wilson Center on February 2, Sandy
Berger, the president’s national security advisor, said that Mr. Clinton will be “ac-
tively and deeply engaged” in the WTO fight. We urge the president to be just as
actively and personally engaged in lobbying other governments at the highest levels
on behalf of the U.N. Geneva resolution. This is vitally needed to counter a diplo-
matic and media campaign China has already begun to defeat it.
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Members of Congress can also play a key role by contacting officials in other gov-
ernments to urge their support at the Commission.

3) Code of Conduct for Companies:

China’s entry into the WTO, and the implementation of the new bilateral agree-
ment with the U.S., will lead to greater American private investment in China. We
urge Congress to enact legislation originally introduced as early as 1991, and most
recently in the House in 1995, outlining principles for a “code of conduct” for U.S.
companies operating in China.

The legislation should express the sense of Congress that U.S. companies should,
among other things, prohibit the use of forced labor in their factories or by their
subcontractors in China, prohibit a police or military presence in the workplace, pro-
tect workers’ rights of free association, assembly and religion, discourage compulsory
political indoctrination, and promote freedom of expression by workers including
their freedom to seek and receive information of all kinds through any media—in
writing, orally, or through the Internet. The “code of conduct” bill should contain
a registration and reporting procedure, and require an annual report to Congress
and the OECD on the level of adherence to the principles by U.S. companies.

4) Labor Secretary to China:

U.S. Secretary of Labor Alexis Herman was invited to visit China by her counter-
part, the Chinese labor minister, when he came to Washington, DC last March. We
hope the Committee will urge her to travel to China this spring in order to conduct
a high-level dialogue on China’s labor practices, including protection of key worker
rights, the cases of detained workers and labor organizers, and the creation of social
safety nets. She would be the first U.S. labor secretary ever to visit China.

Mrs. JOHNSON. Let me just recognize that Mr. Kronlage has to
catch a plane and has to leave. Thank you very much for being
with us. We appreciate your testimony.

Mr. KRONLAGE. Thank you, Madam Chairman.

Mrs. JOHNSON. Mr. Jendrzejczyk has concluded his testimony.

Mr. Liuzzi, Mr. Crane welcomes you. He is sorry that he could
not be here at this particular time in the hearing, but it is a pleas-
ure to have you with us. Proceed with your testimony. Remember,
all of your statements are entered in their totality in the record.

STATEMENT OF ROBERT C. LIUZZI, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, CF INDUSTRIES, INC., LONG GROVE, ILLI-
NOIS, ON BEHALF OF THE FERTILIZER INSTITUTE

Mr. Liuzzi. Thank you, Madam Chairman. Thank you for the op-
portunity to be here. My name is Robert Liuzzi and I am President
and Chief Executive Officer of CF Industries, which is an inter-re-
gional farmer-owned cooperative and also a major manufacturer of
nitrogen and phosphate fertilizer. I am representing today The Fer-
tilizer Institute, which is composed of approximately 250 members
who account for the manufacture of over 90 percent of all fertilizer
manufactured in the United States.

The topic that the committee was discussing today is of extreme
importance to us, Madam Chairman, and I am reminded by the
many times that Congressman Rangel talked about win-win. Right
now, the fertilizer industry does not feel like a winner under the
bilateral agreement that was reached last November, and the rea-
son for that is that agreement did not contain trading rights for
fertilizer, which we view as the critical element for meaningful
market access to China’s fertilizer market. As Ambassador
Barshefsky indicated this morning, I do not know if I quote exactly,
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but certainly I paraphrase, this is a serious problem, and we regard
it as a serious problem.

While the agreement did contain certain provisions relating to
fertilizer, in our view, they are meaningless without market access,
which is now currently controlled by state-connected or state-owned
trading enterprises in China. Our hope is that, based on recent de-
velopments, this situation will be corrected in the near future.

Just in terms of what the fertilizer market in China means to
the U.S. industry, China is the largest fertilizer market in the
world. It accounts for almost 30 percent of the world’s annual con-
sumption of both nitrogen and phosphate fertilizers. Consequently,
the way that the Chinese government or its state-owned enter-
prises control access to that market can have a profound effect on
prices and production patterns all over the world, including in the
United States of America.

Currently, China is the largest importer of phosphate fertilizers,
taking each year about $1 billion worth. But since 1997, China has
closed its borders to the importation of nitrogen fertilizer, particu-
larly urea, which is a dried product and the most widely used nitro-
gen fertilizer product.

We understand that these trading rights could not be resolved at
the 11th hour when the bilateral agreement was finally initialed.
We also understand, as Ambassador Barshefsky indicated this
morning, that there is a high-level understanding between the
United States and Chinese governments on the need to continue
discussion on this issue and resolve it. We further understand that
the United States has a proposal in the hands of the Chinese and
is being considered by the Chinese at this time. However, at the
present time, the issue, we think, is highly critical, has not been
resolved.

Chairman Crane, Congressman Levin, as well as Speaker
Hastert have strongly communicated their concern on this matter
both to the administration and to the Chinese ambassador. In addi-
tion, 70 United States Senators have also communicated their con-
cern to the Chinese government.

Because of the importance and the size of China’s market for fer-
tilizer, the industry has always been a strong and consistent sup-
porter of normal trade relations with China. However, to go for-
ward, we think it is extremely important this matter of trading
rights be resolved between the two countries. It is critical to the
financial health and long-term well-being of our industry.

As an industry, we are fully prepared to support permanent nor-
mal trade relations in the context of China’s WTO accession, pro-
vided the trading rights issue for fertilizer can be satisfactorily re-
solved. Thank you, Madam Chairman.

Mrs. JOHNSON. Thank you very much, Mr. Liuzzi.

[The prepared statement follows:]

Statement of Robert C. Liuzzi, President and Chief Executive Officer, CF
Industries, Inc., Long Grove, Illinois, on behalf of the Fertilizer Institute

Introduction

My name is Robert C. Liuzzi and I am President and Chief Executive Officer of
CF Industries, Inc., a member of The Fertilizer Institute (TFI). I appear before you
today on behalf of TFI, a voluntary, non-profit trade association of fertilizer industry
participants. TFI’s nearly 250 member companies manufacture more than 90 per-
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cent of domestically produced fertilizer. TFI’'s membership includes producers, man-
ufactures, distributors, transporters, and retail dealers of fertilizer and fertilizer
materials.

CF Industries is one of North America’s largest interregional cooperatives, owned
by and serving nine regional cooperatives. Through its Members, the Company’s ni-
trogen, phosphate and other fertilizer products reach over one million farmers and
ranchers in 48 states and two Canadian provinces.

I appreciate the opportunity to appear before you today to discuss the importance
of China’s WTO accession to the U.S. fertilizer industry. I am here to express on
behalf of the industry both a concern and a hope with respect to China’s accession.
While the November bilateral agreement included several positive commitments
that could help open China’s fertilizer market, including lower tariffs, elimination
of quotas and distribution

rights, our concern is that the Agreement did not contain the critical element for
meaningful market access for fertilizer—trading rights. Trading rights are the
rights of private parties to import and export fertilizer outside the control of China’s
state trading enterprises. The lack of trading rights for private parties to import fer-
tilizer undermines the commercial value of all of China’s commitments on fertilizer.
It means that the Agreement provides no assured access to China’s enormous fer-
tilizer market. Our hope is that, based on recent developments, this situation will
be corrected in the near future.

The Need for International Access to China’s Fertilizer Market

First, it is essential to understand the importance of fertilizers in feeding the
world’s expanding population. There are three primary plant nutrients—nitrogen,
phosphate and potash. While all three occur naturally, they are not supplied in suf-
ficient quantity to support today’s high yielding crop production. It is conservatively
estimated that, without fertilizers, production of essential crops such as corn, wheat,
and rice would decline by as much as twenty-five percent.

China’s fertilizer market is the largest in the world. China accounts for almost
30 percent of the world’s annual consumption of nitrogen and phosphate fertilizers
and approximately 14% of the world’s annual consumption of potassium fertilizers
(Exhibit 1—Chinese Fertilizer Demand). Furthermore, China is the largest importer
of U.S. phosphate fertilizers. In fact, fertilizers are the fourth largest U.S. export
to China with sales of approximately a billion dollars annually (Exhibit 2—Top U.S.
Exports to China).

The bilateral accession agreement that was reached in Beijing last November in-
cluded some potentially meaningful commitments on fertilizer, including the reduc-
tion of tariffs, the elimination of certain quotas, and certain distribution rights. Un-
fortunately, the Agreement contained nothing on trading rights for fertilizer. With-
out having at least some form of trading rights for fertilizer, U.S. and other coun-
tries effectively have no guaranteed access to the Chinese fertilizer market at any
level. This renders meaningless the other potentially market opening provisions on
fertilizer that the Chinese have agreed to.

I am pleased to say that the Clinton Administration is sympathetic with our con-
cerns and is working hard with China to rectify this situation. We are grateful to
them for their efforts. We are also grateful for the support we have received from
the Congress on this matter, including Members of this Committee, particularly
Congressman Crane and Congressman Levin.

At this point, I would like to describe for the Committee in greater detail the im-
portance of China’s fertilizer market, the content of November’s bilateral agreement
as it affects fertilizer, and the current state of play.

The Importance of China’s Fertilizer Market

China is the world’s largest importer of diammonium phosphate (DAP). DAP is
the world’s most widely used and traded phosphate fertilizer product. China ac-
counts for more than one-third of total world trade in DAP, with almost all of the
imports purchased from U.S. producers. Each year the U.S. exports approximately
5.5 million tons of DAP to China worth almost $1 billion, which represents nearly
half of total U.S. DAP exports and more than one-third of total U.S. DAP produc-
tion.

The outlook for China’s phosphate use remains strong. Chinese phosphate con-
sumption is expected to grow from approximately 8 million metric tons today to 11
or 12 million metric tons by the year 2005. The outlook for increased U.S. DAP ex-
ports to China also looks positive, but any Chinese trade restrictions on DAP im-
ports would have a devastating impact on these prospects and on the entire U.S.
fertilizer industry.
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China is also the world’s largest consumer of urea. Urea is a dry, solid product
and is by far the world’s most important and widely used nitrogen fertilizer product.
To put the role of China’s urea market into perspective, China accounts for one-
fourth of total world urea fertilizer demand and, up until 1997, China was the
world’s dominant importer of urea accounting for as much as 40 percent of total
world trade. Furthermore, urea is the largest and one of the fastest growing nitro-
gen fertilizer products used in China. From 1981 to 1996, urea demand in China
grew at an average annual rate of 7.0 percent, with the total volume increasing
from 9.6 million metric tons in 1981 to 26.5 million in 1996.

The Closing of China’s Urea Market in 1997

In mid-1997, the Chinese government made a decision to bolster the domestic
Chinese urea industry and completely closed its borders to urea imports by refusing
to issue new import licenses for urea. Imports immediately dropped from 6.4 million
metric tons in 1996 to virtually zero in 1998. Given the importance of China’s de-
mand, China’s complete and sudden withdrawal from the world urea market had
and continues to have an immediate and immense impact on world urea prices and
on the U.S. market. In the U.S., prices for granular urea at the Gulf Coast (the key
pricing point in the U.S.) dropped from $180 per short ton at the beginning of 1997,
to $100 in January 1998, to §82 in January 1999. This is a price at which efficient
U.S. producers cannot return a profit. In addition to the drastic drop in urea prices,
the U.S. market has experienced an influx of substantial quantities of urea dis-
placed from the Chinese market. U.S. imports of urea increased by approximately
30 percent in 1998, primarily due to an increase in volume from Middle East pro-
duction diverted from the Chinese market. U.S. import statistics for 1999 are ex-
pected to approximate 1998’s record levels.

November 1999 Memorandum of Understanding and Fertilizer Trade

As this Committee is aware, after months and indeed years of negotiations, the
United States and China reached a bilateral agreement in Beijing in November of
1999 with respect to China’s accession to the WT'O. As we understand it, this Agree-
ment contains a number of potentially useful provisions with respect to fertilizer.
f&ccording to information provided to us by USTR, these provisions include the fol-
owing:

¢ Tariffs—China will reduce tariffs on fertilizer imports from a current average
of 6% to an average of 4% upon accession.

* Quotas—China will eliminate quotas upon accession for priority fertilizers and
by January 1, 2002, for all other fertilizers.

¢ Distribution—China will permit foreign enterprises to engage in the full range
of distribution services for chemical fertilizers after a 5-year transition period.

¢ Other commitments—China will apply all taxes and tariffs uniformly to both
domestic and foreign businesses to eliminate uncertainty associated particularly
with application of the 17% VAT tax.

Unfortunately, the November Agreement did not include any Chinese commit-
ments to provide trading rights for fertilizer. Without such trading rights, which
would give privately owned companies (both domestic and foreign) the right to im-
port fertilizer into China, the importation of fertilizer into the Chinese market will
remain entirely within the hands of state enterprises or the state itself. Without
trading rights, there is no effective market access for fertilizer based on China’s ac-
cession to the WTO. As previously noted, the lack of trading rights totally undercuts
the value of China’s other commitments relating to fertilizer.

Current Efforts to Obtain Trading Rights for Fertilizer

The industry has been told that, when China failed to provide trading rights for
fertilizer in the November bilateral agreement, there was an understanding at the
highest levels of the U.S. and Chinese governments that work would continue on
this important issue. Although the bilateral agreement would be signed in Beijing,
bilateral discussions would still continue in an effort to find mutually acceptable
means of ensuring meaningful access to China’s important fertilizer market. We
would like to believe that China understands that market access for our fourth larg-
est export must be assured. The effort to come to an agreement on effective market
access and trading rights for fertilizer is underway. After an initial meeting in Se-
attle on the margins of the WTO ministerial in December to discuss the issue, U.S.
and Chinese negotiators met again on January 20 in Geneva where a U.S. proposal
was presented to the Chinese side. We understand that this U.S. proposal is cur-
rently under consideration by the Chinese, but that at this point this important
issue remains unresolved.
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We are, however, very hopeful that an agreement will be reached in the near fu-
ture. The Chairman of the Subcommittee on Trade, Representative Crane, the rank-
ing member, Representative Levin, and Speaker Hastert, have strongly commu-
nicated their concern to both the Administration and Chinese Ambassador Li. In ad-
dition, more than 70 Senators have written to members of the Administration, the
President and to Ambassador Li insisting that fertilizer market access be included
in the final WTO accession agreement. USTR Ambassador Barshefsky and her nego-
tiators are working tirelessly with the U.S. fertilizer industry and with the Chinese
to resolve this remaining issue in an acceptable manner and we remain hopeful that
they will do so.

Conclusion

The U.S. fertilizer industry strongly urges this Committee to ensure that there
is assured access to China’s important fertilizer market within the context of a final
WTO accession agreement. Because of the importance of China’s market to our in-
dustry, we have consistently been a strong and vocal advocate for normal trade rela-
tions with China and for China’s accession to the WT'O. We continue to believe that
China’s entry into the WTO is the best possible way to encourage bilateral trade
and investment and to open China’s borders and its culture to the world. However,
we must ensure that effective market access for fertilizer is among the commitments
that China ultimately makes as part of its WTO accession package in exchange for
the many benefits of WTO membership. We trust that an agreement on fertilizer
can be reached, and we will continue to seek your help in obtaining a swift and fa-
vorable resolution of this critical issue.

Thank you.
Exhibit 1
Chinese Fertilizer Demand 000 Metric Tons of Nutrients

1994 1995 1996 1997 1998
Nitrogen
China ...ccccceeeveviereeieieene 19,529 22,264 24,123 23,493 22,933
% of World Total ............ 26% 28% 29% 28% 27%
Phosphate
China ...ccccceeeveviereeieieene 7,311 8,776 8,835 9,034 9,049
% of World Total ............ 25% 28% 28% 27% 27%
Potassium
China ...ccccceeevevieneeieieene 2,129 3,017 2,224 3,202 3,127
% of World Total ............ 11% 14% 11% 14% 14%
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Exhibit 2
Top U.8, Exports to China

(8 Million)

Harmonized Tariff Schedule HTS Commodity 19971998
(HTS) # :

88 Aircraft & Spacecraft o 2,1226 3,585.2
84 Power Generation Equipment 2477.0 2,718.8
85 Electrical Machinery & Equipment 1,520.0 1,754.2
31 Fertilizer 1,049.8 1,064.1
90 Medical Equipment 627 .4 679.6
39 Plastics & Articles 4323 432.0
48 Paper & Paperboard 260.1 335.8
15 Animal, Vegetable Fats & Oils 168.4 3194
12 Oilseeds 428.6 303.7
29 Organic Chemicals 216.6 223.0

Source: U.S. International Trade Commission, U.S. Depariment of Commerce, and U.S.
Bureau of the Census
© 1999, The U.S.-China Business Council
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Mrs. JOHNSON. Mr. Appel?

STATEMENT OF STEVE APPEL, PRESIDENT, WASHINGTON
STATE FARM BUREAU, OLYMPIA, WASHINGTON, AND CO-
CHAIRMAN, TRADE ADVISORY COMMITTEE, AMERICAN
FARM BUREAU FEDERATION

Mr. ApPEL. Thank you, Madam Chair, and almost good evening.
I am Steve Appel. I am President of the Washington State Farm
Bureau and a wheat and barley farmer from Southeastern Wash-
ington. I also serve on the Executive Committee of the American
Farm Bureau Federation and as Co-Chair of the American Farm
Bureau’s Trade Advisory Committee.

AFBF represents more than 4.9 million member families in all
50 States and Puerto Rico. Our members produce every type of
farm commodity grown in America and we depend on the access to
customers around the world for the sale of over one-third of our
production.

I appreciate the opportunity to speak before you today on the im-
portant subject of the recently-signed U.S.—China bilateral trade
agreement and China’s accession into WTO. The Farm Bureau has
long supported China’s entry into the WTO on a commercially
meaningful basis. We now have an accession package which is, in-
deed, commercially meaningful for both the U.S. and the Chinese
economies.

The agreement is good for the American people. Having China,
the largest emerging economy in the world, in WTO will expand
trade among all members, leading to increased global economic
prosperity. Also, having China in the WTO will bind China to the
rules of commercial law represented by the WTO, and for China,
this agreement will undoubtedly lead to increased economic and po-
litical freedoms.

We urge Congress to grant permanent normal trading relations
for China as soon as the vote can be scheduled. There are a host
of reasons to do so, but none better than improving the daily lives
of both American and Chinese people.

This agreement is good for American farmers and ranchers.
China is broadly recognized as the most important growth market
for U.S. agricultural exports. The Department of Agriculture esti-
mates that China’s admission into the WTO could lead to an in-
crease of $1.7 billion in sales of agricultural products within one
year, just about doubling our current exports to that large country.

China has agreed to several major concessions regarding agri-
culture. China has signed a bilateral agreement in which they have
agreed to solid market access commitments for American food and
fiber products. In some instances, they have gone beyond what
their minimum commitments would be under the current WTO
rules. Even the more conservative estimates point to these commit-
ments as placing China in the top five of U.S. agricultural export
markets by the close of the decade. This agreement also ensures
that American farmers and ranchers will have strong protections
against unfair trading practices.
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These Chinese have offered American agriculture a historic op-
portunity which will greatly enhance our export potential at a time
when it is drastically needed. It will positively impact farm income
in the United States. China has, however, offered the equivalent of
this bilateral negotiation to many of our competitors. China will
join the WTO and our competitors will have the market to them-
selves unless Congress acts quickly to grant China permanent nor-
mal trading relations.

The vote for permanent normal trading relations is about trade.
It is a vote for continuing the U.S. economic expansion and, hope-
fully, having that expansion flow into the U.S. agricultural sector.
Farmers and ranchers are already hampered in developing export
markets by our own unilateral sanctions and the unfair trading
practices of other competing nations. We must ensure that we do
not unilaterally disengage from this historic opportunity for Amer-
ican farmers and ranchers. Thank you.

Mrs. JOHNSON. I thank you for your testimony.

[The prepared statement follows:]

Statement of Steve Appel, President, Washington State Farm Bureau, and
Co-Chairman, Trade Advisory Committee, American Farm Bureau Fed-
eration

Good morning, Mr. Chairman. I am Steve Appel, President of the Washington
State Farm Bureau and a wheat and barley farmer from southeastern Washington.
I also serve as co-chairman of the American Farm Bureau Federation (AFBF) Trade
Advisory Committee. AFBF represents more than 4.9 million member families in all
50 states and Puerto Rico. Our members produce every type of farm commodity
grown in America and depend on access to customers around the world for the sale
of over one-third of our production.

I appreciate the opportunity to speak before you today on the important subject
of the recently signed U.S.—China bilateral trade agreement and China’s accession
into the World Trade Organization (WTO). Farm Bureau has long supported China’s
entry into the WTO on a commercially meaningful basis. There has been a long-
standing concern that the U.S. and other trading partners would consider China’s
entry into the WTO for geopolitical reasons. Since we now have an accession pack-
age which is indeed commercially meaningful for both the U.S. and Chinese econo-
mies, we should accelerate this accession protocol for precisely those geopolitical
considerations.

This agreement is good for the American people. Having China—the largest
emerging economy in the world—in the WTO will expand trade among all members
leading to increased global economic prosperity, the very foundation of trade liberal-
ization efforts. Having China in the WTO will advance the rule of law within China,
and more importantly, will bind China to the rules of commercial law represented
by the WTO. For China, this agreement will undoubtedly lead to increased economic
and political freedoms. The promise, and premise, of trade liberalization is more
than just that. It is the exchange of ideas and values that can lead to more fulfilling
civic institutions and citizens.

We urge Congress to grant permanent normal trading relations for China as soon
as the vote can be scheduled. There are a host of reasons to do so, but none better
than improving the daily lives of the American and Chinese people.

This agreement is good for American farmers and ranchers. China is broadly rec-
ognized as the most important growth market for U.S. agricultural exports. The De-
partment of Agriculture estimates that China’s admission into the WTO could lead
to an increase of $1.7 billion in sales of agricultural products within one year, just
about doubling our current exports to that large country.

In addition, U.S. exports to the Asian region as a whole are expected to increase
in the next few years as a result of China’s accession into the WTO. This is likely
to occur as Chinese consumption levels increase, domestic production patterns skew
more to global prices, China ceases to employ export subsidies, and there is a com-
mensurate decline in Chinese agricultural exports to the Asian region. This agree-
ment may be with China, but it will have impacts far beyond Chinese borders.

China has agreed to several major concessions regarding agriculture. Many of the
commitments go beyond what is currently mandated by the WTO.
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1) China will begin to reduce tariffs immediately (upon accession), from an aver-
age of over 31% to an average of 15%. All tariff reductions are bound and will be
fully implemented by 2004.

2) China has agreed to establish sizeable tariff rate quotas for bulk commodities
such as wheat, corn, rice and cotton, which will give U.S producers a chance to com-
pete for that market, without import licensing schemes or quantitative restrictions.

3) China has agreed that sanitary and phytosanitary disputes should, and will,
be settled on a scientific basis.

—U.S. citrus exports to China will be phased in over a period of two years. After
that, citrus exports would be permitted based on U.S. export standards.

—China will lift the ban on wheat and other grain exports from the northwestern
U.S. by raising the tolerance level on TCK smut in bulk shipments.

—China has agreed to recognize the U.S. certification system for meat and poultry
which will allow these products access to all segments of Chinese markets.

4) China has committed to eliminate use of export subsidies. This will be espe-
cially beneficial to U.S. producers as we export to third-country markets.

5) China has agreed to increase trading rights for the private sector and will
phase out the state trading of soy oil. The right for importers to act on their own,
without going through a state agent or middleman, could lead to a sizeable increase
in imports.

China has signed a bilateral agreement in which they have agreed to solid market
access commitments for American food and fiber products. In some instances, they
have gone beyond what their minimum commitments would be under current WTO
rules. Even the more conservatives estimates point to these commitments as placing
China in the “top five” of U.S. agricultural export markets by the close of the dec-
ade.

I'd like to also mention the commitments that the U.S. has retained, or strength-
ened, as a result of this agreement to protect the U.S. market from unfair dumping
of products by the Chinese.

This agreement ensures that American farmers and ranchers will have strong
protections against unfair trading practices, including dumping. The U.S. will retain
our current antidumping methodology, which treats China as a “non-market econ-
omy” in the future, without the risk of a WTO challenge. This provision will remain
in force for 15 years after China’s accession into the WTO. Its important that we
were able to retain this provision given the production characteristics of an economy
dominated by state or quasi-state run operations.

This agreement also ensures that American farmers and ranchers will have sub-
stantial protection against import surges of Chinese products. This mechanism, la-
beled the Product—Specific Safeguard, will address increased imports that cause, or
threaten, to cause market disruption to any U.S. industry or sector. China is an ag-
ricultural exporter, and we have had instances of Chinese agricultural exports dis-
rupting the U.S. internal market (e.g. apple juice concentrate, crawfish). While the
U.S. has had success through its own domestic dumping laws in the past to address
these issues, this new provision will accelerate the review and adjudication process.
This Product-Specific Safeguard provision can be applied unilaterally by the U.S.
under legal standards that are lower than those of the WTO. However, having a
tool and using a tool are two different matters. We urge the administration to con-
tinue to use all tools available to combat the results of unfair production, marketing,
and trade practices used by any exporting country.

The Chinese have offered American agriculture an historic opportunity which
could greatly enhance our export potential at a time when it is drastically needed.
It can positively impact farm income in the U.S. when the agreement goes into ef-
fect.

China has also offered the equivalent of this bilateral negotiation to many of our
competitors. China will join the WTO, and our competitors will have the market to
themselves unless Congress acts quickly to grant China permanent normal trading
relations.

The vote for permanent normal trade relations is about trade. It’s a vote for con-
tinuing the U.S. economic expansion and hopefully having that expansion flow into
the U.S. agricultural sector. Farmers and ranchers are already hampered in devel-
oping export markets by our own unilateral sanctions and the unfair trading prac-
tices of other competing nations. We must ensure that we do not unilaterally dis-
engage from this historic opportunity for American farmers and ranchers.
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Mrs. JOHNSON. I thank the panel, and I regret that it is so late
in the afternoon, but I recognize Mr. Rangel for questions.

Mr. RANGEL. I just want thank the panel for staying with us so
late. Thank you.

Mrs. JOHNSON. Mr. Houghton?

Mr. HOUGHTON. I have got lots of questions, but I think I will
ask them individually. It is very late and you have been very pa-
tient and I agree with Mr. Rangel. Thank you, Madam Chairman.

Mrs. JOHNSON. Mr. Levin?

Mr. LEVIN. Well, maybe I will abide by precedent. You all have
been patient and some of us have had continuing conversations. I
hope they will continue.

One of the issues that has been raised today is the effective ear-
lier trade agreements if there is not permanent NTR, and clearly,
more considerable work has to be done on that issue because there
are differences of opinion.

And on the human rights issue, Mr. Jendrzejczyk, we have
talked before and let us talk further. I think, obviously, this is an
important component of our relationship and we welcome your in-
puts.

And to the rest of you, I will follow the approach of my colleagues
and say thank you for your patience. Some of you have been here
all day. Thanks very much.

Mrs. JOHNSON. Mr. Collins?

Mr. CoLLINS. Thank you, Madam Chairman. There has been a
lot said today about this being a win-win situation and then there
have been some who have expressed their concern that it may not
be entirely a win-win situation. Mr. Liuzzi, you are very concerned
about an area that has not been addressed yet, and I emphasize
yet because you emphasized it.

I mentioned to Ms. Barshefsky when she was here another area
of concern that has not been addressed in these negotiations. Ms.
Hoffman, I ask you, do you think, or what is your opinion when it
comes to the area of textiles and whether or not the textile employ-
ees in this country and the textile industry will be included in the
win-win status?

Ms. HoFFMAN. We are already losers big time, not just the work-
ers, but the small companies that employ apparel workers and
many textile companies. We have lost, since the effective date of
NAFTA, January 1, 1994, in this country 500,000 jobs in apparel
and textiles. Our industry of apparel and textiles had 2.4 million
workers in the mid-1970s. We are now down to 1.2 million, half.

Beyond my opinion, it is the opinion of the International Trade
Commission that China’s exports of apparel to the United States
will soar if this agreement goes into effect. The ITC suggested that,
for the most part, those jobs will come from other areas—Africa,
the Caribbean, other countries in Asia. But in earlier testimony be-
fore the committee that our union has made and which I referred
to in my written testimony, we have documented that the ITC has
always predicted that the jobs would just move around in other
producing countries and every successive trade agreement has
meant more and more lost jobs. China is currently the single larg-
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est country exporter of clothing to the United States and that will
only increase.

Mr. CoLLINS. I appreciate your position there and I understand
it fully, having a lot of textile people in Georgia. I recall, you men-
tioned NAFTA, I recall in 1994 when the NAFTA vote came up and
several of us were summoned down to the White House to be
talked to about NAFTA, and even the President said at that meet-
ing that there are those who say that the textile industry will lose
jobs or textile jobs will be lost. There will be, but we do not need
to worry about those jobs.

I do worry about them, and I will tell you someone else who is
worried. We had a meeting here last year with some of the Latin
American countries, and in discussing textiles as part of the trade,
they, too, voiced their concern about China and China’s cheap labor
versus the cheap labor in Latin America. China’s is cheaper, so
they have some concern there, too.

I appreciate your comments. Hopefully, the USTR’s office will go
back and look at these negotiations in the area of textiles. There
are a lot of winners in these negotiations. There are a lot of com-
modities and products and services that will gain benefits from it,
but there is an old saying, a dog that will not bark in his own back-
yard is not much of a dog. Well, we have a lot of textiles in our
backyard and those people are just as important as the people who
work down the street in the high-tech industry. So we appreciate
and hope the USTR will go back to that.

Madam Chairman, I do not know if the American Textile Manu-
facturers Institute testimony was received into the record or not.
They were a little late, a day late in calling back to be a witness,
and if not, I would like to submit their testimony for the record.
Thank you.

Mrs. JOHNSON. I would be happy to include their testimony in
f}ll{e 11'ec01"d, but we are having other hearings and it would be
ikely—

Mr. CorLLINS. I would like it entered into this hearing, Madam
Chairman.

Mrs. JOHNSON. We will do that, and if they would like to speak
at the other hearings, they certainly will be free to contact the com-
mittee and indicate to that effect.

Mr. CoLLINS. Very good. I would appreciate you passing that
along to the subcommittee chairman.

Mrs. JOHNSON. As we conclude the hearing, I do, just as a matter
of public information, since it has been brought up a number of
times, I just want to comment on the 1979 agreement. It is very
thin. It is small pages, there are only seven or eight of them, and
it has no enforcement provisions. It also does not extend to serv-
ices. It does not allow distribution rights. One of the problems has
been is for companies getting into another market but then other
countries blocking their right to market and sell their products.

So I think it is important as we conclude this hearing to recollect
that, on the whole, the agreement that has been negotiated with
China is about dropping their tariffs, not ours. We have already
done that. It is about access to their markets. They already have
access to our markets, and everything that is happening in textiles
is happening because they have access. And yet during the period
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when the textile industry has been under enormous assault, they
have modernized the cotton industry so they are one of the best
cotton producers in the world, and if they had access to the Chi-
nese market, that might give them a greater opportunity.

But those are the things that we will look at more closely in the
days to come. But I think it really is important to recognize that
bilateral enforcement has not worked. That is why we got into
GATT. That is then why we got into WTO. In this decade, we have
worked hard on intellectual property rights and had a very hard
time enforcing our own agreements.

And part of what we have to think through at this opportunity
is not only what does this agreement with China offer us in terms
of decreased barriers into their market, but what are going to be
the consequences for us of having all the nations of the world part
of our team of enforcement? That is going to make a very big dif-
ference not just in the ability of American companies to have the
right to trade in a fair trade environment, but it is going to have
an extraordinary impact on the development of the concept of rule-
governed trading relations within China, and that itself is going to
make a difference over the years in our ability to support values
that I think the world shares.

Mr. JENDRZEJCZYK. Could I just comment briefly on your last—

Mrs. JOHNSON. I appreciate that it is difficult not to be able to
answer, but I do have to conclude the hearing and I will be happy
to talk with you afterward. One of the problems with hearings is
that members do not have much time for dialogue and neither do
members of the panel.

But it was a very fruitful hearing. There have been a lot of dif-
ferent opinions. But I think it is important to recognize that the
very limited nature of this agreement that has been referred to, be-
cause it was written in a very different age, it is not comprehensive
and it is not enforceable. And for us to imagine in the modern
world that we could use this to govern the future, I think would
be a terrible cop out. That does not mean that we do not have work
to do together. Thank you.

Mrs. JOHNSON. The committee is adjourned.

[Whereupon, at 4:50 p.m., the hearings was adjourned.]

[Submissions for the record follow:]

Statement of American Apparel Manufacturers Association, Arlington, VA

Thank you for providing this opportunity to comment on the U.S.—China Bilateral
Trade Agreement and Accession of China to the World Trade Organization.

The American Apparel Manufacturers Association (AAMA) is the national trade
association for the US apparel industry. Our members are responsible for about 85
percent of the $100 billion worth of garments sold at wholesale in this country every
year. Our members manufacture every type of garment and are located in nearly
every state. Many also import from nearly every part of the world. Our industry em-
ploys about 700,000 Americans.

A has been closely following the discussions regarding China’s accession to
the World Trade Organization (WTO). Our members have a strong interest in the
provisions of the China WTO accession protocol—both those that deal with textile
and apparel as well as those that deal with other elements of China’s trading re-
gime.

Some of our members view China as a competitor. Many rely solely upon domestic
production while others base their production and sourcing strategies on partner-
ships with the Caribbean Basin. At the same time, a number of our members view
China as a potential partner. They either source products from China now or, pend-
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ing a liberalization of the trading regime, would consider doing so in the future.
Many also sell, or are beginning to sell, finished products into the Chinese market.

Uniting these diverse views is the belief that China’s WTO accession bid should
proceed in a manner that is transparent, consistent with international trading rules,
and based on commercial, and not political, grounds. At the end of the day, we be-
lieve it is vitally important that China accede to the WTO soon so that they can
quickly apply the disciplines of international trade to their economy. We need to
mf;llke sure that the rules of international commerce apply to China as soon as pos-
sible.

In general, AAMA is supportive of the new U.S.—China trade agreement. Al-
though we are still unsure how several of its provisions will be administered, includ-
ing those relating to safeguards, the deal seems to strike an appropriate balance
among the various industries and interests that will be affected by U.S.—China
trade relations in the coming years. Moreover, it paves the way for China’s entry
into the WTI'O—an event that needs to occur soon.

Following is our understanding of some of the key points of the deal, as described
in summary papers that have been circulated within the industry.

¢ The agreement will end quotas on Chinese textile and apparel imports on De-
cember 31, 2004, when they end for other WTO partners. However, quotas can still
selectively restrain Chinese imports through a special 4-year post—2004 textile and
apparel safeguard, lasting until the end of 2008, and an overall 12-year product-spe-
cific safeguard, lasting until 2012.

¢ Although the deal does not permit the reduction of U.S. tariffs on Chinese ap-
parel imports into the United States, it does reduce most duties on apparel imports
into China. Most apparel duties will drop from about 35 percent to between 17 and
24 percent. Including other sectors, China lowers its average duties to about 9 per-
cent.

e Other provisions of the agreement open up the Chinese market to provide more
guaranteed market access, distribution and investment rights for foreigners.

It remains to be seen if bilateral agreements struck with other countries will pro-
vide further benefits for U.S. companies in the trade relations with China.

To ensure that the United States is able to take full advantage of this deal, and
the overall Chinese accession package, it is important that the United States accord
unconditional normal trade relations with China. Such a move is also important to
ensure that we live up to our obligations under the WTO. We expect our trading
partners to abide by their commitments before the WT'O. We should do no less.

A congressional vote on this matter is also important to reconfirm to the world
that the United States—in the post Seattle world—wants to remain a strong partici-
pant in the global economy. We have argued in other testimony that the Congress
should quickly pass CBI/Africa trade legislation and reaffirm U.S. membership in
the WTO (should that vote be necessary) to help reassert US leadership of the glob-
al economy. A strong vote in favor of permanent NTR for China is also necessary
to reassert US global leadership in the world’s trading system.

Statement of Maurice R. Greenberg, Chairman and Chief Executive Officer,
American International Group, Inc., New York, New York

Mr. Chairman, thank you for the opportunity to testify on the issue of China’s
membership in the World Trade Organization (WTO). As a CEO of an American
company with operations worldwide, I can think of no more important geo-economic
policy challenge facing the United States today.

How the Congress handles this issue will affect U.S. interests for decades to come.
I am convinced that a positive vote to extend Permanent Normal Trade Relations
(PNTR) status to China will help build a legacy that will serve U.S. economic and
security interests in Asia and the world.

China is at an extraordinary moment in her history. Over the last 25 years, China
has built stronger economic and diplomatic ties with her Asian neighbors and the
West, and is making an effort to become an increasingly integrated member of the
global community. There can be little doubt that China is rising to great power sta-
tus.

The broad policy question before the Congress today is whether China should be
encouraged to further integrate itself into the community of nations, or whether it
is ostracized and isolated, unable to address the aspirations of its 1.3 billion citi-
zens, and becomes an unstable force in world affairs. Regardless of what we do,
China will continue to expand its relations with other nations. Our national interest
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is served by continuing to build our relations with China. Otherwise, we just isolate
ourselves.

The more specific question Congress must answer is whether to allow the United
States to enjoy the dramatic market opening benefits China has offered by making
Normal Trade Relations status for China permanent. For twenty years, Congress
}Slas renewed this status annually because it benefits both China and the United

tates.

AIG’s History in China

American International Group, Inc. (AIG) has a unique history. We were founded
by an American entrepreneur in 1919 in Shanghai, China. AIG is the only major
American corporation that traces its roots directly to China. AIG was also the first
foreign insurer to return to China. We were granted a license in 1992 to operate
a wholly owned, non-life and life insurance business in Shanghai. AIG’s China oper-
ations today span a range of insurance, financial services and investment activities,
with offices in Shanghai, Guangzhou, Foshan and Shenzhen. We employ 1,100 Chi-
nese citizens, and have an agency force of nearly 10,000.

AIG’s life insurance company in China, American International Assurance Com-
pany, Ltd. (AIA), is the largest life insurer covering the Asian region. When it was
licensed in China, AIA continued its longstanding tradition of innovation by intro-
ducing the agency distribution system to the Chinese life insurance industry. The
system is now widely employed by local insurance companies as a principal distribu-
tion channel.

In addition, ATA pioneered the introduction of professional life insurance oper-
ations, including management information systems, professional underwriting and
world-class service standards. For example, we were the first to introduce the auto
pay system for premium payments, the first to develop a bank draft system for in-
surance company payments, and the first to introduce professional examinations to
help educate and train insurance company staff in China. In fact, over 6,000 agents
currently employed by the domestic insurance industry were trained by AIA.

AIG’s presence in China provides a good example of how expanded foreign trade
and investment can be a win-win result for both countries.

In our case, the introduction of new management practices, training, technology,
and marketing techniques has resulted in a cadre of highly motivated and skilled
Chinese personnel whose lives today bear no resemblance to what existed only a few
years ago. They have readily adopted Western “best business practices,” enjoy better
living conditions, and a wider range of freedoms to travel and to spend their grow-
ilng financial resources than have any of their countrymen during China’s 5,000 year

istory.

While AIG’s history is unique, the experiences of thousands of other U.S. and for-
eign-owned companies doing business in China today strongly suggest that similar,
positive results are occurring.

Simply stated, economic progress and expanded trade opportunities in China are
helping to create a new and prosperous middle class while enhancing the quality
of life for hundreds of millions of people.

The Benefits of China’s Entry into the WTO

I believe AIG’s China story provides lessons for the future ramifications of China’s
entry into the WTO.

First, if China joins the WTO on the commercially attractive terms so ably nego-
tiated for U.S. manufacturing, agricultural and services industries by Ambassador
Barshefsky, considerable new employment opportunities will be created for U.S.
workers. U.S. competitiveness has never been stronger and our businesses are posi-
tioned well to generate meaningful results for the U.S. economy.

Secondly, the commitments China has made to the United States as part of its
WTO accession package are striking in breadth and scope. In our industry, for ex-
ample, China has agreed to:

¢ Open the entire insurance market within three years to all foreign companies
by expanding from the current, limited access;

* Permanently grandfather existing operations and eliminate all restrictions on
internal branching;

¢ Open up to foreign ownership both non-life and life insurance (including health
and pension plans), and eliminate existing restrictions on the placement of reinsur-
ance.

The U.S. insurance industry has been poised for many years to expand into
China. Limitations that have confronted us geographically, and by product line, will
be almost completely eliminated, practically overnight. In fact, one of the great chal-
lenges facing China’s regulators will be to manage the rapid opening of its market,
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given the many foreign companies that will be allowed to do business there so sud-
denly. It is in our interest that China manage this transition successfully.

Over time, the presence of U.S. and other foreign insurers will bring to China the
modern management tools necessary to develop a competitive, world class insurance
industry. This will give China the ability to more efficiently manage risks through-
out its economy and society. And, with it will come the benefits of choice, lower
prices and product innovations to meet the needs of Chinese consumers.

Because of the long-term liabilities involved, life insurance is an especially effec-
tive stimulus to long-term investments—investments that, by their very nature (i.e.,
bonds, housing, and infrastructure), help in the national building process.

It is entirely possible that China will become the largest insurance market in the
world in the not-too-distant future. Such a market holds forth tangible economic
benefits to the United States. Over time, successful American insurers in China will
generate new employment opportunities for support personnel in their U.S. cor-
porate headquarters. In addition, they will transfer dividend income to their U.S.
shareholders, generate tax revenues for the U.S. Treasury, and will make invest-
ments in bonds and other U.S. financial instruments.

Despite these benefits, I am aware of the various arguments made to block Chi-
na’s WT'O membership or to condition its entry. Some of these arguments will be
made because China and the U.S. have different values and different political sys-
tems. We do, and we probably always will. But for those who have not had the bene-
fit of seeing firsthand the remarkable changes that have occurred over the last 25
years in China, it may be difficult to appreciate how these values are converging.
Bringing China into the WTO will accelerate the process of helping to understand
the reason for those differences—differences that can sometimes lead to mutual dis-
trust, hostility, or even conflict.

Moreover, we should not allow our trade relations to become hostage to our dif-
ferences. The U.S. has differences in values and culture with many countries. What
is important is that we always try to work out our differences in a peaceful way.

Understanding China’s Past

Over many years, I have had occasion to observe firsthand post-war economic de-
velopments in many countries around the world. I first visited China in 1975, and
have been back just about every year since. Compared with other countries, the
positive results of China’s economic growth and development are nothing short of
miraculous. Continued progress can be expected for the foreseeable future, particu-
larly if China allows even more open competition and trade.

We should not forget that it was not many years ago that, with respect to China,
the U.S. had no diplomatic relations, no meaningful trade, no cultural exchanges,
and certainly no military cooperation. Just suspicion and isolation, and a cold peace.

China’s interests in Asia were often in conflict with our own. The consequences
for America were costly in political, economic and human terms. The Korean conflict
claimed over 50,000 American lives, and China supported insurgency movements
throughout the region, and provided moral and logistical support for North Vietnam
to prolong that tragic war.

During the period leading up to the Communist revolution, and for much of her
modern history, China was subjugated, humiliated and exploited by foreign powers.
The Opium Wars, the partitioning of Shanghai, and Japan’s military occupation are
examples. Understanding China’s history helps explain China’s preoccupation today
with stability, following hundreds of years of internal turmoil, famine and blood-
shed. Understanding China’s history also helps us appreciate and interpret China’s
current needs and interests. Given where China has been, feeding and clothing such
a massive population represents tremendous progress.

In this context, China’s WTO commitments are all the more significant. Beyond
insurance, China has agreed to open up its agricultural markets, its distribution
systems, significantly lower its tariffs, and has offered increased market access and
foreign ownership for financial services, telecommunications and automobile compa-
nies, to name a few.

Once implemented, China’s overall WTO concessions will far surpass the level of
market openness found today in many other developed and developing WTO mem-
ber countries. Importantly, the package also represents a higher and wider level of
market liberalization toward which both existing and prospective WTO members
should now aspire.

These concessions are entirely one-way in nature (with no reciprocal concessions
by the U.S.). They are the result of decisions the Chinese leadership has made to
use WTO membership to push ahead with domestic economic reforms and open the
economy to worldwide competition.



172

The Chinese leadership is taking a calculated risk that the U.S. will help, and
not exploit, their efforts to promote competition with vested interests in their own
country. Denying China entry into the WTO would not only engender bitterness and
resentment, it would also undercut the gamble China’s leaders have made to mod-
ernize their economy.

U.S. and China: Shared Interests

The basis for any long-term, stable relationship between the U.S. and China, as
with any two countries, must be mutual respect and understanding, coupled with
a reasonable evaluation of what is realistic and achievable. This relationship should
promote U.S. national interests in Asia. I would suggest that among the most im-
portant U.S. foreign policy objectives are:

¢ Promoting stability in Asia, including such unstable areas as the Korean Penin-
sula and the Taiwan Strait;

e Limiting the proliferation of weapons of mass destruction;

* Encouraging the continued expansion of open electoral systems where the views
of individual citizens can be expressed, and;

« Expanding trade, investment and access to markets based on transparent legal
structures and the rule of law.

To pursue these interests, we need a cooperative China, one that accepts inter-
national obligations by integrating into the rules-based economic and security ar-
rangements that govern global conduct.

It is clear that there are a broad number of areas where the U.S. and China have
common interests. We both want a reliable partner. We have a common interest in
a growing and stable Asia. We both want to avoid tensions in Asia’s potential trou-
ble spots. Our recent cooperation on Korea, for example, has been more positive
than many people appreciate. Our economies complement each other, and trade has
expanded some 400 percent over the last ten years, with a significant number of
high-wage U.S. jobs dependent on our exports to China.

Why PNTR Should Be Permanent

Some have argued that the annual ritual of granting normal trade relations
(NTR) to China has provided useful leverage in affecting Chinese behavior. There
is little evidence to support this claim. To its credit, each year since 1980, the Con-
gress has extended NTR to China. After vigorous debate, successive Congresses
have concluded that withdrawing NTR would be disruptive to the relationship and
to our own interests in seeing China play a more constructive role in the world.
Moreover, each year Congress has recognized that denial of NTR would be devastat-
ing to Taiwan, as well as to Hong Kong, and that the U.S. would simply be reward-
ing our competitors in China.

Under WTO procedures, all WTO members are required to extend unconditional
NTR when China joins the WTO. With over 130 other WTO members, the U.S. has
supported the principle of non-discrimination, which rests at the heart of the multi-
lateral trading system. Any benefits granted to a WTO member must be granted
unconditionally (i.e., permanently) to all other members.

Were China to join the WTO without receiving permanent NTR from the United
States, China would have the right, under WTO rules, to deny to U.S. workers, busi-
nesses and agriculture the extraordinary benefits the U.S. obtained as part of Chi-
na’s WTO package. Instead, we would relinquish to French, German, Japanese and
other competitors the concessions that are properly due the U.S. We are not doing
our firms and workers any favor by denying them what is clearly in their best self
interest.

This is not to suggest that the U.S. should refrain from discussing differences we
have with China over human liberties, their form of government, freedom of speech,
assembly and the press. But, we should do so in other, more appropriate, fora. De-
nying China PNTR based on our dissatisfaction with progress in these areas will
not make China share our values or adopt our systems. In fact, as has been dem-
onstrated in many countries, the expansion of trade will lesson our differences over
time.

Some have argued that China should not be allowed to enter the WTO now, be-
cause it cannot be trusted to live up to its trade agreements. The commitments
China has made to enter the WTO, however, will be subjected, for the first time,
to the WTO’s dispute settlement mechanism. Trade disputes will no longer be gov-
erned by bilateral frameworks alone. Disputes will be resolved according to stand-
ards China has accepted and, more importantly, for the first time, the overall world
trading community will have the right and power to enforce them. Therefore, the
obligations China has made will be exposed to much greater transparency and a
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multilateral, rules-based regime as compared with those negotiated with individual
countries in the past.

Conclusion

In conclusion, I would respectfully urge the Congress to support China’s entry into
the WTO and to grant Permanent NTR to China as soon as possible. Your decision
should be based on the primary objective of promoting a sound U.S. foreign policy.
If you agree that it is in our geo-economic interest to engage China on a broad stra-
tegic basis, we should not let our differences on individual issues, as important as
they may be, distort the opportunity to accomplish our broad objectives.

The immediate post World War II experience of the United States is instructive
in this respect. The U.S. wisely chose to expand trade ties with our former adversar-
ies. The results were more prosperous and free allies. China’s entry into the WTO
can lead to the same result.

Moreover, the past 25 years demonstrates that there is much good to come from
a positive relationship with China. We have everything to lose, alternatively, by
pushing China into a hostile role.

It is highly unlikely that the U.S. could have a realistic policy for Asia if it ex-
cludes China. If our relations with China were unsettled, it would be very difficult
for other Asian countries to openly side with the U.S. One only has to look at a map
to understand why. The U.S. would be the loser. I sincerely hope that we never
allo(;v our relationship with China to reach a point where that choice has to be
made.

By joining the WTO, China deepens its stake in the community of nations and
the U.S. promotes its national interests of peace and stability. When future genera-
tions look back on this period in our history, I am confident Congress will be judged
as having made the right decision for the American people.

Statement of American Textile Manufacturers Institute

This statement is submitted by the American Textile Manufacturers Institute
(ATMI), the national trade association of the domestic textile mill products industry.

ATMI’s member companies will be hurt by the China WTO accession package
agreed to on November 15, 1999 and the enactment of permanent normal trading
relations (NTR) will cost the jobs of thousands of U.S. textile workers. This agree-
ment will give China preferential access to the U.S. market for its vast subsidized
textile and apparel sector while U.S. textile and apparel access into the Chinese
market will very likely remain seriously impaired. In particular, the agreement
gives China an accelerated five-year quota phase-out that no other WTO country
has enjoyed, and does so at the expense of thousands of U.S. workers in the textile
sector.

A 1999 U.S. International Trade Commission (ITC) Study on China’s accession !
determined that the Chinese share of apparel imports into the U.S. would more
than triple under a 2005 phase-out. The ITC study reveals that the effect of the Chi-
nese quota phase-out on other regions, particularly on the nations of the Caribbean
nations and Mexico, will be equally severe. These countries’ growing apparel sectors,
which exist almost entirely to service U.S. markets, will be decimated by an early
Chinese phase-out.

While the ITC study did not assess the economic impact of this tripling of China’s
share of imports to the United States, a study by Nathan and Associates (Exhibit
A) does. It revealed that early removal of quotas imposed on Chinese textile and
apparel imports will cost the U.S. textile and apparel sector 154,500 jobs. It also
found that U.S. textile shipments will decline by $4 billion and U.S. apparel ship-
ments will drop by $7.6 billion.

At the same time that Congress is considering important trade legislation to help
both the CBI and African apparel sectors, it should be aware that the preferential
Chinese quota phase-out would cancel most, if not all, of the benefits these regions
would receive.

During the WTO negotiations, the Clinton Administration insisted that the U.S.
textile industry needed ten years to adjust to the phase-out of quotas for WT'O mem-
bers. With the Chinese accession agreement, we now have the prospect of the
world’s largest textile and apparel exporter, which has the greatest power to wreak

1ASSESSMENT OF THE ECONOMIC EFFECTS ON THE UNITED STATES OF CHINA’S
ACCESSION TO THE WTO, Investigation 332—-403, (Publication 3229; September 1999).
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havoc on the domestic industry, getting a phase-out of only five years. Some say
there is nothing unfair about the shorter phase-out because China’s textile and ap-
parel imports were under quota control for the 1995-2000 period. Such an argument
misses a fundamentally important point. China decided not to join the WTO in
1995. China decided it preferred to keep its own market closed. China decided not
to face the rules and disciplines of WT'O membership until now. So why should
China be rewarded by the U.S. for five years of operating outside of WTO rules by
granting China a better deal in textiles than other WTO members received in 1995?

Such a decision by the United States is even harder to accept when one examines
China’s behavior between 1995-2000. During that time, China:

« Kept its textile and apparel market essentially closed;

e Illegally transshipped billions of textile and apparel products annually through
other countries to avoid quotas;

e Illegally copied textile designs in violation of the U.S./China intellectual prop-
erty agreement;

e Subsidized its textile and apparel exports, thereby increasing the economic
damage to U.S. producers and workers.

The shorter quota phase-out for China is not only wrong, unjustified and unfair,
but it is also bad trade policy because it puts the livelihoods of more than 150,000
U.S. textile and apparel workers at risk.

And while this agreement appears to some to be a magic ticket into the growing
Chinese market, ATMI feels obligated to point out that the road to real market ac-
cess in China will be a long and bumpy one. As the U.S. textile industry well knows
-and as the U.S. government knows as well—China is not known for keeping its
agreements. Over the past 16 years, China has signed six textile and apparel
bilaterals with the U.S. -and broken every one of them. It has signed four intellec-
tual property rights (IPR) agreements -and intellectual property theft in China still
remains rampant. In fact, the most recent National Trade Estimates report com-
piled by the U.S. Trade Representative’s Office notes that “U.S. industry estimates
of intellectual property losses in China due to counterfeiting, piracy, and exports to
third countries have exceeded USD 2 billion.” 2

So while much is being made about new Chinese “commitments” to do away with
fraudulent customs activity, eliminate local content laws, institute the rule of law
regarding commerce and trade and so on, ATMI wishes to note that “practice”
should speak louder than words and that all concerned should take China’s avowals
of a “new China” with a grain of salt.

In addition, we note that perhaps the most damaging of all China’s behaviors—
its vast subsidization of its textile and apparel sector—remains apparently un-
touched by this agreement. Any U.S. industry and its workers must be concerned
about the lack of any provision in the bilateral agreement to deal with China’s ex-
port subsidies on manufactured products.

It is indisputable that China uses many different government programs to sub-
sidize its exports of industrial goods. In fact, Chinese economists have identified ten
new subsidy programs to promote Chinese textile and apparel exports alone (see Ex-
hibit B). A copy of the report describing these programs is attached. Yet, for some
strange reason, the U.S./China WTO accession agreement is silent about any com-
mitments on China’s part to curb its industrial subsidies. Was this an oversight?
It defies belief to conclude that it was. Then, why?

ATMI has inquired of the Administration and we were not told why, only that
“the WTO rules will apply.” That may be the case, but that answer provides little
comfort to our industry or any other industry in the U.S. worried about subsidized
Chinese exports of manufactured products. To rely on WTO rules implies two as-
sumptions. First, that the WTO rules on export subsidies can be effectively used.
And, second, that the U.S. will act to use those rules and that it can resort to its
ovvin countervailing duty laws and regulations in addition to, or in place of, the WTO
rules.

In fact, neither assumption is valid. The WTO rules, including those that cover
subsidies, let countries “self-elect” whether to be considered developing or not. While
the U.S. may intend to treat China as a “developed” country, it will likely discover
that many WTO remedies are out of reach as long as China elects itself to be devel-
oping. In regards to export subsidies, preferential treatment is given to the offend-
ing country even when export subsides are found to be actionable -and even the
WTO itself acknowledges that reaching a finding is a long, difficult and intensive
process. To make matters more difficult, developing countries are demanding that
the eight-year timetable (until 2002) for ending developing country export subsidies

21999 National Trade Estimate Report on Foreign Trade Barriers, USTR, p. 60.
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be extended still further as a condition for their supporting future WTO negotia-
tions.

In addition, under the current WTO rules, non-export subsidies, which can be just
as harmful as export subsidies, are de facto permitted unless they can first be prov-
en to have caused injury to a member country. Thus production subsidies are per-
mitted pending the finding of a causal link between that subsidy and injury of an-
other member—an almost impossible task given the length of time most of these
subsidies have been in place.

But more importantly, under current practice, the U.S. countervailing duty (CVD)
laws cannot be applied to China. To repeat, U.S. countervailing duty laws do not
apply to China. Why? Because China is a non-market economy, the U.S. announced
that over a decade ago that CVD rules would not apply to non-market economies.
Why was this seemingly preposterous decision taken by the Department of Com-
merce? The reasoning was something like this: because China and other non-market
economies, by definition, subsidize nearly every aspect of their economies—every-
thing is subsidized, therefore the true impact of subsidies cannot be known. And
Commerce has stuck to this startling conclusion ever since. Of course, the fact that
some industries were preparing to file massive CVD petitions against China at the
time of the decision may have also had some impact.

In any case, the agreement contains no effective weapon against Chinese export
subsidies. There is no commitment by China not to subsidize its industrial exports
(as it has agreed with its agricultural exports); there is a time-consuming and un-
certain WTO process (which is also subject to China’s ability to throw its substantial
weight around); and, most importantly, there is no remedy under U.S. countervail-
ing duty law. This crucial failure to deal with these subsidies is reason enough to
oppose the U.S./Chinese accession agreement.

Also, while much has been made of the notion of bringing China into a “rule-
based” WTO system, the Uruguay Round agreements are, in a number of vital
areas, sadly deficient in terms of preventing trade-blocking behavior. These include
IPR enforcement, Customs valuation, standards, pre-shipment inspection and mark-
ing rules, among others. Simply having China within this system is no guarantee
that Chinese trade barriers will suddenly or even eventually disappear.

Indeed, having China as a full-fledged WTO member makes the prospects for clos-
ing these loopholes even more unlikely in the years ahead as China is sure to seek
ways within the system to slow down or derail any initiatives in these areas.? Other
developing countries without China’s geopolitical clout have already defied their
WTO commitments and are, in Geneva, seeking extensions regarding compliance
with their WTO commitments in many areas. China can be expected to do the same,
but with an even greater likelihood of success.

Five years into the Uruguay Round agreements, after all the pronouncements
about “open markets,” an analysis by ATMI has found that no significant new mar-
ket access for U.S. textile and apparel products has occurred as a result of the
agreements. In fact, those markets that were closed at the end of the Round are still
just as tightly closed today. Indeed, India, Argentina and Brazil are among the
many countries that have raised new barriers to U.S. textile and apparel exports.4

In the interim, the United States has kept its word and let in billions of dollars
worth of additional textile and apparel imports from these countries at the cost of
thousands of U.S. textile and apparel jobs. Now the United States is poised to make
the same fundamental mistake with China—to open our market to a flood of Chi-
nese imports with no certainty that we will get any real market access in return.
Instead, history virtually guarantees that more U.S. workers will lose their jobs and
that, in the next round of WTO deliberations, real free trade issues will be forced
to take a back seat.

In short, ATMI does not believe that the United States should give China the
kind of extraordinary preferential access to its market that this accession package
envisions. China has not warranted such favoritism, nor do U.S textile workers and
companies deserve to face a huge onslaught of subsidized imports from China. Chi-
na’s past practices should, if anything, teach us not to award China any benefits
until it has proven that it can keep its word. We urge the Committee to reject per-
manent NTR with China and send this agreement back to be renegotiated on terms
more equitable to U.S. textile firms and U.S. workers.

[An attachment is being retained in the Committee files.]

3The United States will also lose any leverage that an annual NTR vote in Congress provides.

4While the U.S. has recently won trade barrier cases against both India and Argentina, both
countries instituted new trade blocking measures—this time apparently WTO legal ones -and
both markets remain essentially closed to U.S. exports.
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Statement of CIGNA Corporation, Philadelphia, PA

Headquartered in Philadelphia, CIGNA is a leading provider of health care, em-
ployee benefits, life insurance and financial services with more than $95 billion in
assets and operations in 30 countries. Domestically, CIGNA ranks among the larg-
est investor-owned insurance organizations, with shareholder equity of $6.1 billion.
CIGNA has 39,000 employees in the United States.

CIGNA’s operating subsidiaries offer one of the broadest arrays of innovative,
high-value products and services. These include:

¢ Managed medical and dental care products, group indemnity health insurance
and related services;

¢ Group life, accident and disability insurance;

¢ Retirement and investment products and services;

 Life, accident and health reinsurance products and services;

¢ Investment management for CIGNA’s insurance businesses and customers; and,

¢ For international clients, life, accident and health insurance and employee bene-
fits products and services.

CIGNA and one of its predecessor companies have a long history in China. These
ties go back as far as 1793 when the Insurance Company of North America (“INA”)
insured a ship bound from Philadelphia to Canton. INA was also the first American
insurance company licensed to do business in China, when it appointed the Yang-
tze Insurance Association in Shanghai as its representative in 1897. INA expanded
and operated in 20 cities throughout China through the 1940’s. In 1994, CIGNA
Corporation reestablished a representative office in Beijing and subsequently opened
representative offices in Shanghai and Guangzhou. While the CIGNA organization
sold most of its property and casualty operations, including INA, in July 1999,
CIGNA retained the employee benefits operations formerly associated with INA and
has applied for a license to write such insurance coverages in China.

Since applying more than five years ago for a license to operate in China, we have
worked with China’s Insurance Regulatory Commission, the People’s Bank of China,
Chinese academic institutions, domestic insurance companies and other organiza-
tions on policy studies, exchanges and educational programs. We undertook an un-
precedented study with the Ministry of Labor and Social Security on developing pol-
icy options for an employee supplementary health insurance program that is now
being implemented. This new program paves the way for a major role for the provi-
sion of private supplementary insurance for urban workers. It is through these ef-
fortsk that we have gained a comprehensive understanding of the Chinese insurance
market.

CIGNA regards China as a key priority in its overall international strategy. China
represents potentially the largest single insurance market in the world with the
World Bank estimating that it will be the largest economy early in this century.
China’s rising middle class is pressing for improved health care, employee benefits,
retirement programs and life insurance. As a sign of our confidence in the Chinese
economy, CIGNA has invested approximately $200 million in China related public
and private investments.

Until now only a small handful of foreign insurance companies have been granted
limited licenses to operate in Shanghai with only one such company permitted to
operate in Guangzhou and Shenzhen. Foreign life insurers have been limited to
mostly individual life insurance products as they have not been permitted to offer
group life, health insurance and pension products.

When the U.S.—China market access agreement was signed on November 15,
1999, CIGNA enthusiastically welcomed the agreement as “historic.” In this agree-
ment, China has committed to open its markets across the broad spectrum of indus-
tries, including insurance. When China accedes to the World Trade Organization,
China will subject itself to WTO rules, regulations, and disciplines. It will also grant
American companies “national treatment” and open up access to China’s domestic
market. China has never done this before.

The implementation of the U.S.—China market access agreement and China’s ac-
cession to the WTO will allow CIGNA to offer a full range of products and services
throughout the country within five years. According to the agreement, China will:

» Award licenses solely on the basis of prudential criteria, with no economic needs
test or quantitative limits on the number of licenses issued.

¢ Open up more cities, including Shanghai and Guangzhou, for foreign insurance
licenses upon accession and eliminate all geographic limitations within three years.

« Expand the scope of activities for foreign insurance companies to include group,
health, pension and annuities, phased in over a period of years.
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* Permit foreign property and casualty firms to insure large-scale risks nation-
wide immediately upon China’s accession to the WTO.

« Allow 50 percent foreign ownership for life insurance and allow foreign insurers
to choose their own partners.

¢ Allow foreign branches for non-life and 51 percent foreign ownership of local
subsidiaries upon accession and wholly foreign-owned subsidiaries in two years.

« Completely open reinsurance on accession.

This is precisely the kind of market access the U.S. insurance industry needs.
CIGNA strongly urges Congress to extend permanent normal trade relations to
China, the same treatment that the United States grants to 132 other members of
the World Trade Organization. Unconditional and permanent NTR is also a WTO
requirement. Failure to enact PNTR for China into law will mean that U.S. compa-
nies will not gain the benefits from the agreement that the United States negotiated
and will be denied this broad and unprecedented access to China’s economy. It will
mean that we will stand by and watch our foreign competitors take advantage of
our hard-won agreement.

Aside from the obvious benefits to the U.S. services industry, manufacturing, and
agriculture, China’s accession to the WTO and our bilateral agreement is a major
step toward strengthening Sino-U.S. relations. No one can deny that U.S.—China
relations have been strained at times over specific incidents. With or without per-
manent normal trade relations with the United States, China is emerging as a glob-
al economic power. It is very much in our interests and the best interests of the
rest of the world that China becomes part of the rules-based international trading
system and that our two economies continue to expand their trade ties with unfet-
tered access to each other’s markets. This is good for both peoples. It brings jobs
to America and increases the standard of living for the Chinese. It also increases
understanding and helps us develop regular and predictable ways of learning to live
together. We firmly believe that increased prosperity in China has been and will
continue to be a very positive force in expanding the average person’s freedom of
choice and political awareness. China is a huge country and change does not come
easily for 1.3 billion people. China has opened its economy and society to the outside
world. This has made and will continue to make political change inevitable.

CIGNA, therefore, strongly urges Congress to enact legislation granting China
permanent normal trade relations as soon as possible.

Statement of Frederick W. Smith, Chairman, President and Chief Executive
Officer, FedEx Corporation, Memphis, Tennessee

Mr. Chairman and Members of the Committee,

I am pleased and honored to have the opportunity to appear before you today on
the critical issue of China’s accession to the World Trade Organization (WTO) and
on the need for the U.S. Congress to pass legislation to extend permanent Normal
Trade Relations (NTR) status to China. I appeared before you on June 8, 1999, and
outlined why I strongly believe that these actions are in the best economic interests
of the U.S,, including FedEx and the air express industry.

As I stated last June, no single issue is of greater importance to the U.S. economy
than the long-term health and viability of the world trading system. The direct and
indirect implications for American business and the American economy are pro-
found. This is even truer today than it was last summer, in the aftermath of the
failure to launch a new round of multilateral trade negotiations at the Seattle min-
isterial meeting in November. Protectionist forces are at work to turn back the
progress we have made to open foreign markets and maintain a fair and open trad-
ing system under the auspices of the WTO. Such forces have now set their sights
on stopping China from joining the WTO.

That course of action is clearly wrong, and I urge this Committee to move swiftly
to provide permanent NTR status to China, helping to facilitate its becoming a
member of the WTO. The bilateral agreement negotiated between the U.S. and
China is a good one. It will substantially open China’s markets to U.S. exporters
without requiring the U.S. to take any additional market opening measures to
China beyond providing, on a permanent basis, the NTR status that we have pro-
vided to China on an annual renewable basis for a number of years.

The position of FedEx is unequivocal. FedEx supports China’s accession to the
WTO and, with it, the extension of permanent Normal Trade Relations (NTR) rights
by the U.S. to China—just as we have with every other major trading partner. Sim-
ply put, China’s accession to the WTO will move China’s economy toward integra-
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tion with the global economy, and this is good for American business. I have con-
veyed this view to Ambassador Barshefsky, whom I want to commend for having
done an outstanding job in concluding this agreement.

WTO accession will also help FedEx be a more effective competitor. For example,
I am particularly encouraged at the liberalization scheduled for the distribution
field. With China’s WTO accession, FedEx would have the ability to sell its services
directly in the market place in four years, instead of leaving it to agents. With
China integrated into the WTO, our decisions on how to operate in China would be
based on commercial considerations, not determined by government fiat.

Mr. Chairman, we are facing both a challenge and opportunity. It is high time
that we focused our efforts on making sure that Americans understand how and
why free trade works to their benefit. We need to show the country that we are pre-
pared to do everything we can to encourage export opportunities for U.S. business
in international markets. This is particularly important in the case of China. We
need to review our tax and other policies to eliminate barriers to competitive oppor-
tunities for U.S. businesses. You held hearings on this subject last year. We support
your efforts.

In addition, improved transportation and facilitation services are critical to devel-
oping U.S. export opportunities. I have made that a goal of our company and I am
proud to state that we carry nearly three times as many U.S. express export ship-
{nents. as our nearest competitor. Put simply, where FedEx flies, U.S. exports fol-
ow.

The U.S. recently concluded a new aviation agreement with China, which was a
step in the right direction. Nevertheless, it was a disappointment for FedEx and its
customers. Notwithstanding the importance of promoting U.S. exports in this mar-
ket for the U.S. economy, FedEx is still the only carrier that lacks the ability to
provide twice-daily service to China. Yet we serve more cities in China—Beijing
Shanghai and Shenzhen—than any other U.S. carrier. What we need is a minimum
of 24 weekly flights to China—instead of our current 10—that would allow us to
provide daily service to each of China’s four major industrial centers—Beijing,
Shanghai, Shenzhen (in the South) and Dalian (in the North). That’s what we and
our customers/exporters need.

The reason I point this out, Mr. Chairman is that we are facing a crisis of con-
fidence in our trading system. We need to refocus our efforts on doing everything
we can to make it possible for American businesses to compete fairly in these impor-
tant new international markets. If we don’t, the American public will continue to
lose confidence in the benefits of a free and open international trading system. We
simply cannot afford to let that happen.

Let me try to explain my perspective on the question of China’s WTO accession
by briefly relating the role of the air express industry to trade facilitation; outlining
the obstacles we face now in China; and assessing how WTO accession affects our
situation.

Even within our own country many do not realize the rapidly changing nature of
world trade and the increasingly critical role of integrated air express. At present
almost 40 percent of the value of all world trade goes by air. Representing only some
two percent of the tonnage of trade, air shipments clearly account for the high value
end of production.

Today’s trends in e-commerce and just-in-time logistics underlie the phenomenal
expansion of the integrated air express industry and reinforce growing requirements
for fast, time-definite transportation of cargo from door-to-door. Air express is both
a cause of, and a response to, the changing nature of competition in international
markets. The ability to ship packages to destinations around the world in only hours
or days widens the field of competition in all industries and accelerates the pace
of commerce.

No country can expect to operate a modern economy or be at the forefront of trade
in the 21st century without a strong air express service. China is no exception. At
present, outside of WTO discipline, China is a hodgepodge of regulatory barriers to
efficient air express service. Let me cite a few.

Currently, foreign-owned companies are not allowed to conduct customs brokerage
and clearance, ground transportation, warehousing, consolidation, forwarding, or re-
lated services. These functions, which lie at the heart of an integrated air express
carrier’s operations, all have to be conducted through joint ventures or agents with-
out regard to the commercial considerations or whether such an arrangement im-
proves the ability to provide express delivery services.

Joint venture regulations raise further issues. We are prohibited from taking a
majority share of a joint venture and are limited geographically in where and how
fast we can expand joint venture operations. As a non-majority partner, we do not
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control the sales force and have no guarantee that introduction of new technology
will yield optimum returns.

There may be good reasons to have an agent or Joint Venture partner for some
functions in the distribution chain, but the decision should rest on commercial inter-
est not regulatory restrictions. The net result of these artificial barriers is increased
prices for our customers, lower quality of service and artificial limitations on
growth—for the integrated express carrier and the Chinese economy.

How does China’s WTO accession affect this? Simply put, the restrictions I have
noted above in the distribution field would be removed within four years. FedEx
would be able to set up wholly-owned subsidiaries and, for the first time have the
opportunity to provide the same standard of service to customers in China that we
do in the U.S. and elsewhere in the world.

Of course, some will say that the Chinese may not keep their commitments. But,
at least, if China were a WTO member, it would have to justify its actions before
that body. The more a part of the system China becomes, the more the outside fac-
tors influence its behavior. In other words, the costs of non-compliant behavior will
go up. That is no guarantee of implementation, but it is an important, even critical,
step in creating a more open, user-friendly economic environment in China. At
present, if we encounter problems, there is no recourse to any system other than
the homegrown variety. I prefer to take my chances in the more transparent WTO
environment.

Finally, let’s consider the alternative: a world trading system which excludes
China. Does a China less subject to the discipline of the World Trade Organization
transform itself more or less quickly into a responsible member of the world commu-
nity? Does more or less contact with China influence it in a positive direction? Does
attempting to isolate China from the responsibilities of WT'O membership advance
anyone’s interest but those who oppose reform and a more modern, open China?

I think the answers to these questions are self-evident. Few would dispute that
China has changed for the better in the past twenty years and that the lives of indi-
vidual Chinese have improved. Livelihood, freedom of choice and, gradually, even
human rights have become better than at any time in modern Chinese history.

American business has played an important role in this transformation. The very
presence of American business has exposed the Chinese to a culture where individ-
ual rights are respected and human dignity valued.

I am particularly proud that FedEx has actively participated in this effort—
through humanitarian missions bringing critical medical and relief supplies to sev-
eral Chinese cities and provinces ravaged by floods and other natural disasters.

The trend toward openness and reform is in the right direction, and American
business has been a positive force for change. I believe the continuation of this trend
is in the interest of everyone and that China’s accession to the World Trade Organi-
zation and the establishment by the U.S. of permanent, normal bilateral trading re-
lations with China is fundamental to its achievement.

Thank you.

Statement of Footwear Industries of America, Inc.

This statement responds to the House Ways and Means Committee’s request for
input on China’s accession to the World Trade Organization (WTO). It is submitted
on behalf of Footwear Industries of America, Inc. (FIA), a trade association rep-
resenting domestic manufacturers and distributors of nonrubber footwear, and a
substantial portion of their suppliers. The domestic nonrubber footwear industry en-
compasses men’s, women’s, children’s, athletic, work, slippers, and other footwear.
The industry is located in 34 states where it operates in over 300 footwear manufac-
turing establishments.

Given China’s enormous population, and growing economy and consumer class,
the potential for sales of U.S. products in the Chinese market is enormous, but not
under current market access conditions. Notwithstanding the prior MOUs signed
with China on market access and intellectual property, China is still clearly a very
difficult place to do business. U.S. products face high tariffs and non-tariff barriers.
Intellectual property rights protection falls far short of what it should be and the
Chinese economy is riddled with subsidies. Moreover, distribution and retail bar-
riers make it extremely difficult for U.S. goods to find their way to Chinese consum-
ers. Additionally, Customs procedures are arbitrary, irregular, non-transparent, and
vary from port to port.

In the WTO market access bilateral, China agreed to many reforms of its nonmar-
ket-based economy, including the phase out of the most egregious barriers that
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block access to Chinese consumers. While there is much to commend in the paper
agreement, Chinese implementation of these commitments and how they will be
policed are issues that Congress must thoroughly address as it considers legislation
to grant permanent Normal Trade Relations (P-NTR) to China. After all, China’s
track record with the United States on some key bilateral trade agreements has not
been a good one. And we will no longer have the stick of NTR withdrawal to get
China’s cooperation. Nor can our industry take particular comfort in the fact that
China’s membership in the WTO will require adherence to WTO trading rules. The
long-standing and still unresolved U.S. dispute with Argentina, which is being arbi-
trated at the WTO, over that country’s illegal footwear tariffs and subsequent un-
justified safeguard action does not persuade us that China’s entry into the WTO will
be the “magic bullet” to market access and Chinese internal reform that it is being
made out to be.

Access to the Chinese market, protection of intellectual property rights, national
treatment for investment, lower tariffs, and proper and timely customs procedures
are key issues for U.S. footwear companies and suppliers of footwear components.
Given the access and import penetration that China has achieved in the U.S. foot-
wear market, these demands by our industry seem small indeed.

Footwear is extremely important to China’s economy and export performance.
China’s second leading export to the U.S. market is footwear. China is also a major
supplier of footwear to France, Germany, Italy, Spain, and Canada, all of which
have some sort of restraints on Chinese footwear. As discussed below, Chinese foot-
wear has saturated the U.S. market, and unlike Europe and other countries, the
U.S. imposes no restraints or other nontariff barriers to its entry.

China is the predominant supplier of footwear to the U.S. market. In the ten-year
period between 1989 and 1999, U.S. imports of Chinese footwear rose from $694.4
million to an astounding $7.5 billion. In quantity terms, the dominance of Chinese
footwear is even more commanding. Chinese footwear represents around 76 percent
of all U.S. footwear imports, and nearly 70 percent of all shoes sold at retail. In
1999, U.S. imports of Chinese footwear totaled 1.13 billion pairs, dwarfing all other
suppliers. By contrast, U.S. exports to China in 1998 were a mere 158 thousand
pairs.

Market reciprocity is a key issue for FIA members and China has the potential
to be an important market once current barriers come down. To ensure that the
promised access to China’s vast market is realized, Congress should consider adding
additional safeguards toward this end to legislation that will implement P-NTR.

Statement of Brent Blackwelder, President, Friends of the Earth

Friends of the Earth is a national environmental advocacy organization with af-
filiates in 63 countries around the world. We do not oppose international trade, but
believe it must go hand-in-hand with environmental protection, human rights, and
labor rights. We do oppose granting permanent Most Favored Nation trade status
to China. Until China changes its ways and begins respecting environmental,
human rights, and labor concerns, Congress should not relinquish this opportunity
to use the trade debate to shine a light on China’s abuses. We believe granting per-
manent Most Favored Nation status will undermine environmental efforts to reform
the World Trade Organization (WTO), and think the United States should instead
focus on democratizing the domestic trade policymaking process.

By all accounts, China will eventually be admitted into the WTO—Congress does
not have the authority to approve or prevent its accession. However, by granting
China permanent Most Favored Nation status, Congress will put a symbolic stamp
of approval on a trade deal whose implications run counter to environmental, demo-
cratic, human rights and labor concerns.

The WTO already has more than enough problems. In the five years since its cre-
ation, it has been used repeatedly to weaken environmental regulations, including
the Clean Air Act and Endangered Species Act. What’s worse, these decisions have
been made in closed-door sessions with no public input. Friends of the Earth and
other environmental groups have been calling on the Clinton-Gore Administration
to prioritize environmental and democratic reform of the WTO. We’ve pointed to the
need to make sure WTO rules defer to environmental ones rather than overturning
them as barriers to trade. We've said the WTO needs to make room at the negotiat-
ing table for the public. The Administration says they’ll push for these reforms, but
the deal with China belies their rhetoric.

Since the WTO operates by consensus, one country can thwart reforms sought by
others. We fear that China, with its anti-democratic government and history of
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human rights abuses, will take a leading role in blocking efforts to make the WTO
more open and to address its effects on the environment and workers’ rights.

China continually flouts international agreements and strong-arms other coun-
tries. Consider our recent experience with the World Bank, which had proposed a
damaging resettlement project that would harm ethnic Tibetan minorities. While
the US opposed the loan, China bullied other countries into approving it, threaten-
ing to withdraw from the Bank if it didn’t get its way. If China uses this type of
tactic at the WTO, the environmental and democratic reforms we so sorely need will
never come to pass.

The deal to admit China to the WTO is environmentally flawed in and of itself.
The Clinton-Gore Administration issued an Executive Order requiring environ-
mental assessments of trade deals just days before its negotiators sealed the China
agreement—a deal which totally ignores the substance and spirit of the Executive
Order. The agreement with China confirms public perceptions that trade liberaliza-
tion just benefits corporations. It does not discuss environmental issues, and does
not require the US corporations who will benefit the most to operate in an environ-
mentally or socially responsible manner. In fact, it leaves the door wide open for
US companies to move their business to China to avoid US regulations.

At a minimum, right-to-know obligations that guide US corporate behavior domes-
tically should be extended to corporate investments in China. This would give Chi-
nese workers and communities information about corporation’s practices and also
give the US public and regulators a way to test company’s claims about their envi-
ronmental practices in China. Similarly, no matter what the outcome of the perma-
nent Most Favored Nation debate, the US should allow Chinese workers and com-
munity members to sue US companies in US courts. US corporations should an-
nounce a policy of not seeking to block lawsuits filed in US courts based on allega-
tions of misconduct in China. Congress should also pass a law similar to the alien
tort claims act (which applies mainly to torture) that makes it easier for foreign
workers and community members to seek redress in US courts for environmental
or health implications of US companies.

Instead of devoting all its energy into putting a stamp of approval on a flawed
trade deal, the United States should focus on passing common-sense reforms of the
domestic trade process. Congress and the Administration have voiced concern about
China’s lack of democracy and have echoed our call for a more open, democratic
WTO—but democracy starts at home. Giving the public a greater voice in the do-
mestic trade policymaking process, currently dictated by the United States Trade
Representative (USTR) and beholden to corporate interests, will lead to greener
trade policy that inspires public confidence in international trade.

As a first step, Friends of the Earth believes USTR’s numerous advisory commit-
tees must be opened to environmental organizations. Approximately 700 business
representatives sit on 30 industry sector advisory committees that get special access
to information and advise USTR. There are no public interest members on these
committees. Even worse, the Administration has appealed a recent court decision
requiring environmental representation on two advisory committees dealing with
forest products. These committees need to be opened to diverse public interests or
abolished.

Second, we believe Congress and the Administration should shift decision-making
authority over trade and environment issues away from USTR and to environmental
agencies. A decade of advocacy on trade and environment issues has led us to the
inescapable conclusion that the main trade threat to the environment USTR itself.
Though USTR lacks environmental expertise and is beholden to business interests,
it plays the lead role in setting US policies on trade and the environment. Environ-
mental agencies like the Environmental Protection Agency (EPA) and the Council
on Environmental Quality (CEQ) should play the lead role in setting the environ-
mental aspects of US trade policy.

Statement of Chuck Hoberman, President, Hoberman Designs, Inc., New
York, NY

My wife and I founded our company, Hoberman Designs in 1995 to manufacture
a line of toys based on my patented inventions. Our product is manufactured in
China by factories offering high-quality production at competitive cost. We, in turn,
provide significant business to these factories, and look to form long-term partner-
ships with them. Even as we build these relationships with our manufacturing part-
ners, other Chinese manufacturers (not own factories!) copy our products with impu-
nity. Our most popular product (called the Hoberman Mini Sphere) has been slav-
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ishly copied by, no less than 12 Chinese factories that we have identified. These
counterfeits are often made in sweatshop conditions; are constructed of inferior ma-
terials, easily broken and may be hazardous to the consumer.

Despite having worldwide patent and copyright protection for my designs, we
have no legal recourse in China to prevent these “knock-offs” from being made and
sold. Rogue factories aggressively market their copies to customers in Europe, North
and South America and throughout Asia. Further, they make extensive use of the
internet to erase all boundaries in offering their counterfeit goods. Often their own
wegsites offering counterfeits are under the umbrella of Chinese government
websites.

To be clear, we are not talking about goods sold in China itself. While these coun-
terfeits are, indeed, sold extensively within China, we have no plans at this time
to enter the Chinese market. Our real problem is that the copies are sold in every
market around the world that we sell in. Despite having crystal clear proprietary
rights to the products, and despite having an aggressive legal strategy to pursue
anyone who infringes those rights, we are at perpetual disadvantage because we
cannot reach the productive base itself.

The costs from this problem—legal fees, downward price pressure to compete
against cheap copies, lost business due to confusion in the marketplace—are some-
times overwhelming.

Our experience clearly demonstrates that while we offer to Chinese factories the
benefits of high volumes orders and high price points, we do not get any degree of
protection from counterfeiting by Chinese manufacturers of products covered by pro-
prietary rights in other countries.

The admission of China to the WTO and the extension to China of normal trade
relations should be accompanied by a recognition that as a trading partner China
must be obligated to respect the intellectual rights of US and other countries.

In exchange for our willingness to treat Chinese factories on an above-board basis
and certainly in exchange for normalization of trade relations, we need to secure the
reciprocal benefit of knowing that we can enforce our proprietary rights against in-
fringers in China.

Hoberman Designs, like many other American manufacturers have a direct and
import stake in this issue, whether they make clothing, chip, recording, toys, or hi-
tech devices. Even with normalized trade relations, if it remains true that American
businesses cannot enforce their intellectual property rights against Chinese infring-
ers, then we will have lost, rather than gained, ground.

As a quid pro quo for the further extension to China of more normalized trade
relations, it must be clearly understood that reciprocity by the Chinese in honoring
intellectual property rights of other trading partner nations is a must. Otherwise,
welcoming China into the club of trading nations represents a concession for which
American businesses receive little or no benefit; indeed, the responsibilities and obli-
gations may well outweigh the benefits of doing so.

The Berne convention, the New York convention, and other, similar mutual or
multi-lateral trading schemes have demonstrated the benefits of reciprocity among
trading partners. We should be ardently working to demand the same reciprocity
from the Chinese in exchange for the normalization of trade relations.

My wife and I have build our business, Hoberman Designs, by offering unique
products that enable the consumer to connect with an individual inventor. I feel our
business exemplifies uniquely American values—a commitment to innovation and
individual initiative. Rather than permitting the Chinese to undermine these values
by ignoring the right to intellectual property, it is my sincere hope that an equal
and reciprocal relationship may be created where such values may flourish.

Statement of International Mass Retail Association, Arlington, VA

This statement is submitted on behalf of the International Mass Retail Associa-
tion (IMRA), which represents the mass retail industry—consumers’ first choice for
price, value and convenience. IMRA’s membership includes the fastest growing re-
tailers in the world—discount department stores, home centers, category dominant
specialty discounters, catalogue showrooms, dollar stores, warehouse clubs, deep dis-
count drugstores, and off-price stores—and the manufacturers who supply them.
IMRA retail members operate more than 106,000 American stores and employ mil-
lions of workers. One in every ten Americans works in the mass retail industry, and
IMRA retail members represent more than half a trillion dollars in annual sales.

All of IMRA’s members are dependent upon imports to provide American consum-
ers with quality and value. Many IMRA members import products directly from



183

China. Others sell products that have been imported by American brand-name con-
sumer product suppliers. China is an important source of supply for such every-day
products as clothing and toys. In addition, a handful of IMRA member companies
operate stores in China.

Consequently, IMRA’s member companies have a strong interest in seeing stable
U.S.—Sino relations, both political and economic. IMRA strongly supports the
U.S.—China bilateral agreement on accession into the World Trade Organization
(WTO) that was completed last November along with permanent Normal Trade Re-
lations (PNTR) status. This agreement provides significant new opportunities for
American businesses to access the Chinese market. In order for American compa-
nies to realize the benefits of this deal, Congress must now grant China PNTR.
PNTR not only provides great opportunities for U.S. exporters, but for those U.S.
importers who rely on low tariffs on goods from China, PNTR will alleviate the fear
that importers have of NTR being revoked and tariffs jumping from an average of
4% to an average of 60%.

PNTR Benefits U.S. Retailers and Consumers

Since 1989, U.S. retailers have been extremely concerned about China’s NTR sta-
tus being revoked by Congress. If this were to occur, serious economic repercussions
would result, harming U.S. consumers, retailers and manufacturers. The loss of
NTR status would mean markedly higher import tariffs on a wide range of products,
from footwear to toys to consumer electronics. Tariffs would increase on from an av-
erage of about 4% to an average of 60%. In some cases, the duty would jump as
high as 100%.

More important, tariffs of 60% or more would result in products simply disappear-
ing from the marketplace. Suppliers would not be able to shift production swiftly;
and in many cases alternate suppliers cannot produce products at the same value
price. In the past, the NTR vote has occurred in June or July, which are the peak
months for importing Christmas merchandise. Revocation of NTR would mean sig-
nificantly higher prices and shortages of key Christmas products. This obviously
would hurt American families more than it would the Chinese. The 5 weeks of the
Christmas shopping season account for about 25% of U.S. retail sales for the entire
year.

Consider the following holiday products that could be affected:

China accounts for more that 50% of all toy imports. Revocation of NTR would
sharply increase the price of toys in the U.S. This would lead to a reduction in the
variety of toys available on IMRA members’ shelves. Many of today’s most popular
toys might not be affordable for American consumers if NTR is revoked.

China is also a major exporter of portable tape and compact disc players to the
United States. The average price for these products is about $84. Without NTR,
these products would jump to a price of about $110. That’s a 31% jump. Importers
n}loight %oe able to shift supply to Malaysia, but the average price for this product is
about $98.

Apparel is another important Christmas product for mass retailers. China is an
extremely important source of value-priced cotton and man-made fiber products, and
is one of the only sources of silk apparel products such as high-quality women’s silk
blouses. A loss of NTR would mean a price increase of over 50% for these products.
This dramatic increase would affect many consumers’ ability to afford these prod-
ucts 1alnd would force value-priced silk and cotton products off the shelves of mass
retailers.

Over 60% of the footwear sold in the United States is produced in China. Many
U.S. consumers rely on the inexpensive footwear produced in China and sold in
mass retail stores. The inexpensive boys leather sports footwear, such as high tops,
tennis shoes and snow boots would all increase by an average of 15%. This could
be devastating to the low-income consumer, preparing to outfit their kids for back-
to-school this fall.

IMRA’s catalog and Internet members also depend upon the annual renewal of
NTR. Many of these companies are putting the finishing touches on their Christmas
catalogs right now. By August, their catalogs will be printed with final prices. A loss
of NTR means that these companies, along with their suppliers would be unable to
fulfill orders; and would be precluded, under state fair advertising laws, from rais-
ing prices. Holiday catalogs cost millions of dollars to print, and their shelf life is
very long.

Granting China PNTR will end the concerns that retailers have every year about
loss of NTR tariff status on goods imported from China. PNTR will also allow U.S.
consumers to enjoy the every day low prices they are accustomed to in IMRA mem-
ber stores. Consumers depend on these prices, especially around the Christmas
shopping season.
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Benefits to U.S. Retailers Operating in China

Currently, American retailers face numerous obstacles in opening stores in China.
Chinese licensing requirements are onerous and obtaining a license can take months
or even years. More important, large-scale retail operations, with many stores, are
impossible, because China requires that each store location must be separately li-
censed and financed with unique local partners.

Under the agreement, the ability to obtain licenses will be made easier, although
equity restrictions will still be placed on stores larger than 20,000 square meters
and retailers with more than 30 stores. Unfortunately, those IMRA members wish-
ing to operate in China fit those categories. IMRA suggests that the U.S. work out
these restrictions as part of the broader WTO Negotiations on Services.

Another key provision of the U.S.—China WTO accession deal is China’s agree-
ment to liberalize restrictions on their distribution system. Currently, American
companies can only distribute goods that they manufacture in China and cannot
own or manage distribution networks or warehouses. The ability to control the dis-
tribution process is the lifeblood of an American mass retailer. Under the current
deal, the Chinese agreed to phase out all restrictions on distribution services within
three years.

For retailers, this means removal of restrictions on foreign equity share, geo-
graphic restrictions and number of service suppliers. American retailers will now be
able to import and distribute American made products to their stores in China. The
easiest way for American products to penetrate the Chinese market is to be sold
through an American mass retail store in China.

Rules and Safeguards

Many in Congress have expressed concern about the ability to enforce the Chinese
WTO accession agreement. It is important to remember that once China becomes
a member of the WTO, it would be obligated to play by the rules or be subject to
the WTO’s dispute settlement process. This process has proven to be very successful
for the U.S. (e.g., WTO ruling on the EU banana dispute). What’s more, Chinese
membership in the WTO provides ample opportunity for further negotiations to lib-
eralize its trade regime.

There are also those who claim that allowing China to join the WTO will do noth-
ing to further human rights or democratic change. These individuals couldn’t be
more wrong. Inclusion in the WTO will do just that. A strong economic and trade
relationship—based on mutually agreed-upon rules such as those embodied by the
WTO—will result in change. One has only to look at the progress being made in
places like South America to see how economic relationships foster democratic proc-
esses.

Progress can only be made when the rest of the world decides to push for change,
not just the U.S. The best example of a failed attempt to bring about democratic
change unilaterally is the 40 plus years of isolationism between the United States
and Cuba. Cuba remains a Communist nation today because the rest of the world
has decided to maintain commercial relations, while the United States, which could
be Cuba’s closest trading partner, has decided to isolate Cuba in an attempt to end
Communism. This will never work. As a member of the WTO, China will be forced
to open its doors and allow not only goods, but also ideas into its closed economy.
This is the greatest agent for change within China.

Some have expressed a fear that once China gains entrance into the WTO, it will
flood the U.S. market with cheap goods, displacing U.S. workers. Because of this
fear, the current agreement includes a product-specific safeguard as well as a spe-
cial safeguard covering textiles and apparel.

IMRA has some concerns about how these safeguards will work in conjunction
with each other. The United States should not be able to use both safeguards on
the same product at the same time. IMRA believes that while the special textile/
apparel safeguard exists (from 2005-2008), the general safeguard should not apply
to these products.

IMRA is also concerned about the process the United States will be using to deter-
mine market disruption under the twelve-year product-specific safeguard. IMRA
strongly urges Congress to use the procedures set forth in Section 406 of the Trade
Act of 1994, as amended, for determining market disruption. This process ensures
due process for all interested parties.

Conclusion

Granting China PNTR and allowing it to join the WTO is a win-win for American
businesses, both importers and exporters, and U.S. consumers. WT'O accession will
open a Chinese market that is currently closed. American retailers will be able to
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open up stores and act as a beachhead for U.S. consumer products in China. Only
through PNTR will all of the benefits of the accession deal be realized. Being a
member of the WTO will also force China to “play by the rules” as set by the WTO.
This is key for bringing about democratic change within China.

Statement of Thomas F. St. Maxens, St. Maxens and Company, on behalf of
Mattel, Inc., El1 Segundo, CA

This statement is submitted on behalf of Mattel, Inc. in connection with the Feb-
ruary 16 hearing conducted by the House Committee on Ways and Means regarding
the U.S.—China bilateral trade agreement on China’s accession to the World Trade
Organization (WTO). Mattel strongly supports China’s accession to the WTO upon
the terms reached under the U.S.—China bilateral agreement on November 15,
1999, as well as congressional approval of legislation granting permanent normal
trade relations (NTR) status to China.

Headquartered in El Segundo, California, Mattel is the world’s largest toy com-
pany with 1999 sales of $5.5 billion in over 150 countries. Mattel has 31,000 em-
ployees, of whom 7,700 are in the United States.

China’s accession to the WTO is a matter of major importance to Mattel and the
rest of the U.S. toy industry given its exceptionally strong economic ties with China.
The American toy industry became the world’s leader, as reflected by its 50 percent
share of the global toy market, by drawing on the United States’ competitive edge
in such areas as product conceptualization and design, design and development en-
gineering, and strategic marketing. In the case of Mattel, virtually all of these criti-
cal functions are performed for Mattel’s worldwide operations by the 2,000 workers
at the company’s El Segundo headquarters.

The other key to the U.S. toy industry’s success has been its ability to produce
these innovative, high quality toys at the most competitive cost. This has required
a constant adaptation to changing conditions of competition, which has caused the
industry to shift much of its manufacturing operations through a series of countries
and, eventually, to China and other low-cost Asian suppliers. China has been the
dominant supplier of toys to the U.S. and foreign markets throughout the 1990s,
and is likely to remain so for the foreseeable future. Sourcing product both from
joint ventures and unrelated vendors in China, U.S. toy companies imported roughly
$10 billion of toys from China in 1999, accounting for two of every three toys pur-
chased by American families. This approach—combining high value-added American
operations in product conceptualization and design, design and development engi-
neering, and strategic marketing with low-cost, high quality production overseas,
mainly now in China—is the key to the U.S. toy industry’s global success.

China’s accession to the WTO will further support the interests of U.S. manufac-
turers and consumers of toys in three ways: (1) it will give U.S. toy companies ac-
cess to the large Chinese toy market; (2) it will eliminate the uncertainty regarding
China’s continued access to the U.S. toy market that has been associated with the
country’s conditional NTR treatment; and (3) it will help U.S. toy companies by pro-
tecting the access of their China-origin products to third country markets.

The U.S.—China bilateral agreement on China’s accession to the WTO achieves
the U.S. toy industry’s market access objectives in China by requiring China to com-
pletely eliminate its tariffs on toys (which currently range as high as 30—50 percent)
by January 1, 2005. In addition, the U.S.—China agreement addresses several non-
tariff barriers facing U.S. toy companies in China, such as the denial of trading
rights that prevents Mattel and other foreign companies from selling directly to the
Chinese market the toys they manufacture there.

In addition, China’s accession to the WTO is a necessary precondition to stabiliz-
ing China’s access to the U.S. toy market through the granting of permanent NTR
status. The fact that the United States does not accord China permanent NTR sta-
tus creates uncertainty for America’s toy companies and exposes them to unwelcome
risk. While the risk that the United States would withdraw NTR status from China
may be small, if it did occur the consequences would be catastrophic for U.S. toy
companies given the 70 percent non-MFN U.S. rate of duty applicable to toys. As
a result, Mattel strongly supports congressional approval of legislation granting per-
manent NTR status to China upon its WTO accession.

Finally, China’s WTO accession will help protect the access of China-origin prod-
ucts to third country markets, a matter of major importance to Mattel and other
U.S. toy companies. As indicated above, U.S. toy companies are the most competi-
tive in the world, and they are a major factor in almost all of the world’s toy mar-
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kets. In these countries, like in the United States, a major portion of U.S. compa-
nies’ sourcing requirements is supplied by manufacturing operations in China.

The fact that Mattel’s China-origin products are not protected by WTO rules has
proven to be a problem overseas. For example, Mattel and other U.S. toy companies
dedicated substantial resources to defeating safeguard petitions filed by the Argen-
tine toy industry in recent years. The two investigations were rigorous, and Mattel
was pleased to see the Argentine government abide by the WTQ’s disciplines for
considering import relief actions under the safeguard code.

However, in January 1999, less than four months after the Argentine government
had denied the second safeguard petition filed in two years, Argentina’s Ministry
of Economy announced substantial tariff increases for toys imported from China and
other non-WTO members. This was a unilateral action that was not taken pursuant
to any WTO-authorized procedures for implementing import restrictions. Obviously,
the Argentine government would not have been able to take this unilateral action
against China had the country been a member of the WTO.

The Argentine example is not an isolated one. Until recently, the EU subjected
some categories of toys from China to quotas, an action that would not have been
allowed under the WTO. Brazil currently maintains safeguard measures on toys
and, while these measures do not currently discriminate against China as a non-
WTO member, there is no assurance that that will remain the case in the future.

In conclusion, Mattel believes that China’s accession to the WTO under the terms
of the November 1999 bilateral agreement will bring major benefits to U.S. toy com-
panies. It will help protect the ability of their cost-competitive Chinese operations
to continue to supply the toy markets of the United States and other WT'O member
countries, to the benefit of consumers throughout the world. At the same time, Chi-
na’s accession also will open China’s domestic toy market to the products manufac-
tured by Mattel and other U.S. toy companies, presenting U.S. companies with sig-
nificant opportunities for increased sales over the longer term.

In each instance, while toy manufacturing operations in China will benefit, less
obvious but equally important beneficiaries will be the thousands of U.S. workers
employed by Mattel and other U.S. toy companies in their high value-added U.S.
operations that form the basis for the U.S. toy industry’s position of global leader-
ship. However, it is critical that Congress enact legislation granting permanent NTR
status to China in order for Mattel and other U.S. companies to receive the benefits
of China’s WTO accession.

Respectfully submitted,
THOMAS F. ST.MAXENS
St.Maxens & Company

Statement of NPES, the Association for Suppliers of Printing, Publishing
and Converting Technologies, Reston, VA

INTRODUCTION

NPES is a United States national trade association representing over 440 compa-
nies who are manufactures and/or suppliers of printing, publishing and converting
technologies. NPES strongly supports free, fair trade. Because of our belief in this
philosophy, we support the People’s Republic of China’s (China) accession to the
World Trade Organization in order to encourage China’s efforts to reform its state
enterprises and banking system, and to continue lowering import duties. Moreover,
we urge Congress to adopt Permanent Normal Trade Relations (PNTR) status for
China, in order to implement the recent WTO accession agreement between the
United States and China.

SINO-US PRINTING TECHNOLOGIES TRAINING CENTER

Since September 1997 NPES, along with its joint venture partner the Shanghai
Printing Group Corporation, has developed and manages the Sino-U.S. Printing
Technologies Training Center in Shanghai, China. The training center promotes the
sale of members’ products in China. Together with its 30 Technology Partners
(member companies that have contributed equipment to the center) NPES is an ac-
tive leader in the Chinese printing industry. Called “a highly creative and innova-
tive effort” by the United States Commerce Department, the training center has
produced more than $10 million in new export business for U.S. Technology Part-
ners, and is but one example of our efforts to open up China to lucrative trade.
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DIRECT BENEFITS TO PRINTING, PUBLISHING AND CONVERTING EQUIPMENT
MANUFACTURERS OF CHINESE ACCESSION TO WORLD TRADE ORGANIZATION

As the worlds’ third largest economy and the fourth largest U.S. trading partner,
China is a nation that we cannot afford to turn our back upon. Last year the Amer-
ican printing industry exported more than $60 million worth of equipment and
printed material to China, an increase of 24% from the previous year, and we are
working hard to increase that total this year, and in the years to come. As part of
its Ninth Five-Year Plan, China is committed to meeting the demand for moderniz-
ing its printing and publishing industry. This policy represents a great opportunity
for American exporters of this technology. The reductions in tariffs and other trade
barriers, which China would have to accede to under WTO protocols could only en-
hance American exports in this industry.

China’s accession to the WTO would provide a series of direct benefits to the U.S.
printing, publishing, and converting equipment industry. NPES Members will be
able to offer their Chinese customers a leasing option for large printing equipment,
an option not currently available under prevailing conditions. Chinese end-users
would be able to have direct access to parts and supplies of printing, publishing and
converting equipment and services. Finally, clear and transparent rules governing
imports into China would enable U.S. manufacturers and suppliers to position and
market their products and services. This last point would be especially useful, as
NPES Members have reported experiencing great difficulties exporting spare parts
to China. One member commented to us that, “we have a hard time getting war-
ranty parts into China and an impossible time getting parts back to the U.S. for
evaluation and repair.” NPES Members also report that corruption and commission
payments represent strong non-tariff barriers to trade with China. While WTO ac-
cession would not by itself solve the problem of Chinese corruption, the rules under
which China would be required to operate would serve to throw the process open
so that it would become more difficult to unfairly deny American exporters access
to the Chinese market. NPES Members would also benefit from the ending of arbi-
trary or non-scientific standards that represent a significant non-tariff barrier to
American imports.

American printing equipment manufacturers would also see a direct benefit from
the extension of intellectual property rights enforcement in China. So far domestic
competition within China, while priced at around 20% the cost of American imports,
is of such poor quality that American-made printing equipment is considered far su-
perior and worth the expense. However, should Chinese companies begin copying
American designs and marketing their own versions of American products, as has
happened in other industries, our members fear a significant reduction in their Chi-
nese business.

CHINESE MEMBERSHIP IN WTO MEANINGLESS WITHOUT PNTR

It can clearly be seen that Chinese admission to the WTO would have a signifi-
cant, and positive, impact on the American printing, publishing and converting
equipment industry. However, in order for these positive gains to be realized it is
necessary for Congress to grant China Permanent Normal Trade Relations status.
This is because unconditional normal trade relations are required under WTO proto-
col, and even an extension of the current annual review of NTR would violate WTO
rules. Without PNTR American manufacturers would have the worst of both worlds,
as China could still join the WTO, but American manufacturers would reap none
of the benefits of the U.S.—China agreement.

Opponents have raised economic, social, and political objections to PNTR for
China. We believe, however, that these objections should not sway Congress against
granting PNTR. For example, it has been stated that the current U.S. trade deficit
with China will only increase as inexpensive Chinese imports flood the U.S. market.
This objection is refuted, however, by the fact that the agreement between China
and U.S. is a litany of almost completely one-sided concessions by the Chinese that
will serve to open the Chinese markets to more exports. The printing, publishing
and converting equipment industry would expect to see little or no competition from
Chinese imports.! This is due to the vastly superior quality of American equipment
compared to its Chinese counterparts.

1In 1999 American imports of Chinese printing products amounted to only $9 million, com-
pared with $60 million in exports.
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CONCLUSION

NPES believes that the important technological integration taking place both in
China generally, and in the Chinese printing industry specifically, is leading the
way to Chinese economic integration. This integration is an effective tool with which
to advance the broad range of U.S. national interests in China and all of Southeast
Asia. Our members would benefit greatly from the implementation of the agreement
between the United States and China that allows for Chinese accession to the World
Trade Organization, and we encourage Congress to pass PNTR needed to facilitate
that outcome.

It has also been argued that poor working conditions in China, China’s poor over-
all human rights record, and its proliferation of weapons to other parts of the world
will be tacitly endorsed and encouraged by the policy of engagement that is em-
bodied in this agreement. We believe, however, that it is only through engagement
with China that change will occur. A poor and isolated China is a dangerous inter-
national player, whereas an engaged China fully absorbed into the global trading
community will lead to a safer world.

NPES thanks the Committee for this opportunity to submit testimony, and it is
prepared to respond to questions or requests for further information.

Statement of National Retail Federation

Introduction

The National Retail Federation (NRF) is the world’s largest retail trade associa-
tion with membership that includes the leading department, specialty, discount,
mass merchandise, and independent stores, as well as 32 national and 50 state asso-
ciations. NRF members represent an industry that encompasses more than 1.4 mil-
lion U.S. retail establishments, employs more than 22 million people—about 1 in 5
American workers -and registered 1999 sales of $3 trillion. NRF’s international
members operate stores in more than 50 countries.

NRF strongly supports the accession of China to the World Trade Organization
(WTO) under the terms negotiated by the United States as stipulated in the U.S.—
China bilateral trade agreement. That agreement offers substantial benefits to U.S.
consumers, farmers, companies, and workers. The agreement will integrate China,
the world’s third-largest economy, into the global trading system and help to bring
about positive economic and political change within China. China must undertake
substantial reforms to open its economy and liberalize its domestic trade and eco-
nomic policies and practices. But to benefit from China’s WTO membership and the
provisions in the landmark bilateral trade agreement, Congress must act swiftly to
approve permanent normal trade relations (NTR) status for China.

II. Permanent NTR for China Is Needed to End the Disruptive Annual NTR Renewal
Process

For years, the annual NTR renewal process has created instability in the U.S.—
China relationship. This ongoing instability has hampered opportunities to export
to, import from, and invest in China. Although Congress has granted China annual
NTR continuously since 1980, the cycle of annual renewals and the uncertainty as-
sociated with the process result in costly disruptions that hurt both American con-
sumers and U.S. businesses alike.

The uncertainty of the annual NTR renewal is particularly disruptive for U.S. re-
tailers, which typically place orders for Chinese products 18 months prior to deliv-
ery. China offers American consumers many value-priced goods such as clothing,
footwear, consumer electronics and toys, as well as products like silk apparel that
are simply not available from other manufacturers in the United States. The con-
tinuing uncertainty of China’s NTR status forces retailers to gamble. Should they
pay other suppliers more to buy the goods they would have gotten from China,
which would, in turn, force them to pass the higher prices on to their customers?
Or should they risk the uncertainty of sourcing from China, hoping that NTR will
continue, so they can realize cost savings which are passed on to their customers?
%n eilther case, the uncertainty is reflected in higher product prices for American

amilies.

Opponents of permanent NTR for China have claimed that the United States can
maintain the annual renewal process once China is a WT'O member and still receive
the benefits of the bilateral agreement. This is not the case. As a member of the
WTO, the United States must grant China unconditional, continuous NTR status.
Even if the United States continues to grant China continual annual NTR status,
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perpetuating a system that limits NTR status to a length of time would violate the
requirement, because a time limit constitutes a condition in and of itself. Moreover,
it 1s a limitation to which no other WT'O member would be subject. Therefore, un-
less Congress grants to China the same permanent NTR status enjoyed by other
WTO members, China would be within its right to deny to the United States many
of the benefits of China’s WT'O membership.

Under Article XIII 3. of the Marakesh Agreement Establishing the World Trade
Organization, PNTR legislation must be passed by Congress and enacted into law,
before the WT'O membership approves China’s terms of accession. It should also be
emphasized that Congress cannot prevent China from joining the WTO. That event
will occur if two-thirds of the WT'O members vote to approve the terms of accession.
All Congress can achieve by failing to approve PNTR is to deny to U.S. companies
and American workers the benefits of the U.S.—China bilateral trade agreement
and Chinese membership in the WTO.

III. The Textile and Apparel Provisions in the Bilateral Trade Agreement Will Bene-
fit U.S. Consumers

Virtually all textile and apparel imports from China are currently subject to some
type of restrictive quota. These quotas distort trade and lead to higher clothing
prices for American families. Under the provisions of the bilateral trade agreement,
China will be subject to the WT'O Agreement on Textile and Clothing (ATC), which
requires that all quotas on textile and apparel products be phased out over a 10-
year period ending in 2005.

A study by the U.S. International Trade Commission (ITC) found that applying
the ATC to China would have impressive positive effects on the U.S. economy. The
ITC predicts that applying the ATC to China would increase U.S. GDP by $1.9 bil-
lion and economy-wide welfare gains could reach $2.4 billion in 2006.

It must be remembered, however, that the benefits of applying the ATC to China
will take many years to materialize. The United States has refused to integrate (re-
lease from quota) any textile or apparel products of importance to American con-
sumers (save babies’ wear) before 2005. Thus, even with the ATC, U.S. quotas im-
posed on imports from China remain intact for some time. Also the trade-weighted
base growth rate of Chinese apparel quotas is very low: 1.33 percent. The ATC’s ac-
celerate growth provisions, which will apply to China once China becomes a member
of the WTO, increase this base growth rate to just 2.0 percent in 2000. Thus, the
accelerated growth provisions of the ATC will not result in surges of apparel imports
from China.

The U.S.—China bilateral trade agreement governing the terms of China’s acces-
sion to the WTO also includes two safeguard mechanisms that portend greater pro-
tection from increased textile of clothing imports than apply to any imports into the
United States from any other WT'O member. From 2005 to 2009, China will be sub-
ject to a special textile safeguard mechanism under which it will be relatively easy
for U.S. textile and apparel producers to win extended quota protection from im-
ports. After that, this trade will be governed by another stricter-than-Section 201
special safeguard that also promises a continuation of quotas into the foreseeable
future. Although retailers are concerned that the protections afforded by these safe-
guards mechanisms as well as the U.S. antidumping laws will continue to restrict
trade textile and apparel trade with China for some time into the future, these pro-
tections belie the dire scenarios painted by some of the PNTR opponents about the
adverse impact on the U.S. textile industry.

IV. The Bilateral Trade Agreement Will Improve the Ability of Retailers to Open,
Supply, and Operate Stores in China

Some American retailers are eager to open stores and sell products to the Chinese
market. Unfortunately, that market is virtually closed to U.S. retailers. Foreign
companies are only allowed to conduct retail business through experimental joint
ventures. Stringent restrictions are also in place that regulate the geographic loca-
tions of stores, limit foreign ownership, and impose burdensome licensing proce-
dures for new stores. In this environment retailers are not able to easily expand op-
erations into the world’s most populous market.

The good news for retailers is that the bilateral trade agreement would dramati-
cally open China’s distribution services. The agreement would allow foreign owner-
ship, eliminate geographic limits on stores and grant foreign retailers full trading
rights. In a recent study, the ITC determined that the removal of distribution serv-
ices restrictions would allow U.S. retailers to boost trade and investment in the Chi-
nese market and facilitate the opening of new stores. The liberalization of distribu-
tion services is also important for U.S. producers of manufactured and agricultural
products that rely on retailers to sell their products in stores in China.
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If Congress does not approve permanent NTR for China before its accession to the
WTO, U.S. companies will be denied these benefits and foreign retailers will gain
a huge advantage in the Chinese market. As U.S. companies miss out on the oppor-
tunity to open and operate stores in China, huge amounts of market share will be
lost to foreign competitors, whose home countries have granted China permanent
NTR.

V. China’s Membership in the WT'O Will Promote the Kind of Change that America
Seeks in China’s Trade and Other Policies and Practices

Membership in the WTO, including U.S. extension of permanent NTR, will pro-
mote the very change America seeks in many of China’s trade and other policies
and practices. As a member of the WTO, China will be held to its trade commit-
ments by the WTO’s dispute settlement system. WTO membership will make China
subject to multilateral action by the organization’s 135 members in trade disputes.
The current U.S. tools, Section 301 and the annual threat of denial of NTR, have
not achieved the kind of success that the WTO process can promise. Moreover, uni-
lateral trade sanctions can threaten a similar action by the target country that can
escalate into a destructive trade war. That threat is substantially diminished when
the sanctions are imposed and approved by the multilateral rules of the WTO.

Excluding China from the international economic system will weaken, not
strengthen, the position of courageous reformers in China. The cost will be long-
sought improvements in China’s human rights, nuclear proliferation, and other non-
trade practices that these reformers support. Approving permanent NTR will send
a strong sign to China that the United States is committed to those who would re-
form China and will be a partner in its transformation to a market economy.

VI. Conclusion

The importance of granting China permanent NTR status cannot be understated.
The consideration of this matter by Congress later this year represents a historic
opportunity that will fundamentally affect the progress of reforms in China and U.S.
competitiveness in the global economy in the 21st Century.

When considering permanent NTR for China, members of Congress must remem-
ber that they are not voting on the admission of China to the WTO. China can be-
come a member without the nod of the United States. Rather, Congress will decide
whether or not the United States will receive the benefits of China’s WTO member-
ship. The U.S.—China bilateral trade agreement and the accession of China to the
WTO offer tremendous benefits to all Americans and NRF strongly encourages Con-
gress to act swiftly to approve permanent NTR for China.

Statement of J.T. Bunn, Executive Vice President, Tobacco Association of
United States, Raleigh, NC, and Leaf Tobacco Exporters Association, Ra-
leigh, NC

Mr. Chairman and Members of the Committee,

I am presenting this statement on behalf of Tobacco Association of United States
and Leaf Tobacco Exporters Association. The members of these two organizations
purchase, process, handle, and export virtually all U.S. leaf tobacco that enters for-
e}ilgn tral((lie. These members supply U.S. grown leaf tobacco to manufacturers around
the world.

We are extremely concerned about a serious phytosanitary trade barrier imposed
by the government of China that prohibits the U.S. tobacco growers from having ac-
cess to China’s market. China’s phytosanitary trade barrier prevents the importa-
tion of leaf tobacco from selected countries where a disease known as tobacco blue
mold occurs.

In an effort to achieve the research of this non tariff trade barrier, work began
in 1992 between USDA officials and China’s Ministry of Agriculture to develop a
research protocol and to conduct extensive research to determine whether there was
any scientific bases for the ban on importing U.S. leaf to China. After protracted
meetings and discussions with China’s Agricultural officials and the China Animal
and Plant Quarantine officials, the research protocol was finally signed with China’s
officials in 1995.

The blue mold research project included cooperation between China’s scientists,
U.S. Department of Agriculture scientists and North Carolina State University sci-
entists. World renowned blue mold scientists from NC State University conducted
the research work. Dr. Harvey Spurr led the project which also included Dr. Charles
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Main. Both are highly published authorities on the blue mold pathogen. According
to the research results, U.S. leaf tobacco that has been cured and processed, which
is the only form in which U.S. flue-cured leaf is exported, poses no threat to China’s
tobacco industry. A copy of Dr. Harvey Spurr’s position statement is attached.

Before this research was conducted, many international scientific authorities were
convinced that China’s phytosanitary restrictions on cured processed leaf had no sci-
entific basis because U.S. leaf tobacco has been shipped around the world for many
decades without a single incident of blue mold being spread from imported U.S. leaf.
Now the definitive research has been done and confirms that China’s phytosanitary
restriction on leaf tobacco is based on unsound science and is being used to protect
China’s large domestic tobacco industry from U.S. competition.

The U.S. tobacco growers desperately need access to the China market. The grow-
ers’ production quotas have been dramatically reduced by one-half during the last
three years and China as the largest consumer of tobacco products in the world and
has the potential for being a significant market for millions of dollars of U.S. grown
leaf.

The blue mold issue must be resolved now in the context of the U.S. China Bilat-
eral Trade Agreement and before China enters the WT'O. China has been purchas-
ing tobacco from countries where blue mold occurs. Obviously, China’s selective use
of this phytosanitary trade barrier against U.S. growers is being done to prevent
competition from high quality U.S. leaf tobacco. We must use this opportunity of
China’s WTO accession to eliminate this unfair non tariff trade barrier.

Once the China market is open for U.S. tobacco growers, the tobacco state trading
monopoly (China National Tobacco Corporation) must be required to have trans-
parent trading practices to ensure that CNTC operates as a commercial enterprise
according to WTO requirements. Additional road blocks such as prohibitive duties
and non tariff trade barriers that may be used by China to impede trade must not
be tolerated by the United States. The Congress should not allow China’s protection-
ist trade policies and practices to continually distort our trading relationship. U.S.
tobacco growers should have the same access to China’s markets as tobacco growers
from other competing countries.

Our Associations’ thank the Chairman for the opportunity to present our state-
ment to the House Ways and Means Committee.

J.T. Bunn

[An attachment is being retained in the Committee files.]

Statement of the U.S. High-Tech Industry Coalition on China

Eleven trade associations representing U.S. high-technology industries have
joined together through the U.S. High-Tech Industry Coalition on China to work to-
gether on one of our highest priority public policy issues this year—China’s acces-
sion to the World Trade Organization (WTO). The coalition represents U.S. manu-
facturers of semiconductors and semiconductor equipment and materials, computers,
electronics, software, and telecommunications equipment, as well as U.S. Internet
companies. A list of coalition members is attached.

The U.S.—China bilateral WTO accession agreement reached on November 15,
1999 is a solid win for U.S. high-technology industries. In that agreement, China
committed to comprehensive reform of its economy, and to eliminate tariff and non-
tariff barriers to trade, regulatory requirements and investment restrictions. As a
result of this historic step, U.S. high-tech industries are poised to expand exports
to this rapidly growing market, increase high-wage American jobs, and continue our
technological leadership and competitiveness in international markets.

For our industry to reap the benefits of these market opening concessions that
China has made, however, Congressional approval of permanent normal trade rela-
tions (PNTR) with China is necessary.

Opportunities in the Chinese Market

In the next decade, China is expected to become one of the largest markets in the
world. Based on U.S. Commerce Department data, China represented the 12th larg-
est high-tech export market in 1998, with electronics exports exceeding $3.0 billion.
Electronics comprised 21 percent of total U.S. exports to China in 1998. The follow-
ing provides an overview of the Chinese market for some of the key high-tech sec-
tors.

Semiconductors and Semiconductor Equipment and Materials
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The current semiconductor market in China is estimated to be up to $8 billion
per year. Some analysts expect it to become the third largest semiconductor market
by 2001 (ahead of Germany, but behind Japan and the United States) and the sec-
ond largest by 2010. The current semiconductor equipment and materials market
in China is estimated to be over $1 billion per year and is projected to reach almost
$4 billion in 2003.

Computers

The market in China for computers is expanding rapidly, averaging 37 percent
growth per year for the past three years. The Chinese market will continue to
grow—International Data Corporation predicts that by 2003, China will be the third
largest PC market after the US and Japan. More than 120 million Chinese citizens
plan on buying a computer in the next two years.

Software

China’s software market is growing at 28 percent a year. High growth rates will
continue as Internet use in China continues to climb and piracy rates decrease. The
IIf}ternet is projected to reach an estimated 20 million people in China by the end
of 2000.

Telecommunications

China’s market for cellular telecommunications is growing at a tremendous rate.
By the end of 1999, China boasted approximately 40 million cellular subscribers,
bringing it closer to its target of becoming the world’s second largest cellular market
with approximately 60 million subscribers. Only the cellular market of the United
States is projected to be larger than China’s by the end of this year. With the mar-
ket potential for 3rd generation mobile communications also taken into consider-
ation, China promises market opportunities for years to come.

Internet

More than 9 million Chinese are already on-line, and in the next few years China
is expected to become one of the largest Internet markets in the world. This growing
market offers tremendous commercial opportunities to U.S. firms. By participating
in this market, U.S. Internet service and content providers can make sure that vital
social services—such as education, communications and telemedicine—are delivered
across the Internet. We can also lay the groundwork for e-commerce and the eco-
nomic growth, productivity and jobs it will generate.

Benefits of China’s WTO Accession

As the China accession negotiations began in earnest, the High-Tech Industry Co-
alition on China set forth its objectives for our negotiators. The package that they
have come back with meets those objectives.

Under the terms of the November 1999 bilateral agreement, China’s WTO acces-
sion would provide significant opportunities and benefits to U.S. high-tech indus-
tries. A summary of some of these key benefits follows.

e Information Technology Agreement: China has agreed to adopt the Information
Technology Agreement (ITA), which eliminates tariffs on products such as comput-
ers, telecommunications equipment, semiconductors, semiconductor manufacturing
equipment, computer equipment and other high technology products. China has
agreed to eliminate nearly all of its IT tariffs (which currently average 13%) by
2003, and the remainder by 2005.

The benefits to U.S. high-tech industries are clear: duty-free entry of U.S. prod-
ucts should result in increased exports, sales and market share of U.S. products. In
addition, American high-tech companies producing in China will have access to
lower cost inputs. Finally, China’s adoption of the ITA will help to combat smug-
gling, since the incentive for the creation a black market to circumvent tariff bar-
riers will be removed.

e Trading and Distribution Rights: China will, for the first time, permit American
and other foreign companies to directly import and export products—so-called trad-
ing rights. China has also, for the first time, agreed to permit American and other
foreign companies to directly distribute their products, including wholesale and re-
tail and after-sale service, repair, maintenance, and transport.

For American high-tech industries, the right to provide direct service is essential
to control quality and ensure the authenticity of the spare parts being delivered. In-
deed, in other important overseas markets, American firms increasingly are using
quality service as a strategic weapon against foreign competitors to win customers
and grow market share. The inability to deal directly with end-users is a particular
problem in the semiconductor industry, where the design and development of appli-
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cation-specific chips requires extensive contact between semiconductor producers
and the ultimate end-users of the chips.

Since China has agreed that all restrictions on trading and distribution rights will
be eliminated three years after accession for most sectors, the benefit will be the
ability for our industries to quickly excel in China’s rapidly growing, competitive in-
formation technology market.

e Investment Restrictions: China has agreed to implement the WTO Trade-Relat-
ed Investment Measures (TRIMS) Agreement upon accession. This means China will
eliminate and cease enforcing trade and foreign exchange balancing requirements.
China will also eliminate and cease enforcing local content requirements, and refuse
to enforce contracts imposing these requirements. China will guarantee that laws
or regulations to the transfer of technology or other know-how will be consistent
with WTO obligations to protect intellectual property rights and trade-related in-
vestment measures.

China has also agreed that, upon accession, it will not condition investment ap-
provals, import licenses, or any other import approval process on performance re-
quirements of any kind, including: local content requirements, offsets, transfer of
technology, or requirements to conduct research and development in China.

These provisions will help protect American firms against efforts by some Chinese
officials to force the transfer of U.S. commercial technology to Chinese firms, which
has been a significant issue for U.S. high-tech companies seeking market access or
the right to invest in China.

¢ State-Owned and State-Invested Enterprises: China has agreed that it will en-
sure that state-owned and state-invested enterprises will make purchases and sales
based solely on commercial considerations, providing U.S. firms with the oppor-
tunity to compete for sales and purchases on non-discriminatory terms and condi-
tions. This is an important point for U.S. high-tech industries, since state-owned
and state-invested enterprises currently control a significant share of domestic and
international trade in commercial high-tech goods in China.

e Telecommunications Services: Included in China’s concessions in the telecom
sector, China agreed to open its telecom market to foreign service providers accord-
ing to the following schedule:

¢ Phase-in of foreign participation in paging/value-added services in two years, al-
lowing up to 50 percent ownership by foreign investors;

¢ Phase-in of foreign participation in mobile/cellular services over five years, al-
lowing up to 49 percent ownership by foreign investors;

* Phase-in of foreign participation in fixed line/international long distance serv-
ices over six years, allowing up to 49 percent ownership by foreign investors.

In addition, China agreed to sign onto the WTO Agreement on Basic Tele-
communications Services (BTA). The BTA commits participating countries to open
their telecom services markets. China has committed to a set of regulatory prin-
ciples contained in the so-called Reference Paper to the BTA, and has therefore
made specific commitments to open up its telecom services markets. These include
providing access to the public telecom networks of incumbent suppliers under non-
discriminatory terms and at cost-oriented rates. China also agreed to technology-
neutral scheduling, meaning technology choices are made as commercial decisions,
rather than government mandate.

The Ministry of Information Industry (MII) is preparing China for competition
from foreign service providers after China’s accession to the WTO. To meet this goal,
China’s second telecom carrier, China Unicom, is slated to buildout an additional
national cellular network in 2000 based on Code Division Multiple Access (CDMA)
technology. This development is very positive for U.S. telecom equipment manufac-
turers, as they are the world’s leading suppliers of this technology. In addition,
China introduced a new service provider into the market in 1999, China Netcom
(CNC). This new company will focus on the provision of Internet Protocol (IP) te-
lephony, allowing more efficient use of bandwidth on the Chinese networks.

* Intellectual Property: By joining the WTO, China will become subject to the
Agreement on Trade Related Aspects of Intellectual Property (TRIPs). Moreover,
China has agreed to be subject to all TRIPs obligations upon accession, without any
transition period. The TRIPs agreement is the best vehicle available to high-tech in-
dustries to combat piracy of intellectual property and to create a healthy environ-
ment for the development of information technology in China.

Industry experts estimate that 95 percent of the business applications software
used in China was pirated in 1998 (the last year for which data is available), depriv-
ing the software industry of nearly $1.2 billion in licensing revenue. If China were
to bring its legal system into compliance with the standards in the TRIPs Agree-
ment, the U.S. software industry should be much more able to enforce its rights in
Chinese courts and administrative tribunals. However, the United States will be un-
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able to ensure Chinese compliance with the TRIPs Agreement absent the grant of
PNTR to China.

e Antidumping: The bilateral agreement enables the United States to maintain
strong protections against dumping. Since China’s economy is not fully market-ori-
ented, it is critical that the United States maintains its ability to utilize its existing
non-market economy methodology in the application of U.S. antidumping laws. The
United States and China have agreed that the United States may maintain this cur-
rent methodology for 15 years after the date of China’s accession to the WTO.

PNTR is Necessary for the U.S. to Benefit from China’s WT'O Accession

The United States must approve permanent normal trade relations (PNTR) status
for China in order for U.S. firms to receive the benefits of China’s accession to the
World Trade Organization (WTO). If China accedes to the WTO and the U.S. Con-
gress does not pass legislation granting China PNTR, it is expected that the Admin-
istration would invoke its right of “non-application” under Article XIII of the WTO
Agreement, as has been done with respect to other countries subject to the Jackson-
Vanik Amendment. This would be done at the time China formally accedes to the
WTO. Even though China would become a WT'O member, the United States would
not treat China as a WTO member. Moreover, China would not be required to treat
the United States as a WTO member.

Without PNTR, an historic opportunity would be jeopardized for U.S. companies
and their workers. The terms of the landmark U.S.—China bilateral agreement con-
cluded in November and all other terms of China’s WTO accession package would
not apply to U.S.—China trade and investment, except to the extent that existing
bilateral agreements make the WTO agreement terms binding between the two
countries.

While the United States would receive some modest benefits, such as tariff cuts,
under the terms of the 1980 bilateral agreement between the United States and
China, many of the hard-fought concessions by the Chinese are not covered by this
agreement. For example, China’s agreement to eliminate forced technology transfer
and investment requirements would not be extended to the United States. Nothing
in the 1980 agreement requires the Chinese government to ensure that its state-
owned and state-invested enterprises make their purchases solely on commercial
terms, while China agreed to this commitment in the WTO accession agreement.
Without PNTR, U.S. companies would not benefit from China’s agreements to allow
distribution rights for foreign companies and to allow investment in telecom and
Internet services. Additionally, the United States would not have access to the WTO
dispute settlement process to enforce intellectual property and other rights in the
case of any noncompliance by China.

Annual NTR Extension is Not Sufficient

Article I of the General Agreement on Tariffs and Trade (GATT) requires that
WTO members provide “unconditional” MFN treatment to other WTO members.
This principle is a cornerstone of the WTO and an open global trading system.

Some have argued that the United States can meet this unconditional MFN obli-
gation, and thus be entitled to China’s WTO concessions, as long as Congress re-
news NTR on a continual basis. But under the Jackson-Vanik Amendment to the
Trade Act of 1974, China’s MFN status is tied to annual Presidential findings or
waivers regarding freedom of emigration, which can be overridden by Congress
through a joint resolution of disapproval. Continued annual renewal of China’s NTR
status would violate WTO rules because it would be conditional (on freedom of emi-
gration per the Jackson-Vanik Amendment) and discriminatory (requiring proce-
dures for China that are not applied to other WTO members). Approval for perma-
nent NTR is necessary to meet the WI'O’s unconditional MFN obligation.

Conclusion

The American high-tech industry has been at the forefront of U.S. economic ex-
pansion and technological leadership. Granting China PNTR, coupled with the sig-
nificant market reforms in China embodied in its WTO commitments, will enable
our industry to expand its market presence and business opportunities in this criti-
cal market.

Moreover, access to American commercial information technology enables people
worldwide to improve business efficiency across all sectors, enhance educational and
social opportunities, and connect with one another. Improved market access for U.S.
commercial information technology in China will help to advance economic and so-
cial reform in China. A timely congressional vote granting PNTR to China is a criti-
cal and necessary step toward securing this goal.
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U.S. HIGH-TECH INDUSTRY COALITION ON CHINA

American Electronics Association

Business Software Alliance

Computer Systems Policy Project

Computing Technology Industry Association
Electronic Industries Alliance

Information Technology Industry Council
Semiconductor Industry Association
Semiconductor Equipment & Materials International
Software & Information Industry Association
Telecommunications Industry Association
United States Information Technology Office

Statement of U.S. Wheat Associates, Wheat Export Trade Education
Committee, and National Association of Wheat Growers

Wheat producers across the United States strongly support China’s entry into the
World Trade Organization (WTO) and the immediate approval of permanent normal
trade relations status for China.

China is potentially the world’s largest wheat market. Unfortunately, it has main-
tained a non-tariff trade barrier on U.S. wheat exported from Pacific Northwest
ports since 1972, and from Gulf ports since June of 1996, due to the perceived
threat of Tilletia Controversa Kuhn (TCK), a wheat fungus known as TCK smut.
This barrier to the Chinese market continues to have a very negative economic im-
pact on all U.S. wheat producers.

In April of 1999, Prime Minister Zhu Rongji announced China’s intention to lift
its long-standing restrictions on the export of U.S. wheat from areas where TCK is
known to occur. This agreement allows U.S. wheat to be exported from any state
or any U.S. port to any Chinese port as long as these imports do not exceed a toler-
ance level of 30,000 TCK spores per 50-gram sample. This level can easily be met
by U.S. wheat exporters while acknowledging China’s concerns about this disease.

While the market access agreement is not tied to China’s entry into the World
Trade Organization, the Chinese unilaterally decided to link it to U.S. support for
their WTO entry that has now been agreed upon. We had expected China to imple-
ment the TCK agreement immediately upon signing. We have strongly encouraged
the Chinese to implement this agreement as a sign of good faith towards their WTO
commitments.

This announcement followed more than 20 years of extensive—at times frustrat-
ing—discussions between the U.S. and China to resolve this issue. TCK restrictions
were instituted due to China’s concerns that its own wheat crop could become in-
fected with TCK. It is significant that this longstanding dispute over TCK smut was
resolved based on a framework that is consistent with the objectives of the Uruguay
Round Agreement on Sanitary/Phytosanitary Measures (SPS). The SPS agreement
is the heart of settling disputes of this type in the WTO as it requires that sound
science, not political or other issues, determine whether products are safe to trade.
Together, the United States and China agreed to let science, rather than political
or other considerations, determine the terms of trade between our two countries.

Likewise in November of 1999, the United States and China completed negotia-
tions on China’s entry into the WTO. The agreement was formalized when the Chi-
nese language version of the agreement was signed in Seattle last December.

In accordance with this agreement, China will liberalize its purchase of bulk agri-
cultural commodities like wheat, corn, soybeans, rice and cotton. China will adopt
tariff-rate quotas—that is, very low tariffs on a set volume of these bulk commod-
ities. The wheat TRQ, for example, begins at 7.3 million tons and rises to 9.3 million
tons by 2004. (Present import levels are below 2 million metric tons.) In all commod-
ity TRQs, private traders will be guaranteed a share of the TRQ and a right to im-
port using the portions of the shares given to state trading companies that are not
used by the state agencies. This will help establish legitimate private-sector trade
in China. Taken together, the TCK resolution and the U.S.—Chinese trade agree-
ment, represent an important new commercial opportunity for U.S. wheat producers
at a critical time for the economic health of the industry.

China is the world’s largest wheat producing and largest wheat consuming nation.
The U.S. is the world’s largest wheat exporter. U.S. wheat exports to China have
varied over the years, contingent upon Chinese wheat production levels and those
of other wheat suppliers. Throughout the early 1990s, China imported from one mil-
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lion metric tons to 5.6 million metric tons of U.S. wheat each year. In recent mar-
keting years, Chinese imports of U.S. wheat have declined significantly due to major
increases in China’s own production and the stringent enforcement of the TCK zero
tolerance restriction.

Nevertheless, we expect China to once again become a major importer of U.S.
wheat. We base our expectations on economic developments and production con-
straints in China. China has a huge and growing population, burgeoning coastal cit-
ies, growing demand, declining stocks, stagnant acreage and reduced domestic price
supports. We anticipate that over a period of a few years, increased China trade
would have a significant impact on the world supply and demand situation that
should be positive for prices. To put it plainly, nothing else on the horizon could
have such a big impact in the short term on U.S. wheat exports and the economic
stability of wheat producers or hold such potential for expanded growth in the fu-
ture.

USDA’s baseline projection puts China’s wheat imports at 4.2 mmt in five years.
U.S. Wheat Associates estimates that the U.S. market share could be one third to
one half of total Chinese imports. The U.S. market shares are very high in a num-
ber of neighboring countries and we believe that our market share with China has
greater potential than most estimates. This is based on work by U.S. Wheat Associ-
ates personnel located in China who believes that China’s wheat importers are fo-
cusing on the need for “quality” wheat. The import demand is projected to focus on
wheat with qualities needed for better consumer products that are not produced in
large quantities in China.

In order for U.S. wheat producers to realize the full potential of the Chinese mar-
ket, it is absolutely critical that Congress approves legislation to grant China Per-
manent Normal Trade Relations status (PNTR) as soon as possible. As Ambassador
Barshefsky said in her testimony before the House Ways and Means Committee
there is “no option” to addressing PNTR now. There is no option for United States
wheat producers but to have the opportunity to participate in the Chinese market.
If we are to achieve the benefits of this long sought agreement and give producers
the opportunity to market into this huge economy, China must be brought under
the rules based system of the WTO. We have that opportunity with the agreements
delivered in April.

By granting permanent normal trade relations for China Congress will be giving
nothing away to China, our market is already open. However, you will be fulfilling
one of the “unmet promises” of the 1996 Freedom To Farm Bill, that of continuing
to provide export markets for U.S. farmers and ranchers. U.S. farmers would rather
have open fair markets than receive payments from the government. Farmers want
to add to the balance of payments by exporting their products.

This point is especially timely and crucial as the U.S. trade deficit reaches an all-
time high. Our trade deficit with China, second highest after Japan, has ballooned
to $68.67 billion in 1999 as reported by the U.S. Department of Commerce. The only
way to counter this trend is to open markets throughout the world and facilitate
the exportation of U.S. products. Bulk commodities such as wheat can have a sub-
stantial positive impact on the trade balance as demand for high quality foods con-
tinues to rise. The Chinese economy is poised to reach new heights and as their
middle class swells it is imperative for U.S. producers to have fair and unfettered
access to this market.

Various people including Ambassador Barshefsky, have stated that it would in-
deed be ironic if the United States after over 14 years of negotiations to include
China in a rules based world trading system would decide not to grant them PNTR.
By doing so we would be allowing our competitors to have the benefits of China
opening its market—the most dynamic and rapidly growing in the world. U.S. lever-
age and any means of influencing China under the WTO rules system would be lost
and the United States would yield its leadership in the trade arena.

The U.S. wheat industry is looking forward to working with the Chairman, this
committee, and others in Congress to make permanent normal trade relations for
China happen this year. The wheat industry will do everything it can to mobilize
grassroots support, but it is necessary for supporters in Congress and the Adminis-
tration to exhibit strong leadership and cooperation in order to deliver a positive
vote for America’s farmers, laborers and industries. This is an opportunity that we
can not afford to let slip away. Thank you.
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