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March 1, 2012 
 
 
The Honorable Daniel Inouye 
President Pro Tempore of the Senate, Washington, D.C. 20510 
The Honorable John A. Boehner 
Speaker of the House of Representatives, Washington, D.C. 20515 
 
DEAR SENATOR INOUYE AND SPEAKER BOEHNER: 
 

We are pleased to transmit the record of our February 15, 2012 public hearing on “Chinese 
State-Owned and State-Controlled Enterprises.”  The Floyd D. Spence National Defense Authorization Act 
(amended by Pub. L. No. 109-108, section 635(a)) provides the basis for this hearing. 

 
At the hearing, the Commissioners heard from the following witnesses: Representative Peter J. 

Visclosky (D-IN), Representative Sue Myrick (R-NC), Mr. Andrew Szamosszegi, Dr. Adam Hersh, Dr. 
Roselyn Hsueh, Mr. Timothy C. Brightbill, Dr. David F. Gordon, Mr. Paul T. Saulski, Ms. Elizabeth J. Drake, 
Dr. Derek Scissors, and Mr. Curtis J. Milhaupt. The subjects covered included the structure and nature of 
the Chinese government’s ownership of the economy; the challenges U.S. companies face as they try to 
compete against Chinese state-owned and state-controlled enterprises in China, the United States, and 
third country markets; and policy options available to the United States for addressing challenges posed 
by Chinese state-owned enterprises. 
 
 We note that the full transcript of the hearing will be posted to the Commission’s website when 
completed. The prepared statements and supporting documents submitted by the participants are now 
posted on the Commission’s website at www.uscc.gov.  Members and the staff of the Commission are 
available to provide more detailed briefings. We hope these materials will be helpful to the Congress as 
it continues its assessment of U.S.-China relations and their impact on U.S. security.  
 

 The Commission will examine in greater depth these issues, and the other issues enumerated in 
its statutory mandate, in its 2012 Annual Report that will be submitted to Congress in November 2012. 
Should you have any questions regarding this hearing or any other issue related to China, please do not 
hesitate to have your staff contact our Congressional Liaison, Jonathan Weston, at 202-624-1487 or 
jweston@uscc.gov.  
 

Sincerely yours, 
 

                 
 

 Dennis C. Shea  William A. Reinsch  

                       Chairman         Vice Chairman 

     
 

 

http://www.uscc.gov/
mailto:jweston@uscc.gov
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CHINESE STATE-OWNED AND STATE-CONTROLLED ENTERPRISES 
 

WEDNESDAY, FEBRUARY 15, 2012 
 
 

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
 

     Washington, D.C. 
 

 The Commission met in Room 562 Dirksen Senate Office Building, Washington, D.C. at 
9:00 a.m., Chairman Dennis C. Shea, and Commissioners Robin Cleveland and Michael R. Wessel 
(Hearing Co-Chairs), presiding. 
 

 

OPENING STATEMENT OF COMMISSIONER ROBIN CLEVELAND 
HEARING CO-CHAIR 

 
 HEAR IN G CO -C HA IR  C LEVELA ND:   Good mo rni n g,  a nd  welcome t o  the  
f i r s t  economic  hea r i n g  o f  t he  U .S . - Ch in a  E conomic  a nd Sec ur i ty  Rev iew 
Commiss ion an nu al  2 012  cyc le ,  a nd  the  f i r s t  hea r i ng  th at  I 've  a ctua l ly  c ha i re d.   I  
want  to  t ha nk  you a l l  fo r  jo i n i n g  u s  tod ay .   We ap prec iate  yo ur  at ten da nce.  
 Our  next  hea r i ng  i s  s ched ule d for  Mar ch 2 6 ,  an d wi l l  ad dre ss  C hi na 's  
c iv i l  an d mi l i t ary  nuc lear  pro grams an d cy ber  i ss ues .   T hat  w i l l  be  fo l lowed by  a  
hear in g  on  A pr i l  19 ,  whic h  wi l l  e xami ne  C h i nese - EU re lat ions .   I f  you 're  
inte reste d,  you ca n g o  to  www.usc c . gov  to  lear n  more  a bout  ou r  hea r i ng s .  
 Today ,  we ' l l  exami ne  Chi na 's  s tate -owne d and  s tat e -co ntro l led  
enter pr ises  an d ex pl ore  the  compe t i t ive  c ha l len ges  they  may  p ose  for  U .S .  
bus in esses  i n  t he  U. S .  market  an d t he  g lob a l  marke tp lace .  
 Ch i nese  over seas  inv estment  i s  p ro jecte d to  reac h as  m uch  as  $500  
b i l l io n  by  2015 ,  an d i f  cu rre nt  t re n ds  co nt i nue,  muc h o f  t hat  inv estment  wi l l  be  
made by  Ch ine se  SO E s .  
 The  U .S . - Ch ina  Bu s i n ess  Cou nc i l  notes  t ha t  s tate -owne d a nd pr ivate  
Chi nese  compan ies  ar e  ag gres s ive ly  mov i n g  u p t he  va lue  c ha in  to  capt ure  ma rket  
sha re  bot h  i n  C hi na  a nd g lo ba l ly  a nd  are  i ncre as i ng ly  compet i t i ve  in  t hose  
markets .  
 Whi le  exp an s ion  i s  u nde rway ,  C h inese  merger s ,  a cq uis i t ions ,  a nd 
gree nf ie l d  i nvestmen ts  i n  the  U. S .  cu rre nt ly  amoun t  to  j ust  a  f r act ion  o f  fore ig n  
d i re ct  i nvestmen t  i n  the  U .S .  a nd  Ch in ese  outbou n d i nvestment  overa l l .  
 Ch i nese  cumu lat ive  i nvestment  in  the  U. S .  in  2011  wa s  rou g hly  15 .9  
b i l l io n,  an d i nvestme nts  by  SO Es  a p pea r  t o  accou nt  for  less  th an te n b i l l io n  o f  
that .  
 Th is  means  Ch ine se  S OE inve stments  i n  th e  U. S .  amount  to  onl y  f ive  
perce nt  o f  U. S .  FD I  a nd accou nts  for  j ust  t hree  perce nt  o f  cum u lat ive  over a l l  
Ch i nese  o utbo un d inv estment .   
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 The  a dmin is t rat ion h as  rece nt ly  take n not e  o f  th is  comp arat ive ly  low 
leve l  o f  Ch inese  i nve stment  a nd  p resse d f orward  wit h  a n  e f fort  to  make  c lea r  t he  
U.S .  i s  ope n fo r  b us in ess .   Enco ura g i n g  th a t  inves tment  in  t he  U .S .  by  any  pa rty  
certa in ly  makes  eco n omic  sense .  
 So  why  t h is  he ar i n g,  an d  why  does  t here  s eem to  be  so  muc h c oncer n 
about  the  pros pect  o f  i ncrea sed  SOE i nves tment?   I  t h ink  i t  co mes  down to  
concer ns  a bout  t ra ns pare ncy  a n d acco un t abi l i ty .   A  U .S . -C hi na  Bus ines s  Co unc i l  
survey  recent ly  re f le cted t hat  96  perce nt  o f  Amer ic an  compa ni es  su rveyed 
be l ieve  Ch ine se  S OEs  rece ive  t an gi b le  be n ef i t s  an d s ub s i d ie s  f r om the  Ch ine se  
governmen t ,  a nd  two -th i r ds  o f  t hose  comp anie s  s urveyed  re por ted t hat  t hey  
compete  d i rect ly  wi t h  those  SOE s .  
 The  C hambe r  o f  Com merce  an d Coa l i t ion  o f  Serv ice  I n dus t r ie s  
reporte d l ast  ye ar  t h at  Ch i na  a nd  other  co unt r ies  p rov ide  ge ner ous  re gu latory  
favors  a n d s ubs id ies  to  the i r  s ta te -owne d f i rms  an d t hat  no  a de qua te  a nd 
ef fect ive  i nter nat ion a l  d isc ip l i nes  now ex i s t  to  de a l  w i th  t ha t  p roblem.  
 I  th ink  we wi l l  prov i d e  a  us ef u l  se rv ice  tod ay  i f  we  ca n come to  a  
bet ter  u nde rsta nd in g  at  th is  hea r i ng  o f  j us t  what  i s  prov i ded  to  SOEs  t hat  
enh ance s  the i r  comp et i t ive  pos i t ion,  a nd with  a  more  complet e  p ic tur e ,  we  may  
be  i n  a  bet te r  pos i t io n  to  p rov ide  cou nse l  to  our  con gre ss io na l  co l lea gue s  on how 
to  improve  a gen cy  overs i ght  o f  t hese  i nves tments  i n  t he  U .S .  a n d as su re  our  
export  a ge nc ie s  are  u s in g  a l l  too ls  a nd  res ources  leg a l ly  ava i la b le  to  leve l  the  
p lay in g  f ie l d .  
 I  th ink  the  GE  locomot ive  case  comes  to  mi nd as  a  good ex amp le  o f  
how the  U. S .  e xporte rs  u sed o ur  E xport - Im port  B ank  to  compete  with  a  C hi nese  
company  for  Pak i s ta n  sa le s .   I  t h i nk  t hat  r emains  u nreso lved a t  th i s  po int .    
 U .S .  T reas ury  Secret a ry  Lae l  Bra in ar d  h as  r e f lecte d t he  
admi nis t rat ion 's  com mitment  to  work  t hro u g h b i l ater a l  a n d mul t i la t era l  c ha nne ls  
to  encou rage  Ch i na  t o  d isma nt le  f i na nc ia l  contro l s  th at  te nd to  cha nne l  c hea per  
c red i t  to  s t ate -ow ne d ente rp r i ses - -one  o f  the  ma ny  conce rn s  t hat  U . S .  comp an ies  
expres s .   
 We're  a lso  invo lve d a t  the  OE CD to  esta b l i sh  a  compet i t ive  ne u tra l i ty  
f ramework .   Th ese  e f forts  a re  wel come an d ne cessa ry  i f  we  a re  to  tur n  w hat  i s  
cur rent ly  pe rce ive d a s  a  t hreat  -  t hat  i s  th e  h i dde n op aq ue  op e rat io ns  a n d 
dec i s ion -mak i ng  p roc ess  o f  SOEs  -  i nto  op portu ni ty  for  t ra de  a nd inves tment .   W e 
wi l l  ask  o ur  ex pert  wi tnesse s  to  s hed l i gh t  on thes e  top ics  an d p rov ide  t he i r  
recommendat ions .   
 We ap prec iate  yo u jo in i n g  u s  tod ay  a nd look  forwar d to  you r  
test imony.   We' l l  hea r  f rom t he  expe rts  o n  the  pa ne l ,  b ut ,  a s  I  g ather ,  members  
o f  Con gress  may  c ome in  an d i nte rr upt  t h ose  procee di ng s .   We  apo lo g i ze  for  th at  
in  adva nce  in  t erms  o f  d is r up t i ng  t he  f low,  but  we  look  forw ar d to  hear in g  f rom 
both Mr .  V isc losky  a n d Ms.  My r ick ,  a nd I 'm a lso  s u ppose d to  t ha nk  Se nato r  
Ne lso n a nd h is  s t af f  f or  secu r i ng  th is  room .  
 An d wit h  t hat ,  I 'd  l i k e  to  tur n  t he  mic roph one over  to  my  co l le agu e  
Commiss ione r  Wesse l ,  who  I  have  dee p a d mirat io n for  h is  dept h o f  k nowled ge  
and  h is  d i f fere nce  o f  opin ion .  
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PREPARED STATEMENT OF COMMISSIONER ROBIN CLEVELAND 

HEARING CO-CHAIR 

 

Good morning, and welcome to the first economic hearing of the U.S.-China Economic and 

Security Review Commission’s 2012 Annual Report cycle. I want to thank you all for joining us 

today. We appreciate your attendance and we encourage you to attend our other public hearings 

throughout the year.  

 

Our next hearing is scheduled for March 26
th

 and will address China’s civil and military nuclear 

programs and cyber issues. Our April 19
th

 hearing will examine China-EU relations.  More 

information about the Commission, its annual report, and its hearings is available on the 

Commission's website at www.USCC.gov. 

 

At today’s hearing, we will examine “China’s State-Owned and State-controlled Enterprises” 

and explore the competitive challenges they may pose to U.S. businesses in the U.S. market and 

in the global market place. Chinese overseas investment is projected to reach as much as $500 

billion by 2015, and if current trends continue, much of that investment will be made by Chinese 

SOEs.  The U.S.-China Business Council notes that state-owned and private Chinese companies, 

“are aggressively moving up the value chain to capture market share both in China and globally, 

and are increasingly competitive in those markets.”  

 

But while expansion is underway, Chinese mergers, acquisitions and Greenfield investments in 

the U.S. currently amount to just a fraction of foreign direct investment in the U.S. and Chinese 

outbound investment overall.  Chinese cumulative investment in the U.S. in 2011 was 

approximately $15.9 billion, and investments by Chinese SOEs appear to account for less than 

$10 billion of that.  This means Chinese SOE investment in the U.S. amounts to only 5 percent 

of U.S. FDI, and accounts for just 3 percent of cumulative overall Chinese outbound investment.  

The Administration has recently taken note of this comparatively low level of Chinese 

investment in America and pressed forward with an effort to make clear that the U.S. is open to 

Chinese business.  Encouraging investment in the U.S. by any party certainly makes economic 

sense.  Chinese investment holds huge potential for creating American jobs and the Rhodium 

Group estimates that it has created as many as 10,000 to date despite its low value relative to 

U.S. FDI overall.  It makes sense then that Chinese investment should be encouraged. So why 

this hearing and why does there seem to be so much concern about the prospect of increased 

SOE investment? 

 

I think it comes down to concerns about transparency and accountability.  I was interested by a 

recent U.S.-China Business Council survey that reflected 96 percent of American companies 

surveyed believe Chinese SOEs receive tangible benefits or subsidies from the Chinese 

government, and two-thirds of those companies surveyed reported that they compete directly 

with Chinese SOEs in China or elsewhere.  The U.S. Chamber of Commerce and Coalition of 

Services Industries also reported last year that China and other countries provide generous 

regulatory favors and subsidies to their state-owned firms and that “no adequate and effective 

international disciplines now exist to deal with this problem.”   

 

I think we will provide a useful service if we can come to a better understanding at this hearing 

of just what is provided to SOEs that enhances their competitive position.  With a more complete 

http://www.uscc.gov/
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picture, we may be in a better positon to provide counsel to our Congressional colleagues on how 

to improve agency oversight of SOE investments in the U.S. and to assure our export agencies 

are using all tools and resources legally available to level the playing field in the global 

marketplace.  The recent GE locomotive case comes to mind as a good example of how U.S. 

exporters used our Ex-Im Bank to compete with a Chinese company for Pakistan sales.   

 

U.S. Treasury Undersecretary Lael Brainard has reflected the Administration’s commitment to 

work through bilateral and multilateral channels to encourage China to “dismantle … financial 

controls that tend to channel cheaper credit to state-owned enterprises,”—just one of the benefits 

that U.S. companies state are of concern to them.  The U.S. is also involved in Organization for 

Economic Cooperation negotiations to establish a “competitive neutrality” framework that would 

help to ensure a fair and level playing field for private and state-owned companies.      

 

Those efforts are welcome and necessary if  we are to turn what is currently perceived as a threat 

– that is the hidden operations and decision making processes of SOEs – into opportunity for 

trade and investment, and thousands more new American jobs.    

 

Today, we will ask our expert witnesses to shed light on these topics and provide 

recommendations.  Thank you for joining us.  We look forward to hearing from each of you.   

 

We will hear from experts on the first and second panel before lunch.  We will adjourn for a 

lunch break at 12:45, after which the hearing will resume in this room at 1:45. 

 

Before I turn the floor over to my co-Chair for this hearing, Commissioner Wessel, I would like 

to thank Representative Peter J. Visclosky of Indiana and Representative Sue Myrick of North 

Carolina for taking time out of their busy schedules to appear before the Commission today.    

 

I would also like to thank Senator Ben Nelson and his staff for securing this room for us today.  
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OPENING STATEMENT OF COMMISSIONER MICHAEL R. WESSEL 

HEARING CO-CHAIR 

 

 HEAR IN G CO -C HA IR  WESSEL :   I  a l so  w ant  to  tha nk  everyone  fo r  be in g  
here  t h i s  morn in g,  a n d my co -c ha i r ,  Commiss ione r  C leve la nd ,  a s  wel l  as  ou r  s t af f ,  
for  the  team ef fort  t hat  has  bee n p ut  into  put t i ng  t h i s  he ar in g  togethe r  tod ay .  
 We're  ap prec iat ive  o f  leg a l  s cho l ars  an d t h e  aca demics  w ho  wi l l  
app e ar  befo re  u s  tod ay  to  d i scu ss  C h ina 's  s tate -ow ned an d s t at e -cont ro l le d  
enter pr ises ,  the  cu rr ent  s t atu s  o f  t hose  c ompanie s ,  t he i r  imp a ct  on C hi na  an d on 
the  U .S . ,  t he  c ha l le ng es  they  may  pose ,  an d wh at  po l icy  o pt io ns  may  be  
app rop r ia te  for  cons i derat ion reg ar di ng  th e i r  a ct iv i t ies .  
 But  i t ' s  impo rta nt  to  remember  t hat  w hi le  we  wi l l  be  hea r i ng  f r om 
lega l  sc ho l ars  an d a c ademic s ,  t he  c ha l len ges  posed by  C hi na 's  SOEs  are  not  
theoret i ca l  o r  ac ade mic  in  the i r  impl ica t i ons  or  im pact .   More  tha n ten  year s  
a f ter  Ch in a ' s  acce ss i on to  the  Wo r l d  Tra d e  Org an iz at ion ,  we  h ave  ha d more  t ha n 
enou gh ex per ien ce  to  ju dge  the  o perat ion s  o f  Ch in a ' s  s ta te -own ed compa nie s  a nd 
to  assess  the i r  cur re nt  a nd fu tu re  imp act .  
 Some commentators  l i ke  to  s ug gest  t hat  th e  que st io n i s  whet he r  
there  shou l d  be  an o pen inve stment  c l ima te  or  not?   T he i r  v ie w i s  t hat  a l l  
investme nt  i s  good ,  n o  matter  wh at  i t s  im pact ,  a nd t hat  i nvest ment  sho ul d  b e  
sup porte d no  matter  what  t he  im pl icat ion s .   Ot her s  may  not  sh are  t he i r  v iew.  
 Today ' s  he ar in g  take s  p l ace  i n  a n  importa n t  t ime.   Ch in a ' s  expe c ted 
incomi ng pre s i dent  met  with  sen ior  o f f i c ia l s  o f  t he  O bama admi nis t rat ion 
yesterd ay  a nd w i l l  co nt i nue  h is  v i s i t  to  t he  U.S .  to day  a n d over  the  ne xt  sever a l  
days ,  an d in  two  wee ks ,  a dmin is t rat ion o f f ic ia l s  w i l l  be  meet in g  with  the i r  
counte rp arts  f rom t h e  Tra ns -Pa c i f i c  Pa rtn ersh ip  cou ntr ies  for  n i ne  d ays  i n  
Melbou rne,  A ustr a l ia  to  t ry  to  h ammer  ou t  s i gn i f i ca nt  po rt ion s  o f  tha t  t r ade  
agreeme nt .   Those  ev ents  a re  l i nked .   
 Ch i nese  lea ders  h ave  been  promot i ng  the i r  so -c a l le d  " Go in g  O u t"  
s t rate gy  de s i gne d to  encou rage  Ch i nese  c ompanie s  to  i nvest  o verseas .   Some of  
the i r  de s i gns  h ave  be en met  wit h  ob ject io ns  here  in  W as hi ngto n a nd e lsew here  
arou nd t he  co unt ry .   V ice  Pre s i dent  X i ' s  t r i p  h as  been ch arac ter i zed in  Be i j i ng  as  
an  e f fort  to  dea l  w i t h  the  " b i late ra l  t r ust  d ef ic i t . "   V ice  Pres ide nt  X i  ha s  h is  work  
cut  out  for  h im,  an d t he  tas k  wi l l  not  be  an  easy  one .   C h i na 's  S OEs  h ave  
enormous  ma rket  po wer ,  wh ic h  i s  i ncre as i ng .   T hey  are  de s i gne d to  fa c i l i ta te  th e  
goa ls  o f  C hi na 's  Co m muni st  Party  an d to  h e lp  ach ieve  th e  goa ls  o f  the  coun try ' s  
12th  F ive  Year  P la n.   They  are  g ui ded  by  t he  gover nment  rat he r  th an by  marke t  
pr i nc ip les .   Th ey  hav e  v i r t ua l ly  u nl imite d access  to  ca pi ta l ,  m u ch o f  i t  be low 
market  va l ue  or  at  no  cost ,  a nd  they  a re  pr otected f rom fore i gn  compet i t io n  as  a  
matter  o f  nat iona l  po l icy .  
 Negot iat io ns  in  the  T PP  inc l u de  a  f i r s t -eve r  ch apte r  on s tate -owned 
enter pr ises .   Wi th in  t he  conte xt  o f  t hat  ag reement ,  t he  negot ia tors  are  seek i n g  to  
add ress  the  act iv i t ie s  o f  more  tha n 2 ,000  V iet namese  SOEs .   Co up led w ith  th at  
are  t he  SO Es  ope rat i ng  in  S i n ga pore  a nd Malays ia ,  two  ot her  TPP  part ic i pa nts .  
 But  everyo ne  i nvo lve d i n  t he  ta lks  i s  look i ng  over  the i r  s hou lde rs  at  
Chi na  w it h  a n  eye  to  how the  f i na l  a greem ent  wi l l  prov i de  a p pr o pr i ate  d isc ip l i nes  
to  ad dress  Ch i na 's  g r owing s tate  sector .   Wi l l  SOE s  be  req u ire d to  fo l low 
commerc ia l  co ns i der at ion s  i n  t he i r  act iv i t ies?   How w i l l  we  i n j ect  more  
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t ran sp are ncy  i nto  t he  system?  Are  the re  a pp ropr iate  act iv i t ie s  for  SO Es  i n  a ny  
count ry  to  be  e n ga ge d i n?   W hat  d is c i p l in es  mig ht  be  impose d and  how mi ght  
they  be  en forced?  
 Shou l d  the re  be  d i f fe rent  d i sc i p l ine s  gover ni ng  t he  act iv i t ies  o f  an  
SOE i n  t he i r  home ma rket ,  in  a  th i r d -co un t ry  market ,  o r  i n  ou r  market?  
 Today ' s  he ar in g  wi l l  he l p  s hed l i gh t  not  o nly  on  the  b i late ra l  
cha l le nges  we fa ce  w ith  Ch in a ,  but  m ult i la tera l  ch a l le n ges  a s  w el l ,  an d how we 
might  pr epa re  fo r  a  f utu re  i n  w hic h  t he  s t ate  sector  i n  C hi na  a nd e lsew here  in  
As i a  i s  grow in g i n  power  an d in f l uence .  
 Tha nk  you .  
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PREPARED STATEMENT OF COMMISSIONER MICHAEL R. WESSEL 

HEARING CO-CHAIR 

 

I want to thank my co-chair, Commissioner Cleveland, as well as our staff, for the team effort 

we’ve had in putting together today’s hearing.    

 

We are appreciative of the legal scholars and academics who will appear before us today to 

discuss China’s State-Owned and State-Controlled Enterprises – the current status of those 

companies,  their impact on China and on the U.S., the challenges they may pose,  and what 

policy options may be appropriate for consideration regarding their activities. 

 

But, it’s important to remember that, while we will be hearing from legal scholars and 

academics, the challenges posed by China’s SOEs are not theoretical or academic in their 

implications or impact.   More than ten years after China’s accession to the World Trade 

Organization, we have had more than enough experience to judge the operations of China’s 

state-owned companies, and to assess their current and future impact.  

 

Some commentators like to suggest that the question is whether there should be an open 

investment climate or not.   Their view is that all investment is good, no matter what its impact 

and that investment should be supported no matter the implications.   Others may not share their 

view. 

 

Today’s hearing takes place at an important time.   China’s expected incoming President met 

with senior officials of the Obama Administration yesterday and will be continue his visit to the 

U.S. today and over the next several days.  And, in two weeks, Administration officials will be 

meeting with their counterparts from the Trans-Pacific Partnership countries for nine days in 

Melbourne, Australia, to try and hammer out significant portions of that trade agreement. 

 

These events are linked.   China’s leaders have been promoting their so-called “going out” 

strategy, designed to encourage Chinese companies to invest overseas.   Some of their designs 

have met with objections here in Washington and elsewhere around the country.  Vice President 

Xi’s trip has been characterized in Beijing as an effort to deal with the bilateral “trust deficit.”  

Vice President Xi has his work cut out for him and the task will not be an easy one. 

 

China’s SOEs have enormous market power, which is increasing.   They are designed to 

facilitate the goals of China’s Communist Party and to help achieve the goals of the country’s 

12
th

 Five Year Plan.   They are guided by the government rather than by market principles, they 

have virtually unlimited access to capital, much of it below market value, or at no cost, and they 

are protected from foreign competition as a matter of national policy.  

 

Negotiations in the TPP include a first-ever chapter on State-Owned Enterprises.   Within the 

context of that agreement, the negotiators are seeking to address the activities of the more than 

2,000 Vietnamese SOEs.   Coupled with that are the SOEs operating in Singapore and Malaysia, 

two other TPP participants. 

 

But, everyone involved in the talks is looking over their shoulders at China with an eye to how 

the final agreement will provide appropriate disciplines to address China’s growing state sector. 
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Will SOEs be required to follow commercial considerations in their activities?   How will we 

inject more transparency into the system?   Are there appropriate activities for SOEs, in any 

country, to be engaged in?   What disciplines might be imposed and how might they be 

enforced?  Should there be different disciplines governing the activities of a SOE in their home 

market, in a third country market, or in our market? 

 

Today’s hearing will help shed light not only on the bilateral challenges we face with China, but 

multilateral challenges as well  and how we might prepare for a  future in which the state sector 

in China and elsewhere in Asia is growing in power and influence. 
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Pan el  I  –  Det ai le d Overv iew of  t he  St at e - Owne d Sec t or  i n  Chi na  
 

 HEAR IN G CO -C HA IR  C LEVELA ND:   O ur  f i r s t  pan e l  d is cus s io n wi l l  
prov i de  a n overv iew of  the  SOE se ctor  in  Chi na ,  as sess in g  t he  evo lv ing  ro le  o f  
enter pr ises  an d t he i r  s i ze  re lat iv e  to  the  p r ivate  sector ,  the i r  r e lat io ns hi p  to  t he  
Communist  Party ,  an d the i r  p l ace  in  impl e ment in g  governme nt  po l icy .  
 We' l l  he ar  f i r s t  f rom Mr.  A n drew Sz amossz egi ,  a  pr i nc ip a l  a t  Ca pi ta l  
T rade ,  who  spec ia l i ze s  in  i nter nat iona l  eco nomics  a n d t r ade  po l icy .   He 's  
consu l te d for  U. S .  an d i nter nat iona l  c l ie nt s  on a  w ide  ra nge  o f  economic  a nd 
po l icy  topi cs ,  an d h is  exper ien ce  covers  in dus tr i a l ,  h ig h  tec h,  a nd ag r ic u l t ur a l  
prod ucts  wi t h  a  reg io na l  focu s  on East  As i a  an d Mi d dle  E ast  ec onomies .  
 He  h as  a p peare d a s  a  witne ss  before ,  wh ic h  we a pp rec i ate .   He  
earne d h is  de gree  f ro m Harva rd,  s t ud ied a t  the  U nive rs i ty  o f  N a goya,  a nd  
rece ive d h is  M. A.  i n  Pac i f i c  I nte rna t ion a l  Af f a i r s  f rom the  U niv ers i ty  o f  Ca l i forn ia  
at  Sa n D ie go - -a  ga rde n s pot .  
 A lso  te st i fy in g  o n the  f i r s t  p ane l  i s  Dr .  A da m Hers h,  a n  eco nomist  at  
the  Ce nter  for  Amer i can Pro gres s .    
 Dr .  He rs h ' s  work  foc u ses  on eco nomic  gro wth,  mac roeconomics ,  
inte rna t ion a l  e conomics  a n d the  economie s  o f  C hi na  a n d othe r  As i an  nat ions ,  a nd 
I  u nde rst an d he  h as  a  un iq ue  ex pe rt i se  o n town an d v i l l age  SOE s ,  rese arc hi ng  
them heav i ly .  
 Dr .  He rs h  ea rne d h is  Ph.D .  in  economics  f r om the  Un ivers i ty  o f  
Massac hu setts .   P r ior  to  jo in in g  t he  Ce nter ,  he  t au gh t  macroeco nomics  a n d 
money  an d b ank in g  a t  the  U nive rs i ty  o f  M assac h usetts ,  was  a  v i s i t in g  s cho l ar  a t  
Sha n gh ai  U nive rs i ty  o f  F ina nce ,  a nd work e d at  a  n umbe r  o f  pres t ig ious  
inst i t ut io ns .  
 We a lso  look  forwa rd  to  hear i ng  f rom Ros e lyn  Hs ueh .   I 'm  sor r y  you 
d i dn ' t  get  a  ch ance  t o  eat  your  bre akfa st .   Her  resea rc h foc use s  heav i ly  on  
inte rna t ion a l  an d co mparat ive  po l i t i ca l  e conomy of  deve lo pment .  
 She 's  recen t ly  pu bl i s hed a  book,  Ch in a ' s  R egu latory  State :  A  Ne w 
Strat egy  for  G loba l i z at ion ,  wh ich  exami ne s  Ch in a ' s  i nteg rat ion into  t he  
inte rna t ion a l  e conomy with  a  s pec i a l  focus  on market  re form a n d evo lv i ng  
governmen t - bus in ess  re lat ion s .  
 Dr .  H sue h has  served  as  a  post -doc  fe l low at  the  Un ivers i ty  o f  
Sout her n Ca l i forn ia  a nd as  a  F u l br ig ht  v i s i t in g  sc ho la r  at  the  I n st i t ute  o f  Wor ld  
Economics  a n d Po l i t i cs ,  p art  o f  the  C hi nes e  Aca demy of  Soc ia l  Sc ie nc es .  
 A l l  wr i t ten te st imony  can be  foun d o n the  Commiss ion 's  We b s i t e .   
We'd  rea l ly  a p prec iat e  i t  i f  you co ul d  l imit  your  ope ni ng  s tat ements  to  seve n 
minute s  so  t hat  we  c an a sk  you lo ts  o f  q u est ions .  
 An d wit h  t hat  sa i d ,  M r .  Sz amossze gi ,  woul d  you l ike  to  b e gi n?  
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STATEMENT O F ANDR EW SZAM OSSZ EGI  
PRINCIPAL,  CAPITAL  TRADE,  INC. ,  WASHINGTON,  DC  

 

 MR.  S ZAMOS SZ EGI :   Good morni ng .   I 'm  A nd rew S zamoss zeg i ,  a nd I  
am a  p r i nc i pa l  at  Ca p i ta l  T ra de  Incor por at ed.   I 'm  honor ed to  a ppe ar  to day  b efore  
the  Commiss ion o n t h i s  e xt remely  import ant  an d t ime ly  top ic .  
 I t ' s  k i nd  o f  i roni c ,  g iv en the  tecton ic  s h i f t s  in  t he  Ch inese  econo my 
s inc e  the  late  1970s ,  that  we 're  her e  toda y  ta lk in g  a bout  s tate - owned 
enter pr ises .   A t  th at  t ime,  C hi na 's  eco nomy ha d v i r t ua l ly  no  p r i vate  ente rp r ise ,  
yet  s tate -owned  ente rpr ises  were  o f  no  co ncer n to  us .   Today ,  t he  no n -s tate  
sector  i n  C hi na  accou nts  for  h a l f  o r  more  o f  economic  ou tp ut ,  yet  s tate -owned  
enter pr ises  are  o f  gr eat  conce rn to  us .   A nd t hat  conce rn i s  ju st i f ied .   
 A l t hou gh t he  pr ivate  s ector  i n  C hi na  ha s  g rown d ramat ica l ly  s in ce  
the  l ate  1970s ,  i t  i s  a  mistake  to  w r i te  o f f  the  s t ate  sec tor .   I n  add i t ion  to  t he  
report  I  co - au thore d for  the  Commiss io n a nd D r .  Hs ueh 's  deta i l ed  s t udy ,  a  
numbe r  o f  o t her  wor ks  p ub l i s he d d ur in g  t he  p ast  two  yea rs  ma de the  same 
gene ra l  two  po i nts :  
 F i r s t ,  des pi te  Ch in a ' s  impre ss ive  eco nomic  re forms,  the  s tate  se ctor  
remain s  a  poten t  forc e .   A n d secon d,  the  g overnment  a n d Communi st  Party  i n  
Chi na  cont i n ue  to  i nf lue nce  eco nomic  out comes  in  importa nt  w ays .  
 SOEs  are  ub iq ui to us  i n  C hi na 's  eco nomy.   They  p lay  a  ro le  in  v i r tua l ly  
a l l  ma in  economic  se ctors ,  e i the r  d i re ct ly  or  in d i rect ly  th rou gh the i r  s ubs id ia r ies  
and  af f i l ia ted f i rms.   A l t hou gh t he  ro le  o f  SOEs  has  bee n d i l ute d somewhat  i n  
manu fact ur in g  secto r s ,  they  rem ai n  majo r  p laye rs  in  severa l  ma nu fact ur in g  
in dus tr ie s .  
 Thou gh o f  g reat  inte r est ,  t he  s hare  o f  GDP  that  i s  s tate -owne d 
can not  be  pre c ise ly  c a lc u late d .  However ,  base d on reaso na ble  assum pt io ns ,  i t  
app ear s  th at  near ly  4 0  perce nt  o f  GDP an d  45  perce nt  o f  non -a g r ic u l t ura l  GDP c an 
be  at t r i bute d to  SOEs  an d SO E -co ntro l led  f i rms.   I f  o the r  forms  o f  pu bl ic  
enter pr ises  are  co ns i dere d,  i t  i s  not  a  fa r  s t retc h  to  con c l ude  t hat  t he  s ha re  o f  
GDP owned a n d cont r o l led  by  t he  s t ate  i n  Chi na  i s  ap prox ima te l y  50  perce nt .  
 No w,  t r ue ,  t h i s  i s  mu ch lower  th an i t  wa s  ten yea rs  a go ,  a n d de spi te  
the  de c l ine  in  sh are ,  the  s t ate  sec tor  h as  been e xpa n di ng  in  ab so lute  t erms  by  
many  other  measu res ,  suc h as  out p ut ,  a ss ets  an d va lue  ad de d.  
 For  some n umber s ,  t here  a re  more  t ha n 1 00 ,000  s t ate -own ed 
enter pr ises  in  Ch in a .   Ap prox ima te ly  117  o f  the se  are  u nde r  t he  contro l  o f  t he  
centr a l  State -owne d Assets  S upe rv is ion an d A dmin is t rat ion Co mmiss ion,  known  as  
SA SAC .   T here  are  a ls o  a  few h u nd red prov inc ia l ,  mu nic ip a l ,  a nd  county - leve l  
SA SAC s  th at  own SOE s .   T he  ce ntr a l  SOEs  a re  grow in g i n  import ance  re la t ive  to  
the  no n-c ent ra l  SOE s ,  b ut  t he  l at ter  remai n  economic a l ly  impor tant .  
 The  c urre nt  t i l t  o f  C h ina 's  po l icy  f avors  t h e  s tate  s ector .   SO Es  and  
f i rms  in  promoted i n dus tr ie s  be nef i t  f rom a  wi de  r a n ge  o f  s u bs id i es  a nd  
prefe ren ces .   Ac cord i ng  to  t he  C h inese  th i nk  ta nk  U ni ru le ,  t hes e  su bs i d ie s  a nd 
prefe ren ces  a ccou nte d for  the  e nt i re  prof i t s  o f  t he  s ta te  sector  between  2001  
and  2009.   A bse nt  s u bs i d ie s ,  t he  re a l  retu rn  on  eq ui ty  for  SOEs  would  h ave  be e n a  
minu s  1 .5  perce nt  du r in g  t hat  per iod .  
 Anot her  s t u dy  by  t he  Hon g Kon g I nst i tu te  for  Moneta ry  Rese arc h 
foun d t hat  SOE prof i t s  woul d  d is ap pear  i f  they  h ad to  pay  ma rk et  inte rest  rate s .  
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 So ,  SO Es  a re  b ig ,  t he y ' re  growi ng ,  a nd the y ' re  favored  by  gover nmen t  
po l ic ies .   Yet ,  many  c ompete  in  i nter nat iona l  markets  an d a t  h ome aga i nst  
pr iv ate ly -owned  f i rm s.   
 Do  these  S OEs  respo n d to  market  force s?   The  i nce nt ive  s t r uct u re  
face d by  SOEs  su g ges ts  th at  even tho ug h t hey  do  respo nd to  th e  market ,  t hey  a re  
u l t imate ly  beho lde n t o  the  s t ate .   The i r  s h ares  a re  owne d by  th e  governme nt ,  
usu a l ly  th rou gh the  c entra l  o r  loca l  S AS AC s .   T he  top  exec ut ive s  o f  the  top SOEs  
are  ac tua l ly  chose n b y  the  Ce ntr a l  O rg an iz at ion De pa rtment  o f  the  Commun ist  
Party  a nd are  co ns i d ered governm e nt  o f f i c ia l s .   S AS AC c hooses  the  top  exec ut ives  
at  o ther  cen tra l  SO Es ,  as  we l l  as  o the r  h i g h  leve l  exec ut ives  w i th i n  t hose  f i rms .  
 SA SAC gr ade s  the  f i n anc ia l  per forma nce  o f  i t s  f i rms,  but  the  P a rty 's  
Orga ni za t ion De pa rt ment  a l so  cons ide rs  po l icy - re late d f actors .   T hus ,  t he  cu rre nt  
ince nt ive  s t r uct ure  e nsu res  t hat  SOE s  wi l l  respo nd not  on ly  to  market  force s  b ut  
a l so  to  t he  go a ls  o f  t he  s ta te .  
 These  goa l s  are  ar t ic u lat ed in  the  f ive -ye a r  p lan s .   The  12t h  F iv e  Year  
P lan,  u nve i led  in  M ar ch 2011,  p ropose s ,  a mo ng othe r  th in gs ,  t he  deve lopment  o f  
nat io na l  c hamp ions  i n  new in d ustr ies .   T h ese  i nc l ude  "s t r ateg i c  emerg i n g  
in dus tr ie s ,"  suc h a s  e ner gy ,  h ea l t h  c are ,  te chno logy  a nd  new so - ca l le d  
"back bone"  i nd ust r ie s ,  s uch as  b iotec h no l ogy ,  new e ner gy ,  h i g h -e nd e q ui pment  
manu fact ur in g,  c lea n  ener gy  veh ic le s  a nd others .  
 Nat iona l  c hamp ions  a re  to  take  t he  lea d i n  deve lop in g  t hese  
in dus tr ie s ,  a n d t he  g overnment  p la ns  to  c han ne l  ca pi t a l  resou r ces  accor di n g ly .  
 I t  i s  ge ner a l ly  u nde rs tood tha t  SO Es  a re  i n  the  best  pos i t ion  to  be  
nat io na l  c hamp ions .   Ince nt ive s  en cour age  mana gement  to  fo l lo w the  
governmen t 's  p la ns ,  and  su bs id ies  e ns ure  that  SOEs  su cceed .  
 The  s t ate ' s  i nf lue nce  over  f i rms  tha t  i t  ow ns  s hou ld  be  no  su rp r ise .   
The  more  i ntere st i ng  ques t ion  i n  the  lon g ru n i s  whet he r  the  s t ate  a nd Pa rty  wi l l  
be  a ble  to  in f l uen ce  pu re ly  pr iv ate  f i rms  i n  C hi na?   C ur ren t  i nd icat ions  are  t hat  
they  ca n to  some d eg ree .   T he  s tate  has  b een a dept  at  us i n g  th e  levera ge  o f  
market  acce ss  in  Ch in a  to  i nf l ue nce  i nvest ment  be hav ior ,  so urc in g  de c is ions ,  a nd 
tech no logy  t ra nsfe r  p ract i ces  o f  fore i g n  co mpan ies .  
 The  CCP  now welcom es  domest i c  ent rep re neu rs  a s  members  an d 
encou rage s  p r iva te  f i rms  to  jo i n  gover nme nt -mon itore d as soc ia t ions .   P r ivate  
f i rms  w hose  owne rs  a nd ma na gers  are  we l l  connec ted to  t he  Pa r ty  an d seek  to  
expa nd in  tar gete d i n dus tr ie s  h ave  bet ter  access  to  ca pi ta l  a n d bene f i t  f rom 
governmen t  s ubs id ie s  as  we l l .   T houg h i t  l acks  owne rs hi p  i n  t r u ly  pr ivate  f i rms,  
the  gover nment  does  t ry  to  rewa rd  those  f i rms  t hat  fo l low i t s  g u i da nce .  
 So ,  s houl d  t he  U ni te d  State s  be  conce rne d about  s tate -owne d 
enter pr ises?   T he  a ns wer ,  for  now,  i s  yes .   As  op pose d to  the  1 970s  when Ch in a ' s  
s tate  se ctor  was  i nwa rd look in g,  un compet i t ive ,  an d f in anc ia l ly  un impre ss ive ,  
there  i s  now a  grou p o f  SOEs  th at  i s  outwa r d look in g,  compe t i t i ve  and  f i na nc ia l ly  
s t ron g.   The se  f i rms  are  owne d a nd  cont r o l led  by  a  gover nmen t  that  makes  no  
secret  o f  i t s  in d ustr ia l  amb it io ns  for  C hi na .    
 I 'm  s ure  t ha t  the  oth er  spe aker s  today  wi l l  g ive  v iv i d  exam ples  o f  
how suc h ambit ions  a re  a l rea dy  h av in g  dra mat ic  e f fects  o n U .S .  f i rms,  U. S .  
workers ,  an d i nte rna t iona l  market s  i n  gen era l .  
 Tha nk  you .  
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It is my pleasure to appear today before the Commission on this 

important topic.  My written remarks are based largely on the 

study I co-authored for the Commission with Cole Kyle of Capital 

Trade, Inc.  Below, I respond to several questions put forth by 

the Commission prior to the hearing. 

 

What is the scope of SOE activity in China? 

Simply put, SOEs are ubiquitous.  They play a role in virtually 

all main economic sectors.  The direct role of SOEs has been 

diluted in manufacturing, but SOEs and their subsidiaries remain 

major players in several manufacturing industries.  SOEs also 

play a prominent role in service sectors. 

 

How much of the economy is state owned? State controlled? 

How much of the economy is state-owned?  There is no straight-

forward answer because the level of detail in the public domain 

varies from sector to sector.  To answer the question in a 

straight-forward way, you would want value added data by 

industry for all industries in the economy split between SOEs, 

non-SOEs, and enterprises with mixed ownership whose ultimate 

beneficial owner is an SOE.  The so-called state-holding 

enterprises capture some of this last category, but not all of 

it, so a precise and dead-on accounting of the size of the state 

sector in China is not possible.   

 

However, in our study for the Commission, we found that if one 

makes reasonable assumptions regarding the service sector and 

the construction sector, then the share of GDP accounted for by 

state-owned and controlled enterprises – which we term the 

visible state sector-- is nearly 40 percent and the share of 

non-agricultural GDP accounted for is approximately 45 percent.  

When you consider other forms of public enterprise such as 

government-owned township and village enterprises, urban 

collectives, and firms that are not registered as SOEs but are 

controlled by affiliates of one or more SOE, then it is not a 

far stretch to conclude that the share of GDP owned and 

controlled by the state is approximately 50 percent. 
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Has the state sector grown since 2001? 

By most measures, the size of the state sector has expanded in 

absolute terms since 2001.  However, the state sector has shrunk 

in importance due to the growth of the non-state sector.  The 

one indicator where the state sector has declined in both 

absolute and relative terms is employment.  The absolute number 

of SOEs has also declined. 

 

How many SOEs are there? How about non-central SOEs? 

There are approximately 117 SOEs under the control of the 

central State-owned Assets Supervision and Administration 

Commission.  There are also a few hundred provincial, municipal, 

and county-level SASACs that own SOEs.  According to the 

National Bureau of Statistics, there are more than 100,000 SOEs 

in total, the vast majority of which are not owned by the 

central SASAC.  In general, the absolute number of central and 

local SOEs has been declining due to a number of factors, 

including the government’s desire to consolidate SOEs, and the 

tendency of SOEs to increase their efficiency by adopting mixed 

forms of ownership, and the government’s desire to embrace the 

large and let go of the small. But the central-SOEs have been 

expanding both in absolute terms and relative to non-central 

SOEs.  It is also important to recognize that the prevalence of 

SOEs varies significantly across China’s provinces. 

 

What are the differences between SOEs and other entities with 

state “involvement” (i.e., state “invested” enterprises)?   

State-owned enterprises are business entities established by 

central and local governments and whose supervisory officials 

are from the government.   In official statistics, this category 

of firms includes only wholly state-funded firms.  This 

definition excludes share-holding cooperative enterprises, 

joint-operation enterprises, limited liability corporations, and 

shareholding corporations whose majority shares are owned by the 

government, public organizations, or the SOEs themselves.  A 

more encompassing category is “state-owned and state-holding 

enterprises.” This category includes state-owned enterprises 

plus those firms whose majority shares belong to the government 

or other SOE.   This latter category, also referred to as state-

controlled enterprises (SCEs), can also include firms in which 

the state- or SOE-owned share is less than 50 percent, as long 

as the state or SOE has a controlling influence over management 

and operations.   

 

Are the differences similar at the town and village enterprise 

level?      
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As with so much of China, the central structures are repeated at 

lower levels of government.  Thus, at the local level, one will 

find SOEs that are wholly owned by the local SASAC.  That SOE 

will have subsidiaries, some of which are registered as non-SOEs 

and may include some private capital.  The term township and 

village enterprise (TVE) refers to the location of the 

enterprise rather than its ownership structure.  During the 

early years of reform, TVEs supported by private capital grew 

rapidly in China’s countryside, but since the mid 1990s TVEs 

owned by local governments have been ascendant. 

 

Is any Chinese corporate entity truly “private” and a “market” 

player and not subject to government control? 

Yes.  There are numerous entities in China that are privately 

owned, respond to market-based incentives, and are not 

controlled by the government.  However, these private entities 

operate in policy, regulatory and financial environments in 

which the state wields enormous clout and influence.  As such, 

even private entities are influenced strongly by state goals and 

must respond accordingly.  It is not hard to find prospectuses 

and corporate releases in which privately-owned companies 

trumpet their adherence to the state’s plans for their industry.  

This circumstance is present to some degree in all economies, 

but it seems more prevalent in China due to the government’s 

institutionalized planning activities and greater economic 

involvement. 

 

In addition, the CCP now allows private entrepreneurs to join 

the Party and has other means of co-opting or influencing 

private firms, including access to capital.  The web of state 

control does not prevent private firms from responding freely to 

market forces, but it does create an environment that encourages 

fealty to government development plants. 

 

What kinds of government support do SOEs receive? 

There are number of different types of subsidies conferred upon 

SOEs.  These include programs where the benefit is relatively 

straight forward, such as grants, capital injections, 

preferential loan rates from state-owned banks, and preferential 

tax rates that encourage favored activities.  They also include 

programs in which the financial contribution and benefit are 

more subtle.  Some examples of this include inputs provided at 

favorable prices, such as electricity provided by state-owned 

utilities and steel provided by government-owned steel mills; 

debt forgiveness provided to SOEs that are technically bankrupt; 

and better access to capital relative to non-SOEs.   
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The subsidy rates calculated in countervailing duty 

investigations offer some guidance as to the extent of 

subsidization in China, but these rates are company-specific and 

cannot be applied to the SOE sector as a whole.  However, 

subsidies and preferences afforded to SOEs are significant.  

According to the Chinese Think Tank Unirule, these subsidies and 

preferences account for the entire profits of the state-owned 

sector from 2001 to 2009.  Absent subsidies the real return on 

equity of SOEs would have been minus 1.5 percent.  Similarly, a 

study by the Hong Kong Institute for Monetary Research, cited in 

The Economist, found that SOE profits would disappear if they 

had to pay a market interest rate. 

 

Can SOEs be considered to be “commercial” and, if so, in what 

respects? 

SOEs certainly seek to earn profits, though profits are probably 

more important to some SOEs than to others.  SASAC, at least in 

theory, now judges management performance on the basis of 

financial performance.  Thus, there are incentives in place to 

encourage commercial behavior.  On the other hand, SOE managers 

are also judged by the CCP’s Organizations Department.  This 

aspect of their review is more likely to include an assessment 

of how well the SOE is achieving the goals of the state as laid 

out in the overarching five-year plan and industry-specific 

development plans.  This more political assessment of management 

performance may not matter if the financial objectives of the 

SOE do not work at crosscurrents to the goals of the state.  But 

commercial behavior is not likely to prevail when the financial 

objective come into conflict with the goals of the state.   

  

Do they pay dividends? Taxes? To whom? 

Although the central SASAC is entitled to dividends from the 

central-SOEs it controls, it has not always received them.  

Dividend payments to the central SASAC have been rising and 

averaged 3.8 percent of profits in 2010.  In addition, there are 

other SOEs under the purview of government ministries.  Those 

SOEs typically pay dividends to the ministries if they pay them 

at all.  There is a move to have these ministry supervised SOEs 

also pay dividends to the central SASAC.  SOEs owned by 

subnational SASACs and government agencies pay dividends to 

those entities if they pay dividends at all.  It is believed 

that the subnational SOEs pay less than the central SOEs.  

Dividends do not necessarily make it into the national budget, 

but are instead recycled into SOEs. 

 

SOEs are responsible for paying value added taxes, the 

enterprise income tax, and other taxes.  SOEs have been subject 
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to the enterprise income tax since 1994 and the taxes paid by 

SOEs are considered budgeted revenue.  Sub-national SOEs also 

are subject to the enterprise income tax. 

 

How does the current five-year plan integrate SOEs and other 

Chinese firms into achieving the objectives of the state? 

China’s five-year plans provide a national “blueprint” for 

industrial development.  They serve as economic and industrial 

instructions for planning agencies, local and provincial 

governments, banks, and state-owned enterprises.  However, these 

entities are not always mentioned explicitly.  

 

The 10th Five Year Plan for National Economic and Social 

Development, covering the period from 2001-2005, called for 

“energetically optimizing and improving [the] industrial sector” 

by enhancing traditional industries with new technologies and 

intensifying construction of transportation, energy, and other 

infrastructure facilities.  After the successful implementation 

of the 10th Five Year Plan, the government was confronted with 

overcapacity in several key industries such as steel and 

chemicals.  The subsequent 11th Five Year Plan, covering the 

years 2006-2010, focused on consolidation of capacity, along 

with the creation of new, high-efficiency facilities that can 

compete on a global scale.  The result was an unbalanced economy 

heavily dependent on exports and investment.  The 12th Five Year 

Plan, unveiled in March of 2011, focuses on “rebalancing” the 

economy through a greater emphasis on consumption.
 
 

 

In addition to this focus on rebalancing, the 12
th
 5YP has an 

ambitious emphasis on “Strategic Emerging Industries” such as 

energy, health care, and technology. The government aims to 

create new “backbone” industries, such as biotechnology, new 

energy, high-end equipment manufacturing, energy conservation 

and environmental protection, clean-energy vehicles, new 

materials, and next generation IT. “National champions” are to 

take the lead in developing these industries. The plan states 

that the government must “{c}hannel state capital into 

industries pertinent to national security and the economy 

through discretionary and rational capital injection or 

withdrawal.”  Clearly, SOEs have an important role to play in 

this transformation of China’s industrial structure.  

 

Based on the overall plan, industry-specific five year plans are 

then formulated.  These plans can be vague with respect to the 

anticipated role for SOEs.  The plans generally emphasize 

favored industrial sectors.  Five year plans are then formulated 

at the provincial level.  These plans mirror the national plans 
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but are tailored to the needs of a specific province.  These 

plans will sometimes mention “key” enterprises in favored 

industrial sectors.  Specific requirements about state-ownership 

are not often listed.  However, often times “key” enterprises 

are state-owned.   

 

It does not matter that the 12
th
 Five-Year Plan does not mention 

SOEs explicitly with regards to key development projects and 

industry goals; the SOEs are already dominant in most of the 

industries which are mentioned in the plan.  Moreover, in cases 

where projects require large capital expenditures, SOEs are in 

the best position to make such investments.  

 

A review of a partial translation of the 12
th
 Five-year Plan 

indicates SOEs will be affected by efforts to: 

 Improve the services industries in China, many of which are currently dominated by 

SOEs;  

 Support the old industrial base in Northeast China;  

 Improve income distribution; 

 Optimize investment structure; 

 Channel investments into industries considered important to national security and the 

economy; 

 Develop national champions and Chinese brands; 

 Develop strategic emerging sectors; 

 Implement industry innovation projects; 

 Reform energy production. 

Just to give an example of how this process might work, take the 

hotel sector.  Over the past decade or so, SOEs have decided 

that they needed to own hotels.  SASAC decided that these were 

non-core investments and in 2010 ordered SOEs not focused on 

tourism to exit the hotel business within five years.  The 

hotels are being transferred, sometimes free of charge, to other 

SOEs like the China National Travel Services (HK) Group. 

 

Does the CCP choose or influence the choice of directors and top 

management of SOEs? 

The CCP does choose and influence the choice of directors and 

top management at SOEs.  The Central Organizations Department of 

the CCP (“COD”) chooses the top three positions in the most 

prominent central SOEs.  An analysis by Pei Minxin published in 

2006 found that the CCP had appointed four-fifths of the chief 

executives at SOEs and more than half of all senior executives. 
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The importance of the COD is hard to overstate.  China scholar 

Tony Saich of Harvard’s Kennedy School describes the COD as 

follows: 

 

The Central Organization Department and its affiliates 

play a crucial role in maintaining discipline and 

adherence to the party through their control over 

members’ personnel files, their evaluation of 

performance and recommendation for promotion.  

Basically, the Department oversees the CCP’s 

nomenklatura appointments; these cover all senior 

military appointments, senior judicial appointees, 

heads of major state-owned enterprises, top university 

presidents such as Beijing and Tsingshua, the editors 

of key party publications and other media, provincial 

leaders and directors of think-tanks.  Not 

surprisingly it becomes the turf for numerous battles 

between different factions and groupings in the party.  

Its influence is pervasive and party members bend over 

backwards to please and flatter the staff.  One senior 

retired official told me that the CCP really only 

needs two agencies – the organization department and 

the propaganda department.  He should know as he had 

headed both of them at different times. 

 

In other SOEs the top three positions and other high level posts 

are filled by SASAC.  But the COD plays a prominent role here as 

well.  A source for our study who was also a high-ranking member 

of the personnel department of the Ministry of Science and 

Technology stated in an interview that it is still the COD that 

wields the real power behind the scenes for major personnel 

appointments at every stratum of Chinese society.  

 

Are SOEs in the United States and other foreign markets 

primarily expected to turn a profit or to gain market share or 

to pursue other non-commercial goals?  

All SOEs should not be considered free market actors because the 

government of China still exercises a substantial degree of 

control.  Profits are not unimportant, but it would be a mistake 

to view profit maximization as the primary motivator of outward 

FDI by SOEs. 

 

For the past five years, the government has encouraged its SOEs 

to “go out” into foreign markets.  Foreign investments by 

Chinese SOEs are not a new phenomenon, but they are more 

prevalent now than ever before.   
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SOEs are pursuing both market oriented and state goals.  

Clearly, there has been a policy encouraging SOEs to buy into 

resource producing entities in foreign markets.  In these cases, 

profits clearly take a back seat to the state objective of 

securing resources that the government thinks China needs.  The 

government is also pursuing other strategies, such as the famous 

brands and indigenous innovation policies, which encourage 

foreign investments for reasons other than short-term 

profitability.   

 

SOEs generally seek to make money while meeting the state’s 

policy objectives.  State policy may dictate certain types of 

investments and SOEs will consider profitability when choosing 

among these investment options.  Certainly, increasing market 

share for Chinese branded products is an objective of the famous 

brands policy, and some SOEs that invest abroad my seek to gain 

market share.  State capital is likely to be more tolerant than 

private capital of strategies that maximize market share at the 

expense of profitability. 

 

In a recent essay Li Zhaoxi described China’s “go global” policy 

as a combination of national goals and company objectives.  Li’s 

opinion should be interpreted as reflecting the policy tilt of 

China’s government as he is the senior research fellow and 

deputy director of the Enterprise Research Institute of the 

State Council’s Development Research Center. 

 

According to Li, government encouragement of outward investment 

has three primary goals:  

 securing natural resources, especially energy and raw materials;  

 contributing to China’s economic adjustment by eliminating excess supply, promoting 

capital accumulation, and accelerating technological innovation; and 

 improving international competitiveness by establishing overseas distribution networks, 

developing managerial talent, and promoting Chinese brands.  

Thus, official support for overseas investments by Chinese firms 

is not simply an expression of pride in China’s successful 

economic development over the past three decades or a natural 

outgrowth of China’s globalization.  For Beijing, the expansion 

of China’s businesses is a means to achieve certain policy goals 

for China’s economy.  Because of China’s size and its large 

economy, its efforts to achieve these goals are likely to have, 

and are already having, noticeable impacts in international 

markets.  

 

What is the allocation of capital resources in China between 
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SOEs and “private” entrepreneurs?   What is the cost of capital 

for each? 

It is now conventional wisdom that SOEs have favorable access to 

capital in China.  This means that they are able to get 

favorable interest rates from state-owned banks and interest 

free loans from local governments, and that they are able to 

borrow money when they are uncreditworthy.  This favorable 

access is a sore point with private entrepreneurs who often have 

to borrow from outside normal channels because the state-owned 

banks that dominate China’s landscape still favor their state-

owned clients.  In the past, state-owned banks have been 

reformed to make them behave less like financial utilities, but 

the general perception is that they remain beholden to the CCP 

and will behave like utilities when it suits the needs of the 

CCP.  The state-owned banks are also a powerful tool for 

encouraging firms to pursue the activities specified in the 

five-year plans. 

 

This is not to say that private firms cannot borrow money from 

state-owned banks.  They can, especially if they are well 

connected.   

 

The cost of capital for SOEs is lower on the debt side because 

Chinese firms have lower cost access to bank funds, but also 

because they have better access to equity markets through their 

subsidiaries.  A study of firm finance covering 2000 to 2007 

found an interest rate spread of 4.1 percentage points between 

the borrowing rates of SOEs and private firms.  A more recent 

study pegged the gap at 3.1 percent.  These results are 

particularly striking because the private firms were 

significantly more profitable than the SOEs.   

 

Are SOEs first in line for direct subsidies on land, energy, 

infrastructure, and indirect subsidies in the form of low 

regulations or outright exemption on workers’ rights, health, 

and safety and environmental protection?  

SOEs are well placed for obtaining direct subsidies, indirect 

subsidies, and preferences.  However, the state will also 

provide subsidies to privately owned firms that are investing in 

industries favored by the state.  As far as outright exemptions 

on worker rights, health, safety, and environment, it is not 

clear that SOEs receive special treatment.  For example, many of 

the firms who dominate the electronics supply chain and have 

been in the news lately are not SOEs.   

 

HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Dr .  He rs h.  



21 

 

STATEMENT OF DR. ADAM HERSH 

ECONOMIST, CENTER FOR AMERICAN PROGRESS, WASHINGTON, DC 

 

  
 DR.  HE RS H:   Good mo rni n g,  Commiss ione rs .   T han k  you fo r  i nv i t i ng  
me to  test i fy  to day .   My  name i s  Ad am He r sh,  an d I  am a n econ omist  at  t he  
Center  for  Amer ic an Progress  Act ion Fu n d .  
 You have  aske d me t oday  to  ta lk  a bout  th e  ro le  o f  s tate -owne d  
enter pr ises  in  the  Ch inese  economy.   Mor e  tha n 30  year s  s ince  beg in ni n g  
economic  re forms,  C hi na 's  f u ndame nta l  e conomic  i nst i tut ion s  today  a re  
dramat ica l ly  d i f fe ren t  tha n t he  syst em of  centr a l  p l an ni ng  oper at in g  du r i ng  th e  
Mao era .  
 But  des pi te  sweep in g  re forms,  gover nmen t  contro l  over  C hi na 's  
economy remain s  pe r vas ive ,  inc lu di n g  th ro ug h d i re ct  owner sh ip  o f  v i r t ua l ly  a l l  o f  
the  forma l  f in an c ia l  s ystem an d over  muc h  o f  the  e conomy's  pr oduct ive  as sets .  
 Ch i na 's  e conomic  gove rna nce  in st i t ut io ns  are  s t i l l  evo lv i ng  tod ay .   
They  are  complex  an d opa q ue,  a n d th is  ha s  led  to  some common misco ncep t ion s  
about  how C hi na 's  ec onomy works .   To day  I  wa nt  to  t ry  to  c l ar i fy  th ree  o f  t hose  
misconce pt io ns .  
 F i r s t ,  B e i j in g  does  no t  contro l  or  c omman d  everyth i n g  th at  ha pp ens  
in  C h ina 's  economy.   Government  invo lve ment  i s  e xten s ive ,  bu t  most  o f  the  
act ion  a ime d at  deve l opin g  comp an ies  ha p pens  at  t he  loca l  gov ernment  leve l .   
Loca l  o f f i c i a l s  are  Ch i na 's  re a l  e ntre pre ne u rs .   They  comman d t r emendous  
f in an c ia l  re sourc es  a nd are  invo lve d i n  ke y  bus i ness  dec i s io ns ,  and  the i r  e f fort s  
are  d i re cted at  deve l opin g  both  governme nt  owne d a nd  pr ivate  compan ies .  
 Secon d,  d is t i nct io ns  between "p r ivate "  a n d "gover nment  owner shi p"  
are  o f te n i r re levan t  i n  the  contex t  o f  C hi n a  soc iet ies .   T he  sam e ins t i t ut io ns  a n d 
s t rate g ie s  th at  a l low loca l  o f f i c ia l s  to  deve lop s ucces s f u l  comp a nies  ca n rea di ly  
be  d i rec ted at  p r iva t e  compan ies  or  gover nment -ow ned  compa nies  a l ike .   The re  
are  o f te n i nter lock i n g  re lat io ns hi ps  betwe en fam i l y  member s ,  f r ien ds ,  co l lea gues ,  
or  even t he  same in d iv id ua l  se rv in g  in  key  governme nt  a nd b us i ness  posts .  
 Th i rd ,  Ch in a ' s  econo mic  suc cess  i s  not  d u e  exc l us ive ly  to  che at in g  on 
inte rna t ion a l  e conomic  a greemen ts .   Many  o f  the  deve lo pment  s t rate g ie s  p ur sue d 
in  C h ina  make  a  lo t  o f  economic  sense .  
 These  inc lu de:  po l i c i es  to  so lve  marke t  fa i lu res  t hat  ho l d  back  
investme nts  in  new f actor ie s  a nd te ch no l og ies ;  exte ns ive  i nve stments  in  21s t  
cent ury  e duc at io n a n d i nf rast ruc tur e  to  make  workers  a nd bu s i nesses  more  
prod uct ive ;  a nd com mitment  to  h ig h  emp l oyment  macroecono mic  po l ic ie s  th at  
he l p  deve lop a  mid dl e  c las s  i n  C hi na  w ho  can prov i de  deepe r  markets  fo r  
bus in esses  the re .  
 To  be  s ure ,  U. S .  po l ic ymakers  must  take  s t rong act ion a ga in st  
v io lat io ns  o f  in ter nat iona l  eco nomic  ag ree ments  a nd pr act i ces  t hat  g ive  C h inese  
compan ies  un fa i r  a dv anta ges ,  i nc l u di ng  v i o lat ion s  o f  worke r  r i ght s  a nd 
env i ro nmenta l  r ig hts .   But  Ch in a ' s  s ucces s es  a l so  o f fer  les sons  that  po l icymakers  
can ap ply  to day  here  in  t he  U ni te d State s .   We have  t h e  power  i f  we  so  c hoose  to  
use  i t  a nd these  po l ic ies  a re  con s is te nt  w it h  Amer ica n economi c  pr inc ip les  an d 
Amer ica 's  own past  p o l icy  p rac t ices .  
 My  wr i t ten  test imony  su bmit te d for  t he  re cord prov i des  muc h 
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greate r  deta i l ,  b ut  le t  me beg in  by  ex pl a i n in g  how l oca l  gover n ment  i nd ust r ia l  
po l icy  wo rks  in  Ch in a .    
 Loca l  gover nment  o f f i c ia l s  w ie l d  s ub sta nt i a l  power  a nd auto no my,  
and  they  have  contro l  over  a  va st  s up ply  o f  reso urces  to  su p por t  economic  
deve lopme nt .    
 The  i nd ust r i a l  sy stem that  loca l  gover nme nts  in h er i ted i s  best  seen 
throu g h the  le ns  o f  t ownsh ip  an d v i l la ge  e nter pr ises ,  o r  TV Es .   These  T VEs  
evo lved out  o f  p rodu ct ion br ig ades  i n  th e  Mao -era  ag r ic u l t ur a l  co l lect ives ,  
thou gh t he  bas ic  s t r u cture  o f  i nd ust r i a l  po l icy  o f  loca l  gover nm ents  s u pport in g  
TVEs  a lso  pert a i ns  to  loca l  governme nts  t h roug hout  d i f fe rent  j u r i s d ic t ion s  i n  
Chi na .  
 Economic  re forms g r eat ly  t r an sformed  bo th t he  i nce nt ives  an d  the  
resour ces  av a i l ab le  t o  loca l  governme nt  o f f i c ia l s  to  co nd uct  in dus tr i a l  
deve lopme nt  po l icy .   In  a  re lat ive ly  s hort  per io d o f  t ime,  TV Es  t ran sformed  f rom 
economica l ly  b ackwa rd,  u nde rca pi t a l i ze d,  low tech no logy  e nte r pr i ses  into  h i gh ly  
e f f i c ie nt  a nd g lo ba l ly  compet i t ive  compa ni es .   By  the  mi d -1990s ,  they  accou nte d 
for  40  pe rcent  o f  a l l  Ch i na 's  ex port s .  
 F i sc a l  dece nt r a l i za t io n re forms le t  loca l  o f f i c i a l s  keep  an d have  
d isc ret io n over  ce rta i n  taxe s  a nd fees  co l l ected f rom b us i ness  and  i nd ust r ia l  
act iv i t ies  rat her  t ha n  remit  t hese  t axes  co l lecte d to  h i ghe r - leve l  gover nment .  
 Th is  ar ra ngemen t  cre ated a  v i r t uou s  cyc le  o f  in cent ives  fo r  o f f i c ia l s :  
the  more  t hey  worke d to  deve lop loca l  i n dus try  a nd  b us ines s ,  the  more  tax  
revenue  they  coul d  c o l lect  f rom i t ,  an d t h en the  more  they  cou ld  re i nvest  t hose  
revenue s  b ack  into  fu rther  deve lopi n g  i nd ustr ies .  
 At  the  same t ime,  f ie rce  compet i t ion  i n  do mest ic  a nd export  ma rkets  
among t he  mu lt i t ude s  o f  loca l  governmen t s  p urs u i ng  the i r  ow n in div i d ua l  
deve lopme nt  s t rate g i es  he lpe d kee p the  e f f i c i enc ies  o f  thes e  lo ca l - gover nment -
invo lve d ente rp r is es  in  c heck ,  as  d i d  ince n t ives  for  adv anceme n t  in  po l i t i c a l  
career s  wit h i n  C hi na ,  whic h  a re  p remise d on h i t t i ng  growt h a n d expo rt  ta rget s .  
 Of f i c ia l s  we re  not  ju s t  fu nne l i n g  p rod uct io n s ubs id ies  to  ine f f ic i ent  
compan ies .   Th i r ty  ye ars  o f  su bs id iz in g  i ne f f ic ien t  compa nie s  do es  not  c reate  
Chi na - leve ls  o f  eco no mic  growt h.   Loca l  o f f i c i a l s  were  un derw r i t in g  costs  a nd 
r i sks  o f  d eve lop in g  n ew prod uct s  a nd b us i ness  pr act i ces ,  t he  c osts  an d r i sk s  o f  
enter in g  n ew market s ,  a nd ado pt i ng  more  adva nce d tec hno lo g i es .   T hese  
d i f f i c u l t ies  i n  deve lopment  a re  commonly  sub ject  to  w hat  e con omists  ca l l  "ma rket  
fa i lu res"  t hat  impe de  investme nt  a nd  g rowth.  
 Rathe r  th an  look i ng  a t  owners hi p  c las s i f i ca t ions ,  i t ' s  more  
inst ru ct ive  to  look  at  where  source s  o f  f i n anc in g  for  i nvestmen t  come f rom in  
Chi na .   F i na nc i a l  reso urces  th at  loc a l  government s  command  fa r  exceed  those  
used  by  h i ghe r - leve l  governmen ts  to  s up p ort  s tate -owne d en te rpr ises - - pr imar i ly  
ban k  loa ns  an d d i re ct  t ra nsfe rs  f rom the  s t ate  b ud get .   You  ca n see  th is  in  F i gu re  
1  o f  my  test imony  s u bmit te d.   T hey  a lso  f ar  excee d  f in anc i ng  f rom fore i gn  an d 
pr iv ate  sou rces .    
 Unde r  t h is  system,  T VEs  deve lope d r ap id l y  an d g rew to  acco un t  for  a  
sub sta nt i a l  sha re  o f  exports  an d in du str i a l  p rodu ct io n i n  C hi na 's  eco nomy.  
 By  the  mi d -1990s ,  th ey  were  the  l io n ' s  s h are  o f  C h ina 's  i nd ustr i a l  
economy.   The n cor p orate  gover na nce  re f orm hap pe ned .   Af ter  that ,  i t ' s  d i f f i cu l t  
to  t race  t he  l i nes  bet ween gover nment  ow ners hi p  a n d i nd ust r ia l  po l icy ,  b ut  wh at  
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remaine d af ter  corpo rate  governa nce  re fo rm are  t he  i nst i t ut io ns  t hat  a l lowed 
loca l  governme n ts '  i n tervent ion i nto  in du s tr ia l  deve lopmen t .  
 Many  o f  t he  t h i ng s  C hi na 's  s ucce ss f u l  loca l  gover nments  do  we a lso  
do  i n  the  Un i te d St at es ,  tho ug h we do  i t  t hrou gh  d i f fe ren t  mea ns ,  an d t he  t h i ngs  
that  we  do  seem to  h ave  wan in g  po l icy  su pport  i n  rece nt  yea rs .    
 To  compete  wit h  C hi na ,  t he  U ni ted Stat es  must  e nforce  the  ru l es  o f  
t rade  an d h i gh  soc i a l  s tan da rds ,  b ut  we  m u st  a l so  recommit  to  o ur  own  
investme nts  in  bu i l d i ng  t he  b lock s  o f  a  h i g h  g rowth an d p rod uct ive  economy.  
 Tha nk  you .  
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Introduction 

 

Good morning and thank you for inviting me to testify today. My 

name is Adam Hersh and I am an Economist at the Center for 

American Progress Action Fund.  

 

You have asked me to talk about the role of state-owned 

enterprises in China’s economy. More than 30 years since 

beginning economic reform, China’s fundamental economic 

institutions today are dramatically different than the system of 

central planning operating during the Mao era. But despite 

sweeping reforms, government control over China’s economy 

remains pervasive, including through direct ownership of 

virtually all of the formal financial system and much of the 

economy’s productive assets.  

 

The still evolving nexus of political and legal institutions, 

corporate structures, and economic relationships in China 

resulting from these reforms are complex and opaque. This has 

led to several common misconceptions about how China’s economy 

works. Today I will try to clarify three. 

 

First, Beijing neither controls nor coordinates everything in 

the Chinese economy. While government involvement in China’s 

economy is extensive, most of the action aimed at developing 

individual companies happens at the local government level. 

Local officials make their own decisions in their own interests, 

often without the knowledge or support of Beijing. Local 

officials are integral to many of the entrepreneurial decisions 

that have led to China’s remarkable economic success. The 

investment resources under local government control vastly 

exceed those used by the central government to support its own 

state-owned enterprises as well as private sources of financing. 

 

Second, there is often no clear distinction between “privately 

owned” and “government-owned” enterprises in terms of government 
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support—national, provincial or local—for economic development. 

Corporate governance reforms beginning in the mid-1990s 

transformed many once distinctly government-owned companies into 

an array of seemingly private, shareholding, or joint venture 

ownership forms. But the various government institutions that 

support the development of government-owned companies are just 

as readily applied to other ownership forms, as well. There is 

often a revolving door between top leadership in business and 

key government economic positions. And beyond this system of 

local government-led industrial policy, Communist Party 

infrastructure is expanding within private firms even as 

business leaders are expanding their reach within the Communist 

Party hierarchy. 

 

Third, China’s economic success is not due exclusively to 

cheating on international economic agreements. Many of China’s 

development strategies make profound economic sense for building 

a productive and competitive economy. These include: 

 

 Solving market failures common to all economies that create disincentives for private 

investments in factories, scientific research and development, and development of new 

markets and products 

 Regulating the financial structure to supply capital for productive investments in the 

manufacturing sector 

 Dedicating to public investments in 21
st
 century education and infrastructure that make 

workers and businesses more productive 

 Committing to employment-targeted macroeconomic policies that promote development 

of a middle class—and deepening of markets for businesses. 
 

To be sure, U.S. policymakers must take strong action to 

investigate and remediate China’s economic policies that violate 

international agreements or give Chinese companies unfair 

advantages—including violations of worker rights and 

environmental rights. But there are also clear lessons in 

China’s economic success that U.S. policymakers can apply here 

in United States. U.S. policymakers also have the power to 

pursue these economic strategies today—if we so choose. What’s 

more, these policies are consistent with American economic 

principles and America’s own economic history.  

 

But let me begin with the importance of local governments in 

China’s economy today and going back several decades. 

 

Origins and powers of local government industrial policy 

Local government officials occupy a key position within China’s 

economic structure giving them considerable power over economic 

affairs, finance, productive industry, and the everyday affairs 
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of people under their jurisdiction. The structure of state power 

in Chinese society is much different than in the United States. 

A long-time U.S. diplomat and China hand explained the 

distinction to me this way: “In the United States, you can do 

whatever you want unless the government says you can’t. In 

China, you can only do what the government permits you to do.”  

 

This social structure has profound consequences for how power is 

distributed within the economy and the ability of local 

government officials to exercise authority beyond just the 

property rights conveyed by direct ownership of productive 

assets. Economists call this kind of power “first-mover 

advantage,” and it endows local government officials with power 

in setting the terms of contracts for workers, for enterprise 

managers, for people who lease lands or assets from the 

government, and really, for all who are subject to the 

regulatory discretion of officials, including privately owned 

businesses. So even businesses not owned by the government must 

dance to the tune of government officials, to an extent. 

 

But local governments do also own significant portions of 

China’s economy, and they also command tremendous financial 

resources that can be used for economic development purposes. 

Political and economic reforms that steered China away from the 

Mao-era centrally planned economy devolved considerable power 

and resources to local government entities. The system of local 

government-managed industrial policy that emerged can be seen 

most clearly in the experience of China’s rural township and 

village enterprises, or TVEs. The authority and autonomy of 

local governments I describe were not limited just to TVEs or 

rural governments—it was replicated in local governments 

throughout the country.  

 

TVEs as an enterprise form evolved from pre-reform era rural 

agricultural collectives and were organized under the authority 

of local government officials. Prior to reform, rural industrial 

enterprises existed in modest concentrations under rural 

production brigades, though, like most of the Mao-era economy, 

were typically highly inefficient and under-capitalized with 

antiquated technology. Reforms vastly transformed the incentives 

and opportunities for local governments to pursue industrial 

development. In a relatively short period of time, these 

companies developed a tremendous economic importance. In the 

1980s, TVEs accounted for 30 percent of China’s growth in 
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manufacturing and service sectors.
1
 By the mid-1990s, literally 

millions of TVEs accounted for a combined 40 percent of China’s 

total exports.
2
 Economic analyses find that these TVEs achieved 

levels of efficiency that rivaled or surpassed privately owned 

and even foreign-invested companies.
3
 

 

In the late 1990s and early 2000s TVEs and other local 

government owned enterprises underwent corporate governance 

reforms that resulted in a proliferation of ownership forms 

ranging from continued government ownership, to worker-owned 

cooperatives, to ostensibly private and foreign-invested 

companies. Although legal ownership status for many of these 

companies may have changed, the relationships and channels of 

influence between local governments and industry remain, 

including through the supply of capital for investment. Local 

government officials often concurrently serve as government 

executives, party secretaries, and directors of local 

enterprises.
4
 In a 2002 nationally representative survey of local 

government leaders, 39 percent of party secretaries surveyed and 

38 percent of village heads reported previous experience as 

enterprise managers; in half of localities either one or the 

other brought such experience into governance.
5
 But officials 

also exercised power with a scope well beyond industry “over 

almost all aspects of social, political, and economic life” in 

local communities, according to World Bank Chief Economist 

Justin Lin and co-authors.
6
 Little takes place in local economies 

without the explicit or tacit blessing of local officials.  

 

Investment in China, under all property ownership 

classifications, is subject to extensive state influence through 

regulatory channels and through control of the financial system. 

Despite emergence of new ownership forms and private property 

rights, the extent of state influence over investment can be 

seen in persistent patterns of investment over time. Economist 

Thomas Rawski observes that even late into the economic reform 

process, China’s investment cycles have not changed 

substantially from those seen under the centrally planned 

                     
1
 Lin, Justin Yifu, Fang Cai, and Zhou Li. 2003. The China Miracle: Development Strategy and Economic Reform. 

Hong Kong: Chinese University Press. P. 200. 
2
 He, Kang.  2006.  Chinas Township and Village Enterprises.  Beijing:  Foreign Language Press. 

3
 Fu, Xiaolan, and V.N. Balasubramanyam. 2003. “Township and Village Enterprises in China.” Journal of 

Development Studies. Vol. 39, no. 4, pp. 27-46. 
4
 Whiting, Susan. 2001. Power and Wealth in Modern China. Cambridge: Cambridge University Press. P. 76 

5
 Analysis of China Household Income Project Survey 2002. 

6
 Lin, Justin Yifu, Fang Cai, and Zhou Li. 2003. The China Miracle: Development Strategy and Economic Reform. 

Hong Kong: Chinese University Press. P. 147. 
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economy. The consistent pattern indicates that the main 

determinants of investment—that is to say, government decision-

making authority–also persisted through economic reforms.
7
 MIT 

economist Huang Yasheng goes so far as to argue that the ability 

of local governments to raise funds for investment projects and 

to influence key production decisions “has been considerably 

enhanced” during the reform period.
8
 

 

Professor Huang describes an extensive government structure for 

monitoring and overseeing fixed asset investments: “[investment] 

activities went through a government scrutiny process that 

required a bureaucratic paper trail.”
9
 And this bureaucratic 

trail is overwhelmingly local: in 1995, 70 percent of fixed 

asset investment was supervised under the jurisdiction of local 

governments; by 2008 local governments held jurisdiction over 83 

percent of investment.
10
 In 2008, only 6 percent of fixed 

investment occurred outside the jurisdiction of local or central 

governments.  

 

How local governments fund economic development 

Early reforms devolved much fiscal authority to local 

governments, altering the way they collect and remit taxes to 

higher levels of government. Prior to reform, local officials 

would remit collected taxes and then receive some revenue 

sharing allotment back from higher levels of government. This 

arrangement gave local officials little incentive to collect 

taxes or utilize revenues efficiently.  

 

Fiscal reforms reversed this structure, in essence giving local 

officials a “property right” in the taxes they collect. In 

particular, taxes collected on industrial and commercial 

activities, and a range of miscellaneous fines and fees, would 

be retained at the local level as “extrabudgetary” revenues that 

local officials could use at their discretion. As much as two-

thirds of all off-budget government revenues derived directly 

from the business activities of TVEs, though local governments 

also derived revenues from enterprises in other ownership 

categories.
11
 In some provinces, extrabudgetary revenues 

                     
7
 Rawski, Thomas G. 2003.  “Recent Developments in Chinas Labour Economy.”  Report pre-pared for ILO 

International Policy Group. 
8
 Huang, Yasheng.  1996. Inflation and Investment Controls in China: The Political Economy of Central-Local 

Relations during the Reform Era.  Pp. 223.  Cambridge: Cambridge University Press. 
9
 Huang, Yasheng.  2008.  Capitalism with Chinese Characteristics: Entrepreneurship and the State.  Pp. 20.  

Cambridge: Cambridge University Press. 
10

 Analysis of China National Statistical Yearbook (Zhongguo Tongji Nianjian) 2011 data, Table 5-10. 
11

 Lin, Justin Yifu, Fang Cai, and Zhou Li. 2003. The China Miracle: Development Strategy and Economic Reform. 
Hong Kong: Chinese University Press. P. 147. 
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accounted for as much as 60 percent of total fixed asset 

investment.
12
 

 

To put the scale of local government resources in perspective, 

we can look at how sources of financing for fixed asset 

investment in China have evolved over time, from 1996 to 2009 

(Figure 1).
13
 First consider the primary sources of financial 

resources available to State Owned Enterprises under the control 

of Beijing and higher levels of government: domestic bank loans 

and funds allocated from the state budget. Over the past 15 

years combined capital resources provided by the central 

government budget and domestic bank loans amounted ranged from 

19 to 27 percent of total national investment. Today, state 

budget resources for investment represent a very small portion 

of overall investment, roughly 5 percent, down from nearly 30 

percent in 1980. And not all domestic bank credit is used to 

support SOEs on a non-commercial basis. World Bank economists 

Robert Cull and Collin Xu find that firms receiving bank loans 

in China tend to be of higher productivity.
14
 But the key point 

is that fully three-quarters to four-fifths of all fixed 

investment in China is not derived from capital sources over 

which the central government in Beijing holds direct control. 

 

Foreign investment, to which many observers and analysts ascribe 

China’s economic success, accounts for a relatively minor and 

diminishing portion of overall investment in China. In the time 

since China’s WTO accession in December 2001, foreign investment 

averaged only 3.7 percent of national investment, and less than 

2 percent in 2009. Even these figures overstate the impact of 

foreign investment. Much of what is recorded in statistics as 

foreign direct investment actually originates from domestic 

capital sources “round-tripped” through Hong Kong in order to 

receive preferential tax treatment. Estimates suggest one-

quarter to one-half of all registered foreign direct investment 

actually originates from domestic sources.
15
 Similarly, China’s 

capital markets supply only a marginal share of total 

                     
12

 Huang, Yasheng.  1996. Inflation and Investment Controls in China: The Political Economy of Central-Local 
Relations during the Reform Era.  Pp. 223.  Cambridge: Cambridge University Press. P. 80. 
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investment, on average less than 3 percent annually since WTO 

accession.  

 

The vast majority of resources for investment seen in Figure 1 

fall into the all-encompassing “other” category and is 

overwhelmingly the largest source of funds for investment in 

China. This amalgam includes (a) extrabudgetary revenues and 

other resources provided by local governments, (b) retained 

earnings of firms, and (c) funds raised through private finance. 

Private finance occurs mainly through informal, unregulated 

channels also sometimes called the “curb market.” Although 

research suggests informal finance is widespread, it is 

concentrated in relatively small-scale, low productivity 

entities. In the words of Professor Huang, truly private 

entrepreneurship is “a poor man’s affair” in China.
16
 Moreover, 

much informal finance is not used for business investment, but 

rather for household consumption purposes or to finance 

migration or weddings.  

 

Overall, “other” sources of funds climbed from 66 percent of 

total investment in 1996 to 77 percent in 2009. The “other” 

category is not exclusive to extrabudgetary revenues of local 

governments. Depending on the year, roughly half of “other” 

funds for investment can be attributed to extrabudgetary 

revenues—still considerably larger than any other single source 

of investment financing in China. Though it is not possible to 

pinpoint with accuracy the remaining contributing sources of 

funds to this category, it is clear that within this category 

are other sources under the domain of local government 

officials, including retained earnings of firms under local 

control and the forced savings of workers who are routinely 

required to post “employment performance bonds,” putting 

substantial capital at the disposal of firm management as a 

condition of securing a job. Thus, the overwhelming majority of 

funds for fixed asset investment in China are under the control 

of local governments.   

 

More recently, under China’s 2009 and 2010 fiscal and monetary 

stimulus plan, local governments also borrowed substantial sums 

for investment from banks through what are called local 

government financing platforms. We are still learning many of 

the details of how this financial instrument worked and the 

scale of its use. But, in short, local governments created 
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investment companies that borrowed money from banks and used 

this capital for local investment projects. In theory, this 

borrowing would be accounted for under the domestic bank loans 

category presented in Figure 1. Use of this new financing 

vehicle does not change the story of how development strategies 

are financed in China, but serves to highlight the key roles 

played by local governments in development.  

 

The entrepreneurial role of local government officials 

The institutional arrangement of local government industrial 

policy financing established a virtuous circle of incentives for 

local officials. The more that the local economy developed, the 

more extra-budgetary revenues officials collected and could 

reinvest in economic development: extrabudgetary revenues and 

local industry developed hand-in-hand. The financial resources 

and economic assets under the authority of local officials 

certainly created ample opportunities for corruption, and 

anecdotal and journalistic accounts of corruption abound.  

 

Yet local government-led industries also faced a significant 

disciplining effect in the form of rampant competition among the 

multitudes of localities pursuing development strategies—they 

competed against each other in domestic markets, and they 

competed against each other and high productivity companies from 

around the world in global export markets. Competition in 

markets helped drive local government enterprises to efficiency, 

but so did competition for political advancement, premised in 

large part on achieving economic and export growth targets set 

from above in the political hierarchy. In essence, the political 

advancement of local officials was linked to their 

entrepreneurial skills.
17
  

 

Funneling large sums of financing to inefficient companies over 

extended periods of time does not yield sustained, rapid 

development over three decades by itself. Local officials must 

be doing something economically right with these funds. In 

addition to the incentives for growth and efficiency that 

evolved since 1978 through successive economic reforms, local 

governments directed funds toward economically efficient uses 

that expanded companies’ and the overall economy’s technological 

and productive capacity, and diversified production into new and 

increasingly more sophisticated manufacturing activities.  
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Much recent economic research shows the critical importance of 

the manufacturing sector of an economy for accelerations and 

sustained strong levels of economic growth.
18
 While manufacturing 

is important for growth and technological deepening, expansion 

of economic activities into new and more sophisticated areas are 

fraught with market failures, or what economists refer to more 

broadly as “coordination failures.” These failures result when 

potentially profitable or welfare-enhancing opportunities exist, 

but are not taken by individuals or companies for a variety of 

reasons.
19
  

 

In terms of growing new industries and adopting and developing 

new technologies—the foundations of economic growth—the key 

market failure problems tend to stem from (a) information 

spillovers, (b) difficulty in coordinating complementary 

investments needed to make some individual investments 

profitable, and (c) risks specific to start-up companies and 

small businesses that making financing difficult. It is costly 

and risky for firms to invest in discovering new products, new 

markets, new technologies, and new ways to do business. Once 

such an investment is made, the information about what can be 

profitable to do is readily available to other potential 

entrepreneurs. As a result, the discoverer of this information 

will not be able to recoup the benefits of making investments to 

discover this information. Economists have long known that such 

issues with information spillovers will lead to an economically 

inefficient undersupply of such investment, as well as research 

and development activities.  

 

In the case of coordination problem (b), a potential investment 

opportunity may only be profitable if other complementary 

investments—public or private—are also made at the same time. 

For most firms, making the combined necessary investments is 

often beyond the means, scope of expertise, or risk appetite of 

an individual investor. Moreover, cooperation of multiple 

individual investors is difficult due to incomplete information 

among the parties and conflicts over how to divide the profits 

created from the complementing investments. Difficulty of small 

and new firms accessing investment capital in (c) is a problem 

faced by businesses in even advanced countries with highly 
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developed financial systems.  

 

Public interventions to resolve both coordination problems (a), 

(b), and (c) can be both general welfare and economic growth 

enhancing. Policies in the United States have served to remedy 

these challenges to growth through a variety of means: direct 

funding and tax subsidies for scientific research and 

development; coordinating development of new technologies 

through DARPA and SEMATECH; the Small Business Administration, 

the Small Business Innovation Research program, and the 

manufacturing extension program; efforts of state and municipal 

governments to develop regional economic clusters; and more. But 

in recent years, funding for such endeavors at the federal 

government level and cash-strapped states have waned, and come 

under repeated threats of budget cuts.
20
 

 

Local governments in China have pursued policies similar in 

principle, though in a more aggressive, coordinated, and direct 

fashion through local government institutions. In addition to 

launching new enterprises, local governments used extrabudgetary 

revenues and other resources to finance investments in 

technological upgrading of enterprises and the costs of 

discovering new markets and expanding into new industries. And 

local government officials have directed this support to both 

government-owned and private-owned companies with a goal of 

promoting overall economic and export growth. 

 

As we know, China’s economic success since the early-1990s owes 

to its strong export-led growth strategy. The efficacy of local 

government-led development policies can be seen by analyzing how 

export development is statistically associated with the 

development financing available to local governments as compared 

to other modes of finance—domestic bank loans and central 

government budgets, foreign direct investment, and informal 

private finance—and other standard factors associated with 

export performance.
21
 Econometric analysis shows that 

extrabudgetary revenues associated with local government 

industrial policy had a stronger effect on export development 
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than any other mode of finance, including foreign direct 

investment. For every one percent increase in extrabudgetary 

revenues in China’s provinces, exports from that province 

increased 0.5 to 0.7 percent.  

 

Lessons for the United States 

The local government-led industrial strategy system I describe 

here has been remarkably successful and effective at delivering 

strong economic growth and steadily rising standard of living 

for Chinese citizens. While local government officials oversaw 

much successful microeconomic development, they did not do so on 

their own—they operated with an environment of supportive 

macroeconomic environment that allowed the seeds of local 

government investment to flourish. In particular, national level 

policies that reflect: 

 

 Dedication to substantial public investments in 21st century education and public 

infrastructure systems that make for productive workers and businesses, 

 And commitment to maintaining employment-targeted macroeconomic that have helped 

develop a middle class in China and provide deepening markets into which Chinese 

businesses can sell. 
 

U.S. policymakers would not do in the same way many of the 

things that China’s policymakers—at local and national levels of 

government—do to promote a strong and productive economy. But 

much of what China does, the United States does or can do 

through different means: investments in education, scientific 

research and development, infrastructure, and macroeconomic 

management for full-employment. 

Thank you. 
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HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Dr .  H sue h.  
 

STATEMENT OF DR. ROSELYN HSUEH 

ASSISTANT PROFESSOR, TEMPLE UNIVERSITY, PHILADELPHIA, PA 

 
 
 DR.  H SUE H:   H i .   Th an k  you so  muc h for  i nv i t i ng  me here  to day .   My  
name i s  Rose ly n  H sue h,  po l i t i ca l  sc ien t i s t  at  Temple  Un ivers i ty .    
 The  People 's  Rep u bl i c  o f  C hi na  l au nc hed i t s  Ope n Door  Po l icy  i n  
1978.   Now,  more  t ha n th ree  deca des  later ,  a  n ew model  o f  ca pi ta l i sm ha s  
emerged .   Ma rket  governa nce  a n d econo mic  en ga gement  to da y  dep art  f rom 
Chi na 's  Communi st  p ast  a nd  i t s  East  As ia n  ne i gh bors ,  wh ic h  res t r ic te d r athe r  t ha n 
embrace d fore ig n  d i r ect  i nvestment .  
 In  an  e nv i ronment  o f  more  compet i t i o n  a n d fore ig n  i nf l uence ,  t he  
Chi nese  s tate  ha s  tak en the  lea d in  e rect in g  market  in st i t ut ions  and  cre at i ng  the  
ru le s  o f  e ng ageme nt .   I t s  reg ul atory  s t ate  de l ibe rate ly  combi ne s  l i ber a l  eco nomic  
and  s tat e  i nterve nt io nis t  mecha ni sms  i n  s ector -s pec i f i c  ways .  
 The  re st r uctu r i ng  o f  s t rate g ic  i nd ust r ies ,  w i th  s i gn i f i ca nt  a pp l i cat ion  
for  n at io na l  sec ur i ty ,  contr ib ut io n to  t he  nat io na l  tec hno lo gy  base ,  a nd t he  
compet i t ive ness  o f  o ther  sectors  in  econo my,  exempl i f ies  how the  ce ntr a l  s tate  
has  use d a dmi nis t rat i ve  s t r eaml in in g  to  wi thd raw a t  the  same t i me that  i t  
reasse rts  i t s  in f l uenc e  in  pr ior i ty  are as .  
 In  t hose  in du str ia l  se ctors ,  t he  coor di nat i on ca pac i ty  o f  t he  C h inese  
governmen t  h as  i nc re ased ,  b ut  i t  does  not  reg ulate  as  a  re feree  as  commonly  
expecte d o f  in depe n d ent  re gu lator s  i n  l i be ra l  e conomies .   Ra th er ,  t he  s ta te  
complements  the  in t r oduct ion o f  compet i t ion  wit h  t he  e nh ance ment  o f  
bu reau crat ic  coor di n at ion u p a nd down t h e  su pp ly  ch a i n  a nd  s t r ic t ly  re gu lates  
market  ent ry  a nd  ex i t ,  inve stment  leve l ,  a nd t he  bu s i ness  scop e  o f  an d 
compet i t io n  be tween  market  p laye rs .  
 S tate -owne d ente rp r i ses  a nd pr ivate  an d f ore ig n  compa nie s  co ex is t ,  
but  the  s tate  remai ns  the  domina nt  ow ner  and  s take ho l der  o f  i n f rast ru ctu ra l  
assets  an d ma na ges  t he  a dopt ion o f  fore i g n  tec hno lo gy  a nd i n i t iat io n a nd 
implemen tat io n o f  in d i geno us  tec hno logy .   Th i s  domi na nt  pat te rn  o f  ma rket  
governa nce  ma ni fest s  in  s t r ateg ic  in du str i es  f rom te le communi cat ion s  a nd 
ban k i ng  to  e ner gy  se ctors  a nd au tomobi le s .  
 In  co ntr ast ,  less  conc erne d a bout  co ntro l l i ng  pro d uct s  or  se rv ic es  
that  do  not  have  ap pl icat ions  to  nat iona l  s ecur i ty  a nd contr i but ion to  t he  
nat io na l  tec hno lo gy  base ,  the  Ch ine se  go vernment  in t rod uce d  compet i t ion,  
beg in ni ng  i n  the  1980s ,  an d dece ntra l i ze d  market  coor di nat ion  to  loca l  
governmen ts  a nd  co mm erce  bu rea us  t hro ug hout  t he  1990s .  
 Empowered w ith  eco nomic  de c is ion -mak i n g,  decen tra l i zed  acto rs ,  
governmen t  a nd non - state  a l ike ,  p laye d ke y  ro les  in  ma rket  coo rdi nat ion an d 
compr ise  the  d ive rs i t y  o f  pro perty  r i ght s  i n  no n -s t rate g i c  i nd us tr ies .  
 Loca l  gov er nment s  a nd commerce  bu rea u s  ap prove  mark et  en t ry ,  
whic h  i n  ma ny  cas es  are  comp lete ly  l i bera l i zed .   T hese  dece ntr a l i zed  a uthor i t ie s ,  
inc lu di ng  sector  an d bus in ess  assoc i at io ns ,  act  as  eco nomic  s ta keho l ders  as  
oppose d to  domi na nt  owners  an d man age r s  in  a  f ie r ce ly  compet i t ive  l an dsc ape .  
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 P r ivate  e nter pr ises ,  many  o f  wh ic h  res t r u cture d f rom town a n d 
v i l l age  e nter pr ises ,  w ere  d ivested  f rom st a te -owne d compa nie s ,  an d fore ig n -
investe d one s  compe te  f ie rce ly .   T he  b us i ness  an d po l i t i cs  o f  t hese  mar kets  a re  
loca l ,  a nd comp an ies  have  to  con ten d wit h  the  va gar ies  o f  loca l  po l i t i cs ,  
reg ulato ry  ar b i t ra r i n ess ,  a n d the  lac k  o f  c entra l  w i l l  an d reg ula tory  cap ac i ty  i n  
enforc in g  mac roecon omic  an d economy -w i de  r u les .   T h i s  domi n ant  pat te rn  o f  
market  gover na nce  i s  w i tne ssed  i n  i nd ust r i es  ra ng in g  f rom text i l es  an d co nsume r  
e lect ro nics  to  foods t uf f s  a nd pa per .  
 So  what  are  the  e con omic ,  po l i t i c a l  an d so c ia l  imp l ic at io ns  o f  C hi na 's  
b i f ur cate d s t rate gy  o f  market  govern an ce  for  the  compet i t ive  p er forma nce  o f  
Chi nese  b us i ness  an d  in d u stry?   W hat  are  the  im pl i cat ions  for  g loba l  market  
compet i t io n?  
 Wel l ,  le t  us  co ns i der  the  te l ecommuni cat i ons  i nd ust ry ,  a n  in du stry  
with  h i gh  ap p l ic at ion  for  n at io na l  sec ur i ty  an d s ig n i f i ca nt  contr ib ut io n to  the  
nat io na l  tec hno lo gy  base  an d t he  compet i t iv enes s  o f  o th er  se c tors  i n  t he  
economy.    
 The  i nt ro duc t ion  o f  market  compet i t ion  h as  at t racte d g lob a l  p l ayers  
f rom AT&T to  Motoro la  a nd  MySp ace  to  pa rt ic ip ate  i n  t he  l ar ge st  
te lecommun icat ions  market  i n  t he  wor l d ,  expos i ng  Ch ine se  i n d ustry  to  fore i g n  
tech no logy  a n d know -how.   The  sector -s pe c i f i c  re reg ul at ion ,  wh ich  q uick ly  
fo l lowed ,  h as  fostere d a  v i br ant  Ch i nese  c ommunicat ions  i nd us try  i n  wh ich  va l ue -
add ed serv ice  p rov id ers ,  s uc h as  Ya hoo  an d Goog le ,  compete ,  e ven wh i le  g lo ba l  
operator s  are  sh ut  o ut  o f  t he  bas ic  se rv ic es .  
 Fore i gn  e q ui pment  m akers  f rom Er icsso n a nd Norte l  to  Q ualcom m 
a lso  e njoy  market  sh are ,  t ha nks  in  pa rt  to  the  proc urement  o f  s tate -ow ned 
carr iers  wh ich  have  e mbrace d fore ig n  te ch no log ies  i n  ad di t ion  t o  implement i ng  
in di geno us  one s .  
 Ch i nes e  compan ies  n ow se l l  te lecommun ic at ion s  eq ui pment  an d 
prov i de  serv ices  in  g l oba l  ma rkets ,  pa rt i cu lar ly  i n  deve lop in g  co unt r ies  i n  wh ic h  
Chi nese  gover nment  has  s t ron g d i p lomat ic  t ies .   
 Po l i t i c a l ly ,  w i t h  comp lete  cont ro l  o f  te leco mmunica t ion s  
inf ras t ru ctu re  a nd  go vernment  ow ners hi p  and  man agemen t  o f  c ommunicat ions  
networks ,  top lea der shi p  c an ma nd ate  b la ckouts  o f  I nter net  a n d mobi le  
communicat ion s  whe n po l i t i ca l ly  se ns i t ive  an d soc i a l ly  de sta bi l i z in g  i ssue s  a r i se  
and  events  occu r .  
 At  the  same t ime,  p r i ce -cu t t i ng  i s  t he  domina nt  s t rate gy  betwe en the  
f ierce ly  compet in g  s t ate -owne d c arr iers .   Th is  i s  not  a  su sta ina ble  s t rate gy  fo r  
the  p rov is ion o f  q ua l i ty  serv ice s ,  w hic h  wi l l  l im it  t he  g loba l i zat i on pote nt ia l  o f  
Chi nese  o pera tors .  
 Moreover ,  in d ustry  i ns i der s  a nd ma rket  w atche rs  have  ques t io ned 
the  tec hn ica l  qua l i ty  and  market ab i l i ty  o f  Chi na 's  in d i ge nous  n etwork in g  
tech no logy ,  TD -S CDMA;  they  dou bt  g lob a l  market  a dopt ion wi l l  ever  occur .   S t r ic t  
reg ulat ion o f  s t r ate g i c  sectors  ha s  s t i f led  domest ic  in novat io n and  market  
v iab i l i ty  o f  i n d i geno u s  tech no log ies ,  a nd i n  se l ect  I T  s ubse ctor s ,  g loba l  comp an ies  
have  s ucces s f u l ly  p rotested ag a i nst  t he  e n forcement  o f  Ch in ese  s tan da rd s .  
 Ad di t iona l ly ,  as ide  f r om a  few market  s ta n douts ,  s uch  as  Hu awe i  a nd 
ZTE ,  most  C hi nese  e q u i pment  make rs  com pete  i n  co nsume r  te l ecommunica t ion s  
equ ipmen t  a nd not  t he  h ig h  tec h,  more  v a lue -a dde d,  network i ng  su bsector s .  
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 On t he  othe r  h an d,  a mong the  no nstr ateg i c  in d ustr ies ,  de  facto  an d 
formal  mar ket  l ibe ra l i za t ion an d r ere gu lat i on enco ura ge d the  e mergence  o f  
domest ic  in du stry .   H ypercompet i t io n  re ig ns ,  an d many  b us i nes ses  emerge  an d 
qu ick ly  fa i l .   T hose  th at  su rv ive  domina te  l oca l  market s  re gu lat ed by  the  loca l  
ru le s  a nd loca l  en for cement  o f  eco nomy -wide  ru les .   Exte ns iv e  market  
l ib era l i zat ion a n d  no n-se ctor - spec i f i c  eco nomy -wide  an d mac r oeconomic  ru les  
at t rac t  fore ig n  d i re ct  investme nt ,  bene f i t i ng  t he  domest ic  sect or  thro ug h 
tech no logy  a n d know led ge  t r ans fer s .  
 Domest ic  compa nies  have  a lso  be nef i te d f rom sub s i d ies  tar get ed at  
s t rate g ic  su bse ctors  i n  no nstr ateg ic  in du st r ies  suc h a s  tec hn ica l  text i le s  a nd  
geosynt het i cs ,  a lon g the  s up ply  ch a i n  th at  contr ib ute  to  t he  de ve lopment  o f  
inf ras t ru ctu re ,  t hat  h ave  mi l i t ary  ap pl icat i ons ,  a n d th at  co ntr i b ute  to  t he  
compet i t ive ness  o f  o ther  sectors  an d t he  rest  o f  t he  eco nomy.  
 In  sectors  an d i ss ue  a reas  in  w hi ch  t he  ce n tra l  gover nment  has  
re l i nq u ishe d co ntro l ,  the  l ack  o f  ru les  an d  lack lu ster  e nfor cement  o f  reg ul at ion s  
has  c reate d prob lems  that  ch a l le n ge  C hi na 's  po l i t i ca l  re g ime,  i n c lu di ng  de f ic ient  
reg ulato ry  c a pac i ty  t o  enforce  ru les  co nce rni n g  h uman  an d an i mal  he a l t h  a nd 
safety  an d t he  env i ro nment .  
 Th is  i s  prev a le nt  i n  i nd ust r ia l  sec tors ,  suc h as  food prod uct ion and  
d is t r i bu t ion an d e ner gy  ge ner at ion  a nd pr oduct ion w here  t he  s tate  h ad 
prev io us ly  dece ntr a l i zed  reg ul atory  co ntro l .  
 Ch i na 's  new c ap i ta l i s m so lves  as  we l l  as  c r eates  gover na nce  pro blems 
as  C hi na  s imu lta neou s ly  i nt ro duce s  market s  an d e nh ance s  s t ate  capa c i ty  to  
in dus tr i a l i ze  an d mod erni ze  an d mai nta in  s oc ia l  s ta bi l i ty  an d a u thor i t ar ia n  r u le .  
 Tha nk  yo u .  
 

  



39 

 

PREPARED STATEMENT OF DR. ROSELYN HSUEH 

ASSISTANT PROFESSOR, TEMPLE UNIVERISTY, PHILADELPHIA, PA 

 

February 15, 2012 
Roselyn Hsueh 

Assistant Professor of Political Science 
Temple University 

 
Testimony before the U.S.-China Economic and Security Review Commission 

 
CHINA’S REGULATORY REGIME AND NEW CAPITALISM 

 
The People’s Republic of China launched its Open Door Policy in 1978. More 

than three decades after the country’s reintegration into the global economy, a new 
model of capitalism has emerged. Market governance and economic engagement today 
departs from China’s Communist past and its East Asian neighbors, which restricted 
rather than embraced foreign direct investment (FDI). This new capitalism solves as 
well as creates governance problems as China simultaneously introduces markets and 
enhances state capacity to industrialize and modernize; and maintain social stability and 
authoritarian rule. 

In an environment of more competition and foreign influence, the Chinese state 
has taken the lead in erecting market institutions and creating the rules of engagement.  
Its regulatory state deliberately combines liberal economic and state interventionist 
mechanisms in sector-specific ways. The restructuring of strategic industries, with 
significant application for national security, contribution to the national technology base, 
and the competitiveness of other sectors in the economy, exemplifies how the central 
state has used administrative streamlining, specifically the various rounds of downsizing 
of government bodies and personnel, including exercising control when and where it 
sees fit, to withdraw at the same time that it reasserts its influence in priority areas. In 
those industrial sectors, the coordination capacity of the Chinese government has 
increased but it does not regulate as a referee as commonly expected of independent 
regulators in liberal economies. Rather, the state complements the introduction of 
competition with the enhancement of bureaucratic coordination up and down the supply 
chain, and strictly regulates market entry and exit, investment level, and the business 
scope of and competition between market players. State-owned enterprises (SOEs) and 
private and foreign companies co-exist; but the state remains a dominant owner and 
shareholder of infrastructural assets and manages the adoption of foreign technology 
and initiation and implementation of indigenous technology.  This dominant pattern of 
market governance manifests in strategic industries from telecommunications and 
banking to energy sectors and automobiles. 

In contrast, less concerned about controlling products or services that do not 
have applications to national security and contribution to the national technology base, 
the Chinese government introduced competition beginning in the 1980s and 
decentralized market coordination to local governments and commerce bureaus 
throughout the 1990s. Empowered with economic decision-making, decentralized 
actors, government and nonstate alike, play key roles in market coordination and 
comprise the diversity of property rights. Local governments and commerce bureaus 
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approve market entry, which in many cases are completely liberalized. These 
decentralized authorities, including sector and business associations, act as economic 
stakeholders as opposed to dominant owners and managers in a fiercely competitive 
landscape. Private enterprises, many of which restructured from town and village 
enterprises or divested from state-owned companies, and foreign-invested ones 
compete fiercely. The business and politics of these markets are local and companies 
have to contend with the vagaries of local politics, regulatory arbitrariness, and lack of 
central will and regulatory capacity in enforcing macroeconomic and economy-wide 
rules. This dominant pattern of market governance is witnessed in industries ranging 
from textiles and consumer electronics to foodstuffs and paper. 

Various dynamics at different levels of government have emerged in the 
regulatory transformation entailed in China’s bifurcated strategy of market reform. The 
administrative and ownership restructuring witnessed in different phases of liberalization 
and reregulation reveal the growing diversity in function and form of government 
agencies and quasi-state organizations from the center to the locality. In strategic 
industries, central ministries have a mandate but it does not mean that central 
bureaucrats always agree on actual policy details. In nonstrategic ones, provincial and 
local branches of central ministries wrestle for influence in regulatory enforcement and 
local rulemaking. In these contexts, actual details of regulatory and market restructuring 
and new and reformulated rules to enhance or relinquish central authority are often 
products of much protracted bureaucratic conflict or fierce bargaining between relevant 
political and economic stakeholders. The lists below summarize the sectoral variation in 
dominant patterns of market governance in China today.1 
 
Market Governance in Strategic Industries 

 Separation of enterprise from government bureaucracy; corporatization; business 
restructuring, and/ or creation of SOE groups (and public listing) 

 Introduction of competition between SOEs and sometimes the nonstate sector 

 Centralized bureaucracies make policy and regulate or delegate implementation 
to lower levels of government 

 Sector-specific rules on ownership, investment level, and market entry (no 
private entry, domestic sector only, and/or foreign investment through joint 
ventures), product certification, and technical standards 

Market Governance in Nonstrategic Industries 

 Divestment of state assets to former managers, corporatization, and/or business 
restructuring (and public listing) 

 Liberalization of market entry  

 Vibrant private sector, comprising quasi-state–quasi-private firms and FDI 

 Economy-wide rules on market entry, macro-economic policies, and local 
approval of market entry and licensure of business scope 

ECONOMIC, SOCIAL, AND POLITICAL IMPLICATIONS 
 
                     
1
 Lists adapted from Roselyn Hsueh, China’s Regulatory State: A New Strategy for Globalization (Cornell 

University Press, 2011). 
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What are the economic, political, and social implications of China’s bifurcated 
strategy of market governance for the competitive performance of Chinese business 
and industry? What are the implications for global market competition? Let us consider 
the telecommunications industry, an industry with high application for national security 
and significant contribution to the national technology base and the competitiveness of 
other sectors in the economy. The introduction of market competition has attracted 
global players from AT&T to Motorola and MySpace to participate in the largest 
telecommunications market in the world, exposing Chinese industry to foreign 
technology and knowhow. The sector-specific reregulation, which quickly 
followed, has fostered a vibrant Chinese telecommunications industry in which value-
added service providers, such as Yahoo and Google compete, even while global 
operators are shut out of basic services. 

Foreign equipment makers from Ericsson and Nortel to Qualcomm also enjoy 
market share thanks in part to the procurement of state-owned carriers, which have 
embraced foreign technologies, in addition to implementing indigenous ones. Moreover, 
Chinese companies now sell telecommunications equipment and provide services in 
global markets, particularly in developing countries such as Iran and Nigeria, with which 
the Chinese government has strong diplomatic ties. Politically, with complete control of 
telecommunications infrastructure in government ownership and management of 
communications networks, top leadership can mandate blackouts of Internet and mobile 
communications in China proper and Tibet and Inner Mongolia when politically sensitive 
and socially destabilizing issues arise and events occur. 

At the same time, price-cutting is the dominant strategy between the fiercely 
competing state-owned carriers; this is not a sustainable strategy for the provision of 
quality services, which will limit the globalization potential of Chinese operators. It 
remains to be seen whether sector specific reregulation to control information 
infrastructure and dissemination will exempt the Chinese Communist Party from the 
political effects of the global information revolution being witnessed in the Middle East 
with the Arab Spring. Developments thus far show that it is very possible to have freer 
markets and more authoritarian control. In the short term, the distinct path-dependent 
patterns of state control disincentivize bottom-up democratic mobilization and political 
reform from above.  Moreover, industry insiders and market watchers have questioned 
the technical quality and marketability of China’s indigenous networking technology, TD-
SCDMA; they doubt global market adoption will ever occur. Strict regulation of strategic 
sectors has stifled domestic innovation and market viability of indigenous technologies; 
and in select Information Technology subsectors, global companies have successfully 
protested against the enforcement of Chinese standards. Additionally, aside from a few 
market standouts, such as Huawei and ZTE, most Chinese equipment makers compete 
in consumer telecommunications equipment and not the high tech, more value-added 
networking segments.  

Among the nonstrategic industries, de facto and formal market liberalization and 
reregulation encouraged the emergence of domestic industry. Hypercompetition reigns; 
thus many businesses emerge and quickly fail. Those that survive dominate local 
markets regulated by local rules and local enforcement of economywide rules. 
Extensive market liberalization and non-sector-specific economy-wide and 
macroeconomic rules attract FDI, benefiting the domestic sector through technology 
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and knowledge transfers. Domestic companies have also benefited from subsidies 
targeted at strategic subsectors in nonstrategic industries, such as technical textiles and 
geosynthetics, along the supply chain that contribute to the development of 
infrastructure, that have military applications, and that contribute to the competitiveness 
of other sectors and the rest of the economy.  

In sectors and issue areas in which the central state has relinquished control, the 
lack of rules and lackluster enforcement of regulations have created economic, social, 
and political problems that challenge China’s political regime. These problems include 
deficient regulatory capacity to enforce rules concerning human and animal health and 
safety and the environment. This is prevalent in industrial sectors, such as food 
production and distribution and energy generation, where the state had previously 
decentralized regulatory control. 

Importantly, as the Chinese government has concentrated its macro- and micro-
level measures on promoting industrial development, much of the dividends fall in the 
area of export growth. Many measures encourage manufactured exports at the expense 
of the service sector, depressing job growth and cramping spending power when wages 
are already low, thereby dampening domestic consumption. In the Eleventh Five-Year 
Plan issued in 2006, the Chinese government switched its focus to promoting 
indigenous production and domestic consumption, relying on administrative and 
macroeconomic measures to do so. But to the chagrin of its trade partners, the Chinese 
government has not increased the value of the renminbi to a satisfactory level. What is 
more, the central government’s efforts to address the unintended consequences of 
China’s development model never stray too far from its bifurcated strategy of 
reregulation.  

For example, during the global economic slowdown, the Chinese government 
announced in 2008 an economic stimulus plan that allocated nearly USD 600 billion to 
infrastructure and social programs. Provincial governments followed suit with their own 
stimulus packages.  Central and local stimulus plans, however, were not necessarily 
conceived in response to the financial crisis. The Eleventh Five-Year Plan (2006-2010) 
had already included many of the projects, and provincial governments revived 
previously defunct projects in the hopes difficult financial times would persuade Beijing 
to fund them. Beijing has paid special attention to strategic sectors, and left the rest of 
the economy to the localities. 
 
TOWARD A CHINESE MODEL OF DEVELOPMENT 
 

Notwithstanding the divergent patterns of market governance witnessed in China 
today, the most centrally coordinated sectors in the post-Mao era break from the ideal 
typical socialist system and the most liberalized depart from a liberal capitalist system. 
China in 2010 is a one-party dominant state that does not exercise ideologically driven 
control over its economy.  Rather, it bases its control of the economy and markets on a 
strategic value logic, which varies by industrial sector. Its departure from Marxist-
Leninism is exemplified in the de facto distribution of property rights across the political 
economy. While state-owned national champions in strategic industries receive 
preferential treatment from state financial and administrative bureaucracies, quasi-
private and de facto private companies, including foreign ones, compete with one 
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another in nonstrategic industries. Moreover, while bureaucratic coordination dominated 
Mao’s China, today central bureaucracies preside over less than half of the economy. 
Decentralized market coordination dominates industries noncritical to national security, 
the national technology base, and the competitiveness of the rest of the economy. 

As for the typical behavior of economic actors, even while some national and 
local state-owned enterprises enjoy soft budget constraints, many state-owned 
companies have instituted reforms to operate on a hard budget constraint, especially 
ones considered strategic by the government. Fierce competition to increase market 
share characterizes the economy; these are markets not constrained by a central plan. 
The typical economic phenomena are chaotic and saturated markets, and business 
cycle fluctuations, not chronic shortages and sellers’ markets. Chinese entrepreneurs 
drive economic growth even while operating within deliberate patterns of market 
governance; they are eager to stay in business and not agitating for political reform. The 
most successful businesspeople are invited to serve as representatives of the local and 
national people’s congresses. In the span of thirty years, China has transitioned away 
from a socialist economic system to a capitalist one, marked by bifurcation in market 
governance. 
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HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.    
 Commiss ione r  F ied ler .  

Pan el  I  –  Qu est i ons  a nd A nswers  
 
 COMMIS SIO NER F I EDLER:   I  have  a  cou ple  o f  fact ua l  q uest ion s  t o  
s tart  w i th .   Does  any body  k now the  amou nt  o f  money  t hat  Ch i nese  s t ate  
enter pr ises  have  ra i s ed on t he  inte rn at io n a l  marke ts ,  both  wo r l dwi de  a nd may be  
part ic u la r ly  t he  U ni te d St ates ,  an d i f  you  d on't  have  t hat  sort  o f  num ber ,  can  you 
get  i t  to  us?   H as  a ny body  looke d at  tha t?  
 MR.  S ZAMOS SZ EGI :   I  do  not ,  an d mayb e  i t  ex is ts .   I  do  not  k now of  
one  sou rce  o f  w here  you can  f i n d  a l l  o f  th at  d ata ,  i t  wou ld  be  p oss ib le  to  get  t hat  
data  s imp ly  by  look i n g  over  t he  var ious  t r ans act io ns  a n d those  are  re corde d by  
var iou s  f i rms,  bu t  I  j ust  haven 't  seen i t  in  one  p lace  o n a  wor ld wide  bas is .  
 COMMIS SIO NER F I EDLER:   Wha t  I 'm  sort  o f  get t in g  to  i s  a n  a na l ys i s  o f  
how much  we ,  t he  W estern  ca pi t a l  ma rket s ,  h ave  su p porte d th e  r i se  o f  n at io na l  
champ ions  by  prov i d i ng  c ap i ta l  to  t hem.   I t ' s  a l l  p ub l ic ly  ava i l a b le  in format io n,  
and  act ua l ly  i f  nobod y  i s  t r ack i n g  i t ,  i t  sho ws  me some prob lem in  how we v ie w 
these  guy s .  
 DR.  H SUE H:     In  term s  o f  q ua nt i t at ive  mea sure s ,  r ig ht  now,  I  ca n ' t  
g ive  you the  num bers .   I ' d  be  ha p py  to  f i n d  the  i nformat ion for  you,  b ut  I  k now 
that  among t he  s t rat eg ic  in d ustr ies ,  te lec ommunicat ions  an d b ank i n g,  fo r  the  
inte rna t ion a l  IP Os  o f  the  s t ate -ow ned ba n ks ,  as  wel l  as  t he  s tat e -owned  car r ie rs ,  
they  h ave ,  ea ch t ime each o f  the se  ca rr i er s  or  b ank s  IPOe d,  bec ome the  la rges t  
IPO for  t he  par t ic u l ar  moment  in  t ime.  
 COMMIS SIO NER F I EDLER:   I  t h i nk  my  po int  i s  t hat  we 're  ra is i n g  
b i l l io ns  o f  do l lar s  on the i r  be ha l f ,  an d t hat  has  po l icy  im pl icat ions ,  i t  seems to  
me.  
 Secon d q uest ion i s ,  d oes  any body  t rack  t h e  jo int  vent ures  th at  U.S .  
mult i nat iona ls  have  with  t hese  130  some odd s t ate ,  the  nat ion a l  c hamp ions ,  
whic h  i s  th e  othe r  fo rm of  ass i s t a nce  tha t  we 're  g iv in g  to  t he  s tate  ent erp r i ses?  
 DR.  HE RS H:   Commiss ioner ,  I ' l l  a dd ress  yo ur  f i r s t  q uest ion f i r s t .   I t ' s  
a  compl icate d ques t i on to  an swer  beca use  cha nge s  i n  cor pora te  govern ance  
orga ni zat ion w ith in  C hi nese  cor pora te  s t ru cture  may  ma ke  i t  im poss i b le  to  dete ct  
the  va l ues  ra ise d on i nter nat iona l  ca pi ta l  markets  i f  a  Ch ine se  domest ic  f i rm 
incor pora tes  o f fsho r e  in  Hon g Kon g.  
 In  t he  av a i lab le  s t at i s t ics  o f  money  r a ise d  on ca pi t a l  ma rkets  b y  
Chi nese  compan ies  r eported  f rom of f ic ia l  s tat i s t ic s ,  i t ' s  re lat iv e ly  smal l  compa red 
to  the  overa l l  inves t ment  i n  C hi na 's  eco n omy.   In  F i g ure  1  o f  t he  test imony  I  
subm it ted ,  I  show a  g rap h o f  t he  va r io us  s ources  o f  i nvestment ,  sour ces  o f  fu nd s  
for  i nvestment  i n  C hi na  a n d ca pi t a l  ma rke ts  i n  tota l .   
 Both  t hose  r a ise d on domest ic  ma rkets  an d ra ise d on in ter nat i ona l  
markets  ave rag e  a bout  on ly  th ree  perce nt  o f  overa l l  i nvestmen t  in  the  Ch ine se  
economy.   Even tho u gh some of  the  b i g  h eadl ine  IPOs  in  rece n t  years ,  p art i cu lar ly  
for  l i s t i n gs  o f  t he  B ig  Four  ba nks ,  h ave  be en recor d -b reak i n g  i n  wor ld  ma rkets ,  i t  
i s  re lat ive ly  sma l l  in  the  overa l l  sca l e  o f  i nvestments  i n  C hi na ' s  economy.  
 I ' d  b e  h ap py  to  p rov i de  you t hose  f ig ure s  aga in .  
 COMMIS SIO NER F I EDLER:   Okay .   I  on ly  ha ve  a  min ute  so  I  wa nt  to  
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ask  a  qu est io n I 've  a s ked  i n  prev io us  yea rs  an d h ad less  sat i s f ac tory  an swers  to ,  
and  I  w i l l  foc us  t h i s  on the  economist s ,  bu t ,  Dr .  Hs ueh ,  you c an  p i tc h  in .  
 What  do  you c a l l  i t ,  what  i s  t he  be st  way - -we des cr ibe  o ur  sy st em as  
a  ca pi ta l i s t  sys tem.   They  are  no  long er  c ommunist .   T hey  are  no  lon ger  soc ia l i s t .   
They  are  not  rea l ly  c api t a l i s t .   W hat  i s  a n  accu rate  ap pe l lat ion for  the  Ch in ese  
economy?  State  c ap i t a l i sm?   Bu rea ucra t ic  cap i ta l i sm?   C rony  c a pi ta l i sm?   Wha t  i s  
the- -wh at  s houl d  we be  ca l l in g  i t?  
 DR.  HE RS H:   T here 's  a  su bsta nt i a l  cot tag e  i nd ust ry  wit h i n  ac ade mics  
o f  what  to  ca l l - -  
 COMMIS SIO NER F I EDLER:   Wha t  do  you  th i nk?  
 DR.  HE RS H:   - -how to  desc r i be  t he  C hi nese  economy an d I  don ' t  th i nk  
any  o f  t he  la be ls  tha t  peop le  come u p wit h  are  s uf f ic ient  for  de scr i b i ng  wha t  i s  
the  re lat ive  ro le  o f  s t ate  a nd ma rket  wi th i n  the  economy.   A l l  e conomies  h ave  a  
deg ree  o f  s t ate  invo l vement  an d pr iv ate  i nvo lvement  i n  eco no mic  act iv i ty .  
 I t ' s  a  que st io n o f  w h ere  power  i s  d i s t r ib u ted wit h i n  t he  eco nomic  
re lat ions hi ps  o f  the  e conomy.   I  ha d a  f or mer  U. S .  d i p lomat ,  C hi na  ha nd,  a nd now 
a  pr ivate  b us i nessma n i n  C hi na ,  exp la in  to  me th is  way:  i n  t he  Uni te d State s ,  t he  
lega l  s t ru ctu re  i s  set  up suc h t hat  we  are  f ree  to  do  a nyt h i ng  w e want  so  lon g a s  
the  gover nment  does  not  p roh ib i t  i t .   In  C hi na ,  yo u  ca n ' t  do  an yth i ng  u nles s  the  
governmen t  exp l i c i t l y  permit s  i t .   B ut  I  do n' t  have  a  n ame for  t hat .  
 DR.  H SUE H:   Bec au se  o f  the  b i fu rcate d mar ket  gover nan ce  a nd 
d is t r i bu t ion o f  p rope rty  r i g hts  I  ta lk  a bout  in  my  wr i t te n s t atement  a nd  ora l  
s tatement ,  I  wo ul d  c har acter ize  Ch i na ' s  n ew cap i ta l i sm a s  a  b i f urca ted cap i ta l i sm 
where  you  do  see  ve r y  d is t i nct  a nd  very  d i f fere nt  pat te rn s  o f  m arket  govern ance  
and  d is t r ib ut ion o f  pr operty  r ig hts  acros s  i nd ust r ia l  sec tors ,  ma in ly  the  s t r ateg ic  
and  no nstr ateg ic  o ne s .  
 MR.  S ZAMOS SZ EGI :   I  would  ag ree  t hat  s tat e  cap i ta l i sm i s  a  use f u l  
moniker  fo r  wh at  to  ca l l  Ch in a ,  bu t  I  wo ul d  a lso  a gree  t hat  i n  many  case s ,  t here 's  
a  lo t  more  go in g  on ,  and  th at  s imple  term s  l ike  "s ta te - gu ide d c api t a l i sm"  don 't  
accu rate ly  ca ptu re  ev eryth i n g  t h at 's  go in g  on i n  the  economy.  
 COMMIS SIO NER F I EDLER:   Th ank  yo u very  much .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Commiss ione r  Wesse l .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u a l l  fo r  be in g  here  to da y .   
Very  i ntere st i n g  a nd he l pf u l  te st imony .   I  qu i te  f ra n k ly  have  hours  o f  q uest ions ,  
but  I  k now I ' l l  be  l imi ted to  f ive  min utes .   So  le t  me see  w hat  I  can  jam i n  i n  t hat  
t ime,  a nd i f  yo u ca n each res pond  q uick ly .  
 We seem to  want  to  app ly  ou r  own sta nd a rd a n d own metr ic  to  what  
succe ss  i s .   Dr .  Her sh ,  you ta lke d  a bout  m arket  f a i lu res .   C h i na  i s  a  non -market  
economy.   Wh atever  you may  want  to  ca l l  i t  i n  terms  o f  s t ate  c api t a l i sm,  et  
cetera ,  i t  seems th at  they  p ut  o ur  sy stem here  to  s hame in  ter ms  o f  the  revo lv i ng  
door  betwee n bu s i ne ss  a nd governme nt .  
 How do  you mea su re  succe ss?   I s  s ucces s  measure d by  g rowth rates  
and  employment ,  i n  whic h  ca se ,  i t  seems to  me Chi na  i s  not  do in g  b ad ly ?   I f  you 
look  at  t hose  i nd icat ors  he re ,  mayb e  we' r e  not  do in g  as  wel l  a s  we ' d  l ike .   You 
know,  economic s  i s  n ot  some,  you know,  t he re  a ren ' t  immuta bl e  laws .   We 've  
been t hro ug h Key nes ,  su pp ly  s i de ,  an d ma ny  othe r  th in gs .  
 How sho ul d  we v iew succe ss  i n  te rms  o f  t he  s ta te  secto r?   Dr .  Hers h,  
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i f  you w ant  to  s ta rt ,  and ,  p lea se ,  qu ick ly .  
 DR.  HE RS H:   T ha nk  you.  
 There 's  a  la rge  de bat e  with in  e conomics  a bout  how we s houl d  
measure  the  suc cess  o f  our  eco nomic  ac t i v i t ies  w i th in  cou ntr ie s  an d a s  h uma n 
be i ngs  on t h i s  p la net .   C h i na  has  bee n ver y  succe ss f u l  in  some th i ng s .   They 've  
been ve ry  s uccess fu l  in  ra i s i ng  l iv in g  s t an d ard s  th rou gho ut  t he  ec onomy a l t houg h 
that  has  h ap pene d in  a  very  u neve n way .   People  ar e  see i n g  s te adi ly  r i s i n g  l iv i ng  
s tan da rds .  
 They 've  been  very  s u ccess f u l  at  ex pa nd in g  the  r an ge  o f  e conomic  
act iv i t ies  in  wh ich  th e  economy par t ic ip at es .   T hey 've  bee n ver y  succe ss f u l  at  
c l im b in g  up the  la dde r  o f  tec hno log i ca l  soph is t i cat ion to  h i ghe r  va l ue - ad ded 
process es  wit h i n  t he  prod uct ion c ha in .   T h ey 've  bee n re lat ive ly  uns ucce ss f u l  i n  
s tampi n g  out  pro ble ms o f  corr upt ion an d ine qu al i ty .   T hey 've  b een very  
uns ucce ss f u l  i n  terms  o f  de l iver in g  a  su sta ina ble  q ua l i ty  o f  l i fe  wi th in  t he i r  
count ry .  
 Ch i na 's  growt h soon wi l l  be  bum pi ng ag a i nst  r esou rce  con str a i nts  
f rom env i ronment a l  deg rad at io n,  par t ic u l ar ly  in  the  rea lm of  manageme nt  o f  
water  re sour ces .   So  there 's  a  mixt ure  o f  s ucces ses  a nd  fa i l ure s  with in  Ch in a ' s  
model .  
 HEAR IN G CO -C HA IR  WESSEL :   So  i f  you w ere  to  g ive  them a  g r ade  a n d 
the  U .S .  a  gr ade ,  how  would  you gra de  ea c h o f  us  i n  te rms  o f  t h e  in dic ators  an d 
the  meas ures  th at  yo u u se?   A  thro ug h F .  
 DR.  HE RS H:   A  th rou g h F .   I t ' s  a  gr ade  o n more  d imen s ion s  th a n th at  
one  sca le  A  th rou gh F .   So ,  i n  some th in gs  the  U ni te d States  i s  b e in g  s ucces s f u l ;  
in  some t h i ng s  C hi na  i s  be i ng  more  s ucce ss fu l .   T he  t r ick  i s  to  f i nd  w ays  to  move  
in  both  d i rect ions  at  the  same t ime.  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   Wel l ,  when my k id s  were  y oung ,  
i t  a l so  h ad t he  que st i on o f  " p lay s  wel l  w i t h  othe rs ,"  b ut  we ' l l  l eave  tha t  to  
anothe r  ques t ion .  
 Dr .  H sue h,  can  I  ask  y ou a  ques t ion abo ut  how the  system of  
app rova l s  works?   I  t h i nk  you k now somet hi ng  abo ut  t h is  in  t er ms  o f  SOEs  vers us  
pr iv ate  wh atever  yo u  want  to  c a l l  no n - SOE s .   How does  t he  government  i n  terms  
o f  outwar d - bou n d i nv estment  dea l  w i t h  th ose  type  o f  que st io ns ?  
 DR.  H SUE H:   O utwar d -bou n d i n  terms  o f  o utwar d fo re i gn  d i rect  
investme nt?  
 HEAR IN G CO -C HA IR  WES SEL :   Corre ct .  
 DR.  H SUE H:   C hi nese  investme nt .  
 HEAR IN G CO -C HA IR  WESSEL :   For  e xamp l e ,  i nvest i ng  i n  the  U. S . ,  how 
does  th e  gover nment  ad dres s ,  s in ce  they  app rove  a l l  outw ar d bou nd inves tment - -  
 DR.  H SUE H:   R ig ht .  
 HEAR IN G CO -C HA IR  WESSEL :   - -no  matte r  f ro m what  sou rce - -c orrect - -
how is  t hat  j ud ged an d wh at ' s  th e  dec is ion -mak i ng  proce ss?  
 DR.  H SUE H:   For  th e  s t rate g ic  in d ustr ies ,  t he  Mi nis t ry  o f  Comm erce  
a lon g wit h  t he  sec tor -spe c i f i c  mi n i s t ry  in  c har ge  wou ld  be  g ive n  the  a ut hor i ty  to  
app rove  the  act ua l  i n ve stment  leve l  o f  par t icu la r  compa nies ,  a n d the  act ua l  
app rova l  w i l l  be  de pe nde nt  on  wh ich  in d us try  th at  t he  compa ny  i s  f rom,  a nd so  i f  
i t ' s  a  s t rate g i c  i nd ust ry ,  a n  i nd ust ry  t hat 's  importa nt  to  t he  nat iona l  gover nment ,  
then de pen di ng  on t h e  s t rate g i c  conc er n s  o f  the  in du stry  in  q u est ion ,  a pp rova l  
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coul d  be  more  l ike  a  reg i s t r at ion .  
 But  i f  i t ' s  someth in g  that  i s  co ns i dere d ve ry  s t r ateg ic  to  t he  
governmen t  a nd invo lves  n at io na l  sec ur i ty  concer ns ,  po l i t i ca l  s t abi l i ty  i s s ues  an d 
so  forth ,  t hen t here  would  be  a  d isc ret io n ary  p rocess  tha t  woul d  h ave  to  take  
p la ce .   You k now,  for  one  o f  t he  compa nie s  I  look  at  i n  my  book ,  for  some of  
those  text i le  ap pa re l  compan ies ,  t he  Mi ni s t ry  o f  Commerce  mak es  the  ap prova l ,  
and  i t ' s  bas ica l ly  a  re g is t rat ion proces s ,  a nd t hey  co ul d  be  re g i s tered  i n  d i f fere nt  
s tock  exch an ges  acro ss  the  wor l d .  
 They  cou ld  i nvest  i n  d i f fere nt  co unt r ies  i n  the  wor ld  w itho ut  m uch 
ques t ion ,  wi t hout  th e  concer n o f  t he  Stat e  Coun c i l  a nd any  ot h er  min is t ry .   But  i f  
i t ' s  go i n g  to  be  H uaw ei  or  ZT E ,  i n  t he  s t r at eg ic  in d ustr ies  suc h a s  
te lecommun icat ions ,  then the re  wi l l  be  a  d iscret ion ary  process .  
 HEAR IN G CO -C HA IR  WESSEL :   A nd t ha t  co ul d  go  to  t he  State  C ounc i l?  
 DR.  H SUE H:   T hat  co u ld  go  to  the  St ate  Co unc i l .   In  fact ,  for  
te lecommun icat ions ,  there 's  a  St ate  Co unc i l  O f f i ce  o f  In format i oniz at io n,  w hic h  
would  dea l  w i th  que s t ions  suc h a s - - th at  w ould  i nvo lve  outwa rd  as  wel l  a s  i nwar d 
FDI .  
 HEAR IN G CO -C HA IR  WESSEL :   A nd t ha t  w ould  cover  no  mat ter  what  
the  s t atu s  o f  t he  e nt i ty  mak in g  t he  i nvest ment ,  mean in g  t hat  Hua we i - -  
 DR.  H SUE H:   W hethe r  s tate -owned  or  not  s tate -owne d .   So  I  wo ul d  
say  th at  i t  rea l ly  i s  a bout  t he - -  
 HEAR IN G CO -C HA IR  WESSEL :   The  sector  or - -  
 DR.  H SUE H:   - - t he  sec tor ,  the  ch ara cter i s t i cs  o f  t he  secto r .    
 At  the  same t ime,  th ere 's  a  s t ron g cor re la t ion between  the  
char acte r i s t ics  o f  a  s ector  a nd t he  ty pe  o f  prope rty  r ig hts  th at  you do  see  in  
those  i n dus tr ie s .  
 HEAR IN G CO -C HA IR  WESSEL :   Un der sta nd .   T han k  you.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  B lumen th a l .  
 COMMIS SIO NER BLU MENTH AL:   T han k  you.   Tha nk  yo u a l l  fo r  coming 
and  test i fy i n g.   Very  inte rest i n g.  
 I  h ave  a  que st ion  I  t h ink  most ly  d i recte d t o  Dr .  H sue h.   I  ju st  
retur ne d f rom Chi na  and  met  wit h  many ,  many  ent rep rene ur s  i n  the  p r ivate  
sector  re a l ly  t ry i n g  t o  make  i t  not  i n  the  s tate -owne d e nter pr is e  sector .   
 I t  seems to  me,  an d I 'd  l i ke  a  re spo nse  to  th is ,  t he  SO E po l icy  i n  
Chi na  i s  hu rt i n g  C hi n a  more  tha n any body  e lse .   The  ca pi t a l  mi sa l locat io n,  t he  
cap i ta l  go i n g  to  i nef f ic ie nt  i n dus tr ie s ,  t he  s t i f l i ng  o f  p r ivate  sec tor  growt h 
beca use  o f  s tate  ext r act ion  th rou gh s tate - owned ba nks ,  t he  lac k  o f  a  f in an c ia l  
sector  t hat  c an act ua l ly  p ick  the  most  pro duct ive  uses  o f  ca pi t a l ,  you  know .  
 So  i t  seems  to  me tha t  for  t hose  who are  c oncer ned abo ut  C hi n a  
be i ng  a  compet i tor  a nd rea l ly  be i ng  a  compet i to r  i n  th e  f utu re  with  t he  U ni ted 
States ,  t hey  s houl d  b e  concer ned  a bout  w hat  ha ppe ns  i f  Ch in a  actu a l ly  le ts  i t s  
s tate -ow ned e nte rp r i ses  u nde rgo  rea l  compet i t ion  w ith  i t s  own pr iv ate  secto r  a nd 
un der go  compet i t ion  with  fore i gn  compa ni es .  
 An d,  a ga in ,  I ' d  l i k e  a  react ion to  t hat .   I  mean i t  j ust  seems l ike  i f  
Ch i na  ha dn 't  mi sa l loc ated so  m uch  ca pi t a l  to  i t s  s t ate -ow ned e n terpr ise s  a nd 
ext racte d so  mu ch f r om i t s  p r ivate  sector  throu g h the  s tate -ow ned e nter pr ise  
system,  C hi na  wou ld  be  g rowin g a t  muc h f aster  rate s .  
 DR.  H SUE H:   U h - hu h .   I  wou ld  em pha s i ze  t hat  not  a l l  s tate -own ed 
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enter pr ises  are  ma de  equ al  in  Ch in a ,  a n d aga in ,  th at  has  a  lo t  t o  do  wit h  the  
b i f ur cat io n t hat  I  ta l ked a bout ,  a nd so  th r ough  sever a l  s t ate  se ctor  rest ru ctu r i ng  
e f forts  f rom t he  '90s  to  th e  2000s ,  t here  h ave  bee n sever a l - - fo ur  or  f ive - -  o f f i c ia l  
expl ic i t  s tate  rest ru c tur in g  re form ef fo rts  in  t he  in du str i es  t hat  the  ce ntr a l  
governmen t  ca res  a  l o t  about  for  s t rate g ic  reason s .  
 For  t he  d i f fere nt  s t ra teg ic  goa ls  I  out l i ned ,  a  lo t  o f  those  s tate -
owned e nter pr ises  ha ve  gone  t hro ug h mer gers  an d a cq uis i t io ns ,  corpor at i zat ion s ,  
and  a l so  d ivestment ,  as  wel l ,  to  make  t hos e  s tate -owned  ente rp r ises  now 
nat io na l  c hamp ions ,  and  so  t hey  are  comp et i t ive  p l ayers  w ith in  Chi na  an d 
somet imes  even g lob a l  p laye rs .  
 But  t hey  a re  a lso  th e  other  p ic t ure ,  a nd th at  des cr i bes  a  lo t  o f  t he  
s tate -ow ned e nte rp r i ses  th at  you 're  re fe rr in g  to ,  t he  one s  th at  are  not  i n  
in dus tr ie s  s t rate g ic  t o  the  ce ntra l  govern ment ,  a nd so  the  gov erna nce ,  the  
reg ulato ry  gover na nc e ,  o f  tho se  i nd ust r ies  has  bee n de cent ra l i z ed,  a n d so  t he  
loca l i t ie s  a nd t he  d i f f erent  aut hor i t ies  an d  loca l i t ie s  a re  le f t  to  fen d wit h  t hose  
s tate -ow ned e nte rp r i ses ,  a n d they  a lso  ha ve  gone  t hro ug h t hes e  d i f fere nt  
rest r uct ur i n gs  a n d merger s  a nd ac qu is i t io ns  a nd  d ivestme nt  pr ocesses .  
 But  depe n di ng  o n the  loca l i ty  we 're  t a lk in g  a bout ,  some of  the se  
loca l  governme nts  do  not  h ave  the  e f f i c ie n cy  or  the  k now - how t o  dea l  w i t h  the  
rest r uct ur i n g  p rocess ,  an d fo r  loca l  po l i t i c a l  mot ivat ions ,  some of  them h ave  not  
le t  go  o f  s tate -owne d  enter pr ises  the  w ay  that  t he  ce ntr a l  gove rnment  w it h  the i r  
s t rate g ic  conce rn s  h a s  a l lowed for  t he  re f orm of  the  nat iona l  c hamp ions .  
 COMMIS SIO NER BLU MENTH AL:   I  g uess  m y  que st ion  i s  more  i f  Ch i na  
actu a l ly  was  ab le  to  deve lop a  f in anc ia l  s ector  th at  c ou ld  act u a l ly  a l locate  c ap i ta l  
to  bus i nesses  th at  a r e  rea l ly  compet i t ive ;  would n ' t  t hat  j ust  se t  o f f  C hi na 's  
economy far  more  t h an i t  i s  today?   
 I  mean i s n ' t  Ch i na  un der go in g  some se r iou s  ca pi ta l  mis a l locat io n 
beca use  o f  i t s  SOE po l icy  t hat ,  i n  f act ,  the  pr iv ate  secto r  i s  su f f er in g,  an d w hat  i s -
- i f  anyo ne  h as  i t - -wh at  i s  the  cost  o f  wa st e  an d i nef f ic ien cy  be cause  ba nk  loan s  
are  go in g  to  prefe rre d SO Es  a nd  not  go i ng  to  the  most  e f f i c ie nt  an d p rod uct ive  
compan ies  i n  C h ina?   I  mean  the re  must  b e  mass ive  amou n ts  o f  waste  a nd  
inef f ic ie ncy .  
 DR.  H SUE H:   A  lo t  o f  the  loc a l - - t he  a l loca t ions  o f  ba nks  at  t he  
prov i nc i a l  a n d mu nic i pa l  an d tow n a nd v i l l age  leve ls  are  t ak i ng  p la ce ,  t he  
dec i s ion -mak i ng  a nd the  a utho r i t ies  a re  ta k in g  p lace  at  t he  loc a l  leve l ,  a nd so  
they ' re  mot ivate d by  loca l  goa l s ,  some of  whic h  a re  not  deve lo pmenta l ,  co ul d  b e  
pre datory ,  coul d  be  f or  po l i t i c a l  mot ivat io ns  a nd  so  fort h ,  an d t he  res t r uctu r i ng  
process  o f  t he  s t ate - owned e nter pr ises  ha s  not  been neces sar i l y  a  very  
t ran sp are nt  p rocess .   
 An d so  one  o f  the  rea sons  w hy  i t  i s  so  d i f f i cu l t  to  p in po i nt  how many  
s tate -ow ned e nte rp r i ses  act ua l ly ,  i n  fa ct ,  ex is t  in  Ch in a  tod ay  i s  bec ause  the re  
are  many  compa nies  that  are  reg is tere d a s  s tate -owne d en ter p r ises ,  b ut  are ,  in  
fact ,  i n fu sed  wit h  p r i vate  ca pi t a l ,  an d som et imes  even fore i gn  d i re ct  i nvestmen t ,  
and  not  neces sar i ly  c api t a l  f rom the  b ank i ng  system,  i n  par t ,  b ecause  o f  wh at  you 
say ,  t hat  mi sa l locat ion o f  f in an c ia l  a ssets  by  loca l i t ies .  
 COMMIS SIO NER BLU MENTH AL:   I ' ve  r u n out  o f  t ime,  b ut  i f  I  ca n  get  
f rom a l l  th ree  o f  yo u some k in d o f  comp ar i son o f - - I  mean we k n ow here  i n  t he  
Uni te d State s  j ust  re cent ly ,  a nd we 're  a  p ret ty  t r ans pa rent  cou ntry ,  we 've  ha d 
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over  the  l ast  deca de  investme nts  in  e ssen t ia l ly  q ua s i - s tate  or  s tate -owne d 
enter pr ises ,  an d we 'v e  s een mas s ive  amou nts  o f  w aste ,  an d so  on an d so  fort h ,  
and  i nef f ic iency ,  a nd that 's  come out  i n  th e  news .   
 I  won der  i f  t here 's  an y  way  o f  get t i ng  t he  data  on t he  amou nt  o f  
waste ,  ine f f i c ie ncy ,  c api t a l  m isa l locat ion i n  C hi na  t hat 's ,  i n  f ac t ,  ho l d i n g  b ack  t h e  
Chi nese  e conomy .   B ecause  o f  t he  domi na nce  o f  s tate -owne d e nter pr ises  ver su s  
what  i t  wou ld  be  l ike  i f  you  act ua l ly  ha d a  f i nan c ia l  se ctor  t hat  was  a l locat in g  
cap i ta l  e f f i c ient ly  to  compan ies  t hat  we re  more  prod uct ive?  
 An d I  g uess  we coul d  fo l low up o n t h at .   I  don ' t  k now i f - - do  we have  
t ime for  t hem to  a ns wer?  
 HEAR IN G CO -C HA IR  C LEVELA ND:   No .  
 COMMIS SIO NER BLU MENTH AL:   Okay .   I f  you can  get - -  
 HEAR IN G CO -C HA IR  WESSEL :   I f  you co ul d  prov i de  you r  res pon se  in  
wr i t i n g ,  we ' l l  su bmit  i t  for  the  recor d.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   We have  two members  o f  Co ng ress  
showi ng up  sho rt ly ,  whic h  i s  wh at  my  con cern i s  abou t  get t i ng  throu g h everybo dy  
who want s  to  as k  a  r oun d o f  ques t ion s ,  a nd t he n de a l in g  wit h  the  members  o f  
Cong ress  res pect f u l ly .  
 So  ca n we take  those  que st io ns  for  the  rec ord?   I s  t hat  a l l  r i g ht ?  
 COMMIS SIO NER BLU MENTH AL:   T hat 's  f in e .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Okay .   
 Mr .  Wort ze l .  
 COMMIS SIO NER WO R TZEL :   Th ank  you a l l  f o r  your  pre par at io n a nd 
prese ntat ion s  he re .   I  ap prec iate  i t .   We a l l  a ppr ec ia t e  i t .  
 Dr .  He rs h,  in  c ha pte r  two  of  your  d is serta t ion,  you  te l l  u s  t hat  many  
o f  these  s tate -owne d  compan ies  c ame u p with  t he  back in g  o f  t he  People 's  
L iber at io n A rmy.    
 An d,  Dr .  H sue h,  in  your  prese nta t ion ,  you d isc us s  the  fa ct  t hat  
among some of  t hese  com pan ies ,  te lecom munic at io ns  a n d i nfo rmat ion 
tech no log ies  i s  con s i dere d to  be ,  you k no w,  a  s pec i a l  sort  o f  n at ion a l  se cu r i ty  
aren a  by  Ch in a .  
 An d- - i s  i t  M r .  Sz amossze gi?  
 MR.  S ZAMOS SZ EGI :   Y es .  
 COMMIS SIO NER WO R TZEL :   Th ank  you.  
 Mr .  S zamoss ze gi ,  yo u  d is cus s  t he  way  t hat  the  Commu nist  Party  
penet rates  the  comp anie s  a nd inve sts  i t se l f  i nto  t he  compa ni es  in  k in d o f  a  
contro l l i ng  w ay .   So ,  as  I  see  i t ,  you have  not  only  s tate -owne d  enter pr ises ,  you 
have  town sh ip  an d v i l la ge -ow ned e nte rpr i ses ,  a n d you have  pr ov in c i a l -owned  
enter pr ises ,  an d i f  yo u look  at  te lecommu nic at ion s  a nd  i nform at ion tech no logy ,  
every  prov i nce  has  i t s  own p rov in c ia l ly -owned te lecommun ica t ions  company ,  a nd 
many  o f  t hem en ga ge  in  ma nu fact ur in g .   S o  i t ' s  not  just  H uawe i  an d ZTE .  
 Many  l arg e  c i t i es  an d  muni c i pa l i t ie s  h ave  t he i r  own i nfo rmat ion  
tech no logy  ma nu fact urer s  a nd compa nies .   So  i f  the  Commun ist  Party  i s  f u l ly  
investe d i n  t hese  o rg ani zat ion s ,  s hou ld  A mer ica ns  be  conc ern ed whe n e nter pr ises  
in  t h i s  secto r  be gi n  t o  estab l i s h  t hemselv es  in  the  Un i te d St at es '  
te lecommun icat ions  i nd ust ry  an d in f ra st r u cture?   Does  th is  beg in  to  co nst i tute  a  
threa t  to  wh at  we ha ve  estab l i she d as  ope n commun icat ions?  
 MR.  S ZAMOS SZ EGI :   I ' l l  j ust  res pon d b r ie f l y .   I  th ink  th is  i s - -  
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 HEAR IN G CO -C HA IR  C LEVELA ND:   Mr .  S zam ossze gi ,  e xcu se  me one  
moment .   We ar e  go i ng  to  t ake  a  q uick  b r eak .   I 'm  sorry .   Con g ressma n V isc los ky  
i s  he re ,  an d we 'd  l ike  h im to  s peak  for  a  moment .   So  Larry  may  have  to  re pea t  
h is  q uest ion w hen we  come back .  
 COMMIS SIO NER WO R TZEL :   I  w rote  i t  dow n .  
 [Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Cong ressma n,  we lco me.  
 HEAR IN G CO -C HA IR  WESSEL :   Con gres sma n,  t ha nk  you for  be i n g  he re  
th is  morni n g.   I t ' s  gr eat  to  h ave  you here .  
 Cong ressma n V isc los ky  rep resen ts  t he  F i r s t  Con gres s io na l  D is t r ic t  o f  
In d ia na .   He  has  been  a  rea l  le ade r  i n  t he  ques t ion  o f  jo b  cre at ion,  t he  que st io n 
o f  what 's  ha ppe ni n g  to  our  n at io n ' s  man u fact ur i n g  b ase ,  a  le a der  on  "B uy  
Amer ica "  a nd ot her  j ob  crea t i ng  e f fort s .  
 The  Con gre ssma n i s  a  member  o f  t he  A pp r opr i at ion s  Committ e e  an d 
serves  a s  Ra nk i ng  Member  on i t s  E ner gy  a nd W ater  Deve lo pment  S u bcommittee ,  
where  he  h as  worke d  to  boost  i nvestment s  in  new e ner gy  tec h no log ies  t hat  w i l l  
he l p  con fron t  the  en ergy  c r i s i s  an d re du c e  our  depe nde nce  o n  fore i gn  o i l .  
 He  a l so  s i t s  on  the  D efense  S ubcommittee ,  the  F i na nc i a l  Serv ic es  
Su bcommittee ,  a n d i s  V ice  Ch a i rma n of  the  Cong ress iona l  Stee l  Cauc us .  
 Cong ressma n,  t ha nk  you for  be i ng  here  th is  morn in g.   We look  
forwar d to  you r  test i mony.  
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STATEMENT O F PETE  VISCL O SKY  
A  U.S.  REPR ESENTATI VE  FR OM  THE STATE OF INDIANA  

 
 MR.  V ISCL OSKY:   Commiss ione r ,  t ha nk  you .   I  wa nt  to  t ha nk  a l l  o f  the  
pan e l  member s .   I  ap o log i ze  to  my  co l le ag ues  on  the  pa ne l .   I  a ssume t hat  g ive n 
the  se r iou s  n atu re  o f  your  i n qu iry  a n d he a r in gs  today ,  you need ed a  b i t  o f  comi c  
re l ie f .   I  am here .   I  a m here .  
 [Lau g hter . ]  
 MR.  V ISCL OSKY:   You do  have  my e nt i re  s t atement ,  I  t h i nk ,  bef ore  
you so  I  ce rta in ly  wi l l  not  rea d i t  i n  i t s  e nt i rety  but  wo ul d  wa nt  to  make  a  cou ple  
o f  po i nts .  
 The  f i r s t  i s  th at  I  ca n  un der sta nd w hy  t he  Uni t e d State s  i s  so  
inte reste d i n  i nvestm ent  by  Ch ine se  s t ate - owned e nter pr ises .   F or  example ,  
Nexteer  Au tomot ive  i n  S ag in aw,  Mic hi ga n was  on t he  ver ge  o f  c los i ng  an d los in g  
3 ,000  jobs ,  b ut  a  Ch i nese  s t ate -ow ned ent erpr ise ,  Pac i f i c  Cen tu ry  Motors ,  ma de 
an inve stme nt .   3 ,00 0  workers ,  in stea d o f  look in g  for  the i r  nex t  employment  
opport un i ty ,  are  now ins ta l l i ng  new e qu i p ment  bec au se  o f  t he  investme nt .   So  
whi le  th is  ap pear s  to  be  a  pos i t ive  deve lo pment  in i t i a l ly ,  I  remain  very  ca ut io us .  
 My  concer n i s  th at  t h ere  i s  no  mea ns  for  overs i ght  o r  reco urse  for  
Amer ica n worke rs  i f  u l te r ior  mot ives  are  i nvo lved an d i f  t he  or i g i na l  i nvestment  
do l l ars  we re  g ener at ed th rou gh s tate  su b s id ies  t hat  re nder ed other  Ame r ic ans  
unemp loyed .  
 The  a bove -ment ione d  case  i s  a n  a p pare nt  win  for  Amer ica n wor kers ,  
but  w hat  i f  the  mot iv e  o f  the  inve stment  o f  the  Ch ine se  s t ate -o wned e nter pr ise  i s  
to  ga i n  tec h no logy  d eve loped in  the  Un i te d St ates  for  ex port  to  Chi na?   Wha t  i f  
the  mot ive  for  the  in vestment  o f  a  Ch ine s e  s tate -owned  ente rp r ise  i s  to  o perate  
an  Amer ic an fac i l i ty  s o  they  ca n avo i d  Ame r ica n t ar i f f s?  
 Shou l d  we rewa rd  th e  use  o f  i nvestment  d o l lar s  sec ure d t hrou g h 
prac t ice s  th at  v io l at e  inte rn at io na l  t ra di ng  s tan da rd s  a nd t ha t  h ave  ha d a n 
abu s ive  e f fect  on ex i s t in g  bu s i nesses  a nd employees  i n  ou r  cou ntry?  
 I  do n' t  v iew my conc erns  as  s pec ul at ive .   I  do  not  as sume t hat  
Chi nese  s tate -owne d enter pr ises  o perat e  b ased so le ly  o n marke t  forces  an d do  
be l ieve  th at  your  p ur poses  here  to day  a re  very  import ant  bec au se  I  do  th ink  i t s  
impera t ive  we deve lo p a  way  to  t ra ns pa re nt ly  an d f a i r ly  a ssess  the  i nvestme nts  
that  are  be i ng  made .  
 Cur rent ly ,  t he  on ly  m echa nism k nown to  m e that  Amer i ca  has  to  
examine  inve stments  f rom Ch ine se  s ta te -o wned e nter pr ises  i s  t hrou gh  the  
Committee  on Fore ig n  I nvestment s  i n  t he  Uni te d State s .   As  a  l eader  o f  th e  
Cong ress iona l  S tee l  C auc us  a n d a  membe r  o f  Con gress  re prese n t in g  ge ner at io ns  
o f  s tee l  wor kers  in  n orthwest  In d ian a,  I  h ave  seen the  devast a t ion t hat  Ch ine se  
cur rency  ma ni p ulat io n a nd u nfa i r  t ra di ng  prac t ice s  h ave  wrou g ht  on o ur  
manu fact ur in g  b ase ,  and  a ga i n  I  h ave  no  r eason to  be l ieve  th at  Chi nese  act ions  
throu g h s ta te -owne d enter pr ises  w i l l  be  a ny  fa i re r .  
 I  do  t h i nk  t hat  i t  i s  i mperat ive  th at  we  a s sure  tha t  Amer ica n w orkers  
are  a ble  to  compete  on a  leve l  p lay in g  f ie l d .   Ch in a  h as  co ns i s t ent ly  demonst rate d 
that  t hey  a re  not  ad h er in g  to  fa i r  t r ade  ru l es .   T hey  h ave  p rov id ed i l le ga l  
sub s i d ie s  to  the i r  in d ustry .   I  do  be l ieve  t h at  they  ma ni p ulat e  d a i ly  t he i r  
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cur rency .   We p ic k  u p  car bon f rom the  do mest ic  i nd ust ry  i n  C h ina  th at  p rod uces  
s tee l  in  t he  s tate  o f  Ca l i for n ia .  
 Some years  ago ,  we  h ad a  na t ion a l  t ra gedy  where  I  b e l ieve  i t  wa s  13  
to  16  miners  d i ed ov er  the  ho l id ay  pe r iod  o f  t ime.   I n  th at  s ame year ,  a lmost  
6 ,000  people  d ied in  min i ng  in c i dent s  i n  t he  cou ntry  o f  C hi na  b ecause  I  do  not  
be l ieve  the re  i s  en for cement  o f  worke r  p rotect ion .  
 Ad di t iona l ly ,  the re  a r e  copiou s  a r t ic les  an d re ports  o f  the  the ft  o f  
inte l lect ua l  prope rty ,  an d,  a ga in ,  I  do  not  be l ieve  th at  we  need to  rewar d t hese  
types  o f  be hav ior  tha t  a l low reta ine d ea rn in gs  to  be  sec ure d to  be  i nveste d i n  
U.S .  f i rms,  o ther s  o f  whic h  h ave  lost  empl oyees  beca use  o f  the se  pre ced in g  
act ion s .  
 So  I  come be fore  you  aga in  today  to  exp re ss  my  dee p a pp rec i at ion 
for  wh at  you are  a bo ut ,  a n d th e  fa ct  t hat  you're  g iv in g  very  ser i ous  t hou gh t  to  
th is  matter ,  a nd ask i ng  for  a  w ide  ra nge  o f  opi n io ns  re lat ive  to  i t .  
 A lso ,  wo ul d  con c l ude  by  a ga i n  t ha nk i n g  you very  muc h,  o ne,  for  the  
opport un i ty ;  seco nd l y ,  for  l e t t i ng  me int e rru pt  t he  ex is t in g  p a ne l .   I  do  
app rec iate  t he  co urt esy  very  m uc h.  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u f or  coming ,  tak in g  t ime th i s  
mornin g .   You 've  b ee n a  gre at  le ade r ,  a s  I  sa i d ,  on  the se  i s sue s .    
 Can I  a sk  a  qu ick  q ue st ion?   Beca use ,  as  I  reca l l ,  yo u h ad a lso  b een 
invo lve d i n  t he  Mag n eque nc h s i tua t ion  so me year s  a go ,  a nd  I  s aw in  your  
test imony  you me nt i oned t he  le ade rs hi p  you ha d re ga rd in g  An sha n S tee l  an d i t s  
potent ia l  i nvestment s .  
 As  I  reca l l  i n  Mag ne q uenc h,  the re  was  an  assum pt io n a bout  w h at  the  
dea l  was  go i ng  to  be ,  but  a f te rwar ds  the  r u les  ch an ged .   Do  yo u h ave  con f i dence  
in  C F IUS tha t  wh at  i t  dec i des  o n a nd the  te rms  o f  a  dea l  are  act ua l ly  go in g  to  be  
enforce d long  term t hat  t he  governmen t  a ctua l ly  fo l lows  thro u gh?  
 MR.  V ISCL OSKY:   I  do  not  be l ieve  t hat  th at  wi l l  be  t he  c ase  in  t h e  
long  term,  a n d wh at  I  d i d  not  ad dre ss  a s  a  member  o f  the  Defen se  Ap pro pr iat ions  
Su bcommittee  i s  my  concer ns  r e lat ive  to  t he  n at io na l  sec ur i ty  aspec ts  o f  t he  
pu rch ase  o f  ma ny  o f  these  co rpor at ion s .  
 In  t he  c ase  o f  M ag ne que nc h,  t hat  w as  loc ated in  the  commu nit y  o f  
Va l pa ra i so ,  I nd i a na,  t hey  made a  very  prec ise  ty pe  o f  ma gnet  th at  i s  use d in  
weapon systems in  t h e  Uni ted State s .   The  theory  was  th at  whe n  i t  was  p urc hase d 
by  a  C hi nese  f i rm,  i t  was  go i n g  to  be  reta i ned in  the  Un i ted  St a tes  o f  Amer ica .   I t  
was  not .   You  lost  t h e  jobs ,  yo u los t  the  t echno logy ,  an d t hat  t echno logy  a pp l ie d  
to  defe nse  sy stems.   
 My  concer n he re ,  a n d i t ' s  w hy  I  be l ieve  d omest ica l ly  we  h ave  a  
Fede ra l  Tra de  Commi ss ion an d we have  a n t i t r ust  s tat utes  to  pr otect  us  f rom 
pre datory  eco nomy a ct iv i ty ,  i s  the  fact  th at  for  a  pe r io d o f  t ime,  th is  may  be  very  
p la c i d  a nd ap pea r  to  be  to  everyone 's  be n ef i t  unt i l  a  marke t  i s  contro l led ,  the  
tech no logy  i s  sec ure d,  a n d the n someone tur ns  t he  l ig hts  o f f .    
 So  I  am co ncer ne d f r om an economic  s ta n dpo i nt .   I 'm  very  co n cerne d 
about  the  the ft  o f  int e l lect ua l  p rope rty ,  a nd pa rt ic u l ar ly  as  i t  p erta i ns  to  nat ion a l  
defe nse ,  w hi ch  in  th i s  case  occ ur red  i n  th e  F i rs t  Co ng ress iona l  D is t r ic t .  
 HEAR IN G CO -C HA IR  WESSEL :   Un der sta nd .  
 I  know you r  t ime i s  s hort .   A re  the re  a ny  other  qu ick  que st io n s?   Mr .  
S la ne .  
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 COMMIS SIO NER SLA N E:   Con gres sman,  th a nk  you for  tak in g  t he  t ime.  
 One  o f  t he  t h i ng s  th a t  I  s t ru gg le  wi th  i s  C h inese  s tee l  compa nie s ,  
whic h  a re  s t ate -owne d ente rp r i ses ,  w ant  t o  come into  the  Un i t ed St ates .   A ns ha n 
Stee l  i s  a  p r ime exam ple .   A n d they  have  l i t t le  or  no  cost  o f  ca p i ta l .  
 How do  Amer ica n s t e e l  compa nies  compet e  with  a  C hi nese  SOE that  
has  l i t t le  or  no  cost  o f  ca pi t a l?  
 MR.  V ISCL OSKY:   I  s h are  you r  conce rn ,  a n d th at  wa s  one  o f  the  i ss ues  
that  we  pose d wit h  t he  Dep artment  o f  Tre as u ry  whe n t he  i nves tment  was  ma de 
beca use  t here ,  a ga i n ,  i s  no  compar ab i l i ty  a s  fa r  as  w hat  the  cost s  are .   A n d th e  
fact  i s  i n  t he  c ase  o f  s tee l  s pec i f i ca l ly - -be cause  you r a ise  i t - -yo u now have  fo ur  
t imes  more  s tee l  p roduce d in  Ch in a  th an i n  the  Un i te d St ate s .  
 I 'm  not  su g gest i n g  th at  everyth i ng  w as  be l ow board ,  but  c lea r ly  
there  w as  a  gover nmenta l  po l icy  t hat  "x"  numbe r  o f  to ns  wer e  go in g  to  be  
prod uce d,  a n d,  a ga in ,  as  far  as  la bor  s t an dar ds ,  the  pa ra gon o f  Amer ic an 
in dus try ,  Ap ple ,  i s  no w in  t he  news  re lat i v e  to  work in g  co nd i t io ns  i n  C h ina .  
 I  a dd to  t hat ,  a ga in ,  my  ear l ie r  rema rks ,  t hat  t he  c ar bon f rom those  
mi l l s  in  Ch i na  i s  now prese nt  in  t he  U ni ted  State s  o f  Ame r ica  a l ong ou r  west  
coast .   Those  we re  n ot  p la nts  b ui l t  i n  t he  1930s .   So  i t ' s  the  su bs i dy  o f  t hat  
investme nt  ca pi t a l  th at  you r ig ht f u l ly  po in t  out  a nd  a l l  o f  t hese  other  a t ten da nt  
i ss ues  t hat  are  an  ex ample  us in g  s tee l  t ha t  can  a l so  be  t ra nsfe r red,  I  be l ieve ,  to  
other  i n dus tr ie s .  
 I f  i t  i s  rea sona bly  fa i r ,  a nd I  un der sta nd i t  i s  a n  inte rn at ion a l  
env i ro nment ,  i t  i s  a n  inte rna t ion a l  e conomy,  b ut  I  th ink  o ur  ro le  in  t he  U ni ted 
States  i s  to  make  s ur e  that  peop le  beg in  t o  adhe re  to  a  ba s ic  s et  o f  s ta nd ar ds  as  
far  as  t he  f in anc in g  o f  i nd ust ry ,  o f  t he  pro tect ion o f  our  g loba l  env i ro nment ,  an d 
bas ic  work in g  con di t i ons  a nd h uman sta nd ard s ,  a nd  the n w hen you have  h i t  at  
least  a  re ason ab le  p l ateau ,  t hen le t ' s  do  s ome t rade  dea ls .  
 But  i t  i s  impos s i b le  t o  compete ,  a nd yo u c ouple  th at  wi t h ,  ag a i n ,  my  
assert ion t ha t  you do  have  ma ni pu lat ion o f  cu rre ncy .   You c an n ot  expect  anyone  
i f  t hey ' re  work i n g  24  hour s  a  day  to  compe te  e f fect ive ly  w i th  th at  type  o f  po l icy ,  
and  I  t h i nk  i t  i s  demo nstr ated  i n  the  fa ct  o f  the  co l l apse  o f  man ufac tu r i ng  in  the  
Uni te d State s .  
 An d i f  I  coul d - -you d i dn ' t  a sk  t he  q uest ion ,  b ut  i t  j ust  bu gs  me so  I  
just  fee l  compel led  t o  ment ion i t - -Mr .  S u mmers ,  who  h as  now le f t  t he  c ur rent  
admi nis t rat ion,  abo u t  a  month  be fore  h e  l e f t  sa id  he  w as  not  c oncer ned - -a n d I 'm 
par ap hra s i ng  h is  rem arks - -a bout  the  loss  o f  manu fact ur in g  in  t he  U ni te d S tates  
beca use  we are  mov i ng  to  a  know led ge - ba sed eco nomy,  whi ch  I  f i nd  per sona l ly  
o f fens ive ,  an d I  te l l  p eople  t he  d ay  you s top mak i ng  th is  pen in  the  U ni te d States  
and  dec ide  how you ho ld  the  in k  i n  i t  an d  how you f as h ion the  meta l  a nd —de c i de  
you don 't  need  a  mac hi ne  to  do  t hat ,  a nd  i f  you don 't  nee d t he  machi ne ,  yo u 
don 't  nee d to  e ng ine er  the  ma ch ine ,  a nd you don 't  need  to  ma ke  the  mac hi ne  
more  e f f i c ien t  nex t  y ear  be ca use  you 're  n ot  in  compe t i t ion,  an d mov in g  money  
arou nd i s  not  t he  b as is  for  a  new economy  for  t he  yo u ng peop le  o f  th is  nat ion.  
 So  I  r ea l ly  do  ap prec i ate  your  tak i n g  a  t ho ug ht f u l  ap proa ch an d  
hear in g  f rom a l l  as pe cts  o f  t he  i ssu e  to  t ry  to  see  how we c an ,  a t  least  wi t h  some 
t ran sp are ncy ,  a s  a  go vernment  an d a s  a  pe ople  at tac h a  va lue  t o  these  ty pes  o f  
investme nts .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u,  Cong ressma n,  for  you r  t ime.  
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 MR.  V ISCL OSKY:   Tha nk  you very  much .  
 HEAR IN G CO -C HA IR  WESSEL :   Look  forwa r d to  work i n g  wit h  yo u a nd 
your  s t af f  over  the  c oming mont hs .  
 MR.  V ISCL OSKY:   Gre at .    
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.  
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Pan el  I  –  Qu est i ons  a nd A nswers  
 

 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  Wort ze l ,  woul d  you 
l ike  to  o f fer  an  ab bre v iated ve rs io n o f  t ha t?  
 COMMIS SIO NER WO R TZEL :   I ' l l  a b brev i ate ,  but  j ust  to  cover  i t  a ga i n ,  
Dr .  H sue h,  yo u to l d  u s  tha t  te le communic a t ions ,  i nformat ion te chno log ie s ,  t hat  i s  
cons i dere d o f  nat ion a l  sec ur i ty  im porta nc e  in  Ch in a .   D r .  Her sh ,  you te l l  us  t hat  
many  o f  t hese  comp a nies  evo lved w ith  PL A b ack i ng  an d in f l uen ce .   An d Mr .  
Szamoss ze gi ,  you te l l  us  t hat  the  Communi st  Party  i s  very  heav i l y  investe d in  
these  comp an ies  a n d actu a l ly  p icks  sort  o f  who  ru ns  them.  
 So  g ive n t hese  fact s ,  shou ld  Amer i can s  be  concer ned w he n 
enter pr ises  in  th is  te lecommuni cat io ns  an d i nformat ion te ch no logy  secto r  be gi n  
to  estab l i sh  t hemselv es  in  the  U. S .  te leco mmunica t ion s  i nd ust ry  an d 
inf ras t ru ctu re?   Does  that  leave  us  o pen t o  inf lue nces ,  man i pu l at ion ,  pe netr at io n 
by  the  Ch ine se  s t ate  i f  i t  exerc ises  the  con tro l  i t  ca n over  t hese  in du str ies?  
 MR.  S ZAMOS SZ EGI :   I t  i s  w ise  to  be  conc er ned .   I  a m not  at  a l l  a  
tech no log is t .   B ut  f rom ta lk i ng  to  peo ple  with  a  bet ter  un der st and i ng  o f  su ch  
c i rc umsta nces ,  sec ur i ty  can be  comp romis ed i n  s i tu at io ns  w hen  the  e qu ipme nt  
and/or  a nd sof tware  are  p rov ide d by  a  s ta te -owne d ente rp r i se  and  must  be  
operate d by  em ploye es  o f  th at  e nter pr ise .   Th i s  pote nt i a l ly  h as  dramat ic  
impl icat ions  for  nat iona l  sec ur i ty .  
 So  I  t h i nk ,  ye s ,  i t ' s  n atur a l  t ha t  we  s houl d  be  con cer ned abo ut  th is  
beca use  a  s tat e -owne d compa ny  whose  ex ecut ive s  are  p icked  b y  the  
Orga ni za t ion s  Depa rt ment  o f  t he  Commun i st  Party  an d whose  s hare s  are  owne d 
by  the  Ch ine se  gover nment  may  beh ave  d i f fere nt ly  tha n a  f i rm that  i s  pu re ly  
pr iv ate .   So  we s hou l d  be  conce rne d.  
 DR.  HE RS H:   To  you r  ques t ion ,  I  wo ul d  s ay  that ,  yes ,  we  sho ul d  be  
concer ned ,  b ut  t h i s  s houl d  not  be  a  b la nk et  fear  th at  we  a pp ly  across  a l l  
potent ia l  i nvestment s  comin g f rom the  C h inese  economy i nto  t he  U ni te d S tates .  
 As  a  coun try  a n d as  p o l icymaker s ,  we  s hou ld  pu rs ue  de c i d i ng  w here  
with in  o ur  eco nomy a re  the  area s  t hat  hav e  key  tech no log ies  o f  n at iona l  sec ur i ty  
and  economic  secu r i t y  importa nce ;  we  sho ul d  i den t i fy  those  an d make  c lear  
where  investme nts  s houl d  be  at t racte d a nd w here  inve stment  would  not  be  
welcome.  
 But  I  wou ld  ad d t hat  even tho ug h governm ent  i nvo lvement  in  th e  
economy i s  h ap pe ni n g  at  ma ny  leve ls  a n d d i f fere nt ly ,  w i t h i n  government  
owners hi p  a nd pr ivat e ly -owne d compa ni es ,  the re  i s  not  o ne  u ni f ied  Commun ist  
Party  coord in at i ng  an d org an iz in g  eco nomi c  act iv i t ie s .   The re  ar e  many  f act io ns  
with in  t he  Pa rty .   Th ese  fac t ion s  d iv i de  a l ong id eo lo g ic a l  l i nes .   They  d iv i de  a lon g 
the  l ine s  o f  eco nomic  inte rests .   T hey  d iv i de  a long  the  l i nes  o f  reg io na l  i ntere sts .  
 Where  t he  a ct ion  i s  h app en in g  i n  i n du str i a l  po l icy  a t  the  leve l  o f  
deve lop in g  i n div i d ua l  f i rms ,  most ly  at  the  loca l  governme nt  lev e l ,  loc a l  
governmen t  o f f i c i a l s  are  ope rat in g  wit h  a  great  de a l  o f  auto no my.   They ' re  
mak in g  de c is ions  i n  t he i r  own i nte rests ,  a nd t hese  dec is io ns  ar e  be i ng  made o f ten 
withou t  the  knowle d ge  or  t he  s up port  o f  the  ce ntr a l  governme nt  i n  Be i j in g ,  an d 
they ' re  a l l  in  compet i t ion  wi th  o ne  a nothe r .  
 The  de c is ions  may  no t  be  mot ivate d by  a  n at ion a l ly  coord in ated  
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st rate gy  o f  t he  ce ntr a l  gover nment  i n  Be i j in g  to - -  
 COMMIS SIO NER WO R TZEL :   S hou ld  i t  matt er  to  us  whet her  we 'r e  
penet rate d by  the  ce ntra l  governmen t  or  by  the  pr ov inc ia l  gov ernment  o f  S ha nx i  
Prov ince  w hic h  co ntr o ls  two  te lecommu ni cat ion s  compa nie s  t h at  work  on 
e lect ro nic  w arf are  e q ui pment?  
 DR.  HE RS H:   I  th ink  i t  shou ld  matter  to  us  whethe r  tec hno log ie s  o f  
nat io na l  sec ur i ty  im p ortance  or  o f  eco nomic  sec ur i ty  im por ta nc e  are  a t  expos ure  
to  exprop r i at io n.   Bu t  at  t he  leve l  o f  t he  i nd iv id ua l  f i rms  w hic h  are  ope rat in g  a s  
in depe nde nt  bu s i nes ses ,  even  whe n t here 's  loca l  gover nment  i nvo lvement ,  t h i s  i s  
a  s t r ategy  t ha t  even pr iv ate  f i rms  pu rs ue .  
 I f  i t ' s  more  cost  e f fec t ive  to  go  ou t  a nd bu y  a  compa ny  th at  has  an  
ex is t i n g  tec hno lo gy  r ather  th an deve lo p i t  yourse l f ,  t ha t 's  a  sm art  bus ine ss  
s t rate gy .  
 DR.  H SUE H:   To  qu ick ly  an swer  you r  ques t i on,  I  do  t h i nk  t hat  w e  
shou ld  be  co ncer ned ,  but  i n  a n  ed uc ated a nd gu ar ded  way ,  a n d so  i t  re a l ly  
depe nd s  on t he  in du s try  an d t he  s u bsector  an d market  segme nt  that  we 're  ta lk i ng  
about .  
 In  res ponse  to  yo ur  e xample  o f  te lecommu nic at ion s  e qu ipmen t ,  i t ' s  
w i th in  t he  in du stry  o ne  o f  t he  s ub sectors  that  w as  a ctu a l ly  dec entra l i ze d very  
ear ly  o n,  a n d the  res t ruct ur in g  proces s  be gan  very  ea r ly  o n.   So  Hu awei  does  have  
PLA,  some of  th e  or i g ina l  s t akeho lde rs .   To day ,  i t ' s  te nuo us  w he ther  t he  PLA i s  
actu a l ly  i nvo lved in  d a i ly  o pera t ion s .  
 COMMIS SIO NER WO R TZEL :   Th ank  you.  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.    
 We're  go i ng  to  go  to  Cong resswoman  Myr i ck  for  her  te st imony  now.   
Cong resswoman  Myr i ck  came to  Con gre ss  i n  1995  af te r  b ui ld in g  a  su ccess fu l  
advert i s i n g  a nd p ub l i c  re l at ion s  b us ine ss  a nd serv i ng  two  terms  as  mayor  o f  
Cha r lot te ,  Nort h  C ar o l in a ,  t he  s t ate ' s  l ar g est  c i ty  an d commerc ia l  h ub .  
 She  serves  as  V ice  Ch a i rma n of  t he  powerf u l  E ner gy  a nd  Commerce  
Committee  an d i s  a  m ember  o f  t he  Heal t h  Su bcommittee .   I n  20 09 ,  she  w as  
se lecte d by  the  Hou s e  lea ders hi p  to  se rve  on the  Hou se  Perma nent  Se l ect  
Commit tee  on I nte l l i gence ,  a nd i n  the  112th Con gre ss  s he  wa s  named Ch airma n of  
the  S u bcommittee  on  Terror i sm,  Huma n I n te l l ige nce ,  An a lys i s  a nd 
Counte r i nte l l i gen ce .  
 I  s houl d  a lso  po in t  out  t hat  we  un der sta n d th at  you rece nt ly  
anno un ced t ha t  you would  be  ret i r i ng  f ro m pu bl i c  o f f i ce ,  a f te r  you have  devoted  
so  many  year s  to  p u b l ic  serv ice  an d done  a  gre at  jo b  for  your  c onst i t ue nts  a n d 
have  b een a  rea l  a sse t  to  Con gress .  
 P lease ,  Con gresswom an,  we  look  forwa rd  t o  your  test imony.  
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STATEMENT O F SUE MYRICK  
A  U.S.  REPR ESENTATI VE  FR OM  THE STATE OF NORTH CAR OLINA  

 
 MS.  MYR ICK:   T ha nk  y ou very  muc h,  Commi ss ione r  C leve la nd ,  
Commiss ione r  Wesse l ,  an d t he  re st  o f  you .   
 Tha nk  you for  you r  t i me in  do in g  t h i s ,  f i r s t  o f  a l l ,  an d t han ks  f or  
hav i ng  me to day  bec ause  t h is  i s  a n  i ssue  t hat  I  h ave  bee n co nc erne d a bout  for  a  
long  t ime,  an d re a l ly  a  lo t  o f  o t her  peop le  would  not  pay  a t tent ion.   A nd so  I 'm 
g la d  t hat  yo u' re  devo t in g  some t ime to  t h i s  today  so  hope fu l ly ,  we  can get  more  
exposu re  on i t  a n d p eople  wi l l  become aw are  o f  w hat 's  r ea l ly  h app en in g.  
 The  con cer n I  have  h ad a l l  a lo ng i s  t he  f ac t  that  so  many  o f  the  
compan ies  i n  C h ina  w ho  are ,  i n  e f fect ,  s tat e -owned  or  s t ate -s u p ported  are  now 
coming in to  Amer i ca ,  whic h  t hey  d id n ' t  do  before ,  a nd t ry i ng  to  get  a  footho l d  in  
our  economy i n  a  wa y  that  we  ha d n't  seen ,  an d w hat  rea l ly  con cerns  me abo ut  i t  
i s  whe n you  look  at  t he  con nect ions  betw een th e  s ta te  a nd,  p a rt ic u l ar ly ,  I  have  
been wor k i ng  o n H ua wei  an d t he  te lecommunic at io ns  in du stry  and  how t hat  i s  
a f fect in g  us  as  a  cou ntry ,  an d ever yt h i n g  that  t hey  do  over  the re  i s  d i f fe rent  th an 
what  we do .  
 I  mean none  o f  th e  r u les  ap ply ,  a nd the  r egu latory  s i t uat ion i s  to ta l ly  
d i f fere nt ,  e t  ceter a ,  e t  cetera ,  a nd so  we' ve  been w atc hi ng  t h i s  for  some t ime,  
and  whe n you t a lk  ab out  the  Ch ine se  gove rn ment ,  I  know t hat  t he  PRC s ays  t hat  
they  wa nt  t he i r  econ omy to  be  s ta ble  an d  a l l  o f  t hat ,  an d I  be l i eve  that ,  b ut  by  
the  same toke n,  t he  way  they  ru n t he i r  a f fa i rs  a nd  how t hey  d o  i t  a nd t he  co ntro l  
they  h ave  on t he  bu s i nesses ,  not  only  o ur  bus in esses  th at  do  b us i ness  i n  C hi na ,  
whic h  i s  a  w ho le  ot h er  s tory ,  b ut  t he  one s  tha t  are  comin g her e ,  rea l ly  i s  very  
concer ni ng  to  me bec ause  t hey  a ren ' t  t ru s tworthy  i n  t he  se nse  o f  what  we  us ua l ly  
th i nk  o f .   
 They  do n't  va l ue  bas i c  huma n r i ght s ,  huma n l i fe ,  any  k i nd o f  
re l i g io us  or  o t her  f re edoms the  same as  w e do ,  a nd  most  o f  t he  t ime they ' re  o n 
the  op pos i te  s i de  o f  our  cou ntry 's  fore i g n  po l i cy .   I  mea n th at ' s  tota l ly  wh at  you 
see  they  do  i n  t he  U . N. ,  e t  cete ra .  
 So  they ,  a l so ,  o f  co ur se ,  h ave  a  h is tory  o f  deve lop in g  c y ber  w ar fare ,  
whic h  i s  a  w ho le  ot h er  i s sue  t hat  we  are  t ak in g  ext remely  se r io us ly  in  our  
Inte l l ige nce  Committ ee  beca use  t h is  i s  so methin g  t hat  we 're  only  in  t he  beg in ni n g  
s tage s  o n,  i n  my  opi n ion.  
 So  whe n we con s i der  the  C hi nese -b ased  compan ies  t hat  are  i n  t he  
sens i t ive  te lecommu nic at ion s  or  a ny  k in d o f  te lecom,  i t  rea l ly  c oncer ns  me th at  
they  wou ld  be  a ble  i n  any  way  to  get  a  foo tho l d  i nto  our  system s bec ause  once  
they  ge t  i n  t he  syste m,  then  wher e  are  th ey  go in g  to  go  f rom t here?  
 We don 't  have  a ny  co ntr o l  over  th at ,  w het her  i t ' s  swi tch in g  
equ ipmen t ,  w hatever  they  may  be  p rov id i ng .   So  I  k now they ' r e  one  o f  t he  l ar gest  
manu fact ure rs  i n  t he  wor ld .   I 'm  s ure  yo u' r e  a l l  awa re  o f  t hat ,  t oo .   An d t hey  a re  
us i ng  wha t  I  cons ide r  to  be  unf a i r  b us ine s s  tech ni q ues  to  be  a b le  to  get  a  
footho ld  i n  th is  ma rk et  when  they  have  to  compete  wit h  ou r  co mpan ies .  
 An d so  i t  p uts  Amer i c an comp an ies  at  a  r e a l ly  s t ron g d is adv ant age ,  
and ,  o f  co urse ,  t he  C hi nese  comp an ies  de ny  a ny  k i nd o f  imp l i c at ion s  th at  t hey ' re  
t ied  to  t he  Ch ine se  g overnment ,  to  the  PR C.   T hey  se nd  le t te rs  to  me beca use  I  
wr i te  le t ters  a l l  t he  t ime,  an d t hey  se nd  t hese  le t ters  say in g,  o h,  you know,  we 
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don 't  h ave  a nyth in g  t o  do  wit h  them .   B ut ,  yet ,  whe n you go  b a ck  an d look  at  a l l  
the  re lat ions hi ps  t ha t  ex is t  bet wee n t he  p eople  w ho  are  ru nn in g  the  compa ny  a nd 
the  PRC,  i t  becomes  pret ty  ap par ent  tha t  there  i s  some co nnec t ion t here .  
 An d so  I 'm j ust  conce rne d a bout  how they  coul d  compromise  us ,  not  
just  i n  our  te lecommun icat ions  b ut  a ny  o f  our  governmen t  i nf r ast r uct ure ,  eve n 
mi l i ta ry  l aw en force ment ,  p r iva te  c i t i zen s ,  p r ivate  compa nies ,  in  any  w ay .   So  
they 've  done  b us i nes s  wit h  othe r  re g imes  that  have n't  exact ly  been above  boar d 
e i the r - -Sa d dam H uss e in  back  whe n he  wa s  s t i l l  ru l i ng ,  th e  Ta l i ban ,  moder n day  
I ra n- -a nd they  have  b een s ued a  lo t  o f  t im es  for  t h i s  p art ic i pat i on wit h  othe r  
compan ies  wi th  i l leg a l  ac t iv i t ies ,  b ut  i t  d oesn' t  seem to  s top  what  t hey  do .  
 They  h ave  a  s t ron g lo bby in g  e f fort ,  as  you ' re  p roba bly  aware ,  h ere  
on the  Hi l l  o f  peo ple  coming in  to  te l l  ev er ybody  how gre at  t hey  are ,  an d a l l  o f  
these  so -ca l le d  r umors  a ren ' t  t rue  abo ut  t he  t ie s  wi t h  t he  com pany ,  a nd so  fort h.  
 So  I  un der sta nd c ap i t a l i sm,  f ree  ente rp r is e  are  new conce pts  i n  C hi na  
compared  to  the i r  h i s tory ,  a nd t hat  they  v ery  much  wan t  to  move  in  t hat  
d i re ct io n,  but  I  have  concer ns  a s  to  how m uch o f  a  c ap i ta l i s t ,  f r ee  market  soc iety  
rea l ly  ca n ex is t  beca use  o f  w ant in g  to  kee p cont ro l - - t he  Commun ist  governme nt  
to  keep con tro l  over  everyth i ng ,  wh ic h  se ems very  ap pa rent .  
 An d,  yes ,  I  k now t her e 's  a  new set  o f  lea d ers  comin g in  t he  mi l i tary  
and  othe r  th in gs  tha t  maybe  wi l l  c ha ng e  s ome th in gs  over  t ime ,  b ut  r ig ht  now i t ' s  
not .   So  they ' re  very  heav i ly  s ta te  domi nat ed i n  everyt h i ng  they  do ,  a nd  th at ' s  my  
rea l  concer n .  
 So  I  t h i nk  w hen we lo ok  at  our  ma rket ,  we  look  at  t hem,  a nd t he  fact  
that  we  wo ul d  re a l ly  a l low t hem i nto  our  s ens i t ive  te lecommuni cat ion s  i nd ust ry  I  
th i nk  i s  a  te rr i f i ca l ly  horr ib le  mist ake .   I  c an ' t  emp has ize  th at  e noug h .  
 An d so  I  know you 've  worked very  c lose ly  on th is  i s s ue ,  a n d I  w a nt  to  
tha nk  you for  t he  re p orts  th at  you have  pu t  out ,  w hat  yo u h ave  done,  bec ause  i t  
has  he l pe d wh at  we do  very  muc h,  an d,  a ga i n ,  t he  t ime th at  y ou've  put  in to  i t  i s  
very  import ant ,  a nd  I  know my Se nate  co l l eag ues ,  Joh n Ky l ,  a nd  I  h ave  worke d on 
th is  for  a  cou ple  o f  y ears ,  an d he  a nd ot h ers  a re  very  co ncer ne d a bout  i t .  
 As  I  ment io ned ,  our  House  In te l l i gence  C ommittee  i s  ext r emel y  
concer ned abo ut  t h is  par t ic u l ar  i s s ue ,  a n d  we welcome any  su g gest io ns ,  an d I  
we lcome any  s u gges t ions ,  you a l l  mi g ht  h a ve  that  w o ul d  be  he l pf u l  to  us  as  we  
move  forward o n ou r  s ide  i n  do i n g  wh at  w e do  a nd,  ho pef u l ly ,  a lon g i n  
conju nct ion w ith  you  an d wh at  you do ,  a n d,  a ga in ,  I  ju st  t han k  you for  t he  
opport un i ty  to  be  he re  an d for  t he  work  t hat  you 're  do i n g.   I 'm  just  so  h ap py  
somebody  i s  pay in g  a t tent io n.  
 Tha nk  you .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u,  Cong resswoman ,  a nd  be l ieve  
that  we  pay  at te nt io n to  wh at  you an d yo ur  co l lea gue s  a re  do i ng  in  the  cyber  
secur i ty  i ss ues ,  w hi c h  we h ave  s pent  a  lo t  o f  t ime on,  a nd I  t h i nk  one  or  two  of  
us ,  o n ly  s peak in g  for  ourse lve s  a nd not  fo r  the  Commiss ion,  the re  are  a  lo t  o f  
concer ns  we have .  
 You ment io ned  the  q uest io n o f  Hu awei  an d i t s  market  pe netr at ion.   I  
th i nk  t here  are  a  lo t  o f  peop le  who  have  l ooked at  t he i r  t r ade  re lat ions  wit h  th e  
count ry  a nd be l ieve  t hat  t hey  a re  e i t her  d umpi ng  or  s ub s i d i z i n g  the i r  pro duc ts  to  
t ry  an d ga in  a  footho ld  in  o ur  ma rket .  
 The  Commerce  Dep ar tment  h as  se l f - i n i t ia t ion a ut hor i ty  un der  
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AD/CVD.   They  co ul d  be  act in g .   H uawe i  i s  t ry in g  to  inte gr ate  i t se l f .   T h is  mo rni n g  
I  p u l led  a  l i t t le  c l ip  out  o f  T he  Wa sh in gton  Post  that  the  GS A h a s  now a pp roved - -
beyond  the i r  B la ckBe rry ,  w hic h,  as  you kn ow,  has  the  Cry ptoBe rry  a nd a  numbe r  
o f  o ther  t h i n gs  fo r  U . S .  governme nt  emp loyees - - t hey ' re  now go i ng  to  a l low other  
p lat forms .   H uawe i  makes  h an dset s .  
 An d so - -  
 MS.  MYR ICK:   I  h ave  not  see n th at .    Th an k  you for  te l l in g  me.  
 HEAR IN G CO -C HA IR  WESSEL :   Wel l ,  a nd  w e met - -La rry  a n d I  me t  a  
week  or  so  a go  wit h  s ome procureme nt  o f f i c ia l s  an d fo un d out  t hat  t here  are  
some quest ion s  a bou t  whet her  mi l i t ary  sy stems are  fu l ly  prote cted.   I f  i t ' s  o n  a  
munit ions  l i s t  i tem t hat  i t  ca n be  p rotect ed.   I f  not ,  an d C4 ISR ,  as  La rry ,  as  I  
reca l l ,  i s  not  on t he  munit ions  l i s t .  
 So  the  proc uremen t  o f  fore i gn  eq ui pment  for  C4 ISR  p ur poses  i s  now 
open .  
 MS.  MYR ICK:   Sca ry .  
 HEAR IN G CO -C HA IR  WESSEL :   A nd t ha t  go es  to  the  core  o f  you r  
jur i s d ic t ion .  
 MS.  MYR ICK:   T ha nk  y ou.   Ex act ly .  
 HEAR IN G CO -C HA IR  WESSEL :   Lar ry ,  d i d  y ou have  a  comment?  
 COMMIS SIO NER WO R TZEL :   I  do .   F i r s t  o f  a l l ,  Con gres swoman,  t han k  
you very  muc h for  yo ur  work  an d you r  at t ent io n to  th is .  
 I  woul d  not  look  on ly  at  H uawe i .  
 MS.  MYR ICK:   O h,  I  u nde rsta nd .  
 COMMIS SIO NER WO R TZEL :   Most  o f  t hese  Chi nese  
te lecommun icat ions  compan ies  have  ess e nt ia l ly  the  same ge ne s is  or  ge nealo gy ,  
out  o f  e i the r  the  Communic at io ns  E lect ro n ics  Dep artme nt  o f  t h e  People ' s  
L iber at io n A rmy or  th e  E lect roni c  War fare  Departme nt  o f  t he  Pe ople ' s  L i ber at io n 
Army,  a nd they  we re  s tarte d by  peo ple  f ro m there .   They  were  i nf l ue nced  an d 
sup porte d by  them,  a nd ma ny  o f  t he i r  exe cu t ives  come out .   
 I  mean we  were  in  a  f a i r ly  remote  p art  o f  Chi na  thr ee  year s  a g o  at  
what  looked l ike  a - - i t  was  s up pose d to  be  a  p lan t  th at  ma de co ntro l  e q ui pment  
for  c le an in g  power  p r oduct ion fac i l i t ies ,  th e  a i r  at  power  prod uc t ion f ac i l i t ies .  
 I  ope ned t he  b i g  se rv er  boxes ,  a nd the  ser vers  i n  t here  wer e  made by  
a  prov i nc ia l ly -ow ned company ,  an d we we nt  by  th at  f actory ,  an d the re  wa s  a n  
ent i re  e lec t ron ic  wa r fare  reg iment  o f  the  People ' s  L i bera t ion  A rmy be i ng  
out f i t ted .   So  thes e  c ompanie s  a re  on bot h  s i des  o f  th e  s t ree t .  
 I  th ink  th at  my  recom mendat ion i s  t hat  the  ap proac h we t ake  to  th i s  
prob lem is  the  ap pro ach we t ake  on  h uma n i nte l l i gen ce  t hreat s  in  o ur  
counte r i nte l l i gen ce  c ommunity ,  t hat  ju st  a s  we  have  a  c lass i f ied  cr i te r ia  cou ntry  
l i s t  w here  the  J ust i ce  Departme nt ,  t he  FBI ,  an d th e  commun ity  s ay  be  c aref u l  o f  
repre sent at ives  o f  t h ese  gover nments  o r  c ountr ies ,  do n' t  le t  t h em into  you r  
nat io na l  sec ur i ty  a rc h i tect ure ,  re port  yo u r  conta cts  w i th  them,  I  wou ld  su gge st  
deve lop in g  a  c r i ter i a  cyber  t hre at  l i s t .  
 MS.  MYR ICK:   Ye s .  
 COMMIS SIO NER WO R TZEL :   I t  mig ht  be  t he  FBI  or  Jus t ice .   I t  mi ght  be  
the  N at io na l  Sec ur i ty  Age ncy  or  o t her  pa rt s  o f  the  i nte l l i gen ce  community  t hat  
have  to  coope rate ,  b ut  i f  we  had  a  l i s t  th a t  names  t he  co unt r ie s  an d t he  
compan ies  or  e n t i t ies  an d even peop le  t ha t  have  t he  most  a ct iv e  an d eg reg ious  
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record s  o f  cy ber  t hre ats  a nd  at ta cks  a n d c yber  es p io na ge  a ga i n st  the  Un i ted  
States ,  we  co ul d  the n  know who we o ug ht  to  exc lu de  f rom sect ors  o f  ou r  
economy.  
 MS.  MYR ICK:   An d yo u' re  say in g  make  t hat  pu bl ic?  
 COMMIS SIO NER WO R TZEL :   No ,  I  don ' t  t h i nk  you need  to  make  i t  
pu bl ic .   I  t h ink  i t  wou ld  be  a  m istake  to  ma ke  i t  pu bl ic .   I  t h i nk  i t  shou l d  be  a  
c las s i f ied  l i s t ,  ju st  l i k e  the  c r i te r ia  cou ntry  l i s t .  
 MS.  MYR ICK:   R ig ht .  
 COMMIS SIO NER WO R TZEL :   B ut  we  co ul d  t hen req ui re  every  def ense  
in dus try  or  c r i t i ca l  i n f rast ru ctu re  a nd  our  feder a l  governme nt  t o  s tay  away  f rom 
compan ies  a nd  eq ui p ment  pro du ced by  t h e  count r ie s  th at  a re  on th at  l i s t .  
 MS.  MYR ICK:   No ,  I  a pp rec i ate  i t .   Be i ng  o n I nte l ,  I  have  to  be  c aref u l  
what  I  say .  
 [Lau g hter . ]  
 HEAR IN G CO -C HA IR  WESSEL :   For  a  q u ick  comment ,  Commiss io ner  
F ie dler .  
 COMMIS SIO NER F I EDLER:   S peak in g  o f  w hi ch,  I  t h i nk  t hat  t he i r  
prese nce  in  Ca na da h as  bee n a n unex p lore d sec ur i ty  con cer n,  a nd I  wou ld  ju st  
sort  o f  not  make  a ny  a l le gat ions ,  b ut  leave  i t  a t  tha t  a nd say  t h at  i t  sho ul d  be  
pu rsue d .  
 MS.  MYR ICK:   Ye s ,  I  a pp rec i ate  t hat  very  m uch an d am aware  o f  that .   
Tha nk  you for  b r i ng in g  i t  u p.  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u,  Cong resswoman .   We  look  
forwar d to  work in g  w ith  yo u a nd yo ur  s taf f ,  e i t her  on you r  pe rs onal  bas is  or  your  
committee  bas is ,  an d  p le ase  don 't  he s i t at e  to  ca l l  on  us .   T ha n k  you for  be i n g  
here  t h i s  morn in g.  
 MS.  MYR ICK:   Ag a i n ,  I  ap prec iate  w hat  yo u  a l l  are  do i ng .   So  ke ep i t  
up .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.  
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Pan el  I  –  Qu est i ons  a nd A nswers  
 
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  S hea .  
 CHA IRMA N SHE A:   T h ank  you  a l l  fo r  be in g  here  a n d for  the  t ime  an d 
ef fort  you  p ut  into  y our  p rese ntat ions .  
 I  j ust  wa nt  to  ad dres s  my  f i r s t  q uest ion - - I  have  two ques t ion s - - and  
add ress  my  f i r s t  que s t ion to  Mr .  Szamoss z egi .   I n  t he  pa per  you  co -wrote  for  the  
Commiss ion last  year - - I 'm j ust  rea di ng  o f f  the  exec ut ive  summa ry - -yo u say  w hen  
i t  jo i ned  the  WTO i n  2001 ,  Chi na  promise d  that  the  governme nt  would  not  
inf lu ence  d i rect ly  or  in d i re ct ly  t he  commerc ia l  dec is ion s  o f  SOE s .   C h i na  does  not  
app ear  to  be  kee pi ng  th i s  commitment .   T he  s ta te  does  i nf l ue n ce  the  commerc ia l  
dec i s ion s  o f  SOEs ,  an d the  most  rece nt  f iv e -year  gu id an ce  does  not  he ra ld  a  
cha nge  in  th is  re ga rd .  
 That 's  a  b ig  broa d s ta tement .   J ust  co ul d  y ou g ive  us  a  few exa mples ,  
a  cou ple  o f  examp les  o f  where  the  s tate ,  Chi nese  gover nment  or  the  Commu nis t  
Party  h as  i nf lue nce d the  ac t iv i ty  o f  a n  SO E  in  a  no ncommerc ia l  way?  
 MR.  S ZAMOS SZ EGI :   S ure .  
 CHA IRMA N SHE A:   A n ywhere  i n  t he  g lobe .   With  res pect  to  fore ig n  
d i re ct  i nvestmen t .  
 MR.  S ZAMOS SZ EGI :   With  res pect  to  fo re i gn  d i rect  investme nt ,  I  
would  say  t hat  inve st ments  i n  A fr ica n cou ntr ies  t hat  pr ivate  se ctor  su bs id iar ies  o f  
these  C h inese  SOE s  w ould  not  e ng a ge  in  ar e  rout i ne ly  u nde rtak en by  the  s tate -
owned e nter pr ise s  in  l i ne  wit h  governmen t  po l icy .  
 CHA IRMA N SHE A:   Ok ay .   Mov i ng  forwar d,  the  po int  was  ma de t hat  
there 's  very  l im ited C hi nese  FDI  in  t he  U ni ted S tates .   Co ul d  yo u s pecu late ,  j ust  
go in g  fo rwar d,  h ow t he  s ta te  may  i nf lue nc e  SOEs  to  act  in  a  no ncommerc ia l  way  
with  res pect  to  FDI  i nvestments  i n  t he  U n i ted State s?  
 MR.  S ZAMOS SZ EGI :   Wel l ,  i t  wou ld  be  pu r e ly  spe cu lat ion,  bu t  my  own 
perso nal  v iew,  an d f r om look ing  at  data ,  i s  tha t  fore ig n  d i re ct  i nvestme nt  f rom 
Chi na  in to  the  Un i ted  State s  i s  l i ke ly  to  inc rease  in  t he  comi ng  years .   U nt i l  
recent ly ,  t h i s  i nvest ment  ha s  occ urre d  a t  very  low ra tes  beca u se  Ch ine se  
enter pr ises  have  bee n fo l lowi ng  w hat  the i r  gover nment  has  act ua l ly  p romoted,  
whic h  i s  reso urce  i nt ens ive  fore i g n  d i rect  investme nt  i n  A fr ica  and  i n  A ust ra l ia ,  
So  I  t h i nk  now the  na ture  o f  the  F ive  Year  P lan  has  ch an ged  bec ause  t he  focus  i s  
on  new emer g i ng  i nd ustr ies ,  an d t hese  em erg i n g  i nd ust r ies  are  not  locate d in  
Afr ica ,  a nd t hey ' re  n ot  assoc i ated  wit h  n a tura l  re sour ces .  
 So  i f  I  have  to  s pec ul ate ,  go in g  fo rwar d,  I  th i nk  t hat  t here  wi l l  be  
investme nt  f rom stat e -owned  ente rp r ise s  and  othe r  ente rp r is e s  f rom C hi na  into  
the  U ni te d States  i n  areas  th at  ar e  s pec i f i ed  i n  t he  12th  F ive  Y ear  P la n .  
 CHA IRMA N SHE A:   Ok ay .   Let  me a sk  you ,  f o l low -u p o n a  que st i on 
that  Commiss ione r  F i edler  ra ise d,  a bout  w hat  do  we ca l l  t he  Ch inese  economic  
system?  An d t here  i s  a  book  put  o ut  a  cou ple  o f  years  ago  by  a  coup le  o f  Weste rn  
investme nt  b anke rs  who  spe nt  a  lo t  o f  t i me in  C hi na  ca l led  Re d Ca pi ta l i sm.   I  
don ' t  k now i f  yo u' re  fami l iar .  
 An d th ey  say  t h i s :  W hat  moves  t h is  s t r uct ure - -mea ni ng  t he  C h i nese  
s t ru ctu re - - i s  not  a  market  eco nomy an d i t s  laws  o f  s up ply  an d deman d,  but  a  
caref u l ly  bo un d soc ia l  mecha ni sm b ui l t  a roun d t he  p art icu la r  i nt erests  o f  the  
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revo lut iona ry  fam i l ie s  who  con st i t ute  t he  po l i t i ca l  e l i te .   C h i na  i s  a  fami ly - ru n 
bus in ess .   Whe n ru l i n g  g rou ps  c ha nge ,  the re  wi l l  be  a n  i nev i t ab le  ch an ge  in  t he  
ba l ance  o f  i nte rests ,  but  these  fami l ie s  h a ve  one  sh are d i ntere s t  above  a l l  o t hers ,  
the  s t ab i l i ty  o f  t he  sy stem so  they  c an p ur sue  t he i r  own s pec ia l  inte rests .  
 Do  you- - I  woul d  love  each o f  you to  comment  on t ha t  s ta temen t .   Dr .  
Hsue h .  
 DR.  H SUE H:   T h i r ty  ye ars  o f  ma rket  re form obv ious ly  h ave  made many  
cha nge s  to  the  syste m,  an d,  a s  I  say ,  I  t h i nk  overa l l  o n  the  mac ro  leve l ,  we  ca n 
make  the  s tatement  t hat  t he  C hi nese  cent r a l  gover nment  h as  e n han ced i t s  
bu reau crat ic  coor di n at ion cap ab i l i t ie s  a nd  overa l l  reg u latory  c a pac i ty  h as  
inc rease d,  bu t  not  in  a l l  a rea s  o f  t he  eco n omy because  the re  a r e  certa in  area s  
that  are  jus t  not  as  i mportan t  a nymore .    
 In  t hose  a reas  whe re  the  gover nment  ha s  l e t  go  o f  bu rea ucra t ic  
coordi nat ion a n d ca p ac i ty ,  the re  i s  the  emerge nce  o f  ma ny  d i f f erent  
s takeho lde rs .  
 CHA IRMA N SHE A:   So  you th ink  th a t  s ta tement  i s  a n  overst atement?  
 DR.  H SUE H:   I  th ink  i t  i s  a n  overst atement .   I  do  th ink  tha t  i f  I  w ere  
to  be  p us hed  to  make  an over a l l  ad ju stmen t ,  I  do  th in k  the  cent ra l  governme nt  i s  
s t ron ger  an d h as  mor e  cap ac i ty  today .   B u t  there  are  ma ny  a re as ,  i s s u e  ar eas ,  
that  are  jus t  not  o f  c oncer n,  a nd  the  over arch i ng  goa l  i s  nat ion a l  sec ur i ty ,  t he  
deve lopme nt  o f  a  na t iona l  tec hno lo gy  b as e ,  an d,  import ant ly ,  s oc ia l  an d po l i t i ca l  
s tab i l i ty .  
 An d i f  tho se  goa ls  ar e  ach ieved,  the re  a re  go i ng  to  be  ma ny  d i f feren t  
i s s ue  are as ,  sector s ,  market  se gments ,  a n d so  for th  t hat  the  ce ntra l  governmen t  
i s  j ust  not  go in g  to  s pen d - - i t ' s  not  wort h  the i r  t ime .   I t ' s  not  w orth  t he  t ime to  
cover .   A n d so ,  as  a  r esul t ,  t here  are  ma ny  d i f fere nt  s take ho ld e rs  th at  a re  out  
there  in  the  e c onomy that  w i l l  b e  mot ivate d by  per sona l  go a ls  t hat  may  not  h ave  
e f fects  for  t he  C hi ne se  Communi st  Par ty  overa l l .  
 CHA IRMA N SHE A:   Do  you wan t  to  make  a  qu ick  comment ,  D r .  H ersh?  
 DR.  HE RS H:   S ure .  
 CHA IRMA N SHE A:   We 're  over ,  b ut - -  
 DR.  HE RS H:   A s  we  se e ,  we  ca n de d uce  f rom the  be hav io r  o f  
leade rs hi p  i n  t he  ce n tra l  gover nment  a s  w el l  a s  f rom statement s  o f  key  le ade rs  
that  t he  pr imary  goa l  i s  t he  p rese rvat io n o f  cont in ued  Commun i st  Party  ru le  o f  
the  C hi nese  governm ent ,  an d one  o f  the  main  factor s  th at  wi l l  ens ure  t hey  
ach ieve  th is  goa l  i s  t o  have  cont in ue d s t r ong eco nomic  deve lopment  a n d soc i a l  
s tab i l i ty  t hat  s tead i ly  inc reas in g  l iv i ng  s ta nda rd s  b r i ng s .  
 An d so  t he  foc us  o f  much po l i cy  i s  on  how to  cont i nue  deve lo pi ng  t he  
prod uct ive  economy i n  C hi na  a n d imp r ov in g  l iv in g  s ta nda rd s .   T h is  i s  not  a  goa l  
dr ive n by  a  f ami ly  o r i entat ion,  as  you  say ,  w i th in  t he - -  
 CHA IRMA N SHE A:   A s  the  i nvestmen t  b anke rs  sa id .   Not  I .   I 'm  ju st  
say i ng  t hat  the  per son who ma de t he  s t at ement  th at  t hat  C h in a  i s  a  f ami ly - ru n 
bus in ess ,  i s  not - - I  d i dn ' t  make  t hat  s tat e ment .   Someone e ls e  made the  
s tatement .  
 DR.  HE RS H:   S ure .   T h is  i s  a  pr ior i ty  tha t  i s  inc ul cate d th rou gho ut  t he  
s t ru ctu re  o f  t he  Par t y  system an d t he  government ,  not  l imi ted to  those  
revo lut iona ry  fam i l ie s ,  as  the  aut hor  pu ts  i t .  
 CHA IRMA N SHE A:   Ok ay .   T ha nk  you .  



63 

 

 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  D ' Amato .  
 COMMIS SIO NER D 'AM ATO:   T han k  you,  M a dam C hai rman .   
 I  j ust  c an ' t  he l p  but  f o l lowin g  up Commiss i oner  F ie dler 's  desc r i pt io n 
o f  that  a nd a lso  a  co mment  spaw ne d on t he  fam i ly - ru n bu s i nes s .   I  th i nk  we ' d  be  
k in d o f  bet ter  o f f  in  be i ng  ab le  to  descr ib e  th i s  s t ruct ure  i f  we  ha d th is  hea r i ng  in  
S ic i ly .  
 [ Lau g hter . ]  
 COMMIS SIO NER D 'AM ATO:   I n  a ny  c ase ,  I  w ould  l i ke  a  fo l low - u p on 
Commiss ione r  B l ume nth a l ' s  que st io n on c api t a l  a l locat ion.   We  ha d a  hea r i ng  
recent ly  on resou rce  a l loc at ion ,  re source  manageme nt  by  the  C hi nese - -wate r ,  
fue l s  a nd  other  th in g s .    
 My  quest ion i s  o n  th e  ran ge  in  s i ze  o f  t he  SOE p la ce  i n  t he  eco nomy,  
up to  50  perce nt  o f  G NP,  t he  ra n ge  o f  i n du str ie s  la be led as  c ha mpions ,  you k now,  
hu ge  d escr ip t ion - - a l t ernat ive  e nergy  comp anie s ,  h i gh -en d ma nu fact ur i n g.   These  
are  l ar ge ,  lar ge  descr ipt ions  o f  the  k i nd s  o f  compa nies  th at  a re  inc lu ded .   Are  
there  any  o ngo i n g  as sessment s  o f  t he  im p act  a nd costs  o f  the  c oncen t rat ion o f  
economic  power  he re  on the  a l locat ion a n d ef f i c ient  use  o f  re s ources  l ike  f ue ls ,  
water ,  la nd,  mine ra ls ?  
 We know,  for  examp l e ,  i n  the  water  s i t uat ion t hat  i t ' s  t reme nd ous ly  
inef f ic ie nt .   I t ' s  not  p r ice d p roper ly .   We k now they ' re  go i ng  to  ru n ou t  o f  
domest ic  o i l  w i th in  t en year s  a nd coa l  w i t h i n  th is  cent ury .   So  they ' re  u s i ng  u p 
the i r  reso urce s  i nef f i c ient ly ,  a t  a n  as toni s h i ng  rate .  
 I s  t here  any  k in d o f  o ngo i n g  as sessment  as  to  the  impact  o f  t h is  
concent rat ion o f  pow er  on t he  a l loca t ion o f  scar c e  reso urce s  i n  C hi na ,  an d i f  
there  i s  not ,  s hou ld  t here  be?   W hy  don 't  we  just  s ta rt  w i t h  yo u?  
 MR.  S ZAMOS SZ EGI :   I  do  not  k now of  a ny  b road -ba sed asse ssme nt  o f  
the  k i n d th at  you 've  descr ib ed,  b ut  I  th ink  that  the  w hole  s tate  cap i ta l i s t  o r  
s tate - g ui ded c ap i ta l i s t  model  i n  C hi na  ha s  c reate d g rowth t hat  i s  in  many  way s  
in put  dr iven .   T h i s  ac tua l ly  gets  to  Commis s ioner  B l ument ha l ' s  ques t ion .   We can  
te l l  by  look i n g  at  a  s t ate -owne d e nter pr ise 's  prof i ta b i l i ty  comp a red to  t he  pr iv ate  
sector  i n  C hi na  tha t  t hey  ar e  not  a s  e f f i c ie nt .  
 An d yet  t here  c an  be  a  s t ro ng c ase  t hat  i n  the  p ast  severa l  year s ,  
they  h ave  act ua l ly  be en,  inst ead  o f  de c l in i ng,  a  c ase  c an be  ma de th at  SOEs  have  
been growi n g .   Beca u se  the  s tate -owne d e nter pr ise ' s  g rowth i s  in put -b ase d a nd 
s inc e  res o urce s  i n  C h ina  are  mi sp r ice d in  order  to  fac i l i tate  gr owth o f  t hese  un -
economic  ent erp r i ses ,  the re  i s  n atu ra l ly  d eplet ion t hat  wo ul d  o therw ise  not  occu r  
i f  t h i ng s  were  pr iced  prope r ly .  
 An d so  I  th ink  th is  i s  a  case  w here  Ch in a ,  i n  a  se nse ,  i s  s hoot in g  i t se l f  
in  t he  foot  by  u s i ng  t h is  mode l ,  b ut  at  the  same t ime,  ma ny  o f  t he i r  i nvestment s  
c reate  ex cess  c ap ac i t y ,  an d t hat  ex cess  ca pac i ty  res ul t s  i n  ex po rts  t hat  ha rm our  
economy,  an d I  th ink  that 's  anot her  import ant  aspe ct  o f  t he  e qu at ion .  C hi na  i s  
not  only  m isa l locat i n g  reso urce s  wit h  t h is  s tate -ow ned mode l ,  but  i s  a l so  ha rmin g  
U.S .  i nte rests  in  man y  cases .  
 COMMIS SIO NER D 'AM ATO:   T han k  you .  
 Dr .  He rs h,  do  you hav e  any  t hou ght s  on t h at?  
 DR.  HE RS H:   Yes .   I t ' s  c lea r  th at  t he  i nst i tu t ions  in  Ch in a ' s  econ omy 
do  lea d to  a  misa l loc at ion o f  reso urce s ,  a nd pa rt ic u l ar ly  at  t he  leve l  o f  in d iv id ua l  
compan ies ,  in d iv id ua l  s tate -owne d e nter p r ises ,  we  ca n s ee  th a t  many  ope rate  in  
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a  very  i nef f ic ient  way .   
 An d i f  you look  pa st  t he  i nd iv i du a l  comp an ies  to  how th is  s t ruc t ure  
works  as  a  who le  wit h i n  C hi na 's  eco nomy,  i t  ac tua l ly  fu nct ions  to  c reate  ma ny  
e f f i c ie nc ies  th at  may  not  be  t her e  wit hout  th is  act ive  man agem ent  o f  t he  s t ate -
owned e nter pr ises  an d more  b road ly  t he  g overnment -ow ned se ctors  o f  t he  
economy.  
 What  I  mean  by  t h i s  i s  tha t  the  mai nten an ce  o f  s ta te -owne d 
enter pr ises  p l ays  a  s i gn i f i ca nt  ro le  i n  th e  overa l l  ma croeconom ic  dema n d 
manageme nt  wi th in  t he  C hi nese  eco nomy.   I t  he l ps  kee p t he  overa l l  leve l  o f  
employment  h i gh .   T h at  means  th at  t here 's  wages  o ut  t here  for  cons umer s  to  be  
spen d in g  on goods .  
 I t  he lp s  kee p dema nd  h i gh  for  ma ny  p r ivat e ly -owne d compa ni es  that  
are  u pst ream i n  t he  p roduc t ion  ch a i n  f rom the  s t ate -ow ned e nt erpr ises ,  a nd th at  
has  be nef i t s  to  pr iv at e  enter pr ises  w it h i n  t he  C hi nese  eco nomy as  wel l .  
 I t  a l lows  t hose  comp anie s  to  ac hieve  h i g h er  ca pac i ty  ut i l i z at io n,  
more  e f f i c ien t  econo mies  o f  sc a le  an d p ro duct ion ,  a nd t hro ug h  that ,  to  ac hieve  
prod uct iv i ty  growth  t hrou gh  lea rn in g  by  d o ing ,  a b le  to  ach ieve  e f f i c ie nc ies  i n  
the i r  p rod uct io n,  w hi ch  wi l l  le t  t hem  beco me ef f ic ient  eno ug h and  h ave  h ig h  
enou gh qu a l i ty  p rod u cts  to  ent er  ex port  m arkets .  
 So ,  the n,  at  t he  i n div id ua l  leve l ,  we  may  s ee  that  some SOEs  ar e  
inef f ic ie nt ,  but  at  a  s ystem -wide  leve l ,  t h i s  s t r uct ure  i s  he l p i ng  the  overa l l  
economy ach ieve  h ig her  leve l  o f  e f f i c ie nc y .  
 Now,  do in g  i t  th rou g h s ta te -owne d e nter p r ises  i s  o ne  way  to  d o  that ,  
and  th at ' s  how Ch in a  does  i t .   In  o ther  co unt r ies ,  we  have  mac roeconomic  po l icy  
too ls ,  f i sca l  po l icy  an d moneta ry  po l icy ,  to  t ry  to  man age  a  h ig h  leve l  o f  
agg reg ate  deman d to  ens ure  fu l l  emp loyment  a nd  th at  compa ni es  oper ate  at  fu l l  
capa c i ty .  
 An d le t  me ju st  say  s omethin g  a bout  the  a l locat ion o f  ca pi t a l  f r om 
the  b ank i ng  s ector ,  w hic h  you a l lu ded  to  a nd w hic h  Commis s ion er  B l ument ha l  
a l so  a sked abo ut .  
 The  b ank in g  se ct or  p rov ides  rou gh ly  20  pe rcent  o f  the  overa l l  
investme nt  ca pi t a l  in  the  C hi nese  e conomy in  a  g iven ye ar .   So  re lat ive  to  othe r  
forms  o f  i nvestmen t ,  i t ' s  act ua l ly  qu i te  sm al l .   Not  a l l  o f  the  loa ns  t hat  are  be i ng  
made by  t he  domest i c  ba nk  sy stem are  go i ng  t o  s tate -owne d en terpr ise s .   Not  a l l  
o f  them a re  oper at i n g - -be in g  exte nde d on  a  no ncommerc ia l  b as is  a l tho ug h,  o f  
course ,  we  know t hat  th i s  h ap pen s .  
 Hav i ng  acces s  to  low - cost  ca pi ta l  i s ,  o f  cou rse ,  a  g reat  bene f i t  t o  the  
compan ies  i n  C h ina  t hat  rece ive  t h i s ,  but  I  woul d  a lso  s ay  th at  in  t he  U ni te d 
States ,  compa nie s  h a ve  access  to  very  low  cost  o f  ca pi ta l .   R ig h t  now i n  t he  
Uni te d State s ,  nonf in anc ia l  corpo rat io ns  a re  ho l d i n g  rou g hly  $2  t r i l l io n  i n  c as h  
assets  tha t  they ' re  n ot  us i ng  for  inves tment .   Th at ' s  f r ee  mone y  for  them .  
 They  ca n r a ise  money  on p r ivate  ca pi ta l  m arkets  at  v i r tu a l ly  no  cost ,  
less  t ha n one  per cent  rate ,  e xt remely  low cost  o f  ca pi t a l  for  t h em.   They ' re  not  
us i ng  th is  money  to  make  pro duct ive  i nve stments  in  the  rea l  e conomy here  in  t he  
Uni te d State s  even t h ough  they  a lso  have  l ow costs  o f  ca pi ta l .   Rathe r  wh at  
they ' re  do in g  i s  tak in g  th is  money ,  u s i ng  i t  to  prop  u p t he i r  own  sha re  p r ic es .  
Compan ies  a re  s pen d in g  108  pe rcent  o f  t h e i r  prof i t s  in  or der  to  buy  bac k  the i r  
own sh ares  an d to  pa y  out  d iv i den ds  to  s h areho lde rs  i n  or der  t o  keep th e i r  sh are  
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pr i ces  up .  
 The  i ssue  i s  more  tha n j ust  get t in g  low cos t  o f  ca pi t a l  f rom the  
f in an c ia l  syst em.   We  have  to  look  broa der  at  the  i nst i tut ions  w hic h  a re  
inf lu enc in g,  c reat in g  ince nt ive s  for  w here  and  how investme nt  takes  p la ce  so  t hat  
we  can cha n nel  inves tment  i nto  p rod uct iv e  uses .  
 DR.  H SUE H:   I  woul d  j ust  a d d th at  a  lo t  o f  t he  a l locat ion pro ble ms 
and  some of  th e  soc i a l ,  po l i t i c a l  a n d econ omic  impl icat ions  are  ha ppe ni ng  i n  the  
decen tra l i zed  i nd ust r ies ,  an d so  re g ulato r y  enforceme nt  has  be en de cent ra l i zed 
to  loca l  leve ls ,  a nd o f tent imes  t hese  a re  t he  i nd ust r ies  whe re  y ou see  
overexpa ns io n,  ma rk et  sat urat ion ,  a nd ap prova l s  o f  mark et  en t ry  an d a l loc at io ns  
o f  cap i ta l  a re  g iven t o  e i the r  s tat e -owne d enter pr ises ,  s tate -co ntro l led  
enter pr ises ,  o r  j ust  e nter pr ises  ow ned by  i nd iv id ua ls  w i th  con n ect ions ,  w i t h  
s t ron g con nect ions  t o  the  s t ate  or  C hi nes e  Communis t  Party .  
 So  i t ' s  not  j ust  t he  s t ate  sector ,  pe r  se ,  i n  these  dece ntra l i ze d 
in dus tr ie s ,  a n d i t  i s  b ecause  o f  t he  i nst i tut iona l  l an dsca pe  t hat  has  emer ge d i n  
the  l ast  30  yea rs  an d the  i nce nt ive  s t r uct u res  t hat  have  been b ui l t  i nto  t he  
inst i t ut io na l  la nd sca pe.  
 COMMIS SIO NER D 'AM ATO:   T han k  you very  much .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Commiss ione r  S la ne .  
 COMMIS SIO NER SLA N E:   Tha nk  you  for  a l l  coming,  a nd we ap pr ec iate  
your  t ime an d your  t est imony.  
 I 'm  t ry in g  to  un der st and  the se  s t ate -own e d ente rp r i ses ,  an d a s  a  
bus in essma n,  I  f in d  i t  very  cu r iou s  th at  po l i t i c ia ns  a re  a ppo inte d as  the  sen ior  
manageme nt  o f  t hese  s tate -owned  ente rp r ises ,  an d w hi le  I  don ' t  want  to  p ut  too  
f ine  a  po in t  on i t ,  i t  doesn ' t  seem to  me t hey  h ave  the  sk i l l  set ,  the  ex per ie nce ,  
the  t r a i n i ng ,  th e  ed u cat ion  to  r un lar ge  p ub l ic  corpor at io ns ,  a nd t he n th ey  rotate  
them out  every  cou pl e  o f  years ,  a nd they  s eem to  be  look i ng  at  the i r  nex t  
po l i t i ca l  move,  not  w here  to  d i rect  t he  co mpany .  
 But  notwit hsta n di ng  that ,  I  s t i l l  see  th at  t hese  comp an ies  seem  to  be  
improv i ng ,  to  me,  i n  certa in  in du str ies .   T e lecommuni cat io ns .   Huawe i  i s  a  
formid ab le  compet i tor .   Automot ive ,  av iat i on,  a nd ot her s .   An d I 'm t ry in g  to  
un ders tan d w hat  I 'm  miss i ng  here ,  a nd ho w these  comp an ies - - are  t hey  imp rov in g?   
I s  i t  someth in g  t hat  we  shou ld  be  wor r ie d  abou t  as  Be i j i ng  pu s hes  t hem to  go  
abroa d?   
 An d i t  seems to  me t ha t  t he i r  c urre ncy  o f  the  re a lm i s  employm ent ;  
ours  i s  prof i t .   A nd s o  now as  t hey  en ter  t he  g loba l  mark et ,  t ha t  dyn amic  has  to  
cha nge .  
 Tha nk  you .   A ny  t hou ght s?  
 MR.  S ZAMOS SZ EGI :   I  th i nk  t hat  em ployment  i s  impo rta nt ,  prof i t s  are  
importa nt ,  b ut  I  th in k  tha t  Ch in a  c urre nt l y  i s  s t i l l  u n der go in g  a  drama t ic  re form 
in  w hic h  i t  h as  gone  f rom hav i ng  a  b loate d  s tate  se ctor  to  a  more  e f f i c ie nt  s tate  
sector .   A nd so  I  t h i n k  employment  i s  im p ortant ,  b ut  i f  you  loo k  at  t he  p ast  
h is to ry ,  t he  p ast  20  y ears ,  the re ' s  act ua l ly  been  a  s ig n i f i c ant  de c l i ne  i n  
employment  wit h i n  t he  s ta te  secto r ,  t he  s tate -owne d e nter pr is e  sector .  
 At  the  same t ime,  th e  pr ivate  se ctor  has  been creat in g  jobs ,  a nd t he  
s tate -ow ned sector  h as  bee n bra nc hi ng  o u t  into  t hese  mixed fo rms  o f  owner sh ip ,  
and  they 've  been ab l e  to  maint a i n  h ig h  le ve ls  o f  emp loyment  f or  the  eco nomy as  
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a  whole .  
 I  th ink  th at  t he  man a gement  o f  s tate -own ed ent erp r i ses  i s  b ec oming 
more  soph is t i cate d o ver  t ime.   I  t h i nk  t hat  i t  i s  t r ue  t hat  yo u h a ve  governmen t  
o f f i c ia l s  a nd Commun is t  Par ty  members  w h o  are  p ut  into  t he  co mpan ies ,  bu t  I  
th i nk  i nc reas in g ly  t h ey  have  better  t ra in i ng  an d a re  a ble  to  ac t  as  bet ter  
manage rs .  
 An d I  a l so  th ink  t ha t  the  othe r  t h i ngs  th at  you ment io ned,  l i ke  t he  
improvements  i n  pe r f ormance,  are  due  to  a  n umber  o f  fa ctors  a s ide  f rom 
improved ma na geme nt ,  T he  i nt rodu ct io n o f  tech no logy  f rom a broa d ,  a n d 
sub s i d ie s  a l ike  low i n terest  r ate  loan s  mak es  SOE s  more  compet i t ive  a n d  a ble  to  
gene rate  prof i t s  t hat  o therwi se  wou ld n' t  be  the re .   A nd  wit h  t hose  p rof i t s ,  t hey  
can  inves t  i n  b uy i n g  more  adva nced  eq ui p ment .  
 Then the y  c an h i re .   Once  you get  t hat  eq ui pment ,  yo u h i re  pe ople  
f rom the  comp an ies  who  make  i t  to  come and  teac h you how to  operate  the  
equ ipmen t ,  a n d a l l  o f  a  su d den yo u ra ise  t he  ent i re  sk i l l  set  o f  the  man uf act ur i n g  
sector ,  eve n i n  s t ate - owned e nter pr ises .  E ven i f  they ' re  not  ver y  e f f i c ie nt ,  t hey  
can s t i l l  improve  re la t ive  to  the  pa st  whe n  they  were  h ig hly  ine f f ic ien t .  
 DR.  HE RS H:   So  po l i t i ca l  o f f i c ia l s  i n  C hi na  typ ic a l ly  have  ve ry  
d i f fere nt  c areer  t ra je ctor ies  f rom those  he re  i n  the  Un i te d St at es ,  a nd o ne  o f  t he  
aspec ts  o f  eco nomic  re forms beyond  i nst i t ut io na l  ch an ges - - t h is  was  a  c ampa ig n 
carr ied  o ut  by  Den g X iaop in g - -was  to  t ra ns form qu al i tat ive ly  t h e  s tate  o f  the  
bu reau cra cy  wit h i n  C hi na ,  p urg i ng  o ut  t hose  who were  p ut  t her e  as  rew ar ds  fo r  
the i r  serv ice  i n  t he  r evo lut io n a nd br in g i n g  i n  a  new gene rat ion o f  l eade rs  w ho  
were  t ra ine d a n d h ad  exper ien ce  i n  e ng ine er in g,  sc ie nces ,  man a gement ,  
economics .   So  t here  i s  a  q ua l i tat ive  imp ro vement  in  the  sk i l l s  o f  gove r nment  
o f f i c ia l s  t hat 's  been hap pe ni ng  th roug hou t  Ch in a 's  economic  re forms.  
 The  ca reer  t ra jector i es  o f  gover nment  o f f i c ia l s  typ ica l ly  ru n 
somethin g  l ike  t hey  work  in  a  governmen t - i nvo lved e nter pr ise  in  a  man ageme nt  
capa c i ty  for  some t i me.   They  lear n  how that  bu s i ness  o per at es .   T hey  a re  
succe ss f u l  in  mana gi ng  t hat  b us i nes s ,  a n d  that  lea ds  to  promot ion a nd  th rou gh to  
the  othe r  s ide  o f  the  system to  the  govern ance  s i de  i n  a  pos i t io n  whe re  t hey  h ave  
respo ns i b i l i t ies  for  o versee i ng,  coord in at i ng  e conomic  deve lop ment  pro jects  
overa l l .  
 So  those  o f f i c ia l s  are  br in g i ng  in  i ncre as i n g ly  more  sk i l l s  in  o pe rat io n 
o f  bu s i ness  an d in  te chno log i ca l  knowle dg e  an d to  gover na nce .  
 DR.  H SUE H:   To  un der stan d t he  man ageme nt  o f  s tate -owned  
enter pr ises ,  i t ' s  very  importa nt  to  l ook  at  the  re st r uct ur i n g  p rocess  o f  t he  
part ic u la r  i n dus try  i n  que st io n.  
 Many  i nd ust r ies  a nd s tate -ow ned e nte rp r i ses  tod ay  use d to  be  part  
o f  a  gover nment  b ure aucr acy  s t af fed by  te chnoc rats ,  a nd so  as  some of  these  
bu reau cra c ies  have  b een d isma nt le d over  the  re form era ,  many  o f  the  te ch nocra ts  
have  b een ap po i nted in  ma na ger ia l  ro les  w ith in  s tate -owne d en terpr ise s .   So  
many  o f  t hese  ma na g ers  were  at  one  t ime or  other  bu rea ucr ats  wi th in  a  
governmen t  bo dy  th a t  no  lo nge r  ex i s ts  to d ay .  
 But  you  a l so  see  t he  oth er  d i re ct io n o f  w h ere  ent rep rene ur s  th at  
have  won favor  w ith i n  the  Ch i nese  Commu nist  Party  t he n be in g  ass i gn ed an 
importa nt  ro le  wit h i n  an  importa nt  nat ion a l  cam pai g n .  
 COMMIS SIO NER SLA N E:   Tha nk  you .  
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 HEAR IN G CO -C HA IR  C LEVELA ND:   I  have  sort  o f  a  ye s  or  n o  q ues t ion 
for  you.   The  econom ists  in  Un ir u le  In st i t u te  in  Be i j i ng  repor t  t hat  rea l  ret ur n  on 
equ i ty  be tween 2001  and  2009  was  prob ab ly  c lose  to  ne gat ive  t wo  perce nt ,  i f  you  
take  out  su bs i d ies  a n d not  pay in g  marke t  r ate  loa ns ,  an d I  th i nk ,  Mr .  Sz amossze gi ,  
you sa i d  t he  s ame th i ng .    
 G iven t hat  rea l  ret ur n,  i s  t h is  mode l  s ust a ina ble?   Yes  or  no ,  I  gues s  
i s  wh at  I 'm  re a l ly - - be cause  we nee d to  wr a p u p.    
 DR.  HE RS H:   I 'm  not  f ami l i ar  w i th  tha t  a na l ys i s  a l t houg h I  wou ld  be  
very  inte reste d to  look  at  i t ,  b ut  t he  p rof i tab i l i ty  measu red  i n  t hat  way  I  don ' t  
th i nk  wou ld  be  t he  in dic ator  o f  a  con stra in t  on the  su sta in ab i l i t y  o f  Ch in a ' s  
economic  model .  
 I  th ink  the  const ra int s  tha t  wi l l  b i nd  on C h ina 's  e conomic  mode l ,  as  
we  look  to  the  fut ure ,  are  t he  t remen dous  pace  o f  the  env i ron menta l  deg ra dat ion 
cause d by  deve lopme nt  a nd the  soc ia l  s t re sses  c ause d by  the  very  u neq ua l  
t reatment  o f  worker s  with in  the  e conomy.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Dr .  H sue h.  
 DR.  H SUE H:   I  woul d  say ,  yes ,  i n  th e  s hort  term,  for  su re ,  a nd  I  t h i nk  
the  j ury  i s  ou t  for  th e  lon g term.   I f  you l ook  at  the  most  impo rtan t  mot ivat i n g  
goa ls  for  t he  C hi nese  governme nt ,  po l i t i ca l  s ta bi l i ty  i s  a  very  i mportan t  one .   A n d 
for  now,  the  mode l  i s  prov i d i ng  soc ia l  a n d po l i t i ca l  s t ab i l i ty  de s pi te  e conomic  
deg rad at io n a nd ,  you  know,  r i s in g  i neq ua l i ty ,  an d so ,  yes ,  for  n ow,  i t  i s  
sust a i na ble .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   For  now?   F ive  ye ars ,  ten  year s?   
What 's  you r - -  
 [Lau g hter . ]  
 DR.  H SUE H:   I  woul d  say  for  t he  next  15  to  20  years ,  i t  i s  s ust a i nab le .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Mr .  S zam ossze gi ,  yo u ge t  the  l ast  
word.  
 MR.  S ZAMOS SZ EGI :   Y es ,  i t ' s  su sta i na ble .   For  how lon g,  i t ' s  h ar d  to  
say .   T he  power  o f  compoun di ng  rea l ly  k ic ks  i n  a f ter  aw hi le .   S o  I ' l l  put  my  vote  
on 30  years .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Wo w.   In terest i n g.   We l l ,  we  r ea l ly  
app rec iate  you  a l l  a p pear in g.   I ' ve  le ar ned  a  g reat  dea l ,  a n d we  wi l l  take  a  b reak  
for  15  min utes  an d b e  back  at  11 :15  to  he ar  t he  nex t  p ane l .  
 So  tha nk  yo u very  mu ch for  comin g.  
 DR.  H SUE H:   T ha nk  you.  
 [Wher eu pon,  a  s hor t  recess  w as  ta ken . ]  
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Pan el  I I  –  C omp et i t iv e  Ch al le nges  Pos e d b y  SOEs  

 
 HEAR IN G CO -C HA IR  WESSEL :   Let ' s  ge t  s t arted  s i nce  o ur  w itne sses  a re  
a l l  here .   O ur  Commiss ione rs  w i l l  be  dr ib b l in g  back  i n ,  I  be l ieve ,  over  the  next  
minute  or  so .   I  w ant  to  tha nk  y ou for  be i n g  he re .  
 Our  s econ d p ane l  tod ay  wi l l  con s i der  t he  c ompet i t ive  c ha l le nge s  tha t  
Chi nese  s tate -owne d enter pr ises  pose  or  may  soon pose  to  U. S .  ente rp r i ses  
compet in g  wi th  t hem  in  Ch in a ,  i n  t he  U .S . ,  an d i n  t h i r d -cou ntry  markets .  
 With  us  to day  i s  Mr .  T imothy  Br ig ht b i l l ,  P artne r  at  Wi ley  Re i n .   Mr .  
Br i ght b i l l  rep rese nts  c l ie nts  o n a l l  a spe cts  o f  in ter nat iona l  t r ad e  law a n d po l icy ,  
inc lu di ng  impor t  t r ad e  remedie s ,  g lob a l  t r ade  po l i cy  an d t ra de  negot iat io ns ,  
inte rna t ion a l  ar b i t rat ion,  ex port  contro ls ,  c l imate  cha n ge  po l icy ,  cus toms matters  
and  i nter nat iona l  e - c ommerce  i ssue s .   I  c a n ' t  th ink  o f  a nyth in g  you don 't  work  on.   
So  i t ' s  grea t  to  h ave  you here  today ,  T im.  
 Mr .  B r i ght b i l l  i s  t he  l ead a t torney  for  t he  Coa l i t ion  for  Amer ic a n 
So lar  Man uf act ur i ng  i n  i t s  a nt i dum pi ng an d cou nterv a i l in g  duty  cases  f i led  
aga in st  C hi nese  so lar  ce l l s .   T he  c ase  i s  a mong the  la rge st  eve r  f i led  ag a i nst  
Chi na .  
 Next ,  we  have  D r .  Da v id  Gor don ,  He ad o f  Researc h a n d D ire cto r  o f  
G loba l  Mac ro  A naly s i s  at  t he  E ura s ia  Gro u p.   Before  jo i n i ng  Eur as ia  Gro up,  Dr .  
Gordon spe nt  more  t han  ten  years  work i n g  at  t he  h i ghe st  leve l s  o f  U .S .  fore ig n  
and  n at ion a l  secu r i ty  po l i cy  p rocesses .  
 Dr .  Gor don served  as  the  D i rector  o f  Po l ic y  P lan ni ng  u nde r  Se c retary  
o f  State  Con do lee zz a  R ice ,  w here  he  p l ay ed a  lea di ng  ro le  in  de ve lopi ng  po l icy  
idea s  for  R ice  o n i ss u es  ra ng in g  f rom Af gh ani s ta n a nd P ak is tan  to  U.S .  
eng agement  i n  Ea st  A s ia  to  t he  inte rn at io n a l  f in anc ia l  c r i s i s .  
 He  a l so  le d  t he  de pa r tment 's  s t r ateg ic  po l i cy  d i a log ues  w it h  more  
tha n 20  cou ntr ie s  aro un d t he  g lobe .  
 P r ior  to  h is  wor k  wit h  the  U. S .  St ate  Dep a rtment ,  D r .  Go rdo n s erved 
in  a  top ma na gement  ro le  at  the  Nat ion a l  Inte l l ige nce  Co un c i l ,  was  d i recto r  o f  
C IA 's  O f f ice  o f  T ra ns nat io na l  I ssue s ,  a n d worked a s  a  nat iona l  inte l l ige nce  o f f ice r  
for  economic s  a nd g l oba l  i s s ues  at  t he  N I C .  
 F i na l ly ,  we  have  Dr .  P aul  Sa ul sk i ,  A dj unc t  Professor  o f  Law a t  
Georgetown  Un ivers i ty  Law Cen ter .   A s  a n  adj u nct  profes sor  at  the  Geor getown 
Law Cente r ,  P ro fesso r  Sa ul sk i  teac hes  co u rses  on  i nter nat iona l  secur i t i es  
reg ulat ion an d on  Ch i na 's  f in an c ia l  market s .  
 H is  cu rre nt  res earc h focuses  on t he  deve l opment  a nd  re form o f  
Chi na 's  c ap i ta l  marke ts  an d i t s  impact  on t he  gover na nce  o f  Ch i nese  comp an ies .    
 Thou gh he  does  not  a ppe ar  in  t h i s  ca pac i ty  today ,  w hic h  I 'm s ur e  he  
wi l l  em ph as i ze  in  a  moment ,  Dr .  Sa ul sk i  i s  a l so  Sen ior  Cou nse l  i n  the  Of f ice  o f  
Inte rn at ion a l  Af fa i rs  at  the  U. S .  Sec ur i t ie s  an d Exc ha nge  Commiss ion w here  h is  
dut ies  inc lu de  adv i s i ng  an d a ss i s t i ng  the  Commiss ion an d i t s  s taf f  in  the  are as  o f  
inte rna t ion a l  reg ul at ory  po l i cy ,  compa rat i ve  f in an c ia l  re gu lat io n,  a n d cros s -
borde r  en forcemen t  and  i nvest i gat ions ,  p art ic u lar ly  i n  re lat ion  to  the  E ast  As i a  
reg io n.  
 P ro fessor  Sa ulsk i  has  recent ly  re tur ne d to  the  SEC f rom a  yea r - and -a -
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hal f  d eta i l  to  t he  U .S .  Se nate  Ba nk i ng  Committee ,  whe re  he  ser ved as  a  se nior  
po l icy  adv isor  o n i s su es  o f  U .S .  a nd in ter n at ion a l  f i na nc ia l  mar kets  re fo rm to  the  
Bank in g  Committee 's  Su bcommittee  on Sec ur i t ies ,  I ns ura nce  an d I nvestment .  
 The  re sumes  o f  eac h o f  the  par t ic ip ant s  ar e  much lon g er  an d b r oader  
tha n I  rea d,  an d we a pp rec i ate  not  o nly  a l l  o f  the i r  ex per ien ce  but  the i r  be i ng  
here  to day .   You r  s ta tements  wi l l  be  ma de  par t  o f  t he  reco rd .   I f  you cou ld  l imit  
your  ora l  test imony  t o  seven min utes ,  a nd  in  yo ur  r espo nses  to  que st io ns ,  t ry  a nd 
make  them as  ab brev iate d as  ap pro pr i ate  so  that  we  ca n ge t  to  as  many  q uest ions  
as  pos s i b le  an d potent ia l ly  to  a  seco nd  ro un d of  que st io ni ng .  
 Mr .  B r i ght b i l l ,  why  d on't  yo u s ta rt?
 

  



70 

 

STATEMENT OF TIMOTHY C. BRIGHTBILL 

PARTNER, WILEY REIN, WASHINGTON, DC 

 

 MR.  BR IGH TBILL :   Go od morni ng .   T ha nk  y ou for  t h i s  op port un i ty  to  
test i fy  befo re  th e  Co mmiss ion o n a n i ssue  o f  grow in g con cer n i n  the  Un i te d 
States  an d in  ma rkets  arou nd the  wor l d .  
 The  r i se  o f  s tate  invo lvement  i n  t he  g lob a l  economic  a ren a  i s  a  
s ig n i f i c ant  th reat  to  our  f ree  market  syste m and the  f ree  f low o f  pr ivate  cap i ta l .   
Ch i na 's  use  o f  s tat e - owned a n d s ta te -co n tro l le d  e nter pr i ses ,  i n  p art icu la r ,  i s  a  
d is t ur b i n g  t re nd  wit h  potent ia l ly  s ig n i f i c a nt  economic  a nd secu r i ty  im pl icat ions  
for  U. S .  compa nie s .  
 More  tha n a ny  othe r  count ry ,  C hi na  ha s  c r eated mas s ive  s tate - owned 
and  cont ro l le d  nat ion a l  c hamp ions  th at  ar e  des ig ned to  be  com pet i t ive  on t he  
inte rna t ion a l  s ta ge .   These  SOEs  are  in st r u menta l i t ie s  o f  t he  s t a te ,  su bje ct  to  
vary in g  deg rees  o f  d i rect io n  a nd co ntro l  b y  the  C hi nese  govern ment .   T hey  a re  
o f ten mot ivate d not  only  by  b us i nes s  obje ct ives ,  bu t  by  gover n ment  objec t ives ,  
inc lu di ng  sec ur i n g  o f  adva nced  tec hno lo gy ,  acces s  to  r aw mater ia l s ,  jo b  cre at io n 
and  geo po l i t i ca l  i nf lu ence .  
 Before  d is cus s i ng  some of  the  compet i t iv e  cha l le nge s  pose d b y  SOEs ,  
I ' d  l i ke  to  make  some in i t i a l  ob servat ion s .   F i r s t ,  t hese  SOE s  ca n  take  many  
d i f fere nt  forms,  a nd  the i r  oper at io ns  a re  ext remely  no ntr ans p arent ,  wh ic h  makes  
i t  very  d i f f i c u l t  to  as sess  t he i r  t r ade -d is to rt i ng  e f fect s .  
 Secon d,  t he  i nf lue nce  o f  many  o f  t hese  s ta te -su p porte d ente rp r ises  
i s  not  dec l i n i ng  i n  C h ina;  i t  i s  ex pa nd in g.   For  exam ple ,  the  Ch i nese  governmen t  i s  
the  b ig gest  sh are ho l der  in  Ch in a 's  150  la r gest  comp an ies .  
 The  de gree  o f  s t ate  i nvo lvement  i n  eco no mic  act iv i ty  i s  g rowi n g i n  
certa in  s ectors ,  a nd t he  C hi nese  governme nt  i s  i ncre as i n g ly  pu r su i ng  owner sh ip ,  
contro l ,  a nd d i rect ion o f  key  in du str ies ,  s uch as  s tee l  an d r aw mater ia l s .  
 In  Ch ina ,  95  pe rce nt  o f  the  prod uct ion o f  the  top 20  s tee l  gro u ps  i n  
Chi na  i s  su bject  to  go vernment  ow ners hi p .    
 Th i rd ,  the  goa ls  o f  t h ese  SOE s  are  wel l  kn own an d set  fort h  by  the  
governmen t .   P urs ua nt  to  C hi na 's  " Go in g  Abro ad"  s t r ategy ,  ma nu fact ur in g,  mi n i ng  
and  re newa ble  e ner g y  SOEs  now rece ive  v ery  la rge  amount s  o f  g overnmen t  
sup port  to  inve st  overseas .  
 Fourt h,  as  a  res ul t  o f  th i s  gover nment  su p port ,  Ch in a 's  out bou nd 
investme nt  i s  g rowin g ra pi d ly .   In  the  las t  few year s ,  i t  g rew by  more  tha n 600  
perce nt ,  an d t he  vast  major i ty  o f  th at  was  by  s tat e -owne d e nter pr i ses .  
 Ch i na 's  s tate -owne d and  cont ro l le d  e nter pr i ses  a re  a rg ua bly  t he  
s in g le -g reate st  t hrea t  to  U. S .  t ra de  compe t i t ive ness - - in  Ch in a ,  i n  th i r d  co unt r ies ,  
and  even here  in  the  Uni te d State s .   So  I ' d  l i ke  to  t ur n  to  some of  the  va r io us  
ways  i n  wh ic h  the se  s tate -o wne d e nter pr is es  ca n d is tort  t ra de  a nd poten t ia l ly  
harm U .S .  comp an ies  and  i nd ust r ies .  
 F i r s t ,  t hese  e nte rpr is es  o f ten en ga ge  i n  u n fa i r  t r ade  pr act i ces  s uch 
as  d ump in g a nd  su bs i d ies .   Ma ny  C hi nese  s tate -owne d e nter pr is es  rece ive  
mass ive  s ub s i d ies  a n d othe r  be nef i t s  f rom  the  governmen t  p rov id i n g  a n  u nf a i r  
compet i t ive  adva nta g e  in  t he i r  wor ldw ide  operat ions .  
 These  c an in c l ude  d i r ect  su bs id ies ,  suc h as  cas h  g ra nts  or  cap i ta l  
in f us ions ;  pre fere nt i a l  loa ns  an d a ccess  t o  capi ta l ;  pre fere nt i a l  acce ss  to  r aw 
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mater ia ls  a n d othe r  i np uts ;  an d a lso  tax  r educ t ion s  a nd e xemp t ions .   T hese  
sub s i d ie s  a nd ot her  b enef i t s  a r t i f i c ia l ly  lower  s tate -owne d e nt erpr ises '  cos ts  a nd  
enh ance  the i r  ab i l i ty  to  se l l  a t  lowe r  p r ice s  tha n t he i r  p r iva te  s ector  compet i tors .  
 Secon d,  ma ny  o f  t h es e  s tate -owned  ente rp r ises  are  not  mot ivat ed by  
prof i t s  or  sh are ho lde rs ,  a n d they  may  hav e  l i t t le  i nce nt ive  to  make  pro duct ion ,  
pr i c i ng  or  o the r  b us i ness  dec is io ns  base d so le ly  on  market  pr in c ip les .   Ma ny  
enjoy  out r i ght  exemp t ions  f rom b ank ru ptc y  ru l es .   Some are  no t  req ui red to  pay  
d iv i de nds  or  a ny  ret u rn  to  s ha reho lde rs .   They  may  be  more  i n c l i ned to  en ga ge  i n  
ant i -compet i t ive  pr ic in g  s t rate g ies ,  a nd S OEs  wi l l  have  less  inc ent ive  to  o perate  
e f f i c ie nt ly  i f  t hey ' re  not  su bje ct  to  t he  th r eat  o f  tak eover  or  t h e  d is c i p l ine  o f  
cap i ta l  markets .  
 Th i rd ,  SOE s  i n  C hi na  may  be  exempt  f rom a  host  o f  re gu lat ions  that  
govern ot her  bu s i nes ses  a nd in d ustr ies .  
 Fourt h,  the  lack  o f  t r ans par ency  t hat  ch ar acter izes  Ch in a  a nd  i t s  
SOEs  c an d is tort  t he  market .  
 F i f th ,  Ch ine se  S OEs  a re  re gu lar ly  f avored i n  the  p urc ha se  or  s a l e  o f  
goods  a n d serv ices ,  p art ic u lar ly  i n  C hi na ,  whic h  i s  th e  wor l d ' s  f astest  growi n g 
market .  
 S ix t h ,  Ch in a 's  ba nk in g  system,  la bor  un ion s ,  a nd pe ns io n i nvest ment  
fu nds  are  a lso  s tate - owned or  contro l le d,  whic h  i n  t ur n  d is tor t s  many  oth er  
market  se gments  an d  in du str ies  wi th in  Ch i na ,  eve n t hose  t hat  d o  have  p r iva te  
owners hi p .  
 These  a n d othe r  a nt i - compet i t ive  e f fec ts ,  whic h  h ave  bee n 
extens ive ly  documen ted by  the  OECD a nd  others ,  o f ten  force  U .S .  compa nie s  to  
co mpete  i n  g loba l  ma rkets  wi th  t he  C h ines e  governme nt  r athe r  tha n wit h  pr iv ate  
compan ies .  
 Ch i na 's  renew ab le  en ergy  se ctor  demonstr ates  t he  n atu re  a nd  e xtent  
o f  Ch ine se  s ubs id ies  and  res ul t i ng  ma rket  d is to rt ion s .   Ch i na 's  so lar  in d ustry  ha s  
become the  wor ld ' s  l arge st  over  t he  p ast  deca de,  pr imar i ly  a s  a  res ul t  o f  mass ive  
governmen t  s up port .  
 In  t he  last  two  years  a lone,  s tate -owne d C hi na  ba nks ,  Ch ine se  ban ks ,  
have  p rov id ed more  t han  $40  b i l l ion  in  pre feren t ia l  loa ns  o r  c re di t  to  Ch ine se  
so lar  pro duce rs - -a n  u np recede nte d amou n t ,  even for  C hi na .  
 These  s u bs i d ie s  h ave  been gr ante d pu rs ua nt  to  gover nment  
in dus tr i a l  po l icy .   S in ce  2005 ,  Ch in a  h as  pr oc la imed  a  nat iona l  p o l icy  to  s up port  
and  exp an d i t s  so l ar  and  re newa ble  e ner g y  in du str i es .   The  Ch i nese  governmen t  
has  heav i ly  investe d i n  a nd ow ns  lar ge  se g ments  o f  gree n ene rg y  tech no logy  a n d 
manu fact ur in g.  
 For  exam ple ,  po lys i l i con i s  the  s i ng le  l ar g est  i np ut  i nto  so lar  c e l l s  
and  modu les .   For  ye ars ,  Ch in a  obt a i ned most  o f  i t s  po lys i l i co n f rom t he  U ni te d 
States  an d ot her  ma r ket  sour ces .   Howeve r ,  w i t h  mas s ive  gover nment  s u pport ,  
Chi na  ha s  now bu i l t  i t s  own po lys i l i con i n dus try ,  an d tod ay  ne ar ly  a l l  o f  t he  
lar gest  Ch ine se  p rod ucers  o f  po lys i l i co n a re  s tate -owne d a nd  c ontro l led,  wh ich  
un fa i r ly  bene f i t s  C hi na 's  so l ar  ma nu fact u r in g  in du stry .  
 Notab ly ,  t hese  d i s tor t ions  in  the  so la r  i nd ustry  are  not  d es i gne d to  
serve  the  Ch in ese  ma rket  b ut  to  reac h out  to  the  wor ld  so la r  market .  C hi na  
exports  95  perc ent  o f  i t s  so lar  pro du ct ion  and  h as  bu i l t  c ap ac i t y  far  beyon d 
deman d,  e i the r  domest ica l ly  or  even arou nd t he  wor ld .   T h i s  h as  i n j ure d t he  U .S .  
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so lar  in d ustry  an d d is torted t he  g lob a l  ma r ket  for  so lar  pro duc t s .  
 S i nce  2010 ,  at  lea st  1 2  U.S .  comp an ies  hav e  been  force d to  c los e ,  
dec l are  ba nkr upt cy  or  en ga ge  i n  s ub sta nt i a l  l ayof fs  d ue  to  C hi n a 's  gover nment  
sup port  for  i t s  so lar  i nd ust ry  an d t he  ma n date  to  go  a broa d.  
 To  conc l ude ,  by  mak i ng  i t s  s tate -owne d e nter pr ises  ar t i f i c ia l ly  
compet i t ive  in  wor l d  markets ,  t he  C h inese  governme nt  h as  a t  t i mes  
d is adva nta ge d Amer i can comp an ies  an d i n du s tr ie s  whe rever  t h ey  compete .   As  
Chi nese  s tate -owne d enter pr ises  co nt i n ue  to  expa nd ,  they  may  furt her  d is tort  
g lob a l  ma rkets  an d c ause  more  ha rm to  U. S .  comp an ies  an d t he i r  worke rs .  
 I f  t hese  e nt i t ies  e xp a nd t he i r  prese nce  to  the  U ni te d States ,  we  must  
ensu re  t hat  any  SOE i nvestments  or  ope rat ions  here  take  p la ce  on a  commerc i a l  
bas is .   I n  s hort ,  the  Uni te d State s  must  m ake  i t  a  p r ior i ty  to  a d dres s  the  pote nt i a l  
market  d is tort in g  e f f ects  o f  C hi nese  s tate -owned  ente rp r ise s  i n  the  U. S .  a nd 
g lob a l  ma rkets .  
 I  look  forw ar d to  s ha r in g  w ith  the  Commiss ion some idea s  on h ow 
the  U ni te d States  ca n  do  th at ,  as  wel l  a s  s ome other  det a i l s  on  the  e f fect  o f  
s tate -ow ned e nte rp r i ses  i n  t he  so l ar  in du s try ,  i n  t he  s tee l  a nd  bas ic  
manu fact ur in g  i n dust r ies ,  an d a lso  in  t he  s er v ice  i n du str i es .  
 Tha nk  you very  much .  
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I. INTRODUCTION 

U.S. companies and industries are built on capitalism and free 

markets, all of which enjoyed undeniable and unprecedented 

global success in the 20
th
 century.  However, that success is now 

potentially threatened by the rising use of state power in 

global commerce.  Indeed, “[t]he invisible hand of the market is 

giving way to the visible, and often authoritarian, hand of 

state capitalism”
2
 – a disturbing trend with significant economic 

and security implications for U.S. companies who compete with 

China for business, whether in China, the United States or 

elsewhere in the world. 

Particularly troublesome for free-market economies is the 

growing use of state-owned and state-supported enterprises, both 

within a country’s borders and in global markets, including in 

the United States.  China, in particular, has created massive 

state-owned and -controlled national champions that are designed 

to be competitive on the international stage.  These state-owned 

enterprises (“SOEs”) are instrumentalities of the state, subject 

to varying degrees of direction and control by the Chinese 

government, and are often protected from competition in their 

own market.  They are motivated not only by economic concerns, 

but also by government objectives, including technology 

transfer, access to raw materials, job creation and geopolitical 

influence.   

While the involvement of SOEs in the Chinese market is harmful 

enough, the growth of Chinese SOE investment abroad represents a 

new and growing threat to fair competition and the ability of 

U.S. producers to compete here and around the globe.  Subsidized 

and otherwise advantaged by the Chinese government, these SOEs 

                     
1
 Mr. Brightbill is a Partner in the International Trade practice of Wiley Rein LLP in Washington, D.C., and an 

adjunct professor at Georgetown University Law Center.  He is also a member of the U.S. Industry Trade Advisory 
Committee (“ITAC”) on Service and Finance Industries.  Mr. Brightbill represents clients on all aspects of 
international trade law and policy including import trade remedies, global trade policy and trade negotiations, at 
WTO litigation.  This testimony represents the personal views of Mr. Brightbill and is not offered on behalf of any 
client or his firm.       

2
 Adrian Wooldridge, The visible hand, The Economist (Jan. 21, 2012) (“The visible hand”) at 5. 



74 

 

often do not operate based on market principles and therefore 

can introduce anti-competitive behavior and other market 

distortions where they invest.  In addition, Chinese SOE 

investment and operations abroad force U.S. companies to compete 

directly against the Chinese government in our home and global 

markets, creating significant imbalances that harm U.S. workers 

and private companies competing in these markets.   

II. THE RESURGENCE OF STATE CAPITALISM IN CHINA 

While Chinese SOEs are not a new phenomenon, the degree of state 

involvement in economic activity is growing in certain sectors, 

as the Chinese government is increasingly pursuing ownership, 

control and direction of key industries and companies.  The 

Chinese government continues to control the “commanding heights” 

of the economy, including ownership of major sectors such as 

banking, insurance, raw materials and steel.  China’s strategic 

plan for these and other “pillar” industries is to create 

massive state-owned and -controlled national champions that are 

capable of competing on the international stage.  Pursuant to 

government-issued industrial policies, these SOEs are now 

expanding overseas with the full support of the Chinese 

government, to pursue government objectives.   

A. Growing State Ownership and Control in China 

After a brief period of economic liberalization in the 1980s and 

1990s, the Chinese government has reasserted its power over its 

SOEs and various sectors of the economy.  For example, in 2003, 

the Chinese government established the State-owned Assets 

Supervision and Administration Commission of the State Council 

(“SASAC”) to exercise ownership rights over China’s largest 

SOEs.  SASAC enables the Chinese government to exercise 

considerable control over the commercial decisions of SOEs, 

including decisions relating to their strategies, management and 

investments.
3
  China’s recently issued 12

th
 Five-Year Plan 

further demonstrates the government’s continued and substantial 

involvement in the economy, providing for direct government 

ownership and control over certain key sectors of the economy.  

The plan explicitly states that one of its goals is to “uphold 

the basic economic system in which public ownership is the 

mainstay.”
4
 

SOEs now constitute 80 percent of the value of the Chinese stock 

                     
3
 See United States Trade Representative, 2011 Report to Congress on China’s WTO Compliance (Dec. 2011) (“USTR 

Report on China’s WTO Compliance”) at 59. 

4
 Chapter 45 of Title XI in China’s Twelfth Five-Year Plan (Reform in Different Areas, Improving Socialism Institution 

of Market Economy). 
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market, and the Chinese government is the biggest shareholder in 

China’s 150 largest companies.
5
  Many companies which are not 

wholly-owned by the government are nonetheless subject to state 

control.  As the Commission has recognized, “[t]he state’s 

influence over China’s economy takes many forms and covers a 

whole spectrum of companies from fully state owned to those that 

are nonstate but maintain close ties to the government.”
6
 

B. China’s “Going Abroad” Policy and Increasing Chinese SOE Investment in 

the United States 

As the next step in its government-directed industrial strategy, 

China is accelerating its “Going Abroad” strategy, deploying its 

massive state-owned national champions overseas to further the 

government’s objectives.  First announced by the government in 

1999, China’s “Going Abroad” strategy is a government-mandated 

policy intended to strengthen the presence of Chinese companies 

abroad.  The policy is mandated by government industrial plans 

at both the central and provincial government levels.  Many of 

these policies identify which entities are to go abroad, and 

call for government subsidies and other support to enable these 

entities to do so.  For example, the 2009 Revitalization Plan 

encourages Chinese steel producers to “make exclusive 

investments or set up joint ventures abroad” and encourages 

“qualified backbone enterprises . . . to carry out resource 

exploration, development, technical cooperation and mergers and 

acquisitions . . . overseas.”
7
   

China’s “Going Abroad” policy has been successful to date.  In 

2005, Chinese outward foreign direct investment (“FDI”) totaled 

$10.2 billion; in 2011, that figure rose to nearly $73 billion.
8
  

Overall, Chinese companies have made foreign investments 

totaling approximately $443.2 billion.
9
  Moreover, at least 80 

percent of all Chinese outward FDI has been funded by SOEs.
10
  

The figure is likely much higher, as Chinese government 

statistics demonstrate that private enterprises accounted for 

                     
5
 The visible hand at 4.  See also U.S.-China Economic and Security Review Commission, 2011 Report to Congress 

(Nov. 2011) (“Commission’s 2011 Report to Congress”) at 40 (“there are more than 100,000 smaller companies 
that are owned or operated by provincial and local governments”). 

6
 Commission’s 2011 Report to Congress at 40. 

7
 2009 Revitalization Plan. 

8
 Derek Scissors, Ph.D., Chinese Outward Investment: Slower Growth in 2011, The Heritage Foundation (Jan. 9, 

2012) at Chart 1. 

9
 See the Heritage Foundation, China Global Investment Tracker Interactive Map, available at 

http://www.heritage.org/research/projects/china-global-investment-tracker-interactive-map. 

10
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only 0.6 percent of all outward FDI from China in 2009.
11
  The 

energy and power sectors and the metals sector continue to draw 

the largest investments from China.
 12

  

The Western Hemisphere is the most popular destination for 

Chinese investment outside of Asia, but China is only beginning 

to invest heavily in the United States.
13
  Even so, Chinese SOEs 

have made several large U.S. investments in recent years.  For 

example, in mid-2011, the state-owned Aviation Industry 

Corporation of China (“AVIC”) acquired Minnesota-based Cirrus 

Industries, Inc., giving the Chinese aerospace company access to 

Cirrus’ technology.
14
  This latest acquisition came soon after 

AVIC’s purchase of Continental Motors, an Alabama aircraft 

manufacturer, in late 2010.
15
  Chinese SOEs have also shown 

interest in the U.S. energy sector, with the Chinese National 

Offshore Oil Company’s purchase of a $2.2 billion stake in 

600,000 acres of Texas oil and gas fields
16
 and China Investment 

Corporation’s acquisition of a 15 percent stake in AES 

Corporation, a U.S. power generating company.
17
  A subsidiary of 

state-owned China National Petroleum Corporation owns 51 percent 

of INOVA Geophysical Equipment, a U.S. provider of land 

geophysical technology, as a result of a joint venture with ION 

Geophysical.
18
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 See Nargiza Salidjanova, Policy Analyst for Economic and Trade Issues, Going Out: An Overview of China’s 
Outward Foreign Direct Investment, USCC Staff Research Report (March 30, 2011) at 6. 

12
 Derek Scissors, Ph.D., Chinese Outward Investment: Slower Growth in 2011, The Heritage Foundation (Jan. 9, 

2012) at 3-4. 

13
 Derek Scissors, Ph.D., Chinese Outward Investment: Slower Growth in 2011, The Heritage Foundation (Jan. 9, 

2012) at 3-4.  See also Keith B. Richburg, U.S. says it wants investment, but China remains wary, Washington Post 
(Feb. 10, 2012). 
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 See Norihiko Shirouzu, China to Buy U.S. Plane Maker, Wall Street Journal (Mar. 3, 2011), available at 

http://online.wsj.com/article/SB10001424052748704728004576176243061806326.html; Dewey & LeBoeuf 
Advises China Aviation Industry General Aircraft on Acquisition and Regulatory Approval of US Aviation Business  
(July 4, 2011), available at  
http://www.deweyleboeuf.com/en/Firm/MediaCenter/PressReleases/2011/07/DeweyLeBoeufAdvisesChinaAviati
on. 
15 Teledyne Technologies Agrees to Sell Teledyne Continental Motors to AVIC 

International (Dec. 14, 2010), available at 

http://www.teledyne.com/news/tdy_12142010.asp. 

16
 See Monica Hatcher, China stakes claim to S. Texas oil, gas, www.mysanantonio.com (Oct. 12, 2010) 

http://www.mysanantonio.com/business/local/article/China-stakes-claim-to-S-Texas-oil-gas-
858329.php#ixzz1lpDXKbQs. 
17

 AES Announces Close of Transaction with China Investment Corporation (Mar. 15, 2010), available at 
http://investor.aes.com/phoenix.zhtml?c=76149&p=irol-newsArticle&ID=1402516&highlight=. 
18

 See INOVA Geophysical and BGP Execute Successful High Productivity Vibroseis Project in Oman (Apr. 19, 2011), 
available at http://www.prnewswire.com/news-releases/inova-geophysical-and-bgp-execute-successful-high-
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Finally, China has also begun investing in the U.S. steel 

industry.  In January 2009, Chinese state-owned Tianjin Pipe 

Group Corp. (“TPCO”) announced its plans to invest in the 

construction of a steel pipe plant near Corpus Christi, Texas, 

its first U.S. production operation.
19
  In 2010, the fourth 

largest Chinese steel producer, Anshan Iron and Steel, announced 

plans that it was forming a joint venture with Steel Development 

Company to build up to 5 new steel plants in the United States.
20
  

Anshan is 100 percent owned and controlled by the central 

Chinese government and has received massive government 

subsidies.  A number of Chinese government industrial plans 

explicitly identify Anshan as a recipient of extensive 

government support in order to strengthen its international 

competitiveness and to assist it in establishing operations 

abroad.  In fact, Anshan itself made clear that its U.S. 

investment was part of the government’s “Going Abroad” 

strategy.
21
  While this investment has not moved forward, 

investments like it would pose serious competitive challenges in 

the U.S. market. 

III. CHINESE SOES POSE COMPETITIVE CHALLENGES IN THE UNITED 

STATES AND ABROAD 

Chinese SOE investment and operations in global markets may 

result in anti-competitive behavior and other distortions that 

adversely impact U.S. companies and workers.  Many SOEs receive 

substantial subsidies from the Chinese government, including 

cash grants, below-market financing and other support, even in 

the worst economic conditions.  As a result, these entities do 

not need to make a profit and have little incentive to make 

production, pricing or other business decisions based on market 

principles, giving them a significant advantage over their 

private sector competitors.  Moreover, China’s SOEs often 

operate at the direction of the government and for the purpose 

of advancing government aims, rather than in accordance with 

commercial principles. 

The potential adverse economic and security impacts of SOE 

participation in the marketplace and investment abroad have been 

well documented.  For example, the Organization for Economic 

Cooperation and Development (“OECD”) has released a number of 

                     
19
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reports detailing the rise of SOE investment abroad and the 

related anti-competitive effects and market distortions that may 

result, both in the SOE’s home market and in markets around the 

world.  The OECD has concluded that: 

In most instances, SOEs enjoy privileges and 

immunities that are not available to their privately-

owned competitors.  These privileges give SOEs a 

competitive advantage over their rivals.  Such 

advantages are not necessarily based on better 

performance, superior efficiency, better technology, 

or superior management skills but are merely 

government-created and can distort competition in the 

market.
22
  

The various distortions caused by SOE investment and operations 

in global markets are discussed in further detail below.  

A. Chinese Government Subsidies and Other Benefits Provide its SOEs with 

Unfair and Market-Distorting Competitive Advantages 

Chinese SOEs often receive massive subsidies and other benefits 

from the Chinese government, which bestow an unfair competitive 

advantage on SOEs in their worldwide operations.  As this 

Commission has documented, such subsidies are prevalent in 

China, and often at substantial levels.
23
  Some of the most 

significant ways in which the Chinese government benefits its 

companies and distorts the global marketplace are described 

below. 

 Direct subsidies: The Chinese government provides direct 

subsidies to its SOEs in the form of cash grants and/or 

capital infusions.
24
  One example is the government’s grant 

of RMB 50.9 billion to SOE Sinopec Corp. to cover the 

company’s losses in 2008.
25
 

 Preferential loans and access to finance: China’s state 

policy banks and state-owned commercial banks have 

traditionally made loans based on political directives, 
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rather than creditworthiness or other market-based 

factors.
26
  Government-owned banks in China frequently make 

loans to SOEs on preferential terms.  As reported by The 

Economist, Chinese SOEs enjoy favorable interest rates on 

loans from state-owned banks, paying only 1.6 percent 

interest on such loans, while private companies are charged 

4.7 percent interest – if they can access credit at all.
27
  

In fact, approximately 85 percent of China’s $1.4 trillion 

in bank loans went to state-owned companies in 2009.
28
  Such 

concessionary funding is often used to finance an active 

foreign acquisition strategy for SOEs.
29
  Loans by China’s 

policy banks also distort the market in industries not 

dominated by SOEs.  In the solar manufacturing industry, 

for example, individual Chinese producers have received 

billions of dollars in loans and loan guarantees. 

 Tax reductions and exemptions: Many Chinese SOEs benefit 

from preferential tax rates and exemptions from both the 

central and provincial governments in China.  “The Chinese 

government has long used lower tax rates to reward firms 

for undertaking investments, procuring goods and services, 

and performing other activities that market incentives 

alone would not support.”
30
  U.S. regulatory filings for 

firms owned by Chinese SOEs demonstrate that “many SOEs and 

subsidiaries were beneficiaries of preferential tax 

rates.”
31
 

 Preferential access to raw materials and other inputs: The 

Chinese government also supports its SOEs and other 

domestic manufacturers by ensuring them adequate supplies 

                     
26 See Stephen Lacey, How China Dominates SolarPower, The Guardian (Sept. 12, 

2011), available at http://www.guardian.co.uk/environment/2011/sep/12/how-

china-dominates-solar-power (“The [China Development Bank (‘CDB’)] was 
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of low-priced raw materials.  These and other inputs are 

often provided to SOEs at below market prices.  In 

addition, China has imposed various export restrictions on 

steel-making raw materials and rare earth elements, even 

though China is the largest source of many of these 

materials.  This causes supply crises for manufacturers 

around the world, while providing Chinese companies – such 

as those in the state-dominated steel industry – with an 

unfair competitive advantage.  The World Trade 

Organization’s (“WTO’s”) Appellate Body recently upheld a 

dispute settlement panel’s finding that China had violated 

several of its commitments by imposing WTO-inconsistent 

export restrictions on raw materials, including bauxite, 

coke and zinc.
32
 

 Preferential regulatory treatment: SOEs in China are often 

not subject to the same costly regulatory regimes as 

private companies, resulting in lower operating costs than 

their private competitors.  Such preferential treatment 

includes: exemption from regulatory regimes such as 

antitrust enforcement, zoning regulations or disclosure 

regulations; preferences in government procurement; and 

preferential tax treatment, including tax exemptions, 

reductions or other tax-related concessions.
33
   

All of these subsidies and other benefits artificially lower 

SOEs’ costs and enhance their ability to sell at lower prices 

than their private sector competitors.  Thus, the potential 

anti-competitive repercussions of government subsidies to SOEs 

include predatory pricing and raising rivals’ costs.
34
  In 

addition to lowering profits for private companies and 

potentially threatening their survival, “[p]redation or raising 

rivals’ cost takes away the ability for [private] competitors to 

invest in increased research and development and limits their 

ability to roll out new products and services and processes that 

increase dynamic gains from innovation.”
35
  Beyond unfair cost 
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advantages, some unprofitable SOEs, which in a free market would 

be driven out of business, “may enjoy outright exemptions from 

bankruptcy rules.”
36
 The OECD also notes the possibility for 

“cross-subsidization” of SOEs, which can occur where SOEs 

“charg[e] excessive revenues in certain ‘lucrative’ areas in 

order to be able to fund the public service obligations 

elsewhere.”
37
   

A number of additional anti-competitive effects result from the 

fact that control of an SOE cannot be transferred as easily as 

in privately-owned firms.  These advantages include: some SOEs 

are not required to pay dividends or any return to shareholders; 

SOEs will be more inclined to engage in anti-competitive (and 

rarely profitable) exclusionary pricing strategies without fear 

of falling stock prices when losses are incurred due to the 

below-cost pricing; and SOEs’ management will have less 

incentive to operate the enterprise efficiently as it is not 

subject to the threat of takeovers and is generally impervious 

to the disciplining effects of capital markets.
38
 

Moreover, the asymmetric availability of information and lack of 

transparency that characterize state-dominated economies like 

China’s can create market distortions.  If SOEs have access to 

government information, including classified intelligence, while 

their private competitors do not, then these entities trade at 

what could be an unfair advantage, undermining market 

confidence.
39
 

These anti-competitive effects essentially cause U.S. companies 

to compete in global markets with foreign governments, and all 

of their resources and power, rather than with similarly-

situated privately-owned foreign companies.  The resulting anti-

competitive effects are experienced by companies in markets 

around the globe.  Not surprisingly, in many cases, Chinese FDI 

into global markets has pushed out local companies, who are 

unable to compete with heavily subsidized Chinese SOEs.
40
 

B. Case Study of Chinese Subsidies and Resulting Market Distortions: China’s 

Solar Industry 

China’s renewable energy sector demonstrates the effects of 
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state capitalism in China and Chinese government subsidies at 

work.  Over the past decade, China’s solar industry has expanded 

at a phenomenal rate.  In 2008, “China became the largest 

producer of solar panel cells in the world, shipping … roughly 

one-third of worldwide total [solar] cell shipments.”
41
  China 

remained the world’s largest producer of solar cells in 2009 and 

2010
42
 and captured more than half of the global cell market for 

the first time in 2010.
43
   

This rapid and unprecedented expansion was the direct result of 

the Chinese government’s support for its solar energy industry, 

including its granting of an extraordinary range and amount of 

subsidies to the industry.  Some companies in China’s solar 

industry are SOEs; many others are effectively state-controlled 

because of close connections to the government, or because they 

are dependent on the government for subsidies.
44
   

Moreover, Chinese producers of polysilicon – the major input 

into solar cells – are largely state-owned.
45
  In fact, research 

conducted in China shows that, over the last decade, the Chinese 

government has created its own state-owned and -controlled 

polysilicon industry.  Now, nearly all of the largest 

polysilicon producers in China are state-owned or -controlled.  

In the past, China procured much of its polysilicon from U.S. 

producers.
46
  However, because of the industry’s government 
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 For example, Yichang CSG Polysilicon Co., Ltd is a subsidiary of the China Southern Power Grid Company Limited 

(“CSG”), an SOE. See Yichang CSG Polysilicon Co., Ltd., Company Profile, 
http://www.csgpolysilicon.com/enwww/about.asp?ID=19; International Rivers, China Southern Power Grid, 
available at http://www.internationalrivers.org/node/3314.  The China Investment Corporation (“CIC”), a wholly 
state-owned company, holds an interest in CGL-Poly Energy Holdings Limited.  See GCL-Poly sells $710 mln shares 
to China Investment Corp, Reuters (Nov. 18, 2009), available at http://www.reuters.com/article/2009/11/19/gcl-
cic-idUSHKG24700920091119; China Investment Corporation, Overview, http://www.china-
inv.cn/cicen/about_cic/aboutcic_overview.html. 
46

 See, e.g., Greentech Media, U.S. Solar Energy Trade Assessment 2011 (Aug. 2011) at 49. 



83 

 

ownership and other government support, polysilicon production 

in China has skyrocketed in the past five years,
47
 and U.S. 

polysilicon exports to China are declining.
48
 

China has aggressively pursued a national policy to support its 

SOEs and other Chinese companies in the solar industry.  In 

2005, the GOC enacted the Renewable Energy Law to “promote the 

exploitation of renewable energy.”
49
  The law established a 

national policy to encourage the use of solar and other 

renewable energy sources, and it “encourages economic entities 

of various ownerships to participate in the exploitation of 

renewable energy and protects the lawful rights and interests of 

the exploiters of renewable energy.”
50
  A number of other 

measures have been passed to strengthen government support for 

China’s solar industry, many of which explicitly call for 

subsidies.
51
 

The Chinese government has consistently furthered this national 

policy through the provision of various subsidies to its solar 

industry.  From only January 2010 through September 2011, 

preferential loans and credit provided by state-owned Chinese 

banks to Chinese solar producers totaled nearly $41 billion
52
– an 

unprecedented amount, even for China.  The central, provincial 

and local Chinese governments also provide a variety of tax 

exemptions, reductions and credits that directly benefit China’s 

                     
47

 In 2009 alone, Chinese polysilicon production rose 300 percent from 2008 levels.  See Coco Liu, China to Restrict 
Polysilicon Production, greentechmedia.com (Mar. 16, 2010), available at 
http://www.greentechmedia.com/articles/read/china-to-restrict-polysilicon-production/; Zachary Tracer and 
Joshua Fellman, GCL-Poly Plans to Boost Polysilicon Capacity Amid Oversupply, Bloomberg (Nov. 14, 2011), 
available at  http://www.bloomberg.com/news/2011-11-14/gcl-poly-plans-to-boost-polysilicon-capacity-amid-
oversupply.html. 
48

 From 2010 to 2011, U.S. polysilicon exports to China decreased by nearly 60 percent.  2010 export data obtained 
from Greentech Media, U.S. Solar Energy Trade Assessment 2011 (Aug. 2011); 2011 data based on official U.S. 
import/export statistics as reported by the U.S. International Trade Commission. 
49

 Renewable Energy Law of the People’s Republic of China (Feb. 28, 2005) at Art. 1. 

50
 Renewable Energy Law of the People’s Republic of China (Feb. 28, 2005) at Art. 4. 

51
 For example, the June 2006 National Medium- and Long-Term Program for Science and Technology Development 

(2006 – 2020) sets forth goals for the renewable energy sector, with emphasis on developing “high-performance 
and low-cost solar voltaic cells” and establishing financial and tax policies to encourage research and development 
in the priority sectors. In September 2007, the National Development and Reform Commission (“NDRC”) released 
the Medium and Long-Term Development Plan for Renewable Energy in China to “speed up the development and 
deployment of hydropower, wind power, solar energy, and biomass energy; . . . {and} increase market 
competitiveness.”  The plan directs local authorities to “allocate the necessary funds to support renewable energy 
development.” 

52
 Mercom Capital Group, Loans and Credit Agreements involving Chinese Banks to Chinese Solar Companies since 

Jan 2010 (Sept. 25, 2011) available at http://mercomcapital.com/loans-and-credit-agreements-involving-chinese-
banks-to-chinese-solar-companies-since-jan-2010. 



84 

 

solar producers.
53
  In addition, the Government of China 

subsidizes export-oriented renewable energy producers.  For 

example, to support the export of products listed in China’s 

Catalogue of Chinese High-Tech Products for Export, which 

includes solar energy products, the Export-Import Bank of China 

provides export-contingent loans at preferential rates.  In 2010 

alone, new medium- and long-term official export credits from 

China amounted to $45 billion.
54
 

Since its inception and throughout its rapid expansion, the 

Chinese solar industry has been heavily export-oriented,
55
 

selling subsidized Chinese cells and modules at extremely low 

prices in the United States, injuring the U.S. solar industry 

and distorting the entire global market for solar products.  

Moreover, given the massive government support for the solar 

industry as well as the government’s mandate to go abroad, there 

is every indication that Chinese solar SOEs will further expand 

their global reach.  In fact, state-controlled China National 

Offshore Oil Corp. recently closed a deal with Spanish solar 

equipment maker Isofoton SA to create a joint venture to develop 

solar power projects.
56
 

C. Chinese SOEs Pose Strategic and Security Concerns 

Because SOEs “often behave as instruments of Chinese foreign 

policy,”
57
 SOE investments and operations in the U.S. market also 

raise national security and other strategic concerns.  The 

primary motive of SOEs often is not merely economic, but rather 

to further the objectives of the government, whether it be to 

obtain advanced technologies, secure access to raw materials, 

maximize production output or achieve geopolitical influence.   

                     
53

 For example, the government of China provides preferential tax benefits to enterprises with foreign investment 
that are recognized as “high” or “new” technology enterprises or are established in “high” or “new” technology 
industrial development zones.  China has identified new-energy and efficient energy-saving technology as “high 
and new” technologies.  See, e.g., LDK Solar Co., Ltd. 2010 Annual Report and Notice of General Meeting at 29 (July 
22, 2010) (“In December 2009, Jiangxi LDK Solar was recognized by the PRC government as a ‘High and New 
Technology Enterprise’ under the [Enterprise Income Tax] Law and is therefore entitled to the preferential 
enterprise income tax rate of 15% from 2009 to 2011”). 

54
 Export-Import Bank of the United States, Report to the U.S. Congress on Export Credit Competition and the 

Export-Import Bank of the United States (June 2011) at 11, available at 
www.exim.gov/about/reports/compet/documents/2010_Competitiveness_Report.pdf. 

55
 For example, in 2008, 2009 and 2010, Chinese solar cell producer Yingli Green Energy sold 97.5 percent, 95.5 

percent and 94 percent,  respectively, of its products outside of China. Yingli Green Energy Holding Co. Ltd. Form 
20-F For Fiscal Year Ended December 31, 2010 at 17, available at 
http://ir.yinglisolar.com/phoenix.zhtml?c=213018&p=irol-sec. 

56
 Yvonne Lee and Aaron Back, China Reinforces Energy Supplies, Wall Street Journal (Feb. 2, 2012). 

57
 Analysis of Chinese SOEs and State Capitalism at 86. 
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Chinese SOE investments in critical manufacturing and/or defense 

industries in the United States are troubling, given the 

precarious nature of the U.S.-China diplomatic relationship.  

For example, the U.S. steel sector plays a critical role in 

national defense, and in building and maintaining critical 

infrastructure.  SOE investment in our steel markets could 

provide foreign governments with direct access to, and 

information concerning, current and future U.S. infrastructure, 

energy and defense projects that may be critical to national 

defense.  Moreover, as has been acknowledged by SOEs who 

attempted to enter the U.S. steel market,
58
 such investments 

could provide foreign governments with potential new 

technologies in steel production. 

In addition, according to the OECD, companies owned by foreign 

governments or SOEs can effectively act as “Trojan horses,” 

serving as conduits of illicit technology transfers as well as 

outright espionage.  The secrecy of certain U.S. law enforcement 

efforts could be compromised if such efforts involve the 

cooperation of companies (e.g., banks or telephone operators) 

controlled by foreign governments.
59
 

At the direction of the Chinese government, Chinese SOEs are 

also aggressively targeting natural resources through their 

outward foreign investment, causing concern as to the 

availability of non-renewable resources for the U.S. economy.  

“The top Chinese leadership has stated that SOEs will continue 

to be the main actors in China’s [‘Going Abroad’] policy, and 

that China will use its massive foreign exchange reserves to 

fuel this overseas expansion, especially targeting energy and 

natural resources.”
60
  With regard to energy in particular, it is 

critically important for the United States to maintain its own 

domestic renewable energy industries and ensure that it does not 

become dependent on China to fulfill such needs, especially 

given that the United States already depends on foreign 

countries for fossil fuels to sustain our non-renewable energy 

needs.  Thus, the Chinese government’s control and direction of 

its SOEs poses a unique set of security and strategic concerns 

for the United States.   

                     
58

 When Anshan Iron and Steel Group, a company wholly owned and controlled by the Chinese government, 
proposed to invest in the U.S. market, several of Anshan’s justifications for the investment derived from the 
Chinese government’s industrial policies, including acquiring advanced technology and returning the technology to 
China.  See Wiley Rein LLP, Facing the Challenges of SOE Investment Abroad (June 2011) at 12-13, available at 
http://www.steelnet.org/new/new_body.html. 

59
 Corporate Governance of SOEs Operating Abroad at 8. 

60
 Analysis of Chinese SOEs and State Capitalism at 89. 
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D. Competitive Challenges for U.S. Companies Operating Within China 

Most of the above-noted distortions created by China’s state 

capitalist system and SOE involvement in the global marketplace 

adversely impact the competitive environment in China as well, 

making it more difficult for U.S. companies to compete on a 

level playing field in that country.  Indeed, the provision of 

subsidies and other benefits, access to concessionary financing, 

preferential regulatory treatment, and other privileges and 

immunities granted to SOEs provide these entities a competitive 

advantage in their own home market over their private sector 

competitors.  These privileges and immunities are often 

reinforced with discriminatory market access and government 

procurement policies that serve to protect favored industries 

and national champions.
61
  Indeed, China has implemented policies 

that discriminate against certain imported goods, in derogation 

of its WTO obligation to provide treatment no less favorable 

than that accorded to domestic like products.  China has also 

restricted foreign investment in certain key industries. 

1. Foreign Investment Restrictions in China 

China has long restricted foreign investment into its economy, 

and often uses its SOEs to implement such policies.  As noted by 

USTR, “the Chinese government has… issued a number of measures 

that restrict the ability of state-owned and state-invested 

enterprises to accept foreign investment, particularly in key 

sectors.”
62
  For example, China imposes various hurdles to 

foreign investment in its largely state-owned steel industry.  

China’s 2005 Policies for Development of Iron and Steel Industry 

(“Steel Policy”) forbids foreign companies from owning a 

controlling stake in Chinese steel producers, stating: “For any 

foreign investment in the iron and steel industry of China, 

foreign investors are ‘in principle’ not allowed to have a 

controlling share.”
63
  Any foreign investment project in the 

steel industry that is permitted must first be approved by the 

Ministry of Commerce, the State Development and Reform 

Commission (“NDRC”), SASAC, and the China Securities Regulatory 

Commission (if the investment involves a Chinese listed 

company), and it must be registered with other relevant 

authorities. 

                     
61

 Robert D. Hormats, Ensuring a Sound Basis for Global Competition: Competitive Neutrality, DipNote: U.S. 
Department of State Official Blog (May 6, 2011). 

62
 USTR Report on China’s WTO Compliance at 61. 

63
 2005 Steel Policy at Art. 23.  This restriction is further corroborated by USTR, which concludes that “foreign 

investors are not allowed to have a controlling share in steel and iron enterprises in China.” 2010 National Trade 
Estimate Report on Foreign Trade Barriers: China, U.S. Trade Representative at  3. 
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Such policies have resulted in a steel industry in China which 

is predominantly state-owned, with the government owning the 

vast majority of shares in almost all of China’s major steel 

producers.
64
  As of 2009, more than 95 percent of the production 

of the top 20 steel groups in China was subject to some 

government ownership, and 16 of the top 20 steel groups were 100 

percent owned and controlled by the government.
65
  

In many sectors where foreign investment is not completely 

prohibited, the Chinese government imposes various regulations 

which otherwise hinder foreign investment.  USTR found that 

“China has added a variety of restrictions on investment that 

appear designed to shield inefficient or monopolistic Chinese 

enterprises from foreign competition.”
66
  For example, China 

continues to impose technology transfer requirements as a 

condition of foreign investment in many Chinese sectors, despite 

its WTO commitment not to do so.
67
  The government of China 

continues to exercise control over technology transfers in its 

review of joint venture applications (pursuant to the Law of the 

People’s Republic of China on Sino-Foreign Equity Joint 

Ventures), as well as in the government’s involvement in 

contract negotiations between Chinese SOEs and foreign 

investors.
68
   

2. The Role of SOEs in Chinese Government Procurement 

Domestic industries in China, and SOEs in particular, enjoy an 

unfair competitive advantage in China’s large and potentially 

lucrative government procurement market.  China has still not 

acceded to the WTO’s Government Procurement Agreement (despite 

commitments made upon its WTO accession), and USTR notes that 

China “is maintaining and adopting government procurement 

                     
64

 The Chinese Government’s 10th Five-Year Plan for National Economic and Social Development established the 
framework for state ownership of the steel industry by requiring that the “state must hold a controlling stake in 
strategic enterprises that concern the national economy.”  Government of the People’s Republic of China’s Report 
on the Outline of the Tenth Five-Year Plan for National Economic and Social Development (delivered at the Fourth 
Session of the Ninth National People’s Congress on March 5, 2001). 

65
 See The Reform Myth: How China is Using State Power to Create the World’s Dominant Steel Industry, Wiley 

Rein, LLP (October 2010) at 6-8.  

66
 USTR Report on China’s WTO Compliance at 68. 

67
 See WTO Working Party Report on the Accession of China at ¶ 203 (“The allocation, permission or rights for 

investment will not be conditional upon performance requirements set by national or sub-national authorities or 
subject to secondary industrial compensation including specified types or volumes of business opportunities, the 
use of local inputs or the transfer of technology”). 
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 See, e.g., Regulations for the Implementation of the Law on Sino-foreign Equity Joint Ventures (2001) at Chapter 

VI, available at http://www.fdi.gov.cn/pub/FDI_EN/Laws/law_en_info.jsp?docid=51062. 
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measures that give domestic preferences.”
69
 

Over 60 percent of Chinese government procurement is made 

through domestic companies, including state-owned or -controlled 

enterprises.
70
  There are several reasons for SOEs’ substantial 

advantage in Chinese government procurement.  First, the 

government of China indicates that “most procurement… is 

conducted by local governments, which may be predisposed to 

favor local SOEs who contribute revenues to local coffers.”
71
  In 

addition, SOEs have an advantage, especially over foreign 

competitors, because of the close relationships between the 

management of SOEs in a locality with local government decision 

makers.  Furthermore, many government procurement opportunities 

in China are in SOE-dominated industries and, of course, the 

government has a vested interest in the success of SOEs.
72
  

Moreover, once SOEs obtain a government procurement contract in 

China, they are more likely to conduct any related sub-

contracting through other SOEs.  Thus, China’s government 

procurement system is another means by which the government 

discriminates against foreign companies, including U.S. 

companies, in favor of its state-owned and domestic enterprises. 

In sum, the increasing involvement of SOEs in markets around the 

globe threatens to undermine free-market principles and has 

significant implications for the U.S. and global economies.  The 

policies and actions of the Chinese government, including its 

support for SOEs, continue to distort world trade and impose 

tremendous economic costs on the United States, its companies 

and its workers. 

IV. POLICY OPTIONS FOR ADDRESSING THE COMPETITIVE CHALLENGES 

POSED BY CHINESE SOES 

While the United States encourages foreign direct investment, 

and should continue to do so, the growing involvement of Chinese 

SOEs abroad presents unique challenges that can harm 

competitiveness in U.S. and world markets if left unaddressed.  

The potential for anti-competitive behavior and other 

distortions will only increase if state actors are allowed to 

operate abroad without restriction based on their government’s 

direction and funding.  

   

Though a number of countries have implemented mechanisms to 
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 USTR Report on China’s WTO Compliance at 63-64. 

70
 Analysis of Chinese SOEs and State Capitalism at 59. 

71
 Analysis of Chinese SOEs and State Capitalism at 57.  

72
 Analysis of Chinese SOEs and State Capitalism at 57. 
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discipline SOE investment,
73
 additional work is required to 

confront the growth of Chinese SOE investment abroad.  There are 

currently no adequate tools to address the growth of SOE 

participation in global markets.  Nor are there adequate U.S. 

laws or mechanisms in place to ensure a level playing field when 

Chinese and other foreign SOEs engage in commercial activity in 

the U.S. market.  Indeed, while much of the focus has been on 

ensuring fair treatment and a level playing field in China and 

other global markets, of equal or even greater importance is the 

potential adverse impact of SOE investment in the U.S. market.   

Most recently, members of the business community have been 

working with the U.S. government to address these issues in the 

context of the Trans-Pacific Partnership (“TPP”) Agreement.  

These efforts include establishing new and binding commitments 

in the TPP Agreement that effectively address the potential 

anti-competitive effects stemming from SOE investment in global 

markets.  As the TPP Agreement is being touted as the model 

trade agreement for the twenty-first century, the United States 

should ensure that tough disciplines on SOE behavior are 

included – it should not allow further weakening of the SOE 

provisions.  In particular, the United States should insist on 

language requiring that SOEs investing or operating in the 

markets of other signatories act based on commercial 

considerations and that SOEs do not receive subsidies or other 

benefits from their governments that unfairly advantage them 

with respect to an investment abroad.  While China is not 

subject to the TPP Agreement, it covers a number of countries in 

which the state is playing a growing role in commercial 

activity.  The agreement may also serve as a model for future 

agreements that include China. 

 

Other potential steps to confront the increasing involvement of 

Chinese SOEs in the U.S. and global markets include the 

following: 

 

 Continue to address the issue of SOEs through multilateral 

fora such as the OECD and the WTO.  For example, the United 

States could continue to support the OECD’s work on these 

                     
73

 These mechanisms include the concept of “competitive neutrality,” whereby state-owned and -controlled 
entities engaged in commercial activities are disciplined by market forces.  The Australian Government introduced 
such a “competitive neutrality” policy in 1995, with the goal of removing market distortions caused by state-
owned businesses.  Canada has both a national security review as well as a “net benefit” review, which ensures 
that foreign investment will be a “net benefit” to Canada (including whether foreign SOEs will adhere to Canadian 
standards of corporate governance and whether the entity will continue to operate on a commercial basis after 
the SOE acquisition or investment). 
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issues.  In addition, USTR should be more aggressive in 

pursuing a case at the WTO against China for violating its 

commitments regarding government intervention in the 

operations of its SOEs.
74
   

 

 Continue to pursue a coherent policy with respect to 

reducing potential anti-competitive effects of SOEs through 

model Bilateral Investment Treaty language, Free Trade 

Agreements, and other bilateral and multilateral 

agreements.  This would include ensuring that SOEs are 

included as part of China’s commitments upon joining the 

WTO Government Procurement Agreement.   

 Advocate for an OECD agreement that establishes and 

enforces guidelines or “best practices” to ensure that SOEs 

operate based on commercial considerations.  The 

arrangement could be modeled after the Santiago Principles 

(regarding Sovereign Wealth Funds) and the guidelines 

themselves could be similar to the OECD “Guidelines on 

Corporate Governance of SOEs.”  

 The United States should also consider heightened review 

for incoming investment by state-owned and state-controlled 

enterprises.  Such a review could be in the form of an 

economic benefit test (i.e., Canada) or could ensure that 

SOEs are abiding by an established set of rules (i.e., the 

OECD Guidelines).  The review could be designed to ensure 

that SOEs investing and/or operating in the United States 

act solely based on commercial considerations and that such 

SOEs do not receive subsidies or other benefits from their 

home government that provide them unfair advantages over 

their U.S. competitors.  To target SOEs that operate with 

significant levels of government support, the provision 

also could be narrowly tailored to cover only SOE 

investments from non-market economy countries.   

 

Such efforts to address issues related to SOE investment abroad 

are all the more important given the recent WTO Appellate Body 

decision relating to whether SOEs should be considered public 

bodies for purposes of the CVD law
75
 – a decision which raises 
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 Among other things, China committed that it “would not influence, directly or indirectly, commercial decisions 
on the part of state-owned enterprises.”  See WTO Working Party Report on the Accession of China. 

75
 See United States – Definitive Anti-dumping and Countervailing Duties on Certain Products from China, 

WT/DS379/AB/R, World Trade Organization (Mar. 11, 2011).   The Appellate Body found that government 
ownership alone is insufficient to establish that an entity is a “public body” for purposes of the CVD law.  The 
Appellate Body concluded that, in considering whether an entity is a public body, an investigative authority must 
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concerns about the ability to use traditional trade remedy laws 

to confront unfair trade practices by SOEs.  

V. CONCLUSION 

By making its SOEs artificially competitive in world markets, 

the Chinese government has disadvantaged market-oriented 

producers around the globe, including those in the United 

States.  If these SOEs and their subsidiaries continue to expand 

their presence overseas to compete in private markets, they are 

likely to further distort global markets and cause additional 

harm to U.S. companies and their workers.   

While we should not seek to restrict market-based foreign 

investment, the United States should increase efforts to address 

the potential market-distorting affects of Chinese SOEs in the 

U.S. and global markets.  Such efforts will ensure that private 

companies in the United States are able to continue operating in 

accordance with free market principles. 

  

                                                                  

consider whether the entity exercises authority vested in it by the government for the purposes of performing 
functions of a governmental character.  See id.  
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HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.    
 Dr .  Gor don .  
 

STATEMENT O F DR.  D AVID F .  G ORDON  
HEAD O F RE SEARCH A ND DIRECTOR,  GLOBA L MACRO ANALY SI S  

EURASIA  GRO UP,  WA SHINGTON,  DC  
 

 DR.  GORDO N:   T ha nk  you very  muc h,  a n d t han k  you,  Ch a i rma n S hea,  
and  members  o f  the  Commiss ion for  i nv i t i ng  me here  to day ,  an d I  a l so  commend 
you for  you r  le ade rs h ip  an d at te nt ion to  t h is  i s s ue ,  w hi ch  i s  o f  c r i t i ca l  s t r ate g ic  
and  economic  import ance  to  t he  U ni ted St ates .  
 The  t im in g  o f  to day ' s  hear i ng  i s  es pec ia l ly  ap prop r i ate  as  Ch in a 's  
next  le ade r ,  X i  J i np in g,  i s  c urre nt ly  i n  ou r  count ry  wit h  a n  "op e n i nvestment  
env i ro nment ,"  q uote - un quote ,  p art  o f  h is  v i s i t ' s  age nd a.  
 My  submi t ted test im ony  out l ine d t he  sc a l e  an d t he  scop e  o f  t h e  
i ss ue  at  ha nd .   W hat  I ' d  l i ke  to  do  i n  my  ora l  remarks ,  a nd  I  br oadly  agre e  wit h  
what  my  co l lea gue  to  my  r ig ht  has  ju st  l a i d  out ,  i s  ma ke  a  few d is t in ct  po int s  
about  the  nat ure  o f  S OEs ,  t he  po l i t i ca l  t r a j ectory  aro un d t h is  i n  Chi na ,  a nd t he n 
o f fer  a  few idea s  for  U.S .  po l icymake rs  as  they  s t ru gg le  to  ba l a nce  nat io na l  
secur i ty  a n d t r ade  pr ior i t ies  a n d the  p romises  o f  i nbou n d i nves tment  a nd t he  
impera t ives  o f  emplo yment  growt h here  in  our  co unt ry .  
 My  f i r s t  po i nt  i s  t hat  I  th ink  th at  t he  C hi ne se  s tate 's  invo lveme n t  in  
the  economy a nd  i n  t he  market  ha s  act ua l l y  marked ly  i ncre ased  s in ce  t he  
f in an c ia l  c r i s i s ,  t ha t  s ince  2008 ,  t ha t  I  t h i n k  there 's  a  c leare r  t r a jectory  in  Ch in a  
tha n wh at  we s aw i n  the  yea rs  le ad in g  up to  the  cr i s i s .  
 Th is  i s  pa rt i a l ly  a  d i r ect  res u l t  o f  th e  $600  b i l l io n  s t imul us  tha t  was  
gene rate d i n  re spo ns e  to  the  f i nan c ia l  c r i s i s ,  a n d gover nment  f un ds  a n d b ank  
loans  f lowe d overwh elmin gly  to  SOEs ,  bo l s ter i ng  the i r  ba la nce  sheets  an d 
squee z in g  p r iva te  f i r ms,  pa rt ic u l ar ly  smal l  an d medi um do mest i c  enter pr ises .  
 Much o f  the  a l locate d s t imul us  we nt  to  t h e  n i ne  "c r i s i s -s t r icke n"  a nd  
p i l la r  i nd ust r ie s  domi nate d by  SOE s - -e lect r onics ,  pet rochem,  me ta l l ur gy ,  s tee l ,  
auto ,  l i ght  i nd ust ry ,  t ext i les ,  s h i pb ui ld i ng,  and  te lecoms .  
 The  s up port  severe ly  d im i n is he d a nd cont i nues  to  d imin is h  t he  
poss i b i l i t ies  o f  fore ig n  i nvestment  i n  the s e  sectors .   U nde r  t he  gu ise  o f  
conso l i da t ion ,  SO Es  e xplo i ted t he  s t imu lu s  to  acq ui re  sma l ler  p r ivate  sec tor  
compet i tors ,  many  o f  whom suf fere d i n  t h e  g lo ba l  e conomic  s lo wdown.   So  w hat  
we ha d i n  C hi na  w as  a  res ul t in g  re d uct io n in  compe t i t ion  a n d a  rest r ic t io n  o f  t he  
investme nt  env i ronm ent ,  both  for  fo re i gn  compet i tors  to  SOE s ,  but  a l so  for  
pr iv ate  f i rms  ins i de  o f  Ch in a ,  w i th  the  po l i c ies  o f  both  the  cent ra l  governme nt  i n  
Be i j in g  a nd  loca l  a nd prov i nc i a l  governme n ts ,  bot h  ex pl ic i t ly  a n d i nten t ion a l ly  
butt ress in g  t hese  t re nds .  
 Secon d po int  i s  t hat  I  th i nk  t he  prob lem h ere  i s n ' t  j ust  SOEs ,  a nd 
many  nomi na l ly  pr iv a te  Ch ine se  f i rms,  pa r t icu la r ly  nat iona l  c ha mpions ,  b as i ca l ly  
prese nt  c ha l le nge s  th at  are  not  f u nd ament a l ly  d i f fe rent  to  SOE s .   Fo r  examp le ,  
they  h ave  d i rect  a nd o f f ic ia l  te le pho ne l in ks  an d reserve d boa r d seat s  for  
Communist  Party  me mbers ,  an d,  as  my  co l lea gue  sa id ,  a  lo t  o f  d i re ct  s t ate  
investme nt  even in  t he  p r ivate  sect or .  
 So  the re  i s  a  nexu s  o f  in f l uence  he re ,  not  only  to  o f f i c ia l  SOE s ,  but  
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a lso  to  a  w ide  ra ng e  o f  nat iona l  c hamp ion  f i rms  tha t  are  nomi n a l ly  pr ivate ,  an d i f  
you look  at  t he  f ami l i a l  con nect ions  betwe en the  exec ut ives  an d d i recto rs  o f  
these  pr ivate  f i rms,  t hey ' re  very  c lose ly  b oun d u p wit h  t he  to p  t iers  o f  i nf lue nce  
and  power  i n  the  Co mmunist  P arty .  
 In  sum,  C h ina ,  s ince  2008 ,  has  become les s  market  focuse d,  les s  
pr iv ate  secto r  f r ie nd l y ,  an d t h is  ha s  s ig n i f i cant  imp l ica t ion s ,  I  t h i nk ,  for  
un ders tan d in g  a nd combat i ng  the  c ha l le n g es  tha t  C hi nese  SOEs  pose  to  t he  
Uni te d State s .  
 As  we 've  hea rd ,  C hi n a 's  SOE s  h ave  gone  out  i nto  t he  wor l d  in  a  
sub sta nt i a l  deg ree ,  b ut  I  woul d  emp has i ze  here  t hat  th is  i s  a  ch a l le nge  a nd an 
opport un i ty ,  t hat  the  Chi nese  gover nment  i t se l f  doe s  not  have  a nyth in g  l ike  fu l l  
contro l  over  th is .  The y  have  t r ie d  a nd fa i le d  to  set  up  re gu lator y  mechan isms  to  
manage  th is ,  an d I  t h ink  t hat  as  I  look  at  C hi nese  f i rms '  beh av io r  overseas ,  you 're  
inc reas in g ly  get t in g  s i tua t ion s  t hat  a re  d i p lomat ic  c ha l le nge s  fo r  Ch in a .  
 So  I  t h i nk  t he  outw ar d i nvestment  e lemen t  here  i s  both  a  s t rat eg ic  
cha l le nge  an d a  commerc ia l  ch a l len ge  fo r  the  U ni te d State s ,  b ut  i t  a l so  poses  
some opport un i t ie s  f or  the  U ni ted State s  here .  
 Let  me just  conc lu de  with  a  cou ple  o f  rec o mmendat io ns .   T he  f i r s t  i s  
I  th ink  th at  i n  te rms  o f  how we ta lk  a bout  s tate -owned  ente rp r ises  an d n at io na l  
champ ions ,  I  th ink  i t  would  be  very  use fu l  for  U. S .  gover nment  and  for  Amer ic an  
f i rms  an d i nter ests  m ore  gen era l ly  to  t a lk  about  the  compet i t iv e  d is adv ant ages ,  
both  to  fore i gn  i nves tors ,  but  a l so  in s i de  o f  Ch in a  i t se l f .    
 There  i s  a  lo t  o f  o ppo s i t io n  i n  C hi na  to  the se  o l i gopo l i s t ic  a nd  
monopol i s t ic  arr an ge ments ,  a n d those  ca n  be  h i gh l i ghte d,  I  t h i nk ,  to  ou r  bene f i t .  
 Secon d,  t he  U .S .  nee ds  to  co nt i nu e  to  foc us  on the  s tate - to -s t ate  
aren a  for  reso lv in g  c ommerc ia l  a n d le ga l  d is pu tes ,  as  C hi na 's  weak  an d p l ia nt  
lega l  re g ime,  I  t h i nk ,  rea l ly  makes  e f fect iv e  aven ues  for  i nvesto r  s tate  re dress  
essent ia l ly  nonex is te nt  de sp i te  some mi nor  pro gres s  over  t he  y ea rs .  
 Th i rd ,  I  t h i nk  i t  wou l d  be hoove  us  f r ank ly  to  recog ni ze  a nd res p ond 
to  some Chi nese  req u ests .  For  ex ample ,  C F IUS ,  I  th ink  i s  t he  go l d  s ta n dar d fo r  
depo l i t i c i zed vet t i ng  o f  fore i gn  i nvestment ,  an d a cced in g  to  a  r eques t  for  more  
t ran sp are ncy ,  i t  wou l d  n ot  cha n ge  th is .  
 F i na l ly ,  I  t h i nk  t hat  i nf r ast r uct ure  i s  an  ar ea  th at  i s  pote nt i a l ly  r ipe  
for  test in g  t he  C hi ne se  inve stment  o pport un i ty  a nd w het her  w e can f i nd  a  
pat hway  forw ar d for  inwa rd inve stment  t h at  i s  m utu a l ly  be nef i c ia l ,  bot h  to  
Chi nese  f i rms  a nd to  Amer ica n inte rests .  
 I  th ink  i n  t h i nk i ng  ab out  th is ,  a  usef u l ,  b u t  not  en t i re ly  a ppo s i t e ,  
ana logy  i s  t he  way  in  whic h  we c a jo le d Ja pan ese  i nvestme nt  i n to  U.S .  bu s i nesses ,  
inf ras t ru ctu re ,  an d k ey  in du str ies  to  mol l i fy  our  ow n t r ade  d i sp utes  a n d to  
improv e  emp loyment  pros pects  here ,  rem ember i ng ,  o f  co urse ,  that  t he  bu s i nesse s  
in  t he  Ja pa nese  c ase  were  pr ivate ly  owne d .  
 Tha nk  you very ,  very  much .  
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The Competitive Challenges Posed by China’s State-Owned Enterprises 

 

“We have one important piece of experience of the past 30 years: That is to ensure that both the 

visible hand and invisible hand are given full play in regulating the market forces.” 

-Chinese Premier Wen Jiabao 

 

Chairman Shea, Vice Chairman Reinsch, and distinguished members of the Commission, thank you 

for inviting me here today. My name is David F. Gordon and I am Head of Research and Director of 

Global Macro Analysis at Eurasia Group, the global political risk analysis firm. Prior to Eurasia 

Group, I worked in the US government for nearly two decades, culminating in service as Director of 

Policy Planning under Secretary of State Condoleezza Rice.  

 

Thank you for your leadership on and attention to this issue, which is already of critical strategic and 

economic importance to the US, and will be even more so in the coming years. The timing of today’s 

hearing is especially appropriate, as China’s next leader, Xi Jinping, is currently in the US lobbying 

for a more open investment environment. I will begin my testimony by outlining the scale and scope 

of the issue at hand.  

 

China’s state-owned enterprises (SOEs) present significant strategic and industrial challenges to US 

firms and the US government. Beijing has redoubled its efforts to build its companies into globally 

powerful entities in established and emerging industries. Substantial state support skews the 

competitive landscape for US companies and complicates US industrial and business policies both 

inside and outside the People’s Republic. The challenge is most severe in China’s domestic market, 

in which the US government can do little to protect US firms from Beijing’s vast array of preferences 

for domestic industry. Yet the challenge extends far beyond China itself. As Chinese firms ascend the 

value chain and become industry leaders, their presence is increasingly felt in global markets. This 

will frustrate US firms facing unequal competition from Chinese competitors. It also presents 

economic and strategic opportunities for the US government and US firms as countries around the 

world seek to avoid dependence on Beijing. The next frontier for China’s SOEs is the US market, 

where US policymakers will struggle to balance between national security and trade priorities on the 

one hand, and the promises of inbound investment and employment growth on the other.  

 

What is a State-Owned Enterprise in China? 

 

SOEs are a defining feature of the Chinese economy. Yet despite their prominence, Chinese SOEs 

are enormously diverse in scope, scale, and influence, and accounting for this diversity is crucial in 
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accurately describing the challenges that they pose for the US. The term “SOE” itself refers to a vast 

array of public, semi-public, and even nominally private enterprises, all of which benefit enormously 

from government support and many of which have expanded their profile and influence in the 

Chinese economy in recent years. Such “sub-sovereign” actors sit at the nexus of the state and the 

market, but their relationship with the state (or, for that matter, the market) is not always clear or 

uniform—and neither is the ability of the central government to influence their behavior. Indeed, 

even the largest and most powerful SOEs have in some cases flatly contradicted Beijing’s broader 

policy goals. Assuming unanimity among the SOEs and their manipulability by Beijing is a mistake 

that obscures their true nature.  

 

The most prominent SOEs are the centrally administered SOEs, companies operated by 

China’s central government, often as the majority owner (though with subsidiaries listed in Hong 

Kong). These state-administered SOEs, which comprise some of China’s largest companies, are 

distinct from but related to the thousands of locally-administered, smaller SOEs sprinkled throughout 

the country. All of these companies, large and small, are explicitly funded and administered by the 

Chinese government.  

 

The behemoths—first among China’s sizable slate of SOEs —are Sinopec, CNPC, and 

CNOOC, which collectively comprise the national oil companies (NOCs). Undoubtedly, the state 

exerts sizable influence over the behavior of the NOCs and other major SOEs like them: the 

bureaucracy intervenes in domestic pricing practices and has power over crucial personnel 

appointments. Both Sinopec and CNPC, however, retain power and influence commensurate with 

their former status as state ministries—a higher rank in the Chinese political hierarchy than the State-

owned Assets Supervision and Administration Commission (SASAC), the central authority that 

nominally oversees them. As a result, the NOCs are in some cases able to contravene the central 

government in Beijing. For instance, despite a veneer of coordination surrounding China’s outbound 

investment strategy—which has rapidly accelerated since 2009—China’s NOCs have in a number of 

cases actually bid against each other for new oil extraction projects in various parts of the globe.  

 

Equally important as the SOEs, however, and presenting a comparable—and in some ways 

identical—challenge are the ostensibly private firms that Beijing supports explicitly or implicitly as 

“national champions.” Indeed, connections between many large indigenous firms and the government 

are incredibly murky in China. The true ownership structure of many enterprises is opaque; many 

businesses—and their owners—intentionally obfuscate their status. Literally thousands of firms in 

China turn to state support for policy incentives and financing channels. This is particularly true at 

local levels, at which a tremendous amount of complicity exists between bureaucrats and private 

enterprise.  

 

In part, the state’s industrial policy goals drive this complicity. Beijing is dedicated to 

building “national champions” and promoting domestic innovation. Yet the government does not 

clearly delineate its support among the nation’s thousands of public and private companies. Instead, 

it provides generous and plentiful tax breaks and political protection for firms aligned with Beijing’s 

broader goals. This comprises the so-called “indigenous innovation” program: an industrial policy 

that seeks to catapult Chinese firms into the ranks of high-end manufacturing and global 

technological competitiveness. The dearth of internationally renowned Chinese brands and Chinese 

technologies is of great concern for the leadership, and an emphasis on domestic innovation has 

intensified in recent years. China’s government offers significant support to industries deemed 

strategic, including aviation, autos, heavy machinery, steel, textiles, equipment manufacturing, 

petrochemical, shipbuilding, light industrial manufacturing, electronics and information technology, 
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non-ferrous metals, and logistics. In all these industries, regulators favor powerful SOEs and strong 

domestic private-sector firms alike through standards-setting, generous financing terms well below 

commercial lending rates, and preferences in government procurement.  

 

Given the financial incentives involved, many private Chinese firms dedicate themselves to 

fulfilling the state’s initiatives in the hopes of winning preferential subsidies or receiving a formal 

designations as “national champion,” which brings with it even more support in the form of a 

overwhelmingly favorable regulatory and tax environment. Domestic industry groups, mostly 

dominated by major Chinese firms, have also become more influential in policymaking and thereby 

better positioned to slant domestic regulatory policy in their favor (a phenomenon often termed 

“regulatory capture”). The underappreciated irony is that these developments subject not only foreign 

firms but also many smaller Chinese private sector companies to competitive disadvantages in the 

China market. In fact, powerful SOEs and private-sector national champions with more substantial 

resources to devote to R&D and defending market share squeeze many smaller Chinese private firms 

out of the market. Indeed, in China, the pathway to profitability very often has less to do with 

business operations than with successfully obtaining state support.  

 

Underpinning this complicity between the state and industry is a weak and pliant legal 

regime. In China, economic reforms have outpaced political and legal reforms. This quite rightly 

fosters public and investor distrust in the Chinese legal system. More importantly for the purpose of 

SOEs, however, it creates a void for brokering economic and business outcomes that the state is more 

than happy to fill. Private and foreign firms are left with little recourse: local courts generally yield to 

the preferences of local authorities and make politicized judicial decisions. China has made efforts to 

improve its legal regime, as it is well aware of the dilatory effects of a broken legal system on 

China’s attractiveness as a foreign investment destination. But adjustments remain modest and the 

ruling Communist Party keeps tight control of the judicial system. The overall environment, then, has 

actually worsened for foreign firms, even as the legal regime itself has improved incrementally.  

 

In sum, the Chinese government explicitly owns many firms. But these firms do not 

necessarily doing the government’s bidding—at least not always. Meanwhile the true ownership of 

some other Chinese firms is simply unknowable. And among those that are nominally private, many 

of them still seek to tie closely to the government in the hopes of winning favoritism and financial 

support. This tumultuous system—or, more truly, complex web of systems—presents an extremely 

vexing policy dilemma for US policymakers.  

 

The Future of SOEs in China 
 

The question is whether the Chinese government will remain willing to manipulate the 

domestic market and nurture SOEs over time. Two major trends in China today strongly suggest that 

the trend toward state control may be lasting. First, the government’s heavy-handed and 

interventionist response to the 2008 global financial crisis raises the possibility that Beijing will 

continue to strengthen SOEs at the expense of private enterprise over the longer-term. Second, a 

surge of popular and economic nationalism among the Chinese public—both organic and deliberately 

inculcated by the regime—has fueled the rise of SOEs and national brands. That will prove a lasting 

motivation for the government to stay involved in picking domestic winners and losers, and in 

helping its own firms outcompete foreign players.  
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The financial crisis and SOEs  

 

Unquestionably, Chinese recovery from the financial crisis occurred at the expense of the domestic 

private sector. Government funding bolstered the balance sheets of state-owned companies and 

squeezed private firms—especially small and medium-sized companies. Much of the allocated 

stimulus went to state-owned or state-affiliated enterprises, especially in the nine “crisis-stricken” 

industries strategically targeted for support: electronics, petrochemicals, metallurgy, steel, 

automotive, light industry, textiles, shipbuilding, and telecommunications. This support severely 

diminished, and continues to diminish, the possibility of foreign gains in these sectors. The funding 

also emboldened and enabled SOEs to acquire smaller private sector competitors, many of which 

suffered in the global economic slowdown. The resulting consolidation and reduction in competition 

restricted the investment environment for foreign companies competing with SOEs and powerful 

private firms, with the policies of central and local governments explicitly and intentionally 

buttressing these trends.  

 

Economic nationalism  

 

Beijing has traditionally felt overreliant on foreign investment while its domestic players have lagged 

in technology and international managerial competence. The government has accordingly begun 

shifting policy to favor the development of domestic firms, and employs nationalism as a political 

and economic instrument to justify its initiatives. As a result, the investment environment for foreign 

firms in China is increasingly challenging. Technology transfer has become a frequent precondition 

for foreign investors’ participation in the Chinese market. Beijing has also identified and virtually 

closed to foreign investment a number of strategic sectors, including telecom, aviation, shipbuilding, 

oil/petrochemicals, and steel. And the government has stoked fervor over foreign acquisitions to 

block the purchases of domestic companies.  

 

What comes next?  

 

The most likely scenario in the short term is that Beijing continues to offer substantial support and 

protection to strategic industries and maintains a pivotal role in capital allocation for both private and 

public enterprises. This will be a great competitive challenge for US firms, especially in high-

technology industries. Indeed many US firms in a wide swath of industries have systemically 

underestimated the speed and strength with which state support has enabled competition to emerge in 

their space. For now, many US firms maintain their competitive edge in international markets 

because they can innovate technologically in ways that Chinese firms are unable to do themselves. 

The competitive threat is growing, however, and the overall environment in China worsening for 

multinational companies.  

 

Over the longer term there is reason to be more optimistic: Beijing will be compelled to buttress 

small-and medium-sized private enterprise within China because the Chinese economy will require 

those entities for continued job growth. And given their innovative edge and more efficient use of 

capital, both domestic and foreign private firms maintain intrinsic advantages over the SOEs. But the 

Chinese economy will require significant readjustment before Beijing fully comes to terms with these 

realities.  
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Outlook for US Policy and US Industry 
 

The biggest challenge is in the China market  

 

The biggest challenge for US industry, and thus for the US government, is the lack of a level playing 

field within China as domestic Chinese firms benefit from massive state support. The Chinese 

government continues to favor domestic enterprises through financial and regulatory incentives and 

by tolerating weak enforcement of intellectual property rights (IPR) protections. In recent years 

Beijing has outlined expansive plans for new regulatory and direct fiscal incentives for a host of 

high-end manufacturing and technology-oriented sectors in which US industry currently has a global 

advantage, including but not limited to nuclear power, aircraft, automobiles, medical devices, and 

agricultural equipment. Beijing also maintains broader clean and renewable energy development 

goals that help Chinese firms compete in industries increasingly seen as major potential drivers of 

employment and growth in the US. And within China IPR enforcement will remain weak, and the 

avenues for IP leakage are proliferating—driven by an increased willingness by Beijing to set 

standards and mandate technology transfers for investment approval.  

 

The preferential treatment that large domestic players receive is altering the competitive landscape 

for foreign companies in China, particularly in high-technology sectors. Chinese state-owned 

companies continue to lobby the government to restrict market entry for foreign firms and channel 

funding to domestic technology research, citing fears of overcapacity and the need to build 

indigenous expertise. One particularly troubling policy for foreign companies is restricted access to 

China’s government procurement market. Last year Beijing promised to modify this practice, but 

implementation of that promise is not evident as of yet.  

 

In this environment, protection of the intellectual property (IP) of US firms in the China market is 

unlikely to improve substantially. Poor enforcement of existing nationwide regulations at the local 

level will continue to be the major concern. At the same time, regulators will more often impose on 

foreign firms investment criteria that mandate technology transfers or cooperation with domestic 

industry. Already many foreign investors struggle with the government’s increased willingness to 

impose standards for domestic markets, especially in high-technology fields. To meet the standards, 

foreign firms are often forced to submit detailed information on production processes. This 

regulatory hurdle is a major source of IP leakage and will continue to be so for the foreseeable future. 

Beijing is unlikely to seriously bolster its IP protection regime until domestic Chinese industry 

demands it—driven by its growing capability to drive innovation on its own.  

 

SOEs are increasingly competitive globally as well  

 

Beijing not only empowers its state-owned enterprises domestically. It is also determined to 

transform many of them into globally competitive “national champions.” This goal lies at the heart of 

Beijing’s favored lending rates and encourages consolidation in targeted industries. Beijing now 

allows these firms to borrow from the state’s massive foreign exchange reserve holdings to conduct 

outbound purchases. Conveniently, the goal of promoting “national champions” also aligns with 

China’s energy security goals. Chinese firms in key sectors from petroleum to metals to shale gas are 

finding growing success in pursuing outbound investments in developing and developed markets.  

 

But Beijing’s outbound engagement has raised a new set of problems for China. Many Chinese  

outbound investments in the developing world have relied on quid-pro-quos related to infrastructure 

and other development deals. Striking these kinds of deals, however, is increasingly difficult for 
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China. Host governments and populations, most notably in Africa, have begun to push back against 

Chinese firms’ employment policies and perceived exploitations. Meanwhile Beijing has struggled to 

coordinate the activity of its own firms abroad, and to align that activity with the government’s 

diplomatic goals. In recent months Beijing has attempted to manage corporate interests and avert 

mounting economic losses in overseas ventures. These efforts will yield limited results: some state-

owned firms will become more risk-conscious. Yet oversight of outbound investments will remain 

fragmented, like a symphony without a conductor. And many firms, especially nominal or actual 

private companies, will actively disregard cumbersome approval processes and government 

guidelines, creating additional political headaches for Beijing.  

 

Specifically, even though China's political elite support outbound investments and view them as 

integral to their firms' development, Chinese policymakers are increasingly aware that greater 

commercial exposure overseas will require greater involvement in global affairs—a responsibility 

that Beijing would prefer to avoid. In the first two months of this year alone, investments in Sudan 

and Iran have demonstrated the need for a careful balance between corporate goals and diplomatic 

priorities. It will become more and more difficult for China to remain diplomatically agnostic as its 

firms expand and diversify their commercial interests internationally.  

 

This presents economic and strategic risks for the US, but also significant opportunities. 

Undoubtedly, Chinese SOEs will become more globally competitive in ways that threaten US 

competitiveness. Chinese overproduction will continue to deluge new and emerging industries. At 

the same time, stronger Chinese competitors will gain global market share in established industries 

such as telecom and railways. Yet China’s missteps, and the growing resistance in the developing 

world to perceived exploitation, will create opportunities both for US firms and for US diplomacy. 

Already, China’s neighbors in Asia are seeking closer strategic and economic ties with the US to 

offset China’s influence. Burma, in which a government long coupled to Beijing for economic and 

strategic support and outside investment is now pursuing an aggressive engagement strategy with 

Washington, is a perfect example. Those trends will emerge outside of Asia as well.  

 

The next frontier is the US domestic market  

 

The nascent policy dilemma surrounding all of these issues is what role China’s SOEs will seek and 

be allowed to play in the US domestic market. The US, despite recent economic weakness, still 

maintains the world’s largest and most attractive consumer market. We have robust domestic energy 

and commodity resources with positive growth prospects, like coal and unconventional 

hydrocarbons, that present enormous potential profits for the companies involved in extraction. Our 

open capital markets and regulatory structures underpin and support our attractiveness as an 

investment destination for foreign firms.  

 

Chinese SOE investment in the US remains nascent. Available data from private research firms 

shows just $10 billion of cumulative SOE investment into the US market—a paltry sum mostly 

focused on fossil fuels and financial services. Over the last decade, reputational risk, especially the 

possibility of running afoul of the Committee on Foreign Investment in the United States (CFIUS), 

has deterred would-be Chinese investment. Yet many Chinese SOEs, in a wider array of industries, 

are cash-rich. The goods they produce are becoming globally competitive. These firms will seek 

opportunities within US borders, and US household and corporate consumers will be interested in 

their products.  
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As Chinese SOEs look increasingly to the US market, the US government will face a difficult 

balancing act between conflicting priorities. On the one hand, very real energy and broader national 

security concerns are at play—and these concerns have been the principal obstacles for Chinese 

SOEs seeking investments in the US in the past, as in CNOOC’s failed 2005 effort to acquire Unocal. 

On the other hand, SOE investment into the US economy would bring much-needed new capital and 

job growth that would have appreciable positive economic—and political—ramifications across the 

US.  

 

Two broad scenarios are possible. The US and China may find ways to effectively manage Chinese 

investment into the US. Beijing, for its part, must provide more transparency about the investment, 

funding, and even accounting practices of China’s SOEs. This would help to assuage national 

security concerns in the US over Chinese investment. In Washington, policymakers must also work 

to complement the largely depoliticized CFIUS vetting mechanism with more public and high-level 

political support and perhaps even investment incentives for Chinese firms interested in the US 

market. The Obama administration will surely seek to provide some such support while China’s Vice 

President Xi Jinping visits the US this week. Of course, coming to full agreement on these terms is 

impossible, but progress is certainly possible. Such progress would help to entrench bilateral 

investment as a tangible underpinning of a largely stable US-China relationship.  

 

The other scenario is one in which the flow of Chinese SOE investments into the US remains largely 

stalled. This scenario would assuage US energy and national security concerns in the near-term. But 

it would actually aggravate national security concerns over the long run by setting up a structurally 

more conflicted US/China relationship.  

 

In my view, that would be a mistake. Within its borders the US does and will maintain a position of 

strength in relation to China’s SOEs. Given our robust IPR protection regime and our national-

security investment review processes, we have sizable levers to encourage job-generating investment 

here while protecting our domestic security interests and protecting our own firms from unfair 

competition or intellectual property theft.  

 

For years, US businesses have been willing to compromise their IPR protection concerns in China, 

understandably seduced by the promises and potential of the Chinese consumer market. The US 

government should likewise be able to capitalize on the promises of our own, much larger consumer 

market to shape the business practices of China’s SOEs.  

 

Thank you very much. 
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HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.  
 Mr .  S au lsk i .    
 

STATEMENT OF PAUL T. SAULSKI 

ADJUNCT PROFESSOR OF LAW, GEORGETOWN UNIVERSITY LAW CENTER 

WASHINGTON, DC 

 

 MR.  S AULSK I :   We l l ,  I 'd  l i ke  to  th ank  the  c o -Cha i r s  a nd  t he  ot h er  
d is t in g uis he d membe rs  o f  t he  Commiss ion  an d i t s  s t af f  for  t he  opport un i ty  to  
speak  to  you tod ay .   I t ' s  a n  ho nor  to  be  i n v i ted .  
 As  was  ment io ned  i n  the  i nt ro du ct ion ,  i n  a dd i t io n  to  be in g  a n  
adj un ct  p rofes sor  at  Georgetown  Law Ce n ter ,  I  ho l d  t he  pos i t ion  o f  Sen ior  
Couns e l  a t  the  Sec ur i t ies  a n d Exc ha nge  Commiss ion,  b ut  I 'm  a p pear in g  here  in  the  
capa c i ty  as  a  George t own law profe ssor ,  a nd t hat  my  comments  today  a re  mi ne ,  
mine  a lone,  an d don ' t  rep rese nt  t he  SE C,  any  i n div i du a l  commiss ione r ,  o r  the  SE C  
s taf f .  
 Okay .   So  now w ith  t hat  as i de ,  I 've  bee n a sked to  s peak  today  on the  
compet i t ive  cha l le n g es  pose d by  the  Ch in ese  s tate -owne d e nte rpr ises .   I  w i l l  
focus  my  rema rks  o n the  a dva nta ges  t hat  t hey  h ave  i n  the i r  ab i l i ty  to  ra ise  c ap i ta l  
a t  s i gn i f i ca nt ly  che ap er  costs  t ha n t hat  ar e  ava i lab le  to  t he i r  f ore ig n  compet i tors .   
 Th is  adv ant age  ha s  a l ready  bee n re fere nce d th is  mor ni ng ,  a nd s o  I  
ask  your  p ardo n on t he  re du nd an cy ,  but  I  hope  my rema rks  ma y  be  a ble  to  dr aw 
some at tent ion on  ho w th i s  p rocess  work s  a nd  how t h i s  a dvant a ge  comes  a bout .  
 An d a lso ,  a s  my  co -p ane l i s t s  h ave  ment io ned,  I  wo ul d  l ike  to  s ay  tha t  
th is  adv ant age  o f  low  cost  o f  ca pi ta l  does  not  exc l us ive ly  come at  the  expe nse  o f  
fore i gn  f i rms.   Ch ine s e  pr ivate  se ctor  f i rms  that  compete  wit h  t he  s ta te -owne d 
enter pr ises  are  a lso  o f ten d is adva nta ge d by  the  ab i l i ty  o f  t he  SOEs  to  ra i se  
cap i ta l  a t  s ig n i f i can t l y  chea per  co sts .  
 The  re ason s tate -own ed ent erp r i ses  a re  a b le  to  obta in  su ch che ap 
cap i ta l  i s  a  re su l t  o f  t he  con di t ion  o f  C hi na 's  f in an c ia l  mark e ts .   Over  the  pa st  
two  deca des ,  Ch in a  h as  made t r u ly  s ig n i f i c ant  adva nces  in  t ra ns format ion  an d 
deve lopme nt  o f  i t s  f i nan c ia l  se ctor ,  yet ,  d espi te  the se  im press i ve  ach ievements ,  
Chi na 's  f i na nc i a l  ma r kets  rema in  un deve lo ped an d s uf fer  f rom s ig n i f i ca nt  
f in an c ia l  re pre ss io n.   F i na nc i a l  rep ress ion i s  de scr ibe d a s  a n  e n v i ronment  wher e  
f in an c ia l  marke ts  a re  un deve lo ped an d government  in tervene s  in  t he  c red i t  
a l loc at ion  p rocess .  
 In  t he  c ase  o f  Ch in a ,  f in an c ia l  re pre ss io n i s  ch arac ter i ze d by ,  a mong 
other  fe atu res ,  the  d ominan ce  or  v i r tu a l  monopoly  i n  ca pi t a l  a l locat ion by  a  
se lect  num ber  o f  s tat e -owned  commerc ia l  ban ks ;  t he  gover nme nt  cont ro l  over  t he  
inte rest  rates ,  wh ich  resu l t s  in  low to  ne g at ive  re a l  retu rn s  for  depos i t  ho ld ers ;  a  
poor ly  deve lope d deb t  an d e qu i ty  market ;  and  s t r ic t  c ap i ta l  con tro ls .  
 These  factor s  a l l  c rea te  an  e nv i ronment  w here by  C hi na 's  s t ate -
owned e nter pr ises  ca n obt a i n  che ap  ca pi t a l  wh ich  i s  fu n ne le d t o  them th roug h 
the  s t ate -ow ned com merc ia l  b anks .   So  a  s tudy  o f  how t h i s  h ap pens  s ta rts  w i t h  
the  v i r tu a l  mono poly  o f  the  c red i t  a l loc at i on by  C hi na 's  fou r  la r gest  s tate -owned  
commerc ia l  ba nks :  t h e  In du str ia l  a nd Commerc ia l  Ba nk  o f  Ch in a;  Ba nk  o f  C hi na;  
Chi na  Const ru ct ion  B ank;  a n d the  A gr i cu l t ura l  B ank  o f  Ch i na .  
 In  2009 ,  t hese  b i g  four  ba nks  a l one  accou nted for  more  t ha n 7 0  
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perce nt  o f  t he  asset s  he l d  by  the  s tate -ow ned ba nk i n g  sector ,  whic h  ac cou nted to  
43  perce nt  o f  Ch in a 's  tota l  f i nan c ia l  a ssets .   Whe n we co ns ide r  these  f i gu res ,  i t ' s  
easy  to  see  how the s e  four  s tate -owne d c ommerc ia l  ba nks  a re  the  t r ue  
gatekee pers  o f  ca pi ta l  a l locat ion in  Ch in a  and  the  overwhe lmin g s up pl iers  o f  
cap i ta l  to  the  s tate -o wned sector ,  an d,  o f  course ,  th is  c ap i ta l ,  a ga i n ,  i s  su pp l ie d  
to  the  S OEs  a t  ext re mely  low costs .  
 Loans  to  t he  s t ate -o wned e nter pr ises  are  ab le  to  be  prov i de d by  the  
s tate -ow ned commerc ia l  ba nks  at  s uc h lo w costs  d ue  to  t he  government 's  co ntro l  
over  inte rest  rates .   Ch i na 's  c ent ra l  ba nk ,  the  Peopl e 's  Ba nk  o f  Chi na ,  sets  
inte rest  rates  both  fo r  de pos i t s  a nd loa ns ,  both  o f  w hi ch  over  th e  past  severa l  
years  have  been ke pt  at  ext reme ly  low lev e ls .  
 In  fact ,  s i nce  2003 ,  t he  aver age  rea l  ret ur n  on depos i t s  ha s  be en 
neg at ive  on ce  i nf lat i on i s  t ake n i nto  acco unt .   S imi lar ly ,  w hen adj uste d fo r  
inf lat ion,  the  rea l  ra t e  on b ank  len di n g  h a s  a lso  bee n ne gat ive .   A s  a  res ul t ,  t he  
ban ks  a re  a ble  to  pro v ide  t he i r  p r i nc i pa l  c ustomers ,  the  s tate -o wned e nter pr ises ,  
w i th  v i r t ua l ly  f ree  ca pi ta l  a t  the  expe nse  o f  depo s i t  ho l ders .   I ' l l  re pea t  th at .   The  
ban ks  a re  a ble  to  pro v ide  t he i r  p r i nc i pa l  c ustomers ,  the  SOEs ,  w i th  v i r t ua l ly  f ree  
cap i ta l  a t  t he  ex pen s e  o f  the i r  depos i t  ho l ders .  
 An d,  in  e f fect ,  t h is  c ontro l  over  in terest  r ates  se rves  as  a  too l  for  
Chi na 's  in d ustr ia l  po l icy  by  cha n nel in g  t he  impl ic i t  tax  t ha t 's  co l lecte d f rom 
Chi nese  hou seho l ds ,  due  to  t he  neg at ive  r ea l  ret ur n  o n the i r  in terest  r ates  o n 
the i r  sav in gs ,  th roug h the  s tate -owne d co mmerc ia l  ba nks  to  se lected  i nvestment  
pro ject s  a nd se lec ted  s tate -owned  ente rp r ises .  
 So  th is  po l icy  poses  a  compet i t ive  ch a l len g e  to  U. S .  an d othe r  f ore ig n  
f i rms  as  t h is  ne gat ive  r ea l  le nd in g  r ate  e f f ect ive ly  a cts  as  a  su b s idy  to  Ch in a ' s  
s tate -ow ned sector ,  and  th is  i s  part ic u l ar l y  ev ide nt  i n  t he  ca pi t a l  i nte ns ive  
in dus tr ie s  i n  w hic h  C hi na 's  s t ate -ow ned f i rms  are  compet i ng  g l oba l ly .  
 One  n atu ra l ly  a sks  w hy  C hi nese  house ho l ds  wou ld  d e pos i t  the i r  
sav in gs  in  b anks  i f  th ey  are  on ly  go in g  to  l ose  the i r  har d -e ar ne d money  by  do i ng  
so .   T he  s im ple  answ er  to  th is  i s  t here 's  n o  v iab le  a l ter nat ive  other  t ha n t he  
ban k i ng  sector .   T h is  i s  a  res u l t  o f  two  more  o f  the  cha racte r i s t i cs  o f  f in anc ia l  
repre ss io n i n  C hi na  t hat  I  ment ione d ea r l i er :  the  poor ly  deve lo ped de bt  a nd 
equ i ty  market s  a nd s t r ic t  ca pi ta l  co ntro l s .    
 A  t r u ly  act ive  bon d m arket  fo r  i nd iv i du a l  i nvestors  ha s  yet  to  d eve lop 
in  C h ina ,  a nd des pi te  a l l  o f  t he  at te nt io n i t ' s  gar nere d over  t he  past  severa l  
years ,  Ch in a ' s  s tock  market  rema ins  only  a  smal l  p layer  i n  th e  economy.   I t  ha s  no  
s ig n i f i c ant  ro le  in  ca pi ta l  fo rmat io n a nd i s  v iewed as  bare ly  be t ter  t han  a  c as i no  
to  the  aver age  i nvest or .   Co nse que nt ly ,  C h inese  hou seho lds  do  not  see  t he  s tock  
market  as  a  v i ab le  a l t ernat ive  to  ban ks  for  the i r  lo ng -term s av i ngs .  
 F i na l ly ,  a s  a  res ul t  o f  the  c losed ca pi ta l  a c count ,  C hi nese  house ho ld s  
are  c ut  o f f  f rom t he  abi l i ty  to  move  the i r  cap i ta l  o r  t he i r  sav i n gs  a broa d to  a ccess  
any  a l ter nat ive  o f f sh ore  inves tment  op por tun i t ie s .  
 I  woul d  note  th at  t he  one  pos s i b le  a l te rna t ive  to  p lac in g  t he i r  
sav in gs  in  loss -ge ner at in g  ba nk  ac cou nts  f or  the  ave ra ge  C hi ne se  hou seho l d  i s  to  
invest  in  res ide nt ia l  r ea l  est ate ,  w hic h  has  led  to  a  s pecta cu lar  r i se  an d,  ma ny  
be l ieve ,  a  bu b ble  in  Chi nese  hou s i ng .  
 So ,  i n  s ummat ion ,  C h ina 's  s tate -owne d en terpr ise s  be nef i t  f ro m a  
d is t in ct  compet i t ive  adva nta ge  by  hav in g  access  to  ext remely  l ow cost  o f  ca pi t a l  
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as  a  resu l t  o f  the  rep ress io n o f  C h ina 's  f i n anc ia l  ma rkets  an d c ontro l  ov er  in terest  
rates .  
 I  w i l l  e nd by  po in t i ng  out  th at  a l t houg h t h ese  po l ic ie s  do  
s ig n i f i c ant ly  b ene f i t  s tate -ow ned e nte rp r i ses  a nd in d ustr ies  v i s -a -v is  t he i r  fore ig n  
compet i tors ,  the se  p o l ic ie s  do  not  come withou t  s i g n i f i ca nt  c osts  to  the  Ch ine se  
economy.  
 As  I  exp la ine d,  t he  av erage  Ch ine se  ho use ho ld  bea rs  t he  br unt  o f  
f in an c ia l  re pre ss io n a nd governme nt  co ntr o l  over  i nterest  rate s  thro ug h t he  los s  
o f  the i r  s av in gs .   T he  resu l t  i s  a  dec l i ne  i n  the  pu rch as i n g  powe r  o f  C hi nese  
house ho l ds ,  w hic h  l i mits  the i r  co ns umpt i on spe n di ng .   T hese  po l ic ies  a l so  lea d to  
an  over investme nt  i n  cap i ta l - inte ns ive  an d expo rt  i nd ust r ie s ,  a nd both  o f  t hese  
factors  s i gn i f i ca nt ly  un dermi ne  t he  C hi ne se  gover nment 's  s t at ed goa l  o f  
t ran s i t ion in g  f rom a  growth  pa th  t hat  re l i es  on i nvestm en t  i n  e xport  in du str ies  
and  one  t hat  re l ies  o n more  domest ic  con sumpt ion .  
 An d,  f in a l ly ,  i t  h as  le d  C hi nese  house ho l ds  to  p l ace  more  o f  t he i r  
sav in gs  in to  the  hou s in g  market ,  wh ic h  h a s  res ul te d i n  a  pos s i b le  ho us i ng  b ub ble  
that  has  s i g n i f i ca nt  p otent ia l  f o r  ne gat ive  impl icat ions  for  C hi n a 's  fut ure  
economic  he a l t h .  
 Tha nk  you,  an d I  look  forwar d to  a nswe r i n g  your  q uest ions .  
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I would like to thank the co-chairs and the other distinguished members of the Commission and 

its staff for the opportunity to speak to you today. It is an honor to be invited. 
 

First, as is indicated in my biographical information, in addition to serving as an adjunct 

professor at the Georgetown University Law Center, where I teach courses on international 

securities regulation and China’s financial markets, I hold the position of senior counsel in the 

Securities and Exchange Commission’s Office of International Affairs. Before I begin my 

prepared remarks, I would like to emphasize that I am appearing here in my capacity as a 

Georgetown Law professor and that my comments today are mine and mine alone, and do not 

represent the views of the SEC, any individual SEC Commissioner or of the SEC staff. 
 

I have been asked to speak on the topic of the competitive challenges posed by China’s state-

owned enterprises.  I will focus my remarks on the advantage—some would argue unfair 

advantage—that China’s state-owned enterprises have in the ability to raise capital at costs 

cheaper than that available to their foreign competitors. I would note, however, that this 

advantage in a low cost of capital does not exclusively come at the expense of foreign firms. The 

Chinese private sector competitors to these state-own enterprises are also often disadvantaged by 

the ability of state-owned enterprises to raise capital at significantly cheaper costs.  The reason 

state-owned enterprises are able to obtain such cheap capital is result of the structure of China’s 

financial markets.  
 

China’s Repressed Financial System 

 

Over the past two decades, China has made truly significant advances in the transformation and 

development of its financial sector, a transformation that has witnessed the establishment of the 

Shanghai and Shenzhen stock exchanges, the restructuring and public listing of China’s largest 

banks and the creation of a nascent corporate bond market.  Also, China has adopted much of the 

institutional architecture required for well-functioning financial markets and market-based 

capital allocation—for example, the enactment of laws and regulations governing financial 

intermediaries, the adoption of international accounting standards, and the creation of ostensibly 

independent market regulators, to just name a few.  Despite these impressive achievements and 

important steps, however, China’s financial markets suffer from significant financial repression.  

Financial repression describes an environment where financial markets remain undeveloped and 
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government intervenes in the credit allocation process.  In the case of China, financial repression 

is characterized by among other features: 
 

 The virtual monopoly in capital allocation by a select number of state-owned commercial 

banks;  

 Government control of interest rates that result in low to negative real rates of returns for 

deposit holders; 

 Poorly developed debt and equity markets; and  

 Strict capital controls. 
 

Dominance of the Big Four Sate Banks in the Financial System 

 

A study of how state-owned enterprises are able to obtain cheap capital begins with the fact that 

China’s credit allocation system is dominated by the four largest state-owned commercial banks: 

Industrial and Commercial Bank of China (ICBC); Bank of China (BOC), China Construction 

Bank (CCB) and Agricultural Bank of China (ABC). In 2009, the big four banks alone accounted 

for more than 70 percent of the assets held by the state-controlled banking sector, which was 43 

percent of China’s total financial assets. When considering these figures, it is easy to see how 

these four state-owned banks are the true gatekeepers of the capital allocation in China and the 

overwhelming suppliers of capital to the state-owned sector.  Also, despite recent figures that 

suggest that credit has become increasingly available to private sector firms as a result of the 

2009-2010 stimulus-package-driven credit boom, the vast majority of the credit financed by the 

big four banks is sill directed to state-owned enterprises and at extremely low costs. 
 

Government Controlled Deposit and Loan Interest Rates 
 

Loans to state-owned enterprises are provided by the state-owned commercial banks at such low 

costs due to the government’s control over interest rates.  China’s central bank, the Peoples Bank 

of China (PBC), sets interest rates for both deposits and loans, which for the past several years 

have been kept at very low levels.  In fact, since 2003, the average real return on deposits has 

been negative once inflation is taken into account. Similarly, when adjusted for inflation, the real 

rate on bank lending has also often been negative.  The spread between these two rates allows the 

banks to remain profitable despite the low lending rates. Simply, the banks are providing their 

principal customers—the state-owned enterprises—with virtually free capital at the expense of 

deposit holders.  
 

The low interest rate policy serves as a tool for China’s industrial policy, channeling the implicit 

tax collected from Chinese households through this negative return on their savings via the state-

owned banks to selected investment projects and industries.  Chinese government control over 

interest rates poses a competitive challenge to U.S. and other foreign firms as the negative real 

lending rates act as a subsidy to China’s state-owned sector.  This is particularly evident in the 

capital-intensive industries in which China’s state–owned firms are competing globally.  
 

Lack of Alternative Options for Account Holders 
 

One naturally asks why Chinese households would deposit their saving in banks if they are only 
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going to lose their hard-earned money by doing so.  The simple answer is that there is no viable 

alternative to the banking sector.  This is the result of two additional characteristics of financial 

repression mentioned earlier: poorly developed debt and equity markets; and strict capital 

controls.  A truly active bond market for retail investors has yet to develop in China and, despite 

all of the attention they have garnered over the past several years, the Shanghai and Shenzhen 

stock markets remain only small players in China’s economy and have no significant role in 

capital formation.  The stock markets are extremely volatile and have witnessed rapid increases 

in share values that are followed by precipitous price drops and then long periods of stagnation.  

In addition, there is a perception that insider trading, stock manipulation and reporting fraud are 

endemic in these markets.  As such, the stock markets are viewed as barely better than a casino 

by the average investor.  Consequently, Chinese households do not see the stock market as a 

viable alternative to banks for long-term savings. 
 

Finally, because of the closed capital account, average Chinese households are unable to move 

their money abroad to access alternative offshore investment opportunities.  I would note that the 

one possible alternative to placing their savings in loss-generating bank accounts for the average 

investor is to invest in residential real estate, which has led to the spectacular rise—many believe 

bubble—in Chinese housing. 
 

The Impact of Financial Repression and Controlled Interest Rates 
 

In summation, China’s state-owned enterprises benefit from a distinct competitive advantage, 

having access to extremely low costs of capital as a result of the repression of China’s financial 

markets and government control over interest rates.  I will end by pointing out that, although 

these policies do benefit state-owned enterprises and industries vis-à-vis their foreign 

competitors, these policies do not come without significant cost to the Chinese economy.  As I 

explained, the average Chinese household bears the brunt of financial repression and government 

controlled interest rates in the form of lost savings.  The Result is a decline in purchasing power 

of Chinese households, which limits consumption spending.  These policies also lead to the over 

investment in capital-intensive and export industries. Both of these factors significantly 

undermine the Chinese government’s stated goal of transitioning to a growth path that relies less 

on investment and net exports and more on domestic consumption.  Finally, it has led Chinese 

households to place more of their savings into the housing market, which has resulted in a 

potential housing bubble that has the potential for negative implications for China’s future 

economic health. 
 

Thank you and I look forward to answering any questions you may have. 
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 Pa nel  I I  –  Qu est i ons  an d A nswers  

 
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.   An d you d i d n' t  hav e  to  read 
so  qu ick ly ,  b ut  t ha nk  you.     
 MR.  S AULSK I :   Sorry .  
 HEAR IN G CO -C HA IR  WESSEL :   No ,  no .   I 'm  say i ng  tha nk  yo u bec ause  
you were  r ig ht  w i th in  the  t ime.   So  ap pre c i ate  i t ,  a nd i f  yo u ca n t ry  an d kee p 
answe rs  s hort  so  we  can get  to  hopef u l ly  more  tha n  one  rou nd  of  q uest io ns .  
 Let  me ask  you,  i f  I  c ould ,  Mr .  S au lsk i ,  u n derst an di ng  th is  i s  o n ly  in  a  
theoret i ca l  aca demic  sense  t hat  I  am ask in g  th is  que st io n,  how can we look  at  t he  
Secu r i t ies  an d Exc ha nge  Act  an d i t s  a nc i l l ary  l aws ,  reg ul at ion s ,  e t  ceter a ,  a nd  the  
mater ia l i ty  conce pt  a s  i t  re late s  to  C hi nes e  SOEs  tha t  are  l i s te d  e i the r  on U. S .  
excha nge s ,  New York  Stock  Exc ha nge ,  or  o t hers ,  o r  w here  t here  may  be  de r iva t ive  
investme nts ,  ADRs ,  e t  cetera ,  or  F i de l i ty  o r  somebody  e lse  inve st in g  in  some k in d 
o f  act iv i t ie s  or  pr iv at e  equ i ty?  
 In  look in g  a t  the  re p orts  o f  some of  t hese  ent i t ies  in  terms  o f  t he i r  
l i s t in gs  o n New  York  excha nge s ,  I  see  some d i f fere nt  qu a l i tat iv e  d i f fere nce s  i n  
terms  o f  t he  t r ans pa r ency  o f  t he i r  re port i ng .    
 For  exam ple ,  M r .  Br i g htb i l l  i s  i nvo lved in  a  b i g  so l ar  c ase .   I f  t h ose  
sub s i d ie s  are ,  i n  f act ,  foun d not  on ly  act io nab le ,  b ut  a re  sa nct i oned by  the  U. S .  
governmen t ,  t hat  co u ld  have  a  mater ia l  e f f ect  on t hose  compa ni es '  a ct iv i t ies  an d 
the  r ate  o f  retu rn  to  the i r  i nvestors ,  mate r ia l i t y  be i ng  a  f u nct i on o f  ne t  i ncome i n  
terms  o f  t hose  comp anie s .  
 Shou l dn ' t  t hat  be  l i s t ed pote nt i a l ly ,  a ga in ,  in  an  aca demic  sens e ,  as  
in  t he  a n nua l  re port ' s  r i sk  p rof i le ,  yo u kn ow?  An d Commiss io n er  Ba rtho lomew 
and  I  both  serve  o n p ub l ic  compan ies .   T he  up - f ront  r i sk  pro f i le  in  t he  a n nua l  
report s  i s  rat her  bro ad on  anyt h in g  t hat  might  ha p pen ,  you k n ow,  the  r i sk  o f  a  
t su nami ,  e t  ceter a .  
 From an  aca demic  se nse ,  how do  you  v iew  the  re port s  o f  t he  C hi nese  
ent i t ies  l i s ted o n our  excha n ges?   Do  they  prov i de  t he  s ame lev e l  o f  t r an sp are ncy  
that  a  U .S .  o r  o t her  f ore ig n  e nt i ty  uses  i n  terms  o f  t he i r  a nn ual  report s?  
 MR.  S AULSK I :   We l l ,  p ure ly  f rom a n ac ade mic  po i nt  o f  v iew,  a n d 
excuse  me for  s peak i ng  ve ry  q uick ly  ea r l ie r .   I - -  
 HEAR IN G CO -C HA IR  WESSEL :   No ,  no .   P le as e ,  get t i n g  th rou gh i ssues  
i s  g reat .  
 MR.  S AULSK I :   - - am often acc used  o f  t hat .    HEAR IN G CO -C HA IR  
WESSEL :   Th ank  yo u.  
 MR.  S AULSK I :   We l l ,  f i r s t ,  i t ' s  int erest in g.   When of ten we are  
d isc us s i ng  t he  Ch ines e  compan ies  l i s te d in  the  U .S .  a n d the  am ount  o f  d is c los ure  
they  h ave  a nd any  pr oblems wit h  report in g ,  t he  at te nt ion i s  o f ten foc use d not  o n 
the  s t ate -ow ned e nte rpr ises  or  even Ch ine se  compa nies  tha t  ar e  spec i f i ca l ly  
l i s te d a s  C hi nese  com pan ies .  
 When we look  at  how  many,  quote -u nq uot e ,  Ch ine se  compa nie s  ar e  
l i s te d in  t he  U .S . ,  i f  y ou were  to  look  at  t h e  SEC 's  We b s i te  fo r  f ore ig n  pr iva te  
i ss uers ,  the re  a re  on l y  11  Chi nese  compan i es  l i s ted  the re .   The  vast  major i ty  o f  
compan ies  a nd  the  major i ty  o f  compa nie s  that  k in d o f  dr aw peo ple 's  a t tent ion to  
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are  ac tua l l y  in corpor ated o f fs hore ,  s et  u p  as  fore ig n  e nter pr ise s  in  Ch i na  a nd  
then l i s ted  f rom s he l l  compan ies  us ua l ly  i n  Cayman Is la nds  or  t h e  BVI .  
 An d th at 's  a  w ho le  a nother  i s sue  to  th is  o ne  a bout  s tate -owne d 
enter pr ises ,  ag a i n ,  w hic h  a re  on ly  11 ,  a nd  the  i nte re st i n g- - I  co ul d  a lmost  tu rn  
arou nd t he  que st io n,  that  per ha ps  i f  we  w ere  to  force  o r  wou ld  req ui re  the se  
compan ies  to  emp has ize  t hese  su bs id ies  a nd be nef i t s  t hey  get  f rom the  Ch inese  
governmen t ,  t hat  ma y  actu a l ly  enco ura ge  investor s  to  t h i nk  t ha t  these  are  rea l ly  
good i nvestment  op p ortun i t ie s .  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .  
 MR.  S AULSK I :   T hou g h the  i dea  o f ,  I  be l iev e ,  w i t hout  hav i n g  s pe nt  
too  much t ime look in g  th rou gh the i r  pros p ectuses ,  I  be l ieve  t he y  prob ab ly  do  
cover  the i r  base s  q ui te  wel l  un der  po l i t i ca l  r i sks ,  whi ch  I  be l ieve  th i s  i dea  o f  
mater ia l  e f fect  o f  an y  sanc t ion s  be in g  t ak en a ga i nst  them due  to  t rade  v io la t ion s ,  
e t  cetera ,  t houg h i t ' s  somethi ng  t hat  p rob ably  nee ds  to  be  look ed i n to  dee per .  
 HEAR IN G CO -C HA IR  WESSEL :   A nd f rom c ooperat ive  ve nt ur es ,  look in g  
at  GA AP,  I FR S,  t he  PC AOB or  ot her  act iv i t i es ,  a nd I  be l ieve  th at  there  we re  some 
aborte d d isc us s ion s  b etween t he  U .S .  a nd Chi na  o n PCA OB,  I  b e l ieve  i t  was  las t  
year ,  w hat  k in d o f  d i a log ue  i s  the re  go in g  on,  a ga in ,  aca demic a l ly  on ly ,  in  te rms  
o f  compat i b i l i ty  o f  t h e  Ch inese  an d t he  U . S .  system or  t he  Wes tern  system i n  
terms  o f  d isc losu re  a nd t ra ns pare ncy?  
 MR.  S AULSK I :   We l l ,  you're  p utt i n g  me i n  a  very  d i f f i cu l t  pos i t io n  by  
t ry in g  to  s peak  aca de mica l ly  abo ut  somet h in g  th at  I 'm  e ng age d in  at  th e  SE C,  a n d 
so  I 'm go i ng  to  have  to  s tep l i ght ly  g iven t hat  I 'm  not  he re  i n  m y  capa c i ty  as  a  SE C  
s taf f .  
 But ,  o bv iou s ly ,  those  compan ies  t hat  are  l i s ted  he re ,  i t ' s  not  a  
ques t ion  o f - -a nd w ho  are  re port in g  to  t he  U.S . - - i t ' s  not  a  q uest i on abo ut  
converge nce  to  some sort  o f  norm.   I t ' s  t h ey  are  re q uire d to  m eet  the  
req uireme nts  o f  any  fore i gn  pr ivate  i ss uer  or  any  U. S . - -or  i f  the y ' re  l i s te d as  a  
U.S .  comp any ,  any  U. S .  i s s uer ,  as  any  ot he rs ,  a n d so  t here  i s  a  d ia log ue  wit h  t he  
SEC,  an d t h i s  h as  bee n re porte d i n  t h e  ne wspa pers  so  I  can  sp eak  f ree ly  on th is ,  
about  work i ng  w it h  t he  re gu lator s  on how  to  obta i n  in format io n so  a s  to  bet ter  
fac i l i t ate  determi ni n g  whet her  th at  d isc lo sure  ha s  bee n done  a pp ropr iate ly .  
 HEAR IN G CO -C HA IR  WESSEL :   Un der sta nd .   Okay .   My  t ime ha s  
expi red .  
 Mr .  F ied ler .  
 COMMIS SIO NER F I EDLER:   A  non -aca demic  que st io n.   W hy  s hou ld  we 
let  them into  t he  U n i ted S tates  an d do  b u s ine ss?   Yo u j ust  got  done  desc r i b i ng  a  
pre datory  so rt  o f  ap p arat us .   So  U. S .  e con omy i s  a  c h icke n coo p,  got  a  bu nc h o f  
ch ick e ns  i n  the re ,  an d we' re  s ay in g  we go t  a  fox .   A nd ,  oh ,  wa n ts  to  eat  a  cou ple  
o f  ch icken s .   Wel l ,  le t  h im in .   We wou ld n ' t  do  th at .  
 Why - -we  were  comp l a in in g  w hen the  U. S .  governmen t  momentar i ly  
inte rvene d i n  ba i l i ng  out  Gen era l  Motors ,  but  we  seem to  h ave  n o  pro blem let t i ng  
s tate -ow ned compan i es  f rom a ny  cou ntry  t hat  may  e njoy  t he  be nef i t s  t hat  yo u 
descr ib e  f rom e nter i ng  t he  U ni ted State s .   Why  s hou ld  we?   Be cause  we h ave  
some mistaken  be l ie f  o f  rec i proc i ty  or  we  th i nk  t hat  t hat 's  go i n g  to  knock  down  
the  wa l l s  o f  ou r  f ree  t rade  an d f ree  f low o f  i nvestment  to  the  d etr iment  o f  
Amer ica n peop le  on a  da i ly  ba s is .  
 I 'm  a gh ast  at  t he  f act  that  rec i proc i ty  w he n de a l in g  wit h  s tate - owned 
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enter pr ises  in  a  po l ic y  sense  in  the  Un i ted  State s  i s  not  d is cu ss ed.  We wo ul dn ' t  
le t  them buy  Unoc a l ,  but  some peop le  wa n ted to ,  but  we  ca nno t  buy  a  C hi nese  o i l  
company .  I 'm  mif fed about  th is .   I  don ' t  u nde rsta nd  i t .  
 MR.  BR IGH TBILL :   Yes ,  ju st  to  s t art ,  you m ake  some very  good  p o ints ,  
and  the re ' s  no  rec i pr oc i ty  he re ,  a n d my u nde rsta nd i ng  i s  t here  are  more  t ha n 100  
sectors  in  ma nu fac tu r in g  a n d serv ices  in  C hi na  w here  o ur  inves tment  i s  o f f  l im it s ,  
inc lu di ng  the  s tee l  i n dus try  a nd  many  ot h ers .  
 Now,  I  mea n ce rta in l y  there  are  bene f i t s  t o  investmen t  he re  i n  the  
Uni te d State s  i f  i t ' s  d one  on  a  commerc ia l  and  a  t ra nsp are nt  ba s is .  
 COMMIS SIO NER F I EDLER:   Let  me s top  you  a  secon d .  
 MR.  BR IGH TBILL :   Yes .  
 COMMIS SIO NER F I EDLER:   The  i ss ue  beco mes  more  fu nd ament a l  here .  
 MR.  BR IGH TBILL :   Yes .  
 COMMIS SIO NER F I EDLER:   You s t i l l  have  a  s tate  e nter pr is e .   Th e  
Chi nese  have  a  pe r fe ct  r i gh t ,  i t  seems to  me,  to  c reate  s tate -owned e nter pr ises .   
We,  on t he  othe r  h an d,  have  a  per fect  r i gh t  to  say  we don 't  be l i eve  in  s tate -
owned e nter pr ises .   We don 't  a l low t hem in  o ur  co unt ry ,  a nd  t herefo re  we ' re  not  
go in g  to  le t  t hem in  here ,  w het her  t hey  h ave - - i s  i t  a l l  a bou t  th ey  carry  
gree nb acks ,  an d we a re  covetous  o f  gr een backs?  
 MR.  BR IGH TBILL :   A ga in ,  I  don ' t  t h i nk  i t ' s  only  t he  t r ade  de f ic i t  and  
where  we s ta nd,  b ut  i t ' s  a l so  the  Un i ted  S tates  c an potent ia l ly  bene f i t  f r o m  
fore i gn  inves tment  in  terms  o f  jo bs  a n d manu fac tur i ng  an d so  f orth.  
 But ,  ag a i n ,  I  s hare  your  co ncer ns  abou t  s t ate -owne d e nter pr ise s  
coming here  where  w e have  no  t ra ns pa ren cy  abou t  wh at  i s  i nvo lved,  w het her  or  
not  the  i n i t ia l  i nvest ment  i s  ma de on  a  co m merc ia l  bas is ,  o r  w hethe r  a  s tate -
owned e nter pr ise  wo ul d  ope rate  on  a  com merc ia l  b as i s  once  i t  comes  here .  
 COMMIS SIO NER F I EDLER:   So  you 're  def i n i ng  commerc ia l  ba s is ,  I  
t rust ,  a s  h av in g  no  co st  o f  ca pi ta l?  
 MR.  BR IGH TBILL :   Exa ct ly .   I  mea n t here  ha s  to  b e  a  cost  o f  ca pi ta l  so  
that  i s  not  on a  commerc ia l  b as i s .   Yo u' re  r i ght .  
 COMMIS SIO NER F I EDLER:   So  w hat  you 're  say i ng  i s  i f  t hey ' re  a  s tate  
enter pr ise  t hat  w ant s  to  buy  an auto  pa rts  company  or  a  so lar  c ompany  i n  t he  
Uni te d State s ,  a n d th ey  ha d no  cos t  o f  ca p i ta l ,  we  wou ld  not  le t  them p urc ha se?  
 MR.  BR IGH TBILL :   We l l ,  t ha t  woul d  not  be  on a  commerc i a l  bas i s .  
 COMMIS SIO NER F I EDLER:   Okay .   I 'm  j ust - -  
 MR.  BR IGH TBILL :   I f  t here 's  no  cost  o f  cap i ta l .  
 COMMIS SIO NER F I EDLER:   You wer e  ta lk i n g  eu ph emist i ca l ly  b ef ore .  
 MR.  BR IGH TBILL :   Th a t 's  r i ght .   T hat  i s  co n s ide red a  s ub s i dy  u n der  
the  t r ade  laws .  
 COMMIS SIO NER F I EDLER:   Th at  i s  not  t rue  today ;  i s  i t?  
 MR.  BR IGH TBILL :   We l l ,  in  the  area  o f - -  
 COMMIS SIO NER F I EDLER:   No ,  no ,  in  t he  U ni te d S tates .  
 MR.  BR IGH TBILL :   No ,  in  t he  area  o f  good s ,  i t ' s  not .   An d i n  
investme nt - -  
 COMMIS SIO NER F I EDLER:   We' l l  le t  t hem i n  i f  they  have  no  cos t  o f  
cap i ta l  today .  
 MR.  BR IGH TBILL :   Def er  to  my  co l lea g ues ,  but  the re  are  no  too l s  to  
dea l  w i t h  t hat  s i t uat i on nece ssa r i ly  o ther  tha n  u n der  t he  C FI US  for  sec ur i ty .  
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 DR.  GORDO N:   C F I US i sn ' t  abou t  th at .  
 COMMIS SIO NER F I EDLER:   CF IU S i s  la rge ly  a  na t ion a l  secu r i ty  i s sue .  
 MR.  BR IGH TBILL :   Exa ct ly .  
 COMMIS SIO NER F I EDLER:   I t  i s  not  a  nat io na l  economic  secu r i t y .  
 MR.  BR IGH TBILL :   Th a t 's  r i g ht .  
 DR.  GORDO N:   So  the  d i lemma here  i s  the  Uni te d State s  i s ,  t he  
Uni te d State s  i s  i nter ested in/committe d t o  an  ope n investme nt  env i ro nment  at  
home,  bot h  for  ge ner at in g  emp loyment ,  a l so  for  f ac i l i t at i ng  o ur  ab i l i ty  to  c re ate  
an  ope n investme nt  r eg ime mor e  b road ly  i n  the  wor l d .  
 These  a re  hu ge  t r ade of fs  t hat  we 're  ta lk in g  a bout  here .   T he  d i l emma 
is  t hat  we  have  a  mecha nism in  p l ace  to  d iscu ss  t he  nat iona l  se cur i ty  e leme nt  o f  
th is ,  b ut  we  do  not  h ave  a  mech an ism i n  p lace  to  a d dres s  the  s ort  o f  leve l  p lay i n g  
f ie l d  on  f i na nc in g  t ha t  you' re  ta lk i ng  abo u t .  
 COMMIS SIO NER F I EDLER:   Yea h.   Ou r  t ime  i s  up  so  I  wa nt  to  ma ke  
one  ju st  f in a l  s tatem ent  he re .  I s  wha t  you 're - - I  wa nt  to  s um u p  what  yo u' re  
say i ng,  i s  tha t  we  do  not  cu rre nt ly  have  a  reg ulato ry  re g ime i n  the  U ni te d States  
that  f i t s  today 's  wo r l d?  
 DR.  GORDO N:   I  a gree  with  tha t  s ta tement .  
 MR.  S AULSK I :   Can  I  j ump i n  t here?  
 HEAR IN G CO -C HA IR  WESSEL :   Qu ick ly  you  can ,  yes .  
 MR.  S AULSK I :   We l l ,  when we ta lk  abo ut  a ccess  to  le t t i ng  the se  
compan ies  i nto  t he  U .S . ,  I  th in k  the re 's  tw o  d i f fere nt  ty pes  o f  e nter in g  ou r  
markets .   The re  i s ,  o f  course ,  d i rec t  i nvest ment ,  wh ic h  I  t h ink  my  co l leag ues  have  
been d i scu ss i n g  r ig ht  here .  
 COMMIS SIO NER F I EDLER:   Ca pi t a l  ma rkets .  
 MR.  S AULSK I :   An d t h en the re  i s  t he  ca pi t a l  markets  port fo l io  
investme nt .   A nd I  t h ink ,  i n  th at  c ase ,  i t  i s  prob ab ly  to  ou r  a dva nta ge  th at  we,  i n  
fact ,  do  a l low t hem t o  access  o ur  c ap i ta l  markets .  
 Why  do  I  say  tha t?   B ecause  ca pi t a l ,  w i t h  t oday ' s  g loba l  e nv i ro n ment ,  
g lob a l  c ap i ta l  marke t s  where  money  ca n cr oss  bor ders  at  t he  s p eed o f  l i ght  at  t he  
c l i ck  o f  a  bu tton,  i nvestors  a re  not  bou n d by  bor der s .   Ou r  i nve stors ,  U . S .  c ap i ta l  
inst i t ut io na l  inve stor s ,  w i l l  invest  i n  tho se  compan ies  w herever  they  go ,  whe rever  
they ' re  l i s te d,  w heth er  they ' re  in  Hon g Ko ng,  whet her  in  S in ga pore  or  Lon don .  
 So  by  hav i ng  them co me to  the  U .S . ,  t hey  are  b i nd in g  t hemselv es  to  
our  re gu latory  re g im e,  whi ch  we ca n at  le ast  g ua ra ntee  i s  go in g  to  be  more  
s t r i nge nt  an d b etter  and  po l ice d be tter  po ss i b ly  t ha n t hose  overseas .  
 COMMIS SIO N ER F I EDLER:   Bu t  maybe  not  suf f ic ient ly  s t r i nge nt ?  
 MR.  S AULSK I :   We ca n d isc uss  w het her  we  need  to  he ig hten  ou r  
overs ig ht .  
 COMMIS SIO NER F I EDLER:   Th ank  yo u.  
 HEAR IN G CO -C HA IR  WESSEL :   Co -C ha irma n C l eve la nd .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Mr .  S au ls k i ,  we  h a d a  w itne ss  f rom 
the  S EC,  I  t h i nk  l ast  y ear .   We ta lked abo u t  th i s  very  i ss ue  a nd  ta lke d a bout  t he  
f i l in gs  t hat  SOE s  go  t hrou gh ,  a nd  as  yo u p o int  ou t ,  t hey ' re  i den t ica l  to  wh at  
Amer ica n comp an ies  are  re qu ire d to  s u bmit ,  w hic h  i n  a n d o f  i t s e l f  beg ged  the  
ques t ion  o f  i s  th at  a d equ ate?   I f  you or ga n ize d very  d i f fere nt ly ,  i s  i t  a deq uate?  
 So  I 'm hop in g  t hat  th e  SEC i s  co nt i nu i ng  t o  pur sue  the  q uest io n o f  
the  a deq uacy  o f  t he  content  o f  mater ia l  r i sk  whe n i t  comes  to  Chi nese  compan ies  
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with  a  v iew t hat  i t  i s  cha l le ng in g  to  fo l low  up in s i de  C hi na  o nce  there  i s  a  re a l  
prob lem of  r i sk .  
 Before  I  go  fu rthe r ,  C ommiss ioner  Re i nsc h asked me to  su bmit  f or  
the  reco rd a  re port  b y  the  B rat t le  Gro up ,  whic h  I  th ink  we h ave  a  copy  o f  to  g ive  
the  reco rde r ,  w hic h  I  th i nk  o f fers  a n  a l te r nat ive  v iew to  some of  what  M r.  
Br i ght b i l l  ha s  bee n d i scus s i ng .  
 I 'm  do in g  i t  on  beh al f  o f  Commiss io ner  Re i nsc h,  a n d th us  e n ds  my  
respo ns i b i l i ty .  
 [ Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Dr .  Gor d on,  I  am rea l ly  inte re sted in  
the  po int  th at  you ju s t  made,  th at  t he  C FI US p rocess  serves  a  s pec i f i c  p ur pose  
when i t  comes  to  nat iona l  sec ur i ty ,  a n d th at  the re  i s  not  an  ade qua te  mech an ism 
to  ad dress  some of  t he  c han ges  in  the  g loba l  market  p l ace ,  pa r t icu la r ly  w hen i t  
comes  to  Chi na ,  a nd I  would  su g gest  may b e  Russ ia  i s  in  th is  c at egory  as  wel l .  
 So  g ive n you r  vast  ex per ie nce ,  o f  w hic h  I  am perso na l ly  very  
knowled gea ble ,  i n  t h e  inte ra gency  proce s s  an d how gover nment  works ,  wh at ' s  
your  p la n?   Wh at  wo ul d  your  pro posa l  be  i f  you we re  i n  a  pos i t ion  to  a dv ise  
e i the r  the  Con gre ss  o r  the  admi ni s t r at ion  on some k in d o f  pa ra l le l  mecha ni sm to  
CF I US?   O r  wou ld  i t  b e  a  CF IU S s ub committee  that  dea l t  s pec i f i c a l ly  w i th  
economic  sec ur i ty  i ss ues?   W hat  wo ul d  you s ug gest  mi g ht  act u a l ly  work  g iven t he  
oss i f ied  nat ure  o f ten  o f  th e  int era gen cy  p rocess?  
 DR.  GORDO N:   Yes .   S o  my  v iew --  
 HEAR IN G CO -C HA IR  C LEVELA ND:   I  w ant  a l l  o f  your  co ntr ib ut io n s .  
 DR.  GORDO N:   My  v ie w here  i s  t hat  th is  s h ould  not  be  comb ine d wit h  
CF I US beca use  I  t h i nk  that  the  CF IUS  p roce ss  i s  r i g ht ly  focuse d on t he  nat ion a l  
secur i ty  d imen s ion ,  a nd i t  deman ds  a  muc h lower  leve l  o f  expe rt i se  an d 
knowled ge  o n f ina nc i a l  i nvestmen t  i s sue s ,  e t  cetera .  
 So  what  we nee d,  w h at  we nee d more  bro adly  i s  some k in d o f  a  
par a l le l ,  an d I  do n' t  have  a  spec i f i c  e lement  p la n  i n  mi nd ,  b ut  I  do  th ink  th at  we  
need a  compl ement  t o  CF IU S o n the  more  f in an c ia l  a nd  re gu lat ory  s i de  th at  has  to  
do  wit h  en ab l i ng  a  m uch gre ater  k i nd o f  i ns i gh t  i nto  t he  oper a t ions  o f  the se  
f i rms .  
 I  th ink  th at  t he  goa l  here  w i l l  be  to  c reate  for  fore ig n  d i rect  
investme nt  t he  k i nd s  o f  in cent ives  t hat  I  t h i nk  pote nt ia l ly  cou l d  be  crea ted for  
port fo l io  i nvestment ,  but  I  t h i nk  r i ght  now  that  not  on ly  do  we  not  h ave  th is ,  b ut  
there 's  a  rea l  l ac una  with in  t he  U . S .  gover nment  in  te rms  o f  w h o 's  go in g  to  even  
look  at  t h is .  
 So  not  on ly  a re  we c h a l le nge d in  a  re gu lat ory  sense ,  wh ic h  i s  I  th i nk  
the  u l t ima te  ta rget  h ere ,  b ut  w ho ' s  rea l ly  tasked  i n  the  US G to  get  t he i r  arms  
arou nd t he  k in ds  o f  q uest io ns  t hat  you wo ul d  wa nt  to  a dd ress  i n  a n  a pp ropr iate  
reg ulato ry  f r amewor k?  
 I s  i t  the  Trea su ry  Dep artment?   I s  i t  t he  Co mmerce  Departme nt?   I s  i t  
the  S tate  De partme nt ?   An d I  th ink  the  f i r s t  s tep here  i s  to  c rea te  an d bu i l d  some 
expert i se  a n d foc us  o n the  exec ut ive  s ide  on thes e  i s sue s  as  pa rt  o f  a  pat hway  
forwar d to  get t i ng  an  ap pr op r i ate  re gu lato ry  f r amework  bec au s e  r i ght  now 
f ra nk ly  we  are  not  po s i t io ned to  even beg i n  th is  e f fort .  
 MR.  BR IGH TBILL :   J us t  a  cou ple  o f  tho ug ht s  in  res pons e .   T he  U ni te d 
States  sho ul d  con s i d er  some form of  he i g htene d rev iew of  inc oming investme nt  
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by  s ta t e-owne d a n d s tate -co ntro l led  ente r pr i ses .   Ma ny  other  c ountr ies  have  t h i s  
k in d o f  a  rev iew proc ess .   Ca na da a p pl ie s  an  eco nomic  be nef i t  test .  
 There  are  OE CD g ui d e l i nes  fo r  en sur i ng  t h at  s tate -owne d e nter pr i ses  
are  a bi d i ng  by  an  e st abl i s hed set  o f  ru les .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Ca n I  i nte rru pt  you  on t h i s  po i nt?  
 MR.  BR IGH TBILL :   Yes .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   G ui de l ine s  are  d i f fe rent  tha n 
mechan isms .   How do  you see  i n  te rms  o f  a  proce ss  comp lemen t in g  wh at  Dr .  
Gordon sa id?   W hat  would  be  beh in d?   W hat  wou l d  be  the  e nf orcement  s t ruc tu re  
o f  those  k in d o f  g u i d e l i nes  or  t he  s u gges t i ons  you just  ra i se d?  
 MR.  BR IGH TBILL :   We l l ,  I 'm  not  s ure  I  have  the  ex act  mech an ism  as  
much a s  t he  e leme nt s  I 'd  l i ke  to  i nc l ude ,  but  I  do  th ink  a  C F I U S - l ike  proces s  wit h  
a  d i f fe rent  ag ency ,  a part  f rom C FIU S,  to  r ev iew the  comp et i t iv e  neut ra l i ty  o f  
these  e nter pr ises  w h en they  i nvest  here ,  t o  obta i n  i nforma t ion before  any  
investme nt  occ urs ,  i s  somethi ng  t hat  sho u ld  be  ex plore d.  
 We're  a lso  lay i ng  the  grou n dwork  for  th is  in  t he  T ran s -Pac i f i c  
Partne rsh ip  ne got ia t i ons ,  w hic h  I  ca n ta lk  some more  about ,  b u t  bas ica l ly  we 're  
lay i ng  o ut  t h is  p r i nc i p le  t hat  i nvestment  i n  oper at io ns  has  to  b e  on a  commerc i a l  
bas is .   The re  has  to  b e  t ra nsp are ncy  so  t ha t  there 's  an  ab i l i ty  o f  one  TPP  me mber ,  
the  U ni te d States ,  to  ask  othe r  TPP  cou ntr i es  whe n a  s tate -own ed i nvestment  i s  
hea ded towa rd  the  U ni te d S tates .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Mr .  S au lsk i ,  do  you h ave - -  
 MR.  S AULSK I :   I ' l l  def er  to  my  co l lea g ues  s ince  I 'm go i ng  to  foc us  o n 
f in an c ia l  i nvestmen ts .  
 HEAR IN G CO -C HA IR  WESSEL :   Before  I  t ur n  to  Commiss ioner  S l ane ,  le t  
me just  ask  t he  wi tne sses  i f  t hey  cou ld  look  at  bot h  t he  C ana di a n a nd t he  
Aust ra l ia n  mec han is ms.   They  are ,  i n  f act ,  beyon d j ust  i nd ices .   They  a re ,  in  fact ,  
mechan isms  to  rev ie w inwa rd -bo un d inve stment .   We' d  love  to  get  you r  op in ions  
o f  those  to  t he  exte n t  you h ave  one,  an d whethe r  t hat  s hou ld  be  a ny  k i nd  o f  
gu ide  to  o ur  act iv i t ie s .  
 Commiss ione r  S la ne .  
 COMMIS SIO NER SLA N E:   Tha nk  you  for  yo u r  test imony.   I t ' s  re a l ly  
he l pf u l .  
 Fo l lowi n g  u p wi th  Commiss ione r  F ied ler 's  s tatement s ,  I  be l ieve  that  
the  s t ate -ow ned e nte rpr ises  are  comin g,  a nd we w ant  the i r  job s ,  b ut  not  at  t he  
cost  o f  de st roy i ng  ou r  i nd ustr ies ,  a nd how  an Amer ic an compan y  can compe te  
with  a  C hi nese  so lar  manu fact ure r  or  a  Ch inese  s tee l  compa ny  i s  beyon d me.  
 I  mean my que st ion  i s  what  do  we recommend to  Co ng ress?   D o  we 
recommend t he  im pl ementat io n o f  t he  C a nad ia n tes t?   How do  we so lve  the  
prob lem of  ge t t i ng  th em into  ou r  economy  an d t ry in g  to  compet e  wh en they  have  
no  cost  o f  c ap i ta l  a n d a l l  t hese  ot her  su b s id ies  we 've  ta lked  a bout?  
 DR.  GORDO N:   So  le t  me make  a  cou ple  o f  po in ts  here ,  an d I  th i nk  
the  f i r s t  po i nt  i s  t hat  we  need  to  come at  th is  th rou gh two l i ne s  o f  at t ack .   One  i s  
reg ulato ry  f r amewor k  at  home a nd  the  se cond i s  a n  ins t i t ut io n a l  process  ab roa d,  
and  I  comp lete ly  a gre e  with  T imothy  B r i gh tb i l l  t hat  TPP  i s  an  ex t raor di nary ,  
potent ia l ly  im porta nt  pat hway  fo rwar d on the  l at ter .  
 We're  f ra nk ly  be hi nd the  c urve  on  the  for mer ,  an d I  th i nk  th e  
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former ,  we  s t i l l  have  very  cons ide rab le  a ss ets ,  t hat  t he  U .S .  mar ket  remai ns  
ext raor di nar i ly  at t r ac t ive .   I t ' s  ext remely  a t t ract ive  to  C hi nese  f i rms.   They  w ant  
in .   T he  C hi nese  government  i s  ve ry  se ns i t ive  here .  
 So  I  t h i nk  t he  not ion that  i s  somet imes  cas t  abo ut  th at  t he  U ni t ed 
States  does n' t  h ave  l everage  here ,  I  don ' t  buy ,  b ut  I  th ink  the  t h i ng  i s  how do  we 
bu i l d  u p to  c reate  a  r egu latory  f ramework ,  an d on w hat  ba s is  o f  expert i se  an d 
assessme nt ,  an d who  does  t h is  to  move  th is  forw ar d?  
 An d,  a ga in ,  I  don ' t  ha v e  a  la id  o ut  p la n  her e .   I  know t hat ,  I  mea n 
these  are  i ss ues  I 've  fo l lowed ,  bot h  t he  C a nad ia n a nd  es pec i a l ly  the  A ust ra l ia n  
mechan isms  here ,  a n d - -  
 COMMIS SIO NER SLA N E:   Yeah .   I f  I  c an  inte rru pt  you .   Let  me ju st - -
Ans ha n S tee l  w ant s  t o  come into  Oh io ,  op e n u p a  s tee l  mi l l  to  employ  2 ,000  
workers ,  anot her  8 ,0 00  in  t he  s up ply  ch a i n .   The  governo r  o f  O hio  wa nts  t h is ,  bu t  
they  wi l l  dest roy  the  U.S .  s tee l  in du stry .   What  do  we do?   T ha t 's  t he  d i lemma.   
Do  we let  A nsh an  Ste e l  come in  or  not?  
 MR.  BR IGH TBILL :   Co mmiss ione r ,  I  ca n  s pe ak  a  l i t t le  b i t  to  t he  Ans ha n 
s i tu at io n.   Th at  i s  so methin g  t hat  I  have  s ome fami l i ar i ty  wi t h ,  an d i t ' s  d i f f i cu l t  
beca use  we don 't ,  we  don 't  have  a l l  t he  to o ls  we  nee d to  rev ie w that  k i nd o f  
investme nt ,  to  have  any  i dea  o f  whet her  i t  w oul d  be  done  on a  commerc ia l  ba s is  
or  not .   So  i nst ead  w e have  to  t ry  a nd - -  
 COMMIS SIO NER SLA N E:   We know i t ' s  not  go in g  to  be  do ne  on a  
commerc ia l  bas is .   I  mean we' re  j ust  k i dd i ng  o urse lves .  
 MR.  BR IGH TBILL :   So  the  i nd ust ry ,  both  m any  o f  t he  s tee l  comp a nie s ,  
as  wel l  as  the  s tee lw orkers ,  ra i sed  ser ious  concer ns  abo ut  th is ,  t r ie d  to  make  
lawmakers  awa re  a bout  t he  conce rn s  to  en sure  tha t  th is  w asn ' t  go in g  to  ha ppe n 
in  a  d amag in g  way .  
 But  t hat 's  ju st  t he  be gi nn in g  o f  potent ia l  i nvestment .   Most  o f  Chi na  
SOE  i nvestme nt  he re  has  bee n i n  f in anc ia l  forms,  not - -m uch les s  in  man ufa ctu r i ng  
and  min in g  a n d raw  mater ia l s  a n d so  fo rt h.   So  t hat  i s  a  very  s er ious  ch a l len ge  yet  
to  come.  
 I  a l so  wan ted to  h i g h l ig ht  coun tr ie s  t hat  h ave  scree ni ng  mecha nisms ,  
we  have  a  l i s t  o f  abo ut  a  doze n d i f fere nt  count r ies  th at  h ave  i nvestment  rev iew 
f rameworks ,  a nd i t  w on't  sur pr ise  yo u at  a l l  to  k now th at  C hi na  has  a  very  
soph is t icate d i nvest ment  scree ni n g  mech ani sm.  
 F i r s t  o f  a l l ,  t here  are  a  h un dre d in du str ies  that  don 't  a l low fore ig n  
investme nt  at  a l l ,  but  Chi na  a l so  ha s  set  u p s pec i f i c  fore i g n  i nv estment  
reg ulat ion s  th at  i nt roduce  a  nat io na l  econ omic  secu r i ty  scree ni ng  req ui rement ,  
but  a l so  an  e conomic  scree ni ng  req ui rement  i f  t here  i s  i nf lu enc e  on C hi nese  
economic  sec ur i ty .  
 So ,  a ga i n ,  go i ng  to  th e  que st io n o f  re c i pro c i ty ,  we  need  to  h ave  some 
too ls  he re ,  but  we  ha ve  some too ls  wi th  re spect  to  goods  in  ter ms  o f  the  t ra de  
remedy  l aws  a l tho ug h the re  i s  s uc h a  lack  o f  t ra ns pare ncy ,  i t ' s  d i f f i c u l t  to  a pp ly  
those  r u le s ,  fo r  exam ple ,  at  t h e  Wor ld  T ra de  Or ga ni zat ion .  
 In  t he  a rea  o f  serv ice s ,  i n  t he  ar ea  o f  inve stment ,  we  have  eve n les s  
to  go  on to  k now wha t  the  nat ure  o f  the  S OE i s  or  wha t  the  n at ure  o f  the  
investme nt  i s .   I t ' s  ex t remely  d i f f i c u l t .  
 HEAR IN G CO -C HA IR  WESSEL :   Mr .  Br ig htb i l l ,  i f  you co ul d  s up pl y  that  
l i s t ,  a nd i f  yo u a lso  h ave  any  o f  the  ba ckg r oun d i nformat ion,  to  our  s t af f ,  I  th ink  
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i t  woul d  be  very  he l p fu l  for  us  to  look  bro adly  at  t hat  i ss ue .  
 MR.  BR IGH TBILL :   We ' l l  cert a i n ly  do  th at .  
 HEAR IN G CO -C HA IR  WESSEL :   Commiss io n er  B l ument ha l .  
 COMMIS SIO NER BLU MENTH AL:   T han k  you a l l  very  m uch  for  y our  
great  test imony.  
 Commiss ione r  C leve l and  po i nte d out  a  ver y  inte rest in g  s t udy ,  q uoted 
a lso  by  Un der  Sec ret ary  Horma ts ,  abo ut  j ust  how u np rod uct iv e  s tate -owned  
enter pr ises  are ,  an d I  th i nk  Mr .  Sau lsk i  wa s  comment in g  on  th a t  as  wel l ,  an d i t  
bas ica l ly  s a i d  t hat  pr oduct iv i ty  decre ases  with  eve ry  s te p away  f rom pr ivate  to  
s tate -ow ned ,  a nd so  on an d so  fort h.  
 So ,  esse nt ia l ly ,  w hat  I  rea d f rom tha t  i s  th ere 's  i ncre di b le  amou nt  o f  
waste  a nd i n ef f ic ie nc y  in  t he  C hi nese  econ omy r igh t  now .   So  I  would  ch an ge  t he  
ques t ion  an d s ay  why  not  welcome a l l  t he  Chi nese  cap i ta l  i n  t h e  wor ld  in to  the  
Uni te d State s?   They ' re  go i ng  to  waste  the i r  money  in  Ch ina .   T hey ' re  go in g  to  
waste  t he i r  money  i n  Afr ica .   W hy  not  w as te  the i r  money  here?  
 An d th e  examp le  o f  A nsh an Stee l ,  i f  t hey ' r e  go i ng  to  come into  Ohio  
and  cre ate  2 ,000  jo bs ,  an d prob ab ly  overp ay  for  w hat  t hey ' re  g et t in g ,  w hy  
would n ' t  we  wel come th i s?  
 MR.  BR IGH TBILL :   J us t  to  s tar t ,  Commiss io ner ,  the  pro b lem,  I  t h i nk ,  i s  
one  o f  market  d is tort ion.   I f  A ns ha n i s  to  c ome here ,  eve n to  c r eate  job s ,  w hat  i s  
go in g  to  ha ppe n to  t he  p r ice  o f  s tee l  as  a  resu l t  i s  t here  go i ng  to  be  d is tort ion 
beca use  t hat  compa n y  i s  not  oper ated o n a  commerc ia l  b as i s  b ut  on a  b as i s  t hat 's  
favora ble  to  t he  C hi n ese  gover nment .  
 The  same t h i n g  i n  t h e  so lar  i nd ustry .   I  m ean we wa nt  to  have  U.S .  
manu fact ur in g  he re  t hat  t hr ives  fo r  the  lo ng te rm.   I t ' s  a  ve ry  i nnovat ive  
in dus try .   The se  so l ar  ce l l s  a nd pa ne l s  are  improv i ng  eve ry  year .  
 COMMIS SIO NER BLU MENTH AL:   Cou l d  I  as k  a  q uest ion abou t  th at?  
 MR.  BR IGH TBILL :   Yes .  
 COMMIS SIO NER BLU MENTH AL:   So ,  we  wa nted an  au to  in d ustry  as  
wel l ,  an d lo  an d beho ld,  the  Ja pa nese  an d the  Korea ns  have  cre ated a  U. S .  a uto  
in dus try .   They ' re  ess ent i a l ly  Nor t h  Amer ic an comp an ies  t hat  ar e  employ i ng  Nort h  
Amer ica ns ,  i n  t he  So uth most ly ,  a n d I  wo ul d  ima gi ne  i n  t he  Ja pan ese  a nd  Korea n 
case ,  t hey ' re  more  e f f i c i ent .  
 In  t he  C hi nese  case ,  t hey ' l l  be  le ss  e f f i c ie n t ;  they ' l l  overpay  as  t hey  
do  everywhe re  e l se ,  as  they  do  i n  t he i r  o wn economy.   Ag a i n ,  I 'm  not  su re  w hat ,  
I 'm  not  exact ly  s ure  what  t he  prob lem is .  
 The  market  d is tort io n,  i t  seems to  me,  i s  more  in  t he  c ase  o f  C hi na  
mak in g  b ad inve stments .   I  wo nde r  i f  I  cou ld  get  someone e lse 's  respo nse  to  t hat .  
 DR.  GORDO N:   So  I  m ean I  do  be l ieve  th at ,  as  I  su g geste d i n  my  
test imony,  t ha t  the  J apa nese  mode l  i n  so me ways  i s  w hat  we  s houl d  be  as p i r i ng  
towards ,  b ut  rememb er in g  t hat  the  Ja pa ne se  f i rms  i nvo lved we r e  commerc ia l  
enter pr ises ,  an d so  I  th i nk - -  
 COMMIS SIO NER BLU MEN TH AL:   B ut  t hey  were  commerc ia l  ent erpr ises  
with  a  g reat  dea l ,  a t  f i r s t ,  a t  lea st ,  o f  man y - -  
 DR.  GORDO N:   O f  so me sub s i dy  at t ache d.   So  I  do  t h i nk  t hat  w e  do  
want  to  have  a n ope n  investme nt  c l imate .  
 On t he  othe r  h an d,  I  th i nk  t hat  to  de ny  th e  compet i t ive  ch a l len ge  i s  
a  pro blem,  an d t hat 's  where  we -- t he  c ha l l enge  o n whe re  we a r e ,  Dan,  i s  th at  we  
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can ' t  do - -we don 't  ha ve  the  mech an ism to  do  an  asse ssment  o f  potent ia l  costs  
and  be nef i t s  here  o n th is .  
 An d I  th ink  tha t 's  wh at  we nee d i s  a  mec h ani sm to  be  ab le  to  d o  
that .   I 'm  wit h  you  th at  the  ass umpt ion he re  sho ul d  be  favor ab l e  to  our  co ncep t  
o f  an  o pen inve stmen t  c l imate ,  t hat  t hat 's  importa nt  to  t he  U ni t ed St ates .   I t ' s  
importa nt  for  U .S .  co mpet i t ive ness ,  b ut  i t  can ' t  be - - th at  commi tment  to  ope nne ss  
can ' t  be  at  t he  ex pe n se  o f  a l l  o f  these  oth er  fac tors ,  an d r ig ht  now I  t h i nk  we 're  
hea di ng  in - - I  a gree  w ith  t he  peop le  who  s a id  we ' re  see i n g  th e  t ip  o f  the  ice ber g,  
and  th at  t h is  i s  go i ng  to  be  a  cha l le n ge.  
 COMMIS SIO NER BLU MENTH AL:   Let  me a s k  anot her  que st io n h e re ,  
and  th at  i s  so  C hi na  has  t hrow n a  lo t  o f  m oney  in to  so la r ,  you  know.   I  do n' t  know 
i f  t hat 's  actu a l ly  go n e  to  market  or  not .   
 We now have  a  nat ur a l  g as  revo lut ion in  t he  U ni te d S tates ,  a nd  a l l  o f  
a  su dd en Ch ina ,  beca use  o f  ma rket  fo rces ,  beca use  o f  de ve lop ment  an d beca use  
o f  sha le  tec h no logy  a nd a l l  the  rest  o f  i t ,  now,  C hi na  i s  i nte res ted i n  nat ura l  gas ,  
and  they ' re  i nvested  in - - t hey 've  ma de som e p l ays  he re  i n  t he  U ni te d S tates  i n  
nat ura l  g as .   I s  t hat  i n  a ny  way  harmi n g u s - - t he  f act  t hat  t hey  i nveste d  i n  n atu ra l  
gas?  
 DR.  GORDO N:   Not  to  my  mind .  
 MR.  BR IGH TBILL :   J us t  to  ad dres s  t he  h arm  an d th e  d is tort ion in  the  
so lar  in d ustry ,  i n  p ar t icu la r ,  i t  i s  pr imar i ly  investme nt  i n  s u bs i d ies  t hat  t he  
Chi nese  gover nment  has  ma de in  Ch ina  to  manu fact ur in g.   I t ' s  n ot  investme nt  
here  yet .    
 COMMIS SIO NER BLU MENTH AL:   So  w hat  i f  they ' re  s ub s i d i z i ng  a nd 
there fore  i nef f ic ien t l y  overpay i ng  for - - bec ause  o f  the  su bs id ies - - p lay s  i n  n atu ra l  
gas  in  Che sa peake  an d Devon,  yet  we 're  g et t in g  t he  ca pi ta l  th a t  i s n ' t  comin g to  
them,  i sn ' t  comi ng to  those  comp an ies  ot h erwise?  
 MR.  BR IGH TBILL :   A ga in ,  I  t h i nk  t he  prob le m is  wh at  h ap pen s  w hen 
they ' re  d is tor t i ng  t he  market .   I n  t he  mean t ime,  wh at  h ap pe ns  t o  companie s  t hat  
are  ope rat in g  on a  co mmerc ia l  bas is  an d t hat  wou l dn ' t  be  th er e  for  t he  lo ng te rm 
beca use  o f  the  d i s tor t ive  e f fe cts  o f  the  Ch inese  compa nies  oper at in g  e i the r  i n  
the i r  own co unt ry  or  here  in  t he  U ni ted St ates?   I  th ink  th at ' s  t he  f un damen ta l  
prob lem.  
 DR.  GORDO N:   A n d t h ey  don 't  have  t he  op portu ni ty  i n  n atu ra l  g as  to  
deve lop o l i gopo l i s t ic  or  market  s ha pi ng  po wer .   In  some of  the  sectors ,  I  t h i nk  
that 's  t he  co ncer n,  i s ,  on  t he  one  ha nd ,  t h e  cost  o f  ca p i ta l .   O n the  othe r  h an d,  
i t ' s  a b i l i ty  to  bas ica l l y  resh ape  ma rkets  so  that  ba rr iers  to  ent r y  by  othe r  p layer s ,  
o ther  co un t r ies '  p l ayers ,  r ea l ly  d isa p pear ,  but  the  d i lemmas  t h at  we ' re  ta lk i ng  
about  r i g ht  now are  what  we need  to  h ave  mecha nisms  to  mor e  systemica l ly  
assess .  
 COMMIS SIO NER BLU MENTH AL:   T han k  you.  
 MR.  S AULSK I :   I  k now the  Commiss ione r ' s  t ime i s  up ,  b ut  ju st  r ea l l y  
qu ick ly ,  a nd I  wa nt  t o ,  i f  you  do n't  m in d,  tak i ng  yo ur  que st ion  f rom anot her  
ang le ,  i s  I  t h i nk  i t ' s  r ea l ly  import ant  tha t  we  do  not  lose  t r ack  o f  th i s  i dea  tha t  
these  assets  a nd t h i s  cap i ta l  i s  be in g  s up pl ied  to  t hese  Ch ine se  SOEs  so  
un prod uct ive ly ,  an d t hat  t h i s  i s  act ua l ly  a  s ig n i f i c ant  d rag  i n  th e  lon g -te rm 
v iab i l i ty  o f  t he i r  own  system an d t he i r  ow n economy.  
 COMMIS SIO NER BLU MENTH AL:   R i g ht .  
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 MR.  S AULSK I :   An d w hy  I  t ake  i ss ue  or  I  d i sag ree ,  to  some exte nt ,  
w i th  t he  prev io us  pa ne ls  an d t he i r  q ui te  s an g u ine  v iew a bout  t he  v ia b i l i ty  o f  
Chi na 's  f i na nc i a l  mod el ,  a nd  I  t h i nk  we w i l l  be  see i ng  i f  they  co nt i nue  th is ,  to  use  
the i r  f ina nc ia l  marke ts  i n  th is  w ay ,  to  hav e  some s ig n i f i c ant  re perc uss ions  an d 
s ig n i f i c ant  d rag  on t h e i r  eco nomy,  whic h  may  actu a l ly  hav e - -m ay  an swer  muc h o f  
your  p rob lems or  q ue st ions  th at  you have  before  in  an d o f  i t se l f .  
 COMMIS SIO NER BLU MENTH AL:   T han k  you.  
 HEAR IN G CO -C HA IR  WESSEL :   I 'm  remi nde d o f  t he  l ast  pa ne l i s t  say i ng  
that  t hey ' re  s hoot i ng  themselves  i n  the  fo ot .   As  I  sa i d  to  a  p re v ious  pa ne l  a  
coup le  o f  hear in gs  ag o ,  the  prob lem is  the i r  foot  may  be  on o ur  chest .   So  got  to  
worry  abo ut  t hat .  
 Commiss ione r  Wort z e l .  
 COMMIS SIO NER WO R TZEL :   A s  a  grou p,  yo u've  gone  back  a nd f orth  
ment ion in g  cost  o f  ca pi ta l  in  o t her  co un tr i es  an d s t a te-ow ned e nter pr ises .   So  
what  i s  i t  th at  bother s  you a bout  t he  beh a v ior  o f  C hi nese  s tate - owned 
enter pr ises  an d t he  C hi nese  governme nt  t hat  does  not  s imi la r l y  concer n you 
about  F in nis h  or  Swe dis h  or  S i ng apo rean  s tate -owne d e nter pr is es?  
 I s  i t  the  na tu re  o f  t h e  governme nt?   I s  i t  t he  sco pe  a nd pre dato ry  
sca le  tha t  comes  wit h  th at  sco pe?   B ut  I ' d  l i ke  to  have  yo u de f i ne  th at  beca use  I  
can te l l  yo u t hat  i f  yo u' re  a  f ree  t ra der ,  yo u' re  go in g  to  say ,  we l l ,  you k now,  
what 's  t he  d i f fere nce ?   State -owne d i s  s ta te -o wne d.  
 So  what  i s  i t  a bou t  C hi na ,  in  your  mi n d,  t hat  make s  i t  d i f fe ren t?   An d 
second ,  wi t h  r espe ct  to  the  lo ng -term,  i f  t he  C hi nese  Commu nis t  Party ' s  mai n  
focus  i s  to  ma int a i n  i t se l f  in  power  an d to  contro l  the  co unt ry ,  why  woul d  i t  ever  
modi fy  t he  model  i t  h as  s i nce  i f  i t  pr ivat i ze s ,  i t  loses  contro l?  
 DR.  GORDO N:   So  I  t h ink  t he  c ha l le nge s  he re  are  two.   I  th i nk  o ne  o f  
the  c ha l len ges  he re ,  as  i s  the  case  w it h  a  l o t  o f  i s s ues  in  Ch in a ,  i s  t he  sc a le  
cha l le nge .   I  mean in te l lect ua l  p rope rty  h as  a lways  been  a n  i s s ue  i n  emer g i ng  
markets  a n d deve lopi ng  co un tr ie s .   The  pr oblem i n  C hi na  i s  t ha t  Ch in a  on 
v i r tu a l ly  every  meas u re ,  i t ' s  the  key  d r iver  o f  in crement s  o f  c ha nge  in  the  w hole  
wor ld ,  an d so  yo u h a ve  a  h uge  sca le  i ssue  here .  
 I  th ink  secon d ly  i s  th at  the  Ch i ne se  do  ha ve  a  s t r ategy  o f  go i n g  
outwar d,  a n d th at  t h at  s t r ategy  i s  asse rt iv e ,  more  s i gn i f i ca nt ly  now,  a nd I  t h i nk  
what 's  go in g  on  now is  a  c ross  pre ssu re .   I  th i nk  a  lo t  o f  w hat 's  hap pe ni ng  now i n  
Chi na  i s  t h i s  q uest  fo r  na t ion a l  c ham pion h ood i s  be i ng  dr i ven b y  the  e nter pr i ses  
themselves ,  th at  i s  i t ' s  e nter pr ises  mak in g  an arg ument  abo ut  t he i r  n at ion a l  
economic  s i g n i f i ca nc e  in  or der  to  g ive  the se  f i rms  acce ss  to  t h ese  reso urces  th at  
then g ive  them a n e n ormous  compet i t ive  adva nta ge  on t he  g lo ba l  s ta ge .  
 So ,  i n  some ways ,  i t  i s  the  ma rr i age  betwe en th is  s tate -owne d 
enter pr ise  sys tem an d th is  lar ger  economi c  model  t hat  has  ge n erated  the se  
enormous  f i na nc ia l  r eserves  t hat  c an  the n  be  ta p ped,  an d i t ' s  t h is  c i r c le ,  an d 
that 's  w hat  I  wa s  t ry i ng  to  em pha s i ze  i n  m y  test imony,  tha t  I  t h ink  t h i s  i s  p ret ty  
new,  a nd  I  t h i nk  i t ' s  a  b ig  c ha l le nge .  
 MR.  S AULSK I :   I f  yo u don 't  mi nd,  I ' l l  t ry  to  answe r  your  secon d 
ques t ion ,  wh ic h  i s  wh y  i f  t h is  system i s  wo rk i ng  so  we l l  for  t he m in  mai nta in i ng  
the i r  power ,  a nd th at 's  a l l  they  rea l ly  ca re  abou t ,  wou ld  they  e ver  cha n ge .  
 An d I  th ink  the  answ er  woul d  be  th at ,  as  I  a l l u ded to  in  my  pre v ious  
ques t ion  or  a nswer ,  i s  tha t  th is  mode l  I  do n' t  be l ieve  i s  s ust a i n able  i n  the  lon g or  
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even mid dle  term,  a n d th at  s ig n i f i c ant  ch a nges  are  go i ng  to  be  neede d to  be  do ne  
i f  t he  Party/ i f  t he  government  w ant s  to  maint a i n  prov i d i ng  t h i s  cont i nue d 
economic  g rowth an d  g iv i n g  wh at  t he  peo p le  are  expec t i ng .  
 The  re a l  prob lem for  them,  t houg h,  i s  t hey ' re  c ur rent ly  i n  a  s i t u at ion 
where  t he  sys tem ha s  worked fo r  them ve r y  wel l  up  to  th is  po in t ,  an d i t ' s  a l so  
prov i d i ng  t hem wit h  a  lo t  o f  bene f i t s .   A n d you comp are  t hat  t o  economists ,  
people  l i ke  me,  a nd  e ven the i r  ow n p remie r  say i n g  th is  i s  un su s ta in ab le ,  i t  need s  
to  be  a dj uste d,  we  n eed to  do  somethi ng  about  i t ,  b ut  t hat 's  d own the  road .  
 An d th ey  face  ent ren ched  i nteres ts ,  w hic h  inc lu de  t he  s t ate -ow ned 
enter pr ises ,  the  e xpo rt  sector ,  t he  loca l  g overnments ,  a dmin is t rat ive  commerce ,  
and  so  i t ' s  go i ng  to  b e  very  d i f f i c u l t  for  t h em to  do  that ,  a nd ,  i n  esse nce ,  rat her  
tha n A dam Sm ith  o r - - you've  got  M anc ur  O l son i n  p lay  in  Ch in a ,  and  i t ' s  go i ng  to  
be  very  d i f f i cu l t  for  t hem.  
 MR.  BR IGH TBILL :   J us t  very  b r ie f ly ,  in  res p onse  to  your  f i r s t  q u est ion 
about  why  i s  C hi na  d i f fere nt  f rom other  S OEs ,  I  th ink  th ree  or  four  e lem ents .  
 F i r s t  i s  j ust  t he  a bso l ute  l ack  o f  t ra ns pare ncy  a nd w hat 's  go i ng  on 
with  t hese  s tate -own ed ent erp r i ses  ver sus  other  o nes ,  an d s imi lar ly ,  t he  a bso l ute  
lack  o f  o pen nes s  i n  C hi na  comp are d to  SO Es  locate d in  ot her  c ountr ies .  
 Secon dly ,  I  t h i nk ,  i s  t he  o pe rat io n not  on market  p r i nc i p le s ,  bu t  for  
o ther  co unt ry  obje ct i ves :  to  obta i n  inte l le ctua l  p rope rty ;  to  ob ta in  acce ss  to  r aw 
mater ia l s ;  to  s tart  jo i nt  vent ure s  i n  C hi na  where  t hen  the  tech n o logy  i s  take n 
away ,  you k now,  mot ivat io ns  othe r  t ha n market  mot iv at ions ;  an d l ast  i s  j ust  sort  
o f  the  sy stemic  v io lat ion o f  t ra de  r u le s  th a t  ha ppe ns  w ith  C hi na  an d i t s  SO Es .   
They  do n't  not i fy  t he i r  s ub s i d ies  to  the  W TO;  they  prov i de  ex p ort  su bs id ies  t hat  
are  i l le ga l .   Those  ar e  k in d o f  t he  perva s i ve  th i ng s  th at  make  t h e  C hi nese  SOEs  
d i f fere nt  f rom other s ,  in  my  v iew.  
 HEAR IN G CO -C HA IR  WESSEL :   Commiss io n er ,  C ha i rman  S hea .  
 CHA IRMA N SHE A:   Mr .  S au lsk i ,  I  tho ug ht  y our  test imony  on f i na nc i a l  
repre ss io n was  ext re mely  va lu ab le .   I t  w a s  shor t ,  i t  was  w r i t te n i n  E ng l i s h ,  an d i t  
just  w as  a  n ice  s ummary  o f  t he  prob lem.  
 So  I  j ust  wan t  to  sort  o f  ask  a  q uest ion t ha t  I  t h i nk  i s  a  co ro l l ar y  o f  
Commiss ione r  Wort z e l ' s  q uest ion .   I s  i t  n ot  in  t he  U ni t ed Stat es '  inte rest  for  
Chi na  to  l i f t  i t s  f in an c ia l  re pres s ion po l ic i es ,  the  co l l ect iv e  gro up o f  po l ic i es  t hat  
f in an c ia l ly  rep ress  Ch inese  hou seho lds ,  s t i mulate  more  domest i c  cons umpt ion i n  
Chi na ,  a nd reso lve  t h ese  g loba l  imb al ance s?   I s n ' t  th at  in  t he  U ni te d S tates '  
s t ron g i ntere st?  
 MR.  S AULSK I :   We l l ,  t he  very  s hort  answe r  to  go  wit h  my  shor t  
s tatement  i s ,  yes ,  i t  i s  def in i te ly  i n  the  U. S . '  i ntere sts  an d - -  
 CHA IRMA N SHE A:   Ve ry  s t ro ng inte rest s .  
 MR.  S AULSK I :   Very  s t rong in terest s .   Th at  i s  why ,  a nd w ith i n  th i s  
pack age  i s  not  on ly  t r y in g  to  get  Ch in a  to  s h i f t  f rom t h is  cont ro l  over  the  i nte rest  
rate  po l icy ,  b ut  a l so  obv ious ly  th is  t ies  ha nd - i n- ha nd w it h  the i r  un derva lu e  o f  t he  
renmi nb i  a nd the  e xc han ge  rate .  
 CHA IRMA N SHE A:   R ig ht .  
 MR.  S AULSK I :   As  we l l  as  o pen in g  up t he i r  cap i ta l  acco unt .  
 CHA IRMA N SHE A:   R ig ht .   I t ' s  a  p ano ply  o f  po l ic ies - -  
 MR.  S AULSK I :   E xact ly .  
 CHA IRMA N SHE A:   - - t hat  rep ress  Ch ines e  h ouseho l ds .   B ut  t he  main  
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imped iment  to  c ha n g in g  th is  i s  t he  SOEs ;  r ig ht?   T he  po l i t i ca l  p ower  o f  the  SOE s?  
 MR.  S AULSK I :   I  do n' t  be l ieve  th at  t hat 's  t he  mai n  im ped iment .   I  
th i nk ,  as  I  ment ioned  ear l ier ,  I  t h i nk  t here 's  a  s i gn i f i ca nt - - t here 's  a n  imped iment  
there  beca use  o f  the  entre nch ed inte rest s  o f  the  SOEs  tha t ' s  go i ng  to  be  har d  fo r  
them to  make  c han ge s  on cer ta i n  o f  these  aspec ts ,  pa rt ic u l ar ly  the  exc ha nge  rate  
and  the  i nteres t  rat e  contro l s ,  t hou gh t hey  prob ab ly  wou ld  be  m uch more  o pen  to  
cap i ta l  acco unt  l i ber a l i zat ion an d othe r  a spects  o f  im prov i ng  t he i r  f i na nc ia l  
system tha t  woul d  be nef i t  them .  
 The  l ar gest  imped ime nt  i s  the  fa ct  th at  a ct ua l ly  t h is  i s  an  e xt re mely  
complex  a nd  ver y  d i f f i cu l t  ma neuver  for  t h e  Ch inese  to  make,  t o  move  f rom th is  
investme nt - led ,  i nten s ive  k i nd  o f  f in anc ia l - repre ss io n - led  inve st ment  growt h 
model  to  s h i f t i ng  ove r  to  a  more  marke t - d r iven cons umpt ion - le d  model .   I t ' s  
actu a l ly  very  d i f f i c u l t .   T hey  h ave  to  make  a  lo t  o f  ser io us  s ig n i f i ca nt  c han ges  
inc lu di ng - -  
 CHA IRMA N SHE A:   Po l i t i c a l  c ha nge s .  
 MR.  S AULSK I :   - - po l i t i ca l  but  economic  c ha nges - - f ree in g  up t he  
excha nge  rate ,  rewor k in g  t he i r  monetary  po l icy  system,  impro v ing  re gu lat io n a nd  
supe rv is ion o f  the i r  f ina nc ia l  system now that  t he  governmen t  i s  not  j ust  go i ng  to  
be  te l l i ng  them loan at  th is  mu ch,   p ay  de pos i tor s  th is  m uch .   There 's  go i ng  to  be  
much more  need for  s ig n i f i c ant  i nf r ast r uc ture  o n re gu lat ion,  a nd t hey  need to  
deve lop the i r  f i nan c i a l  marke ts ,  t he i r  deb t ,  the i r  e qu i ty  mar ke ts .  
 A l l  the se  nee d to  be  done,  an d i t  h as  to  b e  done  in  a  ce rta i n  
seque nce  so  th at  t he y  don 't  c re ate  c ap i ta l  f l i g ht  a nd  a  f in an c ia l  c r i s i s .   So  not  to  
d imi n is h  t he  f act  t ha t  these ,  a ga i n ,  as  I  ment io ned e ar l ier ,  th e re  are  po l i t i c a l  
imped iments  bec au se  o f  the  e ntre nc hed  i n terests ,  a nd,  as  yo u ment ione d i n  you r  
ear l ier  que st io n i n  t h e  prev io us  pa ne l ,  the  not ion  th at  t here  i s  now becomi ng 
k in d o f  a n  e ntre nc he d i ntere st  t hat  a lmos t  has  fami ly - led  con n ect ions ,  i t  i s  
actu a l ly  more  th an ju st  they  don 't  wa nt  to  do  i t  beca use  i t ' s  good for  t hem.   I t ' s  
d i f f i c u l t ,  t here 's  a  lo ng  seq uen ce  o f  f in an c ia l  an d eco nomic  c h ang es  t hat  need  to  
occur .  
 CHA IRMA N SHE A:   Ma ybe  I ' l l  d i re ct  my  nex t  que st io n to  Dr .  Gor don,  
s inc e  I  k now you w an t  to  jump  i n ,  s in ce  th is  i s  a  pa ne l  o n SO Es ,  what  c an  the  
Uni te d State s - -an d s i nce  remov i ng  t hese  p o l ic ie s  th at  f in an c ia l l y  repre ss  
consum pt io n by  Ch in ese  hou seho lds  i s  in  the  U ni te d States '  s t r ong inte rests - -  
 DR.  GORDO N:   Yes .  
 CHA IRMA N SHE A:   - - what  s hou ld  the  Un i t e d St ates  be  do in g  ot her  
tha n jaw bon in g,  or  i s  jawbo ni ng  the  o nly  t h i ng  we ca n do?  
 DR.  GORDO N:   So  I  t h ink ,  I  mea n my v iew i s  tha t  the  d an ger - - t h e  
Chi nese  k now wh at  t hey  h ave  to  do ,  an d t hey  woul d  l ike  to  do  i t ,  but  they  c an not  
do  i t  beca use  i t  i s  so  threa ten in g  to  t hem po l i t i ca l ly .   I  mean th e  most  importa nt  
th i ng  to  rea l i ze  a bou t  the  C hi nese  i s  tha t  they  con s i der  t hemse lves  on t h i s  very ,  
very  f ra g i le  pat hway,  an d th at  I  th in k  for  most  outs i ders  look i n g  at  a  cou ntry  tha t  
has  dou ble -d ig i t  gro wth for  dec ades ,  you know,  tak in g  hu nd red s  o f  mi l l io ns  o f  
people  out  o f  povert y ,  you woul d  t h i nk  t h at  the  gover nment  i s  opt imist ic .   
They ' re  not .   T hey ' re  very  pess imist ic .  
 I  th ink ,  a ga in ,  I  t h i nk  the  most  im porta nt  t h i ng  t hat  we  ca n do  t o  
he l p  th is  proce ss  i s  t o  work  t oward s  re g io na l  ar ra ngement s  t ha t  pu t  the  q uest ion 
o f  open inve stment  e nv i ro nments  f ron t  a n d ce nter  in  these  ag r eements .   We ca n 
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move forward in  thos e .   T hose  wi l l  pu t  a  l o t  o f  pre ssu re  on Ch i na .  I  t h i nk  t hat  we  
can focus  more  on t h e  costs  o f  t hese  arr a nge men ts ,  not  to  U .S .  b us ines ses ,  b ut  to  
Chi nese  cons umers ,  C hi nese  sma l l  an d med ium b us ine sses ,  a nd we can be gi n  to  
c reate  a  mecha n ism here  t hat  w i l l  e nab le  us  to  have  some de gr ee  o f  i nf l ue nce  on 
investme nt  i nf lue nce s  an d use  t hat  in  a  pos i t ive  d i rect ion a s  we l l .  
 CHA IRMA N SHE A:   T h ank  you .  
 HEAR IN G CO -C HA IR  WESSEL :   Se nator .  
 COMMIS SIO NER GOO DWIN:   T ha nk  you,  Mr.  C ha i rma n.  
 I ' d  l i ke  to  r etu rn  to  t h is  not io n o f  rec i proc i ty  a nd a  leve l  p lay i n g  f ie l d  
and  pose  a  q uest ion t o  Dr .  Gor don base d u pon some of  w hat  yo u  rea d in  yo ur  
pre pare d rema rks  reg ard in g  t he  b i gges t  ch a l le nge  i s  i n  the  Ch in ese  market  i t se l f ,  
part ic u la r ly  t he  c ha l l enges  pose d by  s tat e - impose d bar r ier  to  e ntry ,  an d a sk  t h is  
ques t ion .   
 I ' d  l i ke  to  prob ab ly  i n ject  a  l i t t le  b i t  o f  lev i ty  into  t he  procee di n gs  
and  ta lk  a bout  a  matt er  not  o f  pa rt i cu lar  n at ion a l  an d s t rate g ic  importa nce  bu t  
one  cert a i n ly  par amount  to  my  own menta l  we l l - be i ng,  a nd t hat  i s  profes s io na l  
basket ba l l .  
 There  w as  a n  a rt ic le  i n  The  New Yo rk  T ime s  las t  week  a bout  the  
Nat iona l  Ba sketb a l l  A ssoc iat ion 's  recen t  e f forts ,  u nsu ccess fu l ly ,  to  expa nd  the i r  
s i z ab le  p rese nce  in  C hi na ,  u p  to  a nd in c l u di ng  t he  deve lopme n t  o f  an  NB A owne d 
and  oper ated  p rofess iona l  b asket ba l l  lea g ue.  
 Yet ,  de sp i te  t he  N BA ' s  g lo ba l  b ra nd an d pr eeminen ce  a nd in dee d i t s  
a l re ady  s i zab le  pop ul ar i ty  an d prese nce  in  Chi na ,  t he  ar t ic le  s u gges ts  t hat  t he  
leade rs  o f  the  NB A m is j ud ged  the  Ch ine se  po l i t i ca l  l an dsc ape ,  p art ic u lar ly ,  a n d 
per hap s  es pec i a l ly ,  t h is  s tate  ca pi ta l i s t  sy stem that  they  have  where  member s  o f  
the  p ro  le ag u e  i t se l f ,  i t s  T V  p art ners ,  a nd  the  member  te ams w ere  a l l ,  a t  le ast  
part ia l ly ,  s tate  ow ne d a nd o pera ted .  
 I f  you 're  fami l i ar  w i t h  th at  a r t ic le ,  I 'd  c er ta in ly  a pp rec iate  you r  
ins ig ht ,  b ut  more  b ro adly  ta lk  a  l i t t le  b i t  a bout  t hese  s tate - imp osed b arr ier s  to  
entry  in  t he  Ch inese  market  i t se l f  a nd w h at  U. S .  po l icymaker s  can do?  
 DR.  GORDO N:   We do  not  h ave  a  lo t  o f  d i r ect  lever age  in  Ch in a .   
When I  look  at  U .S .  f i rms,  a nd we have - - a  l o t  o f  Amer ic an  f i rms  who inve st  i n  
Chi na  are  o ur  c l ie nts ,  an d I 'm not  go i ng  to  g ive  aw ay  a ny  p ropr i etary  i nforma t ion  
here - - but  I  t h i nk  t he  s t r ik in g  t h i ng  to  me i s  tha t  U .S .  f i rms  d i dn ' t  go  in to  Ch in a  
with  rosy -eye d v iews .   T hey  d id  pret ty  ser ious  asses sments  ge n era l ly .  
 But  a lmost  a l l  o f  the m made the  same   a n a ly t ic  mista ke  o f  very ,  very  
dramat ica l ly  mi su nde rsta nd in g  t he  s peed  by  wh ich  Ch ine se  co mpet i tors  woul d  be  
able  to  emerge ,  a nd f i rms  t hat  t hou gh t  i t  was  go i n g  to  take  20  years ,  i t  ha ppe ned  
in  s ix  or  e i ght .   F i rms  that  thou g ht  i t  woul d  take  ten ye ars ,  i t  h app ens  i n  th ree  or  
four .  
 That ,  the  eme rge nce  o f  these  Ch ine se  compet i tor s ,  s peak s  to  t h e  
nat ure ,  the  d i f fe renc e  in  t he  nat ure  o f  C hi nese  SOEs  an d C hi nes e  s tate  c ap i ta l i sm 
versus  a l l  o f  t he  ot he r  case s  he re  t hat  we ' re  ta l k i ng  abo ut .  
 I  th ink  i t ' s  t hat  pe rva s ive  not ion o f  we 're  go i n g  to  get  t hese  fore ig n  
corporat ion s  i n ,  we 'r e  go i ng  to  ben ef i t  f ro m that  in f low,  a n d th en j ust  as  f ast  as  
we  can ,  we  ar e  go i n g  to  ena ble  t he  deve lo pment  o f  compet i tor s  to  those  f i rms.   I  
th i nk  t hat  t hat 's  the  essence  o f  t he  ch a l le nge  in  Ch in a .  
 Now,  I  th i nk  t he  o nly  way  to  ad dre ss  t h i s  actu a l ly  i s  thro ug h w hat  
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we're  do i ng  reg iona l l y ,  what  we 'r e  do i n g  h ere  i n  our  cou ntry ,  a nd to  hope  tha t  
the  dy nami cs  o f  t h i s  cha nge  in s i de  o f  Ch in a ,  be cau se  t here  i s  a  lo t  o f  g rowin g 
oppos i t ion  to  the  mo nopol i s t i c  be nef i t s  t h at  the se  n at io na l  ch a mpions  are  
gar ner in g.   We re a l ly  do  not  have  a  lo t  o f  levera ge  i n  a  shor t - te rm way  over  th is .  
 COMMIS SIO NER GOO DWIN:   T ha nk  you .  
 MR.  BR IGH TBILL :   I  t h ough t  I  wo ul d  j ust  ad d one  t hou gh t ,  a nd  t hat  i s  
as  a  t ra de  l awyer ,  my  pers pect ive  i s  i f  we  can ide nt i fy  t he  b arr i ers ,  we  c an s ta rt  
to  ad dress  them .   T h e  U. S .  T ra de  Re prese ntat ive  nee ds  to  k no w exact ly  w hat  the  
bar r ie rs  a re ,  in  w hic h  in du str ies ,  so  whet h er  i t ' s  pro  basket ba l l  o r  s tee l  or  
serv ices ,  i f  we  k now what  t he  bar r ie rs  a re ,  we  ca n f ig ure  o ut  d o  we have  too ls  to  
add ress  them?  C an  we br in g  a  c ase  at  t h e  Wor ld  Tra de  O rga ni zat ion?   C an we  
ensu re  t hat  w hen  Ch i na  negot iates  to  jo i n  onto  the  WTO  Govern ment  
Procurement  A greem ent ,  t hat  i t  actu a l ly  opens  a l l  o f  t hese  sect ors?  
 Re late d to  t ha t  i s  ma k in g  s ure  t hat  compa nies  an d in du str ies  c an 
ide nt i fy  the se  b ar r ier s  in  a  way  tha t  does n ' t  h ur t  them .   Ma ny  o f  the se  compa nie s  
have  a  gr ave  fea r  o f  r eta l i at io n f rom Chi na  in  o ne  way  or  anot h er  i f  they  spe ak  u p 
or  ide nt i fy  t hese  pro blems .  
 But  I  do  t h i nk  t he  mo re  l i g ht  you c an  she d,  the  more  you can  s t art  to  
add ress  some of  the s e  i ss ues .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.  
 We wi l l  go  fo r  a  second rou nd,  th ree  mi nu tes ,  i f  we  ca n,  for  t h e  
ques t ion s  a nd the  an swers .   Commiss ioner  F ie dle r .  
 COMMIS SIO NER  F I EDLER:   Let  me go  back  to  the  re gu lato ry  we eds .   
The  exam ples  yo u we re  us in g  before ,  Ca na da,  Au stra l i a ,  a n d i f  y ou th rew i n  t he  
UK,  they  have  nat ion a l  re g i s t ra t ion  syste ms for  cor porat ions .   We in  the  Un i ted  
States  have  s tate -r un  systems.  
 The  C hi nese ,  i f  you lo ok  at  the i r  fore i gn  d i rect  i nvestmen t ,  over seas  
investme nt ,  you  woul d  th in k  th at  t hey  own  the  C ar i b bea n be cau se  most  o f  the  
numbe rs  are  t he  C ay mans  a nd  the  Br i t i s h  V i r g i n  I s l an ds .  
 Now,  I  u nde rsta nd  I ' m go in g  to  make  my hed ge  f un d f r ie n ds  a ng ry  
about  th is ,  b ut  t here ' s  no  d isc losu re .   We don 't ,  you  s i t  the re ,  you te l l  me the  
Chi nese  don 't  have  m uch mon ey  i nvested  i n  the  Un i te d St ates .   I  woul d  te l l  yo u 
that  yo u do n't  know beca use  i f  most  o f  th e i r  money  i s  go in g  to  the  B VI  an d t he  
Caymans ,  t here 's  no  obl i gat ion t hat  they  have  to  d isc lose  w ho  they  ar e  whe n t hey  
buy  somet hi ng  in  the  Uni ted State s .   Okay ?  
 An d I 'm not  t a lk in g  p ub l ic ly  t r ade d compa nies  w hi ch  have  ad di t iona l  
d isc los ure  r eq ui rements  a bou t  u nde rne ath  who the  la rge  ho l der s  are .   I 'm  ta lk i n g  
pr iv ate ly  he l d  i n  t he  Uni te d State s ,  not  p r ivate ,  so  s tate  e nte rp r ises  i n  C hi na  c an 
go  th roug h t he  B VI ,  C aymans ,  come in  her e ,  an d we don 't  k now.   I f  we 're  go in g  to  
have  a ny  sort  o f  re gu latory  r eg imen,  I  do n ' t  ca re  w hat  i t  i s ,  i t  h as  to  be  ba sed o n 
info rmat ion .  
 An d why  sho ul d  we a l low them to  u se  t he  Br i t i s h  V i r g i n  I s la nd s  and  
the  C aymans  as  a  re f uge?  W hy  s houl d  we?   I  mea n why  c an ' t  w e  have  some sort  o f  
d isc los ure  in  t he  U ni t ed St ates  o n fore ig n  corporat ion s  at  leas t ?  
 MR.  BR IGH TBILL :   Co mmiss ione r ,  I  comp le te ly  a gree  w ith  tha t  po in t .   
I ' l l  defe r  to  my  co l le a gues ,  b ut  yo u' re  r ig h t .   W hen t hese  Ch ine se  compa nies  ru n 
throu g h n umerou s  o f fshore  format ions ,  i t ' s  imposs ib le  to  k now the  money  go in g  
in ,  the  s t r uct ure ,  to  know the  nat ure  an d extent  o f  the  su bs i d i es  an d ot her  
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th i ng s .   So  i t ' s  a  very  ser io us  prob lem.  
 COMMIS SIO NER F I EDLER:   I  mea n I  u nde rs tan d wh at  I 'm  say in g  i s  
beca use  t here 's  a  lo t  o f  U. S .  compan ies  t h at  use  o f fs hore  have ns ,  an d I  
un ders tan d t hat  the r e  woul d  be  a  d ic hotomy here ,  a n d t he  C hi nese  wou ld  
r ig ht fu l ly  s ay  i f  we  h ave  to  say  w ho  we ar e ,  the n you sho ul d  h a ve  to  say  who  you  
are ,  an d I  th ink  tha t  i s  the  po l i t i c a l  o bstac l e  to  what  I 'm  t a lk in g  about .  
 Any  comment?  
 MR.  S AULSK I :   Ot her  tha n I  wo ul d  a gree  t h at 's  a  s ig n i f i c ant  po l i t i ca l  
obstac le  a nd - -  
 COMMIS SIO NER F I EDLER:   I s  th at  as  an  ac ademic  o r  as  a  S EC - -  
 MR.  S AULSK I :   Ye ah .   
 [ Lau g hter . ]  
 MR.  S AULSK I :   An d ge nera l ly ,  i t  bas ica l ly  g oes  aga in st  75  yea rs  o f  our  
reg ulato ry  re g ime of  t reat i n g  i s sue rs  a l ik e .  
 COMMIS SIO NER F I EDLER:   Yea h,  I  mean ,  b ut  ge ts  back  to  w hat  we 
were  ta l k i ng  abo ut  a nd yo u were  ag ree i ng  to ,  tha t  th e  wor l d  h a s  ch an ged .   An d 
whethe r  or  not  we  s h ould  a l low,  whe n i t  w as  j ust  some sor t  o f  hed ge  f un d t ry i ng  
to  h i de  a  l i t t le  mone y  in  t he  B VI  ve rs us  s t ate -owne d comp an ie s  now u s i ng  the  BV I  
to  ga i n  e ntr ance  an d penet rat ion into  t he  Uni te d State s .  
 Tha nk  you .  
 HEAR IN G CO -C HA IR  WESSEL :   I ' l l  as k  a  qu ick  q uest ion o r  wh at  may  be  
a  q uick  q uest ion.   U . S .  i s  now en ga ged in  the  TPP  ta lks ,  as  we  t a lked  a bout ,  an d 
the  pos s i b i l i ty  for  a n  SOE text  i s  ve ry  rea l .   P ress  re port s  h ave  i nd icate d t hat  o ne  
o f  the  i ss ues  i s  t hat  t here  seems  to  be  a  c oncer n a bout  defe ns i ve  inte rests  in  the  
U.S . ,  mea ni n g  th at  t h ere  are  some who be l ieve  th at  we  h ave  SO Es  th at  a re  at  r i s k  
and  the refore  how o ne  deve lops  a  text  cou l d  be  a  prob lem.  
 I  h ate  to  say ,  you k n ow,  I  do n' t  see  a ny  o f  our  lon g -te rm SOE s ,  TVA 
or  the  Posta l  Serv ice ,  as  en ga gi n g  i n  ext rat err i to r ia l  ope rat ions  other  t ha n 
maybe,  you k now,  ex pres s  mai l  serv ices ,  a nd o ur  ot her  i ss ues  r e lat i n g  to  GM a nd  
Chrys ler  are  inves tments  t hat  we re  done  un der  pr ude nt ia l  ba s i s  an d a re  
dec l in in g.   They  we re  a  sho rt - te rm is sue .  
 What  do  you ea ch se e  as  a  defe ns ive - - i s  t h is  a  re a l  co ncer n?   How 
shou ld  we  look  at  U. S .  SO Es ,  i f  t hey  a re ,  ve rsu s  othe r  cou ntr ies?    
 Mr .  B r i ght b i l l?  
 MR.  BR IGH TBILL :   Yes .   I  don ' t  be l ieve  t hat  defe ns ive  i ss ues  are  a  
ser iou s  con cer n a nd shou ld  not  l imit  o ur  ab i l i ty  to  ne got iate  a  very  s t ro ng TPP  
prov is ion o n s ta te -o wned e nter pr ises .  
 Certa in ly  I  t h ink  t her e  woul d  be  an ab i l i ty  to  make  an ex cept ion  for  
some  sort  o f  ext r aor di nary  act io n ta ken d ur i n g  a n  u n prece dent ed f in anc ia l  c r i s i s ,  
but  the  k in ds  o f  SO Es  that  we 're  ta lk i ng  ab out  he re  i n  t he  U ni te d St ates ,  as  yo u 
say ,  TV A or  t he  Post  Of f i ce ,  a re  not ,  for  t he  most  p art ,  they ' re  not  ope rat i n g  
abroa d so  t hey  wou ld n' t  be  pa rt  o f  t he  pro v is ion s  we ' re  t ry in g  t o  inst a l l  a nyway.  
 But  I  th i nk  U .S .  ne got iators  are  ve ry  comfortab le  t hat  t hey  c an 
add ress  th is  i s s ue  a n d th at  we  don 't  have  ser iou s  d efe ns ive  co n cerns .   A l l  we ' re  
t ry in g  to  do  i s  have  t hese  e nter pr ises  o pe rat i ng  on a  commerc i a l  bas is ,  e i the r  on  
the i r  i nvestment  or  o n the i r  o per at ion s  i n  anothe r  TPP  cou ntry ,  an d a lso  to  h ave  
t ran sp are ncy ,  to  hav e  d is c los ure  o f  wha t  th is  i nvestment  i s  a l l  about .  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   T han k  you.    
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 Any  ot her  qu ick  resp onses?   Commiss ione r  C leve la nd,  d id  yo u have  a  
second  rou nd?  
 HEAR IN G CO -C HA IR  C LEVELA ND:   I ' d  l i ke  t o  pur sue  th is  que st io n o f  
the  s usta in ab i l i ty  o f  the  model  for  a  min u te .   In  you r  tes t imon y,  Mr.  Sa ulsk i ,  yo u 
ta lk  a bou t  f ina nc ia l  r epres s ion ,  a nd the  fa ct  tha t  C hi nese  house ho ld s  h ave  very  
l imite d p lace s  whe re  they  ca n park  the i r  f ami ly  money .   A nd so  they  depos i t  i n  
lar ge  s t ate -ow ned ba nks ,  w hi ch  in  tu rn  le nd to ,  at  s u bs i d i ze d r ates ,  to  t he  SOEs .  
 So  the  Ch ine se  h ave  sa i d  th at  t he i r  i nte nt ,  out  o f  neces s i ty ,  i s  to  
sh i f t  to  co nsumer ,  a  domest ic  co ns umpt io n market  rat her  tha n export  led .   I s  t hat  
ach ievab le  i f  con sum ers - -wh at  s ubs i d i zes  the  S OEs  i f  co ns umpt ion goes  u p a n d 
sav in gs  go  down?   How do  the  SOE s  s urv iv e?  
 MR.  S AULSK I :   We l l ,  t hey  won 't ,  o r  at  least  n ot  the  ones  tha t  ar e  only  
be i ng  pro ppe d up be cause  o f  t he  s ubs id ie s .   So ,  a ga in ,  i n  orde r  for  C hi na  to  rea l ly  
make  th i s  t r an s i t ion,  they ' re  go in g  to  need  to  ad dres s  many  o f  t he  i nef f ic ien c ies  
and  p roblems i n  the i r  f i nan c ia l  mar kets .   O ne  o f  t he  mai n  one s  i s  th is  co ntro l  
over  inte rest  rates .  
 In  or der  to  have  t r u ly  a  cons umer - le d  mark et ,  i nvestors  nee d to  be  
able  to  fee l  con f i den t  that  they  w i l l  not  lo se  the i r  l i fe  sav in gs  o r  lose  s ig n i f i can t  
amount  o f  i t ,  w hi ch  b as ic a l ly  they ' re  force d to  save  more ,  u nde rst a nd ab ly ,  
beca use  in  or der  for  them to  meet  the i r  n eeds  in  t he  fut ure ,  w hethe r  i t ' s  
potent ia l  he a l t h  nee d s  or  ret i rement  or  p u t  the i r  k ids  i n  co l lege ,  they  now h ave  
to  save  more  bec au se  they  re a l i ze  tha t  the i r  s av in gs  w i l l  de p let e  over  t ime.  
 An d so  i n  or de r  to  t r u ly  f ree  up the i r  co ns umer  s pen di ng ,  t hat  needs  
to  be  a dd resse d.   Th a t  wi l l ,  o f  co urs e ,  ta ke  s ig n i f i can t  b i te  out  o f  the  s tate -owne d 
enter pr ises '  a b i l i ty  t o  remain  compet i t ive  i f  t hey  do  not  have  t h is  su bs id ize d 
cap i ta l .  
 DR.  GORDO N:   Let  me  just  a d d a  b i t  o f  a  d i f fere nt  po in t  he re  t h ough .   
I 'm  of  t he  v iew  th at  most  o f  the  SOEs  in  C hi na  a re  i nef f ic ie nt ;  t hey ' re  a  pro blem 
for  C hi na;  t hey ' re  no t  a  p robl em for  us .  T hese  a re  t he  SO Es  t h at  are  most  l i ke ly  to  
be  i n  t he  cate gory  o f  the  one s  th at  go  awa y ,  th a t  the  f i rms  t hat  we 're  t a lk in g  
about  are  f i rms  th at  actu a l ly  are  get t in g  more  e f f i c ien t  a nd ar e  ab le  to  compete .   
 They ' l l  be  t he  l ast  to  lose  the i r  pr iv i leges ,  and  so  I  do  t h i nk  t hat  i t ' s  
go in g  to  be  a  ve ry ,  v ery  ha rd  ch a l l en ge  to  make  th is  le ap - - i t  i s  not  go i n g  to  f u l ly  
so lve  our  pro blem be cause  I  t h i nk  t he  s up port  fo r  n at ion a l  ch a mpions - - an d t hat 's  
what  I  foc use d on in  my  test imony - -does  n ot  go  away  e as i ly  or  qu ick ly  eve n i n  
th is  env i ronmen t  o f  a  more  ag gres s ive  e f fo rt  to  get  the  f i na nc i a l  system u nde r  
contro l .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   I ntere st i ng .  T han k  you.  
 MR.  BR IGH TBILL :   Co mmiss ione r ,  j ust  to  a dd o ne  po int .   At  a  br oader  
leve l ,  not  j ust  o n SO E s ,  b ut  i s  t he  who le  sy stem sust a i na ble?   A nd ag a i n  th is  i s  
dan gero us .   I t ' s  a  l i t t le  outs ide  the  are a  o f  t ra de  l aw only .   B ut  I  do  t h i nk  i t ' s ,  
hopef u l ly ,  i t ' s  u n l ike l y  that  Ch in a  ca n s ust a in  an d ma ni pu late  i t s  cu rre ncy  
forever ,  o r  th at  i t  w i l l  cont in ue  to  grow at  a  ten per cent  rate  fo rever ,  o r  t ha t  i t  
w i l l  be  ab le  to  ce nsor  the  Inte rnet  forever .   An d so  I  t h i nk  you h ave  macro  t re nd s  
operat in g  t here  as  w el l ,  an d per hap s  som e cha nge  woul d  come  when we  a l l  le ast  
expect  i t .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   How do  y ou def i ne  forever?  
 MR.  BR IGH TBILL :   I  t h ink  I ' l l  have  to  defe r  on th at  one .  
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 HEAR IN G CO -C HA IR  C LEVEL A ND:   P rev io us  pan e ls - -  
 HEAR IN G CO -C HA IR  WESSEL :   S ince  your  t ime has  r un o ut - -  
 [ Lau g hter . ]  
 HEAR IN G CO -C HA IR  WESSEL :   - -ha s  ex pi re d.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th e  othe r  pa ne l i s t s  s poke  i n  t erms  
o f  betwee n f ive  a nd 30  years .   Do  any  o f  you have  e st im ate s  t hat  wou l d  d i f f er  
f rom that  b road ba nd ?  
 MR.  BR IGH TBILL :   Co mmiss ione r ,  I  rea l ly  c an ' t  s pecu late  on t ha t .   
Tha nk  you .  
 HEAR IN G CO -C HA IR  WESSEL :   Gor don.  
 DR.  GORDO N:   I  th in k  the  C hi nese  rea l ly  d o  beg in  to  get  in  t rou ble  o n 
a l l  o f  the se  t h i ngs  i n  the  ne xt  f ive  year s .   An d I  don ' t  be l ieve ,  I  mean I  don ' t  th ink  
they  h ave  a nyth in g  l i ke  deca des  here .  
 MR.  S AULSK I :   I  a gree ,  thou g h we h ave  to  un ders tan d w hat  do  we 
mean by  " t rou ble ."  
 DR.  GORDO N:   R ig ht .  
 MR.  S AULSK I :   We 're  not  ta lk i ng  abo ut ,  yo u know,  l i ke  some of  the  
doomsayers - -  
 DR.  GORDO N:   R ig ht .  
 MR.  S AULSK I :   - - s ay  a bout  a  co l lap se ,  a  f i n anc ia l  co l l ap se  or  a  c r i s i s  
and  a  brea k i ng  up  o f  Chi na  an d soc ia l  u nre st .   We 're  ta lk in g  abo ut  a  dro p i n  t he i r  
growth  rate ,  wh ic h  w ould  pose  s i gn i f i ca nt  cha l le nges  t o  C hi na ,  whic h  n eeds  to  
grow extreme ly  fa st  i n  orde r  to  compe nsa t e  for  t he i r  pop u lat io n.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Maybe  i t ' s  a  re qu ireme nt  for  c han ge  
less  t ha n t ro ub le .  
 HEAR IN G CO -C HA IR  WESSEL :   For  the  last  que st io n,  C ha i rma n Shea .  
 CHA IRMA N SHE A:   Ok ay .   I  j ust  wa nt  to  compl imen t  Dr .  Gor don  on 
us i ng  the  wo rd " lac u na. "   
 [ Lau g hter . ]  
 CHA IRMA N SHE A:   T h at 's  a  great  word .   B u t  my  ques t ion  i s  for  y ou.  
 DR.  GORDO N:   I 'm  t ry in g  to  s t ay  wit h  my  le ga l  co l le ag ues  here ,  you 
know.  
 [Lau g hter . ]  
 CHA IRMA N SHE A:   T h i s  q uest io n i s  for  yo u,  an d i t ' s  abo ut  
spec ula t ion .   In  the  f a l l ,  the re  wi l l  be  t he  18th  Commun ist  Pa rt y  Cong ress ,  a  lo t  o f  
spec ula t ion  abo ut  w h o 's  go in g  to  be  on t h e  Po l i tb uro  Sta nd in g  Committee ,  
members  o f  t he  Po l i t bu ro ,  members  o f  th e  Cent ra l  Committ ee .   We hea r  a  lo t  
about  the  d i f fe rent  f act ion s ,  t he  Sha n gh ai  fact ion,  the  Commun ist  You th Le ag ue  
fact io n,  t he  pr ince l i n g  fa ct io n.  
 D o  you have  a ny  i ns i ght s  to  s hare  abo ut  t he  po l i t i ca l  i nf lue nce  o f  the  
SOEs  in  th is  process?  
 DR.  GORDO N:   I  th in k  that  the  SOEs  are  a  v ery ,  very ,  ve ry  d ivers e  
grou p,  an d I  th ink  th at  i ncre as i ng ly  t hey  a re  go i ng  to  be  in  compet i t ion  w ith  eac h 
other .   The re ' s  a  lo t  o f  over la p.   The re  ar e  very  d i f fe rent  fami l y  inte rests  
invo lve d.   I  don ' t  t h i nk  t h is  i s  ideo log i ca l .   I  don ' t  l i ke  t he  not i on o f  n at io na l i s t  
versus  other s .   I  don ' t  th i nk  t hat  ca ptu res  i t .  
 So  I  t h i nk ,  I  t h i nk  we ' re  hea d in g  i nto  a  t ro ub led po l i t i c a l  t ra ns i t ion.   
I  th ink  th at  t he  two  t h i ngs  th at  worry  me about  the  d i rect ion we're  hea di ng  in  i s ,  
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one,  t hat  nat iona l i sm  tha t 's  a lway s  bee n s t rong  i n  C hi na  i s  ta k i ng  o n a n 
inc reas in g ly  Amer i ca n,  a nt i -Ame r ica n t ar g et .   We 've  never  bee n the  tar get  o f  
nat io na l i sm in  Ch in a  h is to r ic a l ly .   Now we are .  
 The  seco nd th in g  t ha t  I  f in d  re a l ly  t ro ub l i ng  i s  w hen I  look  at  t he  
fore i gn  po l icy  a nd th e  nat iona l  sec ur i ty  es tabl i s hment ,  most  o f  the  se nior  peop le  
who  are  go i ng  to  be  l eav in g  t he  sce ne  in  t he  nex t  year  ha d t he i r  format ive  l i fe  
exper ience s  d ur in g  t he  pe r io d o f  t r ia ng ul ar  d ip lomacy  a nd  the  open in g  wit h  
Chi na ,  a nd t hey ' re  na t iona l i s t s ,  bu t  they ' r e  not  a nt i -Amer ica n- - Da i  B i n gg uo,  
Professor  Wa n g J i - su ,  very  c lose  to  Pre s i de nt  H u .  
 We don 't  re a l ly  know  who's  be hi nd these  people ,  a nd  I  do  th in k  that  
U.S . - Ch in a  re lat ions  have  t he  pote nt i a l  to  be  very ,  ve ry ,  very  r ocky  here ,  an d t hat  
in  t h i s ,  get t i n g  a  mu c h bet ter  un der sta nd i ng  o f  the  sort  o f  b us i ness -Commun ist  
Party  nex us  i s  go i ng  t o  be  someth in g  very ,  very  import ant  i f  we ' re  go i ng  to  be  
able  oper ate  s ucces s f u l ly  i n  thos e  rea lms.  
 CHA IRMA N SHE A:   T h ank  you .  
 COMMIS SIO NER BART HOLOMEW:   Jus t  one  comment .   F i r s t ,  t ha n k  
you,  a l l ,  fo r  you r  test imony.  
 I  h ave  to  rea ct ,  Dr .  G ordon,  to  the  " th in gs  are  go in g  to  be  rock y ,"  
beca use  for  t hose  o f  us  w ho  have  bee n fo l lowin g  U .S . - Ch in a  po l icy - - for  me,  i t ' s  
over  20  years  now.   S o  I  mean eve ry  t ime I  hear  i t ,  I  jus t  k i nd  o f  fee l  l i ke  peop le  
are  a lways  say i ng ,  we l l ,  we 're  i n  a  rocky  s t age;  we 're  in  a  d i f f i c u l t  s ta ge .   I  rea l ly  
can ' t  t h i nk  o f  a  t ime where  i t  was n ' t  l i ke  t hat  over  t he - -so  i t  w as  j ust  so rt  o f  
caut iona ry .  
 Tha nk  you .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u.   An d we wi l l  ad jour n unt i l  
1 :45  for  our  next  pa n e l .   T ha nk  you  to  eac h o f  t he  p ane l i s t s ,  ve ry  ap pre c iat ive .  
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Pan el  I I I  –  P ol i c y  O pt ions  f or  Ad dress i ng  C hin ese  St at e - Own ed Ent erpr i s es  
 

 HEAR IN G CO -C HA IR  C LEVELA ND:   O ur  f in a l  pan e l  w i l l  a r t ic u la te  
pot ent ia l  po l icy  op t i ons  for  ad dre ss i ng  th e  cha l le nge s  p rese nt ed by  Ch in a ' s  SO Es  
at  home a nd ab road .   An d a f ter  t he  te st im ony  th is  morn in g,  yo u h ave  your  wor k  
cut  out  for  yo u.  
 [Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Wit h  us  t oday  i s  E l i z abet h  Dr a ke ,  
inte rna t ion a l  t ra de  a t torney  a n d p art ner  a t  the  f i rm of  Stewa rt  and  Stew art .  
 Ms.  Drake  ha s  b roa d exper ience  i n  a n  a rra y  o f  in ter nat io na l  t r a de  
matters ,  in c l ud in g  a n t id umpi n g a nd coun t erva i l i ng  du ty  p rocee di ngs ,  Se ct io n 301 ,  
Chi na -s pec i f i c  safe g u ard s ,  a nd  the re ' s  a  lo ng  l i s t  he re ,  w hic h  w e' l l  p ut  in  t he  
record .   Yo u are  very  exper ien ced .  
 She 's  rep rese nted c l i ents  in  procee di ng s  b efore  the  Depa rtmen t  o f  
Commerce ,  ITC ,  a nd U.S .  T rade  Rep .   She ' s  a l so  adv ised  c l ient s  on t ra de  po l i cy  
and  le g is lat ive  matte rs ,  a s  wel l  as  d is pute  set t lemen t  p roceed i ngs  be fore  t he  
Wor ld  T ra de  Or ga ni z at ion .  
 She  served  for  s ix  ye ars  a s  a  po l icy  a na lys t  at  t he  A FL -C IO an d 
advocate d on be hal f  o f  Amer ic an  la bor .  
 Let ' s  se e  wh at  e l se  I  th i nk  i s  i ntere st i ng  i n  your  re sume.   You 
rece ive d your  J .D .  f ro m Harva rd .   Not  su re  that 's  inte rest in g ,  bu t  we ' l l - -  
 [ Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Th is  pa rt  i s .  You got  your  B . A.  in  
ant hropo logy  f rom th e  Unive rs i ty  o f  C a l i fo rn i a .   I  t h i nk  t hat 's  d i s t in ct ive .   
Gra dua ted w ith  ho nors  a nd P hi  Beta  K ap p a .  
 Dr .  S c i s sors ,  we  know  wel l .   He  foc uses  h i s  s tu dies  on t he  eco nomies  
o f  Ch in a  a nd In di a ,  w hi l e  a na ly z i n g  b roade r  economic  t ren ds .    
 He 's  test i f i ed  in  the  House  o f  Rep rese ntat ives  on rare  e art hs ;  U.S .  
Sena te  on ex ch an ge  r ate  d is pute s .   He 's  be en a  reg ul ar  wi tne ss  here ,  an d we 
va lue  h i s  i np ut .  
 H is  an a lys i s  a n d commentary  i s  we l l  k nown i n  Fo re i gn  Af fa i rs ,  
Nat iona l  Rev iew ,  a nd  there 's  a l so  a  lo ng  l i s t  he re .   So  we ' l l  sk i p  that  in  the  
inte rest  o f  t ime.  
 An d Mr .  C urt i s  Mi lh a upt ,  we lcome.   Parke r  Professo r  o f  Comp a rat ive  
Corpora te  Law a n d F uyo  Professor  o f  Jap a nese  Law at  Co lumb ia .    
 Your  re sear ch inte res ts  have  in c l ude d com par at ive  co rpor ate  
governa nce ,  the  le ga l  systems o f  E ast  As i a .   You've  p ub l i s hed  wi de ly  in  t he  f ie lds  
o f  compar at ive  cor po rate  governa nce  an d Ja pan ese  l aw,  per ha p s  set t i n g  a n  
example  for  us  o f  ho w we shou ld  p roceed ,  as  we l l  aspe cts  o f  C hi nese  a n d Korea n 
lega l  sys tems.  
 You have  au thore d a  numbe r  o f  books ,  a n d your  rese arc h i s  
f req ue nt ly  prof i le d  i n  The  Eco nomist ,  F i na nc i a l  T imes ,  a n d man y  o ther  
d is t in g uis he d p ub l i ca t ions  at  Co l umb ia .  
 You were  a p po in ted t he  A lbe rt  C ine l l i  E nte rpr ise  Pro fessor  o f  La w,  
and  you re ce ive d - -d i d  you get  you r  B .A .  i n  a nth ropo lo gy - - next  pa ge?    
 [ Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   No .  
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 COMMIS SIO NER BART HOLOMEW:   B ut  I  d id .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   U niver s i t y  o f  Notre  D ame in  1984 ,  
and  your  J .D .  f rom Co lumb ia  w here  yo u we re  the  e di tor  o f  t he  C o lumbi a  Law 
Rev iew.  
 So ,  we lcome to  a l l  o f  you.   We star ted r i g ht  to  le f t  l as t  t ime.   L et ' s  
s tart  le f t  to  r i g ht  t h is  t ime.   Ant hro po log is ts  f i r s t .  
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STATEMENT OF ELIZABETH J. DRAKE 

PARTNER, STEWART AND STEWART, WASHINGTON, DC 

 
 MS.  DR AKE:   T ha nk  y ou so  muc h,  Commiss ioner .    
 Good af te rnoon ,  Com miss ione rs .   My  n ame i s  E l i za beth  Drake ,  a nd 
I 'm a  pa rtne r  at  the  L aw Off ices  o f  Stew art  an d Stew art .   T ha nk  you for  t he  
opport un i ty  to  tes t i f y  before  yo u tod ay .  
 The  gover nment  o f  C hi na 's  a gg ress ive  s up port  po l ic ies  can  crea te  an  
un fa i r  a dva nta ge  for  Chi nese  SOE s  i n  t he  C hi nese  mar ket ,  in  t he  U.S .  ma rket  a nd  
th i rd -cou ntry  ma rket s .   T he  sco pe  o f  t he  p roblem re q uire s  a  comprehe ns ive  U. S .  
respo nse .  
 I  woul d  l ike  to  focu s  today  on t hree  ways  the  U .S .  ca n he l p  lev e l  the  
p lay in g  f ie l d  between  Amer ic an in d ustr ies  and  C hi nese  s t ate -ow ned e nter pr ises :  
 F i r s t ,  co nf ront  C hi ne se  gover nment  s u b s i d ies  to  SOE s ;  seco nd,  
cha l le nge  Ch ine se  SO Es '  use  o f  p urc has i ng  an d jo i nt  ve ntu re  a g reements  to  favor  
domest ic  over  fore i g n  s up pl iers ,  a nd to  le verage  te ch no logy  t r ans fers  an d ot her  
concess ions  f rom U .S .  f i rms;  a nd ,  t h i r d ,  correct  ant i -compe t i t ive  an d u n f a i r  t r ade  
prac t ice s  by  s tate -owned e nter pr ises .  
 In  e ach  are a ,  I  ho pe  t o  ide nt i fy  op portu ni t ies  to  bet ter  e nfor ce  
ex is t i n g  r u les ,  a s  wel l  as  o ppor tu ni t ies  to  c reate  new r u le s  whe re  the  cu rre nt  
system does  not  a de qua te ly  a d dres s  the  p roblem.  
 On t he  i s sue  o f  s ubs i d ies ,  th e  exte nt  o f  government  su ppo rt  to  SOEs  
i s  we l l  doc umente d .   Export  c red i ts  are  ju s t  one  examp le .   C h i n a  prov i des  an  
est imate d $100  b i l l io n  i n  ex port  c red i ts  e a ch yea r ,  mak in g  i t  by  far  t he  wor ld 's  
lar gest  prov i der .  
 In  2010 ,  C h ina  Ex Im g ave  three  t imes  as  m uch new len di ng  su p p ort  as  
U.S .  Ex Im.   Ma ny  o f  t hese  c red i ts  are  prov ide d at  rock  bottom i nteres t  ra tes ,  
somet imes  as  low as  one  or  even zero  per cent .   C h i na  has  re f u sed to  jo in  t he  
OECD ar ra ngemen t  on expo rt  c re di ts  or  to  comply  wit h  i t s  te rms  in  p ract ice ,  an d 
s tate -ow ned e nte rp r i ses  are  major  bene f ic iar ies  o f  t hese  p rogr a ms.  
 Yester day ' s  a nno unce ment  th at  t he  U .S .  a n d C hi na  w i l l  work  tow ard s  
a  sep ara te  a greemen t  on expo rt  c re d i ts  m ay  act ua l ly  re pre sent  a  s te p b ackwa rd 
f rom the  O ECD r u les  that  Ch in a  h as  re fu se d to  jo i n .  
 In deed ,  a  s t ron g c ase  can a l ready  be  mou n ted a ga ins t  the se  ex p ort  
c red i ts  un der  e x is t i n g  WTO r u le s  t hat  pro hi b i t  ex port  su bs id ie s .   W here  suc h 
cred i ts  do  not  comp l y  with  O ECD terms ,  t hey  are ,  pe r  se ,  p rohi b i te d,  an d no  
in j ury  nee d be  show n  to  preva i l  a t  t he  WT O.  
 Other  su bs id ies  w hic h  are  not  pro hi b i te d,  suc h as  cut - r ate  b ank  loan s  
and  la n d conce ss io ns ,  ca n a l so  be  cha l le n g ed at  t he  WTO  i f  they  are  dep ress in g  
pr i ces  a n d impe di n g  sa les  for  U . S .  ex porte rs .   W h i le  s uc h ca ses  ar e  more  f act  
inte ns ive ,  a  succ ess f u l  c ha l le nge  woul d  d e l iver  s i gn i f i ca nt  be n ef i t s .  
 Ch i na  ha s  a lso  a gree d to  a dd i t io na l  r u les  that  pro hi b i t  i t s  SOEs  f rom 
prov i d i ng  in p uts  to  o ne  a nothe r  at  d i scou nted pr ices .   T hese  r u les  cover  good s  
and  serv ices ,  an d t he y  d o  not  req ui re  a ny  showi ng o f  i n j ury .   T hey  s houl d  be  
agg ress ive ly  e nfor ce d.  
 F i na l ly ,  t he  harm t ha t  su bs i d i es  to  S OEs  c ause  in  the  U. S .  ma rk et  
must  be  e f fe ct ive ly  r edres sed .   Co ng ress  must  act  q uick ly  to  c orrect  a  rece nt  U .S .  
court  dec i s ion ,  GPX  v .  U . S . ,  t hat  preve nts  the  a pp l ic at io n o f  o u r  cou nterva i l in g  



128 

 

duty  law to  imports  f rom Chi na .   T he  de c is ion put s  23  orde rs  a n d f ive  pe nd in g  
invest ig at io ns  at  r i sk ,  a f fect i ng  more  th an  80 ,000  d i re ct  p rod uc t ion jo bs ,  an d i t  
req uire s  u rge nt  act io n.  
 The  seco nd cha l le n ge  posed  by  C hi nese  SO Es  i s  the i r  use  o f  
pu rch as i n g  cont ract s  and  jo i nt  ven tu re  a gr eements  to  d isc r imi n ate  a ga i nst  U. S .  
sup pl ier s  a nd dema n d conce ss io ns  s uc h a s  tech no logy  t ra ns fer .  
 My  wr i t ten  test imony  c i tes  n umerous  ex a mples  o f  suc h pra ct ic es .   In  
the  te l ecom sector ,  f or  example ,  C hi na  Un icom's  s tate  pare nt  g ets  th ree  pe rce nt  
o f  each  p rocureme nt  contra ct  whe n i t  b uy s  domest ic  good s ,  bu t  only  one  pe rcen t  
when i t  buys  importe d good s .   Th is  c reate s  a  s t ron g i nce nt ive  f or  them to  
d isc r imi nate  a ga i nst  fore i gn  s u pp l ie rs .  
 In  anot her  ex ample ,  s tate -ow ned S i nove l  req uire d i t s  s u pp l ier ,  
Amer ica n Su per cond u ctor ,  to  s h i f t  t he  sou rc i ng  o f  cert a i n  wi nd  tur b i ne  
component s  to  C hi na  as  a  cond i t ion  o f  t he  su pp ly  cont ract .   Af t er  Amer ica n 
Su perco nd uctor  compl i ed,  S inove l  s to le  t he  compa ny ' s  t r ade  s ecrets  so  i t  co ul d  
prod uce  t he  tec h no lo gy  i t s e l f .  
 Fortu nate ly ,  fa i r ly  robus t  r u les  i n  C hi na 's  WTO Acces s io n Protoco l  
d i re ct ly  ad dres s  t hes e  i ss ues .   T hese  r u le s  req ui re  C hi na  to  e ns ure  i t s  SOEs  act  
cons i s tent ly  wi t h  co mmerc ia l  co ns ide rat i ons  a nd in  a  non - di sc r imi natory  ma nne r  
when mak in g  pu rch as in g  a nd sa le s  d ec is io ns .  
 The  r u le s  a l so  p rohi b i t  C hi na  f rom in f l ue n c in g  t he  commerc ia l  
operat ions  o f  i t s  SO E s  or  re qu ir in g  loc a l  c ontent  or  tec hno lo gy  t ra nsfe rs  a s  a  
cond i t ion  for  inves tment  a pp rova ls .  
 Unfort u nate ly ,  t hese  importa nt  prov is ions  have  n ever  b een te st ed.   
I t  i s  fa r  p ast  t ime th a t  Ch in a  be  he l d  to  t h e  ru les  t hat  i t  a gree d  to .  
 F i na l ly ,  t here  are  s i g n i f i ca nt  ga ps  in  compet i t io n  a nd un fa i r  t ra de  
po l ic ies  t hat  pe rmit  Chi nese  SOE s  to  g a i n  an  un fa i r  a dva nta ge  over  commerc ia l  
compet i tors .   W hi le  e nsu r i ng  th at  C hi na 's  own domest ic  compe t i t io n  re g ime i s  
even- han de d wou ld  r equ ire  agr eement  f ro m Chi na ,  o f  cou rse ,  t he  U .S .  ca n c lose  
gap s  i n  ou r  own laws  un i la tera l ly ,  an d we s houl d .  
 For  exam ple ,  u nde r  U .S .  a nt i t ru st  l aws ,  pr i c in g  prac t ices  are  o nl y  
cons i dere d a nt i -comp et i t ive  i f  t he  pre dato r  i s  l i ke ly  to  re coup  i t s  losse s  a f ter  i t s  
compet i tors  are  dr ive n f rom t he  marke t .   T h is  i s  t he  so -ca l le d  " r ecoupmen t  test ."   
SOEs ,  however ,  ca n a f for d  to  neve r  reco up  suc h los ses  i f  t he  s t a te  o f fer s  them 
suf f ic ient  su p port ,  an d s uch su p port  may  b e  read i ly  ava i la b le  i f  the  p red atory  
pr i c i ng  w i l l  he lp  the  SOE ga i n  a ccess  to  ke y  sup p l ier s ,  tec h no lo g ies ,  b ra nd names  
or  other  asset s  to  f ur ther  t he  s tate 's  po l i t i ca l  a n d i nd ust r i a l  po l icy  goa ls .  
 My  wr i t ten  test imony  su gges ts  a dd i t iona l  i mprovements  may  be  
neede d i n  t he  C FI US screen i ng  proces s  for  fore i gn  inve stment  b y  SOEs ,  i n  SE C  
report in g  r u le s ,  a n d i n  domest ic  t r ade  rem edy  law s.  In  a dd i t ion ,  the  U .S .  s hou ld  
work  on en ha nc in g  r u les  i n  t hese  area s  mu lt i l a ter a l ly  on t he  ba s is  o f  OECD 
gu ide l i nes  o n s tat e -o wned e nter pr ises  an d  reg iona l ly  in  fora  su ch a s  the  ongo in g  
TPP  negot i at io ns .  
 In  c los i n g,  I  be l ieve  we have  ma ny  po l icy  opt ion s  for  ad dre ss i n g  the  
compet i t ive  cha l le n g es  pose d by  Ch ine se  SOEs .   More  v i gorou s  enforc ement  c an 
go  a  lo ng  w ay  towar d s  ad dre ss i ng  the  mos t  egre g io us  a b uses .   Where  new r u le s  
are  ne ede d,  t he  U .S .  shou ld  deve lo p a  s t ra tegy  th at  wi l l  he lp  o u r  f i rms  a nd 
workers  compete  as  Chi nese  SOE s  cont in u e  to  exert  t he i r  i nf lu ence  i n  ma rkets  
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arou nd t he  wor ld .  
 Tha nk  you very  much .  
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I. Introduction 

 

State-owned and state-controlled enterprises (“SOEs” collectively) in China present a number of 

policy challenges.  The Government of China’s aggressive support policies create an unfair 

advantage for Chinese SOEs in the Chinese home market, in the U.S. market, and in third 

country markets.  The scope of the problem requires a comprehensive U.S. response, one that 

combines elements of trade policy, investment policy, and domestic competition policy.   

 

While reducing or eliminating state ownership and control in some sectors of China’s economy 

may be a desirable goal, it will likely be very difficult to achieve in the near future, especially in 

those pillar and strategic sectors where the Government of China has announced its intention to 

maintain or increase the role of SOEs.  These sectors include, at a minimum, defense, electric 

power, telecommunications, oil and coal, civil aviation, shipping, equipment manufacturing, 

automobiles, information technology, construction, iron and steel, non-ferrous metals, and 

chemicals.  In its 12
th

 Five-Year Plan, China identified many of these as “Strategic and Emerging 

Industries” in which the government plans to invest $1.5 trillion over the next five years. 

 

This testimony seeks to identify policies that would help to neutralize the competitive advantage 

that Chinese SOEs enjoy in these sectors.  The U.S. and other major market economies have 

endorsed this principle of competitive neutrality at the OECD and elsewhere, and the policies 

discussed herein seek to meet that goal.  The sections below are organized into three major areas 

in which Chinese government policies and practices regarding SOEs distort markets. 

 

1. Government subsidies to SOEs, including subsidized loans, export credits, debt 

forgiveness, grants, equity infusions, and preferential access to key inputs such as land, 

utilities, and raw materials. 

 

2. Chinese SOEs’ use of purchasing and joint venture agreements to favor domestic 

suppliers, goods, and services over foreign suppliers, goods, and services or to leverage 

technology transfers and other concessions from U.S. firms. 

 

3. The failure to adequately address anti-competitive and unfair trade practices by SOEs, 

including under China’s own competition policies as well as the policies of countries that 

are increasingly targeted for overseas expansion by SOEs.  

 

Fortunately, there are many tools that already exist for confronting the competitive challenges 

posed by Chinese SOEs.  However, there are a number of areas in which the current set of rules 



131 

 

does not adequately address the problem.  These comments highlight those areas in which 

current rules can be more effectively enforced, and they also seek to identify gaps in the current 

system and propose possible approaches to filling those gaps.   

 

II. Government Subsidies to SOEs 

 

SOEs in China enjoy significant advantages due to their preferential access to credit and debt 

forgiveness from state-owned banks, to government-owned land, and to electricity, water, and 

raw materials from other SOEs.  Other subsidies include equity infusions and an exemption from 

paying full dividends to state shareholders.  These subsidies permit SOEs to add capacity, 

produce more and better products, and sell at lower prices than would otherwise be possible.   

 

One area in which SOEs have received tens of billions of dollars of government support is 

through concessional export credits and export credit guarantees.  The U.S. Ex-Im Bank 

estimates that China Ex-Im and the China Development Bank provide as much as $100 billion in 

export credits each year, making China by far the largest export financier in the world.
76

  China’s 

annual export credit financing is thus the same as the total cumulative exposure limit for U.S. 

Ex-Im.
77

  Indeed, in 2010, China Ex-Im issued more than three times as many new medium- and 

long-term export credits as U.S. Ex-Im.
78

  While the terms of China’s export financing are far 

from transparent, the People’s Bank of China publishes rates for certain Ex-Im credits that are 

typically about two percentage points below the Bank’s already depressed “market” benchmark 

rate, and other sources indicate Ex-Im financing is available at rates as low as two, one, or even 

zero percent.
79

 

 

Chinese SOEs routinely benefit from these export credits and guarantees.  Infrastructure and 

power projects have been a major focus of support, and both sectors are dominated by SOEs.  

Sinohydro, for example, a state-owned hydropower firm that has benefitted from significant Ex-

Im support, is involved in more than half of all hydropower projects underway around the 

world.
80

  In the telecommunications arena, ZTE, a major state-owned firm, and Huawei, a firm 

widely believed to have ties to the state, have received more than $50 billion in export financing 

from the China Development Bank and China Ex-Im; the companies have also signed strategic 

cooperation agreements with Sinosure to expand their use of export credit guarantees.
81

   

 

Export credits and guarantees are just one example of massive government subsidies to Chinese 

SOEs.  Fortunately, rules already exist to discipline these subsidies and remedy the harm that 

they cause. 
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A.  Enforcing Existing Subsidy Rules 

 

Where government benefits are conditioned on export performance or domestic content, they are 

prohibited by the WTO Agreement on Subsidies and Countervailing Measures (“SCMA”).
82

  

The export credits and export credit guarantees discussed above are prohibited export subsidies, 

because they are granted by the government, conditioned on export performance, and provided at 

below-market rates.  While the SCMA provides a safe haven for export credits that conform to 

the terms of the OECD Arrangement on Export Credits, China has refused to sign on to the 

OECD rules.  In addition, as noted by U.S. Ex-Im, most of the terms and conditions of China Ex-

Im’s financing “did not and do not fit within the OECD guidelines.”
83

  The SCMA also lists 

export credit guarantees that are provided at a loss as an example of a prohibited export subsidy 

– Sinosure has operated at a cumulative loss since its founding in 2002.
84

  Given the scale of 

these export subsidies, a WTO case challenging these practices could have major benefits for 

U.S. firms.  The evidence supporting a case is strong, and China would bear the burden of 

demonstrating that its programs are consistent with OECD rules to defend its practices.  In 

addition, it is not necessary to show that these support programs have any harmful effects to 

prevail in a WTO challenge; as export subsidies, they are per se prohibited.   

 

WTO rules also discipline subsidies that are not contingent on exports or domestic content.  

These so-called domestic subsidies are actionable under the SCMA where they are limited to a 

group of industries (such as SOEs), provide a benefit, and cause serious prejudice.
85

  Serious 

prejudice exists if the subsidies: 1) displace or impede U.S. exports to China or third country 

markets; 2) cause significant price undercutting, suppression, or depression or lost sales in any 

market (China, the U.S., or third country); or 3) increase China’s share of the world market in a 

primary product or commodity.
86

   A successful WTO challenge would require China to 

withdraw the subsidies in question, eliminate their harmful effects, or face the retaliation.   

 

While the evidence of concessional lending and other domestic subsidies to Chinese SOEs is 

overwhelming, a successful WTO challenge would also require showing serious prejudice, 

which would likely require industry support and increased USTR enforcement resources to build 

the necessary factual record. Where the will exists to present such evidence, the WTO system 

has proven itself capable of disciplining domestic subsidies as it recently did in the Airbus and 

Boeing cases.  In addition, the WTO Appellate Body recently affirmed that one of the primary 

forms of government support to Chinese SOEs, loans from Chinese state-owned banks at below 

market rates, are indeed subsidies under SCMA rules and that market interest rates from outside 

of China may be used to measure the benefit conferred by such loans.
87

  While challenges to 

actionable subsidies may be ambitious, they offer the only hope of confronting the severe 

competitive disadvantage that vast government support for Chinese SOEs poses to the U.S. firms 
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seeking to compete in China and third country markets.    

 

The SCMA only disciplines subsidies that distort trade in goods.  Fortunately, China agreed to 

additional provisions disciplining certain subsidies that disadvantage U.S. service providers and 

investors.  Section 3 of China’s Protocol of Accession, for example, requires China to accord 

foreign enterprises treatment national treatment in respect of the prices and availability of goods 

and services supplied by government authorities and state enterprises in areas including energy, 

utilities, and other factors of production.  Thus, to the extent that SOEs are able to access these 

inputs at quantities and rates not available to foreign firms in China, the U.S. could challenge the 

practices as a direct violation of China’s Protocol.  China also agreed to ensure all SOEs “make 

… sales based solely on commercial considerations, e.g., price, quality, marketability and 

availability,” and foreign enterprises must also “have an adequate opportunity to compete for … 

purchases from these enterprises on non-discriminatory terms and conditions.”
88

  The rule thus 

explicitly prohibits the provision of key inputs by SOEs at below-market rates.  A successful 

case under either of these provisions would not require an injury showing.   

 

Finally, the U.S. must ensure it can remedy the harm that subsidies cause in the U.S market.  

Unfortunately, that ability has been thrown into doubt by a recent decision from the U.S. Court 

of Appeals for the Federal Circuit, GPX International Tire Corp. v. United States, Nos. 2011–

1107, –1108, –1109, slip op. (Fed. Cir. Dec. 19, 2011).  The GPX court ruled the U.S. may not 

apply the countervailing duty law to subsidized imports from China, because China is treated as 

a non-market economy under the antidumping law.  The decision puts 23 countervailing duty 

orders on imports from China at risk, as well as five on-going investigations. While it is possible 

that the decision may be corrected on appeal, the surest way to restore the integrity of the 

countervailing duty law is for Congress to enact a targeted legislative fix that corrects the 

decision as quickly as possible.   

 

B.  Strengthening Anti-Subsidy Rules 

 

When legal certainty regarding U.S. countervailing duty law is restored, there are a number of 

steps that could make that law more effective at combatting subsidies to SOEs.  The Department 

of Commerce has rightly recognized that subsidies which are limited to SOEs as a group are 

“specific,” and thus countervailable.  Commerce, however, unnecessarily weakens the 

effectiveness of the law through various methodologies, such as the adjustments it applies to 

reduce the duties applied to offset subsidized loans.  In addition, the Administration should 

explore making greater use of its power to self-initiate countervailing duty cases, particularly in 

sectors where domestic industries are being injured but are too fragmented, under-resourced, or 

intimidated by threats of retaliation to invoke their legal rights and petition for relief. 

 

The U.S can take additional actions to protect U.S. industries from competition with subsidized 

imports even where no countervailing duty orders apply.  For example, Buy America laws permit 

agencies to purchase foreign products where the foreign good is significantly less expensive than 

competing American goods.  These rules could be revised to eliminate this flexibility where the 

foreign good in question is produced or exported by an SOE or other enterprise that receives 
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foreign government support.  Such a change would likely be permitted under WTO rules unless 

and until China becomes a member of the Government Procurement Agreement.  

 

Additional rules to address the harm that subsidies to SOEs can cause U.S. firms would likely 

require new negotiations with China, whether at the WTO or bilaterally.  The OECD Guidelines 

on Corporate Governance of State-Owned Enterprises offer guidance in this area.  For example, 

Chapter I of the Guidelines states that governments should ensure a “level playing field” in 

markets where SOEs and private companies compete “in order to avoid market distortions.”
89

  

Thus, “SOEs should face competitive conditions regarding access to finance,” and SOEs’ 

relationships with state-owned banks and other SOEs “should be based on purely commercial 

grounds.”
90

  Notably, the principle does not contain an injury test – it is a per se rule that requires 

SOEs to be subjected to the same competitive conditions that private firms face. 

 

On-going negotiations over competition rules in the Trans-Pacific Partnership (“TPP”) 

Agreement also offer an opportunity to establish a high standard that would set the baseline for 

new rules to discipline subsidies to Chinese SOEs.  Proposals to include a commitment to 

operate SOEs in accordance with OECD Guidelines would be a step in the right direction.  In 

addition, the TPP could limit the extent of government assistance to SOEs (with possible carve-

outs for SOEs’ non-commercial operations, national emergencies, and other negotiated 

exceptions), and, at a minimum, require transparency and regular reporting regarding the extent 

of such assistance.   

 

A more robust regime would require parties to submit comprehensive annual notifications listing 

all SOEs in which they have an ownership or control interest, identifying the markets in which 

such SOEs operate and their market shares, detailing all forms of government support to such 

SOEs, and disclosing the terms of major procurement and supply contracts entered into by such 

SOEs.  Such notifications should be subject to review by a standing working group and questions 

from the parties concerned.  The format could be similar to notification regimes at the WTO for 

subsidies, state trading enterprises, technical barriers to trade, and other trade-related matters. 

 

III. SOE Procurement and Contracting Practices 

 

A.  Discriminatory and Distortionary Purchasing and Contracting Practices 

 

Chinese SOEs expand their influence in the market by discriminating against U.S. suppliers, 

goods, and services in their procurement decisions and by using their leverage in supply and joint 

venture negotiations to force technology transfers and other concessions.   

 

In the telecommunications sector, for example, China’s big three state-owned operators 

reportedly purchase under a government directive to buy domestic components and equipment.
91

 

The government also encourages the use of domestic over imported telecommunications 
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equipment by directing telecom operators to support indigenous innovation.
92

  In 2009, for 

example, service licenses granted to China Telecom, the largest mobile service provider in 

China, mandated the use of the TD-SCDMA standard, an indigenous standard developed with 

support from Government of China.
93

  The government’s policy is also reflected in the telecom 

operators’ own purchasing arrangements.  China Unicom, for example, purchases equipment 

through contracts with its state-owned parent, and it warns investors that the arrangement may 

not be in the best interests of shareholders.
94

  Under the arrangement, the state-owned parent gets 

three percent of the contract cost for purchases of domestic equipment but only one percent of 

the contract cost for imported equipment,
95

 creating an incentive for the parent company to 

procure equipment from domestic producers even if it is more expensive than imported 

equipment.  As a result of these policies, domestic manufacturers dominate important segments 

of China’s telecommunications market, supplying at least two-thirds of the 3G market and over 

80 percent of the TD-SCDMA market.
96

    

 

Discrimination also appears in the form of domestic content provisions in Chinese SOEs’ 

sourcing and joint venture contracts.  In the wind-energy sector, for example, the state-owned 

producer Sinovel contracted to purchase wind turbine components from American 

Superconductor for delivery from 2009 to 2011.  The contract set out a “localization schedule” 

under which converters which American Superconductor had produced with imported material 

would instead be produced with domestic materials.
97

  By 2010, American Superconductor 

reported that it had successfully localized the supply of components for its converters to China.
98

  

More recently, as part of an agreement to establish a joint-venture with a Chinese SOE to 

produce trucks in China, Daimler similarly agreed to “localize” the production of the truck 

engines to China.
99

 

 

SOEs in China also use their market position to negotiate technology transfer provisions in joint 

venture agreements with foreign partners.  State-owned firms in the natural gas, coal, 

automotive, and solar industries, among others, have obtained technology transfer concessions 

from U.S. investors in a range of joint venture agreements.
100

  Chinese SOEs have also obtained 
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concessions to gain access to foreign partners’ global supply chains as part of joint venture 

agreements.
101

  These concessions are often facilitated by government rules that limit the extent 

of foreign equity participation in the market or grant preferential treatment to SOEs.
102

   

 

B.  Enforcing Existing Rules 

 

Fortunately, China has already agreed to relatively robust rules prohibiting these types of 

discriminatory and distortionary purchasing and contracting policies by SOEs.  Article III:4 of 

the GATT prohibits discriminatory treatment of imported goods – while there is a limited carve-

out to this obligation for government purchases of goods for governmental purposes, the 

exception does not apply when SOEs procure goods for commercial purposes.  Nor is there any 

exemption for SOEs outside of the purchasing context, such as in their negotiation of joint 

venture agreements.  National treatment obligations in the GATS have a similar scope, though 

they only apply to sectors in which members have made positive commitments.   

 

China has made additional, specific commitments to respect the principle of non-discrimination 

in SOE purchasing decisions.  In its Protocol of Accession and accompanying Working Party 

Report, China agreed that SOEs shall make purchases based solely on commercial 

considerations, that foreign enterprises will have an adequate opportunity to compete for such 

contracts on a non-discriminatory basis, that China will not influence, directly or indirectly, the 

purchasing decisions of SOEs, and that SOEs’ commercial purchases will not be subject to 

government procurement exceptions.
103

  These commitments apply to purchases of both goods 

and services, and they appear to require non-discrimination not only for imports but also for 

foreign-invested firms in China.   

 

China has also agreed not to implement domestic content or technology transfer requirements as 

a condition of investment approvals.   

 

China shall eliminate and cease to enforce … local content and export or 

performance requirements made effective through laws, regulations or other 

measures. Moreover, China will not enforce provisions of contracts imposing 

such requirements …. China shall ensure that … any other means of approval for 

… the right of … investment by national and sub-national authorities, is not 

conditioned on … performance requirements of any kind, such as local content, 

offsets, the transfer of technology, export performance or the conduct of research 

and development in China.
104
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It appears that China is directly violating these commitments in its telecommunications, energy, 

and automotive sectors at a minimum, and likely in many other SOE-dominated sectors as well.  

These obligations should be rigorously enforced.  While some cases may be fact-intensive and 

require information on specific contracts and transactions, other violations appear to be a matter 

of formal policy that could be more easily challenged at the WTO. 

 

IV.  Anti-Competitive and Unfair Trade Practices 

 

A.  China’s Domestic Competition Regime 
 

Under the Anti-Monopoly Law adopted by China in 2007, the state shall “protect the lawful 

business activities” of SOEs in industries that implicate national economic vitality and national 

security, and the state shall regulate such SOEs’ business operations not only to safeguard 

consumer interests but also to “promote technological progress.”
105

  While the law also notes that 

SOEs should not abuse their market dominance to the detriment of consumers, it has been 

unclear in practice how this provision would be enforced against SOEs, if at all. 

 

In the fall of 2011, reports indicated the National Development and Reform Commission was 

investigating anti-competitive behavior by two major telecom SOEs, China Unicom and China 

Mobile.
106

  The two providers were allegedly charging prices for access to their broadband 

backbone networks that were higher for competitors in the broadband access business than for 

internet operators.
107

  It is too early to determine whether the cases signal a willingness to subject 

SOEs to competition disciplines in an even-handed manner.  As a preliminary matter, the case 

may be more about competition among SOEs rather than between state and private firms, as 

many of the broadband access network operators harmed by the anti-competitive conduct are 

themselves state-owned.
108

  In addition, it appears that there has been little progress in the case 

since the NDRC submitted its investigation to the People’s Supreme Court, the Ministry of 

Industry and Information Technology (which oversees the telecom industry), and the Legal 

Affairs Office of the State Council in November of last year.
109

  Conflict among these agencies is 

what reportedly led the NDRC to reveal its investigation to the news media in China.
110

  Shortly 

thereafter, the two SOEs involved pledged to increase access, reduce rates, and correct improper 

charges, and the decision whether or not to continue with the investigations remains pending. 

 

Current trade and investment rules are likely inadequate to address preferential treatment that 

China’s SOEs may receive under China’s antitrust laws.  The OECD Guidelines again provide a 

useful starting point: “SOEs should not be exempt from the application of general laws and 

regulations.  Stakeholders, including competitors, should have access to efficient redress and an 
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even-handed ruling when they consider that their rights have been violated.”
111

  In the specific 

area of competition policy, the U.S.-Singapore FTA also provides a possible model.  It requires 

the Government of Singapore to ensure that its SOEs refrain from certain anti-competitive 

conduct such as agreements to restrain price or output or allocate customers and exclusionary 

practices that substantially lessen competition to the detriment of consumers.
112

  While 

application of such rules to the Chinese marketplace would require agreement with the 

Government of China, the TPP Agreement again offers an important opportunity to develop 

model rules that could form the starting point for any such negotiations. 

 

B.  Competition with Chinese SOEs as Investors in the U.S. and Abroad 

 

U.S. firms also face competition from Chinese SOEs that establish a commercial presence in the 

United States or third countries.  The Government of China actively encourages SOEs to expand 

their presence abroad as part of the “Going Global” strategy.
113

  Since China joined the WTO in 

2001, its annual foreign direct investment flows to the rest of the world have increased ten-fold, 

and SOEs account for the majority of China’s outbound investment.
114

  While foreign investment 

can support job creation and economic growth, such investors should not be permitted to take 

advantage of their state backing to distort foreign markets and undermine competition. 

 

Rising overseas investment by Chinese SOEs poses a number of policy challenges.  First, 

government support for Chinese SOEs may give them an unfair advantage as investors in 

overseas markets.  As noted in section II, above, current rules primarily discipline government 

subsidies to the extent they affect trade in goods – subsidies that distort international investment 

flows in the U.S. and third countries are not the subject of binding rules.  Such rules would 

require negotiation with China, and could draw upon principles of competitive neutrality 

enshrined in the OECD Guidelines and proposed for the TPP Agreement.    

 

Absent such rules, there are other steps that the U.S. can take to address the advantages Chinese 

SOEs may enjoy as overseas investors.  In the U.S. market, the U.S. should undertake a review 

of the screening rules employed by the Committee on Foreign Investment in the United States 

(“CFIUS”), U.S. antitrust laws, SEC reporting requirements, and unfair trade statutes to ensure 

they adequately address the challenges posed by a growing SOE presence in the U.S.   

 

U.S. antitrust laws merit particular attention.  On predatory pricing, for example, the OECD 

notes that the U.S. recoupment test, under which pricing is only deemed anti-competitive if the 

predator is likely to eventually collect enough profits to make up for the losses caused by the 

predatory behavior, may fail to account for competition from SOEs.
115

  SOEs do not face the 

same market discipline or incentives as private firms.  They can rely on state support to maintain 
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losses that may never be recouped in order to meet political or industrial policy goals, or secure 

access to key suppliers, leading technologies, brand names, and other assets.  Alternative 

predatory pricing rules, such as those based on cost benchmarks, may provide better safeguards 

for competition in such cases.  Government support for SOEs and their central role in carrying 

out Chinese industrial policies should also be taken into account when the Department of Justice 

reviews proposed mergers and acquisitions for competition concerns. 

 

U.S. trade remedy laws may also need to be strengthened to ensure SOEs cannot use commercial 

presence to circumvent antidumping or countervailing duty orders.  Under current law, for 

example, an order may be expanded to cover imported parts that are used to assemble 

merchandise in the U.S. that would otherwise be subject to unfair trade duties.
116

  Relief is only 

available if the assembly is insignificant and the value of imported components is a significant 

portion of total value. Commerce also considers affiliation between the U.S. assembler and the 

component exporter and whether imports of components have increased, among other factors.  

These rules may need to be revisited to ensure they fully redress any instances in which SOEs 

invest in the U.S. to evade trade remedies, including where the SOE’s operations in the U.S. are 

not insignificant and where the SOE is not affiliated with a Chinese exporter. 

 

The CFIUS process is another tool that could help level the playing field with SOE investors.  

While CFIUS applies heightened scrutiny to transactions involving SOEs, it only reviews foreign 

investment for national security purposes, not for economic policy reasons.  Some have 

suggested that CFIUS could incorporate an economic aspect to its screening process, similar to 

the net benefit test employed by Canada.  Alternatively, CFIUS or a process similar to CFIUS 

could be used to review SOE investments from a competitive neutrality standpoint, require 

disclosure of material information such as levels of government support and pricing practices, 

and regularly monitor investments for compliance with competitive neutrality principles. 

 

In addition, many SOEs eager to access U.S. investment capital are now listed on U.S. stock 

exchanges.  They are thus subject to the disclosure rules of the SEC, which can also provide a 

tool for leveling the playing field.  The OECD Guidelines, for example, state that SOEs should 

disclose material information on all matters described in the Guidelines, including “[a]ny 

financial assistance, including guarantees, received from the state and commitments made on 

behalf of the SOE,” material transactions with related entities, and material risk factors.
117

  As 

noted above, at least one Chinese SOE, China Unicom, felt the risk posed by discriminatory 

procurement policies was material enough to require disclosure – other SOEs should be held to 

the same standard.  The terms of state assistance to SOEs should be disclosed in sufficient detail 

to permit investors to assess the risk countervailing duty liability or other trade action; the rates 

and terms of loans from state-owned banks, supply contracts with state-owned suppliers, land 

concessions, and similar information is all material to such an assessment. 

 

Options for addressing competitive challenges posed by SOEs in third country markets may be 

more limited.  If, however, competition rules in the TPP Agreement require governments to 

ensure that SOEs operate under conditions of competitive neutrality, it would be worthwhile to 

consider how those rules can be adapted to ensure that the same principle applies to all SOEs 
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operating in the covered markets, not just those SOEs owned by the host country government. 

 

V. Conclusion 

 

Chinese SOEs pose a major challenge to U.S. firms and workers seeking to compete in China’s 

market, in the U.S. market, and in third countries.  Fortunately, many rules already exist which 

could be more energetically enforced to neutralize the unfair advantage Chinese SOEs enjoy.  

These include subsidy disciplines and non-discrimination rules at the WTO, as well as specific 

WTO commitments China has made to ensure its SOEs act consistently with commercial 

considerations and in a non-discriminatory manner when making purchasing and sales decisions, 

not to influence the commercial operations of SOEs, and not to require local content or 

technology transfers as a condition of investment approvals.  The U.S. also needs to correct the 

GPX decision and ensure the countervailing duty law can be effectively used to remedy the 

injury caused by subsidized imports from China.   

 

In some areas the unique challenges posed by Chinese SOEs may require new rules, whether at 

the WTO, in bilateral or regional agreements, or in domestic law.  The OECD Guidelines set out 

competitive neutrality principles that could be incorporated into such rules, as do the competition 

provisions of FTAs with Korea and Singapore.  In addition, the U.S. should review its antitrust 

rules, unfair trade laws, SEC reporting requirements, and CFIUS regime to determine if 

additional steps are required to more fully address the competitive challenges posed by China’s 

growing state-owned sector. 
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HEAR IN G CO -C HA IR  C LEVELA ND:   Th ank  you.  
 Dr .  S c i s sors .  
 

STATEMENT OF DR. DEREK SCISSORS 

RESEARCH FELLOW IN ASIAN ECONOMIC POLICY  

THE HERITAGE FOUNDATION, WASHINGTON, DC 

 

 DR.  S C I SSOR S:   T ha nk  you.    
 I 'm  g la d  to  be  b ack .   I 'm  g la d  you g uys  a re  do i ng  t h i s .   The re  i s  a  lo t  
o f  gro un d to  cover  o n SO Es ,  an d i t  re qu ir es  a  lo t  o f  rese arc h,  and  so  t he  more  
at tent ion t hat 's  pa id  to  i t  the  bett er .  
 I 'm  go in g  to  do  the  s ame th i ng  as  my  co l l eag ue  d id  an d s p l i t  in to  U.S .  
market ,  overse as  mar kets ,  t h i r d  ma rkets  a nd Ch in a .   I 'm  not  go i ng  to  t a lk  abo ut  
U.S .  l ega l  re spo nses  beca use  I  be l ieve  I 'm f la nke d by  two  lawy ers ,  a n d they  woul d  
gan g up o n me i f  I  d i d .   But  I  do  th in k  the  back grou n d of  SOEs  i s  re leva nt  to  t he  
lega l  c ha l le nge .  
 SOEs  are  e na ble d to  beh ave  i n  a n  a nt i -co mpet i t ive  fas h io n at  home.   
An d home i n  t h i s  cas e  i s  a  very  b ig  market  that  ma kes  for  very  b i g  f i rms.  I 'm  not  
sure  the  U. S .  h a s  see n th is  k in d o f  ch a l le n ge  be fore  w here  not  just  an  an t i -
compet i t ive  f i rm an d not  j ust  a  b ig  f i rm,  b ut  a  b i g  a nt i -compet i t ive  f i rm.   T hat  i s  a  
toug h ca se  to  t ry  to  dea l  w i t h .  
 So ,  Commiss ioner  Wo rtze l  h as  a l re ady  at ta cked me v ic ious ly  for  not  
propos in g  e nou gh so l ut io ns ,  an d I 'm not  g o ing  to  pro pose  a  so l ut io n to  th at  
e i the r .  
 [ Lau g hter . ]  
 DR.  S C I SSOR S:   In  mo st  case s ,  we 're  not  se e in g  th at  now.   I  do  s tudy  
Chi nese  inve stment  i n  the  U. S .  at  gre at  le ngt h,  an d we 're  not  s ee in g  SO Es  in  t he  
U.S .  ope rate  in  t h is  d is tort iona ry  fa sh ion now.   So  I  don ' t  mea n to  imp ly  t hat ,  a l l  
r ig ht ,  we ' re  on t he  v erge  o f  some d i saste r .   I  ju st  mea n th at  potent i a l ly  th is  i s  a  
prob lem th at  we  hav e  not  f aced ye t .  
 CF I US .   I  do n' t  l i k e  CF IUS .   I t ' s  not  as  t ra ns pare nt  a s  i t  sho ul d  b e ,  as  
i t  cou ld  be .   T here  a r e  go i ng  to  be  t h i ng s  t hat  aren ' t  t ra ns pare n t  in  the  CF IUS  
rev iew,  but  the re ' s  a  lo t  more  tha t  cou ld  b e  done .   We a re  tou g her  on  Ch i nese  
ban ks ,  for  exam ple ,  b ut  t he  rev iew  proce ss  i s  c leare r  for  them t han  i t  i s  for  o the r  
Chi nese  i nve stment  a t  th i s  po int .  
 I  do n' t  l i ke  th at  C F I U S does  not  ex pl ic i t ly  have  a  ma n date  to  de a l  
w i th  commerc ia l  cont racts ,  l i ke  te lecom.   We have  a n ins t r ument .   Why  leave  out  
somethin g  t hat  i s  c le ar ly  re leva nt?   We l l ,  you know,  CF IUS sho ul d  rema in  l imit ed .   
We're  po l i t i c a l ly  dec i d i ng  t he  o utcome of  these  co ntr acts  in  tota l ly  
nontr an sp are nt  f ash i on.   We can  do  bette r  th an t hat .  
 Shou l d  CF IU S eva lua t e  Ch inese  SOE s  d i f fer ent ly?   Ye s ,  in  my  op i n ion ,  
for  the  rea son I  j ust  gave .   They  are  d i f fer ent - - the  combi nat ion  o f  the  ant i -
compet i t ive  be hav ior  at  home a nd  the i r  s i ze .   Does  th at  mean  CFI US shou l dn ' t  be  
t ran sp are nt  a nd sho u ld  s ay  no  to  eve ryth i ng?   No ,  a bso lute ly  n ot .   I t  ju st  mea ns  
that  we  have  to  be  r e a l i s t i c  abo ut  t he  be h av ior  o f  t he  f i rms  we ' re  s t udy i n g.   
 One  t h i ng  we sho ul d  not  do .   I  am at  t he  H er i ta ge  Fou nda t ion  af ter  
a l l .   We shou ld  not  t r y  to  compete  wit h  C h ina  on s ub s i d ie s .   I  a c tua l ly - - I  may  have  
co ine d th is  ph rase  a  f ew years  ago  at  th is  Commiss ion - - never  c ompete  with  the  
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PRC on s ub s i d ies ;  yo u' re  neve r  go in g  to  w in .   We don 't  h ave  th e  too ls  for  t ha t .   
A l l  you' re  go in g  to  do  i s  get  out -s ub s i d i zed  an d s pen d a  lo t  o f  m oney  an d have  
the  f i rm you 're  su bs i d i z i ng  o n t he  U .S .  s id e  get  sw amped .   So  w e got  to  f in d  some 
other  so lut ion .   
 Overseas  i s  s imp ler  b ut  no t  nece ssa r i ly  ea s ier .   SOEs  o nly  a cco unt  for  
about  30  per cent  o f  Chi na 's  ex port s .   Tha t 's  not  t he i r  s t re ng th .   T hey  acco unt  for ,  
on  our  t racke r  o f  Ch i nese  ou twar d i nvest ment ,  94  pe rce nt  o f  Chi nese  o utwa rd 
investme nt .   Th at ' s  w here  t he  SOE ro le  i s .   I t ' s  no t  so  muc h i n  t rade .   I t ' s  
investme nt  i n  t h i rd  markets .  
 I f  U .S .  f i rms  w ant  to  compete  wit h  th at ,  t he  obv io us  t h i ng  to  d o  i s  to  
red uce  t he  tax  an d re gu latory  bu rde n on  A mer ica n f i rms.   I 'm  n ot  advocat in g  l ike  
the  on ly  th in g  t hat  w e 're  su ppose d to  dec i de  tax  an d r eg ula tory  bu rde ns  o n i s  
compet in g  wi th  t he  C hi nese  in  t h i rd  marke ts .   T hat 's  ab su rd .   B ut  i f  you w ant  a  
respo nse  to  t he  C hi n ese  i n  th i r d  marke ts ,  you red uce  t he  t ax  a nd reg ul atory  
bu rde n on Amer i can  f i rms,  an d po l i t i ca l  f ig ht i ng  over  th at  j ust  d e lays  t he  
improvement  we can  a l l  ag ree  on .  
 The  Pres ide nt  has  sa i d  he  w ant s  to  re du ce  the  re g ulato ry  b ur de n,  
and  the re  i s  b ip art i sa n a greement  i n  some form on re du c i ng  co r porate  t axat ion .   I  
would  a l so  hope  s imp l i fy in g.   So  le t ' s  take  what  we c an ag ree  o n,  im pr ove  
Amer ica n compe t i t iveness  now,  a n d we ca n f ig ht  a bout  the  rest  o f  i t  la ter .  
 The  othe r  t h i ng  wo ul d  be  m ult i l a tera l  a nd  b i later a l  ag reements .   T he  
WTO does n' t  seem l ik e  i t ' s  go in g  a nywhe re ,  whi ch  i s  un fort un at e .   A re  t here  no  
other  co unt r ies  we  c an s ig n  FTAs  wit h?   R ea l ly?   None?   I  f i nd  t h is  ha rd  to  
be l ieve .  
 I f  we  c an ' t  s ig n  any  F TAs ,  how a bout  b i lat era l  inve stment  t reat ies  or  
o ther  fo rms  o f  i nvest ment  prote ct io n?   I n dones ia .   B raz i l .   T he re  are  b i g  
expa nd in g  marke ts  o ut  t here  in  w hic h  we are  compet in g  wit h  t he  C hi nese ,  an d 
they  h ave  a l l  t he  s t at e  su bs i d ie s  on t he i r  s ide ,  an d we don 't  hav e  anyt h i ng  o n ou r  
s ide ,  i nc l u di ng  t h in gs  that  we  cou ld  have .  
 A  B IT  wit h  B ra z i l  wou ld  be  great  i f  i t  we re  poss i b le ,  a nd I  don ' t  know 
how much  o f  a n  emp has is  i t  i s  r i g ht  now .    
 So  tha t  le aves  TPP .   I  love  TPP ,  b ut  i t ' s  a  p otent ia l  too l ,  not  a  r ea l  
too l  yet .   I f  TPP  were  grea t  a nd suc cess fu l  an d ex pan de d,  t hen ,  f i ne ,  t hat  mi g ht  
be  eno ug h,  bu t  we ' re  put t i ng  a  lo t  o f  eg gs  into  a  ba sket  t hat  i s  go in g  to  pay  o f f  a  
coup le  o f  ye a rs  f rom now,  a nd t ha t  we  ca n ' t  re a l ly  see  w hat  we ' re  get t in g  yet .   
 So  noth i ng  aga i nst  TP P - -s t rong ly  i n  favor - - but  I  don ' t  t h i nk  i t ' s  
suf f i c ient  as  a  re spon se  to  Ch ine se  compet i t ion  overseas .  
 Now,  the  core  o f  th is .   T he  core  o f  th is  i s  i t  a l l  comes  b ack  to  C hi na .   
Ch i nese  f i rms  i n  t he  U.S . ,  Ch ine se  f i rms  i n  th i rd  ma rkets ,  i t  a l l  comes  back  to  
what 's  go in g  on  i n  C h ina ,  a nd tha t ' s  bec au se  I  don ' t  t h i nk  f in an c ia l  su bs id ies  are  
the  key  here .   T hey ' r e  docume nta ble ,  an d a l l  tha t ,  but  the  key  i s  tha t  a  lo t  o f  t h e  
Chi nese  ma rket  i s  re s erved fo r  SOE s ,  an d i t ' s  reserve d for  SOE s  in  a  
nontr an sp are nt  a nd v ery  d i f f i c u l t - to -c ha l le nge  fas h io n.  
 So  the re  are  h uge  sec tors  you 're  j ust  no t  a l lowed to  compete  i n .   A nd  
when yo u h ave  th at  a dvant age ,  whe n you have  a utomat ic  rev i e w an d a utomat ic  
sca le ,  a nd yo u do n't  have  to  worry  abo ut  compet i t io n,  you  hav en't  dr iven  out  t he  
compet i t io n  be ca use  you're  bette r ,  t hey ' r e  jus t  not  a l lowe d to  compete  wit h  you,  
that  i s  a  b ig  ba se  on whic h  to  draw o n.   T hat 's  a  lo t  o f  money  you can  t ra ns f er  
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f rom your  home pa re nt  to  a n  overse as  s ub s id iary  th at  ca n pote nt ia l ly  swamp the  
smal le r  market  yo u' r e  operat in g  in .  
 So  the  num ber  o ne  th in g  the  U. S .  s houl d  b e  do i ng  in  th is  c ase  i s  
ta lk i n g  to  th e  C hi nes e  abou t ,  a l l  r i ght ,  yo u nee d to - -you 're  go i ng  to  ha ve  a  s ta te  
ro le  i n  you r  economy .   We 're  not  go i n g  to  get  you to  s top do i ng  that .   We 're  not  
t ry in g  to ,  b ut  we  nee d to  know w hat  i t  i s  prec ise ly ,  i nformat io n they  have  re f use d 
to  prov i de  for  ye ars  now.  
 An d you need  to  ro l l  i t  b ack .   I f  i t ' s  90  per cent ,  mak e  i t  75  perc ent .   
I f  i t ' s  18  or  19  secto r s ,  wh ich  i s  w hat  I  co u nt ,  how abo ut  seve n or  e ig ht?   We 're  
not  go i n g  to  s ucces s f u l ly  e l im in ate  s t ate  p reroga t ives  w ith in  th e  mass ive  C hi nese  
economy,  bu t  we  ca n  get  a  c lea rer  p i c tu re ,  an d we c an na rrow them.  
 F i nan c ia l  s ub s i d ie s  i s  "Whack -o -mole ."   I f  you t ry  one  aven ue  f or  
cur b i ng  f i na nc i a l  su b s id ies ,  they  have  a  lo t  o f  o ther s .   The  o nly  th i ng  th at ' s  re a l ly  
go in g  to  work  i s  c ap i t a l  ac cou nt  l ibe ra l i zat ion,  w hic h  i s  a l low m oney  to  leave  t he  
count ry  bec au se  i f  money  ca n' t  leave ,  i t ' s  got  to  go  somewhe re ,  an d t hey  h ave  a  
lo t  o f  d i f fere nt  ways  to  cha nne l  i t  to  s ta te -owned  ente rp r ise s .  
 I  do n' t  want  to  go  ov er  my  t ime bec au se  I  actu a l ly  wan t  to  h ave  a  
conversat ion .   I  g ues s ,  you k now,  t he  two  th i ng s  I  say  a ga in  an d a ga i n  a n d a ga i n  i s  
there  have  to  be  re a l  pr ior i t ies  in  U. S .  e conomic  po l icy  towa rd s  Chi na .   Yo u p ut  
e ig ht ,  n i ne  t h i ng s  on the  ta ble ,  you get  ex act ly  w hat  yo u de ser ve ,  whic h  i s  
noth in g.  
 I f  t h is  i s  go i ng  to  be  a  pr ior i ty ,  a nd  I  ce rta in ly  th ink  i t  shou ld  b e ,  
whic h  i s  why  I 'm here  today ,  i t  has  to  be  a  rea l  pr ior i ty ,  not  o ne  o f  seven t h i n gs .   
We're  not  go in g  to  a dd i t  to  ou r  l i s t  t ha t  we  have  now an d ex p ect  to  make  a ny  
prog ress .  
 The  othe r  t h i ng,  on  a  pos i t ive  s ide ,  members  a re  a lw ays  comp l a in in g  
that  a l l  we  h ave  wit h  Chi na  i s  s t i c ks ,  an d t hey  do n't  l i ke  i t ,  a nd I  u nde rst an d t hat .   
TPP  i s  pos i t ive .   TPP  i s  not  we 're  t hre aten i ng  yo u;  i t ' s  we 're  go i ng  to  c reate  a  
dynam ic ,  hopef u l ly ,  a nd growi n g t r ade  or g ani zat ion w it h  g reat  ru le s ,  a n d i f  you 
want  to  jo in ,  you c an  jo in .  
 A l l  you h ave  to  do  i s  fo l low t he  r u le s ,  for  example ,  on  compet i t ive  
neut ra l i ty  w i th  reg ar d  to  s ta te -owne d e nt erpr ises .   So  I  t h ink  T PP  has  a  lo t  o f  
potent ia l  to  be  t ha t  c arrot  or  at  le ast  not  a  s t i ck .   We  h aven 't  r ea l i ze d i t  yet .  
 Other  t ha n t hat ,  the  U.S .  i s  go in g  to  have  to  make  ha rd  c ho ice s  on 
what  ou r  eco nomic  p r ior i t ies  are ;  o t herw i se ,  we ' re  j ust  go i ng  t o  be  l i s t i n g  s ta te -
owned e nter pr ises  w i th  everyt h i ng  e lse ,  a nd we 're  not  go in g  to  make  any  
prog ress .  
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A lot has changed in a year. In February 2011, the Commission was compiling information on 

the expanding role of Chinese state-owned enterprises (SOE’s). Since then, the debate has 

noticeably swung in favor of those believing that SOE’s are a global economic problem, one 

which requires considerable improvement in American policy.
118

 How to make that 

improvement, unfortunately, has not been settled. 

 

There are two components to the SOE challenge. The original and fundamental matter is the 

sealing off of China’s huge internal market in order to protect and enhance SOE’s. A new issue, 

less important now but perhaps equivalent in the long term, is the expansion of SOE’s into the 

U.S. and other markets outside China. 

 

The two are obviously related but require distinct policy responses. With regard to the Chinese 

market, the Communist Party’s commitment to SOE’s is so strong that only a decisive and 

extended American effort, implemented at the highest level, has a chance to lead to a significant 

reduction in government support. The most effective response to long-term Chinese competition 

outside the PRC is improving long-term American competitiveness both at home and in third 

markets. 

 

The Status of SOE’s 

 

The confusion over SOE’s stems from their history, in which market-oriented reform was 

followed by “restructuring” that renewed state prerogatives and blunted progress toward true 

commercial status.
119

 Most SOE’s are unquestionably different than they were in 1995. Their 
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 John Bussey, “U.S. Attacks China Inc.,” The Wall Street Journal, February 3, 2012, at 
http://online.wsj.com/article/SB10001424052970204662204577198833989249406.html (February 10, 2012). 
119

 This following two sections draw on Derek Scissors, “Chinese State-Owned Enterprises and U.S.-China Economic 
Relations,” testimony before the U.S.-China Economic and Security Review Commission, March 30, 2011, at 
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ownership status has changed, to the point where most have mixed ownership of a sort and some 

can be argued not to be “state-owned” at all. They are required to behave in more commercial 

fashion because they operate in different markets, due to both changes at home and expansion 

overseas. It can be shown, though, that, a large group of very large firms can still be grouped 

under the SOE rubric as state-owned or controlled.  

 

A common perception is the state began to re-advance with the financial crisis in 2008, but the 

process actually started with the 2002 Party Congress and political transition. The new regime, 

led by new Party General Secretary Hu Jintao, engineered a powerful economic stimulus starting 

with lending expansion by state banks (which utterly dominate banking). State banks loan 

overwhelmingly to state firms and, as early as September 2003, it was clear that the trend of 

shrinking the state had been altered.
120

  

 

The extent of the policy change was obscured by implementation of WTO membership 

requirements and extremely rapid expansion of all parts of the economy. By 2006, though, it was 

obvious the Hu government was restoring state leadership of the economy, for strategic reasons, 

to control macroeconomic cycles, and to represent China overseas.  

 

Strategic goals were addressed through regulatory protection, the most powerful subsidy SOEs 

receive. The core of regulatory protection is suppression of competition. There is a broad and 

sustained program to consolidate industries from airlines to yarn, because having too many 

participants is said to cause disorder.
121

 When market concentration is already high, in contrast, 

the State Development and Reform Commission preserves it. This explains why China ranked 

151
st
 of 183 countries in World Bank’s measure of the ease of starting a business.

122
 

 

The ultimate protection from competition is by statute. The industries deemed strategic by the 

government, such as power, telecom, and shipping, are required to be state-dominated. There are 

additional sectors that are de facto state dominated, such as banking and the media. In both 

groups of sectors, SOE officers move freely back and forth into government positions.
123

 

 

Where The State Must Rule 

 

Autos    Information Technology  Petrochemicals 

Aviation    Insurance    Power 
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Banking   Machinery    Railways 

Coal    Media     Shipping 

Construction   Metals     Telecom 

Environmental Technology Oil and gas    Tobacco 

  

The situation is deteriorating, as some SOEs are now gigantic on a global scale. China has 61 of 

the Fortune 500, with the oil majors and State Grid in the top 10. National banks and telecoms 

are on some measures the world’s largest.
124

 State-dominated steel and coal production are 

approaching half the world total.
125

 These firms provide massive amounts of tax revenue and 

employment. They are run by high-level Party cadres or their children. It was easier to build the 

monster than keep it chained. 

 

Fortune 500 Ranks 

Sinopec 5 

CNPC 6 

State Grid 7 

ICBC 77 

China Mobile 87 

China Railways 97 

China Railway 

Construction 

105 

Construction Bank 108 

China Life 113 

Agricultural Bank 127 
Source: “Global 500,” CNN Money, July 25, 2011, at 

http://money.cnn.com/magazines/fortune/global500/2011/countries/China.html 

 

The State Share 
 

The Hu government’s second objective, macroeconomic control, is achieved through the ability 

to order SOE’s to expand or contract, regardless of conditions. SOE’s defy market pressures that 

apply to other firms, consistently over-producing and over-employing.
126

 In a downturn, they do 
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not fire workers - instead receiving loans to keep paying them - and are certainly not permitted to 

go bankrupt. When growth is too fast, state entities are initial targets for cooling policies.
127

 

 

The principal means of this macroeconomic control is investment. In 2001, under the previous 

government, urban investment stood at 2.8 trillion yuan, equivalent to 29 percent of GDP. In 

2003 and 2008, SOE’s responded to stimulus directives in a much more intense way than private 

firms. As a result, by 2011, urban investment had increased by more than a factor of 10 to 30.2 

trillion yuan and was equivalent to 64 percent of GDP.
128

 Investment has driven Chinese growth.  

 

While the domestic private role is waxing, investment remains largely the province of SOE’s, 

which generate two-thirds of the huge total. The State Statistical Bureau changed its investment 

survey in 2011, making numbers not quite comparable over time. Still, investment data offer the 

most complete breakdown by ownership. The private share has been undercounted and, with 

wholly foreign-owned ventures), is now at a reasonable level of 25-30 percent. The explicit state 

share has fallen to barely one-third.  

 

Share of Urban Investment (type of firm) 

 State-

owned 

Limited 

liability 

Corp. 

Domestic 

private 

Wholly 

foreign-

owned 

Partly 

foreign- 

owned 

Share-

holding 

Other 

mixed 

ownership 

2005 41.6 22.4 13.5 4.9 6.1 9.0 2.5 

2008 37.1 23.5 19.2 4.8 4.7 7.9 2.8 

2011 33.7 26.0 24.3 3.1 3.1 6.3 3.5 
Source: China Monthly Statistics, Volume 12, 2001 – Volume 1, 2012, National Bureau of Statistics, Beijing. 

 

This still leaves 40 percent of the story. Share-holding was the first manner of SOE 

reorganization.
129

 It has given way over time to limited liability corporations (LLCs), in part due 

to the need for liability protection for overseas-listed entities.  

 

Despite the obvious commercial designation, LLC’s have always been treated separately from 

private firms. They are composed of subsidiaries of state enterprises such as ChemChina. These 

are concentrated in areas dominated by the state, the areas in which giant Chinese firms have 

been formed and sold stock for the purposes of domestic market protection and overseas 

expansion – the national champion notion.
130

 The true public sector includes the state, LLC’s, 

and shareholding entities. Hence, its investment share is approximately two-thirds (the remainder 

is not possible to characterize). 
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The state also leads elsewhere. Investment is financed chiefly by loans, where state firms absorb 

perhaps 80 percent. In bonds, the biggest “corporate” issuer has been the Ministry of Railways. 

Sectors which SOEs dominate accounted for nearly 85 percent of stock exchange capitalization 

at the end of 2011.
131

 

 

The other key input to production is labor. At the end of the third quarter of 2011, the explicit 

state share of employment was 56 percent, falling from 68 percent in the third quarter of 2005. 

However, the remaining category is “other,” which includes and obscures firms of mixed 

ownership that can be state controlled.
132

 

 

As state firms are less efficient, their share of capital and labor inputs is higher than their share of 

outputs such as production or sales. Official data on production are not useful but a plausible 

estimate for the state share of production is below the employment number. Given that the 

comprehensive state share of labor is likely notably higher than 56 percent, the true state share of 

production is probably in the neighborhood of 50-55 percent. 

 

What To Do, in China 

 

The long-standing and still most important problem with SOE’s is loss of access to the Chinese 

market. There is typically no market of 1.3 billion for American exports and firms operating 

within China, there is whatever the SOE’s leave behind. If considered strategic, an entire sector 

can be closed. In sectors that are open in principle, the capacity of SOE’s to outspend 

competitors keeps their share artificially high. This stems from state control of finance and other 

production inputs, especially land and electric power. 

 

The market is also smaller than it should be, because consumption is effectively taxed. The 

repression of competition and subsidization of inputs that enable overinvestment by inefficient 

SOE’s are financed by transferring income from households. Households pay more for inferior 

SOE goods and services, they pay more for land so SOE’s may locate freely, and they receive 

lower returns on their savings so SOE’s and state banks can both be subsidized. The State 

Council has embraced rebalancing consumption and investment since 2004 yet the opposite has 

occurred, because rebalancing would undermine SOE’s.
133

  

 

On the goal of macroeconomic control, it may be possible to nudge the Party to switch levers. 

Real interest rates have been negative for years but raising rates alone will do little if SOE’s treat 

repayment as optional. Even market interest rates – which conceivably are a huge step forward - 

cannot curb SOE’s if they are exempt. An indirect method of changing monetary policy, 

however, is through fiscal. The IMF recently advocated more use of fiscal policy and less of 
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banks in the Keynesian management China applies.
134

 The U.S. should support this change. If 

loans can be deemphasized, there will no longer be as much support for SOE’s overinvestment 

and their market share may shrink. 

 

The main event is shrinking the number of strategic sectors, as well as clarifying and perhaps 

capping the extent of state dominance of those sectors. Media may be a political necessity but 

machinery is no longer vital. Power may qualify as genuinely strategic but petrochemicals are 

only marginally so. Within the industries the Party refuses to relinquish, there is no sense of how 

big the state share must be – 51 percent, 75 percent, 90 percent? 51 percent in insurance, 75 

percent in shipping, 90 percent in oil? 

 

SOE’s will naturally grab as much as they can, and are doing so. The comatose Chinese market 

reform effort might be revived by sustained American demands, years overdue, for both 

immediate transparency and the smallest possible role for SOE’s across industries over time. 

These translate to the largest possible market shares for American goods and services and better 

conditions for profitable operation in those markets. Not coincidentally, they translate into the 

same things for Chinese private companies. 

 

Reducing the role for SOE’s will also permit actual investment-consumption rebalancing, a topic 

which has been discussed for years to no avail.
135

 It will thus help address the trade deficit and 

other bilateral and global irritants.
 
Presidential summits, the Strategic and Economic Dialogue – 

all tools should be employed to increase competition for SOE’s. 

 

What To Do, in the U.S. and around the World 

 

The third goal of the Hu government’s restoration of state leadership was to enable China to 

more successfully compete on global markets. This may seem a bit strange in retrospect but, in 

2002, the trade surplus was only $30 billion and outward investment was almost non-existent. As 

China’s trade and, now, its investment footprint has increased, responding to this new challenge 

from SOE’s has become more pressing. 

 

It is appealing to tie the flood of Chinese goods into the world economy since 2002 directly to 

the re-ascent of SOE’s starting at the same time, but the link is indirect. Exports require true 

competitiveness and are therefore an area of relative SOE weakness.  

 

The standard figure is that wholly and partly foreign-funded companies account for a bit over 

half of percent of exports.
136

 Domestic private firms generated over 30 percent of exports in 

2011. Since “foreign-funded” can include either a private or state majority owner, these numbers 
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cannot be combined. However, the state share of exports is very likely to be capped below one-

third and could be as low as one-fourth.  

 

The indirect link is that SOE control of the home market forces other firms, foreign and 

domestic, to seek customers overseas. As China gets richer, the internal market has become more 

attractive but it has also become inaccessible for many firms and they continue to export as a 

result. The best American response to SOE’s in exports is, thus, the same as in China: rolling 

them back in their home markets to the extent possible.  

 

A second step is to enhance competitiveness of American goods and services. This is huge topic 

but there are two dimensions: home and overseas. At home, among other things, simpler and 

fewer regulations and simpler and lower taxes will make U.S. companies more competitive 

against SOE’s. Overseas, bilateral, multilateral, and global trade accords will improve U.S. 

access. The Trans-Pacific Partnership (TPP) is a potentially wonderful initiative, but a lonely 

one. The U.S. should identify new countries for free trade talks, as well as seeing what can be 

salvaged from the WTO’s Doha round. 

 

In contrast to trade, the state drives outward investment. The Heritage Foundation’s China 

Global Investment Tracker documents large non-bond investments from 2005-2011, including 

totals for specific firms that are not in Chinese data.
137

 On Heritage numbers, state entities 

generated 94 percent of outward investment in 2011, roughly the same as in 2010. The largest 

investors are tightly state-controlled. This is very unlikely to change – outward investment is at 

the heart of the concept of national champions. 

 

Top Outward Investors 

CNPC 

Sinopec 

China Investment Corp. 

Chinalco 

CNOOC 
Source: Derek Scissors, “China Global Investment Tracker Interactive Map,” The Heritage Foundation, January 6, 

2012, at http://www.heritage.org/research/projects/china-global-investment-tracker-interactive-map (February 10, 

2012). 

 

In third markets, American policy concerning SOE investment should parallel trade. Enhancing 

corporate competitiveness and market access - the latter through investment expansion and 

protection such as in the TPP or bilateral investment treaties - will maintain or extend the $3.5-

trillion lead the U.S. has in global direct investment.
138
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At home, there is no short-term challenge. Chinese investment outside bonds has a trivial part in 

the U.S. economy, with the total since 2005 equivalent to less than half a percent of a single year 

of American GDP. There is a long-term issue, again stemming from the treatment of SOE’s in 

China itself. The regulatory protection and financial and other subsidies given to SOE’s could 

enable them to eventually distort competition in American markets. Chinese companies must be 

subject to all U.S. laws but special attention should be paid to anti-competitive practices, some 

possibly unintentional. Any major problems are some ways off but the U.S. legal system will 

need time to adjust to dealing with Chinese SOE’s. 

 

Conclusion: Market Over State 

 

SOE’s have become more important at home during the past eight years and are now becoming 

more important as international investors. The U.S. is scrambling to respond to the first event 

and must act soon to avoid having to scramble on the second. To improve policy, the U.S. 

should: 

 

1) Make as its top bilateral economic priority the clarification and reduction of the role of SOE’s, 

especially by trimming the large number of “strategic” sectors. 

 

2) Support IMF efforts to deemphasize bank lending as a macroeconomic tool for China, in favor 

of fiscal policy. 

 

3) Enhance the competitiveness of American companies by reducing regulatory and tax burdens. 

 

4) Improve access to foreign markets through bilateral and multilateral trade and investment 

agreements. 

 

5) Immediately begin to assess the capacity of anti-trust and other laws to address the behavior of 

Chinese SOE’s. 

 

There is also the matter of what the U.S. should not do. SOE’s constitute a competitive 

challenge, in China and to a lesser extent outside. This does not mean they are superior. SOE’s 

hurt Chinese households, waste resources and harm the environment, and strongly discourage 

entrepreneurship. They do not deserve imitation. The U.S. should not: 

 

A) Subsidize exports or investment to break into the Chinese market. (Never try to compete 

on subsidies with the PRC.) 

B) Punish American households by inhibiting competition through trade barriers. 

C) Block Chinese investment in the U.S. for political reasons. 

 

The stakes have been raised by the emergence of SOE’s onto the world stage. It has become that 

much more important to loosen their grip on the Chinese market. 
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HEAR IN G CO -C HA IR  C LEVELA ND:   I ntere st i ng .  T han k  you,  D r .  Sc i ssors .  
 Mr .  Mi lha u pt .  
 

STATEMENT OF CURTIS J. MILHAUPT 

PARKER PROFESSOR OF COMPARATIVE CORPORATE LAW 

FUYO PROFESSOR OF JAPANESE LAW 

 COLUMBIA LAW SCHOOL, NEW YORK, NY 

 
 MR.  MILH AUPT:   Good af ter noon.   Th ank  y ou very  muc h to  t he  
Commiss ion for  hav i n g  me he re .   I 'm  very  p lea sed to  have  t h is  opport un i ty  to  ta lk  
about  Ch ine se  S OEs  b efore  the  Commiss io n.  
 In deed ,  I  be l ieve  t hat  SOEs  are  o ne  o f  t he  keys  to  u nde rsta n di n g  the  
Chi nese  po l i t i c a l  e conomy an d the  f utu re  o f  Ch in a 's  g loba l  i nte ract io ns .   C h i na  
now ha s  the  th i r d - lar gest  num ber  o f  g lo ba l  Fort u ne  500  compa nies  a f te r  t he  
Uni te d State s  a nd Ja pan ,  a nd  the  n umber  o f  suc h comp an ies  ha s  bee n i ncre as i n g  
by  25  pe rcent  pe r  ye ar  s ince  2005.   Most  o f  these  are  SOEs ,  at  least  broa dly  
def i ne d.  
 These  f i rms  are  at  t h e  hear t  o f  s t ate  c ap i t a l i sm in  Ch in a ,  but  th ere 's  
s t i l l  a  gre at  dea l  to  b e  lear ne d a bout  w hat  migh t  be  ca l led  the  " orga ni zat iona l  
eco logy"  i n  w hic h  t he se  f i rms  oper ate .  
 We tend  to  as soc iate  Chi nese  SOE s  wit h  n ames  l ike  S ino pec ,  C h ina  
Mobi le ,  an d t he  l ike .   But  as  my  wr i t ten  te st imony  d isc us ses ,  t h ese  na t ion a l  
champ ions - - t he  ex ter na l  face  o f  C hi na ,  I nc . - -are  act ua l ly  j ust  o ne  fa cet  o f  an  
ext remely  comp lex  n etwork  o f  f i rms  wi th  broa d l ink age s  to  the  broa der  Ch ine se  
Party - State .  
 My  t ime i s  l im ite d,  a nd I  won 't  at tempt  to  desc r i be  t hese  netw orks  i n  
deta i l .   Th ey ' re  i n  my  wr i t te n s t atement  a nd a lso  in  a  l ar ger  ac ademic  s tu dy  w hic h  
i s  c i ted  in  the  s tatem ent .   
 But  I  do  w ant  to  take  my  t ime here  to  emp has ize  the  complex i t y  an d 
inte rcon necte dne ss  o f  the  e nt i t ies  i n  t he  C hi nese  s t ate  se ctor .  
 The  G loba l  Fo rtu ne  5 00  f i rms  are  part  o f  l arge  ve rt ic a l ly  i nte gr ated 
bus in ess  grou ps  w hos e  pare nt  company  i s  owned by  S AS AC,  the  s tate  s ha reho l der ,  
and  we h aven 't  ha d much d is cus s io n o f  S ASA C yet  to day .  
 These  bu s i ness  gro up s ,  i n  t ur n,  a re  i nter l i nked ,  for  e xamp le ,  t h roug h 
sha reho l d i n g  amon g key  f i rms  i n  the  gro u ps ,  t hro ug h jo int  ve n tures  or  s t rate g ic  
a l l ia nces ,  pa rt i cu lar l y  wi th  res pect  to  ove rseas  pro j ects  an d i n vestments .  
 The  n at io na l  b us ines s  grou ps  are  a lso  l i nke d  to  p rov in c ia l  b us in ess  
grou ps  an d even  to  s tate  org an s  whose  pr imary  foc us  i s  not  ec onomics ,  s uc h as  
un ivers i ty  rese arc h i nst i tute s .  
 As  we 've  hea rd  th is  mornin g,  w i t h i n  eac h  leve l  o f  the  co rpor at e  
h ier arc hy ,  a  Party  o r gan  sh adows  the  corp orate  org an s  t ha t  we ' re  more  fami l i ar  
wi th .   T he  Party  i s  pa rt ic u l ar ly  invo lve d in  h i gh - leve l  pe rson nel  dec i s ion s ,  a n d the  
Party  act ua l ly  se lect s  the  C EOs  o f  t he  to p 50  or  so  SOEs ,  not  th e  boar d o f  
d i re ctors .  
 At  the  top o f  th is  s t r uctu re  i s  S AS AC,  wh ic h  i s  i t se l f  a  r athe r  op aqu e  
ent i ty .   I  be l ieve  i t  h as  bot h  le ss  a n d mor e  power  a s  a  co ntro l l in g  s hare ho l der  
tha n meets  t he  eye .   I t  h as  less  power  in  t he  se nse  t hat  i t  mu st  sha re  con tro l  
r ig hts  wi t h  res pect  to  key  mana gement  ap po in tments  an d key  b us i ness  dec is ions  
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with  t he  P a rty  a nd w i th  othe r  mi n is t r ie s ,  b ut  i t  ha s  more  powe r  in  t he  se nse  tha t  
i t ' s  gover ned  by  a  s p ec ia l  s tat ute  ca l led  t he  St ate - Owne d E nte rpr ise  Asset  Law,  
enacte d i n  2008 ,  a f te r  a  lo ng  per iod o f  i nt erest  grou p a dj ustme nt  a nd ba rg a i n i ng .  
 The  S OE A sset  Law  pr o v ides  SA SAC  wit h  ve to  power  over  downs tream 
t ran sact ions  wit h i n  t he  g rou p.   So ,  in  e sse nce ,  SA SA C ca n by pa s s  the  boar ds  o f  
d i re ctors  o f  down stre am ent i t ies  in  d ivest i tures  an d mer gers  a n d the  l ike .  
 In  some respe cts ,  SA SAC t reat s  a l l  o f  the  app rox imate ly  1 20  ce ntra l  
SOEs  un der  i t s  su per v is ion as  a  s i n g le  e nt i ty - -a s  a  g i ant  d ive rs i f ied  co ng lomerate .   
I t s  a ct ion s  s ug gest  th at  i t  seeks  to  max imi ze  t he  co l lect ive  prof i tab i l i ty  a n d power  
o f  the  ce ntr a l  SOE s  r ather  th an t ak i n g  the  in div i d ua l  corpo rat i on or  cor por ate  
grou p a s  the  u ni t  to  be  max imi ze d.  
 One  exam ple  o f  th is  i s  the  pr act i ce  o f  rot a t in g  h ig h  leve l  ma na g ers  
among f i rms  in  the  sa me ind ust ry ,  w hic h  a s  the  dat a  i n  my  wr i t ten s t atement  
shows i s  q ui te  common.  
 I  do n' t  nece ssa r i ly  mean to  pa i nt  t h i s  a s  a  s in i s te r  a nd da rk  p ic ture .   
Every  cou ntry  has  a  u ni que  form of  c ap i ta l i sm,  a nd the  l i ne  bet ween the  s tate  a nd 
the  market  i s  dr awn somewhat  d i f fere nt ly  everywhere .  
 Some of  the  feat ures  o f  in du str ia l  o rg an iz a t ion I 've  desc r i bed h ave  
par a l le l s  in  o ther  cou ntr ies ,  suc h a s  J ap an ,  for  exam ple ,  w i t h  th e  ke i ret su,  or  t he  
chae bo l  in  Kore a.   F r ance  has  a  comp arat i ve ly  h i g h  de gree  o f  g overnment  
owners hi p  o f  bus i nes s ,  b ut  I  be l ieve  t he  d egree  an d exte nt  o f  i ntermi ng l i ng  
between b us i nes s ,  government ,  a nd t he  Pa rty  i n  C hi na  i s  un prec edente d a n d 
poses  a  rea l  po l icy  conu nd rum fo r  po l icym akers  in  the  Un i ted S tates .  
 In  te rms  o f  po l i cy  res ponse s ,  I  s ta r t  f rom the  p remise  t hat  s tate -
owned e nter pr ises ,  C hi nese  a n d othe rwise ,  are  here  to  s tay ,  th at  they  are  go i ng  
to  be  l ast i n g  acto r s  i n  the  g loba l  economy  an d i n  t he  U .S .  econ omy.   So  the  f i r s t  
task  i s  to  f u l ly  u n der stan d how state  ca pi t a l i sm in  Ch in a  ac tua l l y  operate s ,  a nd  I  
certa in ly  a pp lau d t h i s  Commiss io n's  work  and  the  an n ual  re por t  in  ma k i ng  
hea dway  a ga ins t  th at  b i g  top ic .  
 But  I  th i nk  more  wor k  need s  to  b e  do ne  t o  un derst an d how th e  
Chi nese  b us i ness  g roups  are  o rga n ize d a n d gover ned ,  a nd  exac t ly  wha t  ro le  S AS AC 
p lay s  i n  t he  gover na n ce  o f  the  s tate  sector .  
 Above  a l l ,  i t ' s  not  po ss i b le  to  determi ne  w hethe r  t he  SO Es '  out ward 
t rap pi n gs  o f  co rpor at eness ,  th at  i s  gover n ance  by  a  boar d o f  d i rectors  
respo ns i b le  to  an  eco nomica l ly  mi nde d i nv estor  b ase ,  are  dese r v ing  o f  c re de nce  
f rom a  po l icy  per spec t ive  u nles s  we  un ders tan d who i s  u l t imate l y  respo ns i b le  for  
key  mana ger ia l  an d s t rate g ic  dec is io ns  wi t h i n  the se  f i rms  an d t he  exte nt  to  wh ic h  
lega l  a nd  market ,  as  oppose d to  po l i t i ca l ,  cons i der at ion s  a re  ce ntra l  to  t he  
corporat e  gover na nc e  an d i nce nt ive  s t r uc tures  i n  the se  f i rms .  
 At  a  s u bsta nt ive  leve l ,  a  t hres ho l d  po l icy  q uest io n i s  whe ther  w e 
need ad di t ion a l  a cros s - the - boar d re gu lat ions  or  scree ni ng  dev i c es  on C hi nese  
SOEs .   I  ten d to  be l ie ve  that  we  do  not .   I  th i nk  t he  C FIU S proce ss  i s  fa i r ly  rob ust ,  
and  th at  e nact in g  a d di t iona l  sc reen in g  r e qu irement s  cou ld  ca u se  more  ha rm th an 
good,  par t i c u l ar ly  be cause  fore ig n  gover n ments  a re  l ike ly  to  re spon d i n  k in d,  an d 
as  we  d isc uss ed t h i s  mornin g,  I  t h i nk  i t  do es  bea r  ment ion in g  t hat  ma ny  en t i t ies  
in  t he  U ni te d State s  coul d  be  ch arac ter i ze d by  an  u nsympat het i c  fore i gn  
governmen t  as  SOE s .  
 I t  does n ' t  matte r  ho w we woul d  ch ara cte r ize  them .   I t  matter s  how 
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they  cou ld  be  c ha ract er iz ed by  a  fore i g n  g overnment ,  an d I 'm n ot  sure  we  wan t  to  
go  down the  road  o f  c reat in g  en t i re ly  se p arate  body  o f  fore ig n  investme nt  a nd  
t rade  law for  SOEs .  
 Hav i ng  sa i d  t hat ,  I  d o  be l ieve  th at  U .S .  l eg i s lat ures  an d po l i cymakers  
need to  care fu l ly  rev i ew our  nat io na l  l aws  reg ulat i ng  ma rket  ac t iv i ty  to  e nsu re  
that  t hey  a de qu ate ly  contempl ate  a n  eco n omy in  wh ich  SOE s  ar e  major  acto rs .  
 The  t hree  ex ample s  I  g ive  i n  my  wr i t te n s t atement  a re  fe der a l  
secur i t i es  l aws ,  t he  a nt i t ru st  l aws ,  an d b i l atera l  i nvestment  t re at ies .  I  th ink  i n  
each o f  the se  are as ,  i t ' s  not  obv io us  t hat  t he  l aw contem plate s  and  a deq uate ly  
add resse s  S OEs  a s  ma rket  acto rs .  
 I ' l l  c lose  wi th  an  e xa mple  f rom Euro pe  t h at  I  t h i nk  i l lus t rate s  t he  
app roac h t hat  w i l l  i n creas in g ly  be  necess a ry  in  the  Un i te d St at es .   In  two  rece nt  
ant i t r ust  c ases  invo lv in g  C hi nese  SOEs ,  the  Euro pea n Commiss ion sa id  the  o nly  
way  to  asse ss  t he  ma rket  imp act  o f  the  pr oposed t ra nsact ion s  was  to  de lve  
deep ly  i nto  t he  con n ect ions  betwee n t he  part ic u la r  C hi nese  SO Es  i nvo lved in  the  
t ran sact ions  an d t he  wider  Ch ine se  s t ate .   I  t h i nk  th is  i s  t he  be st  way  forw ar d - -
market  by  ma rket ,  f i r m -by- f i rm a na lys i s ,  w i th  an  eye  towar d e f f ectuat in g  t he  
un der ly i ng  o bject iv es  o f  eac h p art icu la r  s u bsta nt ive  are a  o f  l aw .  
 That 's  not  go in g  to  b e  easy .   I t ' s  go i ng  to  be  d i f f i c u l t .   I t  w i l l  b e  
pa i nst ak i ng ,  b ut  I  do n' t  th ink  th at  th ere  i s  a  be t ter  a l te rn at ive .  
 So  tha nk  yo u very  mu ch,  an d I  look  forw ar d to  our  d isc uss ion .  
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One distinctive feature of Chinese state capitalism is the 

existence of approximately 120 large, state-owned enterprises 

(SOEs) controlled by organs of the national government in 

critical industries such as steel, telecom and transportation.  

Although only a few of these firms are household names outside 

China, they dominate major industries within that country and 

are increasingly active in global markets.  As The Economist 

recently noted, “as the economy grows at double digit rates year 

after year, vast state-owned enterprises are climbing the 

world’s league tables in every industry from oil to banking.”
139

  

China now has the world’s third largest concentration of Global 

Fortune 500 companies (sixty-one)
140
, and the number of Chinese 

companies on the list has increased at an annual rate of 25% 

since 2005.   

 

More than two-thirds of Chinese companies in the Global Fortune 

500 are state-owned enterprises.  Excluding banks and insurance 

companies,
 141

 controlling stakes in the largest and most 

important of the firms are owned ostensibly on behalf of the 

Chinese people by a central holding company known as the State-

Owned Assets Supervision and Administration Commission (SASAC), 

which has been described as “the world’s largest controlling 

shareholder.”
142

  Though the elite firms such as Sinopec and 

China Mobile (commonly referred to as “national champions”) are 

listed on stock exchanges in Shanghai, Hong Kong or other world 

financial capitals, they are nested within vertically integrated 

groups.  Their majority shareholder is the “core” company of the 

group – which is itself 100% owned by SASAC.  The core company 

coordinates the group’s activities and transmits business policy 

                     
139

 The Economist, March 12, 2011, p. 79. 
140

 Behind the United States and Japan.  Global Fortune 500 rankings are based on revenues. 
141

 The banks are majority owned by other agencies of the state, and supervised by the Chinese Banking Regulatory 
Commission and the People’s Bank of China. 
142

 Boston Consulting Group, SASAC: China’s Megashareholder (Dec. 1, 2007), available at 
http://www.bcgperspectives.com/content/articles/globalization_strategy_sasac_chinas_megashareholder/.   

http://www.bcgperspectives.com/content/articles/globalization_strategy_sasac_chinas_megashareholder/
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to group members.  Individual corporate groups are often linked 

through equity ownership and contractual alliances to groups in 

the same or complementary industries, to provincial-level 

business groups, and even to state-controlled institutions 

without a direct economic role, such as universities.  Top 

corporate managers simultaneously hold important positions in 

the government and the Chinese Communist Party.   

 

While the basic outlines of this system are now widely known, in 

many respects the concept of state capitalism in China – 

particularly the organizational structure and broad governance 

regime surrounding the SOEs under SASAC supervision – remains a 

black box.  Understanding the full implications of “state 

ownership and control” in the Chinese context requires expanding 

the unit of analysis beyond individual, listed companies and 

examining the larger organizational ecology in which the 

national champions operate.   

 

In this brief written statement, I hope to shed some light on 

the mechanisms of state capitalism in China by exploring the 

architecture of its central SOEs,
143
 and to raise some of the 

potential policy implications of my analysis. 

 

The Architecture of Chinese SOEs 

 

State capitalism in China has a remarkably complex architecture.  

Critical to understanding Chinese SOEs is an appreciation of the 

extensive networks in which they are enmeshed.  The national 

champions that serve as the external face of the SOEs are 

typically part of a vertically integrated business group focused 

on a particular industry or sector, not diversified groups 

involved in a range of industries.  Corporate groups must be 

registered with the central government in order to be recognized 

as such.  One of the key benefits of group registration is 

eligibility to establish a finance company, described below.  

Shareholding within these groups is hierarchical: firms higher 

in the structure own downstream subsidiaries, but there is very 

little upstream or cross-ownership among group firms.  These 

features of Chinese corporate groups contrast with most Japanese 

(so-called horizontal) keiretsu, which are diversified groups 

with extensive cross shareholding among member companies.   

 

The individual business groups have several distinct components:  

                     
143

 A more detailed analysis of the subject can be found in Li-Wen Lin & Curtis J. Milhaupt, We are the (National) 
Champions: Understanding the Mechanisms of State Capitalism in China, available at  
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1952623. 
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1.  Core (Parent) Company:  The top firm in the group is the 

core company, whose shares are wholly owned by SASAC.  Core 

companies were typically formed by “corporatizing” a government 

ministry with jurisdiction over a particular industry.  For 

example, each of the core companies in the national petroleum 

groups was hived off from the former oil ministry and 

transformed into a corporate entity with limited liability, a 

board of directors, and shares held by a state-affiliated 

shareholder.  The core company acts as a holding company, 

serving as an intermediary between SASAC and group firms that 

engage in actual production.  The core company coordinates 

information flow and resource allocation within the group.  It 

transmits policy downward from the state to group members, and 

provides information and advice upward from the group to state 

economic strategists and planners.
144
   

 

2.  Listed company:  The external face of the national champion 

is not a group of companies but a single firm, a minority of 

whose shares are publicly traded on Chinese or Hong Kong stock 

exchanges and often on other major exchanges as well.  For 

example, PetroChina, one of the largest oil companies in the 

world, whose shares are listed on the Shanghai and New York 

Stock Exchanges, is the external face of the CNPC Group, whose 

core company is the China National Petroleum Corporation.   

 

While the listed firms are the focus of most scholarly and media 

attention devoted to Chinese corporate governance, a much 

broader lens is required to fully understand Chinese state 

capitalism.  

 

3. Finance company:  As noted, one of the key benefits of 

registration as a corporate group is eligibility to establish a 

finance company – a nonbank financial institution that provides 

services to group members.  Finance companies are exempt from 

the general prohibition in Chinese law on inter-company lending.  

Under the current legal framework, a finance company provides 

services on behalf of group members similar to those of 

commercial and investment banks.  Subject to approval by banking 

regulators, they are authorized to engage in a wide range of 

activities, including accepting deposits from and making loans 

                     
144

 Internal group governance structures are specified in a legally binding agreement called Articles of Grouping, 
which is adopted by all members.  The core company dictates the terms of the Articles, and the internal 
governance rules grant it veto rights with respect to the group.  Many Articles of Grouping provide for plenary or 
management bodies to facilitate group or delegated decision making, respectively, but these organs typically 
either have only advisory power or are structured so that the core company effectively controls their decision 
making processes. 
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to member companies, providing payment, insurance, and foreign 

exchange services to members, and underwriting the securities of 

member firms.  They also engage in consumer finance related to 

the products of group members, and invest in securities issued 

by financial institutions.   Deposits from group member 

companies comprise their main source of funds.  Almost all 

finance companies are members of state-owned groups, either at 

the national or provincial level, and many are formidable in 

size.   

 

The creation of nonbank finance companies within business groups 

– what one commentator has called “outside the plan financial 

intermediaries”
145
 – poses an obvious competitive threat to the 

largely state-owned commercial banking sector.  As such, Chinese 

regulators have been vigilant about not expanding the scope of 

finance company activities to the point that they constitute a 

complete substitute for Chinese commercial banks, which remain 

an important source of funding for SOEs.   

 

4. Research Institutes:   Chinese policy makers have encouraged 

business groups to include research institutes as members in 

order to promote high technology development and increase 

international competitiveness.  Most of the national business 

groups contain one or more research institutes.  The research 

institutes conduct R&D, particularly applied research in areas 

related to the group’s products and production processes.  

Often, the research institutes collaborate with universities on 

particular projects to derive complementarities between the 

applied focus of business R&D programs and the theoretical 

approach of academic researchers.  Typically established as not-

for-profit institutions, the research institutes receive funding 

from the core company in the group.   

 

Larger Networks  

 

The foregoing are the main components of the corporate groups 

and the mechanisms by which member firms are linked.  But the 

individual groups are embedded in larger networks involving the 

Chinese state and the Party. 

 

1.  Inter-group Networks:  While groups in the same industry do 

compete domestically, SASAC has encouraged collaboration among 

the national groups in overseas projects to increase their 
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 Yingyi Qian, Financial System Reform in China: Lessons from Japan’s Main Bank System, in Masahiko Aoki & 
Hugh Patrick eds., The Japanese Main Bank System: Its Relevance to Developing and Transforming Economies 552, 
569 (1994).  



159 

 

global competitiveness.  These linkages (in the form of joint 

ventures or contractual alliances among SOEs in the same or 

complementary industries), are designed to facilitate 

technological development, as well as a host of other 

objectives, such as information sharing, marketing, and pooling 

of capital for capital-intensive projects.   

 

2. National-Provincial Champion Networks:   National groups 

under SASAC supervision are sometimes linked to business groups 

under the control of local governments.  These linkages are the 

result of an evolving dynamic between the central and local 

governments.  Initially, local governments sought investment 

from the national groups to rescue moribund local SOEs. As the 

national groups expanded, local governments began to view them 

as a competitive threat to local businesses.  Local 

protectionism increased, and a push was made to create 

“provincial champions.”  The relationship between national and 

local groups appears to be in flux again as a result of the 

global financial crisis, which prompted renewed cooperation.  

The local governments now view the national champions as sources 

of support for small and medium-sized enterprises, which 

suffered when they lost the backing of foreign and private 

companies.  For the national groups, which are under pressure 

from their governmental supervisors to grow, tie-ups with local 

groups are an avenue of expansion.   

 

3.  Business Group-Government/Party Networks:   The leading 

business groups are tied to institutions of the central 

government and the Chinese Communist Party in many ways.  For 

example, an organization called the China Group Companies 

Association is formally designed as an intermediary between the 

national business groups and the central government.  Its board 

of directors is composed of senior government officials and top 

managers of the most important national business groups. The 

Association is a vehicle for conveying the concerns of top SOE 

managers to the State Council.  A second bridge between the 

groups and the party-state is the practice, with roots dating to 

the period prior to the establishment of SASAC, of granting 

substantive management rights over a nationally important SOE to 

the ministry with supervisory authority over the industry in 

which it operates.  Personnel exchanges between SASAC and the 

SOEs it supervises creates another link.  Finally, a number of 

positions in elite government and party bodies such as the 

National Peoples Congress and the National Congress of the 

Communist Party are reserved for leaders of the national SOEs.     
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SASAC as Controlling Shareholder 

 

Atop the national groups is SASAC, ostensibly “the world’s 

largest controlling shareholder.”  But drawing definitive 

conclusions about SASAC’s precise role and the scope of its 

authority in the governance of the national SOEs is difficult.  

The agency has both less and more power vis-à-vis the SOEs under 

its supervision than meets the eye.     

 

SASAC, established under the State Council in 2003, represents 

an attempt to consolidate control rights over the national SOEs.  

In the past, the corporatization effort was complicated by 

dispersed control rights held by a variety of ministries with 

jurisdiction over separate activities such as trade and 

investment, as well as the Communist Party, which was involved 

in wage and labor issues.  This legacy persists: SASAC defers to 

other agencies, and even to the SOEs themselves, on substantive 

issues outside its realm of expertise.  SASAC’s location in the 

government organizational chart may contribute to this tendency.  

Although SASAC is a ministerial level agency, so are fifty-three 

of the most important SOEs under its supervision.  As one 

commentator notes, “In practice, SASAC has faced an uphill 

struggle to establish its authority over the SOEs that it 

supposedly controls as a representative of the state owner.”
146
   

 

In a key area of control – senior managerial appointments in the 

central SOEs – SASAC shares decision rights with the Communist 

Party in a highly institutionalized arrangement.   The top 

positions in fifty-three central enterprises, including board 

chairmen, CEOs, and Party Secretaries, are appointed and 

evaluated by the Organization Department of the Party.  This is 

a legacy of appointments practice prior to the establishment of 

SASAC.  Some of these positions hold ministerial rank equivalent 

to provincial governors and members of the State Council; others 

hold vice-ministerial rank.  Deputy positions in these 

enterprises are appointed by the Party Building Bureau of SASAC 

(the Party’s organization department within SASAC).  A separate 

division of SASAC, the First Bureau for the Administration of 

Corporate Executives, assists in this appointment process.  

Appointments and evaluations of top executives in the remaining 

central enterprises are made by yet another division of SASAC, 

the Second Bureau for the Administration of Corporate 

Executives.     
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 Mikael Martin, Whose Money? The Tug-of-War over Chinese State Enterprise Profits, FIIA Briefing Paper No. 79 
(April 2011). 
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Note that the standard corporate mechanism for the appointment 

and evaluation of senior executives – the board of directors – 

is missing entirely from this process.  Indeed, only thirty-five 

of the core companies of the national business groups even have 

boards of directors as of this writing.  Although SASAC and the 

Party have begun taking steps to bring boards of directors into 

the appointments process and to create boards for those core 

companies which do not yet have them, the steps taken thus far 

leave little doubt that the Party does not intend to relinquish 

appointment authority with respect to the most important 

enterprises and the highest level appointments. 

 

SASAC and the Party also rotate senior corporate and party 

leaders among business groups.  (See Table 1)  Most of the 

corporate rotations reflected in the table are of directors or 

vice CEOs, and the party rotations are for positions below 

Secretary of the Party Committee.  However, from time to time 

top executives in key industries have been rotated.  For 

example, in April 2011, SASAC rotated the CEOs of the three 

central petroleum enterprises, each of which is a Global Fortune 

500 Company.  Such rotations are obviously in tension with the 

separate corporate and competitive identities of the firms.  The 

practice may suggest that the national SOEs are treated for some 

purposes as a diversified meta-group under common, if 

attenuated, control of SASAC.  As Table 1 shows, leaders are 

also rotated among the spheres of business, government, and the 

Party.   

 

[Insert Table 1 here] 

 

 

In contrast to these institutional constraints against SASAC’s 

sole authority over the SOEs, the agency’s legal footing places 

it in a position of unusual strength as a shareholder.  Until 

recently, there was no overarching legal authority governing 

SASAC in its role as controlling shareholder.  In 2008, a Law of 

the Peoples Republic of China on State-Owned Assets of 

Enterprises (SOE Asset Law) was enacted to “safeguard[] the 

basic economic system of China…, giving full play to the leading 

role of the State-owned economy in the national economy.”
147

  In 

essence, the law formally recognizes SASAC as an investor – a 

shareholder in the national SOEs, with the ordinary rights and 

duties of a shareholder.  Ostensibly, the law confines SASAC to 

this role
148
 and governs the agency’s performance of its 
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 SOE Asset Law, Art. 1.   
148

 SOE Asset Law, Arts 11-14. 
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functions as an investor.
149

  But there are no formal mechanisms 

in the law to enforce SASAC’s responsibilities, and in reality, 

the law grants SASAC powers greater than those available to it 

as a shareholder under China’s Corporate Law.  Most importantly, 

the law essentially grants SASAC veto power over share transfers 

that take place downstream within the SOE corporate groups.  

Thus, SASAC can bypass the board of directors in consolidating 

or transferring control of corporations under its supervision. 

 

Potential Policy Implications   

 

State-owned and affiliated enterprises are an important part of 

the Chinese domestic economy, and are likely to be influential 

actors in China’s political economy for the foreseeable 

future.
150

  They are also likely to be increasingly active 

players in the global economy.  At the current pace, China will 

soon surpass Japan as home to the second largest number of 

Global Fortune 500 companies.   

 

There is a danger, of course, in treating all “SOEs” – even 

those from a single country, as monolithic actors who march to a 

single drummer.  The reality is much more complex, and we should 

expect heterogeneity among Chinese and other SOEs to increase as 

they interact in global markets.  This obviously complicates the 

task of policymakers in determining how to respond to investment 

and other market activities by SOEs.  The United States has a 

robust regulatory framework for foreign investment provided by 

the CFIUS process under Exon-Forio and the Foreign Investment 

and National Security Act (FINSA), as well as industry specific 

requirements.  I doubt that the benefits of additional, general 

screening requirements directed at Chinese and/or SOE 

investments in the United States would outweigh the costs, 

including the likelihood that other governments will reciprocate 

with restraints on U.S. foreign investment activity.
151
   

 

However, as I hope the foregoing analysis indicates, the Chinese 

SOE sector is highly complex in its organizational structure and 

deeply linked to other organs of the Chinese party-state.  

                     
149

 See e.g., SOE Asset Law, Art. 69 provides for unspecified disciplinary measures against SASAC staff who neglect 
their duties as investor.  Art. 70 subjects a shareholder representative appointed by SASAC to personal liability for 
loss caused by failure to carry out SASAC’s instructions.    
150

 For a similar conclusion, see the prepared statement of Dr. Derek Scissors before this Commission on March 11, 
2011, available at 
http://www.uscc.gov/hearings/2011hearings/transcripts/11_03_30_trans/11_03_30_final_transcript.pdf. 
151

 Numerous U.S. entities might plausibly be defined by foreign lawmakers as state-owned or controlled, including 
General Motors, Fannie and Freddie, the Alaska Permanent Fund Corporation, and any financial institution with 
outstanding liabilities to the government under an emergency program such as TARP. 

http://www.uscc.gov/hearings/2011hearings/transcripts/11_03_30_trans/11_03_30_final_transcript.pdf
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Outward appearances of adherence to standard corporate law norms 

and governance principles may be somewhat misleading without a 

complete understanding of the larger organizational ecology in 

which these firms operate.  In order to evaluate the adequacy of 

the U.S. regulatory regime, legislators, policymakers and 

scholars must extend the focus of analysis beyond individual 

(particularly listed) firms, and take account of the broader 

networks in which Chinese SOEs operate.  They must also come to 

a better understanding of the role and objectives of SASAC in 

the governance of the national business groups.  

 

The reality of SOEs – Chinese and otherwise – as major actors in 

the global economy raises a basic question for U.S. legislators 

and other policymakers: Do existing laws regulating market 

activity adequately contemplate an economy in which state-owned 

or controlled enterprises are major players?   

 

In some specific areas of law, measures have been taken to 

address the issue.  For example, the Department of Justice, with 

judicial support, takes the position that under the Foreign 

Corrupt Practices Act, a bribe to an employee of an SOE is 

treated as an improper payment to a foreign government official.  

And in FINSA, Congress resolved several possible areas of 

ambiguity in the CFIUS process with respect to mergers and 

acquisitions of U.S. corporations by government-controlled 

enterprises.   

 

In other important areas, however, it may be necessary to re-

examine the adequacy of the current legal regime in the face of 

SOE market activity.  Without attempting to provide an 

exhaustive list, I offer three examples. First, does the federal 

securities law disclosure regime provide investors with a 

complete and accurate picture of the ownership and governance of 

Chinese SOEs?  This question is important both where the shares 

of a Chinese SOE are listed on a U.S. exchange, and where a 

Chinese SOE acquires shares of a U.S. publicly listed company.  

Problems with Chinese firms listed on U.S. securities markets 

through the so-called reverse merger process have generated 

significant skepticism about the quality of auditing practices 

and the accuracy of public disclosures of Chinese firms 

accessing the U.S. capital markets.  While reverse mergers have 

not been the listing method used by Chinese SOEs, these problems 

do highlight potential inadequacies in the U.S. listing and 

disclosure regime vis-à-vis Chinese issuers.  With respect to 

securities investments in U.S. firms, the Williams Act 

disclosure regime should be re-examined to ensure that it is 

adequately designed to reveal all material information about a 
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foreign state-owned or controlled shareholder, particularly 

where the shareholder may be investing in concert with other 

entities under ultimate control of the state.  

 

Second, is the antitrust regime equipped to accurately assess 

the competitive effects of SOE behavior in U.S. markets?  At a 

very basic level, it is worth noting that the Sherman Act speaks 

only of private restraints of trade. Are SOEs private actors for 

purposes of the antitrust laws?  What is the relevant unit of 

analysis in considering market effects of SOE conduct – a 

specific firm, the business group to which it belongs, or a 

number of groups under common control of a state shareholder?  

The European Commission appears to have adopted a sensible 

approach to this issue.  In two recent cases involving Chinese 

SOEs, the Commission “delved deeply into … [the] SOE’s 

relationship with the wider Chinese state.”
152
  In those cases, 

the Commission took the position that since the SOEs are owned 

by the Chinese state, it is necessary to assess whether the SOE 

is an independent entity or whether it belongs to a larger 

group, including other enterprises over which the state 

exercises decisive influence.
153
   

 

A third example is the proper scope of investment treaties to 

which the United States is a party.  Bilateral investment 

treaties (BITs) generally provide for investor-state, but not 

state-to-state, dispute resolution.  Where an investment is made 

by a state-owned or controlled enterprise, should that entity be 

characterized as an “investor” for purposes of the treaty, such 

that a dispute relating to the investment falls within the scope 

of the BIT’s procedures? Or is the dispute more properly 

characterized as state-to-state, and thus outside the scope of 

the BIT?
154

 

 

As these brief examples illustrate, given the increasing 

interactions of Chinese SOEs in the global economy, evaluating 

the adequacy of U.S. laws regulating market activity by state-

owned or controlled enterprises requires a deeply contextualized 

understanding of the organizational structure of Chinese 

business groups and their relationship to the wider Chinese 

state.  
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Table 1 Leader Rotations in the Chinese Central 

Enterprises    

Year Leader Rotations: 

  Between 

Central 

Enterprises 

From Central 

Enterprises 

to 

Government/Pa

rty 

From 

Government/Part

y to Central 

Enterprises 

From Local 

SOEs to  

Central SOEs 

Total 

Rotation

s 

2004 27 6 13 0 46 

2005 27 5 14 0 46 

2006 20 3 10 1 34 

2007 33 7 16 0 56 

2008 NA NA NA NA 50 

2009 NA NA NA NA 27 

*Leaders including members of board of directors, CEOs, vice CEOs, chief 

accountants, secretaries of Party Committee, deputy secretaries of Party 

Committee, and secretaries of the Party’s Discipline Inspection Committee. 

** Data Source: China’s State-owned Assets Supervision and Administration 

Yearbooks 2005, 2006, 2007, 2008, 2009, 2010. 
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Pan el  I I I  –  Q u est ions  an d A nswers  

 
 HEAR IN G CO -C HA IR  C LEVELA ND:   Ter r i f i c .   Tha nk  you .  
 Commiss ione r  Wort z e l .  
 COMMIS SIO NER WO R TZEL :   Th ank  you a l l  f o r  your  very  he l pf u l  
wr i t te n s ubmi ss io ns  and  your  o ra l  test imo ny.  
 Ms.  Drake ,  you d i scu ssed in  yo ur  te st imon y  a  CF IU S - l ike  proce s s  tha t  
might  be  use d as  a  te st  o f  SO Es  a n d whet h er  they ' re  o pera t i ng  un der  ma rket  
ru le s .   I  wo nde r  i f  you or  a ny  o f  t he  ot her  pan e l i s t s  co ul d  out l i n e  some of  the  
cr i te r ia  th at  wou ld  b e  use d i n  t h is  CF IU S - l ike  bo dy  th at  you su g gest?  
 An d wh at  a ge n c ies  o r  dep artmen ts  o f  t he  f edera l  government  w ould  
oversee  an d ma na ge  that  proce ss?    
 An d th en t h i s  i s  k i nd  o f  re la ted ,  b ut  par t ic u la r ly ,  Derek ,  yo u te l l  us  
what  t he  U ni te d Stat es  sho ul d  not  do .   You sa id  the  Un i ted  St a tes  sho ul d  not  
exc lu de  SOE S,  C hi ne s e  SOEs ,  for  po l i t i c a l  pu rposes .   I  ac cept  t hat .   B ut  i f  you 
accept  the  CF IU S p rocess  a nd  hav in g  nat iona l  sec ur i ty  conce rn s  as  va l i d ,  wh ere  
coul d  they  be  ex pa nd ed?  
 In  ot her  wor ds ,  woul d  the  ent i re  e nter pr i se  o f  the  Un i te d St at es  
Army be  co ns ide red a  nat io na l  sec ur i ty  a ss et?   Woul d  ou r  e lec t r ica l  power  gr id  be  
a  na t ion a l  secu r i ty  as set?   Or  o ur  nuc lea r  p la nts?    
 So  any  o f  you c an comment ,  b ut  Ms .  Drak e  to  s tart .  
 MS.  DR AKE:   T ha nk  y ou so  muc h,  Commiss ioner .  
 In  te rms  o f  a  CF IU S - l i ke  proces s  or  t he  C FI US p r ocess  i t se l f  i f  i t s  
manda te  were  ex pa n ded,  I  t h i nk  t here  are  a  n umber  o f  c r i ter ia  they  cou ld  look  at  
in  prov i d i ng  more  fu l some assessme nt  o f  S OE inve stment  in  the  Uni te d State s .   Of  
course ,  they  a l rea dy  app ly  a  he ig htene d le ve l  o f  sc rut iny  to  SOE  investme n ts ,  b ut  
only  look i n g  to  the  n at ion a l  se cu r i ty  impl i cat ion s .   
 There  are  mode ls  i n  Can ada  a nd e lsew her e  that  a l so  look  at  
economic  imp l i cat io n s .   T he  C an ad ian  mod el  looks  a t  employme nt  im pacts ,  t he  
t rade  imp acts ,  b ut  i t  a l so  looks  at  how the  propos ed inves t men t  woul d  imp act  
sourc in g  o f  raw mate r ia l s  i n  Can ad a,  wou l d  imp act  C an ad ia n te chno logy  a nd  
in novat ion  po l ic i es ,  a nd so  i t ' s  a  muc h b roader  per spe ct ive .  
 They  a lso  look  at  ho w i t  w i l l  impac t  Ca na dia n c u l t ur a l  po l ic ie s ,  whi ch  
I  do n' t  th ink  wo ul d  n ecessar i ly  be  anyt h i n g  we wou ld  in c l ude  i n  our  p rocess ,  b ut  
i t  cert a i n ly  i s  mu ch more  broa d th an na t i ona l  secu r i ty .  
 An d a lso  whe n t hey  l ook  at  SOE inves tmen ts ,  i n  part ic u la r ,  t hey  look  
at  the  gover na nce  s t r uctu re  o f  t he  SOE,  an d they  look  at  t he  co mmerc ia l  o r  la ck  
o f  commerc ia l  oper at ions  o f  th at  SO E to  d etermine  how t hat  w ould  imp act  ea ch 
o f  the  eco nomic  f act ors  th at  i t  looks  a t ,  a nd t ra ns pare ncy  i s  on e  o f  the  key s  he re .   
 Creat in g  a  proce ss  l ik e  th i s  at  a  mi n imum would  g ive  us  more  
info rmat ion  a bout  SO E inves tment s  tha t  ar e  occur r i ng  in  the  Un i ted State s ,  an d 
where  necess ary  wo u ld  g ive  us  t he  a bi l i ty  to  ask  t hose  i nvestor s  to  su bmit  to  
certa in  un der tak i n gs  or  certa in  monitor in g  arr an gements  or  o th er  th in gs  to  
ensu re  t hat  t hey  a ctu a l ly  are  invest i ng  o n a  commerc ia l  b as i s ,  p art ic u lar ly  wi t h  
rega rd  to  acces s  to  c r i t i ca l  raw mate r i a l s  and  cr i t i c a l  te ch no lo g ies  i n  the  U. S .  
 R ig ht  now whe n C FIU S looks  a t  th is ,  i t  looks  at  w hat 's  c r i t i ca l  f rom a  
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nat io na l  sec ur i ty  pe r spect ive ,  wh ic h  i s  o f t en a lso  economic a l ly  c r i t i ca l ,  but  the re  
are  othe r  a spect s  o f  that  an a lys i s  t hat  coul d  look  at  the  e cono mic  impa cts .  
 In  te rms  o f  w hat  age nc ie s  cou ld  over see  t h is  proce ss ,  I  t h i nk  t hat  
coul d  be  a  matte r  o f  deb ate .   I t  co ul d  be  with in  CF IUS .   I t  co ul d  be  a  se pa rate  
process .   I t ' s  ce rta in l y  s omethi ng  t hat  you  would  wan t  to  h ave  a  lo t  o f  
inte rage ncy  in p ut  i nt o  to  ensu re  t hat  i t ' s  t ak in g  into  accou nt  a l l  o f  the  d i f fe rent  
domest ic  inte rests  he re  i n  the  Un i te d St at es .  
 An d I  ju st  wa nt  to  un der l in e  I  abso lute ly  a gree  w ith  my  fe l low 
pan e l i s t s  t hat  f ore ig n  investme nt  ca n br in g  enormou s  be nef i t s  in  te rms  o f  
employment ,  in  term s  o f  economic  growt h ,  an d I 'm not  at  a l l  p r opos in g  t hat  we  
ban  SOE  i nvestment  or  anyt h i ng  o f  t he  k i nd,  s im ply  t hat  we  m ake  su re  i t  act ua l ly  
i s  se rv in g  t he  i nte res ts  o f  t he  U ni te d S tat es  broa d ly  wr i t ten .  
 DR.  S C I SSOR S:   Ok ay .   You know sectors ,  th is  i s  one  o f  those  th i ngs  
"you know i t  whe n yo u see  i t , "  b ut  I ' l l  t ry  t o  g ive  a n  out l i ne  her e .   Let ' s  a ss ume 
that  t here 's  go i ng  to  be  a  s er io us  co nfro nt at ion in  the  fu tu re  b etween t he  U .S .  
and  C hi na .   SO Es  wi l l  respo nd to  t he  d i rect ives  f rom t he i r  gover nment .   Th ey  may  
not  l ike  i t ,  t hey  may  act ive ly  o ppose  i t  in  the  lo bby in g  per io d,  but  they  w i l l  
respo nd .   We have  lo ts  an d lo ts  o f  ex ampl es  o f  th is ,  for t un ate l y  not  i n  a  b i g  
confro ntat ion w ith  th e  U. S .  an d C hi na .  
 So  i f  SOE s  h ave  ten p ercent  o f  th e  U. S .  s te e l  market ,  I  don ' t  rea l ly  
care .   I f  SO Es  a re  t ie d  i nto  th e  U. S .  te le com network ,  I  do  c are .   So  th in gs  w here  
the  who le  f un ct ion i n g  o f  a  sector  can  be  a f fecte d by  the  pa rt ic i pan ts ,  any  o f  the  
part ic ipa nts ,  to  me a re  sen s i t ive .   Th in gs  where ,  ok ay ,  you los e  some prod uct ion,  
that 's  not  t hat  inte re st in g .   O h,  my  good n ess ,  SOEs  are  not  go i ng  to  prov i de  
text i le s  to  Amer ica n mal l s .   Don 't  c are .  
 So  tha t ' s  the - -yo u kn ow,  I  cou ld  go  t hrou g h l ine  by  l i n e ,  but  some of  
the  secto rs  a re ,  you  know,  t hey  re qu ire  s ome ana lys i s ,  a nd ma ybe  th at ' s  
somethin g  t he  Commi ss ion wo ul d  l ike - - not  by  me -- the  Commiss i on woul d  l ike  to  
ask  othe r  peo ple  to  d o ,  whic h  i s  go  th roug h sector  by  sector  a n d ta lk  a bout  w hi ch  
sectors  a r e  re leva nt ,  but  ba s ic a l ly  i t  has  to  do  wit h ,  an d you hav e  an inte gr ated  
network  o f  a  k i n d,  t h e  whole  se ctor  i s  t hr eatene d.   Whe n you have  se pa rate  
prod uct ion ou t looks ,  i t ' s  j ust  t hose  prod uc t ion ou t lets ,  a nd i t ' s  not  ne ar ly  as  
dan gero us .  
 I  do  wa nt  to  say  one  th i ng  abo ut  t he  othe r  que st io n.   An  econ t est - -
the  C ana di an s  a nd Au stra l ia ns  I  t h i nk  t hey ' re  ju st  mak in g  a  mi st ake .  T he  tes t  i s  
not  the  i nvestment  a t  the  t ime.   T he  C hi n ese  ca n a lw ays  se t  u p  an investme nt  
that 's  go i ng  to  have  economic  be nef i t s  at  the  t ime,  an d so  w he n we p lay  arou nd  
with  t hat ,  i t ' s  ju st  ec onomic  extort ion.   I  don ' t  wa nt  us  to  do  t hat .  
 The  test  i s  a f te r  t hey ' re  o perat in g  in  t he  U .S . ,  a re  t hey  s ta rt i n g  to  
operate ,  are  they  v io lat i n g  a nt i t ru st  l aws ,  are  t hey  en ga gi ng  i n  ant i -compet i t ive  
beh av ior?   I t ' s  not  an  investme nt  tes t ;  i t ' s  an  ope rat in g  tes t  a f t er  the  inve stment .  
That 's  w here  I  wou ld  worry  abo ut  SOEs .  
 The  or i g i na l  dea l  ca n be  s t ruct ure d in  a  wa y  that 's  go i ng  to  pa ss  the  
test ,  a nd  i t  becomes  pret ty  m uch w hat  the  Chi nese  are  go i ng  to  do .   T hey  t ry  to  
ext ract  as  mu ch o ut  o f  you as  poss ib le  to  get  i nto  t he  market .   I  do n' t  want  us  to  
do  th at .   I  do  wan t  u s  to  watch o ngo in g  C h inese  be hav ior  to  see  i f  i t ' s  h armi ng 
compet i t io n  i n  t he  U ni te d S tates .  
 MR.  MILH AUPT:   I  wo ul d  j ust  ad d one  th in g,  w hic h  i s  F IN SA  am ende d 
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the  C FIU S proces s  I  t h i nk  i n  a  very  impo rt ant  way ,  to  t r ig ger  a n  a utomat ic  
invest ig at io n whe re  a n ac qu is i t io n  i s  made  by ,  quote ,  "gover nm ent -co ntro l le d  
ent i ty ."    
 So  I  a gree  complete ly  wi th  Ms .  Dr ake ,  t hat  we  want  a  p rocess  t hat  i s  
go in g  to  force  d isc los ure  o f  gover nan ce  s t r uctu re ,  u l t imate  dec i s ion -maker ,  
commerc ia l  o bject ive ,  e t  ceter a .   I  don ' t  k now enou g h a bout  ho w the  C FI US 
process  p lays  o ut  i n  prac t ice ,  b ut  I  do n' t  see  how you co ul d  de termine  w het her  
an  a cq uis i t io n  i s  gov ern ment  cont ro l le d  o r  not  w itho ut  de lv i ng  deep ly  i nto  t hose  
sorts  o f  que st io ns .  
 So  i f  tha t  i s n ' t  hap pe ni ng  cur ren t ly ,  i t  see ms to  me that  i t  s hou ld  be  
s imply  to  be  in  compl ian ce  wit h  w hat  F I NS A i s  contemp lat in g.  
 COMMIS SIO NER WO R TZEL :   Th ank  you.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  F ie dler .  
 COMMIS SIO NER F I EDLER:   Dr .  Sc i ssor s ,  yo u t r ack  SOE i nvestme nt  i n  
the  U ni te d States .   I s  there  any  s i ng le  p lac e  in  t he  U n i ted Sta te s  gover nment  t hat  
does?  
 DR.  S C I SSOR S:   Not  t hat  I 'm  aw are  o f  bec ause  I  get  lo ts  o f  que st ions  
f rom peop le  i n  t he  U . S .  governme nt ,  w hic h  su gges ts  t hat  t hey  d on't  have  t he i r  
own in format ion so ur ce .  
 COMMIS SIO NER F I EDLER:   So  we don 't  k now.   For gett in g  t he  f ac t  that  
they ' re  cover i n g  i nve stment  t hrou g h the  B VI  or  t he  Cayman Is la nds ,  we  don 't  
know wha t  they  ow n?  
 DR.  S C I SSOR S:   We ha ve  some -- I  don ' t  mea n to  imp ly  t here  i s  no  
governmen t  d ata .   T h ere  i s  gover nment  da ta ,  b ut  we  don 't  have  the  break down s - -
you know,  t he  s t ates  do  the i r  own  b reak downs.   They  do  t hem a t  d i f fe rent  ye ars .   
Commerce  i s  j ust  s ta r t in g  to  u p date  i t s  d i r ect  i nvestment  s tat i s t ics ,  w hi ch  we re  
terr i b le .   So  we do n' t  have  a  u ni f ie d  cohe r ent  gover nment  da ta base .   I  do n' t  mean 
to  imply  we have  no  i dea .   We have  some i dea .  
 COMMIS SIO NER F I EDLER:   Wel l ,  no ,  we  h a ve  some idea ,  b ut  we  don 't  
know wha t  the  rea l  u niver se  i s .   So  we do n't  know i f  a  BV I  company  ha s  p ur ch ased  
somethin g  un less  the y 've  to ld  us  th at  t hey ' re  C h inese - - u l t imate  owners hi p  i s  the  
s tate  e nter pr ise  i n  C hi na .  
 DR.  S C I SSOR S:   We t r eat  the  Cayma ns  a n d BVI s  as  i f  they ' re  
in depe nde nt  inves tor s .  
 COMMIS SIO NER F I EDLER:   Gett in g  to ,  Ms .  Drake ,  a l l  o f  your  po i nt ,  
that  t here 's  i nsu f f ic i ent  i nforma t ion to  im plement  po l icy ,  m uch  less  in su f f i c ie nt  
info rmat ion  to  nece s sar i ly  make  po l i cy ,  w hat 's  t he  prob lem wit h  re g is t rat ion o f  
fore i gn  comp an ies  o p erat i ng  i n  th e  Un i te d States?   You have  to  te l l  us  w ho  you 
are  a nd  who you r  u l t i mate  owners  are .   I ' m  mif fed tha t  we  do n 't  do  i t .   Most  
other  major  cou ntr ie s  do  t hat .  
 DR.  S C I SSOR S:   We l l ,  I  mean I ' l l  g ive  you a  non - leg a l  an swer .   W e do  
ask  t hem to  reg is te r .   I t ' s  j ust  t hat  we  a l lo w answe rs  t hat  are  in suf f ic ient ly  
spec i f i c .  
 COMMIS SIO NER F I EDLER:   Yea h,  we  reg is t er  them a t  s ta te  leve l .  
 DR.  S C I SSOR S:   R ig ht ,  but  we  a l so  a l low th em to  say ,  you k now,  every  
ent i ty  in  the  U. S .  th a t 's  o perat in g  has  to  b e  reg is tere d a t  th e  le ve l  o f  " I  am th is  
ent i ty ,"  not  w ho  my pare nt  comp any  i s  an d I  am i n  a n  o f f shore  tax  h aven or  
whatever .   T hat 's  my  area  o f  reg is t rat ion .   That 's  permi ss i b le .   T he  rea son we 
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don 't - - so  we do  tha t  a l re ady .   T he  rea son i t ' s  h ar d  i s  th at   i t  re qu ires  a  lo t  o f  
corporat e  d isc losu re  and  a  lo t  o f  i nvest ig a t ion to  backt rack  to  t he  u l t imat e  
pare nt  comp any  an d the  u l t ima te  zo ne  o f  reg i s t r at ion .   I t ' s  a  lo t  o f  reso urces  a nd 
a  lo t  o f    i nt r us ive nes s .  
 COMMIS SIO NER F I EDLER:   Un less  they  are ,  for  some re ason ,  fo rced to  
d isc lose  i t  u pon  pe na l ty  o f  someth in g,  as  i n  we  f in d  out  la ter ,  y ou're  force d to  
d ivest ;  r i ght?   A nd m aybe  I  woul d  d is c lose  up - f ront  w ho  I  am i f  I  h ad a  dow ns i de  
on the  ot her  e n d th at  was  someth in g  I  d id n ' t  w ant  to  contem pl ate .  
 MR.  MILH AUPT:   T he  process  works  bet ter  wi th  pu bl ic  f i rms  
obv ious ly .  
 COMMIS SIO NER F I EDLER:   Yea h.  
 MR.  MILH AUPT:   W ith  pr ivate  f i rms  we are  in  somewh at  someth i ng  o f  
a  net herwor ld ,  b ut  t h e  anonymi ty  o f  t he  c orporate  form ex i s ts  for  everyone .  
 COMMIS SIO NER F I ED LER:   I  un der sta nd th at ,  a nd  the  prev ious  pan e l  I  
conject ure d a s  to  the  reason  th at  i t  cont in ues - -okay - -d esp i te  t h e  da nge r  pose d to  
the  U ni te d States  i s  t he  conve nie nce  o f  U. S .  f i rms .   I t ' s  a  po l i t i ca l  que st io n.  
 So  u nles s  we ' re  wi l l in g  to  take  o n t hat  que st ion,  we  are  never  g o ing  
to  have  t he  i nformat i on ba se  to  k now wha t  our  prob lems a re .  
 MS.  DR AKE:   Wel l ,  yo u cou ld  do  i t  i n  a  non disc r imi nato ry  man n er  i f  
you req ui red  i nforma t ion f rom any - -  
 COMMIS SIO NER F I EDLER:   I 'm  f i ne  w ith  ge t t in g  t hat  f rom every body .  
 MS.  DR AKE:   - - f i rm t h at  i s  s tate  i nvested ,  s tate  cont ro l le d,  an d t here  
would  be  very  few U . S .  f i rms  th at  wou ld  b e  af fe cted by  s uc h a  ru le .  
 COMMIS SIO NER F I EDLER:   R i ght .  
 MS.  DR AKE:   B ut  i t  w ould  get  at  t he  ta rget ed conce rn  the n.  
 COMMIS SIO NER F I EDLER:   Wh ich  i s  ju st  s t ate  cont ro l le d .  
 MS.  DR AKE:   R ig ht .   E xact ly .  
 COMMIS SIO NER F I EDLER:   R i ght .   T he  C F IU S p rocess ,  i f  I 'm  not  
mistake n,  i n  i t s  f i r s t  i nsta nce  i s  vo l unt ary ;  i s  i t  not?  
 HEAR IN G CO -C HA IR  WESSEL :   Vo l un tary  w ith  san ct io ns .  
 COMMIS SIO NER F I EDLER:   Wit h  sa nct ions .   But  are  we ta lk in g  a bout  a  
vo lunt ary?  
 MS.  DR AKE:   I t  cou ld  be  do ne  e i t her  way ,  but  vo l u ntary  wit h  
sanct ion s  i f  the  sa nct ions  are  s t ron g e nou gh co ul d  be  p ret ty  m uch the  same as  
manda tory .   So  i t ' s  more  o f  a  tec h nic a l  d is t inct ion tha n a  f un da menta l  o ne ,  I  
th i nk .  
 COMMIS SIO NER F I EDLER:   We seem to  be  d isco un t i ng  t he  fact  t hat  
we  don 't  wa nt  to  ba n  s tate  e nter pr ises  f ro m operat i n g  i n  t he  U ni te d S tates ,  a nd I  
know th at  many  ot he r  cou ntr ies  have  s t at e  enter pr ises ,  a nd th en th at  r a is es  t he  
ques t ion  o f  sovere ig n  weal th  fu nd s .   Oka y .  
 But  t hey  do  pose  a  u ni que  pro blem;  do  th ey  not?  
 DR.  S C I SSOR S:   T hey ,  to  me,  yes .   Ch inese  s tate  e nter pr ises  pos e  a  
un iq ue  prob lem bec a use  t here  are  more  o f  them a t  a  s ca le .   So ,  yes ,  we  have  
sovere ig n  wea l t h  f un ds ,  w hic h  are  a  form of  s tate  ow ners hi p  ce rta i n ly ,  b ut  we  
don 't  h ave  sovere ig n  weal th  f un ds  o perat i ng  across  a  w ho le  r a nge  o f  sector s  a nd 
be i ng ,  as  my  co l lea gu e  po i nted o ut ,  yo u kn ow,  Fort une  500  e nt i t ies  a cross  a  
who le  r an ge  o f  secto rs .    
 I  w i l l  s ay  th at ,  yo u  kn ow,  I  wou ld  m uch pre fer ,  an d I  don ' t  mea n  to  
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inte rr upt  yo ur  que st i on,  to  j ud ge  on  the  b as is  o f  be hav ior  r ath er  th an ide nt i ty .   
So  I 'd  rat her  san ct io n  a  be hav io r  o f  a  company  th an t he i r  i de nt i ty .  
 COMMIS SIO NER F I EDLER:   Wel l ,  Derek ,  I  m ean on  the  ot her  h a n d,  on  
an ideo lo g ic a l  bas is ,  the  He r i t age  Fou n dat ion has n' t  sort  o f  en d orsed s tate  
owners hi p  l ate ly ;  has  i t?  
 DR.  S C I SSOR S:   No .   I  would  love  i f  C h i nese  SOEs  we re  a l l  broke n u p 
into  sma l l  pr ivate  co mpan ies ,  bu t - -  
 COMMIS SIO NER F I EDLER:   Wel l ,  I  mean an d pe rh aps  we s houl d  have  
po l ic ies  t hat  do n't  en coura ge  t he i r  g rowth .   I  mean i f  we  a l l  i de nt i fy  i t  as  a  
prob lem of  some d imens io n,  some unk now n d imens ion,  why  in  God' s  n ame do  we 
want  to  e ncou ra ge  th e  fu rthe r  deve lopme nt  o f  i t  by  a l lowin g  t hem to  make  p rof i t ,  
a lbe i t  eve n i f  they  cr eate  2 ,000  job s  i n  O h io  for  t hat  s tate?  
 I  mean the re 's  got  to  be  some reco gn i t io n  o f  a  t hres ho l d  o f  w h ere  we 
want  t he  wor ld  to  go  and  we wa nt  to  p art i c ip ate  i n  i t .   I  mea n I 'm not  a  rav in g  
cap i ta l i s t ,  b ut ,  o n  t h e  other  ha nd ,  I  am n o t ,  I  am not  a - -  
 HEAR IN G CO -C HA IR  WESSEL :   Th at ' s  a n  u nde rstateme nt .  
 COMMIS SIO NER F I EDLER:   No .   I  don ' t  be l i eve  in  s tate  ow ners hi p .   
Okay .   Gene ra l ly  s pea k in g.   Cert a i n ly  not  o n the  sca le  t hat  yo u s ee  in  Rus s ia  or  
the  U ni te d States .   S o  why  are  we acce p t i ng  o f  th is?   I  come b a ck  to  the  not io n 
that  t hey ' re  c arry in g  a  ba g  f u l l  o f  do l lar s  a nd a  who le  b un ch o f  our  p rof i t -mak in g  
people - -ok ay ,  ca pi ta l i s t s - - don 't  ca re  w her e  the  do l l ars  come f r om as  lon g  as  they  
can scar f  up  some of  them des pi te  the  pot ent i a l  na t iona l  sec ur i ty  prob lems or  
economic  sec ur i ty  p r oblems i n  t he  lo ng ru n.  
 So  I  don ' t  k now,  I 'm  not  go i n g  to  so  wi l l in g ly  a ccep t  the  not io n  that  
they  s houl d  be  a l low ed to  do  bu s i ness  in  t he  U ni te d S tates ,  a nd  nobody  ha s  g iven 
me,  other  t ha n t hey ' r e  carry in g  a  ba g  fu l l  o f  money ,  a  lo t  o f  re ason fo r  th at .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  S hea .  
 CHA IRMA N SHE A:   T h ank  you  a l l .  
 Dr .  S c i s sors ,  I  reca l l ,  and  corre ct  me i f  my  memory  i s  complete l y  
wrong ,  th at  you t est i f ied  la st  yea r  on t he  i ssue  o f  s tate -owne d enter pr ises ,  e i t her  
las t  ye ar  or  2009 ,  an d you wer e  on a  p ane l  wi t h  Da n Rose n.   An d wh at  i nt r ig ue d 
me about  yo ur  te st im ony  comin g f rom the  Her i tage  Fou n dat ion was  th at  you 
sug geste d t hat ,  a  not ion o f  rec i proc i ty ,  t h at  we ' l l  a l low Ch ine s e  s tate -owned  
com pan ies  to  i nvest  i n  the  Un i te d St ates  i f  they  ope ne d u p t he i r  domest i c  sector s  
to  U.S .  comp an ies ,  a nd yo u s ug geste d t ha t  th i s  was  a  leve ra ge  po in t  for  t he  
Uni te d State s ,  a n d Dan Rose n s a i d ,  no ,  e i t her  you 're  for  FDI  or  you're  not ,  an d 
that  e nd ed t he  s tory .  
 So  I  wa s  i nt r ig ue d th at  you r a ise d t hat  no t ion a s  a  potent ia l ly  
va lu ab le  lever age  too l  ag a i nst  the  Ch ine se ,  an d I  d i d n ' t  see  a ny  o f  that  i n  your  
test imony  t hat  yo u s ubmit ted to  t he  Com miss ion  th is  t ime aro un d.   So  I  was  ju st  
wonder in g  have  you had  a  c ha n ge  o f  mi nd  abou t  th at  or  w here  do  you s t an d on i t  
now?  
 DR.  S C I SSOR S:   I  h ave n't  ha d a  ch an ge  o f  m in d,  a n d wh at  I ,  ho pe fu l ly ,  
I  sa id  c lea r ly  las t  t im e -- I 've  ha d many  oc c as ion s  to  f ig ht  w i th  D an a bout  th is - - i s  
rec i proc i ty  i s  not  a  d i r ty  word .   I t ' s  i n  t he  W TO.   I t ' s  i n  t he  WTO  for  a  good 
reason .   Does  t hat  mean everyt h i n g  s houl d  be  dete rmine d by  s t r ic t  rec i proc i ty?   
No .   B eca use  t he  U .S .  an d C hi na  have  d i f fe rent  s t r uct ured  econ omies .  T he  whole  
idea  th at  t he  sector s  are  t he  same in  e ach  s ide  wo ul dn ' t  make  a ny  se nse  i n  t he  
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f i r s t  p lace .  
 But  t he  f act  t hat  Ch i na  doesn ' t  a l low pro per  a ccess  to  i t s  mar ket  i s  
one  o f  t he  th in gs  the  Uni ted State s  s hou ld  cons i der  i n  de c i d i ng  Chi nese  acces s  to  
our  market .  
 CHA IRMA N SHE A:   Ok ay .  
 DR.  S C I SSOR S:   I  h ave  not  b acke d o f f  o n  t h at .   T he  so lut ions ,  yo u 
know,  I  ju st  wa nte d t o  wr i te  someth in g  d i f feren t  th an la st  year .  
 CHA IRMA N SHE A:   W ould  you make  i t  one  o f  your  to p - -you don 't  l i ke  
to  have  e i g ht  i dea s  on the  ta ble .   You  th in k  we sho ul d  n arrow i t  to  maybe  two or  
three .   Wou ld  yo u ma ke  that  one  o f  the  tw o  or  three?  
 DR.  S C I SSOR S:   Ye s .   To  me,  an d I  ju st  wa n t  to  get  30  se cond s  o n th is ,  
to  me,  su bs i d ie s  to  S OEs  are  the  s i ng le - b i gges t  C hi nese  d is tort ion o f  t he  
re lat ions hi p .  
 CHA IRMA N SHE A:   Ok ay .  
 DR.  S C I SSOR S:   An d i t  t ies  back  i nto  the  in vestment -co nsum pt io n 
imbal an ce  i n  t he  C hi nese  eco nomy,  whi ch  t ies  to  t he  t rad e  de f i c i t ,  both  d i rect ly  
and  i nd i rect ly .   So ,  y es ,  th at  wou ld  be  nu mber  one  o n my l i s t  beca use  i t ' s  
connecte d to  so  muc h othe r  s t uf f  a nd o ne  o f  the  too l s  we  wou l d  u se .  I t ' s  not  
s t r ic t  rec ip roc i ty ,  b ut  the  i dea  th at  rec ip ro c i ty  as  a  pr i nc ip le  i s  g lob a l ly  acce pte d 
and  va l ua ble .  
 CHA IRMA N SHE A:   Ok ay .   G reat .   T ha nk  yo u.  
 I  h ave  a  co up le  q uest ions  for  t he  l awyers ,  but  I 'm  not  f in i s hed with  
you,  Dr .  Sc i ssor s .   W hen yo u say  we  sho ul d- -  
 DR.  S C I SSOR S:   Docto r  an d t he  l awyers ,  you know .  
 [Lau g hter . ]  
 CHA IRMA N SHE A:   - - we  shou ld  not  b lock  Chi nese  inve stment  i n  the  
U.S .  fo r  po l i t i ca l  rea s ons .   Now " po l i t i ca l"  i s  a  ve ry  b ig  ma l le ab l e  word.   I  mea n so  
i f  a  Ch ine se  S OE h ap pens  to  be  se l l i ng  e n ormous  q ua nt i t ies  o f  re f i ned  pet ro le um 
to  I ra n  or  an  e nemy or  wha t  the  Un i te d St a tes  cons ide rs  a  th rea t  to  i t s  ow n 
nat io na l  sec ur i ty ,  t ha t  woul dn ' t  necess ar i l y ,  inve stment  by  t hat  company  into  t he  
U.S .  mi ght  not  neces s ar i ly  t r ig ger  a  C F IU S process ,  b u t  i t  mi ght  t r i gge r  othe r  
s tatu tory  i s sue s .  
 But  i s  t hat  somethi ng  you th ink  sho ul d  not  be  a  cons ide rat ion?  
 DR.  S C I SSOR S:   No .   I  would  ma ke  a  d is t i nc t ion t here  betwee n p o l icy  
and  po l i t i cs .   Po l icy  t here ,  we  have  an  est abl i s hed po l icy  not  t o  import  c ru de  a nd  
re f i ne  i t  f rom I ra n.   A  company  t hat 's  v io la t in g  t hat  po l i cy  i s  l i a b le  to  U . S .  
sanct ion .  
 What  I  wou ld  say  a bo ut  po l i t i cs  i s  we  don ' t  actu a l ly  h ave  a ny  p o l ic ie s  
preven t i ng  a  C hi nese  investme nt  i n  a  s tee l  mi l l  in  Lo ui s ia na  or  Miss i ss i pp i .   We 
just  don 't  l i ke  i t .   A l l  r ig ht .   Now,  th at  i s  p o l i t i c s ,  a n d th at  I  wa nt  to  d is a l low .  
 CHA IRMA N SHE A:   We l l ,  ok ay ,  we l l ,  t he n th at 's  the  th i r d  q uest ion I  
have .   You t a lk  a  lo t  about - -yo u ment ion house ho l ds ,  co ns umer ,  we  s hou ld  not  
in h i b i t  compet i t ion  t hrou gh  t ra de  bar r ie rs  so  you' re  ta lk i ng  abo ut  con sumer s .   
What  a bou t  U. S .  job s ?   Woul d  you co nced e  that  a  C hi nese  SOE who inve sts  in  t he  
Uni te d State s  mig ht  have  a n un fa i r  compe t i t ive  a dva nta ge  i n  t h e  U. S .  domest ic  
market  th at  co ul d  im pact  t he  jobs  o f  Amer ica ns  i n  a  ne gat ive  se nse?  
 DR.  S C I SSOR S:   T hat 's  why  I  pre fer  a  p roce ss  th at  emp has i zes  t h e i r  
beh av ior  here  af te r  t he  i nvestment  rat her  tha n t he  i nvestment  i t se l f .   The  in i t i a l  
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investme nt  i s  go i n g  t o  c reate  jo bs  in  the  U.S . ,  an d t he i r  oper a t ion in  t he  U .S .  may  
create  jobs  in  the  U. S .   
 I f  t hey  en ga ge  in  ant i -compet i t ive  be hav ior ,  wh ic h  they  do  at  h ome,  
that  c an  ca use  mono pol i zat ion o n th e  p roduct ion s i de  a nd  re d uce  jo bs  in  t he  U .S .  
 CHA IRMA N SHE A:   So  you th ink  ther e  are  e x is t i n g - -  
 DR.  S C I SSOR S:   T hat 's  what  I  wa nt  to  t a lk  a bout .  
 CHA IRMA N SHE A:   - - i n  p lace  tha t  woul d  pr otect - -  
 DR.  S C I SSOR S:   I  am n ot  a  lawye r .   I  don ' t  k now tha t  thos e  ex i s t i ng  
laws  a re  s uf f ic ien t .   I  would  y ie l d  to  my  co l lea gue s .   I 'm  worr ie d,  wi thou t  
conc l us io n,  t hat  they  migh t  not  be  s uf f ic ie nt .  
 CHA IRMA N SHE A:   Ok ay .   We l l ,  I  have  28  s econds .   I  wa nt  to  ge t  one  
ques t ion  i nto  Mr.  M i l hau pt .    
 You ment io ned  S AS A C.   My  un ders tan di n g  i s  t hat  t he  C h inese  s tate -
owned comp an ies  i n i t ia l ly  d id n ' t  pay  a  d iv ide nd to  SA SA C,  but  r ecent ly  they  we re  
req uire d to  be  p ay i ng  d iv i de nd s  to  S AS AC,  and  peo ple  s pec ul ate d th at  t h is  mig ht  
he l p  wit h  domest ic  c onsump t ion i n  C hi na .   I f  t hey ' re  g iv i n g  out  d iv i de nd s  to  
SA SAC ,  th at  money  c an be  u sed for  se cu r i ty  net  or  we l f are  pro grams for  t he  
domest ic  pop ula t ion  in  C h ina .   I s  t here  an y - -  
 MR.  MILH AUPT:   I  don' t  th ink  th at  th at 's  h ow those  d iv i den ds  a re  
be i ng  use d.   I  t h i nk  t hey ' re  be in g  use d to  c ross - su bs id ize  SOEs  that  are  a lso  un der  
SA SAC contro l .   I  mea n I  don ' t  have  def in i t ive  in format ion a bou t  th i s ,  but  I  t h i nk  
there 's  a  lo t  o f  c ross - sub s i d i zat ion t hat  go es  on amon g t he  SO E s  u nde r  S AS AC 
contro l ,  a nd so  I  t h i n k ,  f i r s t  o f  a l l ,  I  don' t  th i nk  t hey ' re  ge t t i ng - - they  ce rta in ly  a re  
not  get t in g  a l l  the  d i v iden ds  f rom t hese  f i rms.   
 I  th ink  th is  has  bee n a  sour ce  o f  a  lo t  o f  p o l i t i c a l  s t r u g g le  among 
SA SAC an d va r iou s  ot her  mi n i s t r ies .   B ut  my  impress ion i s  t hat  they ' re  us i ng  the se  
fu nds  to  take  c are  o f  acq uis i t io ns ,  d ivest i t ures ,  a nd t he  l ike ,  to  t ry  to  boost  t he  
prof i ta b i l i ty  o f  the  S OEs  a nd e l imi nate  so me of  the  un prof i ta b l e  ones .  
 CHA IRM A N SHE A:   Ok ay .   T ha nk  you .  
 CHA IRMA N SHE A:   C h a i rma n Wesse l .  
 HEAR IN G CO -C HA IR  WESSEL :   Th ank  yo u a l l  fo r  be in g  here .    
 Dr .  S c i s sors ,  ju st  a  q uick  comment  f i r s t  b ecause  you s a i d  th at  i t ' s  
ne i t her  car rots  or  s t i cks .   I 'm  an advoca te  o f  a  s har p  c arrot  bec a use  I  t h i nk  t hat  
can work  pe r iod ica l ly  so  I  ur ge  you to  look  at  th at .  
 You ment io ned  your  ongo i ng  de bates  wit h  Dan Rose n,  an d I  
remember  or  I  was  to ld ,  I  gue ss ,  abo ut  one  you d id  at  t he  Wi lso n Sc hoo l  las t  ye ar .   
I 'm  won der in g  i f  you coul d  j ust  g ive  me so me  more  informat ion ?   You were  
ta lk i n g,  a s  I  u nde rsto od i t ,  abo ut  t he  ca lc u lus  tha t  the  C hi nese  governmen t  u ses  
rega rd in g  outw ar d - b oun d i nvestment  i n  a ssess in g  t he  i nte nt  o f  the  outw ar d -
bou nd pro ponen t  i n  t erms  o f  job s .  
 What  have  you hea rd  f rom your  inte r lo c ut ors ,  e t  cet era ,  i n  C hi na  
when yo u've  ha d t hat  d is cus s io n?  
 DR.  S C I SSOR S:   I  t h i n k  what  yo u' re  re ferr i ng  to  i s  a  remar k  I 've  made 
severa l  t imes ,  an d co rrect  me i f  I 'm  wro ng ,  tha t  i f  you t ry  to  p r opose  an  outwa rd 
investme nt ,  t he  f i r s t  ques t ion  i s  w hy  a re  y ou crea t i ng  jobs  over seas  inst ead  o f  
jobs  in  Ch in a?  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t .  
 DR.  S C I SSOR S:   An d s o  minera l - - f in anc ia l  i nvestments  th at  a re  s tock  
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hold in gs  i s  not  re a l ly  a  job  q uest io n.   Ac q uir in g  mi ner a ls  tha t  wi l l  feed  the  
in dus tr i a l  ma ch ine  in  Chi na ,  t hat 's  jo b  cre at in g  in  Ch in a ,  t hose  are  a l l  f i ne .   Bu t  
when yo u t ry  to  mov e  into  some other  a r ea ,  you get  t h is  q ues t ion o f ,  okay ,  w hy  
are  you not  j ust  do i n g  th at  here?  
 An d,  you know,  Amer ica n cor porat ions  get  a  l i t t le ,  compa rat ive ly  
l ig ht  po l i t i c a l  pre ssu r e  to  br in g  money  home and crea te  job s  h ere .   Ch in a  get s  a  
"you ca n' t  do  t hat  u n less  we 're  sat i s f ied  w ith  t he  answe r  to  t h is  que st io n."  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   T hat  was  someth in g  I  was  just  
t ry in g  to  c la r i fy  tha t .  
 Ms.  Drake ,  le t  me ask  yo u a  ques t ion .   We ' ve  had  a  lo t  o f  d isc us s ion 
today  a bout  t he  impa ct  o f  s ubs id i zed cap i t a l  i n  t he  U .S . ,  an d we  ha d d isc uss ion o f  
Ans ha n S tee l ,  e t  cete ra .    
 Correct  me i f  I 'm  wro ng,  an d Mr .  Mi lh au pt ,  you,  a s  wel l .   My  
un ders tan d in g  i s  i f  a  Chi nese  SOE creat e s  a  gree nf ie l d  investm ent  he re ,  an d 
un ders tan d in g,  a s  yo u sa id ,  Dr .  Sc i sso rs ,  we  shou ld n ' t  j ust  look  at  d ay  one,  we  
shou ld  look  at  lon g  t erm.   Lon g -te rm,  two  years  f rom now,  i f  t hey  h ad bu i l t  the i r  
fur nace ,  a s  T i anj i n  P i pe  d id ,  as  I  un der sta nd i t ,  an d bu i l t  i t  $50 0  mi l l io n,  no  cost  
o f  cap i ta l ,  an d t hey  b egi n  to - - the i r  pr ic i n g  s t ru ctu re  i s  t here by  lower  th an a  U .S .  
company ,  an d jo bs  ar e  lost  or  pro duct ion i s  lost ,  the re ' s  no  ex is t in g  reme dy  i n  
U.S .  l aw for  wha t  I  w ould  cons ide r  t he  a nt i -compet i t ive  impac t  o f  that .  
 I s  t hat  r i ght?   Am I?  
 MS.  DR AKE:   T hat 's  m y  un ders ta nd in g.   Par t  o f  i t  i s  t he  l ack  o f  a  
screen i ng  mec ha nism ,  an d,  u nl i ke  Dr .  Sc i ss ors ,  I  act ua l ly  t h i nk  t hat  a  scr een in g  
mechan ism ca n be  co mplementa ry  to  e f for ts  to  cont in ue  to  monitor  be hav ior  
fur t her  down  the  roa d i n  terms  o f  co l lect i ng  in format io n,  get t i ng  comp an ies  to  
agree  to  u nde rtak in g  to  cont i nue  to  prov i d e  that  i nformat ion,  e t  cetera .  
 But  a s  I  ment io ned i n  my  test imony,  t here ' s  a  g ap  i n  U. S .  l aw w hen i t  
comes  to  pre datory  p r ic i n g ,  t hat  i f  t ha t  s t ee l  mi l l ,  i f  i t  cou ld  sh ow that  i t  wou ld  
never  hope  to  r ecou p  the  lo sses  f rom th at  pre datory  pr ic i ng  be hav ior ,  th at  wou ld  
not  be  cons ide red an t i -compet i t ive  be hav i or  un der  cu rre nt  U .S .  jur i s pr ude nce .  
 Now,  th is  i s  base d on  a  de fen s i b le  t heory ,  i f  yo u have  ma rket  a c tors  
or  commerc ia l  actor s ,  on  t he  i dea  t ha t  e i t her  a  f i rm woul d  nev er  en ga ge  i n  s uc h 
beh av ior  in  t he  f i r s t  p la ce  i f  i t  coul d  neve r  recou p i t s  losses ,  o r  i t  wo ul d  
eventu a l ly  go  out  o f  bus in ess ,  an d over  t h e  lon g term,  t here  w ould  be  no  
end ur in g  h arm to  co n sumers  or  to  compet i tors .  
 But  w hen i t ' s  a  s tate - owned e nter pr ise  t ha t 's  invo lve d,  t hey  ca n  go  
on for  ma ny  year s  wi thout  recou pi ng  the i r  losses ,  d r iv i ng  comp et i tors  o ut  o f  
bus in ess ,  an d fu l f i l l in g  s ta te  po l icy  goa l s  w i th  s tate  su ppor t  at  t he  same t ime.   So  
I  do  t h i nk  t here  i s  a  s ig n i f i ca nt  ga p i n  U .S .  law a nd  po l icy  i n  t h i s  area ,  a nd i t ' s  
somethin g  t hat  sho ul d  be  c lose d.  
 HEAR IN G CO -C HA IR  WESSEL :   P lease ,  Mr .  Mi lh au pt .  
 MR.  MILH AUPT:   I  wo ul d  j ust  ad d to  i t ,  I  t h i nk  t hat 's  ex act ly  r i ght ,  
and  th is  i s  w hat  I  was  su gges t i ng  in  my  s ta tement ,  t hat  some of  our  le ga l  t heor ie s  
and  doct r i nes  t hat  do n't  contemp late  th is  type  o f  a ctor ,  t h i s  ty pe  o f  a n ima l ,  
maybe  nee d to  be  ret houg ht .  
 I  h ap pen to  th ink  th a t  the  better  way  to  d o  that  i s  by  l aw,  a nd  to  
focus  o n be hav ior  on ce  here  rat her  th an a n ex  a nte  scree ni ng  mechan ism,  but  the  
po in t  i s  th at  we  may  have  some g ap s  i n  ou r  le ga l  system,  g ive n th is  new ty pe  o f  



174 

 

anima l ,  an d t hat  we  need to  ret h i nk  th is .  
 HEAR IN G CO -C HA IR  WESSEL :   I  un der sta n d.  
 Ms.  Drake ,  you an d y our  f i rm h ave  bee n n otable  l i t ig an ts ,  o r  
p la in t i f f s ,  I  gue ss ,  in  many  case s .   I n  a  pre v ious  pa ne l ,  we  were  ta lk in g  a bout  the  
SEC a n d t he  d isc losu r e  there .   W hen yo u l ook  at  a  ca se  a nd yo u  t ry  a nd p ut  
togethe r  i n j ury  or  an y  other  ty pe  o f  in for mat ion,  h ow va l ua ble  do  you f in d  SOE 
d isc los ures  i f  they ' re  l i s te d o n a  U .S .  ma rk et  or  on a nothe r  mar ket  where  you ca n 
get  ac cess?  
 Do  you f i nd  t hose  co mpara ble  to  Wester n  f i rms?   Do  you  h ave  the  
t ran sp are ncy  a nd the  in format io n you mi g ht  nee d to  be  a ble  to  l i t ig at e  a  c ase  
e f fect ive ly?  
 MS.  DR AKE:   U nfort u nate ly ,  t he  i nformat i on th at  we  wou ld  w a nt  to  
see  i s  not  t here  o n a  cons i s tent  ba s is  so  I  would  say  t hat  eve ry  once  i n  aw hi le  we  
f in d  t he  need le  i n  t h e  hayst ack ,  l i ke  the  C hi na  U ni com dis c los u re  th at  i t s  
procu remen t  pr act i ce s  mig ht  not  be  in  the  inte rests  o f  i t s  i nvest ors  an d pose  a  
r i sk  to  i t s  inve stors  b ecause  i t ' s  base d on  a  s tate  po l icy  o f  pre f err i ng  domest i c  
sup pl ier s  over  fore ig n  s up pl iers .  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t .  
 MS.  DR AKE:   You  don ' t  see  a ny  othe r  SO Es  d isc los i n g  th at ,  bu t  I  
would  be  shocke d i f  t hey  were  not  i nvo lve d i n  s imi l ar  a rra n gements .  
 So  more  fu lsome d isc losure  re qu irement s ,  more  cons is tent  d isc l osure  
req uireme nts  wo ul d  make  a  h uge  d i f fe ren ce ,  b ut  I  woul d  ad d t hese  s hou ld  be  
app l ie d  not  on l y  to  S OEs  themse lves ,  b ut  a l so  to  U .S .  comp an i es  an d a ny  ot her  
compan ies  l i s te d in  t he  U .S .  th at  have  bus ines s  de a l in gs  w ith  S OEs .  
 The  Amer ica n Su perc ond uctor  ex ample  ca me f rom the i r  S EC  f i l i ng .  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t .  
 MS.  DR AKE:   B ut  you see  bec ause  i t ' s  a  sm al l  company ,  i t  was  
mater ia l  e noug h t hat  they  ac tua l ly  in c l ude d the  la n gua ge  o f  the  contra ct  i n  t he i r  
f i l in g .   You don 't  se e  a  GE,  a  GM,  a  h ug e  c ompany  l ike  t hat ,  co ns i der in g  a  s i ng le  
jo int  ve nt ure  a greem ent  or  s u pp ly  a greem ent  to  b e  mater i a l  en ough  to  i nc l u de  i n  
i t s  SEC  f i l in gs .  
 We coul d  act ua l ly  get  a  lo t  o f  in format ion about  SOE pr act ices  by  
a lso  re q uir in g  ou r  ow n compa nie s  to  d isc l ose  more  mater ia l  in f ormat ion abou t  
the  terms  they 've  be en forc ed to  ag ree  to  in  or der  to  do  bu s i n ess  wit h  t he  s t ate -
owned e nter pr ises  in  Chi na  or  i n  othe r  co unt r ies .  
 HEAR IN G CO -C HA IR  WESSEL :   Gre at .   Th a nk  you .  
 MR.  MILH AUPT:   May  I  a dd o ne  po int  o n t h at  on t he  sec ur i t ie s  
d isc los ures?   W hat  I  f oun d i s  th at  t he  sec u r i t ie s  d isc losu res  o f  t he  C hi nese  SOEs  
l i s te d  in  t he  U ni ted S tates  te nd to  be  ve ry  b l an d a nd ge ner i c  wi th  re spect  to  
manageme nt  a n d wit h  res pect  to  u pst re a m share ho l ders .  
 So  occas iona l ly  yo u wi l l  f i nd  i n  t he  b io  o f  a  CEO,  you wi l l  f i n d  a  
re fere nce  to  a  s im ult aneou s  Party  pos i t io n,  fo r  examp le ,  bu t  a bso l ute ly  no  
context  fo r  u nd erst a nd in g  t hat ,  an d eve n that  i s  rare .   Yo u do n 't  a lways  d i sc lose  
the  Party  a f f i l ia t ion s .   There 's  a lmost  neve r ,  o r  per ha ps  never ,  a  re fe renc e  to  
SA SAC as  t he  u l t imat e  contro l l i ng  sh are ho lder .   T hey  wi l l  say  5 1  perce nt  o f  o ur  
sha res  a re  h e l d  by  C NPC,  ou r  pare nt  com pany ,  f u l l  s to p.   But  what  t hey  don' t  say  
i s  t hat  t he  pare nt  co mpany  i s  owne d 100  perce nt  by  S AS AC .   T here  i s  no  
d isc us s ion s  o f  t he  im pl i cat ions  for  t hat .  
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 So ,  to  me,  t here 's  a  q uest io n o f  i s  t hat  ma ter ia l ly  mi s lea d in g  
d isc los ure?   I  mean  I  would n ' t  d raw a  conc lus ion abo ut  th at ,  b u t  there  was  a  
d isc us s ion  th is  mor ni ng  abo ut  whe ther  the  r i sk  pro f i le  i s  p resen ted i n  a  
mater ia l ly  acc urate  way ,  a nd I  have  q uest i ons  a bout  w het her  t h e  govern ance  
s t ru ctu re  o f  t he  SOEs  i s  prese nte d i n  a  ma ter ia l ly  acc urate  way .  
 HEAR IN G CO -C HA IR  WESSEL :   So - -a nd  I  a p o log i ze  for  the  t ime - - but  
with  a  CD&A o r  a ny  o f  the  ot her s ,  do  you f in d  the  d isc losu re  a d equ ate?  
 MR.  MILH AUPT:   We l l ,  they ' re  b l an d a nd  g ener i c ,  a s  a l l  U . S .  
d i sc los ures  are .   A n d I  g uess ,  you k now,  l a wyers  are  res pons ib l e  for  t hat  in  pa rt ,  
but  I  t h i nk  i t  i s  a  que st ion o f  whet her  an  i nvestor  has  acc ura te  info rmat ion  to  
un ders tan d w ho 's  u l t imate ly  mak in g  t he  d ec is io ns ,  an d I 'm not  sure  tha t  th at 's  
the  ca se  wit h  r espe ct  to  these  e nt i t ie s .  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   T han k  you.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  B lumen th a l .  
 COMMIS SIO NER BLU MENTH AL:   Yes .   I  am  a  f l amin g c ap i ta l i s t  o r  
whatever  i t  wa s  ca l le d.    
 COMMIS SIO NER F I EDLER:   Ra g i ng .  
 COMMIS SIO NER WO R TZEL :   Rav in g.  
 COMMIS SIO NER BLU MENTH AL:   Ra g i n g.   R av in g.  L u nat i c  ca pi t a l i s t .  
 COMMIS SIO NER WO R TZEL :   You 're  a  f lami ng somethi ng  o r  o the r .  
 COMMIS SIO NER BLU MENTH AL:   Yes .  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   At  le ast  you 're  not  v ic ious  l ike  
Larry .   Th at 's  okay .  
 [Lau g hter . ]  
 COMMIS SIO NER BLU MENTH AL:   R i g ht .   
 So  I  have  a  q uest ion,  I  g uess  for  Dr .  Sc i sso rs - - two  q uest ions .   O thers  
can answe r  a s  wel l .  
 The  f i r s t  i s  w he n we ta lk  a bou t  i nvestmen t ,  le t ' s  say  t he  s tee l  
ques t ion  th at ' s  come up beca use  Commiss i oner  S la ne  i s  ta lk i ng  s pec i f i ca l ly  a bout  
an  investme nt  i n  O hi o ,  I  wa nt  to  get  a n  a p ples - to - ap ples  compa r ison .   We 're  not  
compar i ng ,  i t  seems t o  me,  a  U. S .  s tee l  co mpany  t hat 's  abo ut  t o  make  th i s  
investme nt  vers us  t h e  Ch inese  s tee l  comp any.   We' re  compa r i n g  a  C h inese  s tee l  
company  ver sus  no body  mak i ng  th is  i nvest ment .  I s  t hat  correct ?  
 DR.  S C I SSOR S:   I t  dep ends  on t he  s i tu at io n ,  b ut  t hat 's  o f te n t he  case .   
That 's  ce rta in ly  th e  c ase  whe n governor s  a re  very  so l i c i tous  o f  t he  i nvestment .   
I t ' s  they  are  down to  the i r  la s t  c ho ice ;  t he y  d i dn ' t  s tar t  w i t h  C h ina .  
 COMMIS SIO NER BLU MENTH AL:   A nd  i s  th a t  the  c ase  in  yo ur  
un ders tan d in g  wit h  C hesa peake  an d Devon ?   We're  not  ta lk i n g  a bout  somebo dy  
e lse  i nvest in g  vers us - -we 'r e  ta lk i ng  abo ut  Chi na  inve st i ng  o r  no body  i nvest in g?  
 DR.  S C I SSOR S:   No ,  t h at  i s n ' t  act ua l ly  my  u nde rsta nd i ng  o f  the  
Ches apea ke.   I  mea n Ches apea ke  h as  ot he r  pa rt ners .   W hat  we ' re  ta l k i ng  abo ut  i s  
more  investme nt  th a n you wou ld  h ave  got ten othe rwise ,  a nd  n ot  only  more  
investme nt ,  but  i t ' s  n ot  a  one - for -o ne  re pl acement .   
 I t ' s  not  $600  mi l l io n  more .   I t ' s ,  boy ,  we  h ave  $600  mi l l io n  gap ,  an d 
the  C hi nese  w i l l  g ive  us  900  mi l l io n.   So  t h ere  ca n be  p ro jects  w here  peop le  are  
inte reste d.   I t ' s  just  t hat  t he  C hi nese  are  more  inte reste d,  a n d  a  lo t  more  
inte reste d.  
 COMMIS SIO NER BLU MENTH AL:   Okay .   B u t  I  j ust  w ante d to  get ,  whe n 
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we ta lk  here  abo ut  a nt i -compet i t ive  prac t ices  a n d los in g  jo bs  a nd so  fort h ,  in  t he  
case  o f  t h i s  s tee l  co mpany ,  ag a i n ,  i t  wou l d,  I  th in k  we ' re  ta lk i n g  a bout  no  
investme nt  i n  O hio  v ersu s - -  
 DR.  S C I SSOR S:   R ig ht .  
 COMMIS SIO NER BLU MENTH AL:   Yea h.  
 DR.  S C I SSOR S:   W hen  you're  a  fore i gn  inve stment ,  i t ' s  h ar d  for  
fore i gn  inves tment  n ot  to  c reate  jobs  in i t i a l ly  beca use ,  you k no w,  ther e 's  ca pi t a l  
be i ng  use d,  an d t h is  cap i ta l  i s  be in g  u sed for  a  reaso n.   So  most  o f  the se  ca se s ,  
you're  e i t her  ad di ng  jobs  or  yo u' re  p utt in g  job s  i n  w here  t here  were  go i n g  to  be  
none,  an d i n  both  cas es ,  the re 's  i n i t ia l  jo b  creat ion.  
 COMMIS SIO NER BLU MENTH AL:   A lso ,  t h i s  ques t ion - -yo u i nt r ig u ed me 
with  somethi ng  yo u s a id  abo ut  w hat  we c a n a nd can not  foc us  o n,  a n d one  o f  i t  
had  to  do  w ith  cap i ta l  acco unt  l i ber a l i z at i on.   W hat  I  wa sn ' t  a b le  to  fo l low --  
 DR.  S C I SSOR S:   Sorry .  
 COMMIS SIO NER BLU MENTH AL:   - -was  ho w that  ap pl ies  to  dea l in g  
with  su bs i d ie s  a nd  S OEs ,  a nd  i f  you co ul d  take  me th rou gh tha t  log ic ,  a s  wel l  a s  
expl a i n  how we c an ,  what  we c an do  to  op en u p t he  ca pi ta l  acc ount .  
 DR.  S C I SSOR S:   We l l ,  sorry ,  a bou t  r ush i ng  throu g h the  en d t her e .   
There  are  a  lo t  o f  d i f feren t  ch an nel s  for  t he  C hi nese  to  use  f i n anc ia l  su bs id ies ,  
and  one  o f  the  mi sta kes  the  U. S .  gover nment  makes  an d has  be en for  a  lo ng  t ime 
i s  we  foc us ,  hey ,  we ' ve  so lved t h is  p roble m,  an d they  have  f ive  other  t h i ng s  t hey  
can do  to  do  t he  s ame th i ng .  
 You have  to  t ry ,  i f  i t ' s  poss ib le ,  an d somet imes  i t ' s  very  ha rd  to  cut  
to  the  core ,  a nd w hat  I  t ry  to  do  by  say i n g  cap i ta l  acco unt  l i ber a l i zat ion i s  i f  
money  i s  a l lowe d to  l eave  Ch in a - - the re ' s  a n  ar t ic le  tod ay  a bout  fore i gn  money  
never  be i ng  a l lowed to  leave  C hi na .   You  c an,  yo u know,  Hote l  Ca l i for n ia - -yo u 
check  in  w it h  your  in vestment ,  a n d you c a n neve r  get  your  prof i t s  out .  
 Ch i nese  money ,  ord i n ary  ho use ho ld s ,  muc h b ig ger  pro blem.   I f  
money  i s  a l lowe d to  l eave  Ch in a ,  t he  b an k s  are  force d to  be  a  l i t t le  b i t  more  
d isc i p l i ne d.   They ' re  s t i l l  go in g  to  obey  go vernment  or der s  whe n p us h comes  to  
shove  bec au se  th ey  h ave  to .   B ut  t hey ' re  f orced to  be  at  lea st  s omewhat  more  
d isc i p l i ne d be cau se  t he i r  de pos i t  ba se  i s  a t  r i sk .   R i ght  now t he y  can do  a nyth in g,  
and  the  money  ca n' t  go  anyw here .   So  th a t 's  t he  mec han ism.   
 An d th en how to  ac hi eve  cap i ta l  acco unt  l i bera l i zat ion .   I  mean i t ' s - -
I 'm  sor ry  Commiss ion er  Wesse l  le f t - - i t ' s  t h e  sha rp  car rot ,  I  g ues s .   Yo u know,  at  
one  po i nt  you  have  t o  say ,  look ,  yo u - -  
 COMMIS SIO NER BLU MENTH AL:   Or  the  o r ang e  s t ick .  
 DR.  S C I SSOR S:   R ig ht .   You p romise d u s  a  s ched ule  for  c a p i ta l  a ccount  
l ib era l i zat ion yea rs  a go .   Yo u committed t o  i t  as  a  go a l .   I t ' s  an  inte rn at io na l ly - -
you know,  t he  IMF i s  invo lve d;  the  W TO i s  invo lve d.   Are  yo u ly i ng?   I  mea n j ust  
pus h t he  s ub ject  rhet or ica l ly :  d i d  you l ie?   Beca use  we 'd  rea l ly  l i ke  to  s ee  i t .    
 An d th en t he  c arrot  b e in g  th e  U. S .  ca n o f f e r  rat her  cons ide ra ble  
tech nica l  a ss i s ta nce  beca use  gue ss  w here  a  lo t  o f  t he  money  i s  go in g  to  go  whe n 
i t  le aves  C hi na?   R ig h t?   So  i s  th at ,  I  do n' t  have  a  ma gi c  wa nd,  b ut  i t  i s  somethi ng  
they 've  committe d t o .   I t ' s  very  emba rr ass in g  for  them t hat  t he y ' re  too  cowa rd ly  
to  do  i t ,  an d we c an  o f fer  t hem some reas sur ance  i n  a  way  th at  would  be  
s tab i l i z in g  fo r  the  i nt ernat ion a l  f i na nc ia l  s ystem.  
 COMMIS SIO NER BLU MENTH AL:   T han k  you.  
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 HEAR IN G CO -C HA IR  C LEVELA ND:   I ' ve  j ust  nominat ed you  to  be  the  
new US TR.  
 [Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Ca ro ly n.  
 COMMIS SIO NER BART HOLOMEW:   T han ks .   An d th ank  you to  a l l  o f  our  
witnes ses .   I t ' s  very  i nteres t i ng  te st imony .  
 I  h ave  act ua l ly  a  cou ple  o f  obse rvat io ns  t hat  go ,  D r .  S c i s sors ,  t o  
some of  what  yo u've  sa i d ,  a n d to  my  co l le agu e,  Mr .  B lumen tha l .  
 I  th ink  one  o f  the  i ss ues  a bout  the  impa ct  o f  the  inves tment - - I  know,  
Dan,  you  were  t a lk in g  a bout  a  s pec i f i c  p l a nt  t hat  per ha ps  nobo dy  e lse  was  
invest in g  i n .   B ut  t he  concer n i s  t he  imp ac t ,  an d Ms .  Dra ke ,  you  ment ione d t hat ,  
you know,  t hat  once  they 've  gotten  the  su bs i d ie s  a nd they 've  g otten i t ,  th ey  ca n 
prod uce  an d u n derc u t  other  Amer ic an ma nu fact ure rs  work in g  i n  th at  s ame sector .  
 So  i t ' s  not  eno ug h to  say ,  we l l ,  t hey ' re  inv es t in g ,  nobo dy  e l se  i s  
invest in g  i n  t hat  p lan t ,  an d so  t her efore  i t ' s  okay  w itho ut  co ns i der i n g  the  b ig ger  
p ic t ure  o f  wh at ' s  go i ng  to  ha ppe n in  t hat  in dus try  a n d i n  t hat  s ector .   T hat 's  one  
po in t .  
 Derek ,  you t a lke d a b out  the  o per at i ng  tes t  a f te r ,  a nd  Mr.  M i l h aup t ,  
you a lso  me nt io ned y ou don 't  m uch l ike  ex  ante - -yea h .   My  conc ern t here  rea l ly  i s  
that  t he  dama ge  i s  d one,  b ut  by  t he  t ime that  ha ppe ns ,  i f  wh at  you do  i s  you 
don 't  do  anyt h i ng  u n t i l  you  see  how the  b ehav ior  ha s  h ap pe ne d,  t he  d amage  i s  
done,  an d,  w h i le ,  yes ,  i t  wou ld  be  wo nde rf u l  i f  o ur  l aws ,  we  det ermine d t hen an d 
cha nge d ou r  l aws  i n  order  to  accommodat e  th i s ,  I  th in k  we 've  a l l  see n t hat  o ur  
leg is l at ive  proces s  do esn ' t  work  t hat  q uick ly  an d doesn ' t  work  t hat  smooth ly .  
 So  I  un der sta nd t he  t heoret i ca l  examp le  o f  th at ,  but  I 'm  rea l ly  
concer ned abo ut  t he  rea l  wor ld  imp act  o f  what  ha ppe ns  i f  you  sort  o f  s ay ,  okay ,  
look ,  everyth in g  i s  go in g  to  be  okay ,  but  w e 're  go i ng  to  w atc h i t  once  i t ' s  
hap pe ned .  
 DR.  S C I SSOR S:   We l l ,  le t  me j ust  s ay  somet hi ng  qu ick ly  be cau se  i t ' s  
very  fast .   Ch ines e  i n vestment  as  a  s ha re  i n  the  U. S .  as  a  s hare  o f  U. S .  GDP i s  so  
smal l  t hat ,  I  mean,  you know - -  
 COMMIS SIO NER BART HOLOMEW:   At  th is  p o int .  
 DR.  S C I SSOR S:   R ig ht .   An d so  we have  t ime.   I  ag ree  wi th  yo u t hat  i f  
th is  were  a  p re ss in g  i ssue  r i ght  now,  we w eren ' t  go in g  to  be  a b le  to  s nap  our  
f in ger s  a nd ch an ge  U .S .  l aw,  but  we 're  not  in  t hat  s i t ua t ion .   I t ' s  not  a  pre ss i n g  
i ss ue  r ig ht  now,  a nd one  o f  t he  th in gs  I  t h ink  t he  va lue  o f  t h is  hear in g  i s  to  r a ise  
leg is l at ive  aw are ness  o f ,  as  my  co l lea g ues  know bette r  t ha n I ,  t here  a re  i ss ues  
that  we  sho ul d  look  a t ,  an d we nee d to  do  th is .   I t ' s  go in g  to  be  a  b ig ger  i ss ue  
go in g  fo rwar d.   Let ' s  use  t hese  yea rs  we  h ave  wel l .  
 MR.  MILH AUPT:   I  wo ul d  j ust  ad d t hat  I  t h i nk  on t he  po i nt  t hat  
Chi nese  d i rect  inves t ment  i s  rat her  low,  t he  C hi nese  bu s i ness  people  I  t a lk  to  
sug gest  th at  t he  C FIU S p rocess  has  h ad an e f fect  in  dete rr i n g  d i rect  i nvestmen t  
here .  They  are  a f r a i d  o f  becomi ng the  nex t  CNOO C a nd the  po l i t i ca l  fa l lo ut  a nd  
the  b ad  p ub l ic i ty  t ha t  comes  with  th at .  
 So  the  scree ni ng  p rocess  i s  h av in g  a n  e f fec t .   We don 't  see  f i rms  
be i ng  re jecte d,  b ut  t hat  doesn ' t  mea n i t  i sn ' t  de terr in g  C hi nes e  investme nt .   I 'm  
not  su re  t hat 's  a  goo d or  bad  th in g .   I 'm  n ot  an  eco nomist ,  t ho ug h I  th ink  my  
sens ib i l i t i es  l ie  c lose  to  those  o f  Dr .  Sc i sso rs ,  but  the  theory  o f  our  le ga l  system 
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i s  you don 't  pre j u dge  someone by  t he i r  i d ent i ty ,  you look  at  t h e i r  co nd uct ,  an d I  
don ' t  see  any  bas is  f or  t reat in g  SOEs  d i f fe rent ly  th an tha t  b ase d on w hat 's  
hap pe ned so  fa r .  
 So  I  a gree  complete ly ,  we  have  t ime.   I  t h i nk  we ca n be  t h i nk i n g  
about  where the  ga ps  are  i n  ou r  le ga l  syst e m that  don 't  a deq uat e ly  contemp late  
th is  k i nd o f  acto r  a nd  ad dres s  th at  r athe r  t han  p utt in g  u p a  b la n ket  scree n to  
deter  co nd uct  tha t  h asn ' t  occ ur red yet .  
 COMMIS SIO NER BART HOLOMEW:   Ms .  Drak e ,  anyt h i n g  you wa nt  to  
add?  
 MS.  DR AKE:   I  woul d  j ust  r e i te rate ,  as  I  sa i d  be fore ,  t hat  I  be l ie ve  a  
screen i ng  proces s  i s  j ust  t hat :  i t ' s  a  scree n ;  i t ' s  not  a  wa l l .   A nd  i t  ca n ac tu a l ly  
he l p  i n  moni tor i ng  la ter  be hav io r  i f  th at  s creen in g  process  i s  u sed to  impose  
certa in  t ra nsp are ncy  obl i gat ions ,  re port i n g  ob l i gat io ns ,  o t her  u nde rtak in gs .  
 Unde r  t he  Ca na di an p rocess ,  w hen  they  lo ok  at  SOE s ,  some of  t he  
SOE i nvestme nts ,  some of  the  un dert ak i n gs  t hey  ask  them to  a gree  to  ar e ,  for  
example ,  comply in g  with  SEC type  d i sc los ure  ru les ,  eve n i f  i t ' s  not  a  pu bl ic ly -
l i s te d comp any .   T hat 's  someth i ng  t hat  woul d  he lp  i n  monitor in g  the  compa ny ' s  
beh av ior  f ur the r  dow n the  roa d to  see  i f  p roblems ar i se .  
 So  I  don ' t  see  the  scr een as  the  e n d a l l ,  be  a l l ,  a nd I  a ctu a l ly  th i nk  i t  
coul d  as s i s t  i n  a dd res s in g  or  g iv in g  u s  t he  too ls  to  ad dre ss  a nt i - compet i t ive  o r  
in j ur ious  be hav io r  i n  the  f ut ure .  
 COMMIS SIO NER BART HOLOMEW:   T hen t he re 's  a  ques t ion o f  
recour se .   Con gres sman V isc losky  wa s  he r e  ear l ier .   T he  Ma gne que nc h i s sue  came 
up:  yo u know,  the  Ch inese  compa ny  h ad m ade some promises  a bout  w hat  i t  wa s  
go in g  to  do ;  i t  d i dn ' t  ab i de  by  i t s  p romises .   Wh at  re cour se  i s  th ere  i f  th at ' s  wh at  
hap pe ns?  
 MS.  DR AKE:   Wel l ,  t h at  i s  a  d i f f i c u l t  q uest i on bec aus e ,  es pec i a l l y  in  
that  ex ampl e ,  wh at  t hey  d id  tha t  was  not  cons i s tent  wit h  i t s  p r omise  i s  t hat  i t  
le f t .   T hey  le f t .   So  y ou ca n' t  exact ly  for c e  them to  come ba ck .   You ca n t ry  to  
impose  some sort  o f  f in an c ia l  p ena l t i es  or  o ther  pen al t ies ,  t ry  to  se ize  wha te ver  
assets  m ig ht  be  the re .  
 But  i f  t he  way  t hey ' r e  not  comply in g  i s  by  leav i ng ,  t hat  makes  l i fe  
qu i te  d i f f i c u l t .   But  i f  they  a re  s t i l l  i nveste d i n  t he  U .S . ,  s t re ngt hen in g  t he  
ant i t r ust  r eg ime i s  o ne  th in g  t hat  ca n be  done .  St ren gt hen in g  the  domest ic  t rad e  
remedy  l aws.   We h a ve  prov is ions  th at  ar e  meant  to  deter  inv estors  f rom seek i ng  
to  c i rc umvent  a nt id u mpin g a nd  cou nterva i l in g  duty  orde rs  by  j u st  en ga gi ng  in  
assemb ly  i n  t he  U .S .  f rom importe d i n put s .    
 But  t hose  r u le s  h ave  certa in  t hre sho l ds ,  c erta i n  re q uireme nts ,  that  
may  actu a l ly  be  too  h ig h  a nd not  ta ke  i nto  accou nt  how e asy  i t  would  be  for  S OEs  
to  c i rc umvent  t hose  s ort  o f  t r ade  remedie s  by  en ga gi ng  i n  some sort  o f  s t ate -
backe d i nvestmen t  i n  the  a ssemb ly .  
 So  the re ' s  a  lo t  o f  d i f feren t  p ieces  tha t  we  n eed  to  look  at  to  m ake  
sure  tha t  we  a re  act u a l ly  pu tt i ng  teeth  i nt o  the  p rocess  an d a re  ab le  to  
ince nt iv i ze  the  r i ght  k in d o f  beh av ior .  
 COMMIS SIO NER BART HOLOMEW:   T han k  you.   I s  t her e  a  se con d 
roun d?  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Yes ,  the r e  wi l l  be .    
 Mr .  Mi lha u pt ,  you  i n  your  p rep are d test imony  ta lke d a bou t  the  
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S i nochem ca se  i n  t he  EU,  or  yo u re f eren ce  i t ,  a n d I  th ink  in  you r  spoke n 
test imony,  yo u ta lk  a bout  procee di ng  o n a  market - by-ma rket  a n d f i rm - by - f i rm 
bas is  a s  we  rev iew i n vestments  a n d t r ans a ct ions .  
 As  I  u nde rsta n d f rom  your  prep are d s t ate ment ,  t he  S inoc hem c ase  
went  forw ar d af ter  t h is  more  thoro ug h re v iew tha t  con s i dere d the  eco lo gy - - I  l i ke  
that  wor d - - t he  b us in ess  eco logy .  
 Can yo u ta lk  a  l i t t le  b i t  a bout  w hat  ha ppe n ed i n  t hat  c ase  t hat  y ou 
th i nk  ma de i t  an  e f fe ct ive  rev iew  p rocess?   Was  t here  somethi n g  th at  t he  EU d i d  
that  w as  d i f fere nt  t h at  we  mig ht  lear n  f ro m --the re  a re  no  gu ar antees  i n  l i fe - - but  
that  improve  t he  potent i a l  ou tcome?  
 MR.  MILH AUPT:   We l l ,  I  t h i nk  w hat  t hey  d i d  was  ve ry  s im ple  an d very  
commonsens ic a l ,  wh i ch  i s  to  say  le t ' s  not  j ust  look  at  t he  s pec i f i c  en t i ty  t hat 's  
eng ag in g  i n  t he  t r an s act ion .   Let ' s  bro ade n the  le ns  a n d look  a t  the  w hole  host  o f  
factors  be hi nd  th is  e nt i ty .    
 Let ' s  look  as  best  we  can base d o n wh atev er  da ta  we hav e ,  an d they  
looked very  deep ly  i n to  S i nochem' s  own d i sc los ures ,  wh ich  I  t h i nk  i s  a  way  o f  
sug gest in g  t he  impor tance  o f  those  d isc losure s ,  t hat  t hey  be  f u lsome.   B ut  t hey  
looked at  those  d i sc l osures  an d dec i de d,  you know,  t h i s  en t i ty  i s  part  o f  a  m uch 
lar ge r  e nter pr ise ,  an d so  we need to  cons ider  the  ma rket  impa ct  o f  th at  lar ger  
enter pr ise .  
 Now,  h av i ng  gone  t hr ough  th at ,  t hey  dec i d ed th at  t he  marke t  i mpact  
was  s t i l l - -  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Mi n ima l .  
 MR.  MILH AUPT:   W as  s t i l l  m i n imal ,  but  I  t h ink  i t ' s  t hat  ap proac h .   
That 's  w hat  I  mea n b y  f i rm - by- f i rm an d m arket - by -ma rket .   I  d on' t  t h i nk  t here  i s  
anyt h i ng  ma gic a l  abo ut  t hat .   I t  seems e nt i re ly  commonsens ica l  to  me,  bu t  I  t h ink  
that  i s  w hat  i s  go i ng  to  be  re qu ire d a s  C hi nese  a n d othe r  SO Es  beg in  in terac t i ng  
more  fu l ly  i n  t he  U .S .  market .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   I n  t hat  c ontext ,  do  you t h i nk - -ag a i n ,  
we  deb ated  the  ye ar  before  las t  imp rov in g  the  d is c los ure  req ui r ements  on SEC 
f i l in g  documen ts ,  an d  we've  h ad a  f u l some deb ate  amon gst  the  Commiss ione rs  a s  
to  whethe r  or  not  th e  fact  t ha t  you a re  a  Communist  Party  me mber ,  or  in  the  
senior  lea der sh ip ,  a n d the  CEO rep rese nts  a  mater ia l  r i sk .  
 How woul d  you go  a b out  a ddr ess in g  i ssue s ?  Sorry .   T he  q uest io n i s  
whethe r  or  not  i t  sho ul d  be  i dent i f ied  as  mater ia l  i n forma t ion  when t he  
corporat ion - -  
 MR.  MILH AUPT:   R i gh t .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   - -h as  to  r e f lect  t ha t  wh ich  mig ht  
prese nt  a  r i sk  to  s ha r eho lde rs — i nvestors?   Sorry .  
 MR.  MILH AUPT:   Su re .   Mate r ia l i ty  u nde r  t he  sec ur i t ie s  law s  i s - -a  
reason ab le  s hare h o l d er  woul d  l ike  to  k now  i t .   I n format ion t hat  a  reaso na ble  
sha reho l der  woul d  l i ke  to  know i s  mater ia l .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Yes .  
 MR.  MILH AUPT:   An d so  i t  seems to  me in  t h i nk i ng  abo ut  t he  
dec i s ion -mak i ng  s t r u cture s ,  t he  gover na n ce  s t r uct ures ,  i f  the  boar d o f  d i r ectors  
o f  the  f i rm i s  bypa sse d by  some ent i ty  th at  s tan ds  above  t he  cor porat ion a n d 
set t i ng  t he  compe ns a t ion or  i s  mak in g  key  manage r i a l  dec is io ns ,  as  a  sh are ho lde r  
I  s ure  wou ld  l i ke  to  k now tha t .  



180 

 

 An d so  i f  we  j ust  use  the  de f i n i t ion  o f  m at er ia l i ty  in  o ur  ow n 
secur i t i es  l aws ,  ag a i n ,  I 'm  not  draw in g  co n c lus ion s - -  
 HEAR IN G CO -C HA IR  C LEVELA ND:   R i g ht .  
 MR.  MILH AUPT:   - - bu t  I  do  th ink  th is  i s  a  v ery  import ant  q uest i on to  
be  ask in g,  i s  a l l  mate r ia l  i n format ion be i n g  d isc losed here?   Th e  Party  a f f i l i a t io n,  
per  se ,  I 'm  not  su re  i s  nece ssar i ly  so  impo rtan t .   I  mea n lo ts  o f  people  jo i n  t he  
Party  i n  C hi na  for  re a sons  t hat  have  to  do  with  network in g  a nd  profes s ion a l  
adva ncement  an d so  on.  
 But  i f  someone i s  s er v ing  i n  a  very  h ig h  le ve l  Party  post  a nd  
s imul taneo us ly  i n  a  s enior  governme nt  pos i t io n,  t hen  I  t h i nk  so me context  a bout  
that  ro le  wou ld  be  ve ry  he lpf u l .   W hat  i s  t he  conte xt?   Wh at  a r e  you do i n g  i n  
those  po s i t ions  rat he r  th an s imp ly  a  l i ne  i n  the  b io  th at  say s ,  y ou know,  c ha i rma n 
of  the  Pa rty  co mmitt ee  with in  the  compan y  or  whateve r  i t  may  be ,  w hic h  you do  
somet imes  f i nd?   Bu t  I  wou ld  l ike  to  see  g reater  context  for  t h ese  pos i t ion s .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   I f  you co ul d  g ive  some tho ug h t  to  
what  mi gh t  f lesh  out  th is  mater ia l  i n forma t ion c la u se  t hat  wo ul d  be  as  a  
reason ab le  i nvestor ,  you woul d,  or  as  an  i nvestor ,  yo u wou ld  r easona bly  l ike  to  
know an d come back  to  the  Commiss ion,  w e 'd  ap prec iate  th at .  
 I  th ink  i t  wo ul d  he lp ,  an d i f  a ny  o f  you ha ve  that  k in d o f  per sp ect ive ,  
i t  woul d  be  he l pf u l  t o  us  b eca use  we 've  s t ru gg led w it h  th at  ve ry  q uest io n o f  
be i ng  a  Commun ist  P arty  member .   We l l ,  l o ts  o f  peo ple  are .   So  where  i s  t he  
thres ho l d  a nd  wha t  s houl d  t he  s t an da rds  be?  
 Commiss ione r  S hea .  
 CHA IRMA N SHE A:   I  j ust  have  a  tech ni ca l  ques t ion  for  Mr .  Mi lh aup t ,  
and  the n I ' l l  ju st  ask  Dr .  S c i s sors  anot her  ques t ion .  
 F I NS A.   F IN SA amend ed C FIU S,  an d a s  I  u n derst an d i t ,  i f  t he  e n t i ty  
mak in g  t he  ac qu is i t io n  i s  a  governmen t -ow ned e nt i ty  or  a  gover nment  e nt i ty ,  i t  
t r i gge rs - - the re 's  a n  a utomat ic  pre sump t io n th at  i t  nee ds  to  be  rev iewed ,  b ut  i t ' s  
an  investme nt  i n  c r i t i ca l  in f ra st r uctu re ;  r ig ht?   Or  am I  w ron g th ere?  
 I s  i t  j ust  a ny  investm ent ,  or  inve stments  i n  c r i t i ca l  in f r ast r uct u re?  
 MR.  MILH AUPT:   We l l ,  the  CF IUS  p rocess  i s  s t i l l  t he  un der ly in g  
f ramework  so  we 're  s creen in g  for  n at ion a l  secu r i ty  or  c r i t i c a l  in f rast ru ctu re ,  but  
i f  i t  i s  a  governmen t - contro l led  e nt i ty ,  t he n i t  t r i g gers  an  auto mat ic - -  
 CHA IRMA N SHE A:   R ig ht .   Bu t  the  whole  th i ng  i s  f rame d by  c r i t i c a l ,  
nat io na l  sec ur i ty  a nd /or  c r i t i ca l  i nf rast ruc tur e?  
 MR.  MILH AUPT:   Ye s .  
 CHA IRMA N SHE A:   Ok ay .   P ro fe ssor  Sc i ssor s ,  o r  Dr .  S c i s sors ,  yo u,  
aga in ,  I 'm  go i n g  b ack  to  we shou l d  not  b lo ck  Ch ine se  i nvestmen t  in  the  U. S .  for  
po l i t i ca l  re ason s .  
 I  j ust  wa nt  to  f l ip  t ha t .   From your  ex per ie nce ,  have  you  seen  
Chi nese  SOE inve stment  g lob a l ly  for  po l i t i ca l  r eason s?  
 DR.  S C I SSOR S:   A l l  r ig ht .   Now,  po l i t i c a l  i s  har d.   Yes ,  b ut  i t ' s  no t  I  
mean the  de f i n i t ion  o f  po l i t i c a l  t hat  I  wo ul d  u se ,  a n d I ' l l  ex p la in  i t  so  t hat  yo u 
can dec i de .   Most  o f  i t  i s  not .   
 An d wh at  do  I  mea n by  th at?   Bec au se  t he  domin ant  w ay  th at  
Chi nese  SOE s  i nvest  outwar d i s  to  ac qu ire  resou rces ,  an d t hey  l ike  to  acq ui re  
tech no logy  t hat  does n' t  us ua l ly  work .   But  resou rces ,  an d t hat ' s  not - - i t ' s  not  a  
po l i t i ca l  d i re ct ive .   I t  doesn ' t  ben ef i t  the i r  CEO o r  h is  mentor  in  the  Pa rty ,  but  i t  
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i s  obv io us ly  t ie d  to  p o l i t i c s  be ca use  t hat  r esource  acq u is i t ion  e nab les  Ch ine se  
in dus tr i a l  pro duc t ion ,  whi ch  em ploys  lo ts  o f  peop le ,  w hic h  i s  t he  mai n  leve r  th e  
Party  h as  over  t he  ec onomy.  
 So  i t ' s  seve ra l  s te ps  r emoved f r om po l i t i c s ,  w i t hout  a  do ubt ,  b u t  
there 's  a  rea son w hy  the  C hi nese  overw hel ming ly  i nvest  in  reso urces .   T here 's  a  
reason w hy  t he  go -ou t  pro gram looks  the  way  i t  does .   The re ' s  a  reaso n w hy  the  
b i gges t  n at io na l  ch a mpions  are  resou rce  f i rms,  an d i t ' s  not  ma r ket  forc es .   I t ' s  
that  w as  t he  b ase  d i r ect ion f rom the  gove rnment .  
 CHA IRMA N SHE A:   Ok ay .   T ha nk  you .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  Wesse l .  
 HEAR IN G CO -C HA IR  WESSEL :   Mr .  M i l ha u pt ,  a  q uic k  q uest ion f or  you 
go in g  back  to  F I N SA a nd t he  C F IUS ch a n ges .  
 My  reco l lect ion i s  t h at  the  CF IU S s ta n dar d i s  a l so  a  "co ntro l l i n g  
t ran sact ion, "  wh ich  i s  a  term of  ar t .   I  me an t he  S EC,  I  be l ieve ,  i t ' s - -wha t - - f ive  
perce nt?   In  anot her  s i tu at io n,  i t  may  be  5 0  perce nt  or  somethi ng  in  betwee n.   
That 's  not  c han ge d b y  the  ques t ion o f  wh ether  t hey ' re  a n  SOE or  not ;  i s  i t?  
 MR.  MILH AUPT:   T hat 's  r ig ht .   C F I US does  not  de f i ne  cont ro l .  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t .  
 MR.  MILH AUPT:   An d so  what  F I NS A a d ds  i s  automat ic  r ev iew i f  i t  i s  a  
governmen t -co ntro l l ed  ent i ty ,  an d I  th in k  actu a l ly  F IN SA -- remember ,  F I NS A was  
passe d at  t he  t ime t h at  the re  was  a  lo t  o f  controversy  over  sovere ig n  wea l t h  
fu nds .  
 HEAR IN G CO -C HA IR  WESSEL :   Uh -h u h.  
 MR.  MILH AUPT:   An d I  th ink  F IN SA w as ,  at  least  in  pa rt ,  d i recte d at  
the  sovere ig n  wea l th  fu nd .  
 HEAR IN G CO -C HA IR  WESSEL :   Bu t  i t  does n' t  ch an ge  t he  cont ro l  test ,  
meani ng  t ha t  de sp i te  be i ng  an  SOE ,  i f  you take  12  pe rcen t  o f  a  company  over ,  an d 
the  C FIU S doesn ' t  v ie w that  as  co ntro l ,  i t  would  not  be  a n a uto mat ic  rev iew;  
would  i t?  
 MR.  MILH AUPT:   T ha t 's  my  u n derst an di ng  as  wel l .  
 HEAR IN G CO -C HA IR  WESSEL :   Th at  i t  woul d  be  a  rev iew?  
 MR.  MILH AUPT:   Wo u ld  not  be .  
 HEAR IN G CO -C HA IR  WESSEL :   No ,  tha t  i t  would  not  be .  
 MR.  MILH AUPT:   Wo u ld  not  be .  
 HEAR IN G CO -C HA IR  WESSEL :   Th at  was  my  que st ion .    
 Ms .  Dra ke ,  a  qu ick  q u est ion for  you ,  I  be l i eve .   T i an j i n  P i pe ,  b i l l ion  
do l l ar  f ac i l i ty  i n  Texa s .   I f  t hey  wa nte d - -an d they ' re  not  import i ng  anyt h i ng  f rom 
Chi na ,  everyt h i ng  t he y ' re  do in g  i s  in  t he  d omest ic  market - - i f  t h ey  wante d to  b lock  
a  t ra de  c ase  a ga in st  Chi na  in  a  s imi l ar  se c tor ,  a nd t hey  ha d en ough  market  power ,  
they  cou ld .   T hey  hav e  s tan d in g  u n der  t he  t rade  law s;  i s  th at  r ig ht?  
 MS.  DR AKE:   T hey  woul d  h ave  s ta n di ng  un der  t he  t rade  law s  as  a  
domest ic  pro duce r .   There  are  te sts  t hat  a l low t he  exc lu s ion  o f  com pa nies  f rom 
the  domest ic  s u pport  ca lc u l at io n i f  they  ar e - -  
 HEAR IN G CO -C HA IR  WESSEL :   A n impo rter .  
 MS.  DR AKE:   - -a n  im p orter .  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t .  
 MS.  DR AKE:   Or  re l at ed to  a n  im porter .   B ut  i t ' s  ma i n ly  used  to  
exc lu de  d i rect  im port ers ,  a n d so  i f  t hey  ar e  not  impo rt i ng ,  th ey  would  be  
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cons i dere d part  o f  t h e  domest ic  in d ustry .   I f  t hey  posed a  new  t rade  case  on 
po l i t i ca l  grou nd s  or  what  have  you ,  the  i nq ui ry  woul d  not  de l ve  that  dee ply .  I t  
would  ju st  s ay  you 're  a  domest i c  p rod ucer ;  you're  not  i mport in g.   Your  o ppos i t io n  
to  th is  pet i t io n  cou nt s  an d co ul d ,  i f  i t ' s  la r ge  eno ug h,  spe l l  t he  end o f  th at  
pet i t ion  an d i na bi l i ty  o f  o ther  domest i c  co mpan ies  to  get  t r ade  re l ie f .  
 HEAR IN G CO -C HA IR  WESSEL :   So  j ust  walk  me throu g h th is  bec ause  
you sa i d  a  re l ate d p a rty .   T he  f act  t hat  th ey  are  a n  SOE a nd  re l ated by  
governmen ta l  contro l  would  not  neg ate  t h e i r  a b i l i ty  to  b lock?   That 's  never  been  
tested;  has  i t?  
 MS.  DR AKE:   T hat 's  n ever  bee n teste d,  an d norma l ly  the  focus  i s  on  
those  t hat  are  import in g  d i rec t ly .   The  re l a t ions hi p  i ss ue  i s  not  one  th at  h as  been  
explore d a n d cert a i n l y  not  i n  t he  conte xt  o f  SOEs ,  a nd go i ng  ba ck  how we mi ght  
def i ne  re la t ion s  at  a  po l i t i ca l  leve l ,  i t ' s  more ,  you k now,  i t ' s  m y  af f i l ia te - -  
 HEAR IN G CO -C HA IR  WESSEL :   R i gh t ,  r ig ht .  
 MS.  DR AKE:   - -my  d i r ect  su bs id iary ,  e t  cet era .  
 HEAR IN G CO -C HA IR  WESSEL :   Same co ntr o l  gro up o r  someth in g?  
 MS.  DR AKE:   R ig ht .   E xact ly .  
 HEAR IN G CO -C HA IR  WESSEL :   Okay .   T han k  you.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  B art ho lomew.  
 COMMIS SIO NER BART HOLO MEW:   T han ks  v ery  much .  
 Mr .  Mi lha u pt ,  I 'm  a  l i t t le  con fu sed ,  somet hi ng  to  do  wit h  SA SA C,  a nd 
I  j ust  won dere d i f  yo u cou ld  f le sh  i t  out  a  l i t t le  b i t .   You note  t hat  a  commentator  
says  t hat  in  pr act i ce  SA SAC ha s  fa ced an u ph i l l  s t r u gg le  to  est a bl i sh  i t s  au t hor i ty  
over  the  SOEs .   A n d t hen o n t he  nex t  p age ,  you ta lk  a bout  th at  SA SAC e sse nt i a l ly  
has  veto  power  over  sha re  t r ans fers .   In  o ther  wor ds ,  i t  can  by pass  the  boa rd o f  
d i re ctors  to  conso l id ate  or  t r an sfer  cont r o l  o f  the  corpo rat io n .  
 I 'm  hav i ng  t rou ble  re conc i l i ng  t hose .   T hat 's  a  pr et ty  powe rf u l  t h i ng .   
I t ' s  power fu l  power  t o  be  a ble  to  t ra nsfe r  contro l  o f  the  corpo r at ion .   How do  I  
reconc i le  t hat  wi t h  t hey ' re  not  ve ry  powe rfu l  or  t hey ' re  s t ru g g l in g  to  e sta bl i sh  
the i r  power?  
 MR.  MILH AUPT:   I 'm  not  su re  I  ca n re conc i le  i t  e i t her .   SA SA C i s  an  
eni gma.   A nd i f  you  t a lk  to  C hi nese ,  they  don 't  f u l ly  u n derst an d wh at  S AS AC i s .   I n  
my  researc h fo r  the  u nde r ly i n g  ac ademic  p aper ,  I  hea rd  a  g reat  var iety  o f  v iews  
on SA SA C' s  powe r .   S ome Chi nese  d ismi ss  i t  as  an  empt y  box  fo r  Party  co ntro l .   I  
don ' t  a gree  w ith  th at ,  b ut  some C hi nese  t h i nk  i t ' s  an  empty  box .  
 Other  peop le  s ay  th a t  i t  i s  l i ter a l ly  a  c hec k in g -t he- box  exe rc is e .   I t ' s  
just  a  few b urea uc rat s  sort  o f  mak in g  s ure  that  the re  are  boa rd s  o f  d i recto rs  a n d 
so  on i n  t hese  f i rms,  a  k i nd o f  compl ia nce  committee .  
 So  the  Ch ine se  thems elves  do n't  ag ree  on  th is .   I  t h i nk  t he  po in t  here  
i s  t hat  jus t  as  the  SO E sector  i t se l f  i s  not  monol i th ic ,  the re ' s  g reat  heterog ene i ty  
among t hese  f i rms .   I  th i nk  SA SAC  i s  a  con f l i c ted e n t i ty  th at 's  a  work  i n  p rogre ss ,  
and  i t ' s  s t i l l  work in g  out  i t s  own l imits  o f  i t s  own a ut hor i ty .   
 So ,  on  t he  one  h an d,  i t  de fers  to  the  P arty ,  w i t h  res pect  to  key  
manageme nt  a p po int ments .   On t he  ot her  han d,  i t  defe rs  to  s u b stant ive  
min is t r ie s  wi t h  re spe ct  to  key  b us ines s  de c is io ns ,  b ut  i t  does  h ave ,  as  a  
sha reho l der ,  i t  seems  to  have  t h i s  s upe rpo wer ,  th is  o ne  e leme n t  o f  a  s up erpowe r  
with  res pect  to  down stream s har e  t ra ns fer s .   
 So ,  yes ,  I  a gree  wit h  you,  th at 's  a  ve ry ,  ve ry  power fu l  too l ,  bu t  i t  
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i sn ' t  ever y th in g,  a n d when yo u h ave  Party  over lords  an d you ' re  a lso  con ten di ng  
with  ot her  mi n i s t r ies ,  th is  a l l  ha s  to  be  worked o ut  somehow.   I  have  no  i dea  how 
i t ' s  worked  out ,  an d I  certa in ly  ho pe  to  t ry  to  do  rese arc h to  f in d  out ,  b ut  t h is  i s  
a  b lack  box .  
 COMMIS SIO NER BART HOLOMEW:   A re  t her e  any  ex ample s  o f  i t  hav i ng  
exerc is ed t hat  au thor i ty?   I  mea n wou ld  we even be  ab le  to  f i n d  out  i f  t hey  ha d?  
 MR.  MILH AUPT:   T her e  are  some ca ses ,  in  f act ,  beca use  t h i s ,  o f  
course ,  con f l i c t s  w i th  Chi nese  corpo rate  la w,  an d C hi n ese  corpo rate  l aw sc ho la rs  
are  very  un ha ppy  w it h  th is  pa rt ic u l ar  law beca use  t hey  see  i t  a s  erod in g  t he  
leg i t imacy  or  u nde rmini n g  th e  le g i t imacy  o f  the  cor por ate  l aw.  
 There  have  been  case s  in  wh ich  a  t r an sact i on was  c ha l le nge d,  a nd my 
un ders tan d in g - - I  hav e  not  do ne  de ep rese arch  i nto  th is - - but  my  un ders ta nd in g  i s  
that  t he  C h inese  cour ts  have  come to  conf l i c t i ng  conc lu s ion s  a b out  whet her  the  
SA SAC law sho ul d  t r u mp the  co rpor ate  l aw  or  the  reverse .  I  th in k  they  te nd to  
s ide  w it h  S AS AC,  per hap s  not  su rp r is in g ly ,  b ut  I  th ink  even t he  courts  are  not  
speak in g  wi th  o ne  vo ice  i n  t h is  are a .   So  y ou're  conf use d a bout  i t ,  a n d so  am I .  
 COMMIS SIO NER BART HOLOMEW:   Okay .   A l l  r i g ht .   Th ank s .   
 Derek ,  d id  you have  s omethin g?  
 DR.  S C I SSOR S:   Ye ah .   I  mean ,  t he  le ga l  j ur i sd ic t ion  he re  i s  way  over  
my  head ,  b ut  w hat  m y  co l lea gue s  sa i d  a bout  he teroge ne i ty  i s  r i ght  o n.   The re  a re  
a  set  o f  Ch ine se  compan ies  w ho  do n' t  a ns wer  to  S AS AC.   They  don 't  a nswer  to  
the i r  min is t r ies  e i t he r .   T hey  a nswe r  to  pe ople  on the  Po l i tb uro  that  are  d i rect ly  
in  l i ne  t hat  t hat 's  the i r  sec tor .   The se  are  rea l ly  b ig  compa nies .   They  emp loy  
hu nd red s  o f  t hous an ds  o f  peop le .   They ' r e  hu ge  t ax  cont r i bu tors .  
 They ' re  j ust  in  anot h er  wor l d ,  a n d S AS AC doesn ' t  a p ply  to  t he m.   Th is  
i s  p ro  forma .   T hey  g o  throu gh  t he  mot ion s  a f te rwar ds  i f  t hey ' r e  su ppose d to .   So  
She nh ua Coa l ,  wh ich  i s  C hi na 's  b i gge st  coa l  p rodu cer ,  i s  v i ta l  to  the  C hi nese  
economy.   
 But  t here  are  ot her  r eg ion a l  coa l  pro duce rs  who  w ant  to  may b e  
inte gra te  ac ross  prov ince s ,  a nd  now you 'v e  got  a  bat t le  a n d wh at  terms  in  t he  
prov i nce .   One  prov in ce  want s  th is ,  a nd t h e  other  prov i nce  wa n ts  th at ,  a n d now 
there  i s  some sor t  o f  mediat ion t hat  ha s  to  go  on,  an d t here  SA S AC i s  one  o f  the  
p laye rs ,  an d t hey  a re  gra nte d a  certa in  s ta tus  beca use  t hey ' re  s up posed  t o  be  o ne  
o f  the  p l ayers  as  op p osed to  t he  peo ple  w ho  are  ju st  med dl in g  for  po l i t i ca l  
reason s .   
 So  I  t h i nkwe have  ex amples  o f  con so l i dat i on i n  the  s tee l  i nd ust ry  
where  SA SAC  p layed  a  ro le .   I t  woul d  not  p lay  a  ro l e  i f  Baostee l  wan ted somethi ng  
and  the  Part y  Secret a ry  in  S ha ng ha i  wa nte d i t ,  too .   T hat  woul d  be  t he  en d o f  
that .  
 But  w hen the re  i s  a  c onf l i c t ,  as  t here  w as  in  seve ra l  o f  t he  b ig  s tee l  
mergers ,  the n SA SA C does  p lay  a  ro le ,  a nd that 's  how you re con c i le  t hese  two  
v iews.   T hey ' re  comment i ng  abo ut  d i f fere n ce  in sta nces .  
 COMMIS SIO NER BART HOLOMEW:   T han k  you.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  F ie dler .  
 COMMIS SIO NER F I EDLER:   I  w ant  to  fo l low  up a  l i t t le  b i t  on  
Commiss ione r  C leve l and 's  d isc uss ion a bo ut  ou r  he ar i n g  whe re  we looked into  SOE 
d isc lo s ures  an d comb ine  i t  a  l i t t le  b i t  her e .   No body  wa nts  to - -e verybody  seems  
to  react  aga in st  co un try -s pec i f i c  act ion .   Okay .   But  we  sort  o f  f i na l ly  got  the  
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hea d o f  cor porate - - I n terna t ion a l  Corpor at e  F i na nce  to  s ay ,  yea h,  C hi na  ha s  some 
un iq ue  c har acter i s t ic s  tha t  o the r  cou ntr ie s  don 't  have .  
 So ,  for  in sta nce ,  Joh n  Thor nton wa s  on t he  boar d o f  a  C hi nese  
company ,  w as  inte rv i ewed by  McK in sey ,  a nd I  t h i nk  i t  was  o ne  o f  the  te lecoms,  
and  he  ta lke d a bou t  execut ives  a nd boar d  members  who  are  Pa rty  members  ha d a  
sepa rate  meet in g  f rom the  boa rd o f  d i rect ors .   So  I  sort  o f  looked at  a l l  o f  t he  
SEC d is c los ure .   I  tho ug ht  t hat  w as - - I  mea n th at  sor t  o f  met  my  mater ia l i ty  test ,  
and  I  t hou gh t  i t  sho u ld  meet  a nyone 's ,  a n d the re  wa s  no  s uc h d isc los ure  o f  tha t .  
 Now,  a  s tate  e nter pr i se  in  Swe den does n' t  have  t he  s ame dyn a mics .   
Okay .   An d a l l  we  wer e  sort  o f  prob in g  wa s - -a nd  peo ple  have  te st i f ied  today ,  a nd 
maybe  i nc l ud i ng  you r se lves ,  o r  i nc l ud in g  y ourse lve s - - i t ' s  a  d i f fe rent  sca l e  he re .   
We're  t a lk in g  a  la rge  sca le .  
 So  why  do n 't  we  have  some accommodat io n to  cou ntry -s pec i f i c  
c i rc umsta nces  w he n we t ry  to  gover n t he  inte ract ion t hat  we  h ave  with  the se  
compan ies  i n  t he  U ni ted S tates?  
 DR.  S C I SSOR S:   I  h ave  two answe rs ,  ve ry  q uick ly .   One ,  the re ' s  a  b ig  
prob lem wit h  t he  WT O,  an d I ' l l  le t  my  co l l eag ues  get  i nto  t he  d eta i l s ,  but  my  
answe r  woul d  be  mor e  a lon g t he  l ine s  o f - -  
 COMMIS SIO NER F I EDLER:   Wait .   WTO  doe sn ' t  de a l  w i th  i nvest ment  
ques t ion s ,  t hou gh;  r i ght?  
 DR.  S C I SSOR S:   Nonet he les s ,  t hese  b lee d v ery  q uick ly  i nto  t r ade .   A s  
you  can  ima gi ne ,  T ia nj i n  P i pe  i s  t he  exce p t ion o f  t he  sea le d -o f f  investme nt  
company .    
 But  my  a nswer  woul d  be  more  a lon g the  l i nes  o f - -a n d th ere  a re  WTO 
pr i nc ip les  obv ious ly - - my  answer  wo ul d  be  more  a lon g t he  l ine  o f  we ' re  not  t ry i ng  
to  d is cr imi nat e  a ga i n st  Ch ine se  i nvestmen t .  Th is  i s  somethi ng  t he  C hi nese  do  a l l  
the  t ime .   You 're  d isc r imi nat i n g  a ga i nst  Ch inese  i nvestment .   N o .   We' re  worr ied  
about  SOE i nvestmen t .   
 Not  a l l  C h i nese  inve s tment  i s  SOE  i nvestment .   We wa nt  to  se p arate  
the  cou ntry  f rom t he  actor .   C h i nese  pr iv at e  investme nt  i s  g reat ,  you k now,  
exact ly  a lon g t he  l i ne s  o f  wh at  you 're  t a lk i ng  abo ut  be fore .   Wh at  wor l d  do  we 
want  to  e ncou ra ge?   We want  to  e ncou ra g e  a  wor l d  o f  Ch inese  pr iv ate  
investme nt .  
 So  we don 't  w ant  to  d isc r imi nate  a ga i nst  Chi na .   We w ant  to  
d isc r imi nate  a ga i nst  SOEs  in  the  c ases  th a t  they  need e xt ra  scr eeni ng ,  a nd t he  
Chi nese  case  i s  inte r est in g  beca use  t hey  have  b i gger  SOE s ,  an d they  have  a  Par ty  
as  wel l  as  a  s t ate  a p p arat us ,  b ut  i t ' s  not  C hi nese  investme nt  w e 're  wor r ie d  a bout ;  
r ig ht?  
 COMMIS SIO NER F I EDLER:   Yea h,  yea h.  
 DR.  S C I SSOR S:   But  p i ck in g  out  the  cou ntry  i s  t he  wro ng t h i n g  to  p ick  
out .   I t ' s  t he  s t ate  op erat io ns  t hat  we 're  p ick i ng  o ut .  
 COMMIS SIO NER F I EDLER:   Wel l ,  i t  h ap pen s  to  be  C h ina .   I t  ha p pens  
to  be  C hi na  an d not  S weden .   So  i t  qu ick ly  devo lves  i nto  co unt r y  a l t houg h I  wou ld  
say  to  you t hat  Rus s i a  may  pose  s imi lar  pr oblems.   Okay .   A n d t here 's  a  d i f fe ren t  
dynam ic  o f  do i ng  bu s ines s  the re  t hat  i f  t h ey  want  to  come to  t he  ca pi t a l  ma rkets ,  
there  mi g ht  be  even d i f fere nt  d is c los ure ,  and  you don 't  ne ed n ew laws  to  govern  
th is .   
 You nee d a n a ct ive  S EC th at  makes  the  d i s t inct ion betwee n cou ntr ies  
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and  does n ' t  acc ept  b o i ler p la te  d isc losu re  that  has  become t he  norm for  not  on ly  
U.S .  comp an ies ,  bu t  more  importa nt ly  an d de cept ive ly  C hi nes e  compan ies .  
 MS.  DR AKE:   I  woul d  j ust  l i ke  to  say  I 'm not  sur e  th at  t here  wo u ld  be  
a  WTO p rob lem with  inc lu di ng  r u les  l i ke  t hat ,  b ut  I  th ink  wha t ' s  esse nt i a l  i s  
mak in g  s ure  t hat ,  as  the  Commiss ioner  sa i d ,  t hat  i t ' s  not  bo i ler p lat e  d isc losu re ,  
and  th at  i t  i s  more  d eta i le d  a n d s pec i f i c  a bout  w hat  i s  mate r ia l  an d wh at  i s  not ,  
rega rd less  o f  whe re  t he  compa ny  mi ght  be  reg is tere d or  w here  i t s  u l t imate  
contro l  may  be .   I t  may  be  t hat  i t  o n ly  has  12  perce nt  SOE co nt ro l  or  SA SAC 
contro l ,  b ut ,  nonet he less ,  for  d i f fere nt  rea sons  i s  not  oper at i ng  on commerc ia l  
terms.  
 An d i n  a dd i t io n  to  un derst an di ng  the  boa r d,  w ho 's  o n t he  boa r d,  how 
the  bo ar d meets ,  d i f f erent  govern an ce  cr i t er ia ,  we  s houl d  be  a l so  look in g  at  
re late d- pa rty  t r an sac t ions  def ine d broa dly ,  to  i nc l ude  any  s tate -owned  
commerc ia l  ba nk ,  an y  other  s t ate -ow ned enter pr ise ,  an d a lso  l ook ing  at  t he  
company 's  r i sk  o f  l ia b i l i ty  un der  cou nterv a i l in g  duty  laws  o r  u n der  ot her  t ra de  
agreeme nts  t hat  are  posed by  s up port  i t ' s  get t i n g  f rom the  s t at e  or  o ther  
d isc r imi nato ry  ar ra ng ements  t hat  i t  may  b e  par t ic ip at i ng  i n .  
 So  the re  i s  cert a i n ly  a  bro ad arr ay  o f  a rea s  where  more  d isc los ure  i s  
neede d,  an d wh i le  i t  coul d  be  by  co unt ry  or  not  by  cou ntry ,  I  t h i nk  t he  nee d i s  
ur gent .  
 COMMIS SIO NER F I EDLER:   Th ank  yo u.  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Commiss i oner  Wort ze l .  
 COMMIS SIO NER WO R TZEL :   A s  you were  d escr i b i n g  i n  p rob lems  o f  
mater ia l i ty  an d d is c l osure  in  s tate -owne d  enter pr ises ,  i t  s t r uc k  me --a nd  I  k now 
th is  i s  a  s t ate -ow ned enter pr ise  hear in g - -b ut  g iven w hat  we kno w abou t  the  w ay  
Communist  Party  an d  re late d governme nt  orga ns  f u nct io n,  we  haven 't  eve n 
cons i dere d w hat  i t  m ig ht  mean  i f  p r ivate - - what  rea l ly  may  be  p r ivate  e nter pr ises  
in  C h ina - - be gi n  to  i nv est ,  b ut  t hey ' re  co ntr o l led  by  pr i nce l i ng s  o r  the  fami l ies  o f  
very  sen i or  o f f i ce rs  i n  the  People 's  L ibe ra t ion Army or  t he  Communi st  Party .  
 An d I  know t hat 's  an other  set  o f  q uest ion s ,  b ut  t h i s  mig ht  be  a  good 
way  to  c lose  i t  out  wi th  some f ina l  t hou ght s .  
 DR.  S C I SSOR S:   T hat  t o  me just  arg ues  muc h more  s t ro ng ly  a ga i nst  
ide nt i fy i ng  Ch in a  as  t he  p rob lem beca use  t here  a re  a  whole  b un ch o f  co unt r ie s  
f rom a  l ar ge  Mi dd le  E aster n  o i l  expo rter ,  c ompanie s  t hat  I  do n' t  rea l ly  k now tha t  
I  cons id er  t hem p r iva te  or  sep ar ate  f rom the  s ta te  or  t he  r u l in g  fami ly  o r  
whatever ,  so  once  you ta lk  a bout  i t  t hat  w ay ,  I  t h i nk  t here  i s  a  nat io na l  sec ur i ty  
i ss ue  wort hy  to  be  d i scus sed,  b ut  i t  i s  not  a  Ch in a -s pec i f i c  i s su e .   I t  i s  an  i s sue  
that  may  be  a d dres se d by  d i sc los ure ,  b ut  n ot  a  cou ntry -ba sed d i sc los ure .  
 COMMIS SIO NER F I EDLER:   We j ust  ha ppe n  to  b e  t he  C hi na  
Commiss ion t hou g h.  
 [Lau g hter . ]  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Mr .  Mi l h aup t ,  I  h ave  one  mor e  
ques t ion .   Look i ng  at  your  ta ble  i n  your  wr i t te n s t atement  abo ut  le ade r  rota t ion s  
and  the  Ch ine se  ce nt ra l  e nter pr ises  o f  wh i ch  46  to  50  eac h yea r  betwee n  2004  
and  2008,  a nd t he n 2 7  in  2009.   Wha t  s houl d  we take  away  f ro m that  c ha rt?  
 MR.  MILH AUPT:   We l l ,  I  t h i nk  i t ' s  a n  i l l ust r at ion o f  wh at  was  ta l ked 
about ,  I  th ink ,  mai n ly  in  t he  s econ d ses s io n,  a bout  wha t 's  u ni q ue  a bout  t he  
Chi nese  case .   I t ' s  th e  sca le ;  i t ' s  t he  deg r ee  o f  i nterco nnec ted ness .   T hat 's  w hat  I  
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take  away  f rom i t .   
 I  th ink  the re  i s  a  b le n d betwee n ma rket  a n d gover nment  in  ever y  
system,  b ut  w hat 's  d i f fere nt  to  me a bout  Chi na  e xt rao rd ina i re  i s  t he  de gree  o f  
inte rmin gl in g .   A nd  s omeone made the  co mment  that  th is  i s  a  new system .  I  t h i nk  
i t ' s  a  new system .   A nd I  t h i nk  I  ten d to  a gree  w ith  tha t .  
 I 'm  not  su re  we 've  ever  seen  a  sy stem i n  w hic h  bus ine ss  a n d 
governmen t  i s  so  c los e ly  i ntertw ine d on su ch a  la rge  sca le ,  a nd  so  I  t h i nk  t he  
tabl e  i s  i l lu st r at ive  o f  th at .  
 HEAR IN G CO -C HA IR  C LEVELA ND:   Okay .   An y  other  que st ion s  f rom my 
co l lea gue s?  
 Tha nk  you very  much  for  a ppe ar in g.   We a pp rec i ate  i t  an d lear ned a  
great  de a l .   We look  forwar d to  hear in g  f r om you,  an d,  a s  I  sa i d ,  p lea se ,  i f  t here  
are  s pec i f i c  det a i l s  o n  the  whole  q uest ion  o f  mater i a l i ty  t hat  y ou a l l  cou ld  
sug gest  i n  a dd i t io n  t o  the  ones  you j ust  d id ,  M s.  Dr ake ,  p le ase  su bmit  t hem for  
the  reco rd .  
 Tha nk  you very  much .   We 're  a djo ur ned u nt i l  Marc h 26 .  
 [Wher eu pon,  at  3 :13  p .m. ,  th e  he ar i n g  was  adjo ur ned . ]  

 

 

 

 


