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U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION

OCTOBER 18, 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 field hearing in Akron, Ohio on September 23,
2004. The hearing on “The Impact of U.S.-China Trade and Investment on Key Man-
ufacturing Sectors” allowed the Commission to hear important perspectives on the
pressures faced by manufacturers as a result of imports from China and the off-
shoring of U.S. production capacity.

Ohio has lost 114,000 jobs since the start of the last recession in March 2001.
Over the same time period, Ohio’s economy shed 158,000 manufacturing jobs. That
loss represents 16 percent of Ohio’s employment in manufacturing. Thus, manufac-
turing job loss has exceeded net job loss for the state. Moreover, while job loss is
concentrated in the manufacturing sector, it has been spread broadly across almost
all manufacturing industries. The goal of our hearing was to identify what role the
U.S.-China economic relationship plays in these trends, how this relationship affects
the U.S. manufacturing base and communities dependent on manufacturing indus-
tries, and what policy responses the U.S. Government should consider.

We heard testimony from businesses, labor representatives, and industry experts.
The hearing began with a discussion of broad economic trends in Ohio and then
moved on to focus on specific industries including: automobiles and automobile
parts, steel, glassware and ceramics, printed circuit boards, and machine tools. Wit-
nesses from these diverse industries all identified China as a major challenge for
U.S. manufacturing.

Ohio’s Experience with U.S.-China Trade and Investment

Ohio has been systematically impacted by our rapidly growing bilateral economic
relationship with China. Studies show that Ohio is running a substantial trade def-
icit with China, with imports from China outpacing exports by nine to one. Nation-
ally, that ratio is six to one.

Several recurring themes were presented by witnesses. All expressed concern that
their industries are disadvantaged by the value of China’s currency. An undervalued
renminbi effectively makes it difficult for U.S. firms to export to China and sub-
sidizes China’s exports to our country. The Commission dealt with this issue in de-
tail at our September 25, 2003 hearing “China’s Industrial, Investment and Ex-
change Rate Policies: Impact on the U.S.” We stand by our finding from that hearing
that China is improperly intervening to hold down the value of its currency by as
much as 40 percent and our recommendation that the U.S. Government press China
for an immediate revaluation of its currency.

Witnesses also complained of China’s poor protection of intellectual property
rights (IPR). Many of the commercial advantages that U.S. producers hold are in
patented products and brands. Chinese producers continue to copy products and
steal proprietary information from U.S. manufacturers. U.S. brands must compete
with thinly veiled counterfeits, often of inferior quality. These undercut the price of
the brand and damage its brand name as well. These repeated and egregious viola-
tions are the result of a lack of IPR enforcement by the Chinese government despite
repeated assurances by Chinese officials that they are stepping up their efforts in
this regard.

China continues to ramp up industrial manufacturing capacity, most notably in
the steel and automobile industries, with complete disregard for the global demand
outlook. Chinese industries pay little heed to market forces as a result of the sub-
sidies they receive from their local and national governments. One witness testified
that Chinese government entities were paying for a portion of his Chinese competi-
tor's raw material inputs, had built roads to service the manufacturer, and had even
cleared a large plot of land for use by the manufacturer.

Many witnesses felt that the U.S. Government has failed to aggressively enforce
U.S. trade laws intended to mitigate the damage caused by China’s trade practices.
For example, they looked to safeguard provisions negotiated as part of China’s WTO
accession as a way of mitigating the damaging effect of import surges from China,



but were disheartened by the Administration’s categorical rejection of all Section
421 safeguard cases approved by the International Trade Commission (ITC) to date.
One witness explained how his company had filed a Section 421 petition and won
an ITC ruling, but relief was denied by the President, leaving the company to fend
for itself after it had incurred significant legal expenses. This witness noted that
the time and expense of bringing such cases are not worth undertaking if there is
no sense that the government will approve them.

Several witnesses testified as to the limited choices they face as a result of the
Administration’s failure to aggressively enforce our trade laws. For example, one
business leader noted that, “While outsourcing is a choice we prefer not to make,
given the current Administration’s denial of our petition to keep jobs in the United
States, it is one we have to consider carefully for the long-term survival of our busi-
ness.” Others talked about the need for continuing wage and benefit cuts for their
workers.

Questions were also raised about the U.S. Export-Import Bank. Several witnesses
said they believe the bank finances exports of manufacturing equipment to China
in industries where U.S. manufacturers still produce and there is global over-
capacity. In so doing, the U.S. Government has effectively paid China to create pro-
duction capabilities that will compete with U.S. producers.

Industry Impact

The Commission heard extensive testimony on the challenges facing the auto-
motive and auto parts sectors of our economy as a result of China’s accelerating de-
velopment of its capacity in these sectors. Representatives from business and labor
addressed the Commission, as well as an analyst from a major investment firm that
closely follows the sectors.

China has aggressively sought to develop the size and scope of its automotive and
auto parts sectors. According to one comprehensive study reviewed by the Commis-
sion in conjunction with the hearing, China is on pace to producing around 7 million
units within three years. At the same time, demand is expected to only increase by
about half that amount, leaving 3 million or more units available for export. Unlike
the development of the Japanese automotive sector years ago, China has welcomed
foreign investment and our manufacturers have reached several agreements to de-
velop production there. As well, while Japanese manufacturers were forced to de-
velop their own distribution system here in the United States, Chinese manufactur-
ers, through their U.S. partners, have a readily accessible distribution network that
could accommodate large volumes of imports from China.

It should be noted that the Commission heard testimony about the current sub-
standard quality of many Chinese automobiles. However, during questioning, testi-
mony was also elicited that these limitations may be addressed in the near term
(3-4 years), potentially creating enormous competitive pressures on our domestic
auto market, as well as our markets in third countries.

Similar testimony was heard with regard to the auto parts sector where increas-
ing numbers of U.S. suppliers are either sourcing or producing in China. The Com-
mission heard that the “Big Three” auto companies are demanding that U.S. auto
parts suppliers that wish to sell to domestic assembly plants in the United States
must price to the Chinese level. And there was further testimony that demands are
being placed on U.S. auto parts suppliers to actually source minimum specific per-
centages from Chinese suppliers.

In addition, testimony was received from a number of machine tool and industrial
companies regarding the extent of Chinese piracy, unfair trade practices, subsidies
and other efforts to gain market share and sales at the expense of our domestic
firms. It is a tribute to those business leaders who appeared before us that are fight-
ing to compete, rather than joining the bandwagon of those abandoning the U.S.
market.

Community Impact

The Commission heard poignant testimony on the extent to which trade-related
economic dislocations have impacted Ohio communities. The Commission was told
that the significant loss of jobs in Ohio due to import competition and off-shoring
has resulted in the erosion of the local tax base in many communities and has had
a debilitating impact on families and the quality of life in these areas. Moreover,
these effects can be long-lasting. Youngstown, for example, has never recovered from
its de-industrialization. Several decades later its economic prospects are dim and so-
cial problems abound.

Based on the record of the hearing and the Commission’s other work on these
issues to date, we present the following recommendations to the Congress for consid-
eration. The Commission will continue to develop these recommendations and pro-
vide additional analysis following further Commission work in this area.



Recommendations:

e The U.S. Government should immediately pursue a WTO action against China
regarding the undervaluation of its currency. Months of bilateral discussions
have failed thus far to yield positive results. We believe that the Treasury De-
partment and the United States Trade Representative (USTR) should imme-
diately file a WTO complaint, and if such action is not forthcoming, Congress
should move to enact pending legislative measures to force such action.

e Many areas of China's WTO accession agreement impose dramatically unequal
tariffs on Chinese and U.S. goods. For example, U.S. auto exports to China face
far higher tariffs than do exports to the United States from China (e.g., Chinese
tariffs on autos range from 30-50 percent, while U.S. tariffs average around 2.5
percent). China has developed at a pace far faster than was envisaged at sign-
ing of the WTO accession agreement and these unequal tariff settings now
heavily disadvantage U.S. exporters, risk import markets here and are no
longer supportable. The U.S. Government should expeditiously examine the po-
tential for rectifying this situation as part of the Doha Round negotiations.

e China’s restrictions on the export of coke drive up costs for U.S. steel manu-
facturers while suppressing costs for their Chinese competitors. USTR should
immediately consult with our trading partners with the goal of filing a WTO
complaint regarding this violation of China’s WTO commitments on export re-
straints.

e The U.S. Government should more fully and effectively make use of all avail-
able enforcement tools, especially the Section 421 China-specific safeguards
negotiated as part of China’'s WTO accession. Congress should consider under-
taking measures to make the imposition of such safeguards mandatory in cir-
cumstances where import growth in particular goods exceeds a threshold level.
In addition, the Department of Commerce should implement a procedure to
make financial assistance available to small businesses to pursue safeguard
cases where prima facie evidence exists of injury or a sufficient surge in imports
to merit immediate attention. Safeguard cases can be highly costly and out of
financial reach for many impacted businesses.

e The Congress should fund information sessions and a public awareness cam-
paign to inform laid-off workers about existing and newly established programs
such as Trade Adjustment Assistance (TAA). Petitions for TAA eligibility should
be processed expeditiously. Further, many workers adversely affected by trade
are still excluded from TAA. Eligibility for TAA should be expanded in a com-
prehensive manner to cover the broad array of workers adversely affected by
trade with China, including those in the service sector and others who have not
traditionally been covered.

e Congress should reexamine the statutory advisory process by which USTR
receives input on pending trade negotiations from interested stakeholders to en-
sure that adequate attention and input is afforded to the representatives of or-
ganized labor.

We hope you will find the hearing record and our recommendations helpful as the
Congress continues its assessment of the implications of China’'s growing role in
global trade and manufacturing.

Sincerely,
C. Richard D’Amato Roger W. Robinson, Jr.
Chairman Vice Chairman

cc: Members of the Ohio Congressional Delegation

Commissioner Stephen D. Bryen dissents in whole or in part from the recommenda-
tions contained in this letter. Commissioner William A. Reinsch does not agree
with the first recommendation.
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U.S.-CHINA TRADE AND INVESTMENT:
IMPACT ON KEY MANUFACTURING
AND INDUSTRIAL SECTORS

THURSDAY, SEPTEMBER 23, 2004

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

The Commission met in Room 301, Akron City Council Office,
Akron Municipal Building, Akron, Ohio at 9:00 a.m., Chairman C.
Richard D'Amato, Commissioner Michael R. Wessel and Commis-
sioner June Teufel Dreyer (Hearing Co-Chairs), presiding.

OPENING REMARKS OF CHAIRMAN C. RICHARD D'AMATO

Chairman D'’AMATO. Good morning, and welcome to everyone to
the U.S.-China Commission’s first hearing since issuing our 2004
annual report. By the way, the 2004 annual report, if anyone would
like a copy, is on a table outside of the hearing room. It's an impor-
tant report containing a 12-page summary of the Commission’s rec-
ommendations and findings.

We begin our new report cycle by holding a hearing in the field,
a practice that we initiated for our last report and found to be ex-
tremely helpful in giving us a practical perspective of what is hap-
pening to the manufacturing base of the United States. We're
pleased to be here in Akron today, and | want to express my grati-
tude to the Akron city government for the use of this facility and
all the other help from the Mayor’s office and others who made this
hearing possible.

The Commission was established by the United States Congress
to investigate the national security implications of our trade and
economic relationship with China. The Members of the Commission
were appointed by the Republican and Democratic leaders of both
the House and the Senate of the United States. It is a bipartisan
Commission in practice and spirit and in the way we conduct our
business. The report that we issued this past June was released
with a unanimous vote of 11 to 0, with one Commissioner position
currently vacant. Congress has directed us to take a broad view of
national security, to include an assessment of how our wide-rang-
ing economic relationship with China affects our basic economic
health and prosperity, and hence our national security. It is this
central mandate that brought us to Ohio.

Congress is increasingly interested in determining whether or
not our country has in place the appropriate policies to enhance
American well-being through our international trade and invest-
ment activities. We're keenly interested in whether the Administra-
tion is implementing those policies on behalf of our businesses, our

)
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workers and ordinary citizens. What's the track record in Ohio? If
we need new policies, what should they be? Are U.S. Government
policies and practices helping people in Ohio; if not, why not?

The goal of today’'s hearing is to hear practical first-hand per-
spectives of how U.S.-China trade and investment patterns are im-
pacting our industrial base. U.S. manufacturers, labor unions,
economists and others have increasingly identified China’s manu-
facturing competition as a critical factor in the erosion, and some
say decimation, of the United States manufacturing capacity.

The loss of our manufacturing base also reverberates at the per-
sonal and community levels. So we are also here today to under-
stand the human context of manufacturing job losses. We hope this
hearing will help this Commission and the broader national audi-
ence understand what challenges Ohio’s manufacturers and work-
ers face, what hardships they have endured, and responses in
Washington have worked to help in Ohio, and what responses have
failed or have yet to be tried.

With that | would like to turn over the proceedings to the Co-
Chairs of today’s hearing, my colleagues, Commissioner Michael
Wessel and Commissioner June Teufel Dreyer.

[The statement follows:]

Prepared Statement of Chairman C. Richard D’Amato

Good morning, and welcome to the U.S.-China Commission’s first hearing since
issuing our 2004 Annual Report. We begin our new report cycle by holding a hear-
ing in the field—a practice that we initiated for our last report and found to be ex-
tremely helpful in giving us a practical perspective of what is happening to the man-
ufacturing base of the United States. We are pleased to be here in Akron today, and
| want to express my gratitude to the Akron city government for use of this facility
and ablll the other help from the Mayor’s office and others that has made this hearing
possible.

This Commission was established by the U.S. Congress to investigate the national
security implications of our trade and economic relationship with China. The Mem-
bers of the Commission were appointed by the Republican and Democratic leaders
of both the U.S. Senate and House of Representatives. Congress directed us to take
a broad view of national security, to include an assessment of how our wide-ranging
economic relationship with China affects our basic economic health and prosperity,
and hence our national security. It is this central mandate that has brought us to
Ohio.

Congress is increasingly interested in determining whether our country has in
place the appropriate polices to enhance American well being through our inter-
national trade and investment activities. We are keenly interested in whether the
Administration is implementing those policies on behalf of our businesses, our work-
ers and ordinary citizens. What's our track record in Ohio? And if we need new poli-
cies, what should they be? Are U.S. Government policies and practices helping the
people of Ohio or not?

The goal of today’'s hearing is to hear practical, first-hand perspectives on how
U.S.-China trade and investment patterns are impacting our industrial base. U.S.
manufacturers, labor unions, economists and others have increasingly identified
China’s manufacturing competition as a critical factor in the erosion, some say the
decimation, of U.S. manufacturing capacity.

The loss of our manufacturing base also reverberates at the personal and commu-
nity levels. So we are also here today to understand the human context of manufac-
turing job losses. We hope this hearing will help this Commission and the broader
national audience understand what challenges Ohio’s manufacturers and workers
face, what hardships they have endured, what responses from Washington have
worked to help Ohio, and what responses have failed or have yet to be tried.

With that | would like to turn over the proceedings to the co-chairs of today’s
hearing, my colleagues, Commissioner Michael Wessel and Commissioner June
Dreyer.

Chairman D’AMATO. Co-Chair Wessel.
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OPENING REMARKS OF COMMISSIONER MICHAEL R. WESSEL
HEARING CO-CHAIR

Co-Chair WESSEL. Thank you, Mr. Chairman.

I'm pleased to Co-Chair today’s hearing with my colleague, June
Dreyer. | will chair the morning panels, and Co-Chair Dreyer will
chair this afternoon’s panels. As my esteemed Chairman said, we
have got a lot of help from the Mayor’s office and others. We would
like to take this opportunity to recognize the outstanding support
Mayor Plusquellic and his very capable staff have given us. A spe-
cial thanks goes to Laraine Duncan, Deputy Mayor for Intergovern-
mental Relations, who assisted us with the facility and logistical
arrangements. We want to personally thank you, Laraine—I saw
her earlier—for all your personal efforts on our behalf.

We also owe a special thanks and our deep gratitude to Mr.
Mark Williamson, John Valle, and Laurie Hoffman of the Mayor's
office for their support and assistance. They did an outstanding job
for us and thanks to each of you.

We also want to thank Congressman Sherrod Brown and his
staff for their assistance and support. The personal efforts and
hard work of Brett Gibson, Laura Pechaitis, Mike West and Joanna
Kuebler were instrumental in our ability to successfully conduct
this important regional hearing.

And finally we want to thank Congressman Regula and his of-
fice, especially Karen Buttaro, for their help in organizing today’s
hearing and witnesses.

As the Chairman said, in June of this year we issued our second
comprehensive report. We did so with a unanimous vote, Demo-
crats and Republicans, representatives from business and labor,
Commissioners with varied backgrounds in government and in the
private sector. While the Commission’s report is comprehensive, its
conclusion was simple, and | quote, “A number of the current
trends in U.S.-China relations have negative implications for our
long-term economic and national security interests, and therefore
that U.S. policies in these areas are in need of urgent attention and
course corrections.”

Ohio has been called ground zero in this year's Presidential race.
That's not an issue this Commission will address, that's for the vot-
ers to decide.

But as we see it, Ohio is ground zero in terms of the impact that
trade has had on our nation. In the past four years Ohio has lost
almost 19 percent of its manufacturing jobs. That's over two-thirds
of the total private sector job loss in Ohio over the same period.

Ohio maintains a merchandise trade deficit with China that in-
creased by more than eight percent from 2002 to 2003. Ohio is not
alone: 48 states have merchandise trade deficits with China, and
all but two of those states saw their deficits increase in 2003.

The Commission’s focus here today on America’s manufacturing
base stems not only from the fact that it is explicitly mentioned in
our Congressional mandate, but also because manufacturing is an
indispensable part of the U.S. economy. Two-thirds of the money
that the U.S. spends on research and development is spent by the
manufacturing sector, and 90 percent of new patents originate in
manufacturing. Manufacturing is also important for the mainte-
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nance of a middle class, with its jobs paying 20 percent more than
the average American jobs, accompanied by better benefits.

So | thank all the participants who are here today to aid us in
our duty to inform and advise Congress of the implications that the
U.S.-China American trade and investment relationships hold for
the American manufacturing base, the American economy, and ul-
timately the American way of life.

I would now like to turn to Co-Chair Dreyer for her opening
statement.

[The statement follows:]

Prepared Statement of Commissioner Michael R. Wessel
Hearing Co-Chair

The Commission is pleased to be meeting today in Akron to continue its com-
prehensive investigation of how the U.S.-China trade and investment relationship
is affecting vital regions and sectors of our economy. This is the third in a series
of field hearings the Commission has held this year.

I am pleased to co-chair today's hearing with my colleague, Commissioner June
Dreyer. | will chair the morning panels and Commissioner Dreyer will chair this
afternoon’s panels.

We would like to take this opportunity to recognize the outstanding support and
assistance we have received from Mayor Don Plusquellic and his very capable staff.
A special thanks goes to Laraine Duncan, Deputy Mayor for Intergovernmental Re-
lations, who assisted us with the facility and logistical arrangements. We want to
personally thank you, Laraine, for all your personal efforts on our behalf.

We owe a special thanks and our deep gratitude also to Mark Williamson, John
Valle, and Laurie Hoffman of the Mayor's office for their support and assistance.
They did an outstanding job for us. Thanks to each of you.

We also want to thank Congressman Sherrod Brown and his staff for their assist-
ance and support. The personal efforts and hard work of Brett Gibson, Laura
Pechaitis, Mike West and Joanna Kuebler were instrumental in our ability to suc-
cessfully conduct this important regional public hearing.

Finally, we want to thank Congressman Regula and his office, especially Karen
Buttaro, for their help in organizing today’'s hearing and witnesses.

The U.S.-China Economic and Security Review Commission was created by Con-
gress in 2000 to monitor, investigate, and report to Congress on the national secu-
rity implications of the bilateral trade and economic relationship between the
United States and the People’s Republic of China.

In June of this year, we issued our second comprehensive report. We did so with
a unanimous vote—Democrats and Republicans, representatives from business and
labor, Commissioners with varied backgrounds in government and in the private
sector. While the Commission’s report is comprehensive, it's conclusion was simple:
“a number of the current trends in U.S.-China relations have negative implica-
tions for our long-term economic and national security interests, and therefore that
U.S. policies in these areas are in need of urgent attention and course corrections.”

Ohio has been called ground zero in this year's Presidential race. That's not an
issue this Commission will address, that's for the voters to decide.

But, Ohio is ground zero in terms of the impact that trade has had on our nation.
In the past four years Ohio has lost almost 19% of its manufacturing jobs. That's
over two-thirds of the total private job loss in Ohio over the same period.

Ohio maintains a merchandise trade deficit with China that increased by more
than 8% from 2002 to 2003. Ohio is not alone: Forty-eight states have merchandise
trade deficits with China, and all but two of those states saw their deficit increase
in 2003.

The Commission’s focus here today on America’'s manufacturing base stems not
only from the fact that it is explicitly mentioned in our Congressional mandate, but
also because manufacturing is an indispensable part of the U.S. economy. Two-
thirds of the money that the U.S. spends on research and development is spent by
the manufacturing sector, and 90% of new patents originate in manufacturing. Man-
ufacturing is also important for the maintenance of a middle class, with its jobs pay-
ing 20% more than the average American jobs, accompanied by better benefits.

As we explore the impact of U.S.-China economic relations on Ohio and the neigh-
boring region, we will be focusing on how U.S. trade policies can better respond to
the challenges posed by China. Certainly more effective and aggressive enforcement
of our trade agreements is called for. But beyond that there may be policy reforms
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that are needed to right the growing trade imbalances we are seeing in so many
vital manufacturing sectors.

So | thank all of the participants who are here to aid us in our duty to inform
and advise Congress of the implications that the U.S.-China trade and investment
relationships hold for the American manufacturing base, the American economy,
and ultimately the American way of life.

Our first panel will help provide an overview of the overall impact of trade with
China on Ohio. We are pleased to have before us Mr. William A. Burga, President
of the Ohio AFL-CIO. We also have Dr. Jon Honeck, a research analyst with Policy
Matters Ohio, an economic policy think tank. Mr. David Hansen, Managing Director
of the Ohio Manufacturers’ Association will then speak, followed by Mr. Jeff
Otterstedt, General Manager of CLOW Water Systems Company who has specific
experience in terms of the impact of trade with China on his company.

We will hear from the witnesses in the order in which they were introduced. So
that all of the Commissioners can have adequate time to discuss these important
issues with the witnesses, we ask that each witness speak for no more than 7 min-
utes. At the end of the panel's presentation, each Commissioner will be recognized
for 5 minutes.

OPENING REMARKS OF COMMISSIONER JUNE TEUFEL DREYER
HEARING CO-CHAIR

Co-Chair DREYER. I would like to join my hearing Co-Chair, Co-
Chair Wessel, in thanking the Mayor’s office and the Akron com-
munity for facilitating our visit here today. This is an area of the
country that, as we are all aware, is on the very front lines of U.S.-
China trade. | noticed on the television this morning that your
neighboring city, Cleveland, has undergone further job losses and
more people have sunk into poverty. The reason is loss of manufac-
turing jobs. Interestingly the third city on the list was my own city,
Miami, so this is very close to home in many ways.

Later today we are going to talk about the steel and glassware
and ceramic industries and how they’'ve been affected by trade and
investment with China and the likely trends for the future. Finally,
a panel will address the machine tool industry. As a former resi-
dent of the State of Ohio I'm very familiar with Square D and Cin-
cinnati Millicron and so on.

These industries, as we all know, are vital parts of Ohio’s econ-
omy. For example, Ohio employs 16 percent of the nation’s iron and
steel workforce, which generates one-sixth of America’s raw steel.
Ohio’s machinery manufacturing accounts for 2.4 percent of its eco-
nomic activity compared to one percent nationally. The industry is
characterized by above average wages and significant spending on
research and development.

Since I'm in charge of the afternoon, the contrast with the morn-
ing session will be that we hope to garner information regarding
the continued vitality of these industries, the pressure they are
under from trading with, and investment in, China, and appro-
priate U.S. Government policy responses to meet the competitive
challenges posed by China.

I note from an article in today’'s newspaper that the cost of pro-
ducing a disposable camera for Kodak in Rochester, New York was
one dollar. The cost for producing it in China is 15 cents. How can
we compete with something like that? Are there ways? What can
we do better?

There are also broader questions that need to be examined. This
is the Economic and Security Review Commission. We are aware
that economics is vitally connected to security, and if we lose jobs,
our security position is eroded as well. Hence, we're looking for-
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ward to productive discussions with business and labor representa-
tives from these manufacturing sectors who are going to testify.

Our final panel will discuss the effects of a declining manufac-
turing base on the local community, and we will close with an open
microphone session. With these portions of our hearing we hope to
ground ourselves in the human element of the economic forces that
we are discussing. They will provide an opportunity for us to assess
at the most material level which U.S. policies have proved helpful
and what economic and human needs remain unfilled.

Again, we are very pleased to be in Akron today, and we're look-
ing forward to this day of testimony. Thank you.

[The statement follows:]

Prepared Statement of Commissioner June Teufel Dreyer
Hearing Co-Chair

I would like to join my hearing co-chair, Commissioner Wessel, in thanking the
Mayor’s office and the Akron community for facilitating our visit here today, an area
of the country that is on the front lines of U.S.-China trade. This afternoon we will
begin with our panel examining how the steel, glassware, and ceramics industries
have been affected by trade and investment with China and the likely trends for
the future. The subsequent panel will address the machine tool industry.

These industries are vital elements of Ohio’s economy. By way of example, Ohio
employs 16% of the nation’s iron and steel workforce, which generates one-sixth of
America’s raw steel. Ohio’s machinery manufacturing accounts for 2.4% of its eco-
nomic activity, compared to 1% nationally. The industry is characterized by above
average wages and significant R&D spending.

As during our morning session, we hope to garner information regarding the con-
tinued vitality of these industries, the pressures they are under from trade with and
investment in China, and appropriate U.S. Government policy responses to meet the
competitive challenges posed by China. These are key questions for exploration
within the Commission’s broader examination of the economic and security dimen-
sions of the U.S.-China economic relationship. We look forward to a productive dis-
cussion with the businesses and labor representatives from these manufacturing
sectors.

Our final panel will discuss the effects of a declining manufacturing base on the
local communities, and we will close with an open microphone session. With these
portions of our hearing, we hope to ground ourselves in the human element of the
economic forces that we are discussing. They will provide an opportunity for us to
assess, at the most material level, which U.S. policies have proved helpful and what
economic and human needs remain unfilled.

Again, we are very pleased to be in Akron today and look forward to this after-
noon’s testimony.

Co-Chair WESSEL. We'll begin quickly. Our first panel will help
provide an overview of the overall impact of trade with China on
Ohio. We are pleased to have before us Mr. William Burga, Presi-
dent of the Ohio AFL—CIO. We also have Dr. Jon Honeck, a re-
search analyst with Policy Matters Ohio, an economic policy think
tank. Mr. David Hansen, Managing Director of the Ohio Manufac-
turers’ Association will then speak, followed by Mr. Jeff Otterstedt,
General Manager of Clow Water Systems who has specific experi-
ence in terms of the impact of trade in China on his company.

We will hear from the witnesses in the order in which | just in-
troduced them. So that all of the Commissioners will have an ade-
quate chance to question and interact with the witnesses, we have
a series of lights. We are asking each witness to speak for no more
than seven minutes. Commissioners, you will be limited to five
minutes for questions and responses, and we will try not to be
rude, but we are going to try to stick to our timeframes today.

With that, Mr. Burga, please commence.
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PANEL I: OVERALL IMPACT OF CHINA TRADE ON OHIO

STATEMENT OF WILLIAM A. BURGA
PRESIDENT, OHIO AFL-CIO, COLUMBUS, OHIO

Mr. BURGA. Thank you. Mr. Chairman, Members of the U.S.-
China Trade Commission, our organization represents approxi-
mately 750,000 members of the AFL-CIO. If this meeting had been
held one or two years ago, we would have nearly 850,000 members.
But as you know, Ohio has been hit hard with over 240,000 jobs
lost since January 1, 2001.

Many, but not all, of the job losses have been union jobs, high-
paying jobs, with the manufacturing sector taking the brunt of the
hit with 170,000 jobs disappearing. The Ohio AFL-CIO has been
frustrated with the lack of response to this crisis and set out to find
the facts to help move public policy.

The facts are backing up what common sense has told us: That
unfair trade and outsourcing are major causes for the loss of jobs
in Ohio. Domestic economic problems associated with unfair trade
are documented in recent studies conducted by organizations such
as Policy Matters Ohio and the Economic Policy Institute. These
findings are highlighted in a May 2004 Ohio AFL-CIO report titled
Jobs for Us. Additionally, a report released just this week by the
AFL-CIO Industrial Union Council entitled Ohio Job Exports es-
tablishes a relationship between Ohio companies that have had
massive layoffs since January 2001 and unfair trade.

Obviously we cannot discuss trade without looking at China.
China now accounts for over one quarter of our global trade deficit,
which nears $500 billion. We have come to learn that 98 percent
of China’s exports are manufactured goods with 40 percent of its
exports landing in the United States. This information will not
come as a surprise to any Ohio consumer as made in China is the
dominant label on goods we find at our local stores.

At the same time the U.S. trade deficit with the rest of the world
and China in particular has soared. Ohio’s jobless rate and our eco-
nomic downturn spiral out of control. Ohio has outreached the rest
of the nation in job loss with no sign of recovery. In fact, Ohio is
last in the nation in job growth and wage growth with our leading
export being our young people as they move out of Ohio looking for
a brighter future.

The crisis in Ohio’s manufacturing sector and resulting job losses
created a state budgetary fiasco which led to draining the state’s
rainy day fund, raising the sales tax rate and expanding fees on
goods and services. Yet this was not sufficient, and cuts to state
services across the board were executed by the governor. It is our
opinion that the state’s budgetary problems will not get better until
we straighten out our priorities and policies which favor multi-
national corporations and leave workers behind.

From our viewpoint the Bush Administration and our trade rep-
resentatives have not been standing up for workers. I would like
to recount something President Bush said Labor Day 2003 while
here in Ohio. He said, quote, “We expect there to be a fair playing
field when it comes to trade. See, we in America believe we can
compete with anybody just so long as the rules are fair and we in-
tend to keep the rules fair,” end quote.
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Today the Commission will hear testimony that demonstrates the
rules are not fair, especially as it relates to China. And contrary
to what the President says, he has had ample time to review the
trading practices of China and has failed to take action when con-
fronted with its trading violations.

The light on China exposes a trading relationship that appears
less about fair trade and more about providing multinational cor-
porations with a place to find and exploit cheap labor. This leads
us to the conclusion that our current trade policies place corporate
interests over national interests. How else can we explain giving
Permanent Normal Trade Relation status to a totalitarian nation
that does not live up to its international obligations with respect
to human rights, labor lights, environmental standards and rules
governing currency?

We are pleased the Commission is allowing for time to hear from
some of Ohio’s displaced workers, as it is their stories that matter
most. Workers such as Frank Rayl, who after 17 years of hard
work at Eljer saw his company move to China. Workers like David
McCune who worked 24 years at Massillon Stainless Steel only to
have the company pick up and move to China. The list of Ohio’s
working families that have been displaced as companies seek to
find cheap labor to do business is long and disgraceful.

It doesn’'t have to be this way, Mr. Chairman. First, let me sug-
gest that in order to overcome our shortfall of trade-related data,
there should be requirements to collect information related to job
relocation and outsourcing. In Ohio the Ohio AFL-CIO proposes to
create a new state agency that in part would be responsible for col-
lecting such business-related data and representing Ohio on trade
matters.

Second, tax laws should be modified prohibiting rewarding cor-
porations that move business or jobs to foreign nations.

Third, U.S. trade negotiators should have an understanding of
trade problems, which would negatively affect U.S. workers.

Fourth, we believe current trade agreements should be vigor-
ously enforced and violations appropriately remedied.

Finally, the U.S. should not expand existing trade agreements or
usher in new deals until the aforementioned problems and con-
troversy surrounding trade and globalization are responsibly ad-
dressed.

In closing | would simply like to thank the Commission for com-
ing to Ohio and for providing us this opportunity today.

[The statement follows:]

Prepared Statement of William A. Burga
President, Ohio AFL-CIO, Columbus, Ohio

Mr. Chairman and Members of the U.S.-China Trade Commission our organiza-
tion represents approximately 750,000 members of the AFL-CIO. If this meeting
had been held one or two years ago we would have nearly 850,000 members but
as you know Ohio has been hit hard with over 240,000 jobs lost since January 1,
2001.

Many, but not all, of the job losses have been union, high paying jobs with the
manufacturing sector taking the brunt of the hit with 170,000 jobs disappearing.
The Ohio AFL-CIO has been frustrated with the lack of response to this crisis and
set out to find the facts to help move public policy.

The facts are backing up what common sense has told us—that unfair trade and
outsourcing are major causes for the loss of jobs in Ohio. Domestic economic prob-
lems associated with unfair trade are documented in recent studies conducted by
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organizations such as Policy Matters Ohio and the Economic Policy Institute. These
findings are highlighted in a May 2004 Ohio AFL-CIO report titled “Jobs for Us.”
Additionally, a report released this week by the AFL—CIO Industrial Union Council
entitled “Ohio Job Exports” establishes a relationship between Ohio companies that
have had massive layoffs since January 2001 and unfair trade.

Obviously, we cannot discuss trade without looking at China. China now accounts
for over one quarter of our global trade deficit which nears $500 billion. We have
come to learn that 98% of China’s exports are manufactured goods with 40% of its
exports landing in the United States. This information will not come as a surprise
to any Ohio consumer as “Made in China” is the dominant label on goods we find
at our local stores.

At the same time the U.S. trade deficit with the rest of the world and China in
particular has soared Ohio’s jobless rate and our economic downturn spiral out of
control. Ohio has outpaced the rest of the nation in job loss with no sign of recovery.
In fact, Ohio is last in the nation in job growth and wage growth with our leading
export being our young people as they move out of Ohio looking for a brighter fu-
ture.

The crisis in Ohio’'s manufacturing sector and resulting job losses created a state
budgetary fiasco which led to draining the state’s rainy day fund, raising the sales
tax rate and expanding fees on goods and services. Yet, this was not sufficient and
cuts to state services across the board were executed by the Governor. It is our opin-
ion that the state’s budgetary problems will not get better until we straighten out
our priorities and policies which favor multi-national corporations and leave workers
behind.

From our viewpoint, the Bush Administration and our trade representatives have
not been standing up for workers. | would like to recount something President Bush
said Labor Day 2003 while in Ohio. He said, “We expect there to be a fair playing
field when it comes to trade. See, we in America believe we can compete with any-
body, just so long as the rules are fair, and we intend to keep the rules fair.” Today
the Commission will hear testimony that demonstrates the rules are not fair espe-
cially as it relates to China. And, contrary to what the President says, he has had
ample time to review the trading practices of China and has failed to take action
when confronted with its trading violations.

The light on China exposes a trading relationship that appears less about fair
trade and more about providing multi-national corporations with a place to find and
exploit cheap labor. This leads us to the conclusion that our current trade policies
place corporate interests over national interests. How else can we explain giving
Permanent Normal Trade Relation status to a totalitarian nation that does not live
up to its international obligations with respect to human rights, labor rights, envi-
ronmental standards and rules governing currency.

We are pleased the Commission is allowing for time to hear from some of Ohio’s
displaced workers, as it is their stories that matter most. Workers such as Frank
Rayl, who after seventeen years of hard work at Eljer saw his company move to
China. Workers like David McCune who worked 24 years at Massillon Stainless
Steel only to have the company pick up and move to China. The list of Ohio’s work-
ing families that have been displaced as companies seek to find a cheap place to
do business is long and disgraceful.

It doesn’'t have to be this way Mr. Chairman. First, let me suggest that in order
to overcome our shortfall of trade related data there should be requirements to col-
lect information related to job relocation and outsourcing. The Ohio AFL-CIO pro-
poses to create a new state agency that in part would be responsible for collecting
such business related data and representing Ohio on trade matters.

Second, tax laws should be modified to prohibit rewarding corporations that move
business or jobs to foreign nations.

Third, U.S. trade negotiators should have an understanding of trade problems
which would negatively affect U.S. workers.

Fourth, we believe current trade agreements should be vigorously enforced and
violations appropriately remedied.

Finally, the U.S. should not expand existing trade agreements or usher in new
deals until the aforementioned problems and controversy surrounding trade and
globalization are responsibly addressed.

In closing, | would like to thank the Commission for coming to Ohio and providing
us this opportunity to testify.

Co-Chair WESSEL. Thank you, | appreciate it.
Dr. Honeck.
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STATEMENT OF JON HONECK, Ph.D.

RESEARCH ANALYST, POLICY MATTERS OHIO, COLUMBUS, OHIO

Dr. HONECK. Thank you, Mr. Chairman.

Good morning. My name is Jon Honeck. | am a research analyst
with Policy Matters Ohio, a nonprofit research institution with an
interest in employment, taxation, education and economic develop-
ment policy. I would like to make a few remarks about Ohio’'s em-
ployment situation in general and then discuss how our economic
relations with China have affected Ohio’s manufacturing sector.

Mr. Chairman, Ohio is truly experiencing a “jobless recovery.”
Total nonagricultural wage and salary employment in July of this
year is over 207,000 jobs below the level of July of 1999, so five
years running. This represents a loss of 3.7 percent of our total em-
ployment base. Of course, in the previous five years our population
has continued to grow. If total employment has kept pace with pop-
ulation growth, Ohio would have about 315,000 more jobs than it
does now.

The job loss in manufacturing is by far the single greatest cause
of the unemployment crisis in Ohio and the other Great Lake
states. A recent U.S. Department of Labor report estimated that
353,000 workers have been displaced from the manufacturing sec-
tor between January 2001 and December of 2003 in Ohio, Michi-
gan, lllinois, Indiana and Wisconsin. As shocking as that figure is,
it only includes workers with more than three years on the job.
With these workers the same report estimated that just 60 percent
of them were able to find another job after they were laid off, and
those that were reemployed full time, nearly two-thirds reported
that their earnings at their new jobs were below those of their old
jobs.

The economic meltdown was widespread in Ohio’s manufacturing
sector. We look at Ohio’s manufacturing sectors using four-digit
North American Industry Classification System codes. There were
77 industrial sectors that accounted for 99 percent of all wage and
salary employment. Seventy of them had fewer jobs in December
of 2003 than they did four years before. The seven industrial sec-
tors that gained employment created a combined total of 1,757 new
jobs.

Manufacturing, especially durable goods manufacturing, has al-
ways been a very cyclical industry. Some of its problems are due
to a fall off in demand due to terrorism and the recession between
March 2001 and November 2001. Yet as recessions go, the contrac-
tion in GDP from March to November of 2001 was shallow com-
pared to other recent recessions, particularly the one that occurred
in the early 1980s. There are two factors at work that economists
cite. Productivity is a factor in the decline in employment, but
clearly the other factor is international trade, as evidenced by our
growing trade deficit. According to the Economic Policy Institute in
Washington, D.C., almost one-fourth of domestic demand for manu-
factured products is now met by foreign imports.

There’s no doubt that international trade has led to substantial
job losses in Ohio’'s manufacturing sector. Earlier this year, Policy
Matters Ohio released a report that analyzed program data from
the U.S. Department of Labor’s Trade Adjustment Assistance Pro-
gram. The report found that nearly 46,000 Ohioans had been dis-
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placed from their jobs due to international trade between 1995 and
November of 2003. The highest number of annual certifications
took place in 2002, when 13,000 workers became eligible to apply
for trade adjustment assistance. Last year's total was above 6,000,
and this year’s certifications are on a similar pace.

Unfortunately, the TAA program data fails to capture the full ex-
tent of job losses due to trade. Program coverage has been ex-
panded recently so that it now covers shift in production facilities
to countries other than Mexico or Canada. Just in the last year the
program certified workers at three Ohio companies that outsourced
production to China: Senco Products in Cincinnati, Irwin Industrial
Tools in Wilmington, and Ericsson Manufacturing Company in
Willoughby.

Despite these restrictions on program coverage, our report found
that job losses certified under the TAA program accounted for near-
ly 19 percent of the net decline in manufacturing employment be-
tween January of 1999 and October 2003.

It is well known that the United States runs a substantial and
growing trade deficit with China. What are the implications of Chi-
na’s export surge for Ohio’s economy, which is concentrated in more
capital-intensive sectors? Let's take a look at the 50 Ohio industrial
sectors with the highest numbers of job lost between 1999 and
2003, and the proportion of total imports within each sector that
came from China. In 1999, the median share of Chinese imports to
all imports in each sector was six percent. By 2003, the median
Chinese share had risen to 11.4 percent. China’s share of total im-
ports was 18 percent or over in 20 sectors. Only one of these 50
sectors did not experience an increase in the Chinese share of total
imports. Over the 1999 to 2003 period the median increase in the
value of Chinese imports across all 50 sectors was 106 percent.

Increased Chinese import competition played an important role
in creating market conditions that led to severe job losses in cer-
tain Ohio sectors. For example, in the communications equipment
sector, which lost nearly half of its workforce in Ohio, Chinese im-
ports grew in value by 148 percent and accounted for nearly one-
fifth of the value of all imports by 2003. Chinese import competi-
tion played a major role in the recent shutdown of two large plants
in central Ohio, Techneglas in Columbus and Thomson in
Circleville. These two plants made glass picture tubes for tele-
visions. These shutdowns combined to cost over 1,000 workers their
jobs. Although changing technology also played a role in the shut-
downs of these two plants, the U.S. International Trade Commis-
sion found that certain cathode-ray tube Chinese televisions were
being dumped on the U.S. market, and an antidumping order has
been in place since June of this year unfortunately too late to help
the over 1,000 workers who lost their jobs.

Co-Chair WESSEL. If you can sum up, please.

Dr. HONECK. Mr. Chairman, standard economic models of inter-
national trade often assume that the economy is functioning at full
employment. In this situation international trade shifts jobs among
various sectors of the economy, but does not determine the overall
level of employment. This may have been the case in Ohio and the
rest of the United States during the 1990s. However, Ohio’s experi-
ence in the last several years is an example of what can happen
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when severe manufacturing job loss due to unbalanced trade occurs
in the context of an economic downturn. The shrinking manufac-
turing sector becomes a decisive influence on the overall level of
employment because it sets in motion a vicious circle of falling con-
sumer and business demand. No one can say when this process will
end, but the latest chapter in the dismantling of Ohio’s industrial
base will make it even harder for our economy to provide an ac-
ceptable standard of living for all of our residents.
[The statement follows:]

Prepared Statement of Jon Honeck, Ph.D.
Research Analyst, Policy Matters Ohio, Columbus, Ohio

Good morning. My name is Jon Honeck. | am a Research Analyst with Policy Mat-
ters Ohio, a non-profit research institution with an interest in employment, tax-
ation, education, and economic development policy. | will make a few remarks about
Ohio’s employment situation in general, and then discuss how our economic rela-
tions with China have affected Ohio’s manufacturing sector.

Ohio is truly experiencing a “jobless recovery.” Total non-agricultural wage and
salary employment in July of this year is over 207,000 jobs below the level of July
1999. This represents a loss of 3.7 percent of our total employment base. Of course,
during the previous five years, our population has continued to grow. If total em-
ployment had kept pace with population growth, Ohio would have 315,000 more jobs
than it does now.

Despite reports about signs of an upturn in national employment, preliminary sta-
tistics indicate that Ohio lost 12,000 jobs in August, the worst in the nation. Our
seasonally adjusted unemployment rate rose from 6 percent in July to 6.3 percent
in August.

Another indicator of economic distress is that statewide unemployment claims for
the first half of this year are still 40 percent higher than they were in the first half
of 1999. Moreover, the rate at which unemployment compensation recipients ex-
haust their benefits before finding a job is still at a recessionary level.

Job loss in manufacturing is by far the single greatest cause of the employment
crisis in Ohio and the other Great Lakes states. A recent U.S. Department of Labor
report estimated that 353,000 workers had been displaced from the manufacturing
sector between January 2001 and December 2003 in Ohio, Michigan, Illinois, Indi-
ana, and Wisconsin. As shocking as this figure is, it only includes displaced workers
with more than three years at the same job. Nationally, the same report estimated
that just 60 percent of workers laid off from manufacturing were able to find an-
other job. Of those who were reemployed full-time, nearly two-thirds reported that
their earnings at their new jobs were below those of their lost jobs.

Layoffs and attrition combined to cause the loss of 202,143 jobs in Ohio's manu-
facturing sector between December 1999 and December 2003, a decline of nearly 20
percent. The manufacturing sector lost jobs in each year. The worst year was 2001,
when 91,242 jobs were lost. Current estimates indicate that an additional 11,000 po-
sitions have been lost this year through August, leaving about 825,000 manufac-
turing jobs in our state.

The economic meltdown was widespread. If we look at Ohio’s manufacturing sec-
tors using four-digit North American Industry Classification System codes, or
“NAICS” codes, as of 1999, there were seventy-seven industrial sectors that ac-
counted for 99 percent of all wage and salary employment. Seventy of them had
fewer jobs in December of 2003 than they did in four years before. The seven indus-
trial sectors that gained employment created a combined total of 1,757 new jobs.

During the four years between December 1999 and December 2003, motor vehicle
parts, which has the largest employment of any industrial sector in Ohio, lost
19,500 jobs, or 17 percent of its workforce. Plastic products, which has the second-
highest employment level, lost 9,900 jobs, or 16 percent of its workforce. Three other
sectors—foundries, metalworking machinery, and rubber products—all lost over
9,800 jobs, eliminating between 28 and 35 percent of their respective workforces.
Seven other industrial sectors lost over 5,000 jobs. Thirteen industrial sectors lost
between 3,000 and 5,000 jobs.

Manufacturing, especially durable goods manufacturing, has always been a very
cyclical industry. Some of its problems are due to a fall-off in demand due to ter-
rorism and the recession between March 2001 and November 2001. Yet, as reces-
sions go, the contraction in GDP from March to November of 2001 was shallow com-
pared to other recent recessions, particularly the one that occurred in early 1980s.
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As employment has failed to recover, it is clear that other factors besides domestic
demand are at work. Federal Reserve Board Chairman Alan Greenspan and other
economists often cite rising productivity in manufacturing as a key reason for the
decline of manufacturing employment, but productivity alone is insufficient to ac-
count for the nationwide loss of three million manufacturing jobs between 1998 and
2003. Clearly, the other factor at work is international trade, as evidenced by our
growing trade deficit. According to the Economic Policy Institute in Washington,
D.C., almost one-fourth of domestic demand for manufactured products is now met
by foreign imports.

There is no doubt that international trade has led to substantial job losses in
Ohio’'s manufacturing sector. Earlier this year, Policy Matters Ohio released a report
that analyzed program data from the U.S. Department of Labor’'s Trade Adjustment
Assistance (TAA) program. The TAA program offers extended unemployment bene-
fits, relocation and job search allowances, a health care tax credit, and limited wage
supplements for reemployed older workers. The report found that nearly 46,000
Ohioans had been displaced from their jobs due to international trade between 1995
and November 2003. The highest number of annual certifications took place in 2002,
when 13,000 workers became eligible to apply for trade adjustment assistance. Last
year's total was above 6,000, and this year’s certifications are on a similar pace.

Unfortunately, TAA program data fails to capture the full extent of job losses due
to trade. When a plant closes or reduces production, the effects cascade down the
supply chain and also are felt by businesses that provide services to the plant. But,
until November 2002, the TAA program did not cover workers at supplier compa-
nies, nor did it cover shifts in production facilities to countries other than Mexico
or Canada. Just in the last year, the program certified workers at three Ohio com-
panies that outsourced production to China: Senco Products in Cincinnati, Irwin In-
dustrial Tools in Wilmington, and Ericsson Manufacturing Co. in Willoughby. Oth-
erwise, program coverage for establishments that provide services to a manufac-
turing plant remains extremely limited. Despite these restrictions on program cov-
erage, our report found that job losses certified under the TAA program accounted
for nearly 19 percent of the net decline in manufacturing employment between Jan-
uary 1999 and October 2003.

Finally, there are an unknown number of jobs lost in other sectors of the economy
because of the negative multiplier effects of manufacturing job loss on consumer
spending. | would like to draw the Commission’s attention to the fact that there are
6.4 percent fewer people employed in Ohio's retail sector than there were five years
ago.

It is well known that the United States runs a substantial and growing trade def-
icit with China. American consumers are already familiar with China’'s exporting
prowess in labor-intensive sectors such as apparel, toys, and footwear. What are the
implications of China’s export surge for Ohio’s economy, which is concentrated in
more capital-intensive sectors? Let’s take a look at the fifty Ohio industrial sectors
with the highest nhumbers of jobs lost between 1999 and 2003, and the proportion
of total imports within each sector that come from China. In 1999, the median share
of Chinese imports to all imports in each sector was 6 percent. By 2003, the median
Chinese share had risen to 11.4 percent. China’s share of total imports was 18 per-
cent or over in 20 sectors. Only one of these fifty sectors (non-ferrous metals except
aluminum) did not experience an increase in the Chinese share of total imports.
Over the 1999 to 2003 period, the median increase in the value of Chinese imports
across all fifty sectors was 106.2 percent (in nominal terms).

Increased Chinese import competition played an important role in creating mar-
ket conditions that led to severe job losses in certain Ohio sectors. In the commu-
nications equipment sector, which lost nearly half of its workforce in Ohio, Chinese
imports grew In value by 148 percent and accounted for nearly one-fifth of the value
of all imports by 2003. Chinese import competition played a major role in the recent
shutdown of two large plants in Central Ohio that made glass picture tubes for tele-
visions (Techneglas in Columbus and Thomson in Circleville). These shutdowns
combined to cost over 1,000 workers their jobs. In 2002, Chinese products accounted
for one-fourth of the U.S. market in the household audio-visual equipment sub-
sector, which includes television production. Although changing technology also
played a role in the shutdowns of these two plants, the U.S. International Trade
Commission found that certain cathode-ray tube Chinese televisions were being
dumped on the U.S. market, and an antidumping order has been in place since June
of this year (I1.T.C. Case no. A-1034).

In the plastic products sector, which lost almost 10,000 jobs (16 percent of its
workforce), Chinese imports grew in value by 75 percent and China increased its
share of all imports from 19 to 24 percent. Most of Ohio’s job losses occurred in the
“all other plastics products” subsector, in which China is the leading exporter to the
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United States, sending $2.8 billion worth of products to the U.S. in 2003, up from
$1.6 billion in 1999. In contrast, U.S. exports to China were a paltry $124 million.
Chinese goods in this subsector held a 3.4 percent share of the U.S. market in 2002.

In the rubber products sector, which lost 30 percent of its Ohio workforce, Chinese
imports grew in value by 129 percent and China doubled its share of imports in the
sector to 11.6 percent over the 1999 to 2003 period. Over half of the total job loss
in rubber products occurred in the tire and tire products subsector. By 2002, China
had become the third largest exporter of tires and tire products to the United
States, holding roughly three percent of the U.S. domestic market. If present rates
of growth continue for four or five years, China may surpass Japan and Canada to
become the largest exporter of tires and tire products to the United States.

Those who support normal trade relations with China often point to that country’s
potential as an export market. Ohio’s exports to China have grown significantly
since the U.S. and China began normal trading relations in 2000, but from a very
low level. China became Ohio’s seventh-largest export destination by 2003. Even so,
China only accounts for slightly over 2 percent of Ohio’s total exports. To put this
in perspective, Ohio's exports to China in 2003 were just 3.8 percent of the value
of goods that Ohio exports to Canada ($16.9 billion), our largest trading partner. Put
another way, the value of Ohio’s exports to China probably comprise no more than
one-half of one percent of Ohio’s total industrial output. It should also be mentioned
that recently there has also been another downside to China’s rapid growth—short-
ages of scrap metal, certain steel products, and cement. These shortages are begin-
ning to affect the construction industry, which has been one of the few bright spots
in Ohio’s economy.

Standard economic models of international trade often assume that the economy
is functioning at full employment. In this situation, international trade shifts jobs
among various sectors of the economy but does not determine the overall level of
employment. This may have been the case in Ohio and the rest of the United States
during the 1990s, as a brisk rate of economic growth hid the effects of a rising trade
deficit. However, Ohio’s experience in the last several years is an example of what
can happen when severe manufacturing job loss due to unbalanced trade occurs in
the context of an economic downturn. The shrinking manufacturing sector becomes
a decisive influence on the overall level of employment because it sets in motion a
vicious circle of falling consumer and business demand. No one can say when this
process will end, but the latest chapter in the dismantling of Ohio’s industrial base
will make it even harder for our economy to provide an acceptable standard of living
for all of our residents.

Co-Chair WESSEL. Thank you. Your full testimony, and all the
witnesses’ testimony, will be made part of the record.
Mr. Hansen, welcome.

STATEMENT OF DAVID HANSEN
MANAGING DIRECTOR, OHIO MANUFACTURERS’ ASSOCIATION
COLUMBUS, OHIO

Mr. HANSEN. Good morning, Commissioners. My name is David
Hansen and | am the managing director of public policy for the
Ohio Manufacturers’ Association. Our association has 2,000 mem-
bers, and we represent the interests of approximately 20,000 manu-
facturing establishments in Ohio.

I want to try to help you today in two ways. One, to give you,
as previously heard, an overview of the condition of manufacturing
in our state today. And, finally to share with you at least our asso-
ciation’s views on the biggest issue at stake competing with China.

You have heard about the manufacturing base here in Ohio. It's
exceptionally broad—20,000 manufacturing establishments—a tre-
mendous number of business activity. It's exceptionally deep. I lack
hard data, but I can tell you there are hundreds of corporations
that are into their hundred plus year of operation, and there are
thousands of family-owned companies well into their third, fourth,
and even fifth generation of family leadership.
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The manufacturing base of Ohio is large and dense. It's the third
largest manufacturing state in terms of total dollar value and only
one other state has a larger share of its citizens directly employed
in manufacturing. One in six Ohioans work in this sector.

We produce about a quarter of the state’s economy and about
half of state and local government receipts and paying premium
wages and benefits unmatched by other economic sectors, manufac-
turing is Ohio’s single most important source of growth and pros-
perity.

Today, because Ohio manufacturing is challenged, Ohio itself is
challenged. The latest total of manufacturing employment as meas-
ured by the U.S. Department of Labor is 825,000 Ohioans. You
heard some other comments. Ours is pretty much the same. This
is 204,000 jobs fewer than the pre-recession employment peak of
about 1,030,000 people employed in manufacturing, and we count
back to February 2000 when the recession peaked.

Some of the direct consequences are, as Mr. Burga mentioned, a
state budget in disarray, tax rates going up as the tax base fails
to grow, schools going through spending cutbacks. Here in Ohio,
property tax, especially Ohio’s antiquated, anti-manufacturing tan-
gible personal property tax, still predominantly pays for schools
here. Aggregate wages are stagnant as workers move from well-
compensated manufacturing jobs into less compensated service sec-
tor jobs or no jobs at all.

One particularly compelling consequence: Ohio’s population has
grown by just three-tenths a percent over the period of 2000 to
2003. I will check with Dr. Honeck about the numbers. We have
grown in Ohio population while the nation on the whole has grown
by a full three percent in this same three-year period. Growth and
prosperity have come to a halt here in Ohio.

Please note as a visitor to our state that despite the mythic
image of a tired-out, run-down rust belt, stagnation and decline are
neither the heritage of manufacturing Ohio, nor its recent history.

For the 25 years leading up to the recent recession, Ohio manu-
facturing experienced strong growth. Embracing a vision of manu-
facturing competitiveness and applying strategies and techniques
to achieve this, our companies grew the real dollar value of their
manufacturing output here in the state between the 1991 and 1997
from $65 billion to $88 billion. From 1975 to 2000, Ohio manufac-
turing output grew an average of three percent a year. Not a tech
bubble perhaps, but certainly not the rust belt image many hold of
manufacturing, including unfortunately many here in Ohio.

About the current situation. Three factors lie behind the job loss
in Ohio in our view, gains in labor productivity, a contraction in
the American economy, and a loss of the domestic market share for
Ohio manufactured products.

Our best estimate of the loss of Ohio manufacturing jobs due to
the loss of domestic market share without taking into account any
increases in foreign market share is 75,000 jobs of the 203,000 jobs
lost. Market loss to China is the single largest factor, but accounts
for only half these job losses. Mexico, Europe, Canada and other
producers have together made similar inroads all in American mar-
kets as does China. Between 35,000 and 40,000 Ohio manufac-
turing jobs have been lost in economic competition with China over
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the past four years. This is not netted against any changes in Ohio-
supplied market share in China, but I don't think that today at
least this is a very significant factor.

Thirty-five to 40,000 jobs lost is a real significant number, it's a
mind-boggling amount of pain, disappointment and lost dreams
both for the employees and obviously many of the business owners
who are in the sights of China competition. But the collapse of cap-
ital spending, which is the root of the manufacturing recession in
the U.S. over the past four years, and the accelerated growth in
productivity without mitigating economic growth overall, each of
these are far bigger contributors to Ohio’s manufacturing job loss
today.

Much of the blame for loss in domestic market share lies in gov-
ernment action, inaction or just plain mismanagement. Manufac-
turers have earned the right to point fingers elsewhere. They paid
a tremendous price to their employees for their uncompetitive prac-
tices in the early 1980s and again in the early 1990s. But they
have remade themselves and their management methods are now
organizational models for the rest of American private industry and
certainly for our government. OMA members know they are doing
all they can do to compete with China and other competitors, but
the government is failing them in three important ways.

First, the Federal Government is not doing enough to correct
China’s manipulation of its currency. When China pegs its currency
at a lower-than-market rate, it artificially lowers retail prices for
Chinese products in the U.S. Consumers may benefit temporarily
from their greater purchasing power in the manipulated market.
However, you will hear today from Ohio manufacturers about how
they lost their competitive edge due in large part to this action of
the Chinese government and due to the unresponsiveness of our
government to stop it. For every one person you'll hear from today,
there are probably a thousand other Ohio manufacturers who will
have a China pricing story that would make you cringe when you
consider the stakes for Ohio and our country.

Second, the Federal Government is woefully mismanaging its
duty to protect the intellectual property rights of Ohio manufactur-
ers. Product innovation in Northern Ohio is manufacturing’s best
competitive advantage in the global marketplace. Entrepreneur
and engineering and marketing talents abound in this state, but it
doesn't mean a thing when Chinese economic interests so shame-
lessly pirate our members’ inventions and innovations. Domestic
market share is impossible to defend when your competitors do not
have to face costs for research and development or even brand de-
velopment and customer service.

We have a member manufacturing sophisticated pumps for
water, wastewater, petroleum and agricultural uses. A Chinese
company has not only copied and exploited the Gorman-Rupp prod-
uct and its manuals and its performance specifications, but the
very Gorman-Rupp brand is displayed on the products in the Chi-
nese company'’s literature.

There seems to be plenty of agreements and trade rules that
would ban piracy, but the state of U.S. Federal enforcement in the
words of Senator Voinovich'’s, “is nothing short of abysmal.”
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On another note about trade enforcement with China: The Byrd
Amendment is a meaningful inducement against trade dumping.
You will hear more about that later. The WTO position that it un-
fairly double compensates victimized industries doesn’t ring true to
Ohio manufacturers. What better incentive could there be for a
trading partner to play fair than to avoid directly compensating
your competitors with the receipts from tariff price penalties?

Co-Chair WESSEL. If you can sum up, please.

Mr. HANSEN. Yes. Third, manufacturing market share, whether
domestic or global, is extremely price sensitive. Yet state and local
government in particular seem unaware of this. For example, dur-
ing this recession the State of Ohio has increased direct taxes on
capital investment at least four times. A recent court decision rul-
ing invalid a state machinery and equipment tax credit will be the
fifth tax increase if it is upheld. So to sum up, members, global and
competitiveness of China is everybody's business. The feds cer-
tainly have their share of work to do, but we would also say, and
please check my own remarks, there’'s a lot that can be done by
state and local government to help our members become more com-
petitive here in the U.S. and globally as well.

[The statement follows:]

Prepared Statement of David Hansen
Managing Director, Ohio Manufacturers’ Association, Columbus, Ohio

Good morning, Commissioners. My name is David Hansen and | am the Managing
Director of Public Policy for the Ohio Manufacturers’ Association. Since 1905 our As-
sociation has represented the interests of Ohio manufacturing before opinion- and
policy-making forums.

I hope that | can contribute to your work in two ways. First by giving you an
overview of Ohio manufacturing to complement the industry-targeted testimony
you'll hear today. Then I will try to give our Association’s view on some of the issues
at stake for all of Ohio’s manufacturers in competing with China in today's global
economy.

The manufacturing base in Ohio is exceptionally broad: there are approximately
20,000 manufacturing establishments in the state producing products in every cat-
egory of industry.

The state’s manufacturing base is also exceptionally deep: | lack hard data, but
please take my word for it: there are hundreds of corporations well over one hun-
dred years old and probably thousands of family-owned manufacturing businesses
well into their third, fourth and even fifth generation of family leadership.

The manufacturing base of Ohio is large and dense. Ohio is the third largest man-
ufacturing state when measured in total dollar value of product. Only one other
state has a larger share of its citizens directly employed in manufacturing—one-in-
six Ohioans work in this sector.

Producing about a quarter of the state’s economy and about half of state and local
government receipts, and paying premium wages and benefits unmatched by other
economic sectors, manufacturing is Ohio’s single most important source of growth
and prosperity.

Today, because Ohio manufacturing is challenged, Ohio is challenged. The latest
total of manufacturing employment as measured by the U.S. Department of Labor
is 825,000 Ohioans. This is 204,000 fewer than the pre-recession employment peak
of about 1,030,000 employed in manufacturing in February of 2000.

Some of the direct consequences are: a state budget in disarray; tax rates going
up as the tax base fails to grow; schools going through spending cutbacks (property
tax, and especially Ohio’s antiquated, anti-manufacturing tangible personally prop-
erty tax, still predominately pay for schools here in Ohio); aggregate wages stagnant
as workers move from well-compensated manufacturing jobs into less compensated
service sector jobs.

One particularly compelling consequence: Ohio’s population has grown by just 0.3
percent over the period of 2000 to 2003, while the nation on the whole has grown
Ey a full t:); percent in total population. Growth and prosperity have come to a halt

ere in Ohio.
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Please note that despite the myth-image of a tired-out, run-down Rust Belt, stag-
nation and decline are neither the heritage of manufacturing Ohio, nor its recent
history.

For the twenty-five years leading up to the recent recession, Ohio manufacturing
experienced strong growth. Embracing a vision of manufacturing competitiveness
and applying strategies and techniques to achieve this, our companies grew the real
dollar value of their manufacturing output between the 1991 and 1997 from $65 bil-
lion to $88 billion. From 1975 through 2000 Ohio manufacturing output grew an av-
erage of 3% a year. Not a tech bubble perhaps, but certainly not the Rust Belt
image many hold of manufacturing, including even many here in Ohio.

About the current situation ...

Three factors lie behind the loss of jobs in Ohio: gains in labor productivity, a con-
traction in the American economy, and a loss in domestic market share for Ohio-
manufactured products.

Our best estimate of the loss of Ohio manufacturing jobs due to the loss of domes-
tic market share, without taking into account any increases in foreign market share,
is 75,000 jobs. Market loss to China is the single largest factor, but accounts for only
half these job losses. Mexico, Europe, Canada and other producers have together
made similar inroads in American markets. Between 35 and 40 thousand Ohio man-
ufacturing jobs have been lost in economic competition with China over the past
four years. This is not netted against any changes in Ohio-supplied market share
in China, but | don't think that today this is a significant factor.

Thirty-five to forty-thousand jobs lost is a real, significant number, a mind-bog-
gling amount of pain, disappointment and lost dreams. But the collapse of capital
spending, the root of the manufacturing recession, and the accelerated growth in
productivity without mitigating economic growth overall, are each far bigger contrib-
utors to Ohio’s manufacturing job crisis today.

Much of the blame for loss in domestic market share lies in government action,
inaction or just plain mismanagement. Manufacturers have earned the right to
point fingers elsewhere. They paid a tremendous price for their uncompetitive prac-
tices in the early 80's and again in the early 90's. But they have remade themselves
and their management methods are now organizational models for the rest of Amer-
ican private industry and certainly our government. OMA members know they are
doing all they can do to compete with China and other competitors, but their gov-
ernment is failing them in three important ways.

First, the Federal Government is not doing enough to correct China’'s manipula-
tion of its currency. When China pegs its currency at a lower-than-market rate, it
artificially lowers retail prices for Chinese products in the U.S. Consumers may ben-
efit temporarily from their greater purchasing power in a manipulated market.
However, you will hear today from Ohio manufacturers about how they have lost
their competitive edge due in large part to this action of the Chinese government.
And due to the unresponsiveness of our government to stop it. For every one person
you'll hear today, there are probably a thousand other Ohio manufacturers who will
have a China pricing story that would make you cringe when you consider the
stakes for Ohio and our country.

Second, the Federal Government is woefully mismanaging its duty to protect the
intellectual property rights of Ohio manufacturers. Product innovation is one of
Ohio manufacturing’s best competitive advantages in the global marketplace. Entre-
preneur and engineering and marketing talents abound in this state, but it doesn't
mean a thing when Chinese economic interests so shamelessly pirate our members’
inventions and innovations. Domestic market share is impossible to defend when
your competitors do not have to face costs for research and development or even
brand development and customer service.

We have a member manufacturing sophisticated pumps for water, wastewater, pe-
troleum and agricultural uses. A Chinese company has not only copied and exploited
the Gorman-Rupp product and its manuals and its performance specifications, but
}_he very Gorman-Rupp brand is displayed on the products in the Chinese company’s
iterature.

There seem to be plenty of agreements and trade rules that would ban piracy, but
the state of U.S. Federal enforcement of these rules, in the words of Senator
Voinovich’s, “is nothing short of abysmal.”

On another note about trade enforcement with China: the Byrd Amendment is a
meaningful inducement against trade dumping. You'll hear more about that later.
The WTO/EU position that it unfairly double compensates victimized industries
doesn’'t ring true to Ohio manufacturers. What better incentive could there be for
a trading partner to play fair than to avoid directly compensating your competitors
with the receipts from tariff price penalties.
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This kind of inducement for fair play is a part of our own civil justice system.
Our courts routinely award treble economic damages in punitive assessments made
in anti-trust cases, just to name one example. Our manufacturing members would
clearly support increasing the export of our civil justice system to our competitors
and we urge that the Byrd Amendment be retained.

Third, manufacturing market-share, whether domestic or global is extremely price
sensitive. Yet state and local government, in particular, seem unaware of this. For
example during this recession, the State of Ohio has increased direct taxes on cap-
ital investment at least four times. A recent court decision ruling invalid a state ma-
chinery and equipment tax credit will be the fifth tax increase if it is upheld.

The state has increased its auditing of capital investment taxpayers despite the
Ohio Department of Taxation admission that these taxpayers are more accurate in
their filing than before the recession. This is a sixth, hidden tax increase on manu-
facturing capital investment in our state.

The economic evidence is clear: we are most losing market share to China in those
of our many industries which have lower capital needs. The path for competitive-
ness lies in greater capital investment. Capital flows to where the return on invest-
ment is greatest, yet Ohio is taking repeated steps to lower the return on invest-
ment here is this state.

Other costs to manufacturing have been increasing in Ohio: workers' comp pre-
miums are up, Ohio EPA permitting fees are up, the tort system costs more each
year the General Assembly fails to reform it, sales taxes paid by manufacturers are
up—these are just a few of the cost increases imposed on Ohio manufacturers by
our state government.

Faced with these cost increases our members cannot raise their product prices in
today’'s global economy. The only option they have is to cut expenses in Ohio or cut
jobs here, or both.

Secretary of Commerce Evans was recently at a manufacturing CEO roundtable
at a plant just a ways to the north and east of here. The manufacturer host has
a gang-busters business, adding thousands of sorely needed jobs over the past 10
years. Secretary Evan heard the CEO there relate that further expansion on their
site was in jeopardy because of the unwillingness of the township to grant a zoning
exemption to expand the employee parking lot. Several other CEQO’s then related
how state and local rules, regulations and costs were a hindrance to global competi-
tiveness.

The Secretary was shortly after quoted in a paper in effect saying that Ohio has
contributed to its own problems in terms of being a less than friendly place to grow
a manufacturing business.

| argue that if state and local government costs—NAM documents all of these
costs paid in the U.S. to be 22% greater than our global competitors and this is ex-
clusive of labor costs—if these costs are such a burden to an Ohio manufacturer
than that company is now in the sights of a Chinese competitor. And if this Ohio
company is now a potential loser to a Chinese competitor, for whatever the reason,
that fact should concern this Commission.

Global competitiveness—and competitiveness with China especially—is
everybody’s business. The fed's certainly have their share of work to do, but so do
state and local government.

Thank you for your time and attention.

Co-Chair WESSEL. Thank you.
Mr. Otterstedt.

STATEMENT OF JEFF OTTERSTEDT
VICE PRESIDENT AND GENERAL MANAGER, CLOW WATER SYSTEMS
COSHOCTON, OHIO

Mr. OTTERSTEDT. Good morning. My name is Jeff Otterstedt, and
I am vice president and general manager of Clow Water Systems
based in Coshocton, Ohio and a division of McWane, Incorporated,
located in Birmingham, Alabama.

Thank you for allowing me to speak today during which time |
would like to address the impact of Chinese imports on the domes-
tic Ductile Iron Waterworks Fittings Industry.
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Ductile iron waterworks fittings are used to connect pipes in mu-
nicipal water and sewer systems throughout the United States and
serve a crucial role in our nation’s water infrastructure.

Over the past four years, Chinese production of ductile iron wa-
terworks fittings has increased dramatically. As a result during the
same period, and despite increased domestic demand, sales for
American producers have actually declined. In September 2003
McWane, Inc., which owns three of the major ductile iron water-
works fittings producers in the United States, petitioned the
United States International Trade Commission to determine if fit-
tings were being imported into the United States “in such in-
creased quantities or under such conditions as to cause market dis-
ruption to the domestic producers of like or directly competitive
products.” This petition enjoyed wide support, not only from other
domestic producers such as U.S. Pipe Company and American Cast
Iron Pipe Company, but also from the United States Steelworkers
of America. The domestic industry was represented by Paul Rosen-
thal of the Collier Shannon Scott law firm located in Washington,
D.C., a firm that has substantial expertise in international trade.
Mr. Rosenthal expresses his regret that he could not be here to join
me for the testimony today.

After conducting hearings and collecting information from both
domestic and Chinese companies, the Commission made a deter-
mination in December 2003. By unanimous vote of 6-0, the Com-
mission found that imports of ductile iron waterworks fittings from
China are increasing rapidly, both absolutely and relative to con-
sumption. During this time, domestic production declined as did
prices for final products; and that as a result one American plant
closed in 2003 and two others shut down production lines. Based
on these findings the Commission concluded that the domestic in-
dustry has been materially injured.

To help resolve this troubling issue the Commission rec-
ommended proposing a tariff rate quota on imports of ductile iron
waterworks fittings from China over a period of three years. In ad-
dition, the Commission recommended that if applications were
filed, the President should direct the Department of Commerce and
the Department of Labor to provide expedited consideration of
trade adjustment for the firms and workers affected by the imports.

These recommendations were sent to President Bush for his re-
view and decision and in March 2004 the President announced that
he would not accept the recommendations of the Commission, and
he would not provide relief for the industry, arguing it was not in
the national economic interest of the United States and that other
countries would quickly replace China in exporting these fittings
into the United States.

Let me now address the 421 process and what we would do dif-
ferently.

China agreed to the Section 421 provision when it joined the
World Trade Organization in the year 2000. The provision was im-
plemented to provide American businesses and workers with relief
for injury without placing any blame on the Chinese industry in-
volved. Interestingly despite several affirmative determinations by
the ITC, the President has never granted relief to a domestic in-
dustry under Section 421.
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McWane, Incorporated, followed the appropriate procedures in
seeking relief, and ITC’s investigation confirmed our assertions
about the damaging effects of Chinese imports on the American
ductile iron waterworks fittings producers.

As such it was the hope of McWane and other domestic pro-
ducers that the Administration would demonstrate its commitment
to U.S. manufacturing jobs and the and foundry industry by impos-
ing an appropriate remedy under the law to save thousands of
American jobs that were being lost.

When President Bush announced his decision, McWane, Incor-
porated, expressed its disappointment, especially in light of the
unanimous judgment by the U.S. International Trade Commission
that relief under Section 421 was needed.

Our company continues to express the appreciation for the sup-
port it received throughout the process from many Members of
Congress, our industry peers, the United Steelworkers of America,
and our valued employees. McWane will continue to work with
these parties to overcome this difficult challenge.

Aside from addressing the trade issue, the company has taken
several steps to combat unfair competition. These include asking
the American Waterworks Association to enforce its own standards,
working with municipalities to help them understand the dangers
of using products that do not meet American Waterworks Associa-
tion specifications, enlisting the support of distributors to maintain
a domestic supply of fittings, promoting the Buy American cam-
paign, and finally, lowering prices to remain competitive with Chi-
nese producers who manufacture products by paying wages of 83
cents per hour, adhering to no meaningful labor laws, and taking
no measure to protect the environment.

Also, McWane remains supportive of Congressional efforts to ad-
dress problems such as the Chinese manipulation of its currency
and the lack of environmental and safety standards and enforce-
ment in foreign countries.

The case was very expensive to pursue both for the legal and eco-
nomic fees, and for the burden placed on the officials from the com-
pany to compile data and testify at hearings. While we were
pleased with the ITC's care in reviewing all of the information pre-
sented, we would not enter into this process again given that de-
spite the unanimous judgment of the U.S. International Trade
Commission that relief under Section 421 was needed, this Admin-
istration decided not to provide relief for McWane.

When you look at the domestic industry today, the picture is
bleak. Our industry is losing millions of dollars each month in
large measure due to the price reductions that have resulted from
the surge in cheap ductile waterworks fittings entering the U.S.
market. Capacity utilization has decreased, and U.S. producers, in
the form of plant shutdowns and layoffs, have felt the impact.

Without significant and prompt relief, the U.S. water infrastruc-
ture system will become almost totally dependent on fittings made
in China and other countries. The simple reality is that capital
costs are so great that once one of these plants is closed it is not
feasible to restart it.

Although our company’s profit margins have been depressed well
below typical manufacturing margin levels, we have made an effort
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to maintain a domestic industry. We've acquired facilities that can-
not survive independently and made investments in new plants
and equipment designed to make them run more efficiently. This
was a bet on economies of scale and a level playing field. The
economies of scale are there, but unfortunately we are not oper-
ating on a level playing field.

Despite the Administration’s refusal to help, McWane remains
committed to providing well-paid manufacturing jobs in America as
far as we can. At the same time McWane will continue to evaluate
all reasonable options to remain competitive.

While outsourcing is a choice we prefer not to make, given the
current Administration’s denial of our petition to keep jobs in the
United States, it is one we will consider carefully for the long-term
survival of our business.

The reality is, that to preserve jobs in the United States, we have
to remain competitive. Where possible, we will strive to maintain
production needs in an industry vital to American homes and busi-
nesses. Thank you.

[The statement follows:]

Prepared Statement of Jeff Otterstedt
Vice President and General Manager, Clow Water Systems, Coshocton, Ohio

Good morning.

My name is Jeff Otterstedt and | am vice president and general manager of Clow
Water Systems, based in Coshocton, Ohio, and a division of McWane, Inc. located
in Birmingham, Alabama.

Thank you for allowing me to speak today during which time | would like to ad-
dress the impact of Chinese imports on the domestic Ductile Iron Waterworks Fit-
tings industry.

Ductile Iron Waterworks Fittings are used to connect pipes in municipal water
and sewer systems throughout the United States and serve a crucial role in our na-
tion’s water infrastructure.

Over the past four years, Chinese production of Ductile Iron Waterworks Fittings
has increased dramatically. As a result, during this same period and despite in-
creased domestic demand, sales for American producers have actually declined. In
September 2003, McWane, Inc., which owns three of the major Ductile Iron Water-
works Fittings producers in the United States, petitioned the United States Inter-
national Trade Commission to determine if fittings were being imported into the
United States “in such increased quantities or under such conditions as to cause
market disruption to the domestic producers of like or directly competitive prod-
ucts.” This petition enjoyed wide support, not only from other domestic producers
such as U.S. Pipe Company and American Cast Iron Pipe Company, but also from
the United Steelworkers of America. The domestic industry was represented by Paul
Rosenthal of the Collier Shannon Scott law firm in Washington, D.C., a firm that
has substantial expertise in international trade. Mr. Rosenthal expresses his regret
that he couldn’t be here to join me for this testimony.

After conducting hearings and collecting information from both domestic and Chi-
nese companies, the Commission made a determination in December 2003. By a
unanimous vote of 6-0, the Commission found that imports of Ductile Iron Water-
works Fittings from China are increasing rapidly, both absolutely and relative to
consumption; that at the same time, domestic production declined, as did prices for
final products; and that as a result, one American plant closed in 2003, and two
others shut down production lines. Based on these findings, the Commission con-
cluded that the domestic industry has been materially injured.

To help resolve this troubling issue, the Commission recommended imposing a
tariff-rate quota on imports of Ductile Iron Waterworks Fittings from China over
a period of three years. In addition, the Commission recommended that if applica-
tions were filed, the President should direct the Department of Commerce and the
Department of Labor to provide expedited consideration of trade adjustment assist-
ance for the firms and workers affected by the imports.

These recommendations were sent to President Bush for his review and decision.
In March 2004, the President announced that he would not accept the recommenda-
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tions of the Commission and that he would not provide relief for the industry, argu-
ing that it was not in the national economic interest of the United States and that
other countries would quickly replace China in exporting these fittings into the
United States.

Let me now address the 421 process and what we would do differently.

China agreed to the Section 421 provision when it joined the World Trade Organi-
zation in the year 2000. The provision was implemented to provide American busi-
nesses and workers with relief for injury without placing any blame on the Chinese
industry involved. Interestingly, despite several affirmative determinations by the
ITC, the President has never granted relief to a domestic industry under Section
421,

McWane, Inc. followed the appropriate procedures in seeking relief and ITC's in-
vestigation confirmed our assertions about the damaging effects of Chinese imports
on American Ductile Iron Waterworks Fittings producers.

As such, it was the hope of McWane and other domestic producers that the Ad-
ministration would demonstrate its commitment to U.S. manufacturing jobs and the
foundry industry by imposing an appropriate remedy under the law to save thou-
sands of American jobs from being lost.

When President Bush announced his decision, McWane, Inc. expressed its dis-
appointment, especially in light of the unanimous judgment by the U.S. Inter-
national Trade Commission that relief under Section 421 was needed.

Our company continues to express its appreciation for the support it received
throughout this process from many Members of Congress, our industry peers, the
United Steelworkers of America, and our valued employees. McWane will continue
to work with these parties to overcome this difficult challenge.

Aside from addressing the trade issue, the company has taken several steps to
combat unfair competition. These include:

(a) asking the American Water Works Association to enforce its own standards;

(b) working with municipalities to help them understand the dangers of using
products that do not meet American Water Works Association specifications;

(c) enlisting the support of distributors to maintain a domestic supply of fittings;

(d) promoting a ‘buy American’ campaign; and

(e) lowering prices to remain competitive with Chinese producers who manufac-
ture products by paying wages of 83 cents per hour, adhering to no meaningful
labor laws and taking no measures to protect the environment.

Also, McWane remains supportive of Congressional efforts to address problems
such as the Chinese manipulation of its currency and the lack of environmental and
safety standards and enforcement in foreign foundries.

The case was very expensive to pursue, both for legal and economic fees, and for
the burden placed on the officials from the company to compile data and testify at
hearings. While we were pleased with the ITC's care in reviewing all of the informa-
tion presented, we would not enter into the process again given that, despite the
unanimous judgment by the U.S. International Trade Commission that relief under
Section 421 was needed, this Administration decided not to provide relief for the in-
dustry.

When you look at the domestic industry today, the picture is bleak. Our industry
is losing millions of dollars each month—in large measure due to the price reduc-
tions that have resulted from the surge in cheap Ductile Iron Waterworks Fittings
entering the U.S. market. Capacity utilization has decreased, and U.S. producers,
in the form of plant shut downs and layoffs, have felt the impact.

Without significant and prompt relief, the U.S. water infrastructure system will
become almost totally dependent on fittings made in China and other countries. The
simple reality is that capital costs are so great that once one of these plants is
closed, it is not feasible to restart it.

Although our company’s profit margins have been depressed well below typical
manufacturing margin levels, we at McWane have made an effort to maintain a do-
mestic industry. We've acquired facilities that could not survive independently and
made investments in new plants and equipment designed to make them run more
efficiently. This was a bet on economies of scale and a level playing field. The econo-
][niledc, of scale are there but, unfortunately, we are not operating on a level playing

ield.

Despite the Administration’s refusal to help, McWane remains committed to pro-
viding well-paid manufacturing jobs in America as far as we can. At the same time,
McWane will continue to evaluate all reasonable options to remain competitive.

While outsourcing is a choice we prefer not to make, given the current Adminis-
tration’s denial of our petition to keep jobs in the United States, it is one we have
to consider carefully for the long-term survival of our business.
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The reality is, that to preserve jobs in the United States, we have to remain com-
petitive. Where possible, we will strive to maintain production needs in an industry
vital to American homes and businesses.

Thank you.

Co-Chair WESSEL. Thank you.
Chairman D’Amato.

Panel I: Discussion, Questions and Answers

Chairman D’AMATO. Thank you all for your testimony. It's inter-
esting to me that you seem to have a consensus here on the part
of business and labor in Ohio that Ohio is suffering from decima-
tion of its manufacturing base as a result of a two-pronged attack
on your workforces and on your businesses. One is an unfair sys-
tem of trading practices that impose on you and second, a lack of
effective response by the Federal Government to those unfair prac-
tices. Tell me if I'm wrong in that assumption.

Mr. HANSEN. | would agree with that. Again | would just add the
Republican statement of response to——

Chairman D’AMATO. This past June this Commission rec-
ommended a decisive action to two areas—financial reform and
NIBR. In both cases we were well within our rights to go and ini-
tiate the dispute settlement action against the Chinese. Would you
all think that would certainly be one effective step taken by the
government?

Mr. BURGA. | agree those are steps that could be taken. It seems
as though our government is more interested about intellectual
property rights than they are about the human side of this about
the trading. | was informed that Chinese government representa-
tive, spoke to some business groups in New York and said come to
China. You will be the lowest cost producer for at least the next
20 to 30 years because we will have our people produce it at low
wages. | just think that too much emphasis sometimes on intellec-
tual property rights and things that businesses want without really
looking at the impact on workers.

And if | could just add briefly to that one of the things that I've
kind of noticed, and | don't know if the others in labor even agree
with me, | don't think our trade negotiators really understand
working people’s plight about losing jobs. Whether it's the Clinton
Administration or this one. | just don't think they have a com-
prehension of what impact this is going to have on workers, and
I think it would be good to have somebody at the bargaining table
for the U.S. workers.

[Audience applause.]

Chairman D’'AMATO. To offer one point to the currency situation
issue, the Commission did take a position that if there was not
going to be a case brought before the WTO, we recommended that
Congress was within its rights to go forward and engage in legisla-
tive action. As you may know, your two senators are both involved
in legislative vehicles that will do just that. So I commend your del-
egation for their initiative in this area. Thank you.

Co-Chair WESSEL. Commissioner Reinsch.

Commissioner REINSCH. Thank you. | appreciate the very
thoughtful testimony from all of you. | have a couple questions.
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First of all, for Mr. Burga. You had five recommendations in your
testimony about things that we ought to do, which | think I sup-
port. | guess the first question is if the government did all those
five things tomorrow, would that be sufficient? Would that solve
the problem?

Mr. BURGA. Well, it probably wouldn't, but these are five things
that we think should be implemented as quickly as you can and
one of them, of course, is the state problem. But there will still be
problems, | suppose, in our trade the way our world is constructed
today.

When | worked in the steel mill, we were told we had to compete
by making the best quality, highest quality and most productivity.
Now, today across the globe we are talking about competing by who
will receive the least wages or benefits, and if we don't solve the
healthcare problem, | don't know how you can solve a lot of these
problems.

The five issues that we proposed | think would help, but it may
not solve the entire problem because there are other things out
there such as healthcare that's a detriment to our whole economy
structure.

Commissioner REINSCH. Related to that | think Mr. Hanson had
some other subjects that ought to be covered and | want to ask
your opinion, Mr. Burga, on at least two of those. One was he had
a number of the state and local government tax laws for manufac-
turers in Ohio. Do you agree with him that the state has made
some mistakes in the set up of manufacturing tax laws?

Mr. BURGA. | agree to this extent that we have—the Ohio AFL-
ClO has agreed to sit down with business and government and try
to work out a fair arrangement on their personal property tax.
There may be some unfairness in it, but at the same time there’s
unfairness in the other tax—parts of the tax code for Ohio citizens
that need to be addressed. And | think it could be worked out if
everybody would just sit down and discuss it in an intelligent way.

But our state government right now they don't want to do that.
They want to talk to business alone and labor alone, and business
usually gets something out of it and we don't. So if we all come to
the table | don't disagree there are things that could be done to the
tax business and we don't object to that.

Commissioner REINSCH. Mr. Hansen, do you want to comment on
that?

Mr. HANSEN. 1 think the discussions could be pretty fruitful. The
point is not to transfer tax burden from business to citizens. We
don’'t want to do that, but there are parts of our economy on the
business side that aren't contributing their fair share. 1 think the
taxes—it's not really fit for the 20th century and we are in the 21st
century. So we would appreciate that opportunity.

Commissioner REINSCH. Mr. Burga, Mr. Hansen’s testimony also
made a point about intellectual property rights. I know we'll have
some other witnesses later on may be talking about that as well,
and our own report highlighted serious difficulties we have with
Chinese intellectual property piracy, for example. You said some-
thing in your comments with Commissioner D'Amato that sug-
gested that problem perhaps wasn't quite as important as some
other things. Can you clarify that?
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Mr. BURGA. Well, my point of it is | don't object to intellectual
property rights protection, but | think that seems to be the first
thing that is looked at by our trade negotiators more than anything
else, and I'm not sure that that's—where does that stand in rela-
tion to workers and human rights in the trade issues?

The public probably is as uninformed about how they even do
their negotiating on trade. | don’t understand how they do it, so |
don’t object to property rights being protected, especially in China
obviously. I don't disagree, but | question where is that in priority
of the things that affect workers? There's an appearance of the gov-
ernment helping the corporations more than the people in their ne-
gotiating these treaties. That was my point about it.

Commissioner REINSCH. Let me ask one final question. You made
reference in your opening statement about the prevalence of “made
in China” labels on consumer goods here. Have you ever given any
thought to encouraging members not to buy Chinese?

Mr. BURGA. Well, boycotting products is a longstanding tactic by
organized labor for over a hundred years now. Sometimes it works
and sometimes it does not. But it's a bigger problem today, | think,
because so many people are out of work, so many people are look-
ing for a lower-priced product because they don't make enough
earnings if they are working so they don't look at the labels any-
more. A lot of people, working people with families, they are strug-
gling every day so they look for price—I admit that—instead of
looking for the labels.

So if we could try to boycott it—there are some products that
don’t even get manufactured in the United States anymore. | can't
find the kind of clothes | want anymore. I'm getting fat and | need
a certain type of clothes. They're all made somewhere else. What's
wrong with this picture?

If you have a choice, yes, we could try to do that and | think in
many cases we do. It's not a concentrated effort to buy goods made
in China.

Commissioner REINSCH. Well, your suit looks pretty good to me.
Thank you, Mr. Burga.

Co-Chair WESSEL. Co-Chair Dreyer.

Co-Chair DREYER. As you know, one of our charges, in fact major
charge, is to suggest to Congress things that could be done better.
As | listen to your collective testimony | come away with four ideas
that | have heard here that could be presented. First, that the U.S.
Government press the Chinese government harder for a currency
reevaluation. Second, that the United States Government should do
more to control piracy, counterfeiting, et cetera. Third, the Admin-
istration needs to develop a more supportive attitude in general.
And finally, that a representative of workers should be put on the
trade negotiation team. Can anyone think of anything | missed
here, and is there something you would add?

Mr. HANSEN. Commissioner, this actually goes to Commissioner
Reinsch’s questions or one of the comments. If Congress does all
that it can do to straighten out problems in trade rules and compli-
ance, ethics on the part of the Chinese, it still remains this big,
new player on the block which will be competing here in America
as much as we want to go competing over there. That is going to
cause changes in our Ohio economy, in our manufacturing economy
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as significantly as the arrival of the Japanese goods did in the end
of the 1970s, early 1980s.

So those particular recommendations are the starting point. If
they can be carried out, maybe other steps will level the playing
field.

On that playing field there's a pretty big team on the other side.
Instead of trying to stop this rising tide, it's better to build a better
boat which begins with some comments that a foreign investor in
Ohio, the President of Honda American manufacturer, made. He
said that competitive advantage for manufacturing in Ohio in
America perhaps lies in workforce development, providing training,
helping this tremendous workforce and all the talent that we have
here to be better placed into the 21st century manufacturing jobs.
That may be a step beyond what you're hearing, but that may be
something to be looking at down the road. It's going to be very
challenging, very wrenching for this economy. And we are all strug-
gling to be able to adapt to that, master it, which we have done
before. But we would need a lot of vision from the government.

Co-Chair DREYER. Let me call what someone had in a hearing we
had in Columbia, South Carolina last year. Several people in fact
said it's all very well and good to propose job retraining, but we
don’'t know what to retrain for, and we are not sure that the jobs
will be there in any case. Do you have any concerns about that?
Would you agree with that? Any of you.

Mr. HANSEN. I would not say that the track record of the Fed-
eral, state and local government workforce retraining has really
been in line with——

Co-Chair DREYER. Reality.

Mr. HANSEN. —well, with reality and the vision of what we can
do here in the U.S. So it's a self-fulfilling prophesy. The Ohio De-
partment of Job and Family Services sees manufacturing jobs go
down, so they discourage the development of manufacturing train-
ing courses at our community colleges. Well, if there are not the
workers at higher levels—I will attribute it to some of the overall
company moves that we have seen in the U.S.

Mr. BURGA. | would just follow up by saying in Ohio | don't think
it's clear where our economy is headed in terms of types of work
and jobs that will be in Ohio ten, twenty years from now. They
really haven't filled it all out. We all agree here manufacturing
should be considered to retain its basis and stop losing more.

Our government in Ohio, they don’'t know what they're doing ei-
ther. They are not sure where it's all going.

The government proposed a bond issue last election to promote
some high-tech, but it got shot down by the voters and | don’t think
they know and no one knows where it's all going.

Mr. HANSEN. We would want those jobs to be manufacturing
jobs. The average Ohio manufacturing worker adds a hundred
thousand dollars in value to the product—a hundred thousand dol-
lars—which means that average manufacturing wages in the state
are on the order of $50,000 plus as workers get that fair share of
that value add. No other sector in our Ohio economy provides that
kind of productivity, and wages are less because of that. We would
want there to be plenty of manufacturing here. There's no doubt
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about it. If somebody says we are lost about what we want down
the road, I think we would disagree as well.

Dr. HONECK. I would like to address this point as well. Our orga-
nization does study the labor market. Part of the problem is we can
train people all you want. But if you're down to 200,000 jobs, it's
very difficult with people going back getting associate degrees and
still it's difficult for them to find a position.

Secondly, there’s a deeper issue here. We do all of these four
things that you pointed out, Commissioner, but Mr. Burga pointed
that out dealing with labor standards and environmental stand-
ards. Those are not addressed. | don't see how these four things
necessarily are going to halt the advance of China. | personally re-
gard granting China normal trading status as policy in the state
but it was done but we need to address the situation as it stands
by including labor environmental standards in the WTO and other
trade.

Co-Chair WESSEL. Commissioner——

Co-Chair DREYER. | know it's somebody else’s turn, but getting
China to deal with labor and environmental standards probably
isn't within the capacity of any U.S. Administration.

Dr. HONECK. That could be the case, but we could try.

Co-Chair WESSEL. Commissioner Becker.

Commissioner BECKER. Thank you. | enjoyed very much hearing
your testimony, and in many respects each one complemented the
other in conclusion, but none of you really addressed U.S. manufac-
turers who abandon America to relocate in China and then import
back the products, and the other manufacturers that stayed in the
United States but outsourced to China and bring it back. That's a
problem with a little bit of a different dimension. | was wondering
collectively or individually if you could speak on what you think
should be done about that. How should we deal with that? Amer-
ican employers that abandon the workplace, leave the burden to
fall on taxpayers and loss of jobs, unemployment, insurance, un-
trained and—

Mr. BURGA. Commissioner Becker, as | understand we have said
we need to change the laws of awarding companies moving their
facility offshore in Europe and company flee plants in China and
then they are going to probably shut down some of their operation
here. That's terrible. Now, it's my understanding that the tax code
actually rewards them and our proposal said stop that. Don't allow
them to help. If you're going to reward them, give them some tax
incentives to stay here and keep the jobs here. So currently we
have those.

Commissioner BECKER. Any other ideas?

Mr. HANSEN. The Timken Company is also moving a lot of jobs.
Actually, 1 know it's has many acquisitions in other parts of this
country, so that gets to actually the part that Ohio is not very com-
petitive for companies that have been here for a very long time. If
costs are greater here to manufacture, capital needs to flow where
it can get its best rate of return. If capital goes to China, we have
to remember it is a tremendously large market. And if people are
asked to go there by their customers, then | think manufacturers
who want to stay in business need to do that.
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The alternative to turn your back on the rest of the market just
doesn't seem to be really the best for the future. And | guess I
would say that as far as the free flow of capital this state benefits
from that. Some 20 percent of our manufacturing output is based
on investments from companies that are outside of the U.S. At
least 20 percent, because that's beginning with one company and
that's a direct impact and other companies have other impacts as
well.

Commissioner BECKER. Should there be penalties to companies
that relocate to China and import exports back into the United
States?

Should we just give them free access to the market after they
abandon us and then get back the product to be competition to
their very employees?

Mr. HANSEN. Commissioner, again we talk about the pain that's
felt by lost jobs, but blaming the companies that do that is blaming
the wrong problem. There are tremendous costs in trying to be
competitive here in Ohio and the U.S. The National Association of
Manufacturers has documented that after the cost, there's a 23 per-
cent price tag over our competitors in doing business here in the
U.S. Almost certainly that is 23 percent here in Ohio. When manu-
facturing margins mature in competitive industry, manufacturing
margins are bouncing around at 23 percent. A 23 percent price tag
is a tremendous burden, and | would say that the thought of pen-
alties should be applied to what government is doing or not doing
in helping out manufacturing. Companies need to act on behalf of
their shareholders, the people who invest in them, who are taking
the risks in them. And free flow capital is something that we in
America can win on. But if we start trying to shut down the flow
of capital, we risk losing manufacturing in Ohio.

Dr. HONECK. There are many that say that trade deals and the
WTO are really more about investment than they are about trade.
They are about making the world safe for multinational invest-
ment. You asked about penalties. The tariff rate should be reason-
able and compensates for the things the Chinese government does,
repressed labor rights.

The other thing that hasn't been brought up here that will show
up in a later panel is, I'm not sure that we got the best deal for
American exports to China. You talk about autos and other prod-
ucts. Chinese tariffs are still higher than ours. There are still a
number of Chinese government anticompetitive practices that need
to be addressed as well.

Commissioner BECKER. Thank you.

Co-Chair WESSEL. We have several other Commissioners that
wish to question.

What | have heard across the board this morning is—I hate to
say—a crisis of confidence in the future of manufacturing. | heard
about IPR, | heard about the currency, | heard about your frustra-
tion with Section 421 and the fact that you wouldn’t do it again.
We have a lot of trade agreements on the nation’s books, but as far
as | can tell we see a rise in the trade deficit with virtually every
nation we have signed a trade agreement with. We are now on our
fifth memorandum of understanding of how our intellectual prop-
erty commitments from other nations are going to be enforced.
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You're not going to use 421 again, and | would say that after the
third case coming out of the ITC where the President refused to
provide relief to any of the companies, his refusal last week or the
week before on the currency petition that was jointly done by labor
and business, | don’'t know how manufacturers this state or else-
where are going to say well, the government is standing by them.
I commend you for staying in the state and doing everything you
can, but is there a crisis of confidence? Do you believe your govern-
ment is standing by your side?

Mr. OTTERSTEDT. I'm not a 421 expert. I'm a general manager.
We observe the proper laws. We have been able to do a very good
job providing a needed product into the marketplace. In doing so
investing in Ohio manufacturing jobs here in Ohio.

Having said that, | will throw out a question, something | don’t
quite understand on the 421 process. Currently there are basically
two groups. You have got the experts at the ITC that you satisfy
their concerns, and we move to the—move to the political reason.
You have to go over another hurdle there. When an industry has
satisfied the experts, and this goes back to the following action, so
I question why the political agreement—sort of a hurdle—would
need to be there. That's not my area of expertise, but it's something
I don't know and you guys will need to consider.

Co-Chair WESSEL. Our laws have always provided some discre-
tion but as far as | can see that discretion was being abused. There
was a story a couple weeks ago that we no longer have the domes-
tic capability to make ammunition for our troops in Irag and Af-
ghanistan. That's because of a loss of manufacturing capability.

We saw the same thing in the steel industry with the loss—or
the bankruptcy—of Bethlehem Steel which created the armor
plates used in tanks, et cetera. For the life of me | share your con-
cern. | don't know why the politicians, or some politicians, are
turning their back on manufacturing. That appears to be what’s
taking place, whether it's currency, whether it's your tax issues be-
cause you need a hand to stay in the game. If you're productive and
you're profitable you will pay your taxes. But if you're all the way
down and taxes are pushing you further down, the workers are ul-
timately going to be the ones that pay the price. They won't have
a job.

So have you lost confidence now? When other businesses talk to
you whether it's about your experience in 421, which is a vital pro-
vision of law, whether it's currency, are you basically saying | have
got to do this on my own because no one's standing by my side?

Mr. OTTERSTEDT. To a large extent, yes. We're a small industry.
We are also a vital industry. We look at ourselves. We are privately
owned. We don't have a lot of lobbyists. We don't have a lot of the
expertise the steel industry would have or something like that, that
has an exponential number of more jobs than what we do so we
got to do a lot on our own.

The 421 process was very expensive to undertake. We hired some
top-notch people and they provided some top-notch results, and the
fact that we were able to convince the six panelists at the ITC to
give us relief.

Co-Chair WESSEL. | see my time has expired.

Commissioner Bartholomew.
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Commissioner BARTHOLOMEW. Thank you very much. And thank
you for taking the time out of your busy day to come in here before
us. More significantly, thank you for the work you continue to do
on behalf of the working people of Ohio and in effect the working
people of this country. | spoke to one tragedy | think Ohio is expe-
riencing is being experienced in so many other ways.

I have a specific question for Mr. Otterstedt and then a broader
question for all of you. Under Section 421 it's fairly striking that
you say—given the way it turned out—you wouldn't go through the
whole process again, and | was just wondering if you had any in-
sight into why the Administration decided not to do anything even
though that was the recommendation? Then, do you think part of
it is they are trying to discourage other companies from moving for-
ward through that?

Mr. OTTERSTEDT. | don't have any specific knowledge. When you
go across the political hurdle—we can all pick up the paper and
read what's going on at that particular time. Then it was the North
Koreans and hoping to get China to put some pressure on North
Korea and that was on the front page at that particular time.
Whether or not that played into that decision at all some specu-
lated I don't know. As far as other companies what was your ques-
tion?

Commissioner BARTHOLOMEW. Are these kinds of decisions serv-
ing to dissuade other companies? You have to do a cost benefit
analysis. Do you engage in the process if the ITC recommendation
is that action be taken? The Administration decision not to take ac-
tion repeatedly one would presume it will dissuade people from——

Mr. OTTERSTEDT. I would think that anybody looking at the Sec-
tion 421 now would have some of this background and they would
make, it's not the economic hurdles that you have to cross. It's the
political hurdles and it's significant. But | think that would defi-
nitely dissuade them from moving forward.

Commissioner BARTHOLOMEW. Unfortunately with the Bush Ad-
ministration, and actually with the Clinton Administration also,
there always seems to be something that was determined to be
more of national security concern or of more concern than what
was happening. That has been a discouraging feature of the U.S.-
China policy for at least the past ten or fifteen years.

Mr. Burga, | was really struck by your comment that our trade
negotiators don't seem to have any understanding of or concern
about what's happening with American workers when they're in
negotiations. | think that's an excellent suggestion that somehow
workers be represented during negotiations.

I have to say I'm astonished at the ability of trade experts to dis-
connect the living and working conditions of both the people who
make the goods and services that are being produced and the con-
sumers of the goods and services. It's like there’s this movement of
widgets, movement of goods and services, taking place here, that
they somehow completely disconnect from the people. | think that's
an important point that you make. What | would really ask all of
you is what does the future hold?

Several of you mentioned ripple effects. Dr. Honeck in particular,
you talked about there being 6.4 percent fewer people employed in
Ohio’s retail sector, and the ripple effects for the economy. Mr.
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Burga you mentioned that Ohio fact. What about your young peo-
ple as they go other places. I'm not sure they can do that, but what
is the future if these kinds of trends continue? We don't have any
reason to believe they won't.

Mr. BURGA. Well, that's another suggestion we made. Let's stop
expanding into new territories until we try to correct what's out
there now. It seems like everybody keeps wanting to expand like
NAFTA and all these other new trade agreements and trade areas,
and | just think they multiply. Unless they put a hold on things
and straighten out what we have now and see if they can make it
work better, and then move into other areas. We need to put a
moratorium on that. 1 think that will help.

Commissioner BARTHOLOMEW. Dr. Honeck.

Dr. HONECK. I think the future is rather bleak unless we turn
the situation around. This state was built on manufacturing.
There’'s no immediate prospect of another sector for information
technology or anything else taking its place, so we need to take ac-
tions right now.

Just look at the long-term trends of wages in the state and
they're basically stagnant. More and more people without health
insurance as they lost their job in manufacturing plants and was
working part-time or working in the service sector. | mean, those
trends are likely to continue, and so we have to instill a sense of
urgency in our trade negotiators that this is the reality on the
ground. You can talk about consumer goods being priced a little bit
better or something like that, but there’'s another side of the equa-
tion to consider.

Co-Chair WESSEL. | have to go to the next Commissioner.

Commissioner Wortzel.

Commissioner WORTZEL. Thank you very much. | appreciate all
your testimony. You really highlight a series of serious problems.
I have some questions and want the data that you can provide later.
I think Dr. Honeck might be the one to respond. But I'm interested
in population; if you factor out birth and deaths, are people leaving
the state, and if so, do you know where they are going? If there
is population growth, are people migrating into the state? And if
so, do we know where they are going and what are they doing?

Second, it would be useful to complement your very compelling
testimony if we could get an idea of the unemployment costs and
welfare costs of this state. How have these costs changed over the
same period of time that you gave for your job data, which | think
it was '99 to 2003?

And finally it would be useful, and we’ll make sure this gets into
the record, if there were data available on self-employment or en-
trepreneurial job creation outside the manufacturing sector in this
state, particularly in small to medium enterprises.

So what are people doing? Are people employed in multiple part-
time or contract jobs? I am asking for the household employment
report for the state instead of labor report for the state.

I just have one comment back to you, Mr. Burga. In 2001 during
the crisis two weeks when the Chinese fighter aircraft bumped into
the U.S. reconnaissance aircraft and those Americans were held by
China, there was an amazing reaction across this country. Compa-
nies that stopped stocking their shelves with nothing but Chinese
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products got calls from Americans demanding that Chinese prod-
ucts by removed from the shelves. You have some 250,000 odd
members in your union. That's 250,000 Americans or Ohioans with
jobs and middle class incomes that can bring pressure on compa-
nies. If they said “we got to make choices but Mexico is okay, and
Hungary is okay and Canada is okay, but I'm not buying from
country X,” retailers would change where they purchased. So that
ties back a little bit what to Commissioner Reinsch talked about
an education program for the population.

Mr. BURGA. Let me make a comment to that. His question was
relating to consumer boycotts. What about supplier boycotting and
such, putting those products on their shelves to sell to the public?
We never hear that mentioned because it's always what the con-
sumer.

Commissioner WORTZEL. | think shelves are going to be stocked
with what people buy.

Mr. BURGA. Not necessarily. 1 don't mean to be argumentative.
Let me give you an example. | went to the store looking for a sport
coat. They didn't have anything made in the U.S.A. | said why
don’'t you have something for me to choose from besides foreign-
made goods? He said no one will buy it. | said | just told you I
would buy it from you. Why don't you stock it? So | think there’s
a market for different products, but it seems like the buyers from
the corporation that are selling this stuff, they want to go to a
country or a specific place—Wal-Mart is now the biggest contractor
in the world, I guess, buying products.

Commissioner WORTZEL. It also employs 37,000 people in the
State of Ohio.

Mr. BURGA. Well, their employment in the State of Ohio certainly
doesn’'t compensate for what we have to give them to be here. Their
healthcare is usually paid by the government because they won't
provide it. That's a downward trend that leads us nowhere.

[Audience applause.]

I didn’t bring any of these people.

Commissioner MULLOY. I want to apologize to the group for not
being here at the beginning of the hearing this morning but I did
read my briefing book yesterday. | have a clear idea of where we
are heading. Mr. Burga, in your testimony you state President
Bush was here on Labor Day and you quote him saying, “We ex-
pect there to be a fair playing field when it comes to trade. See,
we in America believe we can compete with anybody just so long
as the rules are fair and we intend to keep the rules fair.”

Now, Mr. Hanson, in your testimony you tell us one of the rules
you think is not fair is the fact that China is manipulating its cur-
rency to gain a competitive advantage, and our government has not
dealt with that issue so that's one rule, that is not fair. | think we
all agree with that.

Now, let me go further because you talk about capital flows. Dr.
Honeck said we have to look at these trade agreements more as in-
vestment agreements. | think he’s absolutely right. When the cre-
ation of the WTO was being discussed, there were people who said
this isn’'t such a good idea because we, Europe and Canada have
built societies where people get pensions, people get healthcare. We
have environmental standards. We have a decent standard of liv-
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ing. We have labor unions. People have made nice standards of liv-
ing for themselves and their families.

If we get into the globalized economy, capital, which has no con-
science, will flow to where it can get a higher return and employ
workers who do not have pensions, healthcare, Social Security, any
of these costs and ship the goods they make right back here be-
cause the WTO agreement has our markets open.

That was the worry of people who were saying don’t go in that
direction. But the whole lobbying front by corporations did not dis-
cuss that as these companies could make more money by granting
such a system. That's my understanding of what happened.

Do you think there's any truth to this idea that capital will flow
where it can get its highest return? That means it will flow out of
this country, make goods and ship them back here because they
don't have all of these costs that we impose on them in this coun-
try? Which one is the American way of life? | direct that to Mr.
Hansen because you talked about capital flows. Then | invite any
of the others to comment on that worldview of where this is all
headed.

Mr. HANSEN. Let me try to answer your gquestion although I'm
not an economist.

Commissioner WORTZEL. I’'m not either.

Mr. HANSEN. Let's take this example of it will flow somewhere
where there’s no expectation of social infrastructure like we have
here in the west. It will be a wrenching transition as we have
talked about, but there will be expectations on the part of over a
billion people in China for the kind of lifestyles that we have here.
I think we have seen that time and time again. | can't say for sure
because the application of history to this particular country at this
particular moment in time is not certain. And if that happens, then
we in the U.S. still have significant competitive advantages that
will keep capital here so we can continue to make products and sell
them around the world. That is, if everybody's income grows, if
everybody’s wealth grows, we'll be able to sell more here.

I want to talk about productivity. People say, well, manufac-
turing is just going to be like agriculture. You're only going to need
one worker per state, the way we only need one farmer to feed a
hundred families. Well, the fundamental difference is the demand
for manufacturing products income is income elastic, and that Bill
Gates has basically the same breakfast each morning that I have,
but he buys a whole lot of things during the course of a day than
I do.

In that particular dynamic, if it's played out in China, will hold
tremendous prongs for us here in Ohio. Our manufacturing feature
will not have plant after plant after plant doing different variations
on the same product. We will be at the very top of the pyramid in
terms of there will be one plant here. That's the only plant in the
world that does what it does, and we will do it with such quality
and such reward that can support the kind of social infrastructure
that we here in Ohio want to have. Does that help to answer?

Commissioner WORTZEL. Anybody have any other comments on
the different view?

Dr. HONECK. I would just like to say we hear two different things
from large corporations. On the one hand they are instrumental po-
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litically for the WTO, NAFTA trade agreement, to create a playing
field that's to their advantage. But then when it comes time to
close down specific plants they say, well, market conditions are
forcing us to do this. We don't have a choice. Our competitors are
all doing this so a strange disconnect. We just need to realize that
the model development that's going on in Mexico and China is in
some sense flawed because it puts the workers less, and unlike in
this country we allow unions and labor standards, we can develop
our internal market. We can develop a middle class. Until that
happens in some of these third world countries, trade relations will
always be one-sided. That's something to be considered.

Commissioner WORTZEL. Thank you.

Mr. BURGA. | would like to if I could make a comment about edu-
cation and studies. What is a level playing field? Say China, how
much do they have to raise their wages for their workers to make
it a level playing field here? They wouldn’'t have to come up here
to our level because then there are transportation costs and other
costs involved. | don’'t have—I haven't seen any studies on what the
level playing field really would amount to in terms of competing,
and we say it all the time, but I would like to know what a level
pIayLng field is in terms of dollars and cents. Make it so that that
can be—

Commissioner WORTZEL. Thank you.

Co-Chair WESSEL. I want to thank all the panelists. It's been
very informative and hopefully over the coming weeks we may be
able to return to ask you some questions as we think about today’s
testimony. We are going to have our next panel set up and take
a minute or two and we look forward to working with you in the
future.

PANEL IlI: AUTOS AND AUTO PARTS

Co-Chair WESSEL. If the audience can please take their seats.

We will begin the instructions and start the panel. The other
Commissioners are working their way in.

The second panel that we appreciate everyone being here for is
focused on the auto and auto parts sector, a vital area of not only
Ohio’s economy, but our nation’s economy as a whole. We are
pleased to have with us Mr. Ron Gettelfinger, President of the
United Auto Workers of America, Mr. Steve Girsky, Managing Di-
rector of Morgan Stanley, Mr. Tackett, of Denman Tire Corporation
and | apologize. We have one other witness | assume with Mr.
Tackett. If you could introduce yourself to the Commissioners, we
would appreciate it.

Mr. PEARL. I am Mr. Jim Pearl. | am a Senior Vice President of
Sales and Marketing Department.

Co-Chair WESSEL. Appreciate you being here.

Mr. Gettelfinger, if you'd begin, we'd appreciate it.

STATEMENT OF RON GETTELFINGER, PRESIDENT
INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE
AND AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW)
DETROIT, MICHIGAN
Mr. GETTELFINGER. Thank you very much.
Mr. Chairman, Members of the Commission, my name is Ron
Gettelfinger. As the president of the UAW and speaking on behalf
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of our active and retired members, our union certainly appreciates
the opportunity to present our views on the impact of the U.S. and
China trade and investment on the automobile and the automotive
parts industries.

The UAW first became deeply concerned about automotive trade
with China in the mid 1990s, when China announced an industrial
policy for the automotive industry that established it as a pillar in-
dustry of the Chinese economy. The announcement in June of this
year as a new “development policy” that identifies the auto indus-
try as a “backbone industry” has only added to our concerns.

China is now the world’s third largest market for vehicles and
the fourth largest producer. The plans for future development of
the industry by the Chinese government and the world’'s auto-
motive companies will have a profound effect on the location of pro-
duction around the world and the jobs and incomes of UAW mem-
bers and other American workers in this critically important indus-
try.

We have seen automotive imports from China and the U.S. def-
icit in automotive trade with China grow at a rapid pace in the
past ten years. This deficit reached $2.2 billion in 2003 and is ex-
pected to be 2.8 billion this year. We are very deeply concerned
about the impact on U.S. automotive production and employment
of the Chinese government’s goals for the continued rapid develop-
ment of the industry are achieved. The objectives of China’'s auto-
motive policy include becoming the world’s largest automobile man-
ufacturer, a producer of its own brands of vehicles and parts for the
international market, and an importer of between 70 and $100 bil-
lion in automotive products by 2010, only five short years away.
Every objective observed has acknowledged that hundreds of thou-
sands of American jobs will be lost if these goals are met. Although
U.S. automotive exports to China may increase, this will offset only
a small fraction of the increase in U.S. automotive imports from
China. The net result will be a soaring U.S. auto deficit with
China.

According to the International Metal Workers Federation auto-
motive production in China will double by 2007, but the demand
for vehicles will increase far more slowly. The result will be addi-
tional excess capacity. But what market will be open to receiving
the extra vehicles and parts that can be produced in China? Korea,
which has resisted imports from all over the world for more than
20 years, will not open up to imports from China. Japan will not
accept the displacement of the local production, nor will Thailand
or India. Europe is unlikely to accept large numbers of vehicles
from China. But the U.S. with its history of running huge auto-
motive trade deficits with all major auto-producing countries seems
like the obvious dumping grounds for Chinese excess capacity.

Even today excess capacity in China is visible. According to some
reports we have read from JP Morgan, excess supply for this year
will be 11 percent and it will grow to 23 percent next year. And
that is before much of the new capacity begins to operate.

The increase in competition from Chinese products, especially
auto parts, has had a serious negative impact on wages and jobs
available to workers in Ohio and across the country and to the
compensation that they can hope to earn. The auto parts industry
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accounts for the majority of the jobs in the automotive industry,
and it is in this area that intense price competition has led to in-
tense false competition between producers and a search for lower
and lower labor costs. While it is very difficult to pin down the
compensation of auto industry production workers in China, manu-
facturing workers in Shanghai, where GM and other auto pro-
ducers are concentrated, earn about $1.50 per hour in wages and
benefits. That's about half of what Mexican autoworkers are paid
and as little as five percent of the compensation of an American
autoworker.

That is one of the reasons why assemblers from around the world
invested $6.3 billion in Chinese facilities in the past two years and
have promised to invest another $10 billion in the next three years.
The losers in the race to China are the American workers who are
making high-quality products in highly-efficient production systems
using high-technology equipment. This pressure undermines their
jobs and their skills. It also eliminates the livelihoods of the work-
ers who make materials and components for those products that
are now made in China and it impoverishes the community where
those workers live.

For American workers the growing international role of the Chi-
nese auto industry is an especially serious problem because of the
Chinese absolute repression of independent trade unions. The most
fundamental of workers rights, freedom of association, is brutally
repressed in China as are the other rights covered by the Inter-
national Labor Organization Fundamental Principles and Rights at
Work.

A petition filed under Section 301 of the U.S. trade law by the
AFL-CIO on behalf of the UAW and other U.S. unions provided a
stunning picture of the depths of that repression and its dev-
astating impact on Chinese workers. The large profits reported by
many automotive joint venture companies in China are the result
in part of the inability of Chinese workers to form independent
labor organization that can represent the interests of workers in re-
ceiving a fair share of the value of their contribution to the produc-
tion process.

Along with other unions we have focused attention on the cases
of Yao Fuxin and Xiao Yunliang. They were arrested, charged with
subversion and convicted for leading a peaceful protest against the
failure of a shuttered Ferro-Alloy factory to pay pensions and other
benefits legally due to foreign workers. The Chinese government’s
behavior in these cases, and in countless others, is shameful and
inexcusable, and as unions we will carry on our efforts on behalf
of Yao and Xiao and all other workers and their advocates who
have the courage to stand up for the rights of Chinese workers.

But the question is now are there effective solutions to the threat
of sharply higher Chinese auto and auto parts exports to the U.S.
in the future? And we believe there are at least five ways to ad-
dress this problem, but they require making up for lost time.

Co-Chair WESSEL. If you can sum up quickly, please.

Mr. GETTELFINGER. I will read a little faster. U.S. Government
should have included these measures in the World Trade Organiza-
tion’s negotiations with China.
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First, the Administration must take action to bring about the up-
ward reevaluation of China’s currency.

Second, address the routine abuses of workers’ rights in China.
And it's important that we also move beyond that and talk about
internationally recognized workers' rights within all trade agree-
ments.

Third, we should have vigorous enforcement of China’'s trade
agreements and they must be implemented.

Fourth, the Administration must be willing to invoke the special
safeguard provisions in China’s World Trade Organization acces-
sion agreements and strengthen the U.S. measures that protect do-
mestic industries against injury caused by surges of imports.

And fifth, the U.S. Government must penetrate the lack of trans-
parency in China’s industrial policy to identify all government pro-
grams at the national, provincial and local levels that promote local
production, discourage imports and reward exports.

Thank you very much.

[The statement follows:]

Prepared Statement of Ron Gettelfinger, President
International Union, United Automobile, Aerospace and Agricultural
Implement Workers of America (UAW), Detroit, Michigan

Mr. Chairman, Members of the Commission, my name is Ron Gettelfinger. I am
the president of the International Union, United Automobile, Aerospace and Agri-
cultural Implement Workers of America (UAW). | appreciate the opportunity to
present the UAW's views on the impact of U.S.-China trade and investment on the
automobile and automotive parts industries.

The UAW first became deeply concerned about automotive trade with China in
the mid-1990s, when China announced an industrial policy for the automotive in-
dustry that established it as a “pillar industry” of the Chinese economy. The an-
nouncement in June of this year of a new “Development Policy” that identifies the
auto industry as a “backbone industry” has only added to our concerns. China is
now the world’s third largest market for vehicles and the fourth largest producer.
The plans for future development of the industry by the Chinese government and
the world’s automotive companies will have a profound effect on the location of pro-
duction around the world and the jobs and incomes of UAW members and other
American workers in this critically important industry.

We have seen automotive imports from China grow at a rapid pace in the past
ten years. We are deeply concerned about the impact on U.S. automotive production
and employment that will occur if the Chinese government’s goals for the continued
rapid development of the industry are achieved. The objectives of China’s auto-
motive policy include becoming the world's largest automobile manufacturer and a
producer of its own brands of vehicles and parts for international markets by 2010—
that is only five short years away. The size of recent investments in vehicle and
parts production capacity that have taken place and been announced makes these
projections quite realistic. If all of the additional vehicles and parts were consumed
in China, there would be a relatively small impact on workers and producers in
other countries. The question that must be answered, though, is whether demand
in China will grow fast enough to consume all that production. We believe that such
growth is not at all likely.

While the new Chinese auto policy has eliminated several of the 1994 policy’s ob-
vious violations of international trade rules (for example, local content require-
ments, quotas on imports, limits on distribution rights, and more), it still shows a
bias toward local production over imports and forced investment in order to partici-
pate in the local market. Those who argue that such provisions cannot be required
and cannot be enforced are not familiar with the auto industry’s history of develop-
ment internationally or with China’'s governmental and industrial structure.

China is not the first country to aspire to a major role in the international auto
industry. Government industrial policies propelled the Japanese companies in the
1970s and 1980s and Korean companies in the 1990s into successful international
producers. Brazil’'s industrial policies encouraged massive investment there in the
1990s and now the same strategy is being pursued in China. The result has been
an accumulation of global excess capacity that allows the shrinking number of major
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producers to threaten their workers in every country with the loss of jobs and plant
closings unless they become “competitive.” With the rise of China as a major auto
producing country, being “competitive” means compensation of as low as a dollar an
hour, no independent union rights and broad government intimidation of the pursuit
of workers’ legal rights. These conditions have become the new standard of competi-
tion for companies around the world, to the detriment of workers everywhere.

The less restrictive rules in China's new auto development policy are not com-
forting to us because the course of U.S.-China automotive trade has been largely set
by the decisions already made by the Chinese government and the multinational
corporations that dominate the global industry. Under the terms of the 1994 Chi-
nese auto industrial policy, companies invested in China, made alliances with Chi-
nese companies, made commitments to high levels of Chinese content in their vehi-
cles and agreed to set up R&D and technical centers to transfer the latest tech-
nology. This led to substantial Chinese investment by the global auto parts compa-
nies, often in joint ventures with Chinese firms, that mirrors the assemblers’ invest-
ments. The elimination of the specific Chinese government requirements in the
newly adopted industrial policy will not alter this pattern at all. The U.S.-based as-
semblers and suppliers will only export products from their U.S. and other global
production facilities to China until their local production and local sourcing arrange-
ments are fully in place. The huge investments in Chinese production ensure that
the companies will not want to add to competition in the Chinese market by import-
ing any more than they must. We have seen the same pattern develop in Mexico,
Brazil and other countries that established tight rules for participating in perceived
high-growth markets and then let those rules fade away as they were no longer
needed to produce the desired result.

Since 1993, the U.S.-China automotive trade balance has moved from a surplus
of more than $500 million to a 2003 deficit of $2.2 billion. Through June 2004, the
deficit grew by more than 25 percent from last year, indicating a 2004 deficit of $2.8
billion. That would result in a doubling of the deficit in only three years. Recent
announcements by the Big 3 auto companies of additional exports of vehicles to
China over the next couple of years will not be enough to keep the U.S. auto trade
deficit with China from growing. Past experience with announcements of this sort,
which are intended to distract attention away from the soaring U.S. trade deficit
with China rather than to fundamentally change that imbalance, makes us skep-
tical that the exports will actually be made.

Though U.S. exports of automotive products to China have increased significantly
in the past two years, they are still no match for the increase in U.S. imports. The
growth in exports is consistent with a rapid increase in production of new models
in China. In the past, the local content of Chinese-assembled vehicles has increased
over time, in line with the commitments of U.S.-based companies that have formed
joint ventures with state-owned Chinese companies. With more than 30 new model
launches last year and this year, Chinese imports of auto parts have been substan-
tial. However, most of the imported parts come from other countries, limiting the
benefit of the joint ventures for U.S. production and employment.

In 2003, according to Automotive News (“U.S. suppliers miss boat in China,” April
12, 2004), a Chinese auto industry group reported that China’s imports of auto parts
totaled $9.5 billion, with Germany supplying $3.13 billion, Japan $2.92 billion and
the U.S. a mere $268 million. GM'’s claims that it exported $1.4 billion in parts and
machinery to China in 1995-2002 and will ship $1.3 billion in 2004-2005 do not
seem consistent with the official U.S. export numbers. In addition, some of GM’s
parts imports into China come from its traditional suppliers in Europe, Brazil and
elsewhere in Asia.

Using U.S. Department of Commerce trade data, it is clear that modest increases
in U.S. auto parts exports will not come close to offsetting climbing parts imports
from China. The U.S. deficit in automotive parts trade with China has grown from
$121 million in 1993 to $1.4 billion in 2000 and to $2.3 billion in 2003, even though
U.S. auto parts exports increased from $218 million to $510 million from 1993 to
2003. Through June 2004, the U.S. parts deficit with China jumped by an additional
24 percent despite an 87 percent increase in exports—the value of imports grew to
$1.8 billion from $1.4 billion, while exports were up by only $165 million. Over time,
we are confident that Chinese-made parts will replace the limited U.S. parts ex-
ports. The number of auto parts companies that are establishing new plants in
China assures that U.S. exports will be displaced and that U.S. imports of auto
parts from China will continue to grow rapidly.

The escalating U.S. deficit in automotive trade with China must be viewed in the
context of the overall U.S. automotive trade picture. The worldwide U.S. vehicle and
parts trade deficit was $128 billion in 2003; through June 2004, it was up 11 per-
cent and should be above $140 billion for the full year. We now have deficits of more
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than $40 billion each with Japan and with our NAFTA partners, Canada and Mex-
ico. If China achieves its ambitions, it will join this club of countries with huge auto-
motive trade surpluses with the U. S. and undermine the jobs of UAW members and
other American workers in this critical U.S. industry.

Looking at what has happened to U.S. automotive sales, production and trade
since NAFTA and China’s auto industrial policy went into effect provides a sobering
picture of the impact of globalization on the U.S. industry and its workers. In 1993,
when the U.S. economy was slowly coming out of a recession, U.S. vehicle produc-
tion was nearly 11 million and sales were nearly 14 million. The auto trade deficit
was $50 billion at a time of depressed sales and a relatively weak dollar. Imports
from outside North America accounted for 15.5 percent of sales. Ten years later,
U.S. sales had increased by three million, or more than 20 percent, but U.S. produc-
tion increased by only 1.1 million—more than 60 percent of the increase in sales
came from imported vehicles, as the non-North American import share jumped to
nearly 20 percent. The automotive trade deficit reached $128 billion. Employment
of American auto workers was left at about the same level as in 1993, despite the
increase in U.S. production and the larger increase in U.S. sales. NAFTA contrib-
uted a significant part of this deterioration in trade—the deficit with Canada and
Mexico of $13.1 billion in 1993 grew to $41.0 billion in 2003. The deficit with Japan
grew from $33.4 billion to $43.9 billion.

Much of this damage, though, has occurred in the past three years. From 2000
to 2003, when the U.S. economy fell into recession and a barely visible “recovery,”
U.S. production fell, and imports from Japan, Germany, Korea and other countries
increased. And, contrary to past experience with recessions, the trade deficit in-
creased despite the decline in U.S. sales. Employment in the industry has fallen by
more than 100,000 jobs during that time, and the auto trade deficit continued to
climb. The same pattern has continued this year—during the first half of 2004, em-
ployment is down, along with U.S. production, but sales of imports are up and so
Is the trade deficit. Most of those job losses have been in the auto parts industry
and thousands of workers in Ohio and other states have been the victims.

While the automotive industry is an important contributor to the nation’s eco-
nomic well-being, it is especially important to Ohio’s. The downward pressure on the
wages and working conditions of American auto workers that results from increas-
ing competition from Chinese products, especially auto parts, has had a serious neg-
ative impact on the employment opportunities available to workers in Ohio and to
the compensation that they can hope to earn. The auto parts industry accounts for
the majority of the jobs in the automotive industry and it is in this area that intense
price competition has led to intense cost competition between producers. That com-
petition has led many companies to search for lower and lower labor costs; many
of those companies have moved their production to China. Pressure from the assem-
blers has also contributed to some companies deciding to move production to China.

Just one company, Delphi, which has numerous Ohio production facilities, has in-
vested $500 million in China during the past decade, setting up 14 operations and,
soon, a research and development center in Shanghai. By 2009, Delphi expects to
have 1,400 employees at its technical center. They will be added to the 7,000 cur-
rent Delphi employees in China. And what are the savings to Delphi from setting
up a local technical facility? A young electrical engineer in China earns less than
$400 a month, while a new U.S. engineer earns about $4,000 a month.

While it is very difficult to pin down the compensation of auto industry production
workers in China, manufacturing workers in Shanghai, where GM and other auto
producers are concentrated, earn about $1.50 per hour in wages and benefits. That
is about half of what Mexican auto workers are paid and as little as five percent
of the compensation of an American auto worker.

That is one of the reasons why assemblers from around the world invested $6.3
billion in Chinese facilities in the past two years and have promised to spend an-
other $10 billion in the next three years. And it is why GM expects to purchase $4
billion a year in parts from China for its operations around the world.

The announcements by General Motors and Ford that they expect to source $10
billion annually in parts from China within three to six years sends a compelling
message to their suppliers that they had better make investments in China in order
to retain the business of their traditional customers. The losers in that race to
China are the American workers who are making high-quality products in highly
efficient production systems, using high-technology equipment. This pressure under-
mines their jobs and their skills. It also eliminates the livelihoods of the workers
who make materials and components for those products that are now made in China
and it impoverishes the communities where those workers live.

The Chinese government has reinforced this process. A Vice Minister has an-
nounced that China expects to export between $70 billion and $100 billion in auto-



41

motive products, 40 percent of total production, by 2010. Last year, China’s exports
were $4.7 billion and the government's target for 2005 is $15-20 billion. The growth
rate of exports that is being pursued is simply staggering. Every objective observer
has acknowledged that hundreds of thousands of American jobs will be lost if these
projections are on the mark.

According to a recent report by the International Metalworkers’' Federation, auto-
motive production in China will double by 2007, but demand for vehicles will in-
crease far more slowly. The result will be excess capacity in China that adds to the
excess capacity that exists already around the globe. But what market will be open
to receiving the extra vehicles and parts that can be produced in China? Will Korea,
which has resisted imports from all over the world for more than 20 years, open
up to imports from China? Will Japan accept the displacement of local production,
or Thailand, or India? Even Europe is unlikely to accept large numbers of vehicles
from China. But the U.S., with its history of running huge automotive trade deficits
with all major auto producing countries, seems like the obvious dumping ground for
Chinese excess capacity.

Even today, excess capacity in China is visible. With vehicle sales slowing down
this year (as pent-up demand is exhausted, banks cut back on loans), JPMorgan re-
ported that excess supply for this year will be 11 percent and it will grow to 23 per-
cent next year. And that is before much of the new capacity begins to operate. The
finances of the companies could change dramatically as a result. The high prices of
vehicles that were fed by the scarcity of modern vehicles are disappearing as more
and more new models hit showrooms and lower tariffs make imports more competi-
tive. High profits will be squeezed and the pressure to keep plants running at capac-
ity will be even stronger. The companies also have memories of Brazil firmly in
mind. In the late 1990s, multinational auto companies saw rapid sales growth in
Brazil and responded with massive investments in new capacity. The spillover of the
Asian financial crisis put a hole in Brazilian sales and Argentina’s economic crisis
eliminated a major export market. About half of Brazilian capacity has been idle,
and the auto companies cannot afford for that to happen again in China. They will
be under intense pressure to keep their Chinese plants profitable. And that will
r?‘ean large Chinese exports of vehicles and parts to the markets that are open to
them.

Before starting to examine how the U.S. Government should respond to the cur-
rent and future automotive trade problems with China, it is important to identify
two important factors that intensify the U.S.-China automotive trade imbalance—
the exchange rate and the absence of independent Chinese trade unions. It is ac-
cepted by virtually all analysts that China manipulates the yuan-dollar exchange
rate to keep it fixed at 8.2781 yuan to a dollar. China's central bank has bought
billions of dollars of government bonds to maintain the fixed exchange rate as Chi-
na’'s trade surplus with the U.S. has exploded. The undervalued yuan subsidizes
China’s exports and overprices U.S. exports. While the Chinese government has
paid lip service to the need to upwardly revalue the yuan, it has taken no action
to achieve it. The purchases of U.S. assets continue and the trade imbalance con-
tinues to expand. This situation sustains China’s exports to the U.S. and Chinese
economic growth, while it undermines the strength of the U.S. economy and extends
the adverse impact of the trade imbalance with China into ever more U.S. indus-
tries.

The absence of any action by China to reverse the absolute repression of inde-
pendent trade unions demonstrates the continuing repressive nature of China’s so-
cial and economic system. The most fundamental of worker rights, freedom of asso-
ciation, is brutally repressed in China, as are the other worker rights covered by
the International Labor Organization’s Fundamental Principles and Rights at Work.
A petition filed under Section 301 of U.S. trade law by the AFL-CIO on behalf of
the UAW and other U.S. unions provided a stunning picture of the depths of that
repression and its devastating impact on Chinese workers. The large profits re-
ported by many of the automotive joint venture companies in China are the result,
in part, of the inability of Chinese workers to form independent labor organizations
that can represent the interests of workers in receiving a fair share of the value
of their contribution to the production process. The widespread evidence of health
and safety problems is another indicator of the harm done to Chinese workers as
a result of the repression of independent unions.

Along with other unions, we have focused attention on the cases of Yao Fuxin and
Xiao Yunliang as examples of the intensity of the attacks on workers’ rights in
China. They were arrested, charged with subversion and convicted for leading
peaceful protests against the failure of a shuttered Ferro-Alloy factory to pay pen-
sions and other benefits legally due to former workers. Yao was sentenced to seven
years in prison and Xiao to four years for exercising basic rights that are legal in
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China. Both men suffer from serious illnesses and should be released from prison
on medical grounds, but they remain imprisoned despite an appeal by the Freedom
of Association Committee of the International Labor Organization for their release.
The Chinese government's behavior in these cases, and in countless others, is
shameful and inexcusable. We will carry on our efforts on behalf of Yao and Xiao
and all other workers and their advocates who have the courage to stand up for the
rights of Chinese workers.

Are there effective solutions to the threat of sharply higher Chinese auto and auto
parts exports to the U.S. in the future? We believe there are at least five ways to
address this problem, but they require making up for lost time. The U.S. Govern-
ment should have included these measures in the WTO accession negotiations with
China.

First, the Administration must also take decisive action to bring about the up-
ward revaluation of China’s currency. The current exchange rate does not reflect the
competitiveness of China’'s industries in general, and the automotive industry in
particular. For international trade to be fair and balanced, the exchange rate must
adjust; China’s policy of fixing the value of the yuan to the dollar eliminates the
pressure for that adjustment to take place. The reluctance of the U.S. Treasury De-
partment to tackle this issue, in deference to China’'s large purchases and holdings
of U.S. Government securities, is simply unacceptable. China is preventing an up-
ward revaluation of the yuan in order to ensure that it can continue to increase its
exports to the U.S. and keep its factories humming. The resulting displacement and
injury in the U.S. requires action by our government to remedy the situation and
eliminate the unfair currency advantage that China creates. The currency manipu-
lation that is taking place is actionable under U.S. trade laws and action must be
taken.

Second, to address the routine abuses of workers' rights in China, renegotiation
of the WTO accession agreement or a new set of negotiations is required. The Sec-
tion 301 worker rights petition demonstrated that the effect on the prices of Chi-
nese-made goods of the violation of workers’ rights is substantial. As a start, that
petition must be accepted for review next year when a new Administration takes
office. However, it is also necessary to move beyond that case. We cannot achieve
a level playing field for U.S.-China trade without ensuring that China will imple-
ment internationally recognized worker rights or allowing the U.S. to retaliate
against abuses through a non-discretionary procedure, similar to the handling of
anti-dumping charges. Just as a special safeguard procedure was recognized as ap-
propriate for trade with China, a special worker rights provision is needed as well.

The UAW and other unions must also take advantage of corporations’ commit-
ments to comply with fundamental worker rights through the negotiation of Inter-
national Framework Agreements (IFAs). These agreements apply to a company’s
own operations and to those of its business partners and suppliers. And they apply
in countries where those rights are not legally protected as well as in those where
they are. IFAs have already been negotiated with several automotive firms
(DaimlerChrysler, Volkswagen, Bosch), opening the possibility of insisting on their
Chinese workers, and the workers of their joint venture partners and suppliers,
being able to exercise the right to freedom of association, to form a union of their
own choosing. We will be looking for opportunities to take advantage of IFAs to im-
prove the lives of Chinese workers, through higher compensation, improved health
and safety conditions and a voice for workers in the organization of their work.

Third, vigorous enforcement of China’s trade agreements must be implemented.
The Bush Administration has failed to pursue clear violations of intellectual prop-
erty rights protections, including the counterfeiting of auto parts and the illegal ap-
propriation of vehicle designs by Chinese companies. China’'s market opening com-
mitments must also be fully enforced so that the inadequate level of U.S. exports
is not limited even further by discrimination against imports at the border or in dis-
tribution channels. While the Bush Administration has created “offices” for moni-
toring and enforcement of China’s trade commitments, there has been precious little
action to achieve results.

We strongly urge the Bush Administration to advise all companies doing business
in China that they should report any inappropriate or illegal behavior by Chinese
public officials or corporate officials. This should apply to communications that con-
tradict China’s trade obligations or that promise special treatment in return for cer-
tain behavior, such as investing in China rather than supplying the market with
imports, meeting “suggested” local content levels rather than importing parts. The
Bush Administration must follow up on any of these activities by insisting on Chi-
nese government action to reverse them.

Fourth, the Administration must be willing to invoke the special safeguard provi-
sions in China’s WTO accession agreement and strengthen the U.S. measures that
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protect domestic industries against injury caused by surges of imports. The potential
for rapid increases of imports from China, of vehicles and parts, should be clear
from the rate of expansion of production capacity there. The U.S. Government must
be ready to respond if the U.S. industry and its workers are threatened with injury
by such imports. Recent experience with the U.S. import surge protections of Section
201 of the trade laws has shown that they must be strengthened to be effective.

Fifth, the U.S. Government must penetrate the lack of transparency in China’s
industrial policies to identify all government programs, at the national, provincial
and local levels, that promote local production, discourage imports and reward ex-
ports. There are provisions in the new automotive industrial policy that are in-
tended to accomplish this result, but they have not been spelled out clearly. The
U.S. Government must press the Chinese government to obtain that information. A
variety of other government policies, such as taxes applied to foreign-owned enter-
prises that discriminate in favor of those producing for export, must also be exam-
ined. Because of the complex set of inter-governmental relationships in China, it is
critical to have information about the policies in place at each level of government
and about their interactions in practice. We have not seen any evidence that the
Bush Administration has spent the necessary effort to investigate these policies.

Mr. Chairman, Members of the Commission, thank you for coming to Ohio to get
a firsthand look at the serious economic problems facing workers in America’s heart-
land and for your interest in the impact of the U.S.-China trade relationship on the
U.S. auto industry and its workers as well as the denial of workers’ democratic
rights in China. Your past efforts to bring the challenges created by U.S.-China
trade to the attention of the public and to policymakers have made a valuable con-
tribution to their understanding of what is at stake in our economic and security
relationship with China. We urge you to support our proposals for government ac-
tion. In the weeks and months ahead, we look forward to assisting the Commission’s
examination of the industry and answering any questions you may have.

Co-Chair WESSEL. Thank you. We'll have the rest of your state-
ment entered into the record.
Mr. Girsky.

STATEMENT OF STEPHEN GIRSKY

MANAGING DIRECTOR, MORGAN STANLEY, PURCHASE, NEW YORK

Mr. GIRSKY. It's a pleasure to be here. | want to thank the Com-
missioners as well. My name is Stephen Girsky. I'm the lead Mor-
gan Stanley Global automotive research effort. My goal here is to
give you the Wall Street perspective from an outside perspective
and a bit of financials of what's going on here. 1 have a number
of slides to run through. I will talk quickly.

Basically I'm going to give you five things. I'm going to tell you
what China’s significance is in the global auto industry. I'm going
to talk a little bit about the landscape here. I'm going to talk about
the company strategies that are being employed, the implementa-
tion of recent changes in the economic environment, and I'll talk
about export potential here.

I'll give you bottom line first, that way if | get cut off you'll know
where we are. The Chinese auto industry in our opinion has the
potential to be a major player long-term in the global auto indus-
try. The Chinese impact on the U.S. vehicle market is likely to be
very low in the near-term, largely due to cost and quality issues.
A shake-out in the Chinese car market is likely to be a prelude to
any significant global expansion here. Component export growth is
much more likely in the near term for a number of reasons, and
we’ll go into that.

So why is China important? It's the fifth largest car market in
the world. It's one of the fastest growing and highly profitable. It's
got export potential and component sourcing opportunities. The
ones that are before are because trucks are included. They are the
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fifth largest in the world right behind the UK. They are the fastest
growing car market in the world. They're going to grow about 15
percent this year.

As | will discuss in a minute, the growth was much greater ear-
lier in the year, but since then the economy has slowed. Long-term
potential is very high. | have no doubt that China will be one of
the largest auto manufacturers in the world, whether it's 2010 or
2020. That's because they have a big population to support the ve-
hicles. There is significant potential here. There are eight vehicles
per thousand people in China compared to almost 900 in the U.S.

This is a very profitable market. Volkswagen makes about a
third of their profit in China. GM made 23 percent so far this year.
They have a billion dollars invested there. Honda makes about six
percent.

Labor costs are certainly lower. Ron Gettelfinger threw out some
numbers. Our best guess is China’s auto industry pays their work-
ers about $3 an hour. The UAW wage in the United States, exclud-
ing benefits, is about 25.63 according to the latest facts.

However, the high profits are not related to low costs. They're re-
lated to high pricing. The prices Chinese consumers pay for cars is
significantly above similar prices they pay here. That's because
there has been a supply demand imbalance up until now and that’s
starting to change.

Overall costs in China: this is very different than auto industries.
China is not a low-cost producer of cars right now. They have ab-
sence of scale in manufacturing. They have a very immature supply
base, they have logistics issues and they have quality issues that
need to be overcome before there is going to be lower cost. It could
be two or three years at the earliest before they are cost competi-
tive with the rest of the world.

The structure is very confusing. You have a number of govern-
ment entities that have joint ventures with a lot of different multi-
nationals, and the multinationals are global partners at the gov-
ernment level. The government has different partners at the multi-
national level.

The market is very fragmented. You have out of 36 basically pro-
ducers our best count. Putting that on the U.S. scale is like our
having 240 car companies here. It would be very difficult for any-
body to make money with 240 car companies.

The market is dominated by the multinational. Volkswagen, Gen-
eral Motors, Honda. The local players, the indigenous players, have
very low share in this market.

Here are the strategies. | can lump them into three groups.
These government-sponsored entities want to be self-sufficient in
cars. They don't want to have to rely on the outside world, and
they do have long-term global aspirations. The multinational cor-
porations that are in China are a source of growth and profit, and
they have been investing a lot of money in China. They would like
a payback on that investment, and they also view it as an oppor-
tunity to low cost source component.

There are a bunch of indigenous players. Their whole goal here
is to survive a shake-out that’s likely to come.

We have a number of announcements supporting this. GM and
Ford both want to source a lot of parts in China whoever’'s going
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to export out. There have been a number of capacity announce-
ments, and even at the bottom, one small indigenous player is
going to seek approval to try to export a small car to the U.S., but
this will take some time.

The economic environment has changed a lot recently. Demand
weakens as capacity growth continues. Profit pressure is likely. In
changing the tariff structure a little bit, the car tariffs are going
to continue to fall. Component tariffs are going to go up so you are
going to see car imports increase at a slow rate. You're going to see
parts imports into China probably declining.

In monthly sales you can see the growth rate in green has slowed
dramatically from where it was. It's basically running up 0 to five
percent. It was up above 40 percent plus.

Meanwhile capacity growth continues. Excess capacity is signifi-
cant. We estimate pretty close to the other brokerage firm that Ron
Gettelfinger cited in his testimony. It's likely to get worse before
it gets better. And that's going to lead to a shake-out.

Chinese auto stocks haven't fared that well either. To be certain,
Wall Street does not like it. The investment community does not
like what's happening here and are uncomfortable with it. You can
see that in the near-term outlook.

The prospects for vehicle exports are low in the near-term. The
costs are still high. The quality is not up to global standards. The
local players have logistics and distribution constraints, and then
there is the whole question of market acceptance. Fifteen or twenty
years ago Yugo, a company from Yugoslavia, tried to import into
this country a low-price car that failed miserably because they
could not get high quality.

Hyundai, on the other hand, it's a Korean company. It stopped,
it started, it stopped again. They are finally making significant in-
roads here. If exports are going to be significant, existing multi-
nationals will likely have to facilitate this.

Many multinational plants are being built along the coast. That
will provide some long-term flexibility, if that's the way they de-
cided to go.

The prospect for component exports is higher. Those components
within risk of export are high labor portion of the total value, high
environmental cost or logistic costs. Components that are easy to
ship, tires and wheels, for example. Seats are not as easy to ship
because they have a lot of air that they go through.

Here's just a cost structure. We estimate the cost of building a
tire in China is about $7 cheaper than it is to build a tire it here.
China is not the only low-cost country in the world, there are plen-
ty of others.

Although chasing low cost labor has never been a successful
strategy here, these companies stretch their supply line very long
and it adds a lot of risks.

Imports from China have been growing. They've been growing
about an 18 percent clip, faster than any other country’s imports
of auto parts.

One of the interesting things is we run a trade deficit of parts
with China. Europe runs a trade surplus of parts with China. This
estimate was on the multinational sourcing strategies. Europe
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seems to import a lot more parts to develop there. I would argue
that Europe’s surplus with China is going to go down.

Risk and opportunities. The opportunities here are multi-
nationals want to participate in one of the potentially largest mar-
kets in the world. They have been investing a lot of money. They
want a return on that. China can easily ten, twenty years from
now more likely be bigger than the U.S. market.

The risks are our intellectual properties. Our multinationals are
getting a lot of technology to their companies. The risk is are they
potentially creating a better company to compete with them.

This is my last slide. We have had a number of intellectual prop-
erty lawsuits that have been filed. None have been successful. Toy-
ota and some of the Chinese companies have a brand that looks a
lot like Toyota. GM has a car that's been—that Chinese indigenous
company has a very similar product as well. These have not de-
fending patent intellectual property is one of the big issues on the
table in our opinion.

Did | get through it in time?

Co-Chair WESSEL. Take some oxygen.

[A copy of Mr. Girsky's slide presentation is on file in the Com-
mission’s office.]

Mr. Tackett, please.

STATEMENT OF JAMES G. PEARL
SENIOR VICE PRESIDENT OF SALES AND MARKETING
ACCOMPANIED BY SCOTT TACKETT
VICE PRESIDENT, HUMAN RESOURCES AND ADMINISTRATION
DENMAN TIRE CORPORATION, LEAVITTSBURG, OHIO

Mr. PEARL. Good morning. My name is Jim Pearl. I'm the Senior
Vice President of Sales and Marketing in Denman Tire Corpora-
tion. I'm joined at the table today by Mr. Scott Tackett Vice Presi-
dent of Human Resources and Administration.

First, 1 would like to thank the Commission for this opportunity
and this time to present the Denman story to you. We are a very
small little-known tire company located here in northeastern Ohio.
Denman Tire is a proud American-owned company that has been
in business since 1919. We are a single-site specialty tire manufac-
turing company. We currently employ 311 hourly and salary em-
ployees in Leavittsburg, Ohio. Our hourly workforce is represented
by the United Steelworkers of America Local 98L and is one of the
oldest rubber unions in the nation.

Strategically positioned, Denman Tire Corporation is located in
northeast Ohio with sales offices throughout the United States in-
cluding Indianapolis, Indiana; Gainesville, Virginia; Wheeling,
West Virginia; Kansas City, Missouri; and Houston, Texas.

Denman Tire produces the kinds of specialty tires that are in
high demand in the replacement tire market and the private brand
specialty light truck tire market. Denman Tire produces specialty
tires for many applications including on/off road light trucks, agri-
cultural, construction, special trailer, industrial, classic and vintage
as well as tires for our military.

Competing in the tire business this long has not always been a
paved road. In fact, it's quite the opposite. Denman Tire was found-
ed by Walter R. Denman who originally built the plant exclusively
for the manufacture and shipment of the Denman brand passenger
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tires. Much has changed since that time both within the industry
and within the tire.

One thing that has not changed is Denman Tire Corporation has
long strived for a history and reputation of serving its customers.
The cornerstone of our organizational philosophy is making cus-
tomer service our number one priority. Many of our customers will
tell you that we have the best customer service department in the
business, and we are justifiably proud of that compliment.

In an era of consolidations and mergers, Denman Tire has re-
mained a stand-alone, American-owned company, and we are very
proud of this fact. We feel this pride reflects upon our attitude in
both quality workmanship and our approach to this business.
Every day we strive to produce and ship the best-made tires in the
world to our many and varied customer base.

Denman Tire is an 1S0O9001-certified company, which assures
our customers that our quality systems meet or exceed worldwide
standards. We feel strongly that if provided a level playing field,
Denman Tires produced in Leavittsburg, Ohio can compete with
any other tires made anywhere in the world.

The realities of the global marketplace have in the past, and con-
tinue today, to cause us great consternation and concern.

In 1992 the company was faced with significant competitive pres-
sures that required an aggressive and proactive approach to our
business. Consequently, we explored avenues of enhancing and
growing our business and in turn providing our customers with the
products they required. We outsourced to round out several of our
product lines with tires that we were unable to produce in our Ohio
facility due to either lack of equipment and physical capabilities.

After much work and effort it was determined that our best
course of action was to develop a relationship with another manu-
facturing organization. Consequently, we determined that our best
opportunities existed with forging an association with a Chinese
manufacturer.

The decision to have product made in China was based on three
issues: First, cost; secondly, the Chinese manufacturer would build
and put the Denman name on our product; and the ability to en-
sure a quality product would be produced.

If we look at this decision retrospectively, we find that this was,
in fact, the best business decision that could have been made at the
time. Cost of Chinese-produced tires remains very competitive in
this American marketplace. Even considering the freight cost, Chi-
nese-produced tires are sold below what our current factory costs
are in Leavittsburg, Ohio.

Concerning the quality of the product, we have found that the
quality of tires produced in China has greatly improved, and today
China does, in fact, produce a very high-quality product.

Over the last few years we have witnessed China becoming ex-
tremely aggressive in exporting tires to the U.S. markets. Today
you not only see Chinese passenger and light truck tires, but you
see Chinese medium and heavy-duty truck tires, you see specialty
tires of all kinds including agricultural, industrial and construction.

Today as we speak here there are construction vehicles working
on the renovations to our Capitol Building in Washington, D.C.,
with imported tires from China on them.
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Obviously this has resulted in lower margins for us as an organi-
zation. Based on these factors, Denman Tire Corporation has two
choices: Compete or close the doors. We have chosen to compete
and protect as many American jobs as best we can.

Another factor that has negatively affected our business is the
fact that in China the Chinese have in the last couple years sought
out and sold significant product to the smaller distributors across
the United States. Where once they only concentrated on selling to
large distributors, they are now directly selling tires to the heart
and soul of our customer base. These are the very customers that
we used to sell to and now are negatively affecting our profit mar-
gins. Market pressures such as this have increased over the last
years to the point of causing concern for our long-term survival.

We believe strongly that the Chinese tire manufacturers have a
significant cost advantage over Denman Tire Corporation for three
basic reasons. The first is obvious, labor costs. Second, the current
levels of government subsidies that are provided to the Chinese tire
manufacturers. And finally, the very modern and efficient plants
and factories provide considerable cost advantages.

Conversely, our plant is old and very labor intensive. We have
significant costs associated with numerous and sometimes very
burdensome regulations, and we believe that unreasonable tort li-
ability issues threaten all organizations regardless of the products
they produce.

Obviously for the reasons just mentioned there does not exist an
opportunity for Denman Tire to export tires produced at our plant
in Ohio to China.

In closing, we are a small American manufacturing company
competing with the Chinese government. We work daily to make
the proper business decisions, and we strive not only to keep our
costs under control, but to reduce costs in our old factory wherever
possible.

However, there are numerous issues that are out of our control,
and simply stated we cannot expect to resolve these issues without
significant changes and help from others in this battle.

Thank you for your time and attention to a small American man-
ufacturing company that just wants to provide and protect good
American paying jobs.

[The statement follows:]

Prepared Statement of James G. Pearl
Senior Vice President of Sales and Marketing
Accompanied by Scott Tackett
Vice President, Human Resources and Administration
Denman Tire Corporation, Leavittsburg, Ohio

HISTORY

Denman Tire Corp. is a proud American owned company that has been in busi-
ness since 1919. We are a single site specialty tire manufacturing company. We cur-
rently employ 311 hourly and salaried employees in Leavittsburg, Ohio. Our hourly
workforce is represented by the United Steelworkers of America Local #98L and is
one of the oldest rubber unions in the nation.

Strategically positioned, Denman Tire Corp. is located in Northeastern Ohio with
sales offices throughout the United States including Indianapolis, Indiana, Gaines-
ville, Virginia, Wheeling, West Virginia, Kansas City, Missouri, and Houston, Texas.

Denman Tire Corp. produces the kinds of speciality tires that are in high demand
in the replacement tire market and the private brand speciality light truck market.
Denman Tire produces speciality tires for many applications including on/off road
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light trucks, agricultural, construction, special trailer, industrial, classic and vintage
as well as tires for our military.

Competing in the tire business this long has not always been a paved road. In
fact, quite the opposite. Denman Tire was founded by Walter R. Denman who origi-
nally built the plant exclusively for the manufacture and shipment of the Denman
brand passenger tires. Much has changed since that time, both in the tire industry
and within Denman Tire Corporation.

One thing that has not changed is that Denman Tire Corp. has long strived for
a history and reputation of serving its customers. The cornerstone of our organiza-
tional philosophy is making customer service our number one priority. Many of our
customers will tell you that we have the best customer service department in that
business and we are justifiably proud of that complement.

In an era of consolidations and mergers, Denman has remained a stand-alone,
American owned company and we too are very proud of this fact. We feel this pride
reflects upon our attitude in both quality workmanship and the approach to our
business. Every day we strive to produce and ship the best-made tires in the world
to our many and varied customer base.

Denman Tire Corp. is 1SO 9001 certified which assures our customers that our
quality systems meet or exceed worldwide standards. We feel strongly that if pro-
vided a level playing field Denman tires produced in Leavittsburg, Ohio can compete
with any other tires made anywhere in the world.

CURRENT ISSUES

The realities of the global marketplace have in the past and continue today to
cause us great consternation and concern.

In 1992, the Company was faced with significant competitive pressures that re-
quired an aggressive and proactive approach to the business. Consequently, we ex-
plored avenues of enhancing and growing our business and in turn providing our
customers with the products that they required. We outsourced to round out several
of our product lines with tires that we were unable to produce at the Ohio facility,
due to the lack of equipment and physical capabilities. After much work and effort
it was determined that, our best course of action was to develop a relationship with
another manufacturing organization. Consequently, we determined that the best op-
portunities existed with forging an association with a Chinese manufacturer. The
decision to have product made in China was based on three issues; (1) cost, (2) the
Chinese manufacturer would build the product with the Denman name on the side-
wall of the tire, (3) ability to ensure a quality product would be produced.

If we look at this decision retrospectively, we find that this was in fact the best
business decision that could have been made at the time. Cost of Chinese produced
tires remains very competitive in the American marketplace. Even considering the
freight costs Chinese produced tires are sold at below what our current factory costs
are in Leavittsburg, Ohio.

Concerning the quality of the product we have found that the quality of tires pro-
duced in China has greatly improved and today, China does in fact produce a very
high quality product.

Over the last few years, we have witnessed China becoming extremely aggressive
in exporting tires to the U.S. markets. Today, you not only see Chinese passenger
and light truck tires, but you see medium and heavy duty truck tires, you see spe-
ciality tires of all kinds including agricultural, industrial and construction. Today,
as we speak here, there are construction vehicles working on the renovations to our
Capitol building in Washington, D.C. with imported tires from China on them.

Obviously, this has resulted in lower margins for us as an organization. Based on
these factors Denman Tire Corp. has two choices; choose to try to compete or close
our doors. We have chosen to try to compete and protect as many American jobs
as best we can.

Another factor that has negatively affected our business is the fact that the Chi-
nese have for the last couple of years sought out and sold significant product to the
smaller distributors across the U.S. markets. Where once they only concentrated on
selling to large distributors they are now directly selling tires to the heart and soul
of our customer base. These are the very customers that we used to sell to and now
are negatively affecting our profit margins. Market pressures such as this have in-
creased over the last years to the point of causing great concern for our long-term
survival.

LONG TERM CONCERNS

We believe strongly that the Chinese tire manufacturers have a significant cost
advantage over Denman Tire Corporation for three basic reasons. The first is obvi-
ously labor cost. Second, the current levels of government subsidies that are pro-
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vided to the Chinese tire manufacturers. Finally, very modern and efficient plants
and factories provide considerable cost advantages.

Conversely, our plant is old and is very labor intensive. We have significant costs
associated with numerous and sometimes very burdensome regulations and we be-
lieve that unreasonable tort liability issues threaten all organizations regardless of
the products produced.

Obviously, for the reasons mentioned above there does not exist any opportunity
for Denman Tire to export tires produced at our plant in Ohio to China.

In closing, we are a small American manufacturing company competing with the
Chinese government. We work daily to make the proper business decisions and we
strive not only to keep our costs under control but also to reduce costs wherever
and whenever possible. However, there are numerous issues that are out of our con-
trol and simply stated we cannot expect to resolve those issues without significant
changes and help from many others in this battle.

Thank you for your time and attention to a small American manufacturing com-
pany that just wants to provide and protect good paying American jobs.

Panel Il: Discussion, Questions and Answers

Co-Chair WESSEL. Thank you and thank you to all the panelists.
If appropriate, 1 will begin the line of questioning this round.

I would like to understand something about the different nature
of the Chinese auto industry and the relationship of large compa-
nies, because quite frankly, I got scared to death both hearing your
presentation, Mr. Gettelfinger, and reading through your presen-
tation background materials, Mr. Girsky, in terms of the company
threat.

The International Metal Workers Federation, | believe, indicated
that, and | think you said in your testimony, Mr. Gettelfinger, that
capacity may be 50 percent higher than demand within the next
three years. | understand some small differences in opinion. China
is growing at eight, nine percent depending on what numbers, may
be higher, may be lower. Energy prices and a lot of other things
will affect that. As you said, Korea and many other countries,
Japan, have a long history of keeping other countries out of their
market. Where’s this excess capacity going to go?

And unlike the challenge of the Japanese auto industry in the
'80s, we see U.S. multinationals investing there and producing
there, which as far as | can tell that unlike the Yugo that you re-
ferred to and Hyundai that have developed distribution networks,
with the high profits of U.S. companies on their Chinese produc-
tion, they have got a ready-made distribution system that this
stuff's going to be flowing here quickly if there's any reduction in
demand in China. Response?

Mr. GETTELFINGER. I will let Mr. Girsky take a spin on part of
that, but let me make a couple suggestions. Number one, and Steve
knows better than | do, somewhere between 70 and 80 percent of
the world’s automotive profits come out of the United States.
Korea, if you look at foreign nameplates in their market, it's one
percent. If you look at Japan it's five percent. If you go to European
it's about 22 percent, and if you come to the United States, it's 40
percent. It's very clear and | believe with the production capability
being similar in the neighborhood of 70 million vehicles and sales
around 50 million, that there is already excess capacity out there,
and this is the market where it's going to come.

If the American companies want to do business with China, they
go there. They venture together. They make investments. They are
required to take over research and development center and on the
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end of it we are in a race to the bottom from our standpoint. We
are losing out every day, and it's unfortunate that there are no pro-
visions in these trade agreements, or the provisions that are there,
we are walking away from because through currency manipulation
China’s out buying out bonds and puts us in a precarious situation
as a hation so we've got to be willing to take them on as a nation.

Mr. GIRSKY. The only companies that have announced export out
of China right now, Hyundai has said they are willing and plan to
export cars probably going to Europe. They said they have no plans
to export cars from the China to the U.S. Another company | think
Volkswagen is going to export a small amount of cars to Australia
just to sort of prime the pump.

Right now the reason the companies have high profits in China
is because they pay about 30 percent more per vehicle over there
than we pay over here. They are not in a position right now to turn
around and ship that Buick over here, A, because the quality isn't
as good, and B, if you sell that Buick for 30 percent like you have
to sell it here you couldn’'t be making any money on it. So yes, |
think the multinationals ultimately will facilitate this if they are
going to be exports because they do have distribution there, but
they are a long way away. And | think that what they would like
to see happen is demand raise in China again because there’s a lot
of people who would like to have cars there. In contrast to say
other countries they'd like to be able to participate in that growth.

Co-Chair WESSEL. Let me understand if | can. If | remember
when GM created their joint venture three or four years ago
through the negotiation there was a, | believe, a billion dollar in-
vestment or something along those lines as well as an agreement
that they would source domestically within a period of years 80 to
100 percent of the domestic content to that facility. They were buy-
ing U.S. auto parts and shipping them there, and the result, and
I assume this is also the case as it relates to Denman Tire, is that
you helped your Chinese partner get up to the quality levels that
your customers here in the U.S. would want. You want to be proud
of what you're selling under your name wherever it's made.

Aren't we creating our worst nightmare? Aren't we teaching
them to become 1SO9001 because that's what ultimately the Chi-
nese customers would want?

And as these capacity increases continue, and if the Chinese
market slows down, we are going to have all this capacity here.
We're going to have world-class competitors. Their wage rates, de-
spite all you said, their wage rates are going to be a huge differen-
tial. This stuff is going to flood our market. You're looking—for the
American worker | think you look beyond the three-year——

Mr. GIRSKY. Also if our prices fall in China demand—there are
a lot of people—China does not need to export cars to have a suc-
cessful auto business. They need technology because their con-
sumers demand good product. The consumers, the more cars you
sell the more people you employ there and the standard of living
goes up in China. So they don't necessarily need to export.

These car companies are global companies. They ship cars two
places, one place. Honda exports cars from here to Europe. They
bring cars here from Europe. They bring them from Japan and so
there are a lot of things that bore out there. But the prospect of
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excess capacity is large, that is true, where that ends up. But as
Ron said we already had excess capacity in this business so it's al-
ready out there. It's not a new problem. We have excess capacity
and China hasn't started yet.

Co-Chair WESSEL. Understand. | see my time is expired.

Commissioner Mulloy.

Commissioner MULLOY. Mr. Gettelfinger, in your testimony on
page five, you talk about General Motors and Ford expecting to
source $10 million annually in parts within three to six years. My
understanding is that the Chinese have identified the automobile
industry as a pillar industry. This question is for Mr. Girsky.
Haven't they already announced as a government target that they
want to export about a hundred billion dollars worth of auto and
auto parts by 2010?

Mr. Girsky, when you say they are a long way away from export-
ing auto parts, what do you mean by a long way away? What time-
frame are you talking about?

Mr. GIRSKY. For example, one manufacturer told us it would be
two or three years at the earliest before their cars would be cost
competitive with cars they produce outside of China. So you get
that two or three years and listen, these developing markets typi-
cally take longer to come to fruition. If you look at Brazil or some
of these other, Korea, take longer to develop. But ultimately so
you're talking some time before we think significant exports can
ramp up here.

Now components are a different story. I'm not familiar with the
numbers thrown out here. There’'s no question GM and Ford are
sourcing more components. That's a stated fact.

Commissioner MULLOY. Yes. Now, let me ask you this.

Mr. GIRSKY. Those are global numbers by the way. They're not
all coming here. They're reporting components from China, Europe
and all that stuff.

Commissioner MULLOY. Mr. Stephen Roach, your company'’s chief
economist, was good enough and come to testify in a hearing that
we had last September 25th. He wrote an article in your firm’s
publication, Global Investment Research and he talked about the
global labor market and whether that is why we are having a job-
less recovery in the United States. He said we are being influenced
by the maturization of offshore outsourcing platforms in places
such as China and India. | think he means that companies go there
and produce there rather than here.

Mr. GIRSKY. Yes.

Commissioner MULLQOY. Two, the Internet because now you can
move not just blue collar jobs out of the country, you can move
white collar jobs out of the country. Three, the cost-cutting impera-
tives of the low-price industrial world. He felt we might be having
a global labor arbitrage. Do you agree that he's on to something in
talking about this issue?

Mr. GIRSKY. One, I don't want to speak for Dr. Roach. He's got
his own opinion. 1 do want to point out the difference between
China and other industries right now, like the auto industry and
other industries, is the high—they are not a low cost country right
now where they may be low cost in tires or other—computer chips
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or what have you, but the auto business right now is different. It's
very immature and very fragmented.

Commissioner MULLOY. But right now there’s ten billion dollars
in auto parts coming into this country——

Mr. GIRSKY. It's much smaller than that right now, but ulti-
mately it could be——

Commissioner MULLOY. | understand. You're right. But do you
think there’s anything to this? Now, his company, Mr. Tackett told
us they felt they had to move. They didn't want to, but they had
to because of these pressures. And | think some of the pressures
are environmental standards, labor standards, Social Security,
other things that build the American style of life. Is that the world
we are now entering?

Mr. GIRSKY. In the car business chasing low cost labor around
the world, the source on the low cost a day, is not a viable long-
term strategy. All the Japanese when they built plants here they
are wanting to source components here. They don’t want to source
components from Japan and bring them here. They want a bal-
anced trade post. They don't want to be currency exposed, so ulti-
mately ten years from now, twenty years from now, if that cur-
rency does start to flow that as far as change the economic equa-
tion. History says you're going to chase low cost labor around the
world it's not a viable long-term strategy.

Commissioner MULLOY. History is not 1.2 billion new workers.

Mr. GIRSKY. I agree. There's a lot of market to be sold in China.
There’s a lot of money to be made so our multinationals, GM sit-
ting there saying | want to participate in this because | didn't par-
ticipate in growth in Japan and | didn't participate in growth in
Korea and | want to participate in growth in China so they have
an opportunity to do that. That's their perspective.

Commissioner MULLOY. Thank you.

Co-Chair WESSEL. Commissioner D’Amato.

Chairman D'’AMATO. Thank you. First of all, I want to commend
the panel because this is such an important industry. The Commis-
sion operates under a mandate to try and connect economic trends
to China to our basic national security. I can't think of too many
industries where the economic impacts are so large. There are so
many different kinds of companies associated with the building of
automobiles and the tremendous volume that goes into those com-
ponents. Clearly what happens to the auto industry if these trends
continue beyond the next five to ten years certainly would qualify
as a matter of national security concern.

I want to thank Mr. Gettelfinger for pointing out not only that
there’s an unfair playing field, but also there are a number of tools
that the government could put into place that would help level the
playing field. You mentioned currency. You mentioned it's impor-
tant to create safeguards and going after subsidies are not being
pursued at this time. | think that's fair to say. Certainly we would
like to try to insist that Congress take a look at all these tools and
make sure they are used to help out the industry.

I was interested to hear that Chinese considered the automobile
industry a pillar industry. When | hear pillar 1 hear the word sub-
sidy. This is a government-promoted industry, and therefore we



54

have to be concerned about not being able to get to a level playing
field.

My question is similar to Mr. Mulloy’s. I'm worried about the
same timeframes involved here. Two to three years to me is not a
long-term situation. What if the current trends continue what
would the state of the automobile industry in the United States
look like in ten years, particularly in terms of multinational cor-
porations?

I hope you're right about history not chasing low-cost labor be-
cause that seems to be the story of China today. Maybe history
won't show that, but we've still got companies chasing low cost
labor. That seems to be one of the great attractions of that market
and floating into China.

What will the impact on our economy be in ten years if current
trends continue and the United States Government does not take
the kinds of action you suggest to use the tools available to level
this playing field? Do you have any kind of estimate that you
looked at in the UAW or in your firm? We don’'t have an automaker
here on the panel, but do you know what automakers are saying
about the ten-year prospects?

Mr. GETTELFINGER. | think one of the things we can do is look
back to the past ten years and see how the United States is im-
pacted, and if we just go back to 1993 production was nearly 11
million vehicles with 14 million being sold. In ten years’ time—and
at that time the auto trade deficit was $50 billion—in ten years’
time U.S. sales have increased by an additional 3 million units.
That took us up to over 17 million units. But production capabili-
ties in the United States had only increased by 1.1 million.

In other words, the import vehicles that were coming in here
were taking over that market. If you look at that short period of
time, the automotive trade deficit reached $128 billion, and that's
all in the written testimony.

So it appears to us with the research and development that is
being demonstrated for companies that go to China with the fact
that right now if you're a corporation there's nothing to prevent
anybody in China from counterfeiting your parts.

I'm not sure the issue of Automotive News, but | can provide it
for you. A company called Metaldyne that knew that their parts
were being counterfeited, went over and said we're going to form
a joint venture, the company—to use their terms—went under-
ground. In other words, they continued to manufacture their parts,
put them in the marketplace.

I think the snowball effect is here. | think that China clearly has
every intent of increasing that capacity as quickly as they can
using our research and development, our technology, and then com-
ing into our market where they are going to sell their vehicles.
Steve and | may have a little difference of opinion on that because
he’s looking at it strictly from the numbers.

I'm also looking at it from the standpoint of what we have wit-
nessed happening in the past, and | think it's a very challenging
time for us. | think time is of the essence for us as a government
to stand up to these trade agreements and put workers' rights
agreements, enforce the provision in there and stop this currency
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manipulation, 8.2781 | believe is what the yuan’s been pegged at
for a number of years so we should be looking at that.

Someone mentioned on the earlier panel that they thought work-
ers should be represented on the trade agreements when nego-
tiated. 1 happened to be in Seattle. George, you might have been
there when they had the trade meeting. | went there as a member
of our union but also as an American citizen. We had a peaceful
demonstration. Were there some fringe groups that created prob-
lems? Absolutely, no que