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U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION

MARCH 4, 2004
The Honorable TED STEVENS,
President Pro Tempore of the U.S. Senate, Washington, D.C. 20510
The Honorable J. DENNIS HASTERT,
Speaker of the House of Representatives, Washington, D.C. 20515

DEAR SENATOR STEVENS AND SPEAKER HASTERT:

On behalf of the U.S.-China Economic and Security Review Commission, we are
pleased to transmit the record of our February 5, 2004 hearing on “China and the
WTO: Compliance and Monitoring.”

China is not a fully developed market economy and was even less so at the time
of its accession to the WTO. Integrating a large non-market economy into an inter-
national trading system that was designed for and dependent upon the efficient op-
erations of markets posed a challenge of monumental proportions. To help meet this
challenge, China’s accession agreement required it to implement changes to its laws
and economic system that had generally been a prerequisite for entering members.
WTO members accepted China into the organization only after negotiating the most
complex accession agreement in WTO history, one that reflected a large number of
commitments by China to transition to a market- and rules-based economy and spe-
cial safeguards for the domestic industries of other WTO members that could be sig-
nificantly injured by surges of imports from China’s non-market economy. Assuring
that China implements these commitments is a large and important task for the
U.S. Government.

The Commission held this hearing with the twin goals of assessing China’s
progress in complying with its schedule of commitments and gauging the adequacy
of U.S. Government monitoring processes. At our hearing, the Commission received
the testimony of officials from the U.S. Trade Representative (USTR) and the De-
partments of Commerce, State, and Agriculture. A panel of legal experts compared
the contemporary situation with China’s stated obligations and with U.S. expecta-
tions at the time of China’s accession. The Commission also heard from representa-
tives of agriculture, business, industry and labor organizations, many of whose
members have first-hand knowledge of China’s practical compliance.

China’s Compliance

China has made only mixed progress towards complying with its WTO obligations.
For instance, China has generally completed a broad range of tariff reductions in
accordance with timetables stipulated in the accession agreement. It has revised or
enacted a large number of laws and regulations to bring its trade system into better
conformity with WTO norms. In the services sector, it has reduced capitalization re-
quirements for some financial services operations, but requirements remain higher
than can be justified. After sustained pressure from U.S. officials, China reduced
barriers to U.S. agriculture exports through reform of tariff-rate quota implementa-
tion. Despite these and other positive steps, China has on the whole fallen behind
its schedule of commitments, and in some areas has implemented new barriers to
trade to compensate for those it is removing.

Some of the most egregious gaps between commitments and current practices in-
clude: rampant abuse and lax protection of intellectual property rights, lack of
transparency in adopting and applying regulations, the use of technical or safety
standards to unreasonably exclude foreign products—including non-science-based
sanitary and phytosanitary standards on agricultural products—implementation of
discriminatory tax incentives to encourage U.S. and other foreign semiconductor
companies to move their manufacturing operations to China, and obstacles to the
domestic distribution of imported products.

The Commission finds that:

e China has made progress on WTO compliance in absolute terms, but this
progress toward compliance has decelerated to an unacceptably slow pace. Fur-
thermore, some lowered barriers to trade have been replaced by new barriers
that deny market access to U.S. exports of goods and services, a practice that
we categorically reject.

Enforcement

While the Commission is satisfied that the U.S. Government is competently moni-
toring China’s compliance, we question the enforcement effort to date. The U.S. has
yet to file a single dispute against China in the WTO, despite numerous clear viola-
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tions disclosed at our hearing. The Commission understands that something of a
‘honeymoon’ period was necessary for China to have the opportunity to implement
its accession commitments and to afford the U.S. the time to review China’s nascent
track record. The two years that have passed since China’s accession represent a
period of sufficient length for such restraint and forbearance, a period which we now
expect to come to a close.

The Commission also acknowledges the value of settling a potential dispute case
through bilateral negotiations, which offer the promise of relief for afflicted U.S. in-
dustries on a compressed time scale. However, such negotiations will find greater
success if accompanied by a history of determined use of the WTO dispute resolution
mechanism when necessary. The Commission therefore urges continued bilateral
discussions on the catalog of compliance gaps, but similarly advocates vigilant use
of formal channels for redress when China fails to address grievances.

One area of monitoring we found to be particularly lacking is the WTO’s Transi-
tional Review Mechanism (TRM) for reviewing China’s compliance. This annual re-
view process was established as part of China’s accession agreement to the WTO.
U.S. negotiators expected the TRM to be a robust mechanism for monitoring China’s
WTO compliance and applying multilateral pressure for improvement. In practice,
the TRM has been undermined by China’s refusal to abide by standard WTO proce-
dural methods such as responding in writing to requests for information from other
member countries and its unwillingness to have TRM issues raised in WTO sub-
sidiary committee meetings at a sufficiently early stage to have a meaningful dia-
logue on the concerns. China argues that the normal customs of the WTO do not
apply because the TRM is a discriminatory measure applying only to China. The
Commission notes that China’s entry into the WT'O was conditioned on China’s ac-
ceptance of the TRM and other special provisions intended to compensate for the
disjunction between WTO standards and China’s non-market economy and under-
developed legal system. China accepted and signed the WTO agreement that created
and governs the TRM and therefore should desist from arguing that it is discrimina-
tory and instead cooperate in making it a useful mechanism to improve its imple-
mentation of its WTO obligations.

The Commission finds that:

e The TRM has failed to live up to the expectations of the U.S. and other WTO
members that it would be a comprehensive tool for measuring and evaluating
China’s compliance with the full range of its commitments and a robust mecha-
nism for putting multilateral pressure on China to address compliance shortfalls.

U.S. Economic and National Security

The Commission believes that the Executive Branch is sufficiently monitoring
China’s compliance with WTO obligations, and providing its results to the Congress
and the public at large in a timely manner. However, the Commission finds that
too little attention has been paid to the security implications of China’s participation
in the WTO. American economic security rests on a broad foundation of economic
activity, and actions to protect U.S. economic security will be bolstered by measures
employed to compel China’s compliance with its WTO obligations. Finally, the U.S.
must take care to preserve its domestic industries whose health is directly related
to important military capabilities.

Based on the record of this hearing and the Commission’s other work on these
issues to date, we present the following preliminary recommendations to the Con-
gress for consideration. The Commission will continue to develop these recommenda-
tions and provide additional guidance in our annual Report to the Congress.

Preliminary Recommendations:

e The U.S. Government should signal clearly to China that its WT'O ‘honeymoon’
period has ended, and that the U.S. will no longer hesitate to secure its rights
through formal recourse to the WTO when necessary. Such a statement should
accompany the first filing of a WTO case. The Congress should press the Ad-
ministration to use the WTO dispute settlement mechanism and/or U.S. trade
laws, including Section 301 provisions, to seek redress for China’s practices in
the areas of exchange rate manipulation, denial of trading and distribution
rights, massive violations of intellectual property rights (IPR) that have cost
U.S. firms billions of dollars, and government subsidies to export industries that
harm the competitiveness of U.S.-based manufacturing firms.

e China’s preferential value-added tax (VAT) treatment for domestically designed
and produced semiconductors and other discriminatory policies are encouraging
large foreign investments into semiconductor manufacturing facilities in China,
leading to a global overcapacity in that industry that threatens U.S. producers.
The Commission commends ongoing USTR efforts to resolve the issue expedi-
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tiously through negotiations, but now recommends that the U.S. forthwith file
a WTO case on the matter.

e China’s WTO obligations for curbing the abuse of intellectual property rights
demand not only China’s promulgation of appropriate legislation or regulations,
but also concrete results in the reduction of IPR violations, which are thus far
lacking. The U.S. should offer China assistance in implementing a program to
curb the abuse of IPR that includes criminal penalties against its citizens who
engage in such WTO-required practices. This offer should be coupled with an
explicit timeline for implementation and realization of results. The timeline
should also guarantee filing of a WTO case if the offer is rebuffed or its imple-
mentation unsuccessful.

e The U.S. should put in place procedures for consulting with trading partners
at the outset of each new dispute over China’s compliance. Particular efforts
should be made to work closely with the EU, Japan, and others to ensure that
China lives up to its WTO commitments.

e USTR and other appropriate U.S. Government officials should undertake stren-
uous efforts to reform the TRM process into a meaningful multilateral review
and measurement of China’s compliance with its WT'O commitments. If this is
unsuccessful, the U.S. Government should initiate a parallel process with the
EU, Japan, and other major trading partners to produce a unified annual report
by which to measure and record China’s progress toward compliance. This
measurement and evaluation should be provided in detail to Congress as part
of USTR’s annual report on China’s WTO compliance.

e The U.S. Government should make optimum use of the special Section 421 and
textile safeguards negotiated as part of China’s WTO accession agreement.
These important safeguards were designed to prevent our domestic industries
from being forced into bankruptcy by surges of Chinese exports. Although the
International Trade Commission has recommended that Section 421 relief be
granted on a number of occasions, they have yet to be approved by the Execu-
tive Branch. Testimony was presented to the Commission that the Chinese Gov-
ernment has hired U.S. law and government relation firms to lobby the Execu-
tive Branch to ensure that the special safeguards are not utilized. This puts pri-
vate sector U.S. firms seeking implementation of the safeguards at a disadvan-
tage and may have the effect of nullifying important safeguards Congress relied
on in approving PNTR for China.

e The Congress should amend our countervailing duty laws to permit their usage
in relation to non-market economies. For example, the Chinese Government
makes non-market based loans to its state-owned enterprises, enabling them to
export subsidized goods to the U.S. market that harm the competitiveness of
U.S. manufacturers.

e The transfer of technology by U.S. investors in China where it is a WTO-incon-
sistent condition of doing business with Chinese partners under Part I, Section
7(3) of China’s Accession Protocol remains an enduring security concern for the
U.S. The Commission understands there has been some reduction of this prac-
tice, but condemns any remaining instances of it and asks U.S. companies to
help maintain U.S. Government vigilance by reporting any continuing or future
occurrences.

We hope that this hearing record and the Commission’s above findings and rec-
ommendations will assist the Congress in assessing a complex but vital subject of
U.S.-China economic relations. As always, we stand ready to present to any inter-
ested Committees or Members the Commission’s research and analysis on this and
any other subject contained in the Commission’s mandate.

Sincerely,
Gt 9 (O it
Roger W. Robinson, Jr. C. Richard D’Amato
Chairman Vice Chairman

Note:

Commissioner Bryen dissented from the Commission’s majority in submitting these
preliminary recommendations.
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CHINA AND THE WTO: COMPLIANCE AND
MONITORING

THURSDAY, FEBRUARY 5, 2004

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION
Washington, D.C.

The Commission met in Room HL-1310, Longworth House Office
Building, Washington, D.C. at 10:04 a.m., Commissioners Patrick
A. Mulloy and William A. Reinsch (Hearing Co-Chairs), presiding.

OPENING REMARKS OF CHAIRMAN ROGER W. ROBINSON, JR.

Chairman ROBINSON. If we might come to order, please.Thank
you for being with us today, Senator.

I'd like to begin today’s proceedings by first thanking Chairman
Ney and Congressman Larson for use of this room on a day that
required some reshuffling, as all of you know. We are delighted
that Senator Dorgan could be with us to kick off this important
session on World Trade Organization compliance and other related
matters.

The co-chairmen for today’s hearing will be Commissioners Pat-
rick Mulloy and William Reinsch. As I understand it, Co-Chairman
Mulloy will be conducting the morning hearings, and I'd like to
turn to him now if I might to introduce Senator Dorgan.

Co-Chair MuLLOY. I want to welcome everyone to this morning’s
hearing on China’s compliance with its WTO obligations. I particu-
larly want to welcome Senator Byron Dorgan of North Dakota, who
is a good friend of this Commission and a supporter.

As a Senator from a state that is a major producer and exporter
of agricultural products and one with many farmers concerned
about full implementation of our trade agreements, he is well
placed to speak about our trade relations with China.

With that said, I will save the rest of my opening statement until
after the Senator’s testimony, and Senator, we very much appre-
ciate you being with us here today.

STATEMENT OF BYRON L. DORGAN
A U.S. SENATOR FROM THE STATE OF NORTH DAKOTA

Senator DORGAN. Commissioner Mulloy, thank you very much,
and I thank all of you for inviting me.

First of all, this is a very important topic, and I really appreciate
the work of the Commission. I think that the issue of trade and
economic security is very important. Our trade relationship with
China is particularly important. We negotiated and effected a bilat-
eral trade agreement with China in the year 2000, and I think it’s
important to try to take a look at what has happened since and
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what the Chinese have done to comply with the bilateral agree-
ment.

Will Rogers once said that the United States of America has
never lost a war and never won a conference. He surely must have
been thinking of our trade negotiations. With due respect to the ne-
gotiators, over a long period of time, we have consistently created
what I think are fundamentally unsound and bad trade agree-
ments, and more importantly, despite the deficiencies in the agree-
ments themselves, we have had a miserable record of enforcing any
agreement at any time with any country.

And so I think countries begin to understand that they can prom-
ise almost anything in a trade agreement, and in some cases, the
record shows we can’t even locate the agreement to determine
whether there’s an enforcement mechanism or a requirement for
another country to comply with particular provisions. We have
trade agreements with Japan, for example, that were inaccessible
to those who wanted to see them because they couldn’t be located,
which suggests that there’s no enforcement initiative at all.

And especially if you take a look at the amount of money the
Congress and the Executive Branch devote to enforcement both at
USTR and also at the Department of Commerce, it is a miserably
small amount of money. Even if we had the will, which we do not
have, to enforce trade agreements, the level of funding would not
allow us to aggressively enforce agreements.

Having said all of that, let me discuss just for a moment the situ-
ation with China. All of us know that we have the largest trade
deficit in human history, and we are not moving in the right direc-
tion; we are moving in the wrong direction, and it is a problem for
this country. Nobody talks much about it. People want to ignore it
and say that it’s a function of our budget deficit, when we had
budget deficits. Then when we had surplus, it was a function of
currency fluctuations, and the reason changes from season to sea-
son.

But we have had abiding, long-term deficits with Japan, for ex-
ample; now, with China we have an exploding deficit. Last year,
the merchandise trade deficit with China was $103 billion. It is ex-
pected to be somewhere above $130 billion. I recall sitting in this
building many years ago as a Member of the Ways and Means
Committee debating with my colleague Congressman Gibbons over
a trade relationship with China that at that point had a deficit of
$12 billion. It has, of course just radically exploded over more re-
cent years.

But in January of 2000, our trade negotiators completed a bilat-
eral deal with China, and let me describe specifically the issue of
wheat.

On the matter of wheat, which is a matter of vital importance
to my state, which is why I picked that particular issue, the Chi-
nese, in the 2000 bilateral, indicated that they would create an 8.5
million tonne TRQ with the expectation that we would have signifi-
cant access to the Chinese wheat market.

But almost immediately following that, I was alerted to some-
thing that was in the South China Morning Post, and the Vice-
Minister for Agriculture Long Yong Tu went down to Quanzhou in
south China, and he was quoted in their newspapers as saying—
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in China now—don’t worry about the agreement we have with the
United States. Sure, we agreed to let in 8.5 million metric tonnes
under this TRQ, but that doesn’t mean that we are actually going
to buy it. That’s just theoretical.

Now that’s what they said in China. So I busily wrote a letter
to the Agriculture Minister in China. I wrote to Vice-Minister Long
about it. I wrote to Ambassador Barshefsky about it. I actually did
not hear back from either. But you know that what has happened
since that time confirms what the Vice-Minister said in the South
China Morning Post: they didn’t intend to buy that quantity of
wheat from the United States.

We have had great difficulty accessing their market. Why? Be-
cause the Chinese government, in the aftermath of this trade
agreement, still has a stranglehold on import licenses necessary to
purchase U.S. wheat. It’s very simple. The Chinese government re-
tains 90 percent of all wheat import licenses for state trading en-
terprises. They determine whether they buy wheat and from whom.
They determine that.

And that’s within the construct of our agreement with them,
which doesn’t make much sense to me. The Government of China
gives private importers only about 10 percent of the wheat import
licenses, and it’s quite clear to me that the Chinese government,
despite some urgings recently, doesn’t really intend to comply with
what we expected would happen from the bilateral agreement, es-
pecially with the subject of wheat.

Now, there was an announcement recently that the Chinese
would buy 1 million metric tonnes of wheat over a 2-year period.
Well, they had agreed to import 8.5 million metric tonnes a year,
which this year was scheduled to go to 9.3 metric tonnes, and now
they say 1 million metric tonnes over 2 years. That’s a half a mil-
lion a year, it doesn’t represent compliance. Is it moving in the
right direction? Sure, it’s a baby step in the right direction. Does
it satisfy me? Absolutely not.

This trade deficit with China is growing. It is dangerous, and
this country needs to take notice of it and decide to enforce its bi-
lateral agreements with countries like China aggressively. China
decides as a matter of their strategy, because they've seen Japan
and others do it successfully, that they will soak our marketplace
with their trousers, their shirts, their trinkets, their toys, and our
marketplace accepts them all. And then, when it comes time for us
wanting to enter the Chinese marketplace, it is not quite so easy.

In my judgment, that is not the way reciprocal trade should be.
And let me give you an example. There are reports, and I think
they are accurate reports that an interagency task force in this Ad-
ministration had a recommendation made to it that action should
be taken with respect to the Chinese on the issue of wheat. But the
State Department decided not to do that, because that would upset
the %hinese. It’s a simple explanation, but it’s what exactly hap-
pened.

And I wrote letters to all the folks who were on the interagency
task force to try to get confirmation of exactly who did what, and
of course, it all becomes very murky. But what it describes to me
once again is that most of our trade policy is foreign policy. For the
first 25 years after the Second World War, virtually all of our trade
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policy was simply foreign policy. And that was all right, because we
could beat anybody with one hand tied behind our back.

Now, of course, we have tough, shrewd, international economic
competitors, and our trade policy ought not any longer be foreign
policy; it ought to be hard-nosed economic policy relating to com-
pet(iition between our country and other countries for international
trade.

The China issue is perhaps more important than other issues be-
cause with China we have the single largest trade deficit. And as
a result, we have to focus on that, but I must say that our country
has a responsibility to go well beyond that. We have abiding dif-
ficult trade problems and significant deficits with Japan, with Eu-
rope, with Canada and Mexico, so we would be well advised to go
well beyond the China issue.

But this Commission is a Commission to evaluate what has hap-
pened since the 2000 bilateral agreement. The one breath of fresh
air is that we never really do this. We just make an agreement,
and then we rush off to see if we can negotiate the next one with-
out looking back. This rear view mirror opportunity with this Com-
mission is very important. I hope your recommendations are ag-
gressive and that you will be aggressive with the Congress on this
issue so that we can, in Congress, begin to take the steps that are
necessary to bring our trade policies back into line.

If T might, I have taken a little more time than I intended, but
if I might make one more comment, what I have just told you with
respect to these issues is almost always interpreted by some as
statements. The minute you say anything of the type I've said,
you're a protectionist. You want to build walls around this country.
You are some kind of isolationist, xenophobic stooge who just
doesn’t get it. The thinkers get it, but we don’t get it.

That is nonsense. This country’s economic interest is best served
by trade pacts that are mutually beneficial. And when they are not
mutually beneficial, then we, as a country, have a responsibility to
take steps to represent our interests, and we ought not to be em-
barrassed or ashamed or in any way. We ought not shy from that
responsibility. That is, in fact, our responsibility.

So let me thank you for the work you’re doing. I know that you’re
hearing from USTR today. I hope that you will have aggressive,
sharp questions. M my hope is that your work will contribute to
the efforts of those of us in Congress who want a trade policy that
represents our interests with respect to jobs and economic oppor-
tunity and expansion.

One final point: the world has become globalized. I don’t deny
that; I accept that; I understand that. But the rules for
globalization have not kept up with the galloping pace of
globalization, and we must, with respect to China and other coun-
tries, decide what those rules are. Should a 12-year-old making 12
cents an hour working 12 hours a day be producing products to be
shipped to Cleveland and to Toledo and to Fargo and to Los Ange-
les? Is that fair competition with an American worker in an Amer-
ican business? We have not confronted those rules, and we must
in my judgment, in order to retain a strong, vibrant manufacturing
base in this country.

Mr. Chairman, thank you for hearing me.
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Chairman ROBINSON. Thank you very much for your important
words. I am certainly glad that you laid down markers in advance
of today’s important hearing. And we very much appreciate you
taking the time to be with us.

Mr. Vice-Chairman, now?

OPENING REMARKS OF VICE CHAIRMAN C. RICHARD D’AMATO

Vice Chairman D’AMATO. Thank you, Mr. Chairman. And Sen-
ator Dorgan, thank you very much for testifying before us this
morning. You have been a leader not only on China trade but also
on the deficit matter itself. You were the creator of the commission
that preceded this one, the Trade Deficit Review Commission. You
were one of the co-sponsors of the amendment that established the
China Commission on the Senate floor. I just want to assure you
that we are going to be calling the shots exactly as we see them
and as aggressively as it appears to us.

I might point out that the Commission visited the WTO last
month in Geneva, and your comments about the miserable nature
of enforcing that agreement pertain to that. We have been pretty
bad at that, but we are matched by our partners in Geneva in this
miserable record of enforcement. If we’re going to get the Chinese
to do something about complying with their agreements, we are
going to have to be much more forceful in Geneva on the WTO
compliance matter. That’s very clear.

So thank you very much for your leadership on this issue.

Co-Chair MULLOY. Thank you, Senator Dorgan, for your help and
for being such a good supporter of this Commission, and we will
try to really look at the stuff and come up with some good rec-
ommendations. Thank you again.

[The statement follows:]

Opening Statement by Vice Chairman C. Richard D’Amato

I thank Chairman Robinson and the co-Chairs of this hearing for putting together
an excellent agenda, and appreciate Senator Dorgan’s support and guidance.

I would like to add just a few words about the purpose of this hearing. It is impor-
tant that our Government do all it can to ensure that China is living up to its end
of the WTO bargain. The whole point of granting China Permanent Normal Trade
Relations status back in the year 2000 was so that the U.S. could conduct its trade
relations with China through the WTO. Among other things, the WTO offered us
a venue for dispute resolution. Furthermore, in its WTO accession agreement China
was obliged to accept certain special provisions—such as the Transitional Review
Mechanism and special safeguards on import surges and textiles—that were key
conditions for our country to be able to sign the deal.

We need to know how these and other aspects of China’s accession agreement are
working. We need to keep track of whether the promised opportunities afforded by
China’s entry into the WTO have been realized by American exporters and pro-
ducers of agricultural and industrial products and the providers of services in our
high-tech, information-intensive service economy. If in fact Chinese import barriers
have been lowered by adherence to WT'O norms, our exporters ought to be seeing
the benefits now.

There is now enough of a track record to give us a picture of where China is doing
well and where it is not; and where our companies and workers and farmers are
benefiting—or not. We as a Government need to determine—and this Commission
wants to know, as it advises the Congress—whether, after two years of phased-in
commitments, there are things China is doing that are WTO-inconsistent and need
to be challenged in the Geneva dispute settlement process or under American trade
laws. As we heard in Columbia, South Carolina last week, the enforcement of our
trade laws is a high priority for several Members of Congress, including Senator
Hollings, who spoke eloquently on the subject and previewed for us his plan to intro-
duce legislation in this regard.
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I am surprised that no country yet has brought a dispute settlement case against
China in the WTO. Certainly it is not for lack of compliance concerns. For the U.S.,
ripe cases might include such actions as: direct subsidies to exporters, discriminatory
import licensing procedures, or continuing to give Value-Added Tax rebates to domes-
tically-manufactured products but not to imports. It appears that other members of
the WTO are waiting for the U.S. to break the ice, and we should do so soon to en-
sure that the WTO is the hoped-for robust forum for enforcing China’s trade commit-
ments.

We look forward to hearing from our expert panelists on these and other ques-
tions that are key to the health of the U.S. economy and to the U.S.-China relation-
ship.

OPENING REMARKS OF CHAIRMAN ROGER W. ROBINSON

Chairman ROBINSON. At this time, I would like to begin formally
our hearing today. Welcome to the U.S. China Economic and Secu-
rity Review Commission’s sixth public hearing of the 108th Con-
gress. Our topic today is China’s compliance with its obligations as
a member of the World Trade Organization and the U.S. Govern-
ment’s monitoring and enforcement efforts regarding same.

The co-chairs, as I've mentioned, for today’s hearings are Com-
missioners Patrick Mulloy and William Reinsch, who will describe
today’s proceedings in greater detail shortly, introduce panelists,
and I'm confident keep the discussion disciplined and focused.

Today’s hearing follows a very productive yet I must say sobering
field investigation that several Commissioners conducted last Fri-
day in Columbia, South Carolina to look at China’s impact on the
U.S. manufacturing base. At that event, Senators Hollings and
Graham spoke forcefully about the need for the U.S. Congress and
the Administration to address the challenges China is posing for
our manufacturing sector.

Their comments reflected what I think is the growing bipartisan
concern in the Congress over trade-related economic dislocations
occurring in our economy. As a Commission tasked with assessing
both the economic and security dimensions of our relationship with
China. this is indeed a key area for our deliberations.

In South Carolina, we heard first hand about the problems faced
by the textile, steel and plastics industries and the impact on work-
ers, businesses and local communities. That dialogue really put
into sharp relief many of the questions we consider here rather
routinely in Washington. The testimony we heard one after another
from various manufacturing sectors was troubling and requires ur-
gent action.

Today, we will be focusing on the broader issue of the promise
and reality of China’s two years as a member of the WTO. To what
extent has it led to expanded export opportunities for U.S. goods
and services? To what extent has it exacerbated imbalances in our
trade relationship? To answer both questions, it is imperative that
we understand as an initial matter how well China has been ad-
hering to its far-ranging commitments to the WTO and how well
the U.S. and WTO have been monitoring and enforcing compliance.

I should note that tomorrow, the Commission will be holding a
hearing on the subjects of China’s military modernization and the
cross-strait military balance, a very timely topic, I think most of
you would agree, given current tensions between China and Tai-
wan in the run-up to the Taiwan Presidential election next month.
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Taken together, today’s and tomorrow’s hearings illustrate the
broad set of inquiries our Commission is undertaking to gain a
more holistic understanding of the U.S.-China relationship.

I would like to turn to our Vice-Chairman at this time, Dick
D’Amato, for his opening statement.

Vice Chairman D’AMATO. Thank you very much, Mr. Chairman.

I want to welcome our panelists today. I just have some brief re-
marks. If the United States is going to be successful in bringing
China into compliance with its WTO obligations, it is increasingly
obvious that we are going to have to consider seriously bringing
some cases against China in that organization for dispute resolu-
tion. No other countries will do it. That is very clear to us, since
it was clear to us in our meetings with representatives of those
countries that they feared Chinese retaliation against their busi-
nesses if they do do it.

So if we don’t take action very soon, the Chinese will not take
their obligations as seriously as they should within that organiza-
tion. It is important that the United States do all it can do to en-
sure that China lives up to its end of its WTO bargains. The U.S.
and other members of WTO bent over backwards to accommodate
China’s admission to the WTO, even though China was not ready,
of course, because of her lack of a market based system.

So we negotiated over the years and allowed China in but re-
quired a series of promises of performance in a variety of vital
trading areas. China has taken the position, as was told to our del-
egation in Geneva by the Chinese ambassador to the WTO that,
quote, she should not have signed those concessions, unquote. Per-
haps not, but she did sign them, and we would not have approved
her entry had she not.

Now, China claims that the concessions are discriminatory
against her. China cannot have her cake and eat it, too. Either she
abides by her promises, or we initiate, and soon, a series of impor-
tant cases to either bring China into compliance or penalize her for
reneging on her promises.

There is now enough of a track record to give us a picture of
where China is doing well and where it is not, whether our compa-
nies and workers and farmers are benefiting or not. In its WTO ac-
cession agreement, China was obliged to accept certain special pro-
visions, such as the transitional review mechanisms and special
safeguards on import surges in textiles.

U.S. companies and their associations such as the Chamber of
Commerce and the National Association of Manufacturers have
given this Commission extensive detail on what they regard as
WTO inconsistent behavior by China. As we heard in Columbia,
South Carolina last week, the enforcement of our trade laws is a
high priority for Members of the Congress. As Senator Hollings and
Senator Graham made clear in very eloquent testimony to the
Commission, this is not a theoretical exercise. As the manufac-
turing base of our country is at stake and in fact is the state of
our service industries and high technology sectors as well.

Jobs are at risk by the tens of thousands per month in this coun-
try currently. So we look forward to hearing from our witnesses on
these important matters today.

Thank you, Mr. Chairman.



[The statement follows:]

Opening Statement by Chairman Roger W. Robinson, Jr.

Good morning. Welcome to the U.S.-China Economic & Security Review Commis-
sion’s sixth public hearing of the 108th Congress. Our topic today is China’s compli-
ance with its obligations as a member of the World Trade Organization and the U.S.
Government’s monitoring and enforcement efforts in this regard. The co-chairs for
this hearing are Commissioners Patrick Mulloy and William Reinsch, who will de-
scribe today’s proceedings in greater detail, introduce panelists, and keep the discus-
sion disciplined and focused.

Today’s hearing follows a very productive yet sobering field investigation that sev-
eral Commissioners conducted last Friday in Columbia, South Carolina, to look at
China’s impact on the U.S. manufacturing base. At that event, Senators Hollings
and Graham spoke forcefully about the need for the U.S. Congress and Administra-
tion to address the challenges China is posing for our manufacturing sector. Their
comments reflected the growing bipartisan concern in the Congress over the trade-
related economic dislocations occurring in the U.S. economy. As a Commission
tasked with assessing both the economic and security dimensions of our relationship
with China, this is a key area for our deliberations.

In South Carolina we heard first hand about the problems faced by the textile,
steel, and plastics industries and the impact on workers, businesses, and local com-
munities. The dialogue that took place put the questions we study here in Wash-
ington into sharp relief. The testimony we heard, one after the other, from various
manufacturing sectors was troubling and requires urgent action Today we will be
focusing on the broader issue of the promise and reality of China’s first two years
as a member of the WTO. To what extent has it led to expanded export opportuni-
ties for U.S. goods and services? To what extent has it exacerbated imbalances in
the trade relationship? To answer both questions it is imperative that we under-
stand as an initial matter how well China has been adhering to its far-ranging com-
mitments to the WTO and how well the U.S. and the WTO have been monitoring
and enforcing compliance.

I should note that tomorrow the Commission will be holding a hearing on the sub-
ject of China’s military modernization and the cross-Strait military balance, a very
timely topic given current tensions between China and Taiwan in the run-up to the
Taiwan presidential election next month. Taken together, today’s and tomorrow’s
hearing illustrate the broad set of inquiries our Commission is undertaking to gain
a more holistic understanding of the U.S.-China relationship.

OPENING REMARKS OF CO-CHAIR PATRICK MULLOY

Co-Chair MuLLOY. If our witnesses could come up to the table,
it would be great.

Well, first off, thank you very much for being with us. This Com-
mission was created by Congress precisely to look at the U.S.-
China trade and economic relationship. This hearing is prompted
a specific charge from the Congress to, quote, “review China’s
record of compliance to date with its accession agreement to the
WTO and to explore what incentives and policy initiatives should
be pursued to promote further compliance by China.”

That is the purpose of today’s hearing, to fulfill a charge given
to this Commission by Congress. We are very fortunate to have
with us on our first panel four key Administration officials who are
involved in holding China to its WTO commitments and to fash-
ioning U.S. trade policy toward China. They are Assistant Sec-
retary of Commerce James Jochum, who spent many years on Cap-
itol Hill and is very familiar with how the Congress thinks about
these issues, and we’re very happy, Mr. Jochum, that you are in
that position.

We also have with us the Deputy Assistant U.S. Trade Rep-
resentative Charles Freeman, and again, Charles, I know you spent
time on the Hill and understand the political interest in this par-
ticular issue.
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We are also fortunate to have with us Deputy Assistant Sec-
retary of State Randall Schriver, and thank you for being with us,
and finally, our Deputy Administrator of the Foreign Agricultural
Service, Patricia Sheikh, and thank you, Patricia, for being with us.

In a later panel today, we are going to hear from Mr. Terry Stew-
art, who is doing work for this Commission. He is one of top trade
lawyers in Washington and has analyzed China’s WTO obligations
and will look at how they are complying with them. And on that
same panel, we're going to have Mr. Cassidy, who was formerly in
USTR and helped negotiate this agreement with China, and now,
he is outside the system, and he is looking at it and will help us
to evaluate it from his perspective of what we bargained for and
what we are getting.

There is one last point that I think is very important for people
to understand. The reason this is so important is that China did
not—the people who were in the GATT and now the WTO system
are supposed to have market-based economies. China did not have
a market-based economy but came into the WTO on the basis that
it would implement a whole series of steps comply with its obliga-
tions.

Since China does not have a market-based economy, it’s more dif-
ficult to get our exporters access to its market, obviously, and so,
that’s why this is so important, to follow what is going on with
China and how this is being implemented. And another reason it’s
so important is because there is now this massive trade deficit with
China, which makes this a political issue in the United States.

So thank you very much for being with us. Mr. Jochum, if you
could start, and we’ll just move across from left to right.

[The statement follows:]

Opening Statement by Hearing Co-Chair Patrick Mulloy

Welcome to the morning session of our hearing on China’s compliance with its
WTO obligations. I will preside over the proceedings this morning. The other co-
chair of this hearing, Commissioner Bill Reinsch, will take over the gavel this after-
noon.

We especially welcome Senator Byron Dorgan of North Dakota, who in a moment
will share with us his thoughts on today’s topic. As a Senator from a state that is
a major producer and exporter of agricultural products, one with many farmers con-
cerned about full implementation of our trade agreements, he is well-placed to speak
about our trade relations with China.

Let me review the purpose of today’s hearing. China’s accession to the World
Trade Organization on December 11, 2001, was the culmination of more than ten
years of negotiations that allowed China into the WTO only on the basis of a com-
plex set of phased-in commitments. At the time of accession China’s economic and
legal systems did not conform to WTO standards. It is thus critical for the U.S. and
other WT'O members to monitor China’s implementation of its clear commitments
to lower import barriers and to revamp its foreign trade rules and practices—to
make them more transparent, uniform, predictable and fair.

This Commission, which was established in the year 2000, has a mandate from
Congress, among other things, to:

“review China’s record of compliance to date with its accession agreement to the
WTO, and explore what incentives and policy initiatives should be pursued to
promote further compliance by China”

Today we have four groups of panelists to help us fulfill this mandate. This is the
first hearing we have devoted to this topic since January 18, 2002, which was just
a month after China’s formal accession to the World Trade Organization. At that
time, and in our annual report published in July 2002, we considered mainly the
nature of the commitments China had made. With a two-year track record of China
in the WTO, now is a good time for this Commission to look at China’s compliance
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with those commitments and to assess how well the U.S. Government is monitoring
and enforcing China’s implementation of its WTO obligations.

In our opening panel we will hear from four key Administration officials who are
involved in holding China to its WTO commitments and fashioning U.S. trade policy
towards China. They are: Assistant Secretary of Commerce James Jochum, Deputy
U.S. Trade Representative Charles Freeman, Deputy Administrator of the Foreign
Agricultural Service Patricia Sheikh, and Deputy Assistant Secretary of State Ran-
dall Schriver.

Then we will hear from two experts in trade law, Mr. Terry Stewart and Mr. Bob
Cassidy, to give us their views on how well China has met its obligations in its first
two years of WTO membership. They both have a comprehensive understanding of
what China committed to in its WTO accession agreement. Mr. Stewart, a distin-
guished trade lawyer, has done, on contract to this Commission, a major study of
China’s WTO commitments. Formerly an Assistant U.S. Trade Representative, Mr.
Cassidy was involved directly with the U.S.-China bilateral negotiations on China’s
entry into the WTO. He can give us his views on how the agreement he helped nego-
tiate has turned out in practice.

This afternoon we will hear from two panels representing a wide range of perspec-
tives: agriculture, business, labor, services, manufacturing, and producers of intel-
lectual property, semiconductors, and forest products. Commissioner Reinsch will in-
troduce those panels in greater detail.

Today’s hearing should help enlighten the Commission on where things stand on
the challenges and opportunities presented by China’s WT'O membership and what
potential initiatives the U.S. Government should pursue to improve any short-
comings. I welcome all the panelists and thank them for their participation.

PANEL I: ADMINISTRATION VIEWS

STATEMENT OF JAMES JOCHUM
ASSISTANT SECRETARY, DEPARTMENT OF COMMERCE

Mr. JocHUM. Thank you, Mr. Chairman, Members of the Com-
mission, for inviting me to discuss the Commerce Department’s role
in monitoring China’s participation as a member of the World
Trade Organization. I would also say thank you for having me
back. I think I testified about two years ago this time on non-
proliferation issues. I have changed jobs, but hopefully, I know a
little bit about both topics, and I am happy to be back before the
Commission.

To highlight the importance of this issue, I would begin by noting
that our bilateral merchandise trade with China likely exceeded
$170 billion in 2003, making China our third-largest trading part-
ner. We don’t yet have the official numbers from December, so that
is why we are hedging a bit on the numbers. And although our im-
ports from China are currently at a level of five times that of our
exports, U.S. exports to China did reach a monthly record of $3.3
billion in November of 2003, and many expect that the December
numbers will equal or surpass that record.

So China is becoming an increasingly important market for
American exporters, be they manufacturers, farmers or service pro-
viders. These gains are encouraging and directly result from Chi-
na’s accession to the World Trade Organization in December 2001.

The situation facing U.S. producers from a competitive perspec-
tive was far worse prior to China’s entry into the WTO. At that
point, our exporters lacked access to the Chinese market, but Chi-
nese producers had relatively free access to ours. Today, by virtue
of the WTO, Chinese tariff rates have declined, and American
goods move more freely through the Chinese economy.

But there is still a very, very long way to go, which goes to the
heart of the complaint many have about China. In our discussions
at the Commerce Department with U.S. industry, we have identi-
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fied four specific areas of concern to the areas of noncompliance
that will be addressed by my colleagues. Without progress in these
areas, China’s efforts to implement its commitments will be less
meaningful to U.S. companies.

The first area of concern is protection of intellectual property
rights. While China has put in place the legal framework to protect
intellectual property, it lacks an effective enforcement system, and
ensuring effective IPR enforcement is critical to American compa-
nies doing business in China.

The second area where progress must be made is increased
transparency. The lack of regulatory transparency in China con-
tinues to make for an unpredictable environment for American
companies doing business in China.

The third area for improvement is standard setting. Although
China is adopting more international standards, the continued use
of homegrown standards in some areas has the potential to act as
a market barrier to U.S. exports.

The final area of concern is ensuring nondiscrimination or na-
tional treatment for U.S. products and services. Whether it is
through discriminatory Value Added Tax policies or through protec-
tionist industrial policies, China’s actions continue to raise con-
cerns.

Notwithstanding these unresolved issues, we still believe China’s
leadership is earnest about its country’s transformation to a mar-
ket-based economy and has made progress to implementing its
WTO commitments. But we must remain vigilant. The Department
of Commerce, in close coordination with USTR and other agencies
represented here, has adopted an aggressive and multi-pronged ap-
proach to ensure that China honors its WTO commitments and
that U.S. companies benefit from these opportunities.

At the direction of Secretary Evans, the Commerce Department
has devoted significant resources to monitoring China’s progress
and adhering to its WTO commitments. Specifically, each unit of
the International Trade Administration plays a critical role in this
process. For example, the Foreign Commercial Service maintains
five offices—I'm sorry, offices in five cities on the mainland of
China plus Hong Kong, which represents our largest presence of
commercial officers in any single country throughout the world.

ITA’s Market Access and Compliance houses an office solely dedi-
cated to monitoring China with respect to its WT'O commitments.
At Import Administration, which is the agency I head up, we have
in place an ongoing monitoring program that tracks import trends
as well as certain government policies, business conditions and
company practices regarding China.

Both MAC and IA rely on officers deployed in China on a full-
time basis to gather information and track policy changes. While
the Department will continue its focus on China’s compliance ac-
tivities, we must also enhance the ability of U.S. businesses to com-
pete in China. To that end, the information and expertise that we
gain through participation and cooperative programs with the Chi-
nese is shared with U.S. businesses here at home. Last year, for
example, ITA initiated its “Doing Business in China” seminar that
will again be presented in cities across the country this year. These
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seminars are designed to assist U.S. companies in gaining the tools
to be competitive in the China market.

Finally, we are not only identifying areas in which China can
change—we are also changing ourselves. For the first time in 20
years, plans have begun to implement an ITA reorganization that
will equip us to more effectively meet the needs of U.S. industry
%I}lld create a fair playing field for U.S businesses trading with

ina.

Commerce plans to consolidate its export promotion services
within the Department under a new assistant secretary for trade
promotion. Funds have been allocated under this office to create a
China Business Information Trading Center and several American
trading centers to be established in major commercial centers
around China.

We expect that these changes will allow us to promote U.S. im-
ports more aggressively within China and actively engage the Chi-
nese on issues that matter most to U.S. companies.

Within Import Administration, we are creating a new Unfair
Trade Practices Task Force, a unit designed to strengthen ITA’s
ability to advance U.S. trade policies and negotiations and address
the root causes of unfair trade. With respect to China, the task
force has begun tracking imports in 30 key sectors in order to iden-
tify unfair trade practices. We will begin consulting with industry
representatives to determine specific actions can be taken in other
sectors as well.

Finally, Import Administration is in the process of creating
China Enforcement Office that will focus on antidumping cases
brought by U.S. producers injured by Chinese imports. Imports
from China represent a rapidly growing source of trade complaints
bX U.S. industry and an increasing percentage of our practice at
IA.

This new office will further cultivate the expertise necessary to
address the unique problems encountered in the Chinese economy
and will review current policies and practices to ensure that our
trade laws work to the benefit of U.S. industry.

Based on all of these activities, I can assure you that the Depart-
ment of Commerce is dedicated to making sure China plays by the
rules that it agreed to upon entering the WTO and that American
companies will be poised to take advantage of a more level playing
field between the U.S. and China. We have already seen great
progress in the form of record levels of U.S. exports to China. But
much work is still to be done, and the tools we are putting in place
will help us accomplish the goal of fully integrating China into a
rules-based trading system.

Thank you again to the Commission for your support of our ef-
forts and inviting me to speak today, and I look forward to your
questions.

Co-Chair MuLLOY. Thank you, Mr. Jochum.

Each witness is going to speak for no more than seven minutes,
but your full statements will be put into the record. After the whole
panel is completed, then, each Commissioner will have a five-
minute questioning period.

So, thank you. Mr. Schriver?

[The statement follows:]
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Prepared Statement of James J. Jochum
Assistant Secretary of Commerce for Import Administration

Thank you Chairman Robinson, Vice Chairman D’Amato, and Members of the
Commission for inviting me to discuss the Commerce Department’s role in helping
ensure that China fully complies with its WTO obligations. I appreciate your dedica-
tion to this issue, and I further appreciate your giving me the opportunity to discuss
the Department’s efforts in this regard.

For both President Bush and Secretary Evans, the importance of trade extends
well beyond the economic realm. As the President stated: “Open trade is not just
an economic opportunity, it is a moral imperative. When we negotiate for open mar-
kets, we are providing new hope and promoting political freedom.”

Economic and social imperatives associated with trade are the reason that the Ad-
ministration has moved aggressively in pursuing an ambitious trade agenda. We
will continue to move forward to expand our trade and the economic opportunities
that it creates for all Americans, and to eliminate barriers to the free flow of all
goods, services, investment and ideas.

This Administration understands that an aggressive trade liberalizing agenda
must be accompanied by the strict enforcement of our trade laws. We understand
the value of competition, and that it leads to innovation, growth, and a higher
standard of living. But some of our trading partners have failed to embrace fair
competition fully. Therefore, as we continue to encourage the opening of markets in
countries such as China, we expect our trading partners to adhere to their inter-
national commitments. We will also work to identify areas where those commit-
ments are not being met and will hold our trading partners accountable for resolv-
ing these short-comings.

At today’s hearing I would like to take the opportunity to give an overview of the
Commerce Department’s role in monitoring one of the world’s fastest growing econo-
mies and its participation as a member of the World Trade Organization. I will also
highlight the importance of our trading relationship with China and actions the De-
partment is taking to enhance this relationship.

Trade Relationship with China

Last year, as part of the Administration’s Manufacturing Initiative, senior Com-
merce officials, including Secretary Evans and Under Secretary Aldonas, partici-
pated in more than 20 roundtables with manufacturers across the country. No sin-
gle topic garnered more attention than our trade relationship with China. The
stakes involved are high. While final trade statistics for 2003 have not yet been re-
leased, on an annual basis, bilateral trade merchandise reached $179.2 billion in
2003, making China our third largest trading partner, and our second largest source
of imports.! Last year, China surpassed Mexico to become our second largest source
of imports. Our imports from China are more than five times greater than our ex-
ports. The bilateral trade deficit hit $124.5 billion in 2003.2 More positively, U.S.
exports to China in November 2003 reached a record $3.3 billion.

It is important to note, however, that a large share of what we now import from
China used to be imported from other Asian countries. Because China’s current role
in the restructuring of global manufacturing is that of the final assembly point for
most Asian electronic equipment destined for the United States, China becomes the
country of origin for what before would have been an export to the United States
from other Asian countries. In other words, it may be more appropriate to look at
our trade account with China as an indicator of competition in manufacturing across
Asia, as opposed to the rise of Chinese manufacturing alone.

There is an obvious upside to China’s growth and the benefit the Chinese derive
as investment in Asia shifts toward China, as well. That shift, together with China’s
economic policies, has brought about a rising standard of living in China and a con-
siderable rise in disposable income for the average Chinese—in turn creating a con-
sumer demand that did not previously exist in China. This consumer demand means
an expanding market for goods and services, many exported from or provided by the
United States, as opposed to the largely one-way street of the past. The fact that
China’s trade is nearly in balance overall, even though it runs a huge surplus with
the United States, reinforces the link between a rising consumer demand and
growth in imports.

1Bilateral merchandise trade data is annualized based on January through November 2003
actual data of $164.3 billion.

2Bilateral trade deficit is annualized based on January through November 2003 actual data
of $114.1 billion.
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All of this makes China an attractive market for much of what we produce in the
United States, including for our manufacturers. China’s extraordinary economic
growth right now makes its one of the most important engines of the world economy
outside of the United States. Put simply, in trade terms China today represents the
fastest-growing market for U.S. goods and services. Our exports to China surged by
19 percent from 2000 to 2001, 15 percent from 2001 to 2002, and by 23 percent from
2002 to 2003, based on annualized figures.

China’s Membership in the World Trade Organization

Since its accession to the World Trade Organization in December 2001, China has
continued its course of ambitious economic reform in the transition to a rules-based,
open economic system. One of the primary reasons for negotiating for 15 years with
the Chinese over their accession to the WTO was to ensure that we would knock
down the many barriers to entering China’s market. The situation facing U.S. pro-
ducers from a competitive perspective was far worse prior to China’s entry into the
WTO. Our exporters lacked access to the Chinese market, but Chinese producers
had relatively free access to ours.

Today, by virtue of the WTO, the tariff rates that China imposes on our exports
are lower on average than in most of the developing world, and in some instances,
the developed world. In addition, China’s WTO accession obligations require protec-
tion of the intellectual property of U.S. manufacturers and service suppliers. The
agreement also phases out many of the barriers to the free distribution of American
goods throughout the Chinese economy. American goods are increasingly able to
move more freely through a variety of channels instead of being beholden to trading
through a Chinese state enterprise, as in the past. Our farmers, manufacturers, and
service providers all are finding new opportunities in the Chinese market.

China’s WT'O Compliance Record

Through the first two years following its accession to the WTO, China reviewed
literally thousands of laws and regulations in an effort to make the necessary
changes to bring them into compliance with WTO rules. Now, as we move further
into China=s participation in the WTO, we expect to see full enforcement of those
laws and compliance with WTO rules in other areas. I know that the President, Am-
bassador Zoellick, Secretary Snow, Secretary Powell and most recently Secretary
Evans have all made that point vigorously with their counterparts in China. And,
I can attest that, at a working level, the rest of us have taken up the cause just
as vigorously.

But there is still a very, very long way to go, which goes to the heart of the com-
plaint many have about China. China seems to have lost its momentum in imple-
menting its commitments. It is the pace of the ongoing reform of the Chinese econ-
omy toward a market model, of which the implementation of the Chinese WTO obli-
gations is a part, that causes friction within our trade relationship. The WTO rules,
and, indeed, the whole concept of trade are based on free competition in the market-
place. But, where one economy is organized under principles that are not completely
consistent with that free market model, it can cause an enormous amount of friction
within our trading relationships. Indeed, Secretary Evans articulated this key mes-
sage in Beijing this past October.

Structural Concerns

China’s transition to an economy that operates fully on market principles is far
from complete. Without progress in the following areas, we at Commerce believe
that China’s other efforts to implement its WT'O commitments will not be meaning-
ful to U.S. companies. These are in addition to the list of specific issues that USTR
will cover in its testimony. Let me briefly highlight four important areas of concern:

1. Protecting Intellectual property rights (IPR): While China has put in
place the legal framework to protect intellectual property, it lacks an effective
enforcement system. Some estimate that over 90% of business software in
China is pirated, costing the rightful owners more than $1.5 billion a year in
lost sales. Ensuring effective IPR enforcement is critical to doing business in
China, not to mention protecting Chinese consumers from harmful products.

2. Increasing Transparency: The cornerstone of every market economy is a
rules-based, transparent system. Transparency commitments underlie all other
commitments to adopt WTO-consistent measures. The lack of regulatory trans-
parency in China continues to make for an unpredictable environment for for-
eign businesses in China.

3. Establishing Standards: China is in the process of revising its standards sys-
tem and adopting more international standards. However, in several areas we
are seeing China adopt home-grown standards that are not based on inter-
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national standards. China also continues to develop its standards in an opaque
manner, in some cases not providing adequate comment periods or notice be-
fore establishing standards.

4, Ensuring Non-discrimination/national treatment: Whether it is through
discriminatory value-added tax policies or through protectionist industrial poli-
cies, China’s actions continue to raise concerns.

Nothwithstanding these unresolved issues, we still believe China’s leadership is
earnest about its country’s transformation to a market-based economy and has made
much progress toward implementing its WTO commitments. For example, China re-
cently took steps to improve the administration of the tariff-rate quota (TRQ) sys-
tem for bulk agricultural commodities, such as wheat and cotton. China has also
promised to keep the way clear for imports of soybeans, one of the top U.S. exports
to China, as it implements its new biotech regulations. And during his recent visit
to the United States, Chinese Premier Wen Jiabao stated his intention to work to
increase U.S. exports to China as a means to address the trade imbalance between
our two countries.

The Department of Commerce’s Role in Trade With China

But we must remain vigilant. The Department of Commerce, in close coordination
with USTR and other agencies, has adopted an aggressive and multi-pronged ap-
proach to ensure that China honors its WT'O commitments and that U.S. companies
benefit from these opportunities.

These efforts begin, and are greatly enhanced by, active engagement at the most
senior levels of government. This past October, Secretary Evans traveled to China
where he delivered a strong message, calling on the Chinese to ensure a level play-
ing field in our trade relations and to create an economic system that is more trans-
parent and that allows capital to flow freely in response to market forces. The Sec-
retary’s visit followed on the heels of visits by Treasury Secretary Snow and Ambas-
sador Zoellick, during which similar messages were delivered. The Secretary and
Ambassador Zoellick will continue this dialogue at an elevated meeting of the U.S.-
China Joint Commission on Commerce and Trade (JCCT), to be held this April in
Washington.

At the direction of Secretary Evans, the Department has devoted significant re-
sources to monitoring China’s progress in adhering to its WTO commitments. Spe-
cifically, each unit of the International Trade Administration plays a critical role in
this process. The Trade Development unit maintains a unique relationship with
U.S. industries, ensuring that ITA has first-hand knowledge of U.S. industry’s needs
at home and in China. The Foreign Commercial Service, which gives the Commerce
Department a global reach in interacting with foreign governments on behalf of U.S.
companies, maintains offices in five cities on the mainland of China, plus Hong
Kong. This represents our largest presence of commercial officers in any single coun-
try throughout the world.

ITA’s Market Access and Compliance, a unit whose mission is to monitor our trad-
ing partners’ compliance with trade agreements, houses an office solely dedicated
to monitoring China with respect to its WTO commitments. The China compliance
office is staffed with 18 employees, up from only seven a few years ago. Market Ac-
cess and Compliance, along with Import Administration, has deployed four officers,
and employs several Chinese nationals, in its Trade Facilitation Office in Beijing to
gather information on the Chinese economy and assist in our evaluation of whether
China is meeting its obligations.

At Import Administration, we also have in place an ongoing monitoring program
that tracks import trends as well as certain government policies, business condi-
tions, and company practices regarding China. We pay particular attention to Chi-
na’s subsidization of its commercial sector, which assists us in our work at the WTO
Subsidies Committee.

I would note that the lack of sufficient transparency in China has greatly hin-
dered our ability to obtain detailed information on actual subsidy programs. Accen-
tuating this transparency problem is the Chinese government’s failure to make the
annual notification of government programs that meet the definition of a “specific”
subsidy under the WTO Subsidies Agreement, a notification required of all WTO
members by June 30 of each year. China’s failure to make its required notification
for two years running, coupled with an overall lack of publicly-available information,
greatly hinders our efforts to confirm whether China has complied with its accession
obligations concern