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CHINA’S IMPACT ON THE NORTH CAROLINA
ECONOMY: WINNERS AND LOSERS

THURSDAY, SEPTEMBER 6, 2007

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

The Commission met at the University of North Carolina at
Chapel Hill, The Kenan Institute of Private Enterprise, Kenan
Conference Center, Chapel Hill, North Carolina at 8:30 a.m., Chairman
Carolyn Bartholomew, and Commissioners Jeffrey Fiedler and Kerri
Houston (Hearing Cochairs), presiding.

OPENING REMARKS OF CHAIRMAN CAROLYN
BARTHOLOMEW

CHAIRMAN BARTHOLOMEW: Good morning, everyone, and
welcome to our hearing. My name is Carolyn Bartholomew. I'm the
chairman of the U.S.-China Economic and Security Review
Commission. We are, as many of you know, an advisory body to the
U.S. Congress. We were created by legislation in 2000 to advise
Congress on policy toward the People's Republic of China. We hold
eight hearings each year, and we produce a book-length annual report
to Congress, which includes our recommendations for legislation and
other actions related to U.S. policy on China.

One of those hearings each year is dedicated to going out to a
state in the country and listening to witnesses and citizens of that
state. We have been to Dearborn, Michigan, to Akron, Ohio, to
Seattle, Washington, northern California, southern California,
Columbia, South Carolina, and this year | am very pleased to say that
we are here in North Carolina.

I should point out that I'm not a newcomer to the Tarheel State.
| attended graduate school up the road at Duke University. | have
many fond memories of North Carolina, especially, of course, the
basketball teams.

I would most particularly like to thank today Mr. Tom Martineau



for the work he has done in coordinating the hearing, providing the
meeting room and many of the arrangements, and for suggesting
witnesses for our hearing.

He seems to wear many hats here at the University: China
Projects Manager; Associate Provost for International Affairs and for
the Institute for Global Health and Infectious Diseases. He took time
from his busy schedule to help us, and for that we are grateful.

We want to thank also the University of North Carolina for
hosting the Commission on this beautiful and amazingly growing
Chapel Hill campus.

With that, let me introduce the cochairs of today's hearing:
Commissioner Kerri Houston who is standing in for Dennis Shea, who
had an emergency and was unable to be here today; and Commissioner
Jeff Fiedler. Thank you. Kerri.

OPENING STATEMENT OF COMMISSIONER KERRI HOUSTON,
HEARING COCHAIR

HEARING COCHAIR HOUSTON: Thank you. Hello and thank
you all for coming. The Commission chose North Carolina for its
annual field hearing because it has a great deal of experience with the
challenges of globalization and with competition from China which is
rapidly developing into the world's factory floor.

As we will hear during this hearing, the clothing and textile
manufacturing industry here has been forced to retrench. Many of its
workers, among the most productive in the world, have to find other
jobs, take early retirement, lower-paying jobs, or leave the state.

Part of the problem we look forward to hearing more about is
that there is no level playing field. It is difficult to reach the goal line
when you're forced to run uphill to meet your opponent. China's
industries benefit from direct government subsidies. Many of China's
industries are the government. They also benefit indirectly from an
artificially depressed currency, which they keep that way and that
makes their exports cheaper and ours more expensive.

The solution is for the Chinese to allow their currency to float
on the international currency markets, as we've heard through many of
our previous testimonies, but Beijing has refused to do so.

The government of North Carolina continues to meet the
challenges of globalization by recognizing that the future requires
different skills and we hope to gain a lot of information about how that
is being done in this state during this hearing.

We will be hearing just how the state through the Research
Triangle high tech and biotech is providing graduates of its excellent
college systems with lasting jobs and the community college system is
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also helping the current workforce to adapt to today's global pressures.
We look forward to hearing a full day of testimony today.

Thank you. | will turn it over to my cochair, Commissioner
Fiedler, for his opening remarks.

OPENING STATEMENT OF COMMISSIONER JEFFREY
FIEDLER, HEARING COCHAIR

HEARING COCHAIR FIEDLER: Thank you. As you have
heard, the Commission is here in North Carolina today to gather
information on the state's economy which has been buffeted by the
winds of globalization, particularly those from China.

North Carolina's manufacturing industries have been particularly
hard hit. Its clothing and textile manufacturing workforce has
shrunken dramatically, as we will hear. The wooden furniture industry
has been hard hit by imports from China. In both cases, Washington
has taken action to help reduce job losses and to provide for those who
have lost their jobs.

We're going to hear from the management of the Research
Triangle Park. The Park is an early effort to harness the power of
state government and private enterprise to create a large technology
and research center that will continue to attract industries that are as
yet only a gleam in the eye of some of the engineering students and
science students here at Chapel Hill and at Duke and at North Carolina
State.

At the end of today's session, we hope to have an open mic
period to hear from others who will have five minutes each. We have a
registration procedure for those who want to register for the open mic.

I'll give you two gentlemen our simple rules. We would like
testimony of seven minutes from each from you. We'll put your formal
testimony into the record, of course, but we'd like to leave time for
each of the commissioners who have five minutes each for questions,
and hopefully we'll have enough time for a second round.

On our first panel today we will be hearing from Rick Weddle.
Mr. Weddle is the President and CEO of the Research Triangle
Foundation, the owner and developer of Research Triangle Park. He's
in the process of determining the Park's strategic direction for the next
50 years. I don't know how you picked 50.

We are also fortunate to hear from Dr. Patrick Conway, an
economics professor at the University here. His research has focused
on the international aspects of trade and finance with developing
countries. Among those topics he has researched is the impact of
imports on North Carolina's textile and apparel industries.

We'll start with Mr. Weddle.
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PANEL I: NORTH CAROLINA’S CHANGING ECONOMY

STATEMENT OF MR. RICK L. WEDDLE, PRESIDENT& CEO
RESEARCH TRIANGLE FOUNDATION OF NORTH CAROLINA
RESEARCH TRIANGLE PARK, NORTH CAROLINA

MR. WEDDLE: Good morning, Chairman Bartholomew,
Cochairs Houston and Fiedler, members of the Commission,
distinguished guests and visitors. | am Rick Weddle. | am pleased and
honored to be here with you this morning and have the opportunity to
address this important Commission. One quick response to the 50-year
time frame is that in January of '09, RTP will be 50 years old, and so
we are beginning to plan for the next 50 years.

In the time allotted to me this morning I will try to address my
remarks from the perspective of my position as head of the Research
Triangle Park. As such, you will note that I am not an economist but
rather an economic developer. I'm not someone who spends a lot of
time thinking or theorizing, but rather a lot of time doing and working
to bring new jobs and economic prosperity to North Carolina and the
region.

As you may know, the Research Triangle Park, or RTP as it's
often known, is one of the largest and oldest examples of strategic
investments in education infrastructure and business climate which can
positively impact an economy. RTP's success was built around its
first-mover status in the field of science parks, its ability to build a
critical mass of technology companies and knowledge workers, and its
linkages with the region's fine universities' research and development
strengths.

The business of research parks as an industry is continuing to
evolve today, as many of the early developments were semi-urban in
nature with a relatively small and enclosed campus.

With globalization increasing, countries and regions across the
world are using research and science parks as a way to jump start their
knowledge economies. Newer entrants into the research park market
such as China are developing research parks on such a huge scale that
they are changing the market dramatically.

RTP and other research parks will need to adopt and adapt to
changing market conditions. Our ability to compete with the Chinese
and other global models and its future success will depend on our
ability to marshal our assets and to reinvent ourselves to better address
these changing global and technology trends.

RTP was once the first mover in research park development and
it's long been viewed as a model for success. | can report to you today
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that we believe that RTP and, therefore, North Carolina, is well-
positioned to respond to the threats presented by globalization,
specifically the threats of China as a research park and economic
development competitor.

Supporting data for my remarks is included in a detailed paper,
which to your note will not be gone into in great detail but has been
provided to you. That paper is broken down into four fundamental
parts:

Overview and history of RTP, which | will not cover in any great
detail, but it is important to note as you peruse the genesis of the
Research Triangle Park and how it has evolved over time;

The impacts of RTP and the transformational nature of it on a
regional economy. This covers how the Park has had a role in
changing the face of at least the Research Triangle region's economy
and in many ways North Carolina.

Since 1970, the Research Triangle region has evolved on the
strength of activities at RTP from among the poorest in North Carolina
and among the poorest in the southeastern United States in terms of
per capita income to among the richest in the state and among the
richest in the southeastern United States as compared to the national
per capita income.

That has been made possible primarily because of the scale and
scope of RTP and its ability to establish well-developed technology
clusters tied to the strengths of the Research Triangle university
community;

The third part is also RTP's position in the changing landscape
of research parks globally. In this section | attempt to describe how
RTP has evolved to meet the new challenges and demands facing
research parks, but more importantly for today's discussion, framing
the competitive impact of China's research parks both on RTP and on
North Carolina.

Since 1970, there has been a 17-fold increase in the number of
research parks in the world. Today there exist 700 formal research
parks across the globe, 400 outside of the United States.

The vast majority of the research parks in the world are less than
250 acres. The average size in the U.S. is about five hundred acres.
RTP is 7,000 acres which is more than twice as large as the second-
largest park in the United States.

The scale of China's development is such that following the RTP
model, they have over 70 percent of their parks larger than 250 acres,
many larger than RTP in and of itself. So China has taken our model
to the nth degree if you will and has expanded dramatically on that
over the last, beginning in 1984 with some of the large parks coming
on line in that regard.
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really trying to say if we're in this location, we have a critical
advantage if we can bring these pieces together.

In the Web site, we take a different approach, which we call
global value chains. The whole idea of global value chains, or global
supply chains, is that all industries now have become globally
dispersed, and increasingly fragmented. North Carolina in every one
of these industries is trying to capture certain pieces that it has and
maintain the advantage of those pieces, and it's seeing other part of the
industry migrate elsewhere, and thus it raises questions such as what
are the critical pieces of textiles to have if low wage production is
moving offshore?

If furniture is experiencing a lot of intense competition, can you
add in a design piece that might actually supplement what you've done
traditionally to make you more competitive? How do you bring in
R&D? How do you bring in branding, logistics, and different elements
of a complete notion of global industries?

It's not just the production of goods anymore, but also the
provision of critical high level services. | think with that kind of a
framework, we have a much better feel for the changes that are
affecting these North Carolina industries and how this state and other
states in the U.S. are trying to deal with those changes in a way to
remain globally competitive. So the framework is as important as the
data that are there.

In terms of the central part of the paper, | tried to divide
globalization or the global economy into four dimensions that are
affecting North Carolina.

One is international trade. Another is foreign direct investment.
Another is immigration, and the fourth is education. We can think
about these as four kinds of flows that have created this
interconnectedness: flows of goods; flows of capital; flows of people;
and flows of ideas.

The question is: How is North Carolina positioning itself vis-a-
vis China, for example, in all of these different areas? International
trade is certainly the issue that's gotten the most attention, especially
given China's role as an emerging export phenomenon in the global
economy, but especially with trade we see some of the complexities in
looking at this U.S.-China relationship and the China-North Carolina
relationship.

When you look at China's role as an exporter, last year, once
again, it set another record in terms of bilateral trade deficits with the
United States. The deficit was something like $233 billion. So it
means China was exporting to us around $290 billion and importing
around $55 billion.

But the fact is China's role as an exporter belies the fact that it
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really imports most of the components it's using in a lot of those
products and it's playing this role as an assembler of final parts.

So exports that had been coming to us previously from Japan,
Taiwan, South Korea, and Singapore, have actually now been going
directly into China and are being re-exported as final products. China
still has an important role to play, but I cite in the paper the example
of Apple's iPod. There was an interesting article in the New York
Times in June that took the iPod and decomposed it in terms of where
all the parts came from and what China's role was since China
assembles iPods and exports them to the U.S.

The retail cost of this 30 gigabyte video iPod is $299. Of that
$299, Apple gets $80 for the design and conception of the product.
Apple has no factories to make it, but it created the product. The
biggest component in that is the disk drive, that Toshiba, the Japanese
company, makes and it costs $63. When you put together what all of
the American companies involved in that supply chain get, it's about
$163 or 55 percent of the total value of the iPod.

China's costs to assemble that and sell it to the U.S. is about $4
per unit. That means China is getting just one percent of the retail
value of the iPod in terms of its assembly work, but when you look at
our bilateral trade relations with China, the wholesale value of those
exports is $150, so China is getting charged $150 for every iPod that it
sends out, but itself is really only contributing about $4 out of that
value chain.

This shows the difficulty in trying to understand China's role or
any of the countries' roles in this kind of a global economy where
things are spread all over. From an accounting points of view, China
is going to get charged with whatever comes out from its borders, but
in terms of what China’s real capabilities are, we need to break apart
these industries in this kind of detail.

And that's just one example. | give an example of Wal-Mart as
well. China's role as an exporter has largely been facilitated by U.S.
brands, U.S. manufacturers and U.S. retailers that see China as this
great source of low-cost goods. Wal-Mart gets over 70 percent of all
the goods that it sells around the world from China. Wal-Mart has
moved its global procurement centers to Shenzhen.

Now how does China become so successful in all these different
consumer goods industries--clothes, toys, shoes, televisions, sporting
goods, on and on, everything we can find in a department store shelf?

They're taught that. They're given those specifications and
taught to be good exporters by the Mattels, the Nikes, the Apples, and
the Wal-Marts of the world. Nothing bad about that. That's the way
global competition works nowadays, but it certainly shows how U.S.
companies are positioned in one part of these global industries. The
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supply base has moved elsewhere, and it's not just China; it's Mexico,
Eastern Europe.

We need to understand this kind of complexity. What came out
in the first session [this morning], which 1 think is extremely
important, is that China is moving very, very fast up the value chain.
It really doesn't want to just keep doing that low-end assembly work
and all the discussion on the R&D parks and the high tech development
is extremely important.

The second dimension is direct foreign investment. Table 2 in
my paper lists the number of companies in North Carolina and in China
that invest in each other. We have the IBMs, Dell, and a whole set of
high tech companies. | think it's through foreign direct investment,
not through the trade, that we start seeing how China is trying to move
into these high-tech industries, but also how North Carolina companies
are trying to tap in with these R&D parks.

The latest statistics are that China has, depending on how you
count them, one thousand of these multinational corporation R&D
parks in the country, and that's an enormous source of their
competitive advantage.

Let me just focus on two points that weren't brought up in the
first session, the point about immigration and the point about
education, because | think they're important for North Carolina.

Pat Conway used the notion that North Carolina is two states: the
urban state and the rural state, or higher income/lower income,
different ways of cutting it. In terms of immigration, there are also
two types of immigration that have been very, very important in North
Carolina. One has been the South to North, low-wage and largely
Hispanic immigration that has moved into agriculture, moved into
some of the low-end manufacturing and lots of service industries.

Over the last ten to 15 years, North Carolina has probably been
among the most important states in the U.S. in terms of attracting
Hispanic migrants.

But there is an upper end of that immigration stream as well, the
people who are coming from China, India, Taiwan and elsewhere who
are moving into the high tech industries, biotech, IT, et cetera.

I think both of those streams are extremely important if North
Carolina is going to continue to be competitive and | refer in the paper
to a set of studies we've been doing recently on this topic of immigrant
entrepreneurship in the U.S.

We looked at the number of technology start-up firms in the U.S.
between 1995 and 2005. We asked of those technology start-ups, how
many of them had a founder that was not born in the U.S. It turns out
25 percent were set up by immigrant entrepreneurs.

In this state, most of those entrepreneurs, about 25 percent, come
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from India. We also have the Chinese; both mainland Chinese and
Taiwanese are extremely important in places like Silicon Valley, all
throughout California. One of the things we need to understand is
what role do we want immigration to play or will it play in how North
Carolina is trying to make some of the adjustments to the way its
industries are changing.

Let me just conclude with a note on education. As brought up in
the first session, North Carolina's universities and also its community
colleges are extremely important in its ability to move into this higher
technology, research oriented, and high value end of the way different
industries are moving.

There have been studies, for example, of supply of engineers in
the U.S., China, and India. The numbers that have previously been
given was that the U.S. produces about 70,000 engineers a year; India,
350,000; and China, over 600,000.

With some colleagues at the engineering school at Duke, we
revisited those numbers, and found that the China and India numbers
were really inflated compared to the four year bachelor's degree
numbers for the U.S., and we readjusted them because one of the
implications for the National Academy of Engineering in the U.S. is, if
that's the case, then we should double or triple the number of
engineers.

This kind of a response, that it’s a quantity problem, not a
quality problem, isn't right. What kind of engineers do we need?
When you look at the Ph.D.s and the M.E.s being created in India,
their slope or rate of growth is much greater than we have in the U.S.

They're being trained to do the kind of work that U.S.
multinationals want them to do because of those R&D centers, and |
think this is something that's really contributing to the competitiveness
of China. What we're doing in the U.S. in engineering schools and in
science departments, is trying to figure out how w increase or create
something called “dynamic engineers” who know business, who know
communication, and who can actually play a critical role in innovation.

China is copying us, but we're definitely trying to stay ahead of
the curve by changing the way we educate our own engineers and
scientists. So let me stop there.

[The statement follows:]?

HEARING COCHAIR FIEDLER: Thank you. Ms. McGrath.

STATEMENT OF MS. BETTY MCGRATH
LABOR MARKET INFORMATION DIVISION

* Click here to read the prepared statement of Dr. Gary Gereffi
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http://www.uscc.gov/hearings/2007hearings/transcripts/sept_6/gereffi.pdf

EMPLOYMENT SECURITY COMMISSION OF NORTH
CAROLINA, RALEIGH, NORTH CAROLINA

DR. McGRATH: Good morning. I'm not as versed in the
globalization and trade economics as some of your earlier panelists,
but what | hope to do for you today is to share with you some
information about what is happening to the workers in North Carolina
and our ability to track their reemployment experiences and the
workforce development services that they receive.

Our nation's economy is undergoing a major economic
transformation. This transformation is evident in the major changes
that are occurring in our industrial employment.

Our goods producing industries which once were the cornerstone
of our nation's economy have shed millions of jobs. At the same time,
our economy is being dominated by growth in our service-providing
industries.

According to data from the Bureau of Labor Statistics' Current
Employment Statistics Program, between 1996 and 2006, our nation's
total non-farm employment added over 16.5 million jobs. Between
2000 and 2006, our nation's economy added over 4.3 million jobs.

This includes the growth of over 6.4 million jobs in our service
providing industries, and the loss of over two million jobs in our
goods producing industries.

Within our goods producing industries, the largest change has
been the decline of our manufacturing employment. Between 2000 and
2006, our nation's manufacturing industries have lost over three
million jobs. In 1996, manufacturing employment accounted for 14.4
percent of our nation's total employment, and by 2006, manufacturing
accounted for only 10.4 percent of our total employment.

Here in North Carolina, our economic transformation has been
even more pronounced. During the latter have of the 20th century,
manufacturing was seen as the source of good stable jobs for our
workers. Between 1996 and 2006, our economy has added over
480,000 jobs.

This includes the addition of over 687,000 service providing jobs
and the decline of over 200,000 goods producing jobs. Within our
goods producing industries, we have experienced the loss of over
256,000 manufacturing jobs.

In 1996, manufacturing accounted for 22.9 percent of North
Carolina's total non-farm employment, or 809,400 jobs. By 2006,
manufacturing accounted for only 13.8 percent of our total
employment, or 553,000 jobs. Job losses have been experienced in
both  durable goods manufacturing and non-durable goods
manufacturing.
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Our durable goods manufacturing has lost over 74,000 jobs, and
our non-durable goods manufacturing has lost over 181,000 jobs.
Within our durable goods manufacturing, the largest declines have
come within our furniture industries.

These include large declines within household and institutional
furniture manufacturing, but North Carolina's largest declines have
come within our non-durable goods manufacturing industries.

These include declines in textile mills, textile product mills, and
apparel manufacturing industries. In 1996, these industries accounted
for 237,000 jobs. By 2006, they accounted for a little over 80,000
jobs.

Much of the declines in our manufacturing industries have been
due to mass layoff events which have impacted thousands of workers
across North Carolina. Without the services provided through our
unemployment insurance, Wagner Peyser, Trade Act and Workforce
Investment Act programs, these layoffs would have been even more
devastating to our workers and to our communities.

I have brought with me two maps produced by the United States
Department of Labor's Employment and Training Administration. The
first map depicts the number of trade certified events that have
occurred across America and the second map, which provides the
number of trade certified workers by the location of the event.

Did you get a copy of them? As I'm sure you are aware, Trade
Adjustment Assistance helps individuals who have become unemployed
as a result of competition from foreign trade. The program encourages
the reemployment of eligible individuals, provides training and income
support necessary for workers to achieve reemployment and assist
individuals with becoming reemployed in fields where they are likely
to remain employed and with wages which are comparable to their
prior employment.

In fiscal year 2006, there were over 1,400 Trade Act
certifications covering an estimated 120,000 workers nationwide.
Between fiscal year 2004 and fiscal year 2006, trade petitions certified
over 387,000 workers. The largest number of workers were in the
textile industry, followed by the electronic and other electrical
equipment industry, apparel industry and rubber and plastics
industries.

As you can see from these two maps, North Carolina leads the
nation in trade impacted layoffs, TAA petitions certified, and the
largest number of workers enrolled in TAA training.

Between fiscal year 2004 and fiscal year 2006, North Carolina
had 39,849 workers certified for trade services. During this same time
period, we provided training to over 21,000 of those worker through
our Trade Act programs.
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In addition to the services provided through our Trade Act
programs, between July 2001 and June 30, 2006, over 270,000
manufacturing workers applied for unemployment insurance benefits
through the Employment Security Commission. Almost half of these
workers enrolled in education and training programs through the North
Carolina community college system. Over 24,000 of these workers
participated in employment and training programs operated by our
workforce development boards, and almost all of these workers
registered for Wagner Peyser employment services with the
Employment Security Commission.

In 2003, North Carolina experienced the largest mass layoff
event in our state's history when Pillowtex closed. This closure
impacted over 6,000 workers nationwide and over 4,800 workers here
in North Carolina.

The majority of these workers were located in Cabarrus, Rowan
and Rockingham counties. In August of 2003, Cabarrus County's
unemployment rate rose to 9.7 percent. In 2002, Cabarrus County's
average unemployment rate was 5.5 percent.

In August of 2003, Rowan County's unemployment rate rose to
9.5 percent. In 2002, Rowan County's average unemployment rate was
6.3 percent. In August of 2003, Rockingham County's unemployment
rate rose to 10.1 percent.

In 2002, Rockingham County's unemployment rate was eight
percent. Rockingham is a county which has been impacted by other
layoffs and closures within its textile and apparel industries over the
last several years.

The events surrounding the Pillowtex closure brought with it
national attention due to the number of workers impacted by the
closure, both national attention to the manufacturing industry and the
role of workforce development services to dislocated workers.

The impacts felt by workers involved in other layoffs and
closures are just as devastating to those workers, their families, and
the communities in which they live.

Due to the large number of workers impacted by the Pillowtex
closure, we have been undertaking a longitudinal study so that we can
understand the post-layoff employment patterns, educational
experience and impacts of workforce development services.

Utilizing data from the Unemployment Insurance System along
with data from our other workforce development partners, we have
been tracking the post-layoff experience of these workers. We have
been following 4,820 Pillowtex workers.

The services provided by our Trade Act, Ul, Wagner Peyser, and
WIA programs have been critical in assisting Pillowtex workers with
skill upgrading, education, and reemployment services.
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The education and training services provided by the North
Carolina community college system is critical in assisting our workers
with upgrading their skills, obtaining GEDs and post-secondary
credentials.

Between 2003 and June 2006, 2,417 Pillowtex workers enrolled
in our community college system. Over 950 of these workers enrolled
in basic skills programs which helped to prepare them for obtaining
GEDs and adult high school diplomas. Over 930 workers have enrolled
in curriculum programs which lead to associate's degrees, certificates
and diplomas, and 683 individuals enrolled in occupational training.

Utilizing North Carolina's unemployment insurance wage files,
we have been able to attract the reemployment and wages of Pillowtex
workers. In the fourth quarter of 2003, just a few months after the
layoff, only 27.8 percent of Pillowtex workers were found to earn
wages from a North Carolina employer. By the fourth quarter of 2004,
the percentage rose to 45.7 percent, and by the fourth quarter of 2005,
the percentage rose to 58.8 percent.

By the fourth quarter of 2006, the percentages reached 60.4
percent. In the fourth quarter of 2006, the average quarterly wage of
workers who have been reemployed is $6,122, and their median wage
was $5,490.

We have also been able to analyze the industries of their
reemployment. A large number of these workers, 30.4 percent, were
found to be employed in the manufacturing sector.

23.3 percent of them are employed in the trade, transportation
and utilities industries, 22 percent in our education and health services
industries, and 15.2 percent in professional and business services
industries.

During our analysis of Pillowtex workers, we have been noticing
a trend within our professional and business services industries. What
on the surface appeared to be a positive outcome for these workers,
upon further analysis revealed a growing trend in our industrial
employment statistics.

A large number of workers who are finding employment within
professional and business services industries are on the payrolls of
temporary health firms. A substantial amount of growth that is
occurring in professional business services is actually due to the
growth of temporary health services.

Our research regarding Pillowtex workers continues today. We
hope that this research can help us shed light on the reemployment
experiences of a broader group of manufacturing workers. What we
have learned from our Pillowtex experience and experience with other
layoff events is that many of our dislocated manufacturing workers had
skill sets which prepared them for other manufacturing jobs.
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Many of these workers are in need of additional training in order
to prepare them for our growing service providing industries. You will
hear later today from Dr. James Owen, President of Piedmont
Community College, who will be able to provide you with additional
information regarding the programs and services provided by our
community colleges and the challenges that they face in serving
displaced workers.

You will also hear from Mr. Thomas White with the North
Carolina Department of Commerce's Division of Workforce
Development regarding the state's response to our many layoffs and
closures.

North Carolina's economy is undergoing a major transformation.
Our economy continues to shed jobs in our manufacturing industries,
but at the same time is experiencing tremendous growth within our
service providing industries. | hope that I have helped to shed some
light on the critical changes that have occurred within our economy,
and | thank you for your time.

[The statement follows:]*

Panel I1: Discussion, Questions and Answers

HEARING COCHAIR FIEDLER: Thank you. Thank you very
much. Commissioner Wessel.

COMMISSIONER WESSEL: Thank you both. Very helpful
testimony. Dr. Gereffi, you were involved, from what you said earlier,
in the debate that occurred last year on the number and quality of
engineers between the U.S. and China and India.

Did | hear correctly that you said that your most recent data
indicated that there is now a quality increase or a numerical increase
in the number of higher level engineers coming out of India, and what
is the case with China?

DR. GEREFFI: The most recent results come in an article called
"Where the Engineers Are" that | cited in my written report that was
presented at National Academy of Sciences. In the initial study, we
were just focusing on undergraduate degree holders, and when we
redid the numbers and made U.S., Indian and Chinese graduates
comparable in terms of four-year degrees and stripped out the
computer science and IT workers, it turns out that U.S. and India are
producing about the same number of engineers at the undergraduate
level and China is producing about three times as many.

However, what we added in more recent studies is information
about the master's and Ph.D. level training which had not been

* Click here to read the prepared statement of Dr. Betty McGrath
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available before. When you look at those numbers, China in particular
has a very, very steep increase in Ph.D. and master's engineers
compared to both the U.S. and India. 1 think this reflects the fact that
China in 1999 said they wanted to increase engineering and science,
and it's reflected also in this 15 year science and technology plan that
China came out with that covers 2006 to 2020.

You were talking earlier about industrial policy and things like
that. China is very explicitly trying to develop a science and
technology policy and part of that is to get more people trained to go
into these fields at the higher level. So the newer figures reflect the
Ph.D. and M.E. statistics that we didn't have before.

COMMISSIONER WESSEL: If you could send the staff a copy
of those recent articles, we would love to see them.

DR. GEREFFI: Absolutely.

COMMISSIONER WESSEL: Ms. McGrath, | appreciate your
testimony and am fascinated by the longitudinal study of Pillowtex. |
think that information could be very helpful to policymakers.

I'd like to get a little comparison from you relating to some of
the data. As | understand what you said, roughly 40 percent of those
workers are still unemployed as of the fourth quarter of last year?

DR. McGRATH: Of 2006; correct.

COMMISSIONER WESSEL: Correct.

DR. McGRATH: 1 would say that we have not been able to find
them as employed.

COMMISSIONER WESSEL: I understand.

DR. MCcGRATH: You can actually be in non-covered
employment or self-employment or other types and not be in--

COMMISSIONER WESSEL: You also give some quarterly wage
data here. How does that compare to what they were making prior to
this? Are these wages above, equal to, or below what their comparable
wages were from their previous employment?

DR. McGRATH: When you go back in time, since many of those
workers had been on temporary layoffs in the quarters following so
you don't have as complete picture when you try to track them back.
But if you go back to say the fourth quarter of 2002, about six months,
although some of them are on layoff at that time, the average wage of
all workers was $6,592, and their median wage was $5,642.

Of the ones who have become reemployed, comparing that 2006
quarter four, those wages, when you go back in time were actually
slightly higher.

COMMISSIONER WESSEL: Adjusted. So in an adjusted sense--

DR. McGRATH: No, that's without an adjustment for inflation.
Those workers made $6,760 on average in a quarter.

COMMISSIONER WESSEL: So would that mean that we have
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roughly a $1,300 average reduction per quarter or--is that right?

DR. McGRATH: It's about $600 without adjustment--

COMMISSIONER WESSEL: $600. So it's up to $5,400. Okay.

DR. McGRATH: Yes. You take $6,760 in the fourth quarter of
2002, compare it to $6,120--

COMMISSIONER WESSEL: Okay. So roughly a ten percent
non-adjusted impact per worker?

DR. McGRATH: For those who have become--

COMMISSIONER WESSEL: | understand. Also as it relates to
health care and other benefits, and this only deals, | assume, with
wages and not total compensation--

DR. McGRATH: Right.

COMMISSIONER WESSEL: --my understanding of the federal
programs that relates to trade adjustment and the ability to get health
care is that most states have a three to five percent take-up rate at
most because the cost of the health care is prohibitive.

What's happened to these workers in terms of the health care?

DR. McGRATH: Actually, as you just asked your question, our
Trade Act supervisor walked into the room. Curtis Morrow, who is
standing in the back fanning himself. One of the issues with
Pillowtex, | believe it was, Curtis, and correct me if I'm wrong, is that
this was the first time that the federal government was able to take
advantage of the HCTC tax credit; correct?

MR. MORROW: Yes, it was. In fact, one of the things that we
suggested to the company, and excuse me for fanning, because I've got
a backache this morning and | walked up. But we encouraged the
company to submit their trade-backed petition so that those workers
would be eligible not only for the health coverage tax credit, but so
they would also be eligible for the advance payment option, which
means that the IRS, once they're in the national system, would pay the
65 percent up front instead of the worker.

In North Carolina, we also did something a little different than
in most states, and most states have copied it now. There was some
money available through the Workforce Investment Act, their National
Emergency Grant System, and we used what we call a "Bridge
Program,” and that was during the application period into the National
Health Coverage Tax Credit System. We, the Employment Security
Commission in North Carolina would also pay the trade impacted
worker if they were trying to obtain health care coverage. We would
pay their 65 percent up front.

What we would do is mail a check to the worker after we
gathered information about their health insurance plan and allowed
them to add the 35 percent to it and submit it to their health care
provider. And this bridged them from not having to pay such large
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premiums.

When you go from group coverage to individual coverage, most
Americans have no clue how much of a disparity that is, and our folks
in North Carolina got a real eye opener when you go from paying $200
a month to $750 or $1,000 a month. So those were the kinds of things
that we started at Pillowtex, and we continued it through, even up to
today.

| think over the last four years, we have paid out over $5 million
in health insurance premiums to North Carolinians. And that by far is
tops in the country.

COMMISSIONER WESSEL: | apologize. Just one clarifying
question. | don't know who to direct it to. That tells me about the 65
percent, but the 65 percent, for example, in the steel industry has still
been--35 percent has still been a barrier to a lot of people getting
health care.

And, in fact, the three to five percent take-up rate recognizes the
65. Do you know what the take-up rate has been in your Pillowtex
workers?

DR. McGRATH: No, | do not. Curtis, do you?

COMMISSIONER WESSEL.: Is that something you're
measuring?

MR. MORROW: No, no. We haven't measured.

HEARING COCHAIR FIEDLER: We can ask Harris when he
comes.

MR. MORROW: The problem is for health care coverage it's
even with the 65 percent, folks just can't afford the 35 percent. We
recognized that from day one.

DR. McGRATH: One of the reasons also that some people
couldn't even take advantage is that they couldn't afford even that
piece.

COMMISSIONER WESSEL: | understand. They're trying to
increase it, | believe, to 90 percent at the federal level, but--

HEARING COCHAIR FIEDLER: Before | go to Chairman
Bartholomew, let me ask a quick question. The loss of manufacturing
jobs, or let's take Pillowtex and then the larger number of jobs, has it
had a more dramatic effect on the African American population in
North Carolina than others?

DR. McGRATH: | think I can give you the statistics from the
population. About 57 percent of them were white; almost 30 percent
were black; about 5.2 were Asian, actually, | think, North Carolina's
population is about 2.8 percent Asian, so it's interesting. And we have
another 7.7 which are other, and we had over 340 Hispanics.

So it depends on where in the state. 1 think some of the other
presenters have talked about, that we have two North Carolinas. |
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think there are many of us who actually try to analyze the data and
report before the state realize that there are multiple North Carolinas
where you have the issue of our eastern counties which are heavily
populated by African Americans and very rural and poor. You have
our major urban areas which are expanding in terms of their diversity,
and you have some other areas. We have the mountains which are
predominantly white.

So we span large demographic characteristics of the state, and
it's changing, as our co-presenter said. We have one of the largest
growing Hispanic populations in the nation.

HEARING COCHAIR FIEDLER: Thank vyou. Chairman
Bartholomew.

CHAIRMAN BARTHOLOMEW: Thank you to both of our
witnesses for very interesting testimony. | feel like we're delving into
some of the guts of what's going on here. 1 have two very different
kinds of questions.

Dr. McGrath, are you also tracking the impact of the ripple
effect from layoffs in these communities? I'm presuming that it's not
just the Pillowtex workers who lost their jobs, but the businesses that
surrounded them that have also experienced layoffs?

DR. McGRATH: We have noticed in some of the surrounding
economies that they have been impacted by our manufacturing losses.
Even some of our service restaurants that were in the area are no
longer there. And there also were | believe three or four companies
who are what are called secondarily impacted companies, companies
who actually provide services. One | believe was an electrical
company who had workers on site at Pillowtex. You have a primary
impact under trade and then you can have other industries which also
are certified under trade, depending if they kind of have a downstream
effect from that company.

We have not done as much analysis in that area, but it is
definitely something that happens.

CHAIRMAN BARTHOLOMEW: Okay.

DR. McGRATH: And in some of these small communities, also
besides Pillowtex, the manufacturing plant was more than just the
place of work. It was the core and center of that community, many
generations. I'm not from North Carolina. | grew up in the Bronx.

CHAIRMAN BARTHOLOMEW: You do not sound like you grew
up in the Bronx.

DR. McGRATH: So learning the culture over the last ten years,
and | actually live out right now in a very rural area, and you go
through some of the small towns, and you see what were mill houses,
and you see the one large manufacturing plant that was there, and you
see a house which was obviously the manager or the plant owner, and
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you could see that there is very little left in those communities. So
while they may not have major restaurants and other services, it was
the core of that community, and in some cases, those workers lived in
houses that they either rented or bought from the textile manufacturer.

Sometimes you can't see it, and some of our data can't get down
as low. We have a hundred counties in North Carolina and struggle
many times to even produce accurate estimates at our lowest level.
But when you drive around the state and see these areas, that's where
it's being impacted. And what's also happening is the young people
are leaving many of these areas. They're leaving because there are no
jobs.

CHAIRMAN BARTHOLOMEW: When we were in Ohio a couple
of years ago, we were told that Ohio's biggest export was its young
people because there was no future for them there. In Columbia, South
Carolina, people were talking about the impact, the consequences for
health care providers in communities where there was no health
insurance. The demands were going up for their services at the time
that the local tax revenue was going down and that even the churches
were finding that they were not being given as much in the plates at
Sunday services and had fewer resources to meet greater demands. So
the consequences--

DR. McGRATH: I will say that many of our faith-based
communities around the Pillowtex layoff actually played a big role in
trying to assist those workers. So it was not just our government
programs that tried to aid the massive amount of workers that hit at
one time, but many of our churches and other local social service
entities stepped up to the plate.

CHAIRMAN BARTHOLOMEW: Thank you. I'd like to shift
gears completely. Dr. Gereffi, you mentioned the debate or the
discussion we had in our first session, and two questions for you.

I understand that North Carolina was buffeted by clothing
imports from Mexico even before the China tidal wave came in. Do
you see that there's anything different about China as a competitor,
different from Mexico?

My second question: you mentioned hog raising. There was a
piece in the Washington Post Business Section in the past couple of
days, a small piece about how the Chinese government is driving an
increase in pork production because it is very concerned about
inflation, and one of the ways that it is intending to manage inflation
over a course of time is to drive the price of food down and pork is a
very large consumption item.

Do you have any observations--this gets to the nature of China's
economy and its ability to actually do something like command a major
change in the production of a resource.
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DR. GEREFFI: In terms of China-Mexico competition, they're
direct competitors in terms of the U.S. market. Mexico has been very
concerned about Chinese competition, and they've been losing out in
almost industry after industry, but there are some exceptions. Textiles
and apparel, when the whole debate about NAFTA was going on in
1992-93, there was a split in the North Carolina industry.

The textile firms, by and large, decided that they were going to
go with NAFTA. The apparel firms opposed it. The reason for the
logic of the textile firms was that if you didn't have NAFTA, all of the
apparel sourcing would go to Asia, and if it goes to Asia, then the
textiles would come from Asia. But if you had the North American
Free Trade Agreement or CAFTA after it, and apparel firms stay in the
hemisphere, it's easier for North Carolina textile firms to supply them.

So in some ways they did that, and that provided about a five-
year respite for the industry, but then the North Carolina textile firms
also have been investing in Mexico, as well.

| cite a statistic in the paper about exports from North Carolina's
textile industry. There was a recent article saying how these are going
up. And it mentioned that there is $52 million in exports of North
Carolina textiles to China. The number of exports--China is the
number eight export market for North Carolina textile makers.

The number one market is Honduras with $500 million of
exports. Mexico is number two with like $380 million, et cetera. So
it's clear that Mexico and Central America still have a much bigger
weight for the North Carolina economy than China does because of the
proximity and because of the ways we're tied into Mexico and Central
America in terms of what's called production sharing in the U.S.

In terms of the hog production, | didn't see that particular article
about how China might be trying to move food prices down, but there
is a general observation about Chinese government that relates to your
earlier conversation as well.

Business Week had a cover story in July 23, 2007 called "Broken
China." And the main idea of this is that the central Chinese
government, which is largely ruled by the Communist Party, comes out
with these ideas, has been coming up with a series of major reforms
like the need for environmental safeguards, the need to have stricter
intellectual property rights, et cetera, that all make a lot of sense from
the point of view of the pressures China is feeling and where the
country wants to go and how it's dealing with things like food
shortages and other problems.

But the fact is that it's the local level governments in China, the
municipal governments, which after decentralization and privatization
in the early '90s got tremendous power vis-a-vis the companies that are
located there to try to increase production. And so the mismatch is
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that China is so large and there are these different levels, the central
government, provincial government and municipal, as we have here,
but the municipal governments are much stronger.

In a sense, | think they actually drive a lot of the real changes on
the ground that may or may not be occurring in China. So the real
difficulty they confront in terms of this planning is not just coming up
with state plans at the central level, but figuring out can you really
implement those plans because China has so many different regional
dynamics. The southern part, Guangdong Province, exported oriented
to the U.S.--is growing so much faster than other parts.

And | think what China is really trying to do is, as somebody
said in the earlier session, start to move the labor intensive export-
oriented industries from the coastal provinces inward. And they're
still having difficulty getting the municipal governments to go along
with that plan. So there is a planning impasse.

HEARING COCHAIR FIEDLER: Can | add something on the
pork?

CHAIRMAN BARTHOLOMEW: You're in charge.

HEARING COCHAIR FIEDLER: China has disease among its
pigs in the south and so Smithfield Foods, for instance, just negotiated
a deal where they're going to do 40 to 60 million pounds of pork
because it takes a long time for producing sow to be productive--you'll
see a temporary burst in pork exports from North Carolina to China,
but it will probably not be sustained over a long period of time.

The unevenness of economic development in North Carolina
geographically, even after the massive layoffs, resulting, and you
correct me if I'm wrong, resulting in more systematic continuous
unemployment in certain counties that had large manufacturing
enterprises before seems not to have been included in the economic
development plan.

We're not getting new businesses. | haven't heard anybody talk
about new businesses in the towns that you were describing. What is
being done to develop new employment in those places?

DR. McGRATH: I'm not the expert in our economic development
activities. | think this afternoon, you may hear from somebody who
has a little bit more experience who was a local economic developer,
Tom White, when he speaks, and he could probably talk more on that
issue.

One of the issues that you can talk about is, and these are very,
very small towns, and so sometimes when you get a major
manufacturer to come into a small town and locate there, there are
issues related to that. But | think Mr. White could probably give you,
I would suggest that you save that question. He's nodding his head out
in the back.
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CHAIRMAN BARTHOLOMEW: We don't want to steal his
thunder either.

DR. McGRATH: He has worn both sides of the hat and he was
on the economic development side and now he's on the workforce
development side and business development. So he probably could
give you the best answer.

HEARING COCHAIR FIEDLER: Okay.

DR. GEREFFI: | do have a comment on that. | think the North
Carolina community colleges developed a course called "Bio-Work"
that was specifically intended to try to train people who were laid off
in textiles and furniture counties into learning some of the skills to get
into the biotechnology industry. Nichola Lowe, a professor at UNC,
has been tracking that very carefully, and I think a lot of people have
been looking at it. So that seems to actually have been one successful
mechanism to get the skills in.

In terms of the cities, my understanding is that those Pillowtex
facilities, in fact, have now been purchased by somebody who is trying
to put a science park--and people will know the name of this
individual--right there in those same places.

There was an article in Monday's Washington Post by Peter
Goodman that talked about another biotech company moving into an
old textile plant.

So one kind of succession that seems to be occurring is to take
the facilities in some of these towns that had been in one industry,
textiles or furniture, and try to move something like biotech or
software in and then training the people to fill those.

The one other thing about unevenness, nobody has thus far
mentioned, Research Triangle Park, this part of North Carolina, is
clearly very R&D oriented. But 90 miles or so to the west, there's the
Piedmont Triad area, Greensboro-Winston Salem-High Point, and they
got a $15 million grant from the U.S. Department of Labor over a three
year period, and they are in the midst of an economic restructuring
plan that says how will they take industries like tobacco and textiles
and furniture, which are all concentrated in that eight county region,
and refashion those in ways that move beyond that.

And some if it is taking pieces of those industries and moving
them high tech. But others are looking for completely different
replacements, so some of the tobacco farms are moving into vineyards
and trying to do wine.

I think that could be a part of the state that you could look at as
a microcosm again of these shifts and what they're trying to do in
terms of developing new forms of investment in place of the old.

HEARING COCHAIR FIEDLER: Commissioner Wortzel.

COMMISSIONER WORTZEL: Dr. McGrath, we actually heard
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