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 The Commiss ion met  in  Room 385,  Russel l  Senate  Off ice  
Bui ld ing,  Washington,  D.C.  a t  9 :00 a .m. ,  Chai rman Larry  M.  Wortze l ,  
and Commiss ioners  Dennis  Clarke  Shea  and Michael  R.  Wessel  
(Hear ing Cochairs ) ,  pres id ing.  

 
 

OPENING STATEMENT OF COMMISSIONER MICHAEL R.  
WESSEL (COCHAIR) 

   
 HEARING COCHAIR WESSEL:   Good morning.   We' l l  ge t  
s tar ted .   Congressman Michaud,  thank you for  be ing here  th is  morning.  
 I t ' s  unusual  for  us  to  s tar t  exact ly  on t ime.  
 VICE CHAIRMAN BARTHOLOMEW:  That ' s  a  ref lec t ion on us .  
 HEARING COCHAIR WESSEL:   Yes .   We wi l l  de lay  our  opening 
s ta tements  so  tha t  we can get  r ight  to  your  tes t imony.  
 The Congressman was  sworn- in  in  January  2003 to  represent  the  
Second Congress ional  Dis t r ic t  of  Maine .   He is  a  co-founder  of  the  
House  Trade  Working Group,  a  b ipar t i san  organiza t ion  commit ted  to  
advocat ing  for  fa i r  t rade  pol ic ies .  
 The Representa t ive ,  whose  d is t r ic t  inc ludes  a  very  long border  
wi th  Canada,  s t i l l  our  la rges t  t rading par tner  a l though tha t  i s  changing 
a  b i t  these  days ,  i s  qui te  fami l iar  wi th  t rade  and in ternat ional  
compet i t ion ,  a l l  the  more  so  s ince  he  worked for  the  Great  Nor thern  
Paper  Company for  30 years .  
 He a lso  served in  the  Maine  legis la ture  and a t  one  t ime pres ided 
over  the  Maine  Senate .    
 Congressman,  thank you for  being here  and please  begin .  



 

 
 

 

 
PANEL I:   CONGRESSIONAL PERSPECTIVES 

 
STATEMENT OF MICHAEL H.  MICHAUD 

A U.S.  REPRESENTATIVE FROM THE STATE OF MAINE 
  

 MR.  MICHAUD:  Thank you very  much for  having me here  th is  
morning.   I 'd  love  to  hear  Representa t ive  Jones '  remarks ,  but  I  have  a  
markup in  the  Veterans  Affa i rs  Commit tee ,  and I 've  got  seven bi l l s  
f rom the  Heal th  Care  Subcommit tee  tha t  I - -  
 CHAIRMAN WORTZEL:   Take good care  of  us .  
 MR.  MICHAUD:  I  in tend to .  
 So tha t ' s  why I  want  to  make sure  I  ge t  back there .   But  I  do  
want  to  thank you for  having me here  today.   I t ' s  an  honor  to  tes t i fy  
and have  an  exchange of  v iews wi th th is  d is t inguished group of  exper ts  
on  U.S. -China  re la t ions .   Your  work has  been invaluable  to  those  of  us  
in  Congress  who are  concerned about  economic ,  pol i t ica l  and secur i ty  
impl ica t ions  of  the  U.S.  re la t ionship  wi th  the  People 's  Republ ic  of  
China .  
 Centra l  to  those  concerns  i s  the  subjec t  of  th is  hear ing:  R&D in  
China ,   China 's  technologica l  advances  in  key indust r ies ,  and the  
changing nature  of  t rade  tha t  has  f lowed between the  two countr ies .  
 According to  the  recent  survey re leased by the  School  of  
Business  a t  Duke Univers i ty ,  the  offshor ing of  product  development  
increased f rom an a l ready large  base  by more  than 40 percent  in  the  
one-year  per iod of  2005 and 2006.  
 The s tudy surveyed 530 companies  as  to  the i r  of fshor ing 
ac t iv i t ies .   The  respondents  to  the  survey repor ted  tha t  in  the  per iod 
between 2007 and 2010,  they forecas t  tha t  of fshor ing of  product  
development  would  increase  65 percent  for  R&D and by more  than 85 
percent  for  engineer ing services  and product  des ign.  
 Much of  th is  inves tment  i s  going to  China  tha t ,  as  your  pr ior  
work has  documented,  i s  a  na t ion  tha t  i s  making spectacular  ga ins  in  
i t s  R&D capaci ty .   Whi le  U.S.  inves tors  increas ingly  depend on the i r  
China-based opera t ion  for  R&D, they a lso  expect  pa tent  protec t ion  
there  for  the i r  innovat ions .   Otherwise ,  such inves tment  wi l l  become 
impract ica l  and uneconomic  and quickly  wi l l  go  to  o ther  na t ions  tha t  
respect  pa tent  r ights .  
 Current ly ,  however ,  U.S.  innovators  are  p lagued by Chinese  
p i racy,  counterfe i t ing ,  and unauthor ized,  uncompensated  use  of  the i r  
in te l lec tual  proper t ies .  

- 2 -

 Without  proper  safeguards  here  and in  China ,  the  inf r ingement  of  
pa tents  wi l l  worsen as  more  companies  outsource  more  of  the i r  R&D 
 

 
 
 
  



 

 
 

 

and des ign work.   The issues  of  providing such domest ic  protec t ion ,  
notably  the  deta i l s  of  U.S.  pa tent  laws,  are  one  of  the  most  
controvers ia l  mat ters  tha t  was  before  the  110th  Congress .   Whi le  a  b i l l  
passed the  House  in  September  of  2007,  pa tent  legis la t ion  s ta l led  in  
the  Senate  because  of  the  inabi l i ty  of  the  var ious  in teres ts  to  f ind  a  
compromise  on key issues .  
 Some var iant  of  pa tent  legis la t ion  tha t  was  considered in  the  
110th  Congress  wi l l  probably  re turn  in  the  111th  Congress  next  year .   
In  ant ic ipat ion  of  tha t  debate ,  the  Congress  would  benef i t  grea t ly  f rom 
the  advice  of  th is  Commiss ion on two points :  protec t ion of  U.S.  
pa tents  in  China  and premature  publ ica t ion  of  U.S.  pa tent  appl ica t ions .  
 These  i ssues  wi l l  p lay  a  major  ro le  in  de termining whether  the  
U.S.  wi l l  cont inue  to  have  a  f i rs t - ra te  pa tent  sys tem that  na t ions  such 
as  China  can aspi re  to  a t ta in  or  whether  we wi l l  lower  U.S.  s tandards  
in  a  misguided ef for t  to  harmonize  our  patent  sys tem to  the  lower  
levels  found in  the  res t  of  the  wor ld .  
 Accordingly ,  our  reques t  tha t  you prepare  recommendat ions  for  
Congress  on how i t  can  provide  legis la t ion  and overs ight  des igned to  
defend the  r ights  of  U.S.  pa tent  owners  involved in  the  U.S-China  
t rade .    
 These  and other  ques t ions  are  in  my ful l  wr i t ten  tes t imony that  I  
submit ted:  
 What  improvements  in  the  moni tor ing of  pa tent  v io la t ions  in  
China  are  appropr ia te?  
 Second is  should  the  enforcement  of  U.S.  g lobal  pa tent  r ights  
cont inue  to  be  a  responsibi l i ty  of  the  USTR or  would  that  process  be  
more  effec t ive  i f  the  negot ia t ion  of  t rade  r ights  and enforcement  of  
such r ights  were  separa ted?  
 The second issue  on which I  seek advice  for  my congress ional  
col leagues  and mysel f  concerns  prepubl ica t ion  of  U.S.  pa tent  
appl ica t ions .   I  noted  tha t  th is  Commiss ion in  i t s  2005 Annual  Repor t  
recommended that  Congress  mandate  the  U.S.  Patent  and Trademark 
Off ice  to  s top publ ishing patent  appl ica t ions  18 months  f rom the  
ear l ies t  f i l ing  date .  
 This  mat ter  was  cent ra l  to  the  debate  of  the  patent  b i l l  in  
Congress .   The idea  of  such prepubl ica t ions  was  f i rs t  cons idered in  the  
Uni ted  Sta tes  in  the  1960s  and was  ac ted in to  law in  the  Patent  Act  of  
1999.  
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 As  the  i ssue  was  debated  in  Congress ,  i t  has  become c lear  tha t  
whi le  prepubl ica t ion  before  a  pa tent  i s  granted  or  not  granted  was  an  
idea  tha t  may have been appropr ia te  before  the  In ternet ,  i t s  
appropr ia teness  today in  a  g lobal  economy plagued by pi racy and 
counterfe i t ing  has  not  been careful ly  examined.   I t  probably  i s  an  idea  
 

 
 
 
  



 

 
 

 

whose t ime has  passed.  
 The big  ques t ion is  why should  the  Uni ted  Sta tes  government  
re lease  the  most  in t imate  secre ts  of  an  inventor 's  appl ica t ion  before  
the  Patent  Off ice  decides  whether  or  not  i t  wi l l  grant  protec t ions  for  
the  pa tent?  
 Today,  the  average  t ime for  the  Uni ted  Sta tes  Patent  and 
Trademark Off ice  to  process  a  patent  i s  32  months .   I f  tha t  pa tent  
appl ica t ion  i s  publ ished 18 months  af ter  f i l ing ,  i t  i s  avai lable  to  
p i ra tes ,  counter fe i ters  and compet i tors  for  an  average  per iod of  14  
months  before  the  Uni ted  Sta tes  Patent  and Trademark Off ice  ac ts  on  
i t .  
 However ,  i f  the  Uni ted  Sta tes  Patent  and Trademark Off ice  does  
not  grant  the  patent ,  the  inventor  loses  the  abi l i ty  to  u t i l ize  the  
innovat ion as  a  t rade  secre t  because  once  publ ished,  the  informat ion i s  
in  the  publ ic  domain .  
 An in te l lec tual  proper ty  judge in  China  i l lus t ra ted  the  bes t  way 
to  observe  the  b i l l  tha t  was  before  the  Uni ted  Sta tes  Congress  when we 
were  consider ing i t ,  and I  jus t  would  want  to  quote  the  judge,  and I  
quote ,  " f r iendl ier  to  the  inf r ingers  than to  the  patentees  in  genera l  as  i t  
wi l l  make the  U.S.  pa tent  less  re l iable ,  eas ier  to  be  chal lenged,  and 
cheaper  to  be  inf r inged."  
 S t ronger  U.S.  pa tent  laws inc luding protec t ing  the  secre ts  of  
innovators  unt i l  they have  a  pa tent  or  not  reveal ing  the  contents  of  
re jec ted  patents  are  v i ta l  for  U.S.  innovat ion and job  crea t ion .  
 The 1999 Patent  Act  inc luded a  secur i ty  carve-out  tha t  g ives  the  
Patent  Off ice  author i ty  to  keep secre t  those  patent  appl ica t ions  and 
granted  patents  i t  deems vi ta l  to  na t ional  secur i ty .   Yet ,  severa l  
examples  have  emerged where  appl ica t ions  concerning technologies  
the  U.S.  bans  for  expor t  a re  being fu l ly  publ ished a t  the  18-month  
per iod and avai lable  on the  In ternet .  
 I t  seems contradic tory  to  ban the  expor t  of  v i ta l  na t ional  secur i ty  
technology and then reveal  on  the  In ternet  a l l  the  inventor 's  ins ights  
and bes t  mode to  product  the  innovat ion.  
 Thus ,  I  reques t  the  Commiss ion to  advise  Congress  on the  
appropr ia teness  of  the  18-month  publ ica t ion  ru le  as  i t  now exis ts  and 
ident i fy  what  changes  in  current  law and pract ices ,  i f  any,  are  
appropr ia te .  
 Speci f ica l ly ,  i t  would  be  of  grea t  ass is tance  in  your  examinat ion  
i f  you could  address  the  fo l lowing ques t ions  inc luding those  in  my 
wri t ten  tes t imony:  
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 Number  one ,  what  are  the  economic/  compet i t ive  impl ica t ions  of  
prepubl ica t ion  of  U.S.  inventors  and to  the  crea t ion  and re tent ion  of  
U.S.  jobs?  
 

 
 
 
  



 

 
 

 

 What  are  the  nat ional  secur i ty  impl ica t ions  in  prepubl ica t ion  of  
pa tent  appl ica t ions  for  technologies  tha t  a re  denied  expor t  l icenses?  
 Three ,  some other  na t ion 's  publ ish  abs t rac ts  of  pa tent  
appl ica t ions  a t  the  18-month  point ,  leaving out  v i r tua l ly  a l l  technica l  
da ta .   What  are  some pract ices  in  o ther  na t ions  and how appropr ia te  
are  those  prac t ices  for  the  Uni ted  Sta tes?  
 The answers  to  these  ques t ions  wi l l  grea t ly  help  Congress  when 
we consider  the  U.S.  pa tent  legis la t ion  in  the  next  Congress .  
 I  would  want  to  be  c lear  the  patent  legis la t ion  tha t  passed the  
House  was  and is  very  complex.   Controvers ia l  provis ions  such as  
damages ,  pos t -grant  review,  f i rs t  to  f i le ,  e t  ce tera ,  were  content ious  
i ssues  on the  f loor .  
 F ix ing the  18-month  publ ica t ion  a lone  i s  not  the  answer .   We 
need to  look a t  a  comprehensive  solut ion .   We need to  look a t  ways  
where  we can work wi th  you to  f ind  those  solut ions .  
 Again ,  I  want  to  thank th is  Commiss ion for  your  work and your  
contr ibut ions  over  the  years .   Congress  needs  your  advice  and your  
ass is tance .   These  are  very  complex issues ,  and when you look a t  
what 's  happening wi th  the  U.S. -China  re la t ionship ,  what 's  evolving 
there ,  i t ' s  grea t ,  and we need your  help ,  your  ass is tance  in  tha t  a rea ,  
and look forward to  working wi th  you as  wel l  as  cont inuing working 
wi th  my good f r iend and good col league,  Mr.  Jones ,  who is  a lso  a  
member  of  the  Trade Working Group.  
 We work in  a  very  b ipar t i san  manner ,  not  only  on th is  i ssue ,  but  
o ther  i ssues  tha t  a f fec t  g lobal iza t ion  here  in  th is  country  and around 
the  wor ld ,  and I  a lso  look forward to  cont inuing working wi th  Mr.  
Jones  in  these  d i f ferent  areas .  
 So once  again  I  want  to  thank you very  much for  hear ing me out  
th is  morning and look forward to  hopeful ly  your  recommendat ions  for  
the  next  Congress .  
 [The s ta tement  fo l lows:]  
 

PREPARED STATEMENT OF MICHAEL H.  MICHAUD 
A U.S.  REPRESENTATIVE FROM THE STATE OF MAINE 

 
Thank you for having me here today, Mr. Chairman. It is an honor to testify and have an exchange of 
views with this distinguished group of experts on U.S.-China relations.    
 
Your work has been invaluable to those of us in Congress who are concerned about the economic, political, 
and security implications of the U.S. relationship with the People’s Republic of China.   Central to those 
concerns is the subject of this hearing – R&D in China:  China’s technological advances in key industries 
and the changing nature of trade that flows between the two countries. 
 
The importance of these changes is highlighted by last year’s report “Next Generation Offshoring:  The 
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Globalization of Innovation,” released by the Fuqua School of Business at Duke University.  The study 
surveyed 530 companies as to their offshoring activities.  It found that corporations – large and small – are 
rapidly shifting core business functions offshore, including product design, engineering, and research and 
development.   These high-value activities are following manufacturing offshore. 
 
The arithmetic of this change is disturbing.  According to the survey, the offshoring of product 
development increased, from an already large base, by more than 40 percent in the one-year period 2005-
2006.  The respondents to the survey reported that in the period 2007-2010 they forecast that offshoring of 
product development would increase 65 percent for R&D and by more than 85 percent for engineering 
services and product design-projects.  
 
To put this shift in some context, for instance, only three of General Motor’s eleven design centers remain 
in the United States today. 
 
According to the Duke study, more than half of all U.S. companies are offshoring jobs.  The big new trends 
are (1) high knowledge, high-pay work is following manufacturing to offshore sites and (2) small 
companies are increasingly offshoring their production and innovation activities.  
 
Much of this investment is going to China that, as your prior work has documented – a nation that is 
making spectacular gains in its R&D capacity.  Obviously, foreign investment in China is good for the 
Chinese economy.  Such investment, along with Chinese investment in their own R&D, is enabling the 
Chinese to develop their own innovations, which, presumably, they will wish to protect against piracy and 
counterfeiting, both in China and worldwide.   
 
While U.S. investors increasingly depend on their China-based operations for R&D, they also expect 
patent protections there for their innovations.  Otherwise, such investment will become impractical and 
uneconomic and quickly will go to other nations that respect private patent rights. 
 
Currently, however, U.S. innovators are plagued by Chinese piracy, counterfeiting, and the unauthorized, 
uncompensated use of their intellectual properties.  Without proper safeguards, here and in China, the 
infringement of patents will worsen as more companies outsource more of their R&D and design work. 
 
The issue of providing such domestic protection, notably the details of U.S. patent laws, is one of the most 
controversial matters before the 110th Congress.  While a bill passed the House in September 2007, patent 
legislation stalled in the Senate because of the inability of the various interests to find a compromise on key 
points. 
 
Some variant of the patent legislation considered in the 110th Congress will probably, more likely 
inevitably, return for consideration next year by the 111th Congress.   
 
In anticipation of that debate, the Congress would benefit greatly from the advice of this Commission on 
two points:  protection of U.S. patents in China and premature publication of U.S. patent applications. 
 
These issues will play a major role in determining whether the U.S. will continue to have a first-rate patent 
system that nations such as China can aspire to attain or whether we will lower U.S. standards in a 
misguided effort to harmonize our patent system to the lower levels found in the rest of the world. 
 
As to how to strengthen the protection of U.S. patented innovations in China, the United States has long 
given substantial attention to the pirating of copyrighted and trademarked goods such as music and movies; 
however, the issue of how to deal with violations of patented innovations has received far less notice.   
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Accordingly, I request that you prepare recommendations for Congress on how it can provide legislation 
and oversight designed to defend the rights of U.S. patent owners involved in U.S.-China trade.  
Specifically: 
 

1. What improvements in the monitoring of patent violations in China are appropriate? 
 
2. Should the enforcement of U.S. global patent rights continue to be a responsibility of the Office of 

the United States Trade Representative, or would the process be more effective if the negotiation 
of trade rights and the enforcement of such rights were separated? 

 
3. Are changes needed in the Section 337 intellectual property provisions administered by the 

International Trade Commission? 
 

4. Is the United States making effective use of the WTO dispute process to defend U.S. patent rights 
in China, as well as globally, and what changes in such policy and practices do your recommend 
as being appropriate? 

 
The second issue on which I seek advice for my Congressional colleagues and myself concerns the pre-
publication of U.S. patent applications.  I note that this Commission in its 2005 Annual Report 
recommended that Congress mandate the USPTO to stop publishing patent applications 18-months from 
the earliest filing date. 
 
This matter was central to the debate of the patent bill in this Congress.  The idea of such pre-publication 
was first considered in the United States in the 1960s and was enacted into law in the Patent Act of 1999.   
 
As the issue was debated in Congress, it has become clear that while pre-publication before a patent is 
granted or not granted was an idea that may have been appropriate before the Internet when paper and 
microfiche was the medium of information distribution, its appropriateness today, in a global economy 
plagued by piracy and counterfeiting, has not been carefully examined.  It probably is an idea whose time 
has passed. 
 
The big question is why should the United States Government release the most intimate secrets of an 
inventor’s application before the Patent Office decides whether or not it will grant the protections of a 
patent?  Today, the average time for the USPTO to process a patent is 32 months. If the patent application 
is published 18 months after filing, it is available to pirates, counterfeiters, and competitors for an average 
period of 14 months before the USPTO acts on it.  Moreover, if USPTO does not grant the patent, the 
inventor loses the ability to utilize the innovation as a trade secret, because once published the information 
is in the public domain.   
 
The 1999 Patent Act gave patent applicants an exemption from publication if an applicant when filing 
agreed not to seek a foreign patent.   Some 40,000 U.S. inventors elect that option each year.  This option, 
however, comes at the cost of foregoing global patent protection, a restriction that impedes U.S. inventors’ 
ability to compete in the global economy.  
 
Interestingly, some of the unintended, unanticipated consequences of what many Members believe are 
caused by the premature publication of patent applications were probably best identified by Yongshun 
Cheng, former senior judge and Deputy Director of the IP Division of the Beijing High People’s Court.  In 
a paper written in Mandarin for the benefit of Chinese patent authorities, Judge Cheng observed that the 
bill the U.S. Congress was considering was, “friendlier to the infringers than to the patentees in general as 
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it will make the (U.S.) patent less reliable, easier to be challenged and cheaper to be infringed.” 
 
In hearings conducted by this Commission in 2006, you received testimony that the Japanese patent office 
had discovered that people in China were accessing by computer published Japanese patent applications an 
average of 18,000 hits per day.   Almost assuredly, the same thing is happening at the USPTO, although 
the Patent Office does not keep similar records. 
 
Stronger U.S. patent laws, including protecting the secrets of inventors until they have a patent or not 
revealing the contents of rejected patents, are vital for U.S. innovation and job creation. 
 
These issues, moreover, go beyond putting U.S. inventors at a commercial disadvantage in global 
competition.  There are also national security implications. 
 
The 1999 Patent Act included a security carve out that gives the Patent Office authority to keep secret 
those patent applications and granted patents it deems vital to national security.  Yet, several examples 
have emerged where applications concerning technologies the U.S. bans for export are being fully 
published at the 18-month point and are available on the Internet. 
 
It seems contradictory to ban the export of vital national security technologies and then reveal on the 
Internet all an inventor’s insights and best mode to produce the innovation. 
 
Thus, I request the Commission to advise Congress on the appropriateness of the 18-month publication rule 
as it now exists and identify what changes in current laws and practices, if any, are appropriate.  
Specifically, it would be of great assistance if your examination could address the following questions: 
 

1. What are the economic/competitive implications of pre-publication to U.S. inventors and to the 
creation and retention of U.S. jobs? 

 
2. What are the national security implications of the pre-publication of patent applications for 

technologies that are denied export licenses? 
   

3. Some other nations publish abstracts of patent applications at the 18-month point, leaving out 
virtually all technical data.  What are such practices in other nations and how appropriate are 
those practices for the United States? 

 
4. What are the current inter-agency security classification practices of U.S. technologies between 

the Patent Office and the export licensing functions at the Departments of Commerce, State and 
Defense, NSA, and CIA, and are changes required? 

  
5. Japan and Europe publish patent applications at 18-months after filing.  If the U.S. does not 

publish an application for national security reasons, will the Europeans and Japanese honor that 
decision and not publish as well?  If not, what changes of U.S. law may be needed? 

 
The answers to these questions will figure greatly when Congress next considers U.S. patent laws. 
 
Let me be clear – the patent legislation that passed the House was very complex.  Controversial provisions 
such as damages, post grant review, first to file, etc. were contentious issues on the floor.  Fixing 18 month 
publication alone is not the answer; we need to look at a comprehensive solution.  I look forward to 
working with you on that solution. 
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Again, I thank this Commission for its work and many contributions in helping Congress understand these 
key issues in the rapidly evolving U.S.-China relationship. 
 
I look forward to your comments and questions. 
 
 
 HEARING COCHAIR WESSEL:   Thank you,  Congressman,  and 
thank you - -  both  of  you - -  for  a l l  your  work on the  House  Trade  
Working Group.   As  one of  the  more ac t ive  informal  organiza t ions ,  
you 've  made a  rea l  impact  on  the  process  over  the  las t  severa l  years  as  
you 've  been working,  and thank you for  a l l  your  comments .  
 We wi l l  cer ta in ly ,  as  we get  in to  our  repor t  wr i t ing  phrase  
shor t ly ,  be  consider ing those  ques t ions .  
 We 're  p leased to  have  Representa t ive  Wal ter  Jones  jo in  us  th is  
morning.   He came to  the  House  in  1995 af ter  serving ten  years  as  an  
e lec ted  member  of  the  Nor th  Carol ina  Genera l  Assembly.   Current ly  
serving his  seventh  term in  Congress ,  Representa t ive  Jones  i s  a  
member  of  the  House  Commit tees  on Armed Services  and on Financia l  
Services .  
 As  a  member  of  the  Financia l  Services  Commit tee ,  
Representa t ive  Jones  has  earned a  reputa t ion  for  f ight ing  for  smal l  
bus iness  and for  he lp ing individuals  ga in  grea ter  access  to  capi ta l  and 
credi t  in  addi t ion  to  a l l  the  grea t  work you 've  done on t rade  over  the  
las t  couple  of  years .  
 We look forward to  your  s ta tement .  
 

STATEMENT OF WALTER JONES 
A U.S.  REPRESENTATIVE FROM THE STATE OF NORTH 

CAROLINA 
  

 MR.  JONES:   Mr.  Chairman,  thank you,  and I  want  to  thank the  
Commiss ion for  th is  oppor tuni ty ,  and I  want  to  say  in  the  beginning 
that  Congressman Michaud and others  of  us  thank you for  your  work,  
and we wi l l  cont inue ,  as  Congressman Michaud sa id ,  to  t ry  to  
implement  some of  your  recommendat ions .  
 I ' l l  read  my prepared s ta tement .   I t  won ' t  take  but  four  or  f ive  
minutes ,  but  las t  year ,  I  tes t i f ied  before  you on the  problems wi th  U.S.  
t rade  pol icy  towards  China .  
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 I  was  p leased to  see  many of  my concerns  ref lec ted  in  the  
Commiss ion 's  2007 Repor t  to  Congress .   I  only  wish  Congress  and the  
adminis t ra t ion  would  take  ac t ion  on more  of  the  repor t ' s  thoughtful  
recommendat ions .   I  remain  t roubled  tha t  the  Uni ted  Sta tes  government  
does  nothing to  level  the  economic  p laying f ie ld  wi th  Communis t  
China--does  nothing to  level  the  p laying f ie ld .  
 

 
 
 
  



 

 
 

 

 China  uses  a  var ie ty  of  predatory  t rade  prac t ices  inc luding 
rebat ing  value-added taxes  on expor ts ,  manipula t ing  the  currency,  
handing out  loans  a t  be low-market  va lue  ra tes ,  and rampant  thef t  of  
in te l lec tual  proper ty .  
 China  a lso  ignores  i t s  own labor  laws and des t roys  i t s  
envi ronment  for  economic  gain .   As  a  resul t ,  America  has  los t  over  one  
mi l l ion  manufactur ing jobs  to  China  s ince  the  year  2000,  and our  t rade  
def ic i t  wi th  China  over  the  pas t  decade i s  near ly  $1.1  t r i l l ion ,  
inc luding $271 bi l l ion  in  2007 a lone .  
 The Chinese  government  has  used the  proceeds  of  the i r  t rade  
surplus  to  buy up over  $437 bi l l ion  of  our  publ ic  debt  and to  t r ip le  
the i r  mi l i ta ry  spending s ince  1994.  
 Today 's  hear ing i s  t imely ,  as  many e l i tes  are  arguing tha t  los ing 
America 's  manufactur ing base  to  China  i s  not  a  problem.   They c la im 
our  economic  fu ture  l ies  in  moving up the  value  chain  and focusing on 
engineer ing,  research and development ,  and the  product ion of  
advanced technology products .   That  argument  i s  fundamenta l ly  
f lawed,  and I  urge  the  Commiss ion to  examine the  reasons  why,  
inc luding the  fo l lowing:  
 F i rs t ,  there  i s  ample  evidence  showing that  when an  indust ry 's  
manufactur ing capabi l i ty  goes  to  China ,  i t s  suppl iers ,  engineer ing and 
R&D capabi l i ty  soon fo l low.   Many leading Uni ted  Sta tes  
mul t ina t ionals  have  made no secre t  of  the i r  p lans  to  move as  much of  
the i r  opera t ion  to  China  as  poss ib le .  
 John Chambers ,  the  CEO of  Cisco Systems,  was  quoted in  2003,  
saying,  and I  quote :  "China  wi l l  become the  IT center  of  the  wor ld .   
What  we ' re  t ry ing to  do i s  to  out l ine  an  ent i re  s t ra tegy of  becoming a  
Chinese  company."  
 And Cisco is  not  a lone .   In  a  2006 survey of  200 mul t ina t ionals ,  
the  Nat ional  Academies  found that ,  and I  quote :  "More  companies  say  
they plan  to  decrease  R&D employment  in  the  Uni ted  Sta tes  and 
Europe than plan  to  increase  employment ."  
 Second,  any economic  b luepr in t  for  th is  country  tha t  re jec ts  
manufactur ing condemns rura l  America  to  a  fu ture  of  l imi ted  economic  
prospects ,  and th is  Commiss ion pointed  out  in  i t s  2007 repor t  tha t  
los ing manufactur ing jobs  to  China  d ispropor t ionate ly  impacts  rura l  
a reas .  
 The repor t  d id  an  excel lent  job  of  expla in ing China 's  impact  on  
my home s ta te  of  Nor th  Carol ina  saying,  and I  quote :  "Laid-off  
workers  in  Nor th  Carol ina  a lso  tended to  be  f rom rura l  a reas .  Jus t  less  
tha t  ha l f  the  rura l  d is located  workers  la id  off  in  Nor th  Carol ina  in  
2002 were  able  to  f ind  work wi th in  a  year .  

- 10 -
 "When displaced manufactur ing workers  in  Nor th  Carol ina  found 
 

 
 
 
  



 

 
 

 

new employment ,  of ten  i t  was  in  par t - t ime work.   Even i f  the  hour ly  
wage levels  were  equal - -and of ten  they were  lower--such jobs  
obviously  produce  lower  to ta l  wages .   Also ,  par t - t ime jobs  se ldom 
provide  such benef i t s  as  re t i rement  or  heal th  insurance .  
 "The bet ter -paying fac tory  jobs  making text i les ,  c lo th ing and 
furni ture  were  replaced by lower-paying service-sector  work,  inc luding 
jobs  wai t ing  tables ,  c leaning hote l  rooms,  and car ing for  hospi ta l  
pa t ients .   Average  compensat ion for  employment  in  the  manufactur ing 
sec tor  was  128 percent  of  Nor th  Carol ina 's  average  wage in  2005,  
whi le  tha t  for  heal th  care  workers  was  91 percent ,  and compensat ion  in  
the  le isure  and hospi ta l i ty  sec tor  was  considerably  lower .  
 "For  example ,  compensat ion  in  hote ls  and resor ts  was  jus t  50  
percent  of  the  average  s ta tewide  compensat ion ,  whi le  res taurant  work 
paid  jus t  34  percent  of  the  average ."  
 Mr.  Chai rman,  the  bot tom l ine  i s  tha t  manufactur ing i s  the  
magnet  tha t  a t t rac ts  a l l  face ts  of  product ion .   Without  a  s t rong 
manufactur ing base ,  the  Uni ted  Sta tes  wi l l  lose  i t s  preeminent  pos i t ion  
in  engineer ing and research development ,  and i t  wi l l  lose  the  defense  
indust r ia l  base  tha t  has  a l lowed us  to  be  the  wor ld 's  a rsenal  of  
democracy.    
 I f  th is  government  does  not  ac t  to  save  Uni ted  Sta tes  
manufactur ing by f ix ing our  broken t rade  pol icy  wi th  China ,  I  fear  for  
the  fu ture  of  our  chi ldren  and grandchi ldren.  
 I  apprecia te  the  Commiss ion 's  ef for ts  in  help ing the  Congress  
and the  American people  unders tand what  i s  a t  s take  in  th is  debate ,  
and I  urge  you,  and I  thank you,  to  keep up the  very  good work that  
you ' re  doing to  t ry  to  inform the  American people  of  the  fac t  tha t  we 
are  see ing th is  country  decl ine  as  a  grea t  economic  nat ion ,  and I  thank 
you again  for  th is  oppor tuni ty  to  tes t i fy .  
 Thank you.  
 [The s ta tement  fo l lows:]  
 

PREPARED STATEMENT OF WALTER JONES 
A U.S.  REPRESENTATIVE FROM THE STATE OF NORTH 

CAROLINA 
 

Chairman and Commissioners – Thank you for holding this hearing today.  Last year I testified 
before the Commission on the problems with U.S. trade policy towards China.  I was pleased to see many 
of my concerns reflected in the Commission’s 2007 report to Congress.  I only wish that Congress and the 
Administration would take action on more of the report’s thoughtful recommendations.  

 
I remain troubled that the U.S. government continues to do nothing to level the economic playing 

field with communist China.  China uses a variety of predatory trade practices including rebating value-
added taxes on exports, manipulating its currency, handing out loans at below-market-value rates, and 
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rampant theft of intellectual property.  China also ignores its own labor laws and destroys its environment 
for economic gain.  As a result, America has lost over 1 million manufacturing jobs to China since the year 
2000, and our trade deficit with China over the past decade is nearly $1.1 trillion, including $271 billion in 
2007 alone.  The Chinese government has used the proceeds of their trade surplus to buy up over $437 
billion of our public debt, and to triple their military spending since 1994.   

 
 Today’s hearing is timely, as many elites are arguing that surrendering America’s manufacturing 
base to China is not a problem because our economic future lies in moving up the value chain and focusing 
our resources on engineering, research and development (R&D) and the production of advanced 
technology products.  That argument is fundamentally flawed, and in today’s hearing, I urge the 
Commission to examine the reasons why that is the case, including the following:   

 
First, there is ample evidence to suggest that when an industry’s manufacturing capability goes to 

China, its suppliers, engineering, and research and development capability soon follow.  In fact, many 
leading U.S. multinationals have made no secret of their plans to move us much of their operations to 
China as possible.  John Chambers, the Chief Executive Officer of Cisco Systems, was quoted in 2004 as 
saying: "China will become the IT [Information Technology] center of the world.... What we're trying to do 
is outline an entire strategy of becoming a Chinese company."  And Cisco is not alone.  In a 2006 survey of 
over 200 multinationals, the National Academies found that “more companies . . . said they planned to 
decrease research and development employment in the United States and Europe than planned to increase 
employment.”   

 
Second, any economic blueprint for this country that rejects manufacturing condemns rural 

America to a future of limited economic prospects.  As this Commission pointed out in its 2007 report, 
manufacturing job losses to China are having a disproportionately negative impact on rural areas.  The 
report did an excellent job of explaining China’s impact on the people of my home state of North Carolina, 
saying: 
 

“Laid-off workers in North Carolina also tended to be from rural areas . . . Just less 
than half of rural dislocated workers laid off in North Carolina in 2002 were able to find 
work within a year.  When displaced manufacturing workers in North Carolina found 
new employment, often it was in part-time work. Even if the hourly wage levels were 
equal—and often they were lower—such jobs obviously produce lower total wages. 
Also, part-time jobs seldom provide such benefits as retirement or health insurance.    

 
“The better-paying factory jobs making textiles, clothing, and furniture were 

replaced by lower paying services-sector work, including jobs waiting tables, cleaning 
hotel rooms, and caring for hospital patients. Average compensation for employment in 
the manufacturing sector was 128 percent of North Carolina’s average wage in 2005 
while that for health care was 91 percent and compensation in the leisure and hospitality 
sector was considerably lower.  For example, compensation in hotels and resorts was just 
50 percent of the average statewide compensation while restaurant work paid just 34 
percent of the average.” 

 
 Mr. Chairman, the bottom line is that manufacturing is the magnet that attracts all other facets of 
production.  Without a strong manufacturing base, the United States will lose its preeminent position in 
engineering and research development, and it will lose the defense industrial base that has allowed us to be 
the world’s arsenal of democracy.  If this government doesn’t act to save U.S. manufacturing by fixing our 
broken trade policy with China, I fear for the future of our children and grandchildren.  I appreciate this 
Commission’s efforts in helping the Congress and the American people understand what is at stake in the 
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debate, and I urge you to keep up the good work.                
 

 
 
 

PANEL I:   DISCUSSION, QUESTIONS AND ANSWERS 
 

 HEARING COCHAIR WESSEL:   Thank you,  both ,  and thank you 
for  recogniz ing our  work.  You 're  our  c l ients .   We were  crea ted  by 
Congress  to  advise  Congress ,  and many of  us  have worked there ,  and 
a l l  of  us  have  worked very  hard  to  t ry  and make sure  we are  being 
responsive  to  you.  Thank you for  your  comments .  
 I  know that  you both  have other  schedules ,  and i f  you have a  
moment  or  two,  i f  there  are  any ques t ions  f rom any of  my col leagues?   
Mr.  Reinsch.  
 COMMISSIONER REINSCH:  Not  a  ques t ion ,  but  I  jus t  want  to  
respond to  Representa t ive  Michaud about  one  th ing.   I  th ink the  
prepubl ica t ion  patent  point  tha t  you made is  an  impor tant  one .   I t ' s  
something tha t  we 've  looked a t  previously .   There  i s ,  as  I  unders tand 
i t ,  a  na t ional  secur i ty  carve-out  in  th is  case ,  but  i t  seems to  be  widely  
ignored.  
 I  had an  awful  d i f f icul t  t ime even f inding out  tha t  i t  exis ted  and 
f inding government  of f ic ia ls  tha t  knew that  i t  exis ted .   I  cer ta in ly  
th ink i t ' s  something tha t  we ought  to  look in to ,  and in  par t icular  I  
apprecia te  your  ques t ions  to  the  Commiss ion.   I  th ink we ' l l  do  our  bes t  
to  answer  them.  
 Thank you.  
 MR.  MICHAUD:  Thank you very  much.  
 HEARING COCHAIR WESSEL:   Chairman Wortzel .  
 CHAIRMAN WORTZEL:  I  a lso  want  to  thank both  of  you for  
be ing here ,  and both  the  comments  on  prepubl ica t ion  as  wel l  as  the  
impact  of  the  loss  of  manufactur ing  in  rura l  a reas  are  cr i t ica l ly  
impor tant .  
 We have seen th is  in  our  f ie ld  hear ings  in ,  I  guess ,  f ive  s ta tes  
around the  country .   Nor th  Carol ina  was  a  great  example  of  TAA and 
what  i t  could  do and what  i t  d idn ' t  do .   I t  was  an  excel lent  f ie ld  t r ip  
for  us .  
 I  want  to  make the  point  tha t  Congress  has  passed both  an  
espionage law and an  economic  espionage law that  gave  the  
Depar tment  of  Jus t ice  and the  FBI  the  chance  to  prosecute  cr imes  tha t  
were  not  d i rec t  na t ional  secur i ty  c lass ica l  espionage cases ,  and there  
have been a  number  of  prosecut ions  on those ,  and suggest  tha t  as  you 
approach th is  prepubl ica t ion  i ssue ,  whi le  I  agree  wi th  Commiss ioner  
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Reinsch tha t  there  i s  a  na t ional  secur i ty  carve-out ,  there  i s  th is  
problem of  the  economic  loss .   I  th ink  there  are  para l le ls  there  tha t  
you might  th ink of  a t  leas t  to  jus t i fy  legis la t ion .  
 Thank you.  
 HEARING COCHAIR WESSEL:   Thank you.   Commiss ioner  
Mul loy.  
 COMMISSIONER MULLOY:  Thank you both  for  be ing here  and 
for  the  impor tant  work you ' re  doing on that  t rade  working group.  
 I 've  been involved wi th  th is  Commiss ion most  of  the  t ime s ince  
i t  was  se t  up  and I 've  been fo l lowing th is  i ssue ,  and I  can ' t  unders tand,  
why--when the  Uni ted  Sta tes  i s  running these  huge current  account  
def ic i t s  year  af ter  year  and los ing h igh- tech indust r ies  and los ing these  
jobs ,  what  i s  i t  tha t  holds  the  Congress  back f rom becoming much more  
aggress ive  and t ry ing to  say  what  i s  happening to  th is  country  i s  not  
good and we 've  got  to  turn  i t  a round?  
 I  would  be  very  in teres ted  in  your  perspect ive ,  one  Republ ican 
and one Democrat ,  as  to  what  i s  the  problem here?  
 MR.  JONES:   You want  to  go f i rs t?  
 MR.  MICHAUD:  Go ahead.  
 MR.  JONES:   Si r ,  be ing a  Republ ican,  but  I 'm an American f i rs t -
- tha t ' s  more  impor tant  than my par ty  af f i l ia t ion--we don ' t  have  the  
leadership  in  the  Whi te  House .   I 've  been very  d isappointed  tha t  
whether  i t  be  t ry ing to  enforce  the  laws tha t  the  Congress  has  passed 
tha t  the  countr ies  would  respect  and t rea t  each other  f rom the  
in te l lec tual  proper t ies  perspect ive  fa i r ly ,  they don ' t  do  i t .   And yet  we 
do nothing.  
 I  am concerned.   I  hope tha t  the  next  pres ident  and whomever  
tha t  i s - -and I  wi l l  te l l  you tha t  Mr.  Obama has  made some points  in  
Nor th  Carol ina  wi th  the  fac t  tha t  he  i s  saying in  h is  ads  tha t  i t  i s  t ime 
tha t  we reward companies  tha t  s tay  in  America  and do not  reward 
companies  tha t  move overseas- - I  th ink i t  s tar t s  a t  the  Whi te  House .  
 I  th ink i t  has  to  be  s t rong leadership .   I  th ink they have to  say  to  
the  American people  we’ve  got  an  economic  problem,  and we 're  going 
to  t ry  to  f ix  tha t  problem.   I t  wi l l  not  happen overnight .   But  i f  I ,  the  
new pres ident ,  not  Wal ter  Jones ,  but  I  the  new pres ident ,  tha t  i f  you 
wi l l  work wi th  me,  both  Democrat  and Republ ican in  the  Congress ,  
we ' re  going to  do everything we can to  t ry  to  f ix  the  economic  
problems,  and i t ' s  not  going to  happen overnight .  
 But  i f  they took some of  your  recommendat ions ,  i t  would  be  a  
t remendous  help  in  get t ing  us  back on the  r ight  road.  
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 MR.  MICHAUD:  Speaking as  a  member  who has  only  been here  
s ix  years ,  I  th ink par t  of  the  problem is  the  fac t  tha t  members  of  
Congress ,  there  are  so  many issues  out  there ,  and our  schedule  i s  so  
 

 
 
 
  



 

 
 

 

t ight ,  tha t  i t ' s  very  d i f f icul t  to  real ly  focus  on these  i ssues  o ther  than 
the  commit tee  of  jur isd ic t ion ,  and tha t ' s  why the  work tha t  the  
Commiss ion does  i s  so ,  so ,  so  valuable .    
 Par t  of  the  problem,  as  I  see  i t ,  i s  a lso  when you look these  b ig  
i ssues ,  i f  you have one  commit tee  who has  complete  jur isd ic t ion  over  
i t  and you don ' t  have  adequate  publ ic  hear ing,  tha t ' s  the  o ther  problem.  
 I f  you look a t  the  Peru  t rade  deal ,  for  ins tance ,  a f ter  tha t  was  
negot ia ted  wi th  labor  and environmenta l i s t s ,  they never  had a  publ ic  
hear ing on i t .  
 And you have those  in  leadership  who are  e i ther  for  or  agains t  
some of  these  i ssues .   The process  i s  des igned unfor tunate ly  here  in  
Congress  tha t  the  adequate  publ ic  input  i s  not  there .   I t ' s  whoever  i s  in  
contro l  of  the  commit tees  or  in  leadership .   They contro l  the  agenda,  
and the  publ ic  i s  out  of  the  process  qui te  f rankly .  
 I f  you look a t ,  however- - I ' l l  use  the  Peru  t rade  deal  as  an  
example  agreement- - i f  you look a t  the  f reshmen members  of  Congress  
who ac tual ly  voted  agains t  the  deal ,  and they were  very  vocal  about  i t ,  
73  percent  of  them voted  agains t  i t  despi te  the  fac t  tha t  every  member  
of  Democrat ic  leadership  was  in  suppor t  of  i t  on  the  Democrat ic  s ide .  
 So I  th ink i t ' s  be ing able  to  ge t  out  there  in  the  publ ic  and rea l ly  
d iscuss  what 's  going on,  whether  i t ' s  t rade  pol icy ,  China  currency 
manipula t ion ,  the  value-added tax .   These  are  complex issues ,  and we 
got  to  have  tha t  open dia logue between the  publ ic ,  members  of  
Congress ,  and how to  move forward.  
 One of  the  b i l l s  tha t  ac tual ly  both  Congressman Jones  and I  a re  
sponsor ing is  the  Trade  Act  to  look a t  t rade  pol icy  in  a  whole  d i f ferent  
l ight ,  which wi l l  involve  more  of  the  commit tees  who have jur isdic t ion  
or  are  af fec ted  by t rade  such as  the  Agr icul ture  Commit tee ,  
Transpor ta t ion  and other  commit tees  who are  involved,  so  we can have 
tha t  open dia logue back and for th ,  and tha t ' s  what 's  ext remely  
impor tant .  
 I  rea l ly  apprecia te  your  ques t ion  because  the  American people  
are  way ahead of  e lec ted  members  in  Congress  when i t  comes to  what 's  
happening around the  wor ld  in  g lobal iza t ion ,  what 's  happening when 
you look a t  Trade  Adjus tment  Ass is tance ,  what 's  rea l ly  happening 
there  on the  ground.  
 I  can  te l l  you f rom the  s ta te  of  Maine ,  a  s ta te  tha t ' s  los t  over  23  
percent  of  our  manufactur ing base ,  my home communi ty ,  when the  mi l l  
f i led  bankruptcy and was  shut t ing  down,  the  fac t  tha t  the  senior  c lass  
f rom the  h igh school  tha t  I  graduated  d id  not  know whether  they were  
going to  be  able  to  have  graduat ion tha t  year  because  the  mi l l  pa id  80 
percent  of  the  tax  base ,  which they have not  pa id .  

- 15 -
 And when you take  80 percent  of  the  funding par t  way through a  
 

 
 
 
  



 

 
 

 

school  year ,  accredi ta t ion  was  a t  s take ,  and these  are  human aspects ,  
not  jus t  jobs ,  what 's  rea l ly  happening to  individuals  tha t  people  don ' t  
see .   And i f  you look a t  some members  of  Congress  and the  d is t r ic t  
tha t  they represent ,  they don ' t  see  what 's  rea l ly  happening out  there  in  
the  rea l  wor ld ,  what  t rade  i s  rea l ly  doing,  and I  th ink tha t ' s  very  
impor tant .  
 And that ' s  why the  American people  are  way ahead of  e lec ted  
off ic ia ls  here  in  Congress  because  they ac tual ly  see  what 's  happening 
because  i t  a f fec ts  them in  the i r  l ives  in  the i r  communi ty .   I t ' s  more  
than jus t  numbers .   I t ' s  human beings ,  and I  don ' t  want  to ,  and I 'm not  
a  protec t ionis t ,  but  I  th ink we got  to  make sure  tha t  we have fa i r  t rade  
pol ic ies  here  in  th is  country ,  and i t ' s  my hope tha t  wi th  the  new 
adminis t ra t ion ,  tha t  we wi l l  s tar t  debat ing th is  publ ic ly ,  openly ,  and 
tha t  we ' l l  be  able  to  rea l ly  put  this  country  back on t rack on where  we 
should  be  as  a  nat ion .  
 COMMISSIONER MULLOY:  Thank you both  very  much.  
 HEARING COCHAIR WESSEL:   Thank you.   I  know you both  
have appointments  in  the  House ,  but  i f  you have t ime for  one  quick  
ques t ion  f rom our  v ice  chai r .  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.   Thank you,  
gent lemen,  both  for  appear ing before  us  today,  but  more  impor tant ly  
for  your  service  to  our  country .   I  th ink you 're  doing good jobs  
represent ing  the  in teres ts  of  your  people ,  and as  Chairman Wortze l  
sa id ,  as  we t ravel  around the  country ,  i t ' s  rea l ly  c lear  when you see  the  
impact  of  what 's  going on in  the  communi t ies .  
 I  wondered,  some people  now seem to  be  saying tha t  we ' re  see ing 
a  revi ta l iza t ion  of  our  manufactur ing base  as  fore ign companies  are  
s tar t ing  to  open plants  here .   Of  course ,  tha t  has  to  do wi th  the  fac t  
tha t  the  dol lar  i s  doing so  poor ly  anywhere .  
 But  I  wondered how you respond to  people  who are  saying th is  
problem is  so lv ing i t se l f?  
 MR.  MICHAUD:  I  can  te l l  you f rom the  s ta te  of  Maine-- I 'm not  
sure  about  o ther  s ta tes- - i t ' s  not  happening.   Mat ter  of  fac t ,  we jus t  got  
news a  couple  weeks  ago where  another  mi l l  in  my dis t r ic t  i s  c los ing 
i t s  doors .   Or ig inal ly ,  i t  was  July  28.   They moved that  back unt i l  
September .  
 So I  have  not  seen tha t  happen in  the  s ta te  of  Maine ,  and I 'm not  
sure  about  o ther  s ta tes ,  but  in  Maine  i t  def in i te ly  has  not  happened.  
 MR.  JONES:   I  agree  wi th  Congressman Michaud.   I  th ink that  i s  
a  fa l lacy .   I  th ink i t  i s  a  s ta tement  tha t  does  not  unders tand the  rea l i ty .  
 They might  be l ieve  tha t ,  yes ,  these  companies  are  coming back in to  
America  crea t ing  jobs  again ,  but  i t ' s  not  happening.  
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manufactur ing,  and we have the  Research Tr iangle  which is  grea t  to  
have .   I t ' s  wonderful  to  have  in  the  s ta te  of  Nor th  Carol ina ,  but  when 
you ta lk  about  the  manufactur ing jobs ,  they ' re  not  coming back even i f  
these  companies  are  coming here .   They ' re  making inves tments ,  buying 
par t  of  companies  or  owning them.   I t ' s  jus t  not  happening.  
 I  th ink  again-- I ' l l  be  rea l  quick--but  I  th ink again  tha t  i t ' s  got  to  
have  the  leadership  in  the  Whi te  House  tha t ' s  got  to  acknowledge to  
the  American people  there  i s  no  easy  f ix ,  there  i s  no  easy  answer ,  but  
why can ' t  we jus t  s tar t  for  two years ,  have  no new t rade  agreements .   
Let ' s  jus t  s top  i t .   Let ' s  take  some of  your  recommendat ions  and other  
groups  and take  these  recommendat ions .  
 As  Michael  says ,  le t  the  Congress  debate  some of  these  i ssues ,  
but  le t  a  commiss ion decide  where  are  we going,  what  are  we going to  
do,  and le t  the  pres ident  l i s ten  to  them.   Ins tead of  taking your  f ine  
recommendat ions  and put t ing  i t  on  a  table  and say ,  wel l ,  I ' l l  ge t  to  i t  
in  three  or  four  months ,  le t ' s  force  the  next  adminis t ra t ion  to  deal  wi th  
these  problems because  once  we go down the  h i l l ,  we ' re  not  coming 
back,  and we 're  on the  way down.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   Thank you both  for  your  t ime 
and we look forward to  working wi th  you and your  able  s taf f  over  the  
coming months .   Thank you.  
 MR.  JONES:   Thank you very  much.  
 MR.  MICHAUD:  Thank you.  
 HEARING COCHAIR WESSEL:   We ' l l  take  a  f ive  minute  break 
and then go in to  the  res t  of  our  agenda.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL II:   CHANGING NATURE OF CHINA’S TRADE FLOWS 
 

 CHAIRMAN WORTZEL:   Good morning.   Welcome to  th is  
hear ing on "Research and Development ,  Technological  Advances  in  
Key Indust r ies ,  and Changing Trade Flows wi th  China ."  
 My name is  Larry  Wortze l .   I 'm the  chai rman of  the  U.S. -China  
Economic  and Secur i ty  Review Commiss ion for  the  2008 repor t ing  
year .   The hear ing wi l l  be  cochai red  by Commiss ioners  Michael  Wessel  
and Dennis  Shea ,  who have done a  grea t  job  in  put t ing  together  the  
panel is t s .  
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 For  those  of  you who are  new to  the  hear ings ,  I  jus t  want  to  
remind you that  we ' re  a  b ipar t i san  Commiss ion composed of  12 
members  se lec ted  by the  Minor i ty  and Major i ty  Leaders  of  the  Senate  
and the  Speaker  and the  Minor i ty  Leader  of  the  House .   Each 
commiss ioner  serves  a  two-year  te rm a l though some have  been-- I  guess  
 

 
 
 
  



 

 
 

 

most  everybody has  been reappointed  for  the  most  par t .  
 Congress  has  g iven our  Commiss ion the  responsibi l i ty  to  moni tor  
and inves t iga te  the  nat ional  secur i ty  impl ica t ions  of  b i la tera l  t rade  and 
economic  re la t ions  between the  Uni ted  Sta tes  and China .  
 And we ful f i l l  th is  mandate  by conduct ing hear ings  such as  th is  
one ,  under taking our  own re la ted  research,  and sponsor ing independent  
research.   We a lso  t ravel  to  Asia ,  and we receive  br ief ings  f rom 
government  agencies  and depar tments ,  and we produce an  annual  
repor t  tha t  i s  our  major  charge  tha t  provides  recommendat ions  to  
Congress  for  legis la t ive  and pol icy  change.  
 So far  th is  year ,  we 've  looked in to  mi l i ta ry  and secur i ty  i ssues ,  
the  ac t iv i t ies  of  Chinese  sovere ign weal th  funds  in  the  Uni ted  Sta tes  
market ,  and Chinese  expor ts  of  seafood products  to  the  Uni ted  Sta tes  
and genera l ly  food safe ty .   We 've  examined China 's  expanding global  
inf luence ,  i t s  contro ls  on  informat ion and the  media ,  and i t s  use  of  
pr ison labor .  
 As  I  sa id ,  today we 're  going to  look a t  research and development  
and China 's  product ion of  advanced technology products .  
 Now each of  the  panel is ts  wi l l  ge t  seven minutes ,  and you ' l l  see  
hopeful ly  tha t  t imer  wi l l  work-- i t  wi l l  go  red-- for  your  ora l  remarks ,  
and then we ' l l  go  to  ques t ions .   We' l l  put  your  wr i t ten  s ta tements  in to  
our  record  and on the  Web.   
 Let  me now in t roduce  my cochai rman or  v ice  chai rman.   I t ' s  
rea l ly  Cochairman Carolyn Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you very  much,  
Chai rman Wortze l .   I  guess  I  ge t  to  do  logis t ica l  mop-up.   Welcome to  
our  panel is t s .   We 've  jus t  heard  f rom severa l  d is t inguished members  of  
Congress .   I 'm supposed to  invi te  a l l  of  you to  fee l  f ree  to  v is i t  our  
Web s i te ,  uscc .gov,  where  you wi l l  f ind  what ,  we hope,  are  many 
useful  th ings ,  inc luding our  2007 Annual  Repor t  and i t s  conclus ions  
and recommendat ions .   I t  was  publ ished las t  November .   I t  was  
adopted unanimously  by the  12 commiss ioners .  
 Today 's  t ranscr ip t  wi l l  be  publ ished on our  Web s i te  and the  
wri t ten  tes t imony wi l l  be  publ ished on our  Web s i te  as  wel l ,  and come 
November  20,  our  2008 Annual  Repor t  wi l l  appear  on  the  Web s i te  and 
in  the  form of  a  bound paper  copy.  
 CHAIRMAN WORTZEL:  I f  the  Government  Pr in t ing  Off ice  gets  
i t  pr in ted .  
 VICE CHAIRMAN BARTHOLOMEW:  I f  the  GPO gets  i t  pr in ted  
in  t ime.  
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 Today 's  hear ing wi l l  add a  weal th  of  informat ion to  our  annual  
ef for t .   A few deta i l s  about  our  schedule  today.   We 've  obviously  heard  
f rom severa l  members  of  Congress .   This  af ternoon we 're  expect ing 
 

 
 
 
  



 

 
 

 

Senator  Debbie  Stabenow of  Michigan,  and as  i s  our  prac t ice  for  
members  of  Congress ,  we ' l l  suspend temporar i ly  our  regular  panel  to  
a l low Senator  Stabenow to  speak.  
 For  those  of  you who wi l l  be  wi th us  for  the  ent i re  day,  I ' l l  note  
tha t  we ' l l  break for  lunch a t  one  and wi l l  resume prompt ly  a t  1 :45.   
There 's  a  snack bar  and carryout  in  the  basement  of  th is  bui ld ing and 
cafe ter ia  in  the  basement  of  the  Dirksen Bui ld ing,  but  tha t  requires  a  
congress ional  ID when Congress  i s  in  sess ion.  
 Today 's  hear ing i s  the  seventh  tha t  we 've  held  th is  year .   Our  
f ina l  hear ing wi l l  be  on Wednesday,  August  13 ,  and the  topic  of  tha t  
one  i s  "China 's  Energy Pol ic ies  and Environmenta l  Impact ."   With  
tha t ,  I ' l l  move to  Commiss ioner  Mike Wessel ,  who is  one  of  the  
cochai rs  of  the  hear ing.  
 HEARING COCHAIR WESSEL:   Thank you.   We 've  a l ready 
heard  f rom two members  and apprecia te  the i r  and a l l  of  the  o ther  
in teres t  tha t  members  of  Congress  have  had in  our  ac t iv i t ies  s ince ,  as  I  
sa id  ear l ie r ,  they are  our  pr inc ipal  c l ients .  
 Today,  we wi l l  hear  f rom wi tnesses  who wi l l  speak on var ious  
aspects  of  research and development  in  China ,  par t icular ly  the  R&D 
being carr ied  out  by  U.S.  mul t ina t ional -based companies .  We' l l  a lso  
hear  about  China 's  increas ing product ion of  advanced technology 
products ,  and in  addi t ion  we 're  going to  be  examining the  changing 
nature  of  China 's  t rade  f lows,  pr incipal ly  s ince  WTO access ion in  
2001.  
 We wi l l  look in  par t icular  a t  China 's  automobi le  indust ry  and i t s  
aerospace  indust ry ,  as  wel l .   China  has  expressed considerable  
ambi t ions  in  these  areas .   Recent ly ,  for  example ,  China  announced 
plans  to  bui ld  a  la rge  passenger  je t  by  2020.   We want  to  examine 
whether  China 's  indust r ia l  pol icy  and prac t ices  in  these  areas  are  in  
keeping wi th  China 's  WTO commitments  to  prac t ice  f ree  and fa i r  t rade .  
 The Commiss ion wi l l  take  a l l  v iews in to  account  when i t  la ter  
formula tes  i t s  own recommendat ions  to  the  Congress .   We apprecia te  
the  work of  the  many dis t inguished wi tnesses  we 've  had in  prepar ing 
the i r  s ta tements ,  and thank them for  appear ing here  today in  what  we 
know are  very  busy schedules .  
 We 'd  a lso  l ike  to  thank our  very  able  s taff  in  put t ing  together  
th is  hear ing and a l l  the  o ther  work they do to  keep us  in  l ine  and 
th ings  running on t ime,  and I 'd  a lso  repeat  Chai rman Wortze l ' s  reques t  
tha t  we l imi t  the  opening remarks--a l l  the  s ta tements  wi l l  be  made par t  
of  the  record--so  tha t  we can have a  good give  and take .  
 

OPENING STATEMENT OF COMMISSIONER DENNIS C.  SHEA 
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 HEARING COCHAIR SHEA:  I 'm Dennis  Shea ,  a  member  of  the  
Commiss ion and a  cochai r  of  th is  hear ing.   I 'd  l ike  to  jo in  my 
col leagues  in  thanking everyone for  be ing here  today and a  specia l  
thanks  to  the  Senate  Rules  Commit tee  for  providing today 's  hear ing 
venue.  
 Science  and technology are  now at  the  center  of  China 's  
moderniza t ion  ef for ts .   China 's  spending on research and development  
ac t iv i t ies  has  grown dramat ica l ly  over  the  pas t  ten  years  and grea ter  
inves tment  in  corpora te  R&D is  a  key e lement  of  China 's  p lan  to  
expand i t s  capaci ty  to  innovate  indigenously .  
 What  th is  means  for  the  Uni ted  Sta tes  and how the  U.S.  should  
respond to  these  developments  i s  the  focus  or  one  of  the  focuses  of  
today 's  hear ing.  
 Among the  many th ings  we ' l l  do  today is  t ry  to  assess  the  
progress  tha t  China  has  made in  complying wi th  i t s  WTO obl igat ions .   
Speci f ica l ly ,  we ' l l  explore  whether  China 's  ef for ts  to  develop advanced 
technology products  are  compat ib le  wi th  i t s  agreement  to  forego 
expor t  subs id ies ,  forced technology t ransfers  and in te l lec tual  proper ty  
v io la t ions .  
 We ' l l  a lso  be  examining the  nature  of  China 's  research and 
development  effor ts .   I s  China  increas ing i t s  bas ic  sc ient i f ic  research  
or  i s  the  increase  in  research  due  to  effor ts  by  fore ign mul t ina t ionals  
to  ta i lor  the i r  products  for  the  Chinese  market  so-ca l led  appl ied  
research?  
 We' l l  a lso  hear  whether  U.S.  ef for ts  in  R&D are  adequate  to  
mainta in  our  own in ternat ional  compet i t iveness .    
 Now,  f ina l ly ,  the  commiss ioners  are  going to  s top ta lk ing,  and 
we 're  going to  get  to  our  second panel ,  which is  two dis t inguished 
individuals  who are  going to  d iscuss  the  changing nature  of  China 's  
t rade  f lows.  
 Our  f i rs t  wi tness  i s  Dr .  Char les  McMil l ion ,  who is  Pres ident  and 
Chief  Economis t  of  MBG Informat ion Services ,  an  analyt ic  and 
forecas t ing f i rm based in  Washington,  D.C.  
 He is  a  former  Associa te  Direc tor  of  the  Johns  Hopkins  
Univers i ty  Pol icy  Ins t i tu te  where  he  researched bus iness  and economic  
pol icy  i ssues  and projec ts  in  the  U.S.  and abroad.   He is  a lso  a  former  
contr ibut ing edi tor  of  the  Harvard  Business  Review.  
 Welcome,  and thank you for  being here .  

- 20 -

 I ' l l  jus t  in t roduce  our  second wi tness .  Dr .  Mary Amit i  i s  a  Senior  
Economis t  in  the  In ternat ional  Research Depar tment  of  the  Federa l  
Reserve  Bank of  New York.   Pr ior  to  jo in ing the  Federa l  Reserve  Bank 
of  New York,  she  worked a t  the  In ternat ional  Monetary  Fund,  the  
 

 
 
 
  



 

 
 

 

World  Bank and the  Aust ra l ian  Treasury .  
 She  has  a lso  taught  a t  the  Univers i ty  of  Melbourne ,  Univers i ty  of  
Pompeu Fabra  Barcelona--did  I  pronounce tha t  correc t ly- -and the  
London School  of  Economics .   
 Dr .  Amit i  graduated wi th  a  Ph.D.  in  economics  f rom the  London 
School  of  Economics  in  1997 wi th  a  specia l iza t ion  in  in ternat ional  
t rade .  
 Again ,  thank you both  for  being here ,  and Dr .  McMil l ion ,  you ' re  
the  f i rs t  one  to  go.  
 

STATEMENT OF DR. CHARLES W. McMILLION 
PRESIDENT/CHIEF ECONOMIST 

MBG INFORMATION SERVICES,  WASHINGTON, D.C.  
 

 DR.  McMILLION:  Thank you very  much,  commiss ioners ,  for  
invi t ing  me to  tes t i fy  today.   F i rs t ,  a  few words  of  context .   I 've  been 
asked to  ta lk  about  the  b ig  p ic ture  of  China 's  rapidly  changing t rade  
f lows.  
 China 's  GDP growth has  soared s ince  i t  ga ined admiss ion to  the  
WTO in  January  2002,  averaging 10.5  percent  per  year  and 11.9  
percent  las t  year .   This  i s  twice  the  growth ra te  of  the  g lobal  economy 
and four  t imes  the  growth in  the  Uni ted  Sta tes .   This  has  many 
impor tant  consequences ,  but  economis ts  normal ly  expect  countr ies  
growing fas ter  than the  wor ld  economy to  have  t rade  def ic i t s ,  whi le  
countr ies  growing s lower  should  have  t rade  surpluses .   I t ' s  remarkable  
tha t  China  has  a  t rade  surplus  a t  a l l .    
 China 's  domest ic  spending and inves t ing  by government  
consumers  and business  has  been ext remely  s t rong over  the  las t  seven 
or  e ight  years .   Growth in  indust r ia l  product ion s ince  2002 in  China  
has  averaged e ight  t imes  the  U.S.  growth ra te .   Yet ,  despi te  the  soar ing 
growth,  China 's  g lobal  current  account  surplus  rocketed  f rom 1.3  
percent  of  i t s  GDP in  2001 to  12.3  percent  of  i t s  GDP in  2007.  
 China  has  accumulated  g lobal  current  account  surpluses  of  over  a  
t r i l l ion  dol lars  s ince  i t  jo ined the  WTO.  These  current  account  
surpluses ,  s t rong fore ign inves tment  in  China  and other  fac tors  has  
bui l t  China 's  war  ches t  of  fore ign currency reserves  f rom $212 bi l l ion  
when i t  jo ined the  WTO to  now a  point  where  i t  wi l l  soon reach $2 
t r i l l ion .  
 In  Apr i l  a lone  of  th is  year ,  China  added more  than $100 mi l l ion  
per  hour  in  Apr i l ,  each hour  of  Apr i l ,  to  i t s  fore ign currency reserves .  
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 Together  wi th  China 's  newly res t ructured and heal thy  f inancia l  
sys tems and the i r  la rge  f i rms '  new access  to  equi ty  and bond markets ,  
China  i s  now uniquely  capable  of  cherry-picking,  cherry-picking-- I  
 

 
 
 
  



 

 
 

 

hope we get  to  d iscuss  th is - - today 's  wor ldwide  f i re  sa le  oppor tuni t ies  
for  pa tents ,  ta lent ,  na tura l  resources ,  brands ,  d is t r ibut ion  channels ,  
and so  much more .  
 Because  of  i t s  huge impor t  b i l l s  for  minera l  fue ls  and ores ,  i t s  
g lobal  surplus  in  manufactured goods  i s  la rger  than i t s  surplus  for  a l l  
goods  or  even than i t s  current  account  surplus .  China  edged out  
Germany las t  year  to  become the  wor ld 's  leading expor ter  of  
manufactured goods  and China  i s  now the  larges t  manufactur ing 
expor ter  to  the  U.S. ,  the  EU-25 and Japan.  
 China 's  g lobal  surplus  for  manufactured goods  soared f rom $31 
bi l l ion  before  the  WTO to  $401 bi l l ion  las t  year  and may reach the  
unprecedented level  of  over  $500 bi l l ion  th is  year ,  a l though oi l  and 
food pr ices  are  lower ing China 's  overa l l  g lobal  surplus  for  goods  th is  
year  by 11 percent .   So far  in  2008,  China 's  surplus  in  manufactur ing 
goods  i s  up  34 percent .  
 China 's  manufactur ing t rade  surplus  rocketed  over  the  recent  
years  as  i t  moved away quickly  f rom i t s  h is tor ic  ro le  as  a  process ing 
center ,  mere ly  assembl ing impor ted  par ts ,  and has  local ized  modern  
dynamic  supply  chains  in  a lmost  every  indust ry .   China  has  a lso  
dramat ica l ly  sh i f ted  i t s  manufactur ing sec tor  emphasis  f rom more  
t radi t ional  to  modern  technology-dr iven indust r ies .  
 Text i les  and appare l  accounted for  a l l  or  most  of  China 's  g lobal  
manufactur ing surplus  before  2004.   Now i ts  surplus  i s  dominated  by 
machinery  and e lec t ronics .  
 Trade  f lows are  af fec ted  by the  loss  in  the  value  of  the  U.S.  
dol lar .   From t ime China  was  admit ted  to  the  WTO unt i l  las t  month ,  
the  yuan s t rengthened agains t  the  dol lar ,  but  i t  weakened agains t  the  
Japanese  yen and i t  weakened sharply  agains t  the  euro .  
 These  currency changes  together  wi th  China 's  s t rong ef fec t ive  
se t  of  t rade  and indust r ia l  pol ic ies  have  t ransformed China 's  economy 
and i t s  t rading pat terns .   China 's  auto  product ion has  a lmost  
quintupled-- i t s  auto  product ion a lmost  quintupled  s ince  WTO 
admiss ion.   I t  wi l l  l ike ly  become the  wor ld 's  la rges t  producer  next  year  
and could  rapidly  extend i t s  leadership  thereaf ter .  
 China 's  domest ic  auto  sa les  have soared and i t ' s  now the  wor ld 's  
second leading auto  market  af ter  only  the  Uni ted  Sta tes .   Nonetheless ,  
China 's  auto  and par ts  sec tor  achieved a  g lobal  t rade  surplus  in  2005,  
and that  surplus  i s  surging by 83 percent  las t  year  and by 44 percent  
th is  year  so  far .  
 China 's  auto  surplus  i s  now dr iven by i t s  soar ing surplus  in  auto  
par ts  wi th  i t s  expor t  of  assembled vehic les  expected  over  the  next  
three  years .  
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also  one  of  the  fas tes t  growing in  the  wor ld .   Nonetheless ,  rapid  
growth and moderniza t ion  of  i t s  par ts  indust ry  has  l imi ted  China 's  
overa l l  aerospace  t rade  def ic i t  and has  crea ted  a  g lobal  surplus  in  
aerospace  par ts  las t  year  and again  so  far  th is  year .  
 Informat ion technology has  been a  key focus  of  China 's  
economic  and t rade  moderniza t ion .  China 's  product ion of  computers  
rocketed  pas t  tha t  of  Japan in  2003,  rocketed  pas t  the  U.S.  in  2004,  to  
become the  wor ld 's  evermore  dominant  producer .  
 Again ,  despi te  wor ld- leading domest ic  sa les  growth of  over  20 
percent  per  year ,  the  local iza t ion  of  IT component  par ts  producers  
a l lowed China  to  increase  i t s  g lobal  surplus  in  computers  and par ts  
f rom eight  b i l l ion  before  WTO to  perhaps  83 bi l l ion  th is  year .  
 An impor tant  indica tor  of  China 's  moderniza t ion  i s  the  loss  of  a  
long-held  U.S.  surplus  in  advanced technology products .   Global ly ,  the  
t radi t ional  U.S.  surplus  in  ATP turned to  a  def ic i t  for  the  f i r s t  t ime 
ever  in  2002.   S ince  then,  the  U.S.  has  suffered ATP def ic i t s  tha t  in  
nominal  va lue  are  far  la rger  than any pas t  U.S.  surplus .  
 China  accounts  for  more  than the  ent i re  U.S.  g lobal  def ic i t  in  
ATP,  concentra ted  in  advanced machinery  and e lec t ronics .   U.S.  
impor t  payments  to  ATP from China  are  a lmost  four  t imes  as  much as  
expor t  earnings .   The U.S.  ATP def ic i t  wi th  China  i s  more  than e ight  
t imes  the  U.S.  def ic i t  wi th  Japan,  and i t  i s  30  t imes  the  s ize  as  a l l  U.S.  
in te l lec tual  proper ty  earnings  in  China .  
 F inal ly ,  the  U.S.  no  longer  accounts  for  China 's  ent i re  g lobal  
t rade  and current  account  surplus .   Because  of  currency movement ,  
t rade  and indust r ia l  pol icy  and other  th ings ,  China  now has  a  soar ing 
surplus  wi th  the  EU-25 that  more  than offse ts  China 's  la rge  pol i t ica l ly  
ins t rumenta l  def ic i t s  wi th  Taiwan and other  Asian  neighbors .  
 The EU-25 's  def ic i t  in  t raded goods  wi th  China  has  worsened 
f rom $46 bi l l ion  before  the  WTO to  $216 bi l l ion  las t  year ,  and as  wi th  
the  U.S. ,  China 's  surplus  wi th  the  EU is  a lmost  ent i re ly  in  
manufactured goods ,  dominated  again  by modern  machinery  and 
e lec t ronics  inc luding informat ion technology products .  
 The enormous external  imbalances  in  China 's  rapid  economic  and 
t rade  moderniza t ion  now adverse ly  threa tens  not  only  the  U.S.  but  the  
EU as  wel l .   This  would  seem to  be  an  oppor tune  t ime for  bold  and 
coopera t ive  pol ic ies  wi th  our  a l l ies  in  our  common in teres t .  
 Thank you very  much,  and I  look forward to  the  ques t ions .  
 [The s ta tement  fo l lows:] 1 
 HEARING COCHAIR SHEA:  Thank you,  Dr .  McMil l ion .   Dr .  
Amit i .  
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STATEMENT OF DR. MARY AMITI 

SENIOR ECONOMIST,  FEDERAL RESERVE BANK 
NEW YORK, NEW YORK 

 
 DR.  AMITI:   Thank you.   I 'd  l ike  to  thank the  Commiss ion for  
the  oppor tuni ty  to  tes t i fy  today.   I  want  to  s tar t  of f  by  saying that  the  
v iews expressed here  are  my own views and do not  necessar i ly  ref lec t  
those  of  the  Federa l  Reserve  Bank of  New York of  the  Federa l  Reserve  
System.  
 So now turning to  China ,  over  the  pas t  15  years ,  China 's  expor ts  
have  jumped more  than tenfold ,  far  exceeding the  t r ip l ing  of  wor ld  
t rade  tha t  has  taken place  over  the  same per iod.   As  a  resul t ,  China  has  
recent ly  surpassed the  Uni ted  Sta tes  as  the  wor ld 's  second- larges t  
expor ter ,  jus t  behind Germany.  
 My discuss ion wi l l  begin  wi th  some background on the  nature  of  
China 's  t rade  f lows and how th is  has  changed over  t ime,  and then I ' l l  
address  the  fo l lowing ques t ions :  
 I s  China  c l imbing the  qual i ty  ladder?   And what  are  the  dr iv ing 
forces  behind changes  in  China 's  expor t  pr ices  to  the  Uni ted  Sta tes?  
 China  has  exper ienced dramat ic  changes  in  i t s  expor t  
composi t ion .   Within  manufactur ing,  i t  has  moved f rom labor  in tens ive  
goods  such as  appare l ,  text i les ,  footwear  and toys ,  to  more  
sophis t ica ted  manufactured machinery  goods ,  which now comprise  
more  than 50 percent  of  i t s  wor ld  expor ts .  
 The  s t ronges t  overa l l  expor t  growth has  been in  machinery ,  and 
wi th in  th is  broad ca tegory ,  the  larges t  expor t  shares  are  in  computers ,  
te lecoms and off ice  machinery .   So th is  sugges ts  tha t  China  i s  
expor t ing  h igher  capi ta l  in tens ive ,  more  sophis t ica ted  products .   
However ,  measur ing qual i ty  or  sophis t ica t ion  of  a  product  i s  qui te  
d i f f icul t .  
 The most  r igorous  approach is  to  assess  de ta i led  informat ion on 
qual i ty  a t t r ibutes  such as  defec t  ra tes  in  product ion.   But  th is  
informat ion i s  very  expensive  to  col lec t  and thus  there  are  only  a  
handful  of  case  s tudies  avai lable .   So  whi ls t  these  case  s tudies  are  
informat ive ,  i t ' s  not  rea l ly  poss ib le  to  draw genera l  conclus ions  f rom 
them.  
 Var ious  o ther  approaches  have  been developed looking a t  expor t  
shares  of  advanced technology products  or  looking a t  the  s imi lar i ty  of  
China 's  expor ts  wi th  o ther  developed countr ies ,  and these  s tudies  
conclude tha t  China 's  expor ts  are  becoming increas ingly  sophis t ica ted .  
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than China 's .   Consis tent  wi th  th is ,  my research has  shown that  the  
ski l l  content  of  China 's  to ta l  expor ts  has  been increas ing.  
 These  f indings  imply  tha t  China  i s  producing more  sophis t ica ted  
products  wi th  more  ski l l  in tens ive  product ion techniques .   However ,  
th is  ra ises  the  ques t ion  of  how much value-added or  Chinese  expor ts  i s  
ac tual ly  produced in  China?   A large  and increas ing share  of  China 's  
expor ts  involves  assembl ing duty-f ree  impor ted  inputs  for  expor t ,  a  
prac t ice  known as  process ing t rade .  
 This  comprises  55 percent  of  tota l  expor ts .   And the  share  of  
process ing t rade  var ies  widely  across  indust r ies ,  and so  wi th in  th is  
h igh expor t  growth machinery  sec tor ,  most  of  the  growth is  indeed due 
to  growth in  process ing t rade .   So the  increase  in  the  ski l l  content  of  
China 's  expor ts  could  jus t  be  due  to  China  impor t ing  in termedia te  
inputs  wi th  very  h igh ski l l  content  tha t  i t  assembles  for  expor t ing ,  and 
in  fac t ,  my research shows that  for  China 's  non-process ing expor ts ,  
there  was  no change in  the  ski l l  content ,  thus  a l l  the  ski l l  upgrading 
tha t  I  observed in  the  to ta l  expor ts  was  due  to  the  h igher  sk i l l  content  
in  the  process ing t rade .  
 Now,  of  course ,  non-process ing expor ts  excludes  around hal f  of  
China 's  to ta l  manufactur ing expor ts .   So,  a l though impor ted  inputs  
account  for  a  la rge  share  of  the  value  of  process ing expor ts ,  of  course ,  
some of  th is  va lue-added process ing t rade  i s  performed in  China .  
 However ,  there  i s  a  recent  s tudy,  a  very  careful  s tudy,  tha t  
ca lcula tes  the  to ta l  domest ic  va lue-added in  China 's  process ing 
expor ts ,  and so  inc luding the  d i rec t  va lue-added and the  indi rec t  
va lue-added tha t  comes through the  mater ia ls  tha t  a re  produced in  
China ,  they f ind  tha t  in  the  process ing expor ts ,  the  domest ic  va lue-
added in  China  i s  as  l i t t le  as  25  percent .  
 That  s tudy a lso  shows that  there  i s  grea t  var ia t ion  in  the  
propor t ion  of  domest ic  value-added by indust ry .   For  example ,  in  the  
e lec t ronic  computer  indust ry ,  i t ' s  a lmost  a l l  process ing t rade  and in  
tha t  indust ry ,  only  f ive  percent  of  the  value  of  these  expor ts  are  
a t t r ibuted  to  Chinese  value-added.   The res t  i s  a l l  impor ted .  
 So I  th ink th is  i s  a  rea l ly  impor tant  point  to  keep in  mind when 
we 're  assess ing the  s imi lar i t ies  of  China 's  expor ts  wi th  those  in  
developed countr ies  and ta lk ing about  i t  moving up the  qual i ty  ladder  
and how sophis t ica ted  the  expor ts  are  tha t  i t ' s  producing.  
 Turning to  China 's  expor t  pr ices ,  as  China  increases  i t s  supply  of  
goods  on world  markets ,  th is  i s  l ike ly  to  put  downward pressure  on 
wor ld  pr ices .   I t ' s  been argued tha t  a  la rge  country  l ike  China  could  
offse t  some of  these  pr ice  pressures  by expor t ing  new product  
var ie t ies .  
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mainly  dr iven by goods  tha t  i t  was  a l ready expor t ing  before .   More  
recent ly ,  the  U.S.  Bureau of  Labor  Sta t i s t ics  has  repor ted  tha t  the  
pr ice  of  impor ts  f rom China  has  increased by 4 .6  percent  over  the  las t  
year .  
 Repor ts  in  the  media  have  specula ted  about  the  reasons  why th is  
turnaround may have been occurr ing.   And the  increas ing impor t  pr ices  
have  been a t t r ibuted  to  h igher  wages  in  China  and the  apprecia t ion  of  
the  RMB agains t  the  U.S.  dol lar .  
 My s tudy shows that  the  larges t  impor t  pr ices  increases  f rom 
China  were  in  indust r ia l  suppl ies .   Higher  indust r ia l  suppl ies  pr ices  
are  a  g lobal  phenomenon r is ing  wi th  wor ld  o i l  and commodi ty  pr ices .  
 But  when we compare  pr ices  of  U.S.  impor ts  f rom China  wi th  
those  f rom the  res t  of  the  wor ld ,  wi th in  the  same product  ca tegor ies ,  
the  data  show that  the  impor t  pr ices  f rom the  res t  of  the  wor ld  rose  
even fas ter  than those  f rom China .  
 The re la t ive ly  h igher  pr ice  increases  f rom the  res t  of  the  wor ld  
could  be  due  to  the  s t rong euro  and Canadian  dol lars  and the  re la t ive ly  
lower  pr ice  increases  f rom China  may be  due  to  o i l  subs id ies  in  China .  
 Turning to  consumer  and capi ta l  goods ,  the  data  show a  more  
modest  pr ice  increase  in  these  goods  than indust r ia l  suppl ies  wi th  the  
turning point  in  2005,  which coincides  wi th  the  beginning of  the  
apprecia t ion  of  the  RMB agains t  the  U.S.  dol lar .  
 So a l though consumer  goods  pr ices  f rom China  have been r i s ing  
recent ly ,  again  th is  increase  i s  lower  than impor t  pr ice  increases  f rom 
the  res t  of  the  wor ld .  
 Another  ques t ion  i s  whether  h igher  wages  in  China  are  dr iv ing 
these  pr ice  increases?   Media  repor ts  and anecdota l  evidence  indica te  
tha t  s t rong wage pressures  in  China  have  led  to  h igher  recent  expor t  
pr ices .   However ,  the  wage bi l l  i s  only  a  very  smal l  share  of  the  expor t  
va lue .   The larges t  va lue  of  the  sa le  pr ice  i s  ac tual ly  due  to  the  cos t  of  
mater ia ls ,  and as  I  ment ioned ear l ie r ,  a  lo t  of  these  are  impor ted .  
 To sum up,  China 's  expor t  growth has  been spectacular .   I t  i s  
moving out  of  the  more  t radi t ional  labor  in tens ive  expor ts  to  h igh 
capi ta l - in tens ive  sophis t ica ted  goods  l ike  consumer  e lec t ronics ,  and 
when you compare  i t s  expor t  pa t terns  wi th  OECD countr ies ,  i t  shows 
an  increas ing s imi lar i ty .  
 Yet ,  a  la rge  par t  of  China 's  expor ts  are  in  process ing t rade  
re ly ing heavi ly  on impor ted  in termedia te  inputs .   The value  added in  
China  cont inues  to  be  in  the  more  labor  in tens ive  par ts  of  the  
product ion process .  
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 Up unt i l  recent ly ,  pr ice  of  goods  expor ted  to  the  Uni ted  Sta tes  
f rom China  have been fa l l ing ,  exer t ing  downward pressure  on world  
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t rend wi th  pr ices  f rom China  now increas ing.  
 As  I  ment ioned,  the  b igges t  pr ice  increases  in  U.S.  impor t  pr ices  
f rom China  are  in  indust r ia l  suppl ies  ca tegor ies ,  which i s  la rgely  due  
to  g lobal  increases  in  o i l  and commodi ty  pr ices .  
 The more  modest  increases  in  consumer  goods  pr ices  are  l ike ly  
due  to  China 's  exchange ra te  apprecia t ion  agains t  the  U.S.  dol lar ,  but  
most  impor tant ly ,  these  pr ice  increases  for  U.S.  impor ts  f rom China  
are  s t i l l  much lower  than the  pr ice  increases  for  impor ts  f rom the  res t  
of  the  wor ld .  
 [The s ta tement  fo l lows:] 2 
 

PANEL II:   DISCUSSION, QUESTIONS AND ANSWERS 
 
 HEARING COCHAIR SHEA:  Thank you,  Doctor ,  and thank you 
both  for  you tes t imony.   I 'm going to  ask  the  f i rs t  se t  of  ques t ions  and 
then wi l l  go  on to  my col leagues .  
 I 'd  l ike  both  of  you to  comment .   What  i s ,  in  your  v iew,  the  
re la t ionship  between R&D inves tment  in  China ,  par t icular ly  by 
fore ign- inves ted  f i rms,  and the  recent  increase  in  Chinese  ATP and the  
U.S.  def ic i t  in  ATP? 
 DR.  McMILLION:  I ' l l  take  tha t  f i r s t .   Commiss ioner ,  I  th ink i t ' s  
a  very  complex re la t ionship ,  and I  th ink you 've  got  to  go  a t  leas t  
indust ry  by indust ry ,  i f  not  company by company.  
 The compet i t ive  environment  in  China  i s  rea l ly  in tense ,  and so  
the  wor ld 's  leading companies  have  found over  the  las t  ten  years  tha t  
they can ' t  make money in  China  making junk,  making old  products .   So 
they moved the i r  be t ter  products ,  they moved the i r  be t ter  process ing 
technologies ,  the i r  be t ter  products ,  to  China  to  be  made.   That ' s  where  
the  money is  made.   So they have been moving ATP products .   
 In ternat ional  companies  have  been moving the  product ion of  
ATP to  China  in  order  to  meet  the  market .  
 Remember ,  in  China ,  they have a lmost  a  b i l l ion  te lephone 
subscr ibers .   They have 600 mi l l ion  mobi le  phone users ,  growing a t  
the  ra te  of  e ight  or  9  mi l l ion  a  month .   So Motorola  and Nokia ,  
everyone,  wants  to  get  over  there  and make the i r - - they use  the  very  
bes t  products  to  compete  wi th  Chinese  producers ,  who are  rea l ly  good,  
cer ta in ly  a  l i t t le  b i t  down the  product  cycle .  
 So tha t ' s  one  of  the  impor tant  things .   The other  i s ,  of  course ,  as  
the  OECD and others  have pointed  out ,  tha t  much of  the  R&D that ' s  
done in  China  i s  on  the  "D" end.   They don ' t  do  very  much bas ic  
research.   They do the  development  work,  and China  seems to  be  very  
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happy to  le t  o thers  dr i l l  dry  holes .  
 And they wi l l ,  now s i t t ing  on $2 t r i l l ion  of  fore ign currency 
reserves  and the  abi l i ty  for  a l l  s tock buys  f rom many of  the i r  huge 
companies  now,  they have the  wherewi thal  to  acquire  the  patents  and 
the  products  tha t  they need in  those  occas ions  when the  wor ld 's  
leading companies  don ' t  br ing  them there  on the i r  own.  
 And then,  of  course ,  there  are  a  few cases ,  now and increas ingly ,  
where  China 's  own companies ,  of ten  as  a  resul t  of  jo in t  ventur ing wi th  
American companies  or  European or  Japanese  companies ,  a re  
beginning to  develop rea l ly  f i rs t - ra te  technology products .  
 HEARING COCHAIR SHEA:  Dr .  Amit i ,  do  you have a  
response?  
 DR.  AMITI:   So when looking a t  ATP products ,  one  has  to  be  
very  careful  about  the  def in i t ions  used for  a  number  of  reasons .   One 
is  tha t  they di f fer  across  d i f ferent  countr ies  so  the  U.S.  uses  a  
d i f ferent  def in i t ion  for  ATP than China  uses .   
 And,  in  fac t ,  China 's  s ta t i s t ics  show a  h igher  expor ts  growth of  
ATP products  than the  U.S.  s ta t i s t ics .   
 Also ,  they change over  t ime.   So i t ' s  not  c lear  whether  the  goods  
are  changing,  whether  you ' re  showing a  h igher  ATP because  the  
c lass i f ica t ions  have  changed,  or  the  goods  in  those  same 
c lass i f ica t ions  have  increased.   But  never theless ,  there  i s  a  s tudy tha t  
shows tha t  there  i s  a  b ig  increase  in  China’s  expor ts  of  ATP products ,  
but  again  90 percent  of  tha t  i s  process ing t rade ,  and most  of  i t  i s  by  
fore ign f i rms tha t  are  located  in  China .  
 HEARING COCHAIR SHEA:  Okay.   I  have  about  a  minute .   I 'm 
going to  read you a  conclus ion by Kathleen Walsh  who is  a  professor  
who wi l l  be  tes t i fy ing la ter  today.   I 'm going to  ask  her  whether  she  
s t i l l  be l ieves  th is .   This  was  wri t ten  f ive  years  ago,  and I  would  l ike  
you to  respond to  i t .  
 She  says :  "On balance ,  a l though fore ign R&D centers  are  
contr ibut ing  to  China 's  impress ive  recent  h igh tech growth and 
increas ing compet i t iveness  in  informat ion and communicat ion  
technologies  indust r ies ,  they are  contr ibut ing  as  much or  more  under  
newly consol idated  whol ly  fore ign-owned R&D enterpr ises  to  fore ign 
companies '  h igh tech development  and product ion capabi l i t ies  and thus  
to  the  U.S.  economy."  
 Do you have a  response  to  tha t?   Do you agree  wi th  tha t?  
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 DR.  McMILLION:  I  don ' t  agree  wi th  tha t .   That  would  go,  I  
guess ,  to  the  prof i tabi l i ty  of  the  company,  the  s tock value  or  whatever .  
 The value ,  the  jobs  tha t  a re  crea ted ,  the  taxes  tha t  a re  pa id ,  the  
incomes tha t  a re  earned,  are  overwhelmingly  not  f rom prof i t s ,  even 
the-- in  fac t ,  do  I  have  i t  here- - the  to ta l - -now I 'm get t ing  t ied  up here .   
 

 
 
 
  



 

 
 

 

But  the  to ta l  earnings  f rom pr ivate  companies ,  U.S.  companies  in  
China ,  i s  something jus t  over  $2  b i l l ion  a  year .  
 Tota l  in te l lec tual  proper ty  earnings  i s  s igni f icant ly  less  than two 
bi l l ion  a  year .   Yet ,  here  in  the  Uni ted  Sta tes ,  we paid  las t  year ,  I  
th ink i t  was  $64 bi l l ion  for  advanced technology products  f rom China .  
 So i t ' s  hard  to  see  i f  we,  you know,  i t  could  conceivably  help  the  
bot tom l ine  of  an  individual  company.   I  know Apple  makes  th is  
argument .   But  i t  i s  very  d i f f icul t  to  see  how when you 're  paying 64 
bi l l ion  in  order  to  earn  less  than two,  tha t ' s  he lp ing the  U.S.  economy.  
 Let  me a lso  speak to  th is  va lue-added th ing which I  have  a  hard  
t ime wi th .   In ,  for  example ,  the  computer  and par ts  indust ry ,  which i s  
harmonized ser ies  8471,  before  China 's  WTO admiss ion,  the  ra t io  of  
expor ts  to  impor ts  was-- I 've  got  i t ,  I  th ink,  in  my prepared tes t imony--
2 .4  to  1 ,  I  th ink.   In  o ther  words ,  China  earned $2.40 for  every  dol lar  
tha t  i t  pa id  for  impor ts .  
 The la tes t  da ta ,  and again  th is  i s  2 .6 ,  the  la tes t  da ta- - th is  again  
i s  Chinese  data ,  and i t ' s  g lobal - - i s  tha t  in  2007,  China  paid  for  a l l  
computer  and par ts ,  again  HS 8471,  China  earned $4.70 for  every  
dol lar  i t  pa id  for  impor ts .  
 Now,  i f  by  process ing t rade ,  you mean tha t  a  lo t  of  th is  i s  done 
by in ternat ional  companies ,  F lext ronics  or  whatever ,  tha t ' s  cer ta in ly  
t rue ,  but  i t  i s  done in  China .   They ' re  not  impor t ing  these  par ts ,  they ' re  
not  paying for  impor ts ,  cer ta in ly  not  remote ly  c lose  to  what  they are  
earning f rom expor ts .   That ' s  what  af ter  a l l  th is  $400 bi l l ion  
manufactur ing surplus  las t  year  re f lec ts  and the  $500 bi l l ion  projec ted  
manufactur ing surplus  th is  year .  
 HEARING COCHAIR SHEA:  Dr .  Amit i ,  would  you l ike  to  
respond quickly?   I 'm a  l i t t le  b i t  over .   I 'm going to  be  scolded for  
exceeding my t ime here .   But  I 'm the  chai r  so--  
 VICE CHAIRMAN BARTHOLOMEW:  You 're  the  chai r  so  scold  
yourse l f .  
 HEARING COCHAIR SHEA:  Slap myself  there .  
 DR.  AMITI:   Yes .   I ' l l  have  to  d isagree  wi th  Dr .  McMil l ion  on 
tha t  point .   The recent  s tudy tha t  came out  was  us ing data  by the  
Chinese  and they do spl i t  t rade  in to  process ing t rade .   Process ing t rade  
doesn ' t  inc lude  goods  tha t  a re  produced wi th in  China  by in ternat ional  
f i rms.   Process ing t rade  i s  def ined as  t rade  where  you impor t  
in termedia te  inputs  duty  f ree  for  the  purpose  of  expor t ing .  
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 The  s tudy uses  th is  Chinese  t rade  data .   You cannot  jus t  look a t  
the  one  code,  the  one  in ternat ional  code and say  how many impor ts  and 
expor ts  do  we have in  th is  code to  work out  China’s  valued added.   
What  you have to  do is  ge t  an  input -output  table  because  to  produce  a  
par t icular  product ,  you don ' t  only  use  components  f rom that  same 
 

 
 
 
  



 

 
 

 

product  code;  you use  components  f rom many other  product  codes .  
 So th is  s tudy,  and i t ' s  done indust ry  by indust ry ,  and I  reference  
i t  in  my wri t ten  tes t imony,  has  taken in to  account  which par ts  are  
process ing t rade ,  which par ts  are  ordinary  t rade ,  looked a t  a  very  
deta i led  input-output  table  to  work out  what  components  are  needed to  
produce those  expor ts ,  and then what  par ts  of  those  are  impor ted  and 
what  par ts  of  those  are  produced in  China .  
 But  i t ' s  even gone one  s tep  fur ther .   I t  hasn ' t  even jus t  looked a t  
what 's  d i rec t ly  produced in  China .   Then out  of  the  mater ia ls  tha t  a re  
produced in  China ,  how much of  tha t  i s  produced,  again ,  in  China .   So 
looked r ight  through the  ver t ica l  chain .  
 So  there  are  some indust r ies  l ike ,  for  ins tance ,  the  motor  vehic le  
indust ry  tha t  has  h igh domest ic  value-added of  about  60 ,  70  percent .   
 But  the  one  wi th  the  lowest  domest ic  va lued added is  e lec t ronic  
comput ing and i t ' s  f ive  percent ,  and th is  i s  based on a  very  deta i led  
recent  s tudy.  
 HEARING COCHAIR SHEA:  Thank you very  much.   
Commiss ioner  Wessel .  
 HEARING COCHAIR WESSEL:   Thank you both  for  your  
tes t imony,  and I 'd  l ike  to  fo l low up on the  las t  l ine  of  ques t ions  in  
th is .   I  had enjoyed your  tes t imony,  both  of  your  tes t imony.   I  have  to  
say  i t ' s  been awhi le  s ince  I 've  deal t  wi th  Gini  coeff ic ients ,  vector  pr ice  
analys is  and T- indexes  and everything e lse  so  you ' l l  have  to  bear  wi th  
me and help  me through th is .  
 What  I  hear  you saying,  Dr .  Amit i ,  essent ia l ly  i s  tha t  many of  
these  products  are  indust r ia l  tour is ts ,  tha t  they are  t ravel ing  to  China  
for  process ing and coming back.   As  I  read  your  tes t imony,  and please ,  
again ,  correc t  me i f  I 'm wrong,  you were  deal ing  most ly  wi th  China 's  
expor ts  and not  necessar i ly  looking jus t  a t  the  b i la tera l  f low wi th  the  
U.S. ,  and we are  the  U.S. -China  Commiss ion.    
 So whi le ,  you know,  I  can quest ion  the  contents  of  your  
tes t imony as  i t  re la tes  to  the  qual i ty ,  i f  you wi l l ,  or  the  composi t ion  of  
the  t rade  wi th  China ,  I  want  to  get  down and look a t  what 's  happening 
wi th  the  U.S.   We've  been,  or  I 've  been,  to  the  Seagate  fac i l i ty  in  
Thai land.   Much of  what  you ' re  saying in  process ing may be  products  
tha t  used to  be  made here  have  moved to  Asia  and now are  inputs  in to  
Chinese  products .  
 This  goes  back to  the  ques t ions  we had regarding NAFTA many 
years  ago about  the  propensi ty  of  Mexico to  use  U.S.  inputs .   As  you 
look a t  th is  i ssue  wi th  your  data ,  can  you give  us  more  informat ion on 
how the  U.S.  fa i rs  v is -à-vis  tha t?   Because  i t ' s  the  ATP def ic i t  wi th  
China  tha t  we ' re  ta lk ing about ,  jus t  U.S.  and China .  
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 You know one of  our  major  expor ts  to  China ,  and growing 
 

 
 
 
  



 

 
 

 

rapidly ,  i s  scrap  meta l  and paper .   That ' s  not  necessar i ly  a  va lue-added 
product .   So  your  data  may a l l  be  correc t  as  we look a t  U.S. -China  
f lows.   Have you looked a t  tha t?   How does  tha t  af fec t  i t?   What 's  the  
changing nature  of  composi t ion  of  t rade ,  and Dr .  McMil l ion ,  i f  you 
could  respond on tha t  as  wel l?  
 DR.  AMITI:   Shal l  I  go  f i rs t?  
 HEARING COCHAIR WESSEL:   Please .  
 DR.  AMITI:   So,  yes ,  I  was  looking a t  wor ld  f lows,  but  a lso  of  
course  wi th  an  in teres t  in  what ' s  going on wi th  the  U.S. ,  and i f  you 
look a t  the  impor t  share  for  the  U.S. ,  China 's  share  i s  now-- impor ts  
f rom China  do account  for  about  20 percent  of  our  non-oi l  impor ts ,  
whereas  i t  wasn ' t  tha t  long ago that  i t  was  about  f ive  percent .  
 But  one  of  the  b igges t  fa l l s  in  the  impor t  shares  i s  Japan.   We 
used to  impor t  a  lo t  more  f rom Japan,  and so  the  point  tha t  I 'm making 
is  tha t  ins tead of  impor t ing  th ings  d i rec t ly  f rom Japan,  goods  f rom 
Japan are  going to  China  and being assembled and then sent  to  us .  
 HEARING COCHAIR WESSEL:   Unders tand,  but  again  going 
back,  i f  I  could ,  to  when WTO access ion was  passed here  in  Congress ,  
i t  was  v iewed that  through PNTR we were  going to  be  serving the  
Chinese  market ,  tha t  China  was  not  s imply  going to  a  be  process ing 
zone.  
 What 's  happened?  The qual i ty  and composi t ion  of  t rade  between 
U.S.  and China ,  how has  tha t  changed vis-à-vis  those  o ther  countr ies?  
 DR.  AMITI:   Okay,  so  China  is ,  as  I  sa id ,  expor t ing  more  goods  
to  the  U.S.   The type  of  goods  i t ' s  expor t ing  to  us  i s  changing.   As  I  
ment ioned,  we were  impor t ing  a  lo t  more  in  terms of  appare l  and 
text i les ,  but  now we 're  impor t ing  a  lo t  more  in  te rms of  machinery ,  
e lec t ronics .   So the  composi t ion  has  changed.  
 So the  ques t ion  i s  what  types  of  goods  are  we compet ing head-on 
wi th  China?   And the  way to  look a t  th is  ques t ion ,  what  people  have  
looked a t ,  i s  looking a t  the  s imi lar i ty  of  the  th ings  we impor t  f rom 
China  wi th  the  th ings  tha t  we import  f rom other  countr ies ,  par t icular ly  
say  OECD countr ies ,  to  see  whether  they are  get t ing  more  compet i t ive  
in  those  sec tors .  
 I t  i s  t rue  tha t  the  s imi lar i ty  of  the i r  expor ts  has  increased,  but  
i t ' s  s t i l l  only  about  20  percent  of  the  ca tegor ies  tha t  we impor t  f rom 
China  tha t  a re  s imi lar  to  o ther  OECD countr ies .   There  i s  s t i l l  a  lo t  of  
very  d is t inc t  products .   The ques t ion is  how f inely  you go down in  the  
data .   So i f  you look a t  broad ca tegor ies ,  i t  looks  l ike  a  lo t  more  
s imi lar i ty ,  but  i f  you look a t  the  very  speci f ic  ca tegor ies  they are  s t i l l  
very  d is t inc t .  
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 You ment ioned that  we ' re  expor t ing  scrap  meta l .   I  don ' t  know 
about  tha t ,  but  we ' re  a lso  expor t ing  a  lo t  of  very  h igh capi ta l  in tens ive  
 

 
 
 
  



 

 
 

 

goods .   So China  i s  not  compet ing on the  whole  range of  goods  tha t  we 
are  producing as  wel l  as  the  goods  that  we ' re  impor t ing f rom OECD 
countr ies .   There  i s  about  20  percent  of  over lap .  
 HEARING COCHAIR WESSEL:   Dr .  McMil l ion ,  any quick  
comments ,  I  guess?  
 DR.  McMILLION:  Oh,  for  me?  
 HEARING COCHAIR WESSEL:   Yes ,  p lease .  
 DR.  McMILLION:  China  accounts  for  more  than hal f  of  our  
$500 bi l l ion  manufactur ing t rade  def ic i t ,  and i t  i s  very  heavi ly  
concentra ted  in  machinery  and e lec t ronics .   As  th is  Commiss ion 
knows,  I  deal  in  the  ten  d ig i t  HS data wi th  ATP and have for  as  long as  
i t ' s  been provided,  s ince  1989,  I  th ink.  
 What  my research has  found is  tha t  the  share  of  ATP products  
tha t  the  U.S.  has  def ic i t s  wi th  China  in  has  grown f rom 51 percent ,  I  
th ink i t  i s ,  when--again ,  th is  i s  a t  the  ten-digi t  level - -we had a  def ic i t ,  
and 51 percent  of  the  800 ATP products  in  2001 to  59 percent  to  60 
percent  in  the  most  recent  da ta  in  2007.  
 When you look a t  more  aggregated  f igures ,  the  U.S.  t rade  
re la t ionship  wi th  China  i s  jus t  the  reverse  of  what  you would  expect .   
This  year ,  our  major  surplus  wi th  China  i s  not  going to  be  a i rcraf t ,  
which i s  our  one  rea l ly  s t rong expor t .   I t  looks  l ike  i t ' s  going to  be  
soybeans .   Af ter  soybeans ,  you get  to  wheat  and corn  and other  
commodi ty  products ,  as  you say,  Commiss ioner ,  minera ls  and other  
commodi ty  products .  
 When you look a t  where  we have our  b igges t  def ic i t  wi th  China  
and where  i t ' s  got ten  much worse  s ince  the i r  WTO admiss ion,  i t  i s  in  
sophis t ica ted  e lec t ronics  and machinery .   And now again  increas ingly  
in  auto  par ts .  
 So  I 'm a  l i t t le  b i t  a t  a  loss .   I 'd  love  to  read th is  o ther  de ta i led  
s tudy about  input-output  da ta  f rom China .   I 'm not  aware  of  input-
output  tables  in  China ,  but  I  wi l l  read  these  s tudies  and submit  a  
comment  for  the  record .  
 HEARING COCHAIR WESSEL:   Thank you.  
 HEARING COCHAIR SHEA:  Thank you.   Chairman Wortzel .  
 CHAIRMAN WORTZEL:   Dr .  McMil l ion,  Dr .  Amit i - -  
 DR.  AMITI:   Amit i .  
 CHAIRMAN WORTZEL:  Amit i .   I 'm sorry .   Thank you both  for  
be ing here  and for  your  t ime.  
 I 'd  be  in teres ted  in  both  of  your  v iews on the  impl ica t ions  for  
the  Uni ted  Sta tes  of  the  changing t rade  balances  between China  and 
the  European Union,  South  Korea  and Japan.   And what  are  the  
impl ica t ions  for  the  U.S.  in  the  shi f t  of  th is  ba lance?  
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 Also ,  how has  the  apprecia t ion ,  such as  i t  has  been,  of  the  
 

 
 
 
  



 

 
 

 

renminbi ,  China 's  currency,  af fec ted  U.S. -China  t rade  re la t ions?  
 DR.  McMILLION:  For  me f i rs t?   Okay.   That ' s  a  grea t  ques t ion ,  
Commiss ioner ,  and I  wish  I  had a  long t ime to  respond to  i t .   Let  me 
jus t  t ry  to  be  br ief  than I  have  been.   I  apologize .  
 CHAIRMAN WORTZEL:   I  could  be  l ike  h im and say  take  a l l  the  
t ime you need.  
 DR.  McMILLION:  The panels  behind us  would  not  apprecia te  i t ,  
I 'm sure .    
 You know one of  the  th ings  tha t  so  d is t inguishes  r ight  now,  and 
there  are  so  many th ings ,  but  one  of  the  th ings  tha t  so  d is t inguishes  
China  f rom Japan is  tha t  in  China  domest ic  demand,  inves tment ,  
government  spending on inf ras t ructure ,  consumer  demand,  i s  jus t  
booming.   In  Japan,  i t ' s  been pre t ty  much dead in  the  water  for  15  
years .   So Japan has  cont inued to  expor t  even though the  growth in  
product ion,  overa l l  indust r ia l  product ion,  in  Japan has  been very ,  very  
weak for  15 years .  
 So,  because  of ,  you know,  as  they have product iv i ty  growth and 
whatever ,  they e i ther  have  to  c lose  i t  down or  expor t  i t ,  and so  the i r  
expor ts  have  held  up,  and the i r  expor ts  to  China  have held  up,  and 
they 've  been,  they were  la te  coming to  the  par ty .   They rea l ly  only  
jo ined in  the  rush ,  the  re la t ionships ,  tha t  U.S.  and European companies  
had wi th  China ,  Japan rea l ly  d idn ' t  s tar t  tha t  unt i l  WTO admiss ion.   
I t ' s  rea l ly  changed the  dynamics  in  a  lo t  of  in teres t ing  ways .  
 So tha t ' s  one  of  the  reasons  tha t  Japan 's  da ta  says  they have a  
t rade  def ic i t  wi th  China ,  and I  t rus t  Japan 's  da ta  more  than I  t rus t  
China 's  for  a l locat ion  between countr ies .   But  i t ' s  not  a  la rge  one .  
 And Japan 's  t rade  prof i le  wi th  China  i s  much more  l ike  you 
would  expect .   They ship  heavy machinery ,  sophis t ica ted ,  cer ta in ly  
semiconductors  and other  th ings .    
 For  the  U.S.  and China ,  I  th ink we jus t  have  an  enormous 
problem in  v i r tua l ly  every  indus t ry  and now including services  
indust r ies  and inc luding the  f inancia l  services  indust r ies  because  we 
have our  major  f inancia l  ins t i tu t ions  now get t ing  involved wi th  
Chinese  s ta te-owned f inancia l  services  f i rms in  exact ly  the  same way 
that  manufacturers  d id  ten  and 20 years  ago.  
 They 've  taken minor i ty  pos i t ions  in  huge f i rms and,  in  my view,  
they ' re  ge t t ing  the i r  pockets  p icked.   And so  I  th ink i t  i s  not  s imply  in  
manufactur ing.   We could  ta lk  a t  the  ten  d ig i t  level ,  but  a t  any level  
tha t  you ta lk  about ,  U.S. -China  re la t ionships ,  we are  expor t ing  less  
h ighly  value-added products  and impor t ing  much more  h ighly  value-
added products .  
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 DR.  AMITI:   I  haven ' t  rea l ly  looked in to  the  speci f ic  t rade  
balances  of  a l l  the  countr ies  you 've  ment ioned so  I 'm not  going to  have  
 

 
 
 
  



 

 
 

 

much to  say  about  tha t .  
 But  I  th ink in  terms of  t rade  balances ,  I  don ' t  th ink tha t  we 
should  jus t  be  focused on what  does  the  U.S.  expor t  to  China .   I t ' s  the  
g lobal  f lows that  mat ter .   So,  i f  we ' re  expor t ing  more  sophis t ica ted  
products ,  h igh capi ta l  in tens ive ,  to  o ther  countr ies  ra ther  than to  a  
poor  country ,  I  th ink i t ' s  the  overa l l  t rade  tha t  mat ters .  
 In  te rms of  the  apprecia t ion ,  as  I  ment ioned in  my tes t imony,  the  
RMB apprecia t ion  agains t  the  U.S.  dol lar  does  seem to  have  increased 
pr ices  of  goods  that  we pay f rom China  a  l i t t le  now.   But  bes ides  tha t ,  
I  haven ' t  rea l ly  explored  o ther  impl ica t ions .  
 CHAIRMAN WORTZEL:   Wil l  you a l low me a  very  br ief  fo l low 
up?  
 HEARING COCHAIR SHEA:  Sure ,  Mr.  Chairman,  of  course .   Of  
course .  
 CHAIRMAN WORTZEL:   Is  there  a  publ ic  pol icy  or  legis la t ive  
d i f ference  in  approach in  Japan tha t  he lps  the i r  expor ts  tha t  might  
serve  as  a  model  for  the  U.S. ,  or  i s  i t  jus t  the  nature  of  the  product?  
 DR.  McMILLION:  Thanks ,  Commiss ioner .   Yes ,  Japan is  
d i f ferent .   They manage the i r  t rade  very ,  very  careful ly  as  does  China ,  
as  does  most  of  the  res t  of  the  wor ld .   I  might  a lso  say  tha t  I  agree  tha t  
i t  i s  the  overa l l  ba lance  tha t  i s  impor tant ,  and what  i s  impor tant  i s  tha t  
s ince  2002 the  Uni ted  Sta tes  has  had a  large  and growing def ic i t  
g lobal ly  in  advanced technology products  for  the  f i rs t  t ime ever  in  our  
h is tory ,  and tha t  unt i l  i t  was  revised  jus t  las t  month ,  our  def ic i t  in  
advanced technology products  was  larger  than our  surplus  in  a l l  
in te l lec tual  proper ty  revenues  around the  wor ld  for  our  companies .  
 And i f  I  could  jus t ,  one  more  l i t t le  th ing jus t  so  i t  wi l l  be  on the  
record ,  and tha t  i s  tha t ,  yes ,  the  pr ices ,  impor t  pr ices  f rom China  have 
been r i s ing ,  but  there  are  ser ious  ques t ions  about  BLS abi l i ty  to  
measure  the  qual i ty  of  our  impor ts  f rom China ,  and i t  cer ta in ly  appears  
tha t  the  qual i ty  of  those  impor ts  f rom China  i s  r i s ing  very  rapidly  and 
is  cer ta in ly  the  cause  of  a t  leas t  some of  tha t  increase  in  pr ice  which 
BLS is  not  capable  of  p icking up.  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Videnieks .  
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 COMMISSIONER VIDENIEKS:   A quick ques t ion .  I  unders tand 
f rom both  of  your  tes t imonies  tha t  the  problem could  be  one  of  the  
U.S.  running a  t rade ,  a  ne t  def ic i t  regional ly  as  opposed to  wi th  China  
a lone .   And i f  tha t ' s  the  case ,  would  the  account ing  be  more  accura te  i f  
we were  to  measure  the  value-added in  our  t rade  assessment  
ca lcula t ions ,  not  jus t  the  to ta l  va lue  of  the  end i tem?  And i f  we ' re  
measur ing the  to ta l  va lue  of  an  end i tem,  then we should  say  maybe i t ' s  
a  regional  s i tua t ion ,  not  a  country  speci f ic  s i tua t ion .   That ' s  bas ica l ly  
 

 
 
 
  



 

 
 

 

a  ques t ion  to  both  of  you.   I 'm not  an  economis t  so  p lease  make i t  
fa i r ly  s imple .  
 DR.  AMITI:   I  th ink being able  to ,  i f  we could  measure  the  
value-added in  each i tem i t  would  be  very  useful  and in teres t ing  
s ta t i s t ic ,  but  i t  would  jus t  be  imposs ib le  because  the  g lobal  product ion  
network is  ge t t ing  more  and more  compl ica ted .  
 So goods  get  sh ipped to  mul t ip le  countr ies  going through var ious  
product ion s tages  before  they reach the i r  f ina l  des t ina t ion .   So t ry ing 
to  work out  exact ly  the  value  added is  d i f f icul t ,  and that ' s  why,  you 
know,  you need kind of  very  deta i led  s tudies ,  as  I  ment ioned,  but  i t  
wouldn ' t  be  feas ib le  to  do tha t  for  the  whole  wor ld .  
 COMMISSIONER VIDENIEKS:   So i t ' s  a  d i f f icul ty  of  
ca lcula t ion ,  not  necessar i ly  accuracy of  the  p ic ture  of  tha t  s i tua t ion?   
The pic ture  would  be  more  accura te  i f  we were  able  to  do tha t?  
 DR.  AMITI:   Yes ,  I  th ink so .   You know for  the  point  tha t  I 've  
been making ear l ier ,  tha t  people  say ,  oh ,  look,  China  i s  expor t ing  
computers ,  you wouldn ' t  expect  a  country  l ike  China  to  be  expor t ing  
computers ,  so  we 're  a l l  in  t rouble ,  but  then as  I  sa id ,  when you go to  
these  k ind of  more  careful  s tudies  and see ,  wel l ,  yes ,  they ' re  expor t ing  
computers ,  and they ' re  expor t ing  a  lo t  of  va lue ,  f ina l  va lue  of  
computers ,  but  then they 've  only  contr ibuted  f ive  percent  of  tha t  
va lue-added,  I  th ink tha t  tha t  changes  the  p ic ture  a  l i t t le  b i t  or  a  lo t .  
 COMMISSIONER VIDENIEKS:   Dr .  McMil l ion?  
 DR.  McMILLION:  I  th ink we have a  fa i r ly  easy  way of  
de termining value  added,  and tha t ' s  ca l led  t rade  balance .   The t rade  
balance  for  the  Uni ted  Sta tes  in  computers  i s  something l ike  $35 
bi l l ion  def ic i t .   I t ' s  some enormous--  
 COMMISSIONER VIDENIEKS:   Global ,  you ' re  saying global?  
 DR.  McMILLION:  Global ly .   And i t ' s  been worsening.   For  
China ,  again ,  the  g lobal  t rade  surplus  in  computer  and computer  par ts  
doesn ' t  inc lude-- i t  doesn ' t  inc lude  semiconductors  and semiconductors  
i s  obviously  an  impor tant  component  par t .   Semiconductors  i s  rea l ly  a  
key issue  for  China  in  a l l  k inds  of  ways.   And I 'd  love  to  ta lk  wi th  th is  
Commiss ion about  what 's  going on in  the  semiconductor  chip  game 
r ight  now wi th  China .   I t ' s  very ,  very  impor tant  for  a l l  k inds  of  
reasons .  
 COMMISSIONER VIDENIEKS:   Is  tha t  a  h igh value-added i tem? 
 DR.  McMILLION:  Absolute ly .  
 COMMISSIONER VIDENIEKS:   Chinese  value-added?  
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 DR.  McMILLION:  Absolute ly .   And China  has  an  enormous 
def ic i t ,  and again  th is  i s  the  way you te l l  va lue-added.   China  makes  a  
lo t  of  semiconductor  chips ,  but  they ' re  about ,  the i r  most  modern ,  130 
nanometer  chips  are  maybe four  years ,  three  or  four  years  o ld .   So they 
 

 
 
 
  



 

 
 

 

are  o lder  technology.  
 So they s t i l l  impor t  much of  the  more  modern  technology.   But  
the  way to  evaluate  value-added is  how much do you pay when i t  
comes in  whether  i t  comes in  duty  f ree  or  o therwise?   How much do 
you pay for  the  product  when i t  comes in?   And how much do you se l l  
i t - -  
 COMMISSIONER VIDENIEKS:   Plus  labor .    
 DR.  McMILLION:  And how much are  you able  to  se l l  i t  for  
when you ship  i t .   That ' s  the  value  added.  
 COMMISSIONER VIDENIEKS:   Process ing appears  to  be  
excluded f rom your  analys is .   But  I - -  
 DR.  McMILLION:  No,  tha t  i s  the  process .   You pay a  dol lar  for  
something when you br ing i t  in ,  you process  i t ,  you do whatever  you 
do to  i t ,  and then you ship  i t  on  to  the  next  p lace ,  and i f  you pay a  
dol lar  and you ship  i t  out  for  three  dol lars ,  then the  value  of  your  
process ing is  two bucks .  
 COMMISSIONER VIDENIEKS:   Thank you.  
 HEARING COCHAIR SHEA:  Thank you.    Commiss ioner  
Fiedler .  
 COMMISSIONER FIEDLER:  Thank you.  
 I  heard  a  lo t  of  numbers  on increases  s ince  the  WTO access ion 
by China .   Are  e i ther  of  you aware  of  any sources  of  informat ion that  
a l locate  those  percentage  increases  to  s ta te  enterpr ises  versus  the  
pr iva te  sec tor?   I  know that ' s  a  lo t  of  t rouble- -and then we 're  ta lk ing 
about  fore ign enterpr ises  on top  of  tha t .   F i rs t  ques t ion .  
 DR.  AMITI:   Yes ,  China  does  col lec t  in  the i r  t rade  data ,  they do 
dis t inguish  between--as  wel l  as  d is t inguishing between type  of  t rade  
l ike  process ing and non-process ing,  they a lso  d is t inguish  between type  
of  f i rm.   So the  ca tegor ies  they have of  whol ly  fore ign-owned f i rms,  
jo in t  ventures ,  s ta te-owned enterpr ises ,  pr iva te  enterpr ises .   So you 
could  use  tha t  da ta  to  work out  the  growth of  the  d i f ferent  types  of  
f i rms.  
 I  don ' t  have  tha t  informat ion wi th  me.   But  I  would  say  tha t  the  
growth of  the  fore ign f i rms is  very h igh,  and I  would  have to  look a t  
the  data ,  but  I  would  guess  i t ' s  more  pr ivate  f i rms than the  s ta te-owned 
enterpr ises  because  they are  t ry ing to  pr iva t ize  those .  
 COMMISSIONER FIEDLER:  The reason I 'm asking the  ques t ion 
i s  because  of  the i r  not -so- long ago decis ion to  suppor t  and emphasize  
heavyweight  indust r ies  and def in i t ional ly  s t ra tegic  indust r ies ,  which 
the  res t  of  the  wor ld  would  not  def ine  s imi lar ly .   I .e . ,  au to  indust ry .   
Right .   And s t i l l ,  yes ,  there  are  lo ts  of  fore ign jo in t  ventures ,  but  i t ' s  
s t i l l  deemed a  nat ional  secur i ty  in teres t  indust ry  for  some odd reason.  
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pol icy .  
 COMMISSIONER FIEDLER:  I t  becomes a  much more  impor tant  
problem or  informat ional ly  much more  impor tant  to  look a t  as  you go 
up the  value  chain  because  these  are  not  appare l  companies .   These  are  
heavy indust r ia l  companies  and machine  companies  and lo ts  of  o ther  
th ings  where  they ' re  t ry ing to  a t t rac t  capi ta l .  
 I  have  to  presume that  they want  these  companies  to  be  
in ternat ional ly  compet i t ive  and one  par t  of  the  def in i t ion  of  
in ternat ional  compet i t iveness  i s  tha t  you se l l  your  s tuf f  to  people  
inc luding us  more  than somebody e lse  does .  
 Do we a t  the  Federa l  Reserve ,  for  ins tance-- I  know you 're  not  
speaking for  them--but  jus t  on  the  sourc ing,  do  we make those  
d is t inc t ions?   Do we look a t  these  t rends  wi th in  China 's  t rade  and 
economic  ac t iv i ty ,  how i t ' s  d ivvied  up?  
 DR.  AMITI:   The Federa l  Reserve  doesn ' t  as  a  pol icy  moni tor  
those  speci f ic  t rends .   But  I  do  have  tha t  da ta  f rom my own research,  
but  I  only  have  i t  t i l l  2005.   So I  could  look a t  tha t  da ta ,  and so  what  
I 'm saying is  tha t  the  data  i s  avai lable .   China  obviously--  
 COMMISSIONER FIEDLER:  Jus t  Chinese  data  though?  
 DR.  AMITI:   This  i s  Chinese  data .   I  don ' t  know about  o ther  
countr ies ,  but  I  do  know that  China  has  th is  da ta  because  I 've  got  i t  for  
I  th ink '97  unt i l  2005 or  something l ike  tha t ,  and I  know that  the  
ca tegor ies  tha t  i t  breaks  down.   So you can cut  the  data  any way you 
l ike .   You can see  what  share  of  the  growth has  been in  fore ign 
enterpr ises ,  s ta te-owned enterpr ises .   They do have those  d iv is ions .  
 But  unfor tunate ly  I  don ' t  have  the  ca lcula t ions .   So I  probably  
shouldn ' t  guess  a t  what  the  numbers  wi l l  show,  but  there  i s  another  
case  s tudy tha t  might  be  of  in teres t  to  the  Commiss ion tha t  I  a lso  
reference  in  my wri t ten  tes t imony by John Sut ton.   That ' s  the  only  
example  I  know of ,  a  very  deta i led  case  s tudy of  the  automobi le  
indust ry .  
 COMMISSIONER FIEDLER:  Yes .  
 DR.  AMITI:   Where  they look a t  the  defect  ra tes  a t  d i f ferent  
s tages ,  the  automobi le  and the  machine  components  indust ry ,  and they 
do f ind  for  car  makers  tha t  the  qual i ty  i s  of  in ternat ional  s tandard  in  
China ,  but  for  many of  the  components ,  i t ' s  not .   The defect  ra tes  were  
much higher  than the  res t  of  the  wor ld .  
 I t ' s  about  80  pages  long.   I t ' s  a  very  deta i led  s tudy on exact ly  the  
d i f ferent  types  of  the  s tages ,  but  as  I  ment ioned,  i t ' s  very  d i f f icul t  to  
k ind of  draw a  genera l  conclus ion about  the  qual i ty  of  a l l  of  China 's  
expor ts  f rom that .   That ' s  very  speci f ic  indust r ies .  
 COMMISSIONER FIEDLER:  Yes .  
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 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR SHEA:  Commiss ioner  Mul loy.  
 COMMISSIONER MULLOY:  Thank you,  Mr.  Chairman.   Thank 
you both  for  being here .  
 I  have  two quick  ques t ions  to  Dr .  Amit i ,  and then a  th i rd  
ques t ion  on which I  would  l ike  to  Dr .  McMil l ion  to  comment .  
 Dr .  Amit i ,  on  page f ive  of  your  tes t imony,  you ta lk  about  tha t  
we 've  had re la t ive ly  h igher  pr ice  increases  f rom the  res t  of  the  wor ld  
for  impor ts  than we 've  had of  imports  f rom China .   And you say th is  
may be  due  to  the  s t rong euro  and Canadian dol lars .  
 In  o ther  words ,  the  dol lar  has  fa l len  dramat ica l ly  agains t  the  
euro  and the  Canadian dol lar .   And then you say i t  may be--you don ' t  
ta lk  about  the  Chinese  currency a t  a l l - -you say  the  re la t ive ly  lower  
pr ice  increases  f rom China  may be  due  to  o i l  subs id ies  in  China .  
 Did  the  currency in  China  have something to  do wi th  the  fac t - -
they prop up the  dol lar ;  don ' t  they?   And tha t  tha t  means  tha t  the  pr ice  
increases  f rom China  have not  been as  dramat ic  as  those  f rom the  euro  
and the  Canadians .   I s  tha t  correc t?  
 DR.  AMITI:   I  do  ta lk  about  the  RMB in  the  tes t imony as  wel l .   
So  the  point  tha t  you were  refer r ing  to  was  jus t  on  the  indust r ia l  
suppl ies ,  but  then when I  ta lk  about  the  consumer  goods  and capi ta l  
goods ,  the  reason I  ment ioned the  RMB apprecia t ion  there  i s  tha t  when 
you graph the  exchange ra te  agains t  the  changes  in  the  pr ices ,  you do 
see  tha t  the  turning point  i s  a lmost  the  same per iod tha t  the  pr ices  of  
these  goods ,  consumer  goods  s tar ted  to  increase  around 2005,  jus t  
when the  RMB apprecia ted ,  whereas  i f  you look a t ,  ac tual ly  i f  you turn  
to  Figure  4 .  
 COMMISSIONER MULLOY:  Let  me jus t  ask .   Have the  pr ice  
increases  f rom China  have been of  the  same magni tude  of  the  pr ice  
increases  f rom Canada and Europe?  
 DR.  AMITI:   No,  they haven ' t .  
 COMMISSIONER MULLOY:  No.   Now is  tha t  t ied  to  the  fac t  
tha t  the  Chinese  are  under  pr ic ing the i r  currency,  in  your  v iew? 
 DR.  AMITI:   I 'm not  sure .   As  I  sa id--  
 COMMISSIONER MULLOY:  Okay.   I f  you ' re  not  sure ,  tha t ' s  
f ine .   Now,  the  second ques t ion I  have  for  you is  you ment ioned,  I  
thought ,  about  Japan and that  they now ship  more  par ts  to  China ,  
which get  assembled,  and tha t  therefore  some of  the  t rade  def ic i t  we 
previously  had wi th  Japan may show up now in  the  China  f igures .  
 I 've  heard  tha t  about  Asia  t rade  in  genera l .  
 DR.  AMITI:   Right .  
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 COMMISSIONER MULLOY:  That  somehow or  another ,  we have 
a  smal ler  t rade  def ic i t  wi th  the  o ther  Asian  countr ies  and a  b igger  one  
 

 
 
 
  



 

 
 

 

with  China .  
 I 've  had s taf f  look a t  the  f igures ,  and I  don ' t  th ink those  are- - I  
don ' t  th ink tha t ' s  accura te .   I  th ink we have a  b igger  t rade  def ic i t  wi th  
a lmost  a l l  the  Asian  countr ies  and a  much bigger  one  wi th  China .   Do 
you have data  tha t  you can submit  for  the  record  on tha t  point  because  
I  th ink i t ' s  a  very  impor tant  one?  
 DR.  AMITI:   Yes ,  I  agree  i t ' s  an  impor tant  point .   I  wasn ' t  
speci f ica l ly  ta lk ing about  def ic i t s .   What  I  was  ta lk ing about  was  
impor ts .   So  jus t  on  the  impor t  s ide .   So what  I  was  saying is  tha t  i f  
you look a t  the  t rade  shares  say  for  impor t  shares  f rom Japan re la t ive  
to  China ,  Japan has  decreased.   Our  share  of  impor ts  f rom Japan have 
decreased qui te  a  lo t ,  and they 've  increased f rom China .  
 And then there 's  a  s tudy looking a t  the  ver t ica l  specia l iza t ion  
and process ing t rade ,  but  I  was  ta lk ing about  by country ,  looking a t  
where  are  these  in termedia te  inputs  coming f rom in to  China  and I 've  
got  for  2005 I 've  got  the  graph here  tha t  16  percent  come f rom Japan--
China 's  in termedia te  inputs  come f rom Japan.   33  percent  come f rom,  
they ' re  ca l led  the  Four  Dragons .  
 COMMISSIONER MULLOY:  Yes ,  r ight .  
 DR.  AMITI:   S ingapore ,  Taiwan,  South  Korea  and Hong Kong--
but  then there  are  a lso  impor ts  f rom the  EU  and the  U.S.  in to  China .   
So what  I  was  saying is  tha t  g iven tha t  a  lo t  of  China’s  impor ted  inputs  
are  coming f rom these  Asian  countr ies  and Japan,  and i f  you look a t  
the  U.S.  impor t  shares  fa l l ing  f rom Japan,  but  increas ing f rom China .  
 COMMISSIONER MULLOY:  Shares .   But  the  to ta l  va lue ,  the  
to ta l  t rade  def ic i t  wi th  a l l  of  these  countr ies  has  increased.  
 DR.  AMITI:   As  I  sa id ,  I 'm sorry ,  I  haven ' t  looked a t  the  def ic i t  
so  I  wasn ' t  comment ing on the  def ic i t .   I  was  comment ing on jus t  the  
impor t  s ide .  
 COMMISSIONER MULLOY:  Can you get  the  def ic i t s  and 
submit  tha t  for  the  record?   That  would  be  enormously  impor tant .  
 DR.  AMITI:   I  can  t ry .  
 COMMISSIONER MULLOY:  Because  i t  puts  i t  a l l  in  a  b igger  
context .   I  th ink i t ' s  very  impor tant .  
 DR.  AMITI:   Right .   As  I  sa id ,  the  focus  here  of  my tes t imony 
wasn ' t  on  the  def ic i t  so  I  d idn ' t  look a t  tha t .   But  I  wi l l  make a  note  to  
see  i f  I  can-- I  th ink Dr .  McMil l ion  i s  focused more  on the  def ic i t s .  
 DR.  McMILLION:  I  th ink i t ' s  impor tant  to  look both  a t  impor ts  
and expor ts .  
 DR.  AMITI:   Oh,  absolute ly ,  but  I  was  focusing on impor ts .  
 COMMISSIONER MULLOY:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you.  
 Vice  Chair  Bar tholomew.  
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 VICE CHAIRMAN BARTHOLOMEW:  Thank you.   Thank you 
very  much.   Thank you to  our  wi tnesses  who are  demonst ra t ing  once  
again  tha t  i t ' s  d i f f icul t  to  come to  the  same conclus ion about  da ta  or  
even which data  to  focus  on,  le t  a lone ta lk ing about  the  theor ies  tha t  
might  be  under ly ing a l l  of  th is ,  and I  was  tempted to  ask  you both  
about  Ricardo 's  Theorem,  but  I  th ink I 'm going to  leave  tha t  i f  perhaps  
there 's  another  round.  
 I  a lso  wanted to  note  one  of  the  in teres t ing  th ings  tha t  I  learned 
today,  a l though I 've  known Dr .  McMil l ion  for  years ,  i s  tha t  he  was  a  
Peace  Corps  volunteer  in  Ethiopia ,  and i t ' s  a lways  in teres t ing  to  see  
d i f ferent  k inds  of  backgrounds  l ike  tha t .  
 But  I  have  what  I  th ink i s ,  I  hope,  a  s imple  ques t ion ,  and then 
have a  couple  of  o ther  ques t ions .   Could  the  Chinese  have got ten  
where  they are  in  the  aerospace  and automot ive  indust r ies  wi thout  U.S.  
technology?  
 DR.  McMILLION:  Absolute ly  not .   
 VICE CHAIRMAN BARTHOLOMEW:  Dr .  Amit i .  
 DR.  AMITI:   Yes .   I  don ' t  know.    
 VICE CHAIRMAN BARTHOLOMEW:  Okay.  
 DR.  AMITI:   They def in i te ly  have impor ted  a  lo t  of  knowledge,  
but  not  jus t  f rom the  U.S. ,  f rom other  countr ies  as  wel l ,  I  th ink.  
 VICE CHAIRMAN BARTHOLOMEW:  Dr .  McMil l ion ,  any sense  
of  what  percentage  of  the  technology exper t i se  tha t  they 've  got ten  
might  have  come f rom the  U.S.  in  those  indust r ies?  
 DR.  McMILLION:  No,  I  don ' t  have any.   I  don ' t  th ink tha t ' s  a  
quant i f iable  sor t  of  th ing.   But  China  has  a  s t ra tegy for  the  aerospace  
indust ry  tha t  i s  s imply  remarkable ,  and you may have seen jus t  
yes terday or  the  day before  China  has  announced new jo in t  ventures  
wi th  Bombardier  and a lso  wi th  o thers,  and so  i t ' s  not  only  the  U.S.  tha t  
they ' re  working wi th .   They ' re  working wi th  rea l ly  a l l  the  aerospace ,  
the  bes t  aerospace  in  the  wor ld ,  and tha t  again  puts  a  lo t  of  pressure  
on Boeing and on U.S.  aerospace .  
 One of  the  b ig  changes  tha t  occurred  in  my view wi th  China 's  
admiss ion to  the  WTO was  tha t  Japan s tar ted  ac t ing  more  l ike  the  
Europeans  and the  Americans .   That  i s  moving the i r  bes t  products  and 
the i r  bes t  process  technologies  to  China  and they came to  the  table  to  
deal  in  a  way they hadn ' t  before .  
 That  puts  enormous pressure  now on American and European 
companies  to  up the  ante .   So the  abi l i ty  to  p lay  Japanese ,  European 
and American companies  agains t  one  another  i s  jus t  remarkable ,  and 
they 've  done a  fabulous  job .  
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 VICE CHAIRMAN BARTHOLOMEW:  I t ' s  not  as  though we 
haven ' t  seen th is  coming.   The machinis ts  put  out  a  s tudy in  1994,  I  
 

 
 
 
  



 

 
 

 

th ink i t  was ,  ca l led  "Jobs  on the  Wing,"  where  you could  see  i t  
coming.   One of  the  f rus t ra t ions ,  of  course ,  i s  tha t  people  have  been 
sor t  of  compl ic i t  in  the  t ransfer  of  technology and the  t ransfer  of  
product ion,  even though we 've  known what 's  going on.  
 But  I  want  to  go back to  something tha t  you sa id ,  Dr .  McMil l ion .  
 I  want  to  make sure  I  ge t  th is  r ight .   In  Apr i l ,  China 's  fore ign 
currency reserves  increased a t  the  ra te  of  $100 mi l l ion  an  hour ;  d id  I  
ge t  tha t  correc t?  
 DR.  McMILLION:  Right .  
 VICE CHAIRMAN BARTHOLOMEW:  Okay.   Then I 'm going to  
take  up your  chal lenge on the  cherry-picking.   Can you ta lk  a  l i t t le  b i t  
about  what  the  Chinese  government  i s  doing wi th  those  fore ign 
currency reserves  in  terms of  where  they are  inves t ing  here  in  the  
Uni ted  Sta tes?  
 DR.  McMILLION:  The f i rs t  th ing,  Commiss ioner ,  tha t  I  th ink is  
very  impor tant ,  i s  i t ' s  not  jus t  th is  c lose  to  $2 t r i l l ion  now.   Now,  
apparent ly  in  the  las t  couple  of  months  they 've  s tar ted  sending i t  out  
in to  some of  the i r  s ta te-owned banks ,  so  i t ' s  not  a l l  in  the  same pot  
now,  but  c lose  to  $2 t r i l l ion  wi th in  the  next  few weeks  in  hard  
currency.  
 I t ' s  not  only  tha t  two t r i l l ion  dol lars .   I t  i s  a lso  tha t  again  s ince  
WTO admiss ion,  China  has  a l lowed thei r  s ta te-owned and other  
companies  to  ge t  involved in  equi ty  markets  and the  bond markets .   So 
they have enormous  potent ia l  resources  to  do a l l -equi ty  or  whatever  
k inds  of  deals  for  jus t  about  anything they want .   So i t ' s  not  jus t  the  
two t r i l l ion  dol lars  in  currency reserves .   I  don ' t  want  to  minimize  the  
two t r i l l ion ,  but  i t ' s  not  jus t  the  two t r i l l ion .  
 But  they do have very  s t rong ambi t ions  in  informat ion 
technology.   One of  the  th ings  tha t ,  I  know this  Commiss ion knows 
that  I  fo l low very  c lose ly ,  and I  th ink i s  ext remely  impor tant ,  i s  th is  
TD-SCDMA standard  that  they have for  te lecommunicat ions .   For  a l l  
sor ts  of  reasons ,  Commiss ioner ,  they 've  had in teres t ing  problems 
get t ing  i t  going,  and i t  may not  even be  up and running seamless ly  for  
the  Olympics  next  month .  
 But  i t  i s  a  very  impor tant  area  for  the i r  economy and for  the i r  
mi l i ta ry  secur i ty  and for  ours .   So I  th ink informat ion technology is  
ext raordinar i ly  impor tant .   Aerospace  and  b iomedical… They 've  got  a  
l i s t  tha t  I 'm happy to  g ive  you.   But  in  the i r  tenth  Five  Year  Economic  
Development  Plan ,  the i r  focus  was  to  gain  access  to  patents  and 
technology.   Now,  in  the i r  e leventh  Five  Year  Plan ,  i t ' s  to  contro l  i t ,  
and I  th ink they ' re  rea l ly  looking in  a  very  sophis t ica ted  way a t  a  la rge  
laundry  l i s t  of  new technologies  to  control .  
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up quickly .   Dr .  Amit i ,  how do we reconci le  tha t  k ind of  s t ra tegy and 
tha t  in teres t  in  bui ld ing something l ike  the  informat ion technology 
sec tor  wi th  th is  i ssue  of  impor ted  in termedia te  inputs?   Because  i t  
would  seem to  me that  i t ' s  in  those  very  sec tors ,  the  technology sec tor ,  
tha t  China  wants  and needs  to  move up the  value  chain .  
 So I  unders tand that  you ' re  doing a  snapshot  of  what 's  taking 
place  now,  but  i f  we look a  l i t t le  b i t  out ,  do  we expect  tha t  there  
would  cont inue  to  be  th is  process ing t rade  in  these  sec tors  or  i s  th is  
something where  we should  expect  tha t  the  Chinese  wi l l  be  moving 
themselves  up and moving up rapidly  up the  chain?  
 DR.  AMITI:   The pic ture  I  was  present ing wasn ' t  jus t  a  snapshot .  
 I t  was  ac tual ly  looking over  the  las t  ten  years .  
 VICE CHAIRMAN BARTHOLOMEW:  Back.  
 DR.  AMITI:   Back,  yes .   But ,  yes ,  I  don ' t  have  any forecas ts  
about  the  fu ture .   But  I  can  te l l  you tha t  the  t rend has  been increas ing 
l ike  the  process ing,  share  of  process ing t rade  over  the  las t  ten  years  
has  increased,  not  decreased,  but  I  can ' t  say  what 's  going to  happen in  
the  fu ture .  
 VICE CHAIRMAN BARTHOLOMEW:  You 're  saying overa l l  the  
share  of  the  Chinese  economy that  i s  coming f rom process ing other  
people 's  increased.  
 DR.  AMITI:   Has  increased,  yes .  
 VICE CHAIRMAN BARTHOLOMEW:  Has  increased.  
 DR.  AMITI:   Yes .   I t  increased f rom--I  ac tual ly  put  i t  in  my 
tes t imony,  my wri t ten  tes t imony--f rom 47 percent  in  1992 to  55 
percent  in  2005.  
 VICE CHAIRMAN BARTHOLOMEW:  Right .  
 DR.  AMITI:   Was the  share  of  the i r  process ing t rade ,  and in  fac t ,  
the i r  share  of  process ing t rade  wi th  the  U.S.  i s  even higher  than 55 
percent ,  so--  
 VICE CHAIRMAN BARTHOLOMEW:  There ' re  s t i l l  so  many 
ques t ions .   But  what  I 'm grappl ing wi th  i s  as  tha t  share  has  increased,  
the  overa l l  manufactur ing and expor t ing  has  a lso  increased.   We're  
ta lk ing about  exponent ia l  increases  here .  
 DR.  AMITI:   Oh,  sure ,  the  levels  have  increased.   This  i s  about  
the  shares ,  yes .  
 VICE CHAIRMAN BARTHOLOMEW:  Right .  
 DR.  AMITI:   Yes .  
 VICE CHAIRMAN BARTHOLOMEW:  Okay.  
 DR.  AMITI:   So both  the i r  ordinary  t rade  and the i r  process ing 
t rade  i s  increas ing,  absolute ly .  
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 VICE CHAIRMAN BARTHOLOMEW:  Which gets  me back to  
the  Ricardo 's  Theorem ques t ion  tha t  I  won ' t  ask  you,  which is  what  we 
 

 
 
 
  



 

 
 

 

know about  China  i s  tha t  i t  a l l  moves  so  quickly ,  i t ' s  moving fas ter  
than we expected ,  and a t  a  ra te  tha t  we 've  jus t  never  seen before .   
Okay.  
 HEARING COCHAIR SHEA:  I 'm going to  use  my prerogat ive  as  
the  cochai r  of  th is  hear ing and in tervene and ask  a  ques t ion  here  tha t  
jus t  fo l lows up immedia te ly  af ter  you,  and I  know you sa id  you don ' t  
predic t  the  fu ture ,  but  has  China  cornered the  market  on  process ing 
t rade?   Do you see  a  potent ia l  compet i tor  to  China  in  th is  area?  
 DR.  AMITI:   I  don ' t  know what  i t  means  to  corner  the  market  in  
process ing t rade .   I t ' s  jus t  bas ica l ly  g iv ing,  a l lowing f i rms to  impor t  
inputs  duty  f ree  i f  they ' re  speci f ica l ly  for  expor t ,  and there  are  o ther  
countr ies  tha t  have  those  k ind of  pol ic ies  as  wel l ,  l ike  Indones ia ,  for  
ins tance ,  a lso  has  some duty  f ree  zones .   So i f  f i rms are  located  there ,  
they can access  in termedia te  inputs  duty  f ree .  
 But  the  share  of  the i r  expor t ,  Indonesia 's  share  of  expor ts  in  
process ing t rade  i s  nowhere  near  as  b ig  as  China 's .   So  I 'm not  sure  
tha t  I  unders tood your  ques t ion .  
 HEARING COCHAIR SHEA:  Okay.   Commiss ioner  Esper .  
 COMMISSIONER ESPER:  Thank you both  for  your  tes t imony.   
We've  ta lked a  good deal  th is  morning about  where  we are  today and 
how we got  there  so  I  have a  d i f ferent  ques t ion .   And that  i s ,  i f  you 
both  could  snap your  f ingers  and crea te  a  heal thy  t rade  re la t ionship  
between the  Uni ted  Sta tes  and China ,  what  would  i t  look l ike  
s ta t i s t ica l ly?  
 DR.  AMITI:   I  can  rea l ly  only  d iscuss  s tuff  f rom my research.   
That ' s  k ind of  asking for  a  normat ive .  
 COMMISSIONER ESPER:   Would there  be  an  equal  share  of  
expor t  and impor ts?    
 DR.  AMITI:   I 'm going to  defer  to  Dr .  McMil l ion  on tha t  
because ,  as  I  sa id ,  I  can  only  rea l ly  d iscuss  what  the  data  i s  and what  
my research shows.   I  can ' t  rea l ly  say  what  should  be .  Sorry .  
 COMMISSIONER ESPER:  Dr .  McMil l ion.  
 DR.  McMILLION:  I  don ' t  th ink that  i t  has  to  be  a  ba lance  wi th  
any individual  country .  I  th ink tha t  any country  needs  to  pay i t s  b i l l s  
a t  some point .   We 're  d iscover ing la te ly ,  sadly ,  the  problem wi th  not  
paying our  b i l l s ,  developing too  much debt  over  too  many years .   So I  
do  th ink i t ' s  impor tant  tha t  we pay our  b i l l s .  
 We don ' t  have  to  have  a  balance  wi th  any individual  country .   
But  we do,  I  th ink,  have  to  have an overa l l  ba lance  or  somewhat  rough 
balance .  I t  doesn ' t  have  to  be  every  year .   But  4 .5  t r i l l ion  dol lars  over  
the  las t  seven or  e ight  i s  probably  too  much def ic i t .  
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th ink I  would  expect  to  see  tha t  the  U.S.  impor ts  most ly  text i les  and 
appare l ,  and other  re la t ive ly  low value-added products ,  and tha t  we 
expor t  ce l l  phones  and computers  and a i rp lanes  and high technology 
products .  
 We can compete  wi th  China ,  of  course ,  or  wi th  any other  
country ,  but  we can only  compete  when we are  far  more  product ive  and 
when we make more  advanced products  in  more  product ive  and more  
advanced ways .  
 And what  concerns  me wi th  our  re la t ionship  wi th  China  and 
f rankly  wi th  the  wor ld  now is  tha t  we ' re  los ing our  technologica l  
advantage ,  which i s  the  only  th ing tha t  sus ta ins  our  h igh l iv ing 
s tandard  except  debt .   And we 're  los ing i t  a t  a  very  rapid  ra te ,  and 
we 're  par t icular ly  los ing i t  to  China  where  the  cos t  of  producing is  
much,  much less .  
 COMMISSIONER ESPER:  I ' l l  ask  my ques t ion  again .   Relax  the  
terms.   Maybe Dr .  Amit i  wi l l  have  an  answer .   Could  you descr ibe  i t  in  
non-s ta t i s t ica l  te rms or  o ther  te rms as  wel l?  
 And the  reason why I  ask  th is  ques t ion  i s  the  charge  of  the  
Commiss ion is  to  make recommendat ions  to  the  Congress  about  the  
U.S. -China  re la t ionship ,  par t icular ly  in  t rade ,  and we hear  a  lo t  of  
complain ts  in  the  hal l s  of  Congress ,  and before  our  commit tee ,  tha t  the  
U.S. -China  t rade  re la t ionship  i s  imbalanced,  i t ' s  unfa i r ,  so  for th  and so  
on,  but  i f  you don ' t  know what  i t  should  look l ike ,  how do you know 
how to  get  there .  And so  my ques t ion is ,  again ,  how,  can you def ine  
for  us  how you would  l ike  to  see  the  U.S. -China  re la t ionship?  
 Dr .  McMil l ion ,  the  ques t ion for  you would  be  how would  you 
recommend we recommend to  the  Congress  tha t  they get  f rom where  we 
are  today,  to  the  s i tua t ion  you ' re  descr ib ing in  terms of  a  be t ter  t rade  
re la t ionship  between the  U.S.  and China  which is  composed the  way 
you descr ibed i t  and funct ions  the  way you descr ibe  i t?  
 I s  i t  a  mat ter  of  China  f loa t ing  i t s  currency or  enforcement  of  
WTO rules?   How do we get  there ,  to  th is  normat ive ,  so  to  speak,  
s i tua t ion?    
 DR.  AMITI:   Yes ,  I  unders tand the  ro le  of  the  Commiss ion,  and 
what  I 'm hoping to  do is  be  able  to  g ive  you informat ion about  what 's  
going on to  help  you wi th  your  objec t ives ,  but  I 'm not  in  a  pos i t ion  to  
make normat ive  s ta tements  or  predic t  the  fu ture .   But  I  can  def in i te ly  
in terpre t  what 's  been happening now and discuss  what  the  research 
shows.  
 COMMISSIONER ESPER:  Okay.  
 DR.  AMITI:   I 'd  have  to  l imi t  my answers  to  tha t .  
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 DR.  McMILLION:  I  th ink the  f i rs t  th ing the  Congress  could  do,  
as  the  Congressman before  sa id ,  i s  implement  a l l  of  your  pol icy  
 

 
 
 
  



 

 
 

 

recommendat ions  f rom las t  year 's  annual  repor t .   I  th ink tha t  would  be  
an  outs tanding f i rs t  s tep .  
 Commiss ioner ,  there  are  so  many proposals ,  but  I  th ink,  and the  
way I  ended my tes t imony today,  le t  me jus t  s top  wi th  tha t ,  which i s  to  
say  tha t  I  th ink there  are  many th ings  which we can do wi th  China  
d i rec t ly ,  many of  which you have recommended in  your  annual  repor ts  
year  af ter  year .  
 But  I  th ink i t ' s  a lso  impor tant ,  and I  know you do,  in  th is  
Commiss ion,  apprecia te  tha t  i t ' s  rea l ly  a  g lobal  problem,  i t ' s  not  jus t  a  
b i la tera l  problem wi th  China ,  as  I  indica ted .   We don ' t  have  to  have  a  
t rade  balance  or  cer ta in ly  surplus  wi th  China .   Trade  def ic i t  wi th  
China  i s  f ine  as  long as  overa l l  i t  works  for  us  and works  for  them.  
 But  one  of  the  rea l  problems that  we have r ight  now is  because ,  
and I  indica ted  th is  ear l ie r ,  tha t  the  dynamism that  China  has  
developed and now the  weal th  tha t  they have developed,  the  
concentra ted  weal th  tha t  they 've  developed,  and they’ve  got  lo ts  of  
problems,  and they’ve  got  to  crea te  lo ts  of  jobs .  
 So we have crea ted  a  dynamism where  i t ' s  a lmost  a  zero  sum 
game where  they must  provide  ten  or  12  mi l l ion  jobs  a  year  to  keep 
order  in  the i r  country .   I t  rea l ly  i s  beginning to  adverse ly  af fec t  the  
Uni ted  Sta tes  and our  mi l i ta ry  secur i ty  as  wel l  as  our  economic  
secur i ty ,  and Europe,  and I  th ink soon Japan as  wel l .  
 So  i t ' s  a  g lobal  th ing,  and they are  p laying companies  off  one  
another  in  a  complete  reversa l  of  the  way i t ' s  been for  many,  many 
years .   In  the  pas t ,  t ransnat ional  companies  could  p ick  and choose  
between countr ies ,  and now China  because  of  th is  rea l ly  unique 
s i tua t ion--and India  doesn ' t  have  this - - jus t  China--because  of  the  way 
they ' re  governed,  because  of  a l l  sor ts  of  th ings ,  they can play  
companies  agains t  one  another  and countr ies  agains t  one  another ,  and 
that ' s  what  needs  to  be  addressed.  
 That ' s  not  a  very  speci f ic  pol icy  recommendat ion,  but  as  I  sa id ,  I  
th ink i f  the  Congress  would  implement  a l l  of  your  pas t  proposals ,  tha t  
would  be  a  good s tar t .  
 COMMISSIONER ESPER:  And jus t  i f  I  can,  a  quick fo l low-up.  
 DR.  AMITI:   Okay.   I  was  going to  say  something fo l lowing on 
tha t ,  i f  I  can?   I  jus t  wanted to  say  tha t  you do hear  a  lo t  about ,  you 
know,  China 's  dr iv ing everyone out  and caus ing a l l  these  problems,  
you know;  what  should  we do?  
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 But  I  th ink i f  you look a t  the  research,  i t  does  show that  there  
are  a  lo t  of  benef i t s  tha t  the  U.S.  i s  ge t t ing  f rom t rade  wi th  China ,  and 
I  th ink tha t  these  are  over looked,  and tha t  speci f ica l ly  in  te rms of  
lower  pr iced goods ,  more  var ie t ies  of  goods ,  a lso  the  compet i t ion  they 
provide ,  we a lso  are  get t ing  lower-cos t  goods  f rom other  countr ies  as  
 

 
 
 
  



 

 
 

 

well ,  and compet i t ion  does  encourage  f i rms here  to  look for  be t ter  
ways  to  do th ings  and increase  ef f ic iency here  as  wel l .  
 So  jus t  looking a t  saying--and then in  terms of  jobs  being los t  in  
the  U.S. ,  there  have been some s tudies  looking a t  which sec tors  where  
we 've  los t  the  most  jobs ,  and whether  th is  i s  re la ted  to  compet i t ion  
f rom low wage countr ies .   And i t  i s  t rue  tha t  there  have  been job 
losses  in  sec tors  l ike  text i les  and appare l  here ,  but  there  have  been big  
gains  in  o ther  sec tors ,  the  more  h igh capi ta l  in tens ive  sec tors  l ike  
sc ient i f ic  equipment  and ins t ruments .  
 So  i t ' s  not  tha t  these  jobs  are  los t  and then there 's  nothing e lse .   
As  t rade  economis ts  a lways  emphasize ,  you a lways  have a  comparat ive  
advantage  in  something.   I t ' s  not  tha t  we ' re  jus t  going to  be  wiped out .  
 COMMISSIONER ESPER:  I  know you want  to  respond.   Let  me 
jus t  ask  my ques t ion ,  and you can respond to  tha t ,  because  I  want  to  
pul l  on  th is  thread jus t  a  l i t t le  b i t  more  i f  I  may.   In  a  heal thy  t rading 
re la t ionship  wi th  China ,  or  any other  country  for  tha t  mat ter ,  would  
you def ine  i t  as  one  where  no U.S.  technology is  t ransfer red  and no 
U.S.  jobs  are  los t?  
 DR.  McMILLION:  No,  no ,  absolute ly  not .   No.   Now,  I  jus t  have  
to  respond.   You can take  any per iod tha t  you would  l ike ,  but  le t ' s  say  
over  the  las t  e ight  years ,  the  Uni ted  Sta tes- - I  fo l low these  th ings  very  
c lose ly--over  the  las t  e ight  years ,  the  U.S.  has  produced a  net  of  about  
6 .5  mi l l ion  jobs .   Al l  of  them have been in  heal th  care ,  bars  and 
res taurants ,  a l l  of  them.  
 We've  los t  jobs  in  prec is ion  equipment .   We 've  los t  jobs  in  
aerospace .   We 've  los t  jobs  in  autos .   We've  los t  jobs  not  only  in  
text i le  and appare l .   Actual ly ,  one  of  our  b igges t  percentage  loss  of  
jobs  i s  in  semiconductors .   We 've  los t  jobs  in  every  manufactur ing 
sec tor  and every  sec tor  tha t  i s  eas i ly  outsourced or  faces  fore ign 
compet i t ion ,  everyone.  
 And i f  you have any data  o therwise ,  I  would  love  to  see  i t .   I 'm 
sure  the  Commiss ion would  as  wel l .  
 DR.  AMITI:   Yes .   The th ing is  tha t  most  developed countr ies  
have  a  shr inking manufactur ing base  and an  increas ing services  sec tor .  
 That ' s  jus t  ca l led  moving to  the i r  comparat ive  advantage .  That ' s  not  
jus t  because  of  China .   This  i s  technologica l  change.   Even the  s tudies  
tha t  t r ied  to  look a t  whether  the  labor  market  ef fec ts  in  the  U.S.  were  
due  to  t rade  or  technology mainly  found i t  was  due  to  technology.   So 
should  we jus t  s top  technologica l  progress?  
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 So  I  th ink tha t  i t  jus t  needs  to  be  looked a t  in  a  broader  context  
in  te rms of  the  fac ts .   I 've  a lso done a  lo t  of  work on outsourc ing,  and 
I  have  looked a t  the  employment  ef fec ts  of  outsourc ing and a lso  
product iv i ty  ef fec ts .   In  fac t ,  the  U.S.  has  gained higher  product iv i ty  
 

 
 
 
  



 

 
 

 

as  a  resul t  of  outsourc ing,  and there  haven ' t  been any net  job  losses .  
 The big  focus  i s  on  service  outsourc ing.   The U.S.  has  a  net  
surplus  in  services  t rade ,  and where  i s  the  t rade  most ly  taking p lace?   
I t ' s  not  wi th  India  and China .   I t ' s  wi th  Canada and the  European 
Union.   So you do get  the  media  ta lking about  Indian  ca l l  centers  and 
th ings  going out  to  China ,  but  when you look a t  the  s ta t i s t ics  the  share  
of  services  t rade  i s  very  smal l .   We have a  ne t  surplus  in  services  
which is  increas ing.  
 So I  th ink tha t ' s  jus t  showing the  k ind of  forces  tha t  you 'd  be  
expect ing  f rom a  Ricardo model  tha t  you were  ment ioning ear l ier .  
 HEARING COCHAIR SHEA:  Okay.   Thank you.  
 COMMISSIONER ESPER:  Thank you,  both .  
 HEARING COCHAIR SHEA:  Commiss ioner  Reinsch.  
 COMMISSIONER REINSCH:  I  wasn ' t  going to  ask  a  ques t ion ,  
and then th is  las t  exchange prompted one.   On the  ques t ion of  
manufactur ing jobs .  Dr .  McMil l ion ,  how do you def ine  the  heal th ,  i f  
you wi l l ,  of  the  American manufactur ing base?   I s  i t  def ined by job  
gain  or  job  loss?  
 DR.  McMILLION:  No,  i t  i s  def ined by whether  or  not  we ' re  
meet ing demand and we 're  not .  
 COMMISSIONER REINSCH:  Elabora te  on  tha t .  Whether  we ' re  
meet ing demand by domest ic  product ion?  
 DR.  McMILLION:  Right .    
 COMMISSIONER REINSCH:  So we 're  only  heal thy i f  we ' re  not  
impor t ing  anything f rom any country?  
 DR.  McMILLION:  No,  we can have def ic i t s  in  some sectors  and 
surpluses  in  the  o ther ,  but  demand growth for  manufactured products  
in  the  Uni ted  Sta tes ,  again ,  you know,  take  any per iod,  the  las t  s ix  
years ,  e ight  years ,  has  been something l ike  50 percent  again ,  more  than 
our  product iv i ty  growth in  manufactur ing,  much more  than our  
product iv i ty  growth in  consumer  e lec t ronics  or  any of  those  k ind of  
th ings .  
 But  i f  our  demand is  here  and our  product ion is  here ,  we don ' t  
have  a  heal thy  manufactur ing sec tor .  
 COMMISSIONER REINSCH:  Dr .  Amit i ,  would  you agree  wi th  
tha t  def in i t ion  of  manufactur ing heal th?  
 DR.  AMITI:   No,  I  wouldn ' t .   I  don’ t  th ink tha t  we have to  meet  
our  own demands .   Are  you saying that  we should  go to  autarky?   I  
ac tual ly  d idn ' t  rea l ly  unders tand the  answer .   But  i t  wouldn ' t  be  a  
def in i t ion  tha t  I  would  use .  
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 We need to  look a t  overa l l  jobs ,  not  jus t  in  the  manufactur ing 
sec tor .  I f  workers  lose  the i r  jobs  in  the  manufactur ing sec tor ,  we need 
to  see  whether  they can eas i ly  f ind  a  job  somewhere  e lse .  
 

 
 
 
  



 

 
 

 

 So  I  th ink net  ga ins  in  jobs  i s  impor tant ,  and we don ' t  need to  
only  meet  demand f rom here .   We 're  a lso  expor t ing .   So we 're  
producing for  the  res t  of  the  wor ld .   Looking a t  th ings  l ike  
product iv i ty  growth,  I  th ink i s  important .   Looking a t  ne t  job  crea t ion ,  
those  k ind of  th ings ,  I  would  say ,  are  a  s ign  of  a  heal thy economy,  but  
I  wouldn ' t  jus t  focus  on one  sec tor .   I 'd  look a t  the  overa l l  economy,  
both  manufactur ing and services .  
 DR.  McMILLION:  Commiss ioner ,  i f  I  could  put  tha t  a  d i f ferent  
way.   I  would  say that  we have a  heal thy  manufactur ing sec tor- - tha t  
was  your  ques t ion.    
 COMMISSIONER REINSCH:  You would  say that  we do?  
 DR.  McMILLION:  No,  no.   I  would  say  tha t  we have a  heal thy  
manufactur ing sector  when we can pay our  way.   I  would  say  the  same 
th ing for  the  economy--  
 COMMISSIONER REINSCH:  I  don ' t  know what  tha t  means .  
 DR.  McMILLION:  - - for  the  economy overa l l .  I f  we have to  
borrow,  as  we are  now,  $2 bi l l ion  a  day,  I  would  say  tha t  our  overa l l  
economy is  not  heal thy.   Borrowing $2 bi l l ion  a  day,  day af ter  day,  in  
my view,  i s  not  heal thy.  
 COMMISSIONER REINSCH:  Wel l ,  tha t  would  mean that  i f  any 
t ime we have  a  t rade  def ic i t ,  we ' re  s ick?  
 DR.  McMILLION:  No,  I  th ink i f  i t ,  these  th ings ,  and as  you 
know,  I  know,  in  t rade  theory  th is  i s  supposed to  ebb and f low wi th  
bus iness  cycles .   I f  we had a ,  we are  in  or  c lose  to  a  recess ion now,  
and we 're  s t i l l  borrowing $2 bi l l ion  a  day.   I  don ' t  know.   We could  get  
to  your  Ricardo ques t ion  pre t ty  soon,  I  th ink.  
 But  in  my view,  when you are  in  a  recess ion and in  the  middle  of  
the  larges t  f inancia l  c r i s i s  tha t  we 've  had in  th is  country  in  qui te  some 
t ime,  and s t i l l  we have to  borrow $2 bi l l ion  a  day f rom China  and 
others  around the  wor ld ,  tha t  to  me says  tha t  we don ' t  have  a  heal thy  
economy.   And that ' s  the  overa l l - - -  
 COMMISSIONER REINSCH:  I 'm cer ta in ly  not  arguing tha t  we 
do.    
 DR.  McMILLION:  Okay.  
 COMMISSIONER REINSCH:  My assessment  of  a  heal thy  
economy is  pre t ty  much the  same as  yours .   I 'm t ry ing to  f igure  out  
what  the  s tandard  of  good heal th  i s ,  and--  
 DR.  McMILLION:  To me,  i t ' s  paying the  b i l l s ,  which is  when 
product ion meets  demand.  
 DR.  AMITI:   We should  a lso  keep in  mind tha t  an  increas ing par t  
of  the  def ic i t  i s  due  to  o i l  impor ts  and tha t ' s  a  g lobal  problem that  
we ' re  a l l  fac ing.  
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too .   So tha t ' s  a  very  good example .   We don ' t  have  to  have  a  surplus  
wi th  Saudi  Arabia ,  but  we have to  have  a  surplus  wi th  someone in  
order  to  pay Saudi  Arabia .   That  was  rea l ly  what  I  was  saying ear l ie r ,  
which is ,  of  course ,  prec ise ly  the  opposi te  of  autarchy.  
 HEARING COCHAIR SHEA:  This  panel  i s  supposed to  end a t  
11:15,  but  wi th  your  indulgence ,  could  we ask  you two more  
ques t ions?  
 DR.  McMILLION:  Please .  
 HEARING COCHAIR SHEA:  Commiss ioner  Wessel .  
 HEARING COCHAIR WESSEL:   Thank you.   This  has  been very  
in teres t ing ,  and I  hope tha t  we have an  oppor tuni ty  a t  some point  for  
fo l low-up.  
 I  wanted to  ask  a  ques t ion  about  your  data ,  Dr .  Amit i .   You sa id  
i t  s tops  in  2005.   I s  tha t  because  the  data  doesn ' t  exis t  beyond that?  
Are  you going to  be  doing updates  to  tha t  to  look a t  tha t?   And as  you 
disaggregate  tha t  da ta ,  d id  you do the  t ime per iod as  a  whole  or  can 
you te l l  us  whether  s ince  China 's  WTO access ion,  there  has  been a  
change in  the  qual i ty  of  those  jobs?  
 The reason I  ask ,  dur ing our  inves t iga t ions  and our  work,  we 've  
seen China  move much more  towards  p la t form and sys tems in tegra t ion .  
This  i sn ' t  jus t  taking a  screwdriver  and put t ing  c i rcui t  boards  or  a  
motherboard  in to  a  computer .   We see  them now coming out ,  Lenovo,  
many others ,  they ' re  put t ing  h igh tech,  h igh value-added products  
together .   They ' re  now about  to  have,  or  may a l ready have,  the  ARJ21,  
a  regional  je t l iner .  
 That ' s  not  taking knockdown ki ts  wi th  no ski l l s  addi t ion .   This  i s  
p la t form in tegra t ion ,  sys tems in tegra t ion .   This  i s  rea l ly  what  makes  
them a  wor ld-c lass  consumer  and accelera tes  them up the  food chain ,  i f  
you wi l l ,  to  many of  the  jobs  tha t  we would  l ike  to  have  here  and many 
of  the  members  of  Congress  have  in  the i r  d is t r ic ts .  
 Can you comment  on that ,  and Dr .  McMil l ion ,  as  to  your  v iew on 
that ,  but  how you looked a t  tha t  da ta?   How going forward you ' re  
going to  look a t  th is ,  the  sys tems in tegra t ion  i ssue?  
 DR.  AMITI:   The reason I  only  have  the  data  to  2005 is  tha t  I  
ac tual ly  got  the  data  when I  was  a t  the  IMF,  and the  Chinese  cus toms 
were  wi l l ing  to  g ive  i t  to  the  IMF and the  World  Bank,  but  now that  
I 'm a t  the  Fed,  i t ' s  harder  to  ge t .   You have to  pay a  lo t  of  money for  
i t ,  and i t  takes  a  long t ime to  get  i t .  
 HEARING COCHAIR WESSEL:   The Fed doesn ' t  have  a  lo t  of  
money?   Okay.  
 DR.  McMILLION:  Not  these  days .  
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 DR.  AMITI:   So the  data  does  exis t ,  but  I 'm not  sure  how i t  
would  answer  your  ques t ion  about  p la t form and sys tems in tegra t ion .  
 

 
 
 
  



 

 
 

 

 HEARING COCHAIR WESSEL:   Your  data ,  and again ,  I  haven ' t  
read  your  tes t imony for  a  couple  of  days ,  but  as  I  remember ,  i t  took 
the  ten-year  per iod  essent ia l ly  as  a  whole  and didn ' t  look a t  changing 
pat terns  tha t  much s ince  2001.  Is  tha t  correc t?  
 DR.  AMITI:   Right ,  r ight .   I  looked a t  '97  unt i l  2005.  
 HEARING COCHAIR WESSEL:   Right .   And I 'm in teres ted  in  
whether  s ince  we 've  seen a  dramat ic  increase  in  inves tment  in  China--  
 DR.  AMITI:   Right .  
 HEARING COCHAIR WESSEL:   - - in  I  be l ieve  a  qual i ty- -and 
we ' l l  hear  la ter  on  some of  the  panels  about  the  dramat ic  increases  in  
R&D faci l i t ies  and expendi tures  in  China--whether  your  '97  to  2001 
data  changes  in  the  next  per iod,  tha t  what  your  conclus ions  are ,  in  
fac t ,  i f  you were  to  d isaggregate  and take  t ime per iods  might  ac tual ly  
change tha t .   We 'd  see  tha t  they rea l ly  are  moving up the  food chain ,  
and i t ' s  not  jus t - -and I  don ' t  remember  the  terms--you know,  ski l l s ,  
process ing,  e t  ce tera ,  tha t  the  f ive  percent  would  be  a  d i f ferent  number  
and would  be  changing over  t ime now? 
 DR.  AMITI:   I  see .   So you want  to  know whether  the  increase  in  
process ing t rade  took place  in  tha t  f i r s t  per iod or  the  la ter  per iod?  
 HEARING COCHAIR WESSEL:   And what  the  nature  of  pos t -
2001 access ion--  
 DR.  AMITI:   Right .  
 HEARING COCHAIR WESSEL:   - -what  the  impact  has  been?   
Because  f rom what  we 've  seen,  many t r ips  the  Commiss ion has  taken,  
th ings  have changed on the  ground dramat ica l ly  in  te rms of  FDI,  in  
terms of  R&D, e t  ce tera .  
 DR.  AMITI:   Right .  
 HEARING COCHAIR WESSEL:   And I  th ink your  conclus ions  
may be  weighed down,  i f  you wi l l ,  by  '97  to  2001 data ,  and in  fac t ,  we 
see  tha t ,  in  fac t ,  they are  rea l ly  becoming much more  of  an  expor t  
powerhouse  in  the  value  addi t ion ,  not  jus t  the  indust r ia l  tour ism 
approach,  i f  you wi l l .  
 DR.  AMITI:   Right .   Yes ,  cer ta in ly ,  I  can  look a t  tha t .  
 HEARING COCHAIR WESSEL:   Okay.   That  would  be  helpful .   
Dr .  McMil l ion ,  do  you have any comments?  
 DR.  McMILLION:  Al though i t  may be  beginning to  change a  
l i t t le  b i t  wi th  $140 a  barre l  o i l ,  indust ry  has  been global iz ing for  qui te  
some t ime,  and i t ' s  been global iz ing very  rapidly  in  China .   So to  the  
extent  tha t  process ing t rade  i s  def ined that  anything you expor t  has  
some impor t  component  in  i t ,  I  would  suspect  tha t  as  here  in  the  
Uni ted  Sta tes ,  tha t  China 's  process ing t rade  in  the  sense  of  g lobal ized 
product ion wi l l  l ike ly  cont inue .  
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Vice Chairman Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you very  much,  
and thank you to  both  of  our  panel is ts  for  a  very  in teres t ing  
d iscuss ion,  proving once  again--what  i s  i t - - tha t  for  every  two 
economis ts ,  there  are  how many,  there  are  d i f ferent  in terpre ta t ions .  
 Dr .  Amit i ,  I  want  to  c lose  wi th  you,  which i s  th is  idea  tha t  i t ' s  
a l l  okay i f  the  number  of  jobs  los t  i s  equal  to  the  number  of  jobs  
gained,  and we 're  pul l ing  you in to  a  normat ive  d iscuss ion,  which I  
know you didn ' t  want  to  go in to ,  but - -  
 DR.  AMITI:   No,  but  I  d id  say  net  job  crea t ion .   I  d idn ' t  say  no 
job  crea t ion .  
 VICE CHAIRMAN BARTHOLOMEW:  No,  but  you sa id  net  job  
crea t ion .   In  o ther  words--  
 DR.  AMITI:   So that  means  increas ing.  
 VICE CHAIRMAN BARTHOLOMEW:  - - that  essent ia l ly  i t ' s  
okay as  long as  the  losses  are  to lerable ,  as  long as  there  i s  c rea t ion ,  
but  to  me tha t  makes  i t  a  numerica l  i ssue  and doesn ' t  deal  wi th  the  fac t  
tha t  the  qual i ty  of  the  jobs  tha t  a re  los t  versus  the  qual i ty  of  the  jobs  
tha t  a re  gained--wages ,  benef i t s ,  heal th  insurance ,  a l l  of  those  th ings  
tha t  go  a long wi th  i t .  
 And how do you take  that  in to  account  in  a  model?   Because  
somebody who has  been working a t  a  fa i r ly  h igh technica l  level  in  a  
tool  and die  job  and ends  up working in  a  McDonalds ,  okay,  so  there '  
as  job  loss  and there 's  job  crea t ion ,  but  tha t ' s  a  pre t ty  s igni f icant  
d i f ference  tha t  tha t  person is  exper iencing and tha t  communi ty  i s  
exper iencing.   So how do you fold  tha t  in?  
 DR.  AMITI:   Okay.   So I  want  to  c lar i fy  tha t  I  wasn ' t  saying tha t  
so  long as  job  losses  equal  job  gains ,  there 's  no  problem.   So I  was  
asked to  look,  ment ion some character is t ics  you 'd  look a t  to  see  
whether  an  indust ry  was  heal thy ,  saying you could  look a t  what  the  net  
job  crea t ion  was ,  what  the  product ivi ty  growth was ,  how easy i t  was  
for  workers  to  f ind  another  job ,  and of  course  the  qual i ty  of  the  jobs  
and the  income they earn  i s  impor tant  as  wel l .  
 So  what  I  was  saying ear l ier ,  too ,  was ,  for  ins tance ,  we in  the  
'80s  and '90s  and even now,  we 've  been having a  huge increase  in  the  
ski l l  premium.   So i t ' s  the  low-wage workers  tha t  a re  los ing out  
re la t ive  to  the  h igh-wage workers .  
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 There  was  a  huge research l i te ra ture  on th is ,  looking to  see  
whether  i t  was  t rade  tha t  was  caus ing th is  inequal i ty ,  and in  fac t  as  
hard  as  people  t r ied ,  they found i t  very d i f f icul t  to  a t t r ibute  i t  to  t rade ,  
and i t  was ,  many a t t r ibuted  i t  to  new technologies  tha t  was  caus ing 
th is  because  i t  was  increas ing wi th  the  new technologies ,  the  demand 
for  more  ski l led  workers  increased,  and tha t  was  increas ing the  
 

 
 
 
  



 

 
 

 

re la t ive  demand for  these  ski l l s ,  pushing up the i r  wage.  
 So you can ' t  jus t  look a t ,  oh ,  these  two th ings  happened a t  the  
same t ime so  i t  must  be  t rade .   You have to  do more  careful  s tudies  to  
look a t  what 's  caus ing these  th ings ,  but  ye t  there  i s  evidence ,  too ,  tha t  
shows that  workers ,  some workers  in  these  indust r ies  tha t  a re  fac ing a  
lo t  of  low-wage compet i t ion  f rom abroad have los t  the i r  jobs  and have 
ended up wi th  lower-paid  jobs .  
 And yes ,  tha t  i s  an  i ssue .   I  don ' t  th ink any t rade  economis t  
would  argue  there  are  no d is t r ibut ional  ef fec ts  f rom t rade ,  but  
genera l ly  they argue  tha t  you should  address  these  i ssues  wi th  o ther  
pol ic ies ,  not  by  saying le t ' s  s top  t rade .  
 VICE CHAIRMAN BARTHOLOMEW:  So I  want  to  jus t  c lar i fy  
one  th ing,  which is  th is  def in i t ion  of  heal th  then i s  i t ' s  wi th in  an  
indust ry  or  wi th in  a  sec tor  tha t  you ' re  ta lk ing about?   The jobs--  
 DR.  AMITI:   I  haven ' t  rea l ly  thought  about  how to  def ine  the  
heal th  of  an  indust ry .   I  was  asked the  ques t ion ,  and I  jus t  ment ioned a  
few th ings  tha t  came in to  my head,  th ings  l ike  net  job  crea t ion .   
Obvious  th ings  l ike  product iv i ty  and net  job  crea t ion ,  but  I  th ink tha t  
to  ge t  a  comprehensive  def in i t ion ,  I  would  need some more  t ime to  
develop one.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you,  Drs .  Amit i  and 
McMil l ion ,  for  your  valuable  tes t imony and l ive ly  d iscuss ion.   Would  
you be  wi l l ing  to  take  a  ques t ion  or  two in  wri t ten  form from the  
Commiss ion and respond a t  your  le isure?   Would  tha t  be  okay?  
 DR.  McMILLION:  Sure .  
 HEARING COCHAIR SHEA:  Thank you.   We wi l l  reconvene in  
f ive  minutes  for  our  second panel .  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL III:   R&D:  DOMESTIC AND FOREIGN FUNDED 
  

 HEARING COCHAIR WESSEL:   Thank you.   Our  th i rd  panel  for  
today is  going to  address ,  among other  th ings ,  the  speci f ic  sources  of  
funding for  R&D in  China .   
 That  inc ludes  fore ign mul t ina t ionals  tha t  a re  t ransfer r ing  the i r  
R&D opera t ions  to  China  and Chinese  government  ent i t ies  tha t  a re  
d ic ta t ing  the  nature  and scope of  R&D. 
 Our  chai rman never  l i s tens  when we speak.  This  i s  a  constant  
problem.   I t ' s  the  power  of  the  chai rman not  to  l i s ten  to  h is  members .  
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 Kathleen Walsh  i s  Ass is tant  Professor  of  Nat ional  Secur i ty  
Affa i rs  in  the  Nat ional  Secur i ty  Decis ion Making Depar tment  of  the  
Naval  War  Col lege .   Welcome back.   Her  research focuses  on China  
 

 
 
 
  



 

 
 

 

and the  Asia-Paci f ic  region,  par t icular ly  i ssues  re la ted  to  in ternat ional  
secur i ty  technology t ransfer  and global iza t ion ,  nonprol i fera t ion  and 
arms and expor t  contro ls .  
 Pr ior  to  jo in ing the  war  col lege ,  Professor  Walsh  was  a  Senior  
Consul tant  to  Washington,  D.C.  area  th ink tanks ,  CSIS,  the  Monterey 
Ins t i tu te ,  and the  St imson Center ,  as  wel l  as  to  the  Los  Alamos 
Technical  Associa tes .  
 Dr .  Kent  Hughes ,  an  o ld  f r iend,  i s  Direc tor  of  the  Program on 
Science ,  Technology,  America  and the  Global  Economy a t  the  
Woodrow Wilson In ternat ional  Center  for  Scholars .  
 Pr ior  to  jo in ing the  Woodrow Wilson Center ,  Dr .  Hughes  was  
Associa te  Deputy  Secre tary  of  Commerce ,  Pres ident  of  the  Counci l  on  
Compet i t iveness ,  and Chief  Economis t  to  Senate  Major i ty  Leader  
Rober t  C.  Byrd.  
 In  pr ior  l i fe ,  author  of  the  Yel low Brick  Road,  which most  
people  haven ' t  read  in  many years ,  but  commend to  the i r  a t tent ion .    
 Our  normal  ru les  are  tha t  your  s ta tements ,  prepared s ta tements ,  
wi l l  be  entered  in to  the  record .   I f  you could  speak for  roughly  seven 
minutes  so  tha t  there  can be  a  good give  and take  wi th  the  
commiss ioners ,  we 'd  apprecia te  i t ,  and Ms.  Walsh ,  i f  you could  s tar t .  
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 MS.  WALSH:  Thank you,  commiss ioners ,  and Commiss ion 
Chairmen Shea  and Wessel ,  and members  of  the  Commiss ion and s taf f .  
 Thank you.   I 'm honored to  be  here  again  wi th  you today and very  
exci ted  to  see  tha t  the  d iscuss ion today and a lso  for  th is  af ternoon is  
something tha t  I  th ink the  Commiss ion has  helped to  push forward the  
debate  qui te  a  b i t  over  the  years ,  and so  I 've  learned a  lo t  jus t  s i t t ing  
here  thus  far  th is  morning,  and I  commend the  Commiss ion 's  pers is tent  
in teres t  and a t tent ion  on these  types  of  i ssues  taking place  in  China  
over  many years  which obviously  af fec t  a  wide  range of  U.S.  in teres ts .  
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 As  I  see  i t ,  and these ,  of  course ,  a re  my views and only  my 
personal  v iews and don ' t  represent  any off ic ia l  government  v iews 
whatsoever ,  the  u l t imate  ques t ion  i s  how do we ensure  U.S.  in teres ts  in  
the  face  of  these  fas t -paced economic  dynamics ,  r i s ing  power  and 
inf luence  around the  g lobe  tha t  China  has  pursued and has  to  some 
extent  proven,  growing a t t rac t ion  as  a  h igh- tech inves tment  and 
potent ia l  innovat ion hub and amid very  ambi t ious  and long- term 
 

 
 
 
  



 

 
 

 

moderniza t ion  p lans?  
 China  has  convenient ly  la id  out  i t s  long- term plans  and 
s t ra tegies  for  becoming a  more  innovat ive  socie ty  over  the  coming 
decades .   We cannot  be  sure  tha t  China  wi l l  fu l ly  achieve  these  
ambi t ious  a ims,  but  we can be  sure  tha t  they wi l l  t ry .  
 As  out l ined in  the i r  11th  Five-Year  Plan  through 2010 and the  
complementary  Medium-to-Long-Term Plan through 2020 on Science  
and Technology Development ,  China  has  moved in to  a  new phase  in  i t s  
long- term development  s t ra tegy tha t  now pr ior i t izes  sc ience  and 
technology as  the  main  dr iver  of  China 's  cont inued moderniza t ion  
dr ive .  
 This  represents  a  cont inuat ion  of  a  decades- long plan  and 
cont inued s ta te-sponsored ef for ts  to  advance  and accelera te  China 's  
economic  development .   Shi f t ing  in to  th is  phase  i s ,  I  th ink,  s igni f icant  
because ,  as  wi th  China 's  pers is tent  ef for ts  to  advance  and reform i t s  
agr icul tura l  and then indust r ia l  sec tors  over  the  pas t  three  decades ,  
dur ing th is  la tes t  th i rd  per iod of  moderniza t ion ,  China  can be  expected  
to  s teadfas t ly  pursue  and suppor t  S&T and R&D advances  as  the  focal  
point  of  i t s  moderniza t ion ef for ts ,  probably  for  decades  to  come.  
 In  o ther  words ,  th is  i s  no  f lee t ing,  fanci fu l  or  f r ivolous  
under taking but  a  ser ious ,  sys temat ic ,  long- term inves tment  and 
implementa t ion  s t ra tegy.  
 The ques t ion  becomes then not  one  for  China  of  sus ta in ing the  
necessary  pol i t ica l  wi l l  to  pursue  such a  bold  approach,  which I  
be l ieve  i s  a lmost  cer ta in ,  but  of  China 's  ac tual  abi l i ty  to  achieve  i t s  
a ims and how rapidly  these  goals  can be  reached.  
 Given the  ra te  of  China 's  development  to  date ,  pas t ,  present  and 
fu ture  chal lenges  notwi ths tanding,  and of  course  barr ing  any major  
g lobal  ca tas t rophe,  one  cannot  he lp  but  be  bul l i sh  about  China 's  
prospects  in  th is  regard .  
 As  widely  repor ted  in  the  press ,  China 's  spending on R&D has  
been r i s ing quickly .   The China  Business  Review even notes  tha t  
China 's  R&D spending has  been growing about  17  percent  annual ly  
over  the  pas t  12  years .   In  2007,  spending on R&D repor tedly  
amounted to  over  300 bi l l ion  RMB, or  1 .49 percent  of  GDP,  p lac ing 
China  among the  wor ld 's  leaders .  
 As  the  Nat ional  Science  Foundat ion recent ly  repor ted  and 
observed,  “when se t  agains t  China 's  rapidly  growing economy,  the  r i se  
in  the  R&D to  GDP ra t io  i s  remarkable .”   I 'd  have  to  agree .  
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 China 's  s ta ted  goal  i s  to  become an innovat ion-or iented  socie ty  
and to  develop the  capaci ty  to  conduct  indigenous  innovat ion.   This  
means  increas ing R&D expendi tures  to  2 .5  percent  of  annual  GDP by 
2020.  
 

 
 
 
  



 

 
 

 

 PRC off ic ia ls  a lso  acknowledge the  need for  more  of  th is  funding 
focus  to  be  on bas ic  and appl ied  R&D so as  to  fos ter  sus ta inable  
innovat ion.  Current ly ,  most  R&D in  China  i s  focused on exper imenta l  
and developmenta l  ef for ts .  
 Yet  of f ic ia ls  are  a lso  cognizant  of  the  need to  spend R&D funds  
in  a  way that  wi l l  produce  more  innovat ive  resul ts  and re turn  on 
inves tment  than the  a l ready extens ive  s ta te  suppor t  for  R&D has  
produced in  the  pas t .   This  i s  a  considerable  debate  going on in  China  
today.  
 Other  chal lenges  pers is t  as  wel l ,  inc luding the  growing demand 
for  h ighly  ski l led  workers  wi th  an unders tanding of  modern  business  
management  and innovat ion pract ices .  
 At  present ,  however ,  China  possesses  what  would  appear  to  be  a  
s igni f icant  capaci ty  to  cont inue  i t s  suppor t  of  R&D inves tments  over  
the  long term.   Whi le  the  PRC government  has  long inves ted  s ta te  
funds  in  S&T and R&D-or iented  projec ts  such as  the  Torch,  863,  973 
and other  programs,  the  current  inf lux of  fore ign inves tment ,  fore ign 
exchange holdings ,  developing venture  capi ta l  sys tem,  r i s ing  t rade  
volumes and growing publ ic  prosper i ty  a l l  seem to  me to  point  to  even 
more  f inancia l  resources  being avai lable  for  cont inued government  and 
pr ivate  sec tor  suppor t  for  R&D ini t ia t ives  in  China  over  t ime.  
 Meanwhi le  Chinese  off ic ia ls  cont inue  to  suppor t  and to  reform 
R&D funding process  to  more  c lose ly  a l ign  i t  wi th  g lobal  bes t  
prac t ices  and funding levels  in  order  to  promote  a  more  product ive  
re turn  on inves tment  than the  PRC has  exper ienced in  the  pas t .  
 As  impor tant ,  the  r i se  in  Chinese  R&D spending by both  s ta te  
and pr ivate  sec tor  enterpr ises  has  been accompanied by a  conceptual ,  
what  I  th ink i s  a  conceptual  sea  change among senior  pol icymaking 
c i rc les  tha t  R&D expendi tures  should  be  more  market  or  demand 
dr iven than the  s t r ic t ly  in terpre ted  mandates  of  the  pas t .  
 For  ins tance ,  when descr ib ing China 's  present  p lans  for  S&T and 
R&D inves tments  and moderniza t ion ,  Chinese  off ic ia ls  character ize  
these  more  as ,  quote ,  "guidel ines"  than hard  and fas t  end-points  to  
achieve  whi le  emphasiz ing an  unders tanding of  some f lexibi l i ty  and 
even the  occas ional  fa i lures .  
 I  th ink  to  the  extent  tha t  th is  la t te r  approach takes  hold  in  China ,  
par t icular ly  a  cul tura l  acceptance  of  some fa i lure  as  an  inherent  r i sk  
when i t  comes to  S&T and R&D inves tments ,  th is  could  s igni fy  a  new 
era  in  Chinese  technologica l  development  and potent ia l ly  a  more  
innovat ive  spi r i t  and unique  innovat ive  s ty le .  
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 I t  i s  something wor th  watching as  i t s  emergence  or  lack  thereof  
could  be  an  impor tant  indica tor  of  considerable  changes  and/or  
progress  to  come in  China .  
 

 
 
 
  



 

 
 

 

 In  terms of  fore ign R&D, i f  f igures  publ ished by Chinese  
off ic ia ls  are  accura te ,  the  number  of  fore ign R&D centers  in  China  by 
the  end of  2007 numbered 1 ,160.   This  would  mean that  they have 
near ly  doubled in  the  las t  three  years  and a lmost  t r ip led  s ince  2002,  
according to  off ic ia l  f igures .  
 What  are  we to  make of  the  sus ta ined and now widely  recognized 
t rend,  and what  i s  the  U.S.  s t ra tegy for  address ing i t?   Al though 
recogni t ion  has  grown in  the  U.S.  and in ternat ional ly  tha t  th is  i s  an  
impor tant  t rend and wor th  col lec t ing  more  data  on,  current  da ta  
col lec t ion  methods  and repor t ing ,  in  my view,  remain  l imi ted  and too  
t ime delayed as  to  be  most  useful  in  contemporary  corpora te  or  
government  decis ion-making.  
 Making th is  t rend more  in t r iguing and perhaps  even more  
s igni f icant  i s  tha t  i t  appears  tha t  fore ign R&D inves tments  in  China  
are  being promoted and indeed expanding in to  new and t radi t ional ly  
heavier  indust ry  sec tors  such as  commercia l  sh ipbui ld ing,  which I ' l l  
ta lk  to  a  b i t  more  in  Q&A, a l though th is  appears  s t i l l  be  in  the  ear ly  
s tages .  
 At  the  same t ime,  i t  i s  c lear  tha t  i t  i s  an  objec t ive  of  PRC pol icy  
to  exploi t  such commercia l  and dual -use  oppor tuni t ies  to  enhance  i t s  
defense  indust r ia l  sec tor  as  par t  of  ongoing mi l i ta ry  moderniza t ion  
ef for ts ,  not  unl ike  the  defense  sec tor  in  the  Uni ted  Sta tes  and other  
countr ies ,  which re ly  in  par t  on  commercia l  market  inves tments  and 
innovat ions .  
 In  o ther  words ,  China 's  economy is  beginning to  look more  and 
more  l ike  our  own,  though China  s t i l l  lags  behind in  cr i t ica l  a reas ,  
par t icular ly  defense .  
 China 's  grand ambi t ions  and expected  large-scale  R&D funding 
in i t ia t ives  over  the  coming years ,  i f  not  decades ,  ra ise  the  ques t ion  of  
what  wi l l  be  the  U.S.  s t ra tegy to  ensure  our  own innovat ive  and 
compet i t ive  edge in  the  face  of  a  potent ia l ly  more  innovat ive  Chinese  
economy? 
 Wil l  i t  requi re  ramped-up suppor t  for  exis t ing  pol ic ies  and 
pract ices  or  something more ,  something new,  or  ent i re ly  d i f ferent  
approach?   Is  i t  an  unprecedented oppor tuni ty  for  the  Uni ted  Sta tes  
tha t  we can and must  exploi t  more  fu l ly  or  does  i t  represent  a  growing 
concern  agains t  which we would  be  wise  to  defend fur ther  agains t  or  
some mix of  each?  
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 I t  i s  l ike ly  to  fa l l  to  the  next  adminis t ra t ion  and Congress  to  
make th is  cr i t ica l  decis ion .   This  Commiss ion 's  cont inued work and 
a t tent ion  on the  i ssue ,  therefore ,  could  serve  as  an  impor tant  input  in to  
th is  process  and a id  development  of  a  comprehensive  s t ra tegy tha t  wi l l  
preserve  and hopeful ly  enhance  our  own innovat ive  compet i t ive  
 

 
 
 
  



 

 
 

 

                    

advantage  over  the  coming decades  in  both  the  commercia l  and defense  
rea lms.  
 The PRC has  entered  in to  a  new and impor tant  phase  in  i t s  long-
term development  p lans .  China 's  current  s t ra tegy for  becoming a  more  
innovat ive  economy and socie ty  i s  c lear .   The means  and ends  have 
been out l ined,  leaving only  the  ques t ion  of  whether  or  not  China  can 
fu l f i l l  these  ambi t ions .  
 For  the  Uni ted  Sta tes ,  the  path  i s  less  c lear .   What  does  the  r i se  
of  a  potent ia l ly  more  innovat ive  Chinese  economy suggest  in  te rms of  
U.S.  means  and ends  when i t  comes to  pursuing sc ience  and 
technology?   This  i s  a  v i ta l  decis ion tha t  the  next  U.S.  adminis t ra t ion  
and Congress  must  face  head on and ar t icula te  a  s t ra tegy tha t  wi l l  
suppor t  and sus ta in  U.S.  innovat ion.  
 I 'm s t ruck by tes t imony so  far  today and in  reading some of  the  
prepared s ta tements  tha t  there  seems to  be  a  c lear  consensus  tha t  there  
i s  a  need for  some type  of  U.S.  na t ional  s t ra tegy to  address  the  
comprehensive  nature  and the  in ter locking nature  of  a  lo t  of  these  
t rends ,  and to  deal  wi th  what  the  evidence  i s  c lear ly  showing 
increas ingly  to  be  a  durable  t rend of  R&D and global iza t ion,  and how 
we deal  wi th  China  on a  number  of  f ronts .  
 So I  am happy to  be  here  and look forward to  taking any 
ques t ions  the  Commiss ion might  have,  and I  thank you for  invi t ing  me 
to  th is  forum.  
 [The s ta tement  fo l lows:] 3 
 HEARING COCHAIR WESSEL:   Thank you.  
 Dr .  Hughes .  
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 DR.  HUGHES:   Thank you very  much,  Mr.  Chairman.   I  want  to  
express  my pleasure  and a  sense  of  pr iv i lege  a t  be ing before  you.   I  
have  fo l lowed the  work of  the  Commiss ion for  a  long t ime including 
what  was  in  a  sense  a  predecessor  commiss ion,  the  Trade  Def ic i t  
Review Commiss ion,  and I  would  second some of  the  ear l ier  comments  
suggest ing that  Congress  should  move on a  number  of  your  
recommendat ions .  
 Let  me a lso  say  tha t  th is  morning I  am express ing my personal  
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views.   The Woodrow Wilson Center  as  an  ins t i tu t ion  does  not  take  
pos i t ions  on publ ic  pol icy  ques t ions .   I t s  miss ion i s  to  br ing  the  bes t  
of  the  academic  and the  publ ic  pol icy  wor lds  together  in  a  way to  
c lar i fy  the  choices  for  Congress  and other  publ ic  pol icymakers .  
 I  would  very  much second what  Professor  Walsh  has  jus t  sa id ,  in  
fac t ,  I  would  recommend her  book to  everybody.   I  learned a  grea t  deal  
reading her  book,  and she 's  c lear ly  updated  her  f igures  and her  
th inking s ince  tha t  t ime.  
 China  cer ta in ly  i s  ambi t ious ;  i t  i s  growing rapidly ,  not  only  in  
terms of  i t s  economy but  in  terms of  i t s  commitment  to  research  and 
development  and even more  rapidly  in  terms of  i t s  aspi ra t ions  for  the  
fu ture .  
 They are  not  only  bui ld ing on a  ser ies  of  programs that  they have 
announced over  the  las t  two decades ,  but  very  much adding funding to  
what  they see  as  the i r  fu ture .   By one measure ,  in  2006,  China  was  
ranked f i f th  in  terms of  R&D spending.   The OECD came out  wi th  a  
f igure  put t ing  China  ahead of  Japan by a  very  s l ight  measure  to  be  
number  two in  R&D spending based on a  purchas ing power  par i ty  
measure  tha t  has  been controvers ia l .   But  the  bas ic  point  i s  the  same:   
they are  ta lk ing aspi ra t ions  and they are  funding them.  
 They are  a lso  working extens ively  a t  bui ld ing the i r  ta lent  pool .   
The number  of  undergraduates ,  the  number  of  graduates  f rom Chinese  
univers i t ies ,  and the  number  of  graduate  s tudents  as  wel l  has  r i sen  
rapidly .   Recent  f igures  would  sugges t  about  40  percent  of  those  
undergraduates  majored in  a  STEM disc ip l ine ,  sc ience  or  engineer ing 
in  th is  case ,  and they are  c lear ly  hoping to  expand that  ta lent  pool  both  
by cont inuing to  add to  the  undergraduate  and graduate  s tudents  in  
China  and by upgrading the i r  univers i t ies ,  but  a lso  by working to  
a t t rac t  ta lented  Chinese  individuals  who have s tudied  abroad,  in  many 
cases  s tudied  and worked in  the  Uni ted  Sta tes .  
 In  te rms of  my summary remarks ,  I  would  jus t  say  tha t  China  i s  
in tent  on  becoming a  knowledge economy:   tha t  there  has  been th is  
rapid  increase  in  the  number  of  R&D faci l i t ies  es tabl ished by global  
companies  wi th  American companies  of ten  in  the  lead:   tha t  these  
fore ign di rec t  inves tments  in  R&D complement  China 's  des i re  to  
become a  knowledge socie ty  and a lso  complement  in  many cases  o ther  
na t ional  economic  and nat ional  secur i ty  goals .  
 China 's  r i se ,  I  th ink,  poses  enormous  oppor tuni t ies  for  the  
Uni ted  Sta tes  and some very  key chal lenges .   We wi l l  need to  adopt  a  
s t ra tegy and severa l  pol ic ies  to  achieve  tha t  s t ra tegy to  make the  most  
of  those  oppor tuni t ies  and a lso  to  respond to  those  chal lenges .  
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 Let  me t ry  to  respond br ief ly  to  the  f ive  ques t ions  tha t  you posed 
in  your  le t te r :  
 

 
 
 
  



 

 
 

 

 Number  one:  are  they shi f t ing  to  more  bas ic  than appl ied  
research?   I  th ink tha t  i s  the i r  in tent ,  but  as  Professor  Walsh  indica ted ,  
most  of  the  R&D in  China  i s  s t i l l  on  the  appl ied  s ide .   This  makes  very  
good sense  for  China .   They are  not  a t  the  f ront iers  in  most  
technologies .  They have a  lo t  to  gain  f rom moving to  those  f ront iers  
and that  sugges ts  cont inued borrowing and adapt ing of  appl ied  
research .  
 Can they capi ta l ize  on fore ign R&D?  Pr ior  to  the  WTO 
access ion,  most  R&D faci l i t ies  took the  form of  some kind of  jo in t  
venture  wi th  a  Chinese  ent i ty .   In  tha t  case ,  the  borrowing and the  
learning was  eas ier .   S ince  jo in ing the  WTO, more  of  the  fore ign-based 
R&D faci l i t ies  in  China  have been whol ly-owned fac i l i t ies ,  in  which 
case  some Chinese  fear  tha t  the  t ransfer  of  technology is  more  d i f f icul t  
and the  learning is  more  d i f f icul t .   They a lso  fear  tha t  there 's  ac tual ly  
a  compet i t ion  in  some cases  wi th  domest ic  f i rms,  tha t  the  bes t  ta lent  
goes  to  those  fore ign R&D centers .  
 I  th ink,  on  the  o ther  hand,  there 's  a  grea t  deal  of  f lu id i ty  in  the  
Chinese  labor  market ,  par t icular ly  in  the  h igh- tech R&D sector .   So I  
th ink you would  see  people  learning in  the  fore ign-owned fac i l i ty  
moving to  o ther  fac i l i t ies  in  China ,  and i t ' s  my view that  they are  able  
to  capi ta l ize  on tha t  fore ign R&D in  a  learning sense .  
 “Does  the  government  d ic ta te  R&D?” was  your  th i rd  ques t ion?   I  
th ink i t ' s  c lear  tha t  R&D in  China  i s  put  in  the  context  of  key nat ional  
goals  inc luding nat ional  secur i ty .   But  i t ' s  a lso  my sense  they moved a  
long way f rom the  ear l ier  Sovie t  cent ra l  p lanned model .   There  i s  more  
and more  f lexib i l i ty  in  choosing individual  projec ts ,  but  i t  i s   as  i t  
of ten  i s ,  in  the  U.S. ,  a  goal -or iented  or  miss ion-or iented  research.  
 Your  four th  ques t ion  deal t  wi th  the  degree  to  which they were  
achieving the i r  economic  and nat ional  secur i ty  goals ,  and how do the i r  
R&D act iv i t ies  cont r ibute  to  those  goals?  
 I  th ink China’s  R&D serves  a  three-fold  s t ra tegy.   On the  one  
hand,  they are  working to  s t rengthen indust ry  and a lso  rura l  
development .   And they are  se lec t ive ly  looking a t  a reas  where  the  
fu ture  i s  not  so  wel l -def ined,  in  which case  they are  put t ing  some 
money in to  advanced research.   Nanotechnology is  a  good example  
where  they ac tual ly  rank number  two in  the  wor ld  in  terms of  
publ ished papers .    
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 Your  f i f th  ques t ion  was  about  the  t ies  be tween the  mi l i ta ry ,  the  
univers i t ies  and the  s ta te-owned enterpr ises .   I  know less  about  tha t  
the  mi l i ta ry  f ie ld .   I  do  know that  the  U.S. ,  two or  three  decades  ago,  
entered  an  era  where  we ta lked about  sp inning on c iv i l ian  technologies  
to  s t rengthen the  mi l i ta ry .   As  China  has  emerged as  a  s igni f icant  
subcontrac tor  to  Airbus  and Boeing and a  major  manufacturer  of  
 

 
 
 
  



 

 
 

 

                    

elec t ronics ,  tha t  should  g ive  them an oppor tuni ty  to  take  some of  those  
dual -use  technologies  and s t rengthen the i r  own mil i ta ry .  
 What  should  be  the  U.S.  pol icy  response?   As  ear l ier  panel is t s  
have  sugges ted ,  there  are  some obvious  gains  in  areas  of  g lobal  
research  where  we share  an  in teres t  wi th  China .   Energy secur i ty  
would  be  one .   Cl imate  change potent ia l ly  would  be  another .   Global  
pandemics  would  be  a  th i rd .   The more  smar t  people  you have working 
on those  problems,  the  bet ter .  
 For  us ,  I  th ink the  ques t ion ,  however ,  i s  a lso  tha t  we see  
manufactur ing leave  the  U.S. ,  the  des ign work fo l lowing,  and 
fo l lowing that  i s  R&D.  The fundamenta l  ques t ion  for  us  i s :   as  our  
indust r ia l  base  to  some extent  sh i f t s  overseas ,  pr imar i ly  to  China  but  
increas ingly  to  India  and other  p laces ,  i s  tha t  sh i f t  weakening our  
overa l l  innovat ive  capaci ty?  
 Next ,  I  am seconding what  Professor  Walsh  sa id  about  ser ious ly  
moni tor ing these  t rends  in  as  rea l - t ime a  way as  poss ib le .   That  means  
adequate ly  funding the  Bureau of  Economic  Analys is  and coopera t ing  
agencies  in  the  government .  
 I  would  l ike  to  see  the  GAO fol low these  t rends .   I  th ink 
res tor ing the  Off ice  of  Technology Assessment  in  the  Congress  would  
be  another  product ive  th ing to  do.   
 In  te rms of  par t ic ipa t ing  in  what  i s  increas ingly  a  g lobal  
innovat ion enterpr ise ,  I  th ink the  U.S.  needs  to  prepare  i t s  research  
communi ty  wi th  f luency in  key fore ign languages  inc luding Chinese .   
We a lso  rea l ly  need to  th ink about  suppor t ing  advanced manufactur ing 
here .   We need to  balance  our  in ternat ional  accounts ,  not  speci f ica l ly  
wi th  China  necessar i ly ,  but  to  have  an  overa l l  ba lance ,  and we need to  
th ink about  not  only  commit t ing  ourse lves  to  an  innovat ion s t ra tegy,  
but  a lso  th inking about  the  incent ives  and the  economic  c l imate  tha t  
wi l l  t rans la te  those  innovat ions  in to  inves tment  and job  crea t ion  in  the  
Uni ted  Sta tes .  
 [The s ta tement  fo l lows:] 4 
 

PANEL III:   DISCUSSION, QUESTIONS AND ANSWERS 
   

 HEARING COCHAIR WESSEL:   Thank you,  both .   I ' l l  take  the  
prerogat ive  of  the  chai r  and begin .   My apologies .  
 HEARING COCHAIR SHEA:  No apologies  necessary .  
 HEARING COCHAIR WESSEL:   In  the  pas t ,  the  Commiss ion has  
looked a t  the  ques t ion of  how to  gain  bet ter  access  to  some of  th is  
informat ion,  and you 've  both  g iven us  some great  informat ion here  
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today,  but  you 've  both  a lso  indica ted  we have more  to  know.  
 You 've  indicated ,  Dr .  Hughes ,  some ent i t ies  tha t  may need some 
addi t ional  suppor t  or  resusci ta t ion ,  shal l  we say,  OTA.   What  tools ,  
what  informat ion would  you want  to  have?   And th is  may be  a  
recommendat ion tha t  the  Commiss ion can make to  Congress  as  to  
informat ion tha t  our  ent i t ies  going over  to  China  can supply  us .  
 My unders tanding-- I 'm not  an  expor t  cont ro l  exper t - - i s  tha t  when 
i t ’ s  a  deemed expor t ,  when i t ' s  an  individual  f rom here  or  informat ion 
going over  ra ther  than an  indigenous  research  fac i l i ty  in  China  tha t  
develops  the  R&D, they don ' t  have  to  repor t  back to  the  U.S.  on  tha t ,  
i f  i t ' s  whol ly  developed there .  
 But  because  these  are  U.S.  ent i t ies  under  U.S.  corpora te  law,  i s  
there  some abi l i ty  to  gain  access  to  informat ion which would  be  done 
on a  BPI  bas is  to  unders tand what  they ' re  doing,  what  they ' re  
accelera t ing ,  whether  i t ' s  s imply  prepar ing a  product  for  a  d i f ferent  
market  or  whether ,  in  fac t ,  i t ' s  developing whol ly  new products  tha t  
are  rea l ly  sor t  of  the  crown jewels  tha t  we would  want  to  do here?  
 I f  you can give  me some ideas  about  what ,  you know,  you would  
want  to  know to  be  able  to  fur ther  examine th is  i ssue?    
 Dr .  Hughes ,  i f  you 'd  l ike  to  s tar t?  
 DR.  HUGHES:   I  would  do two th ings .   I  am not  sure  of  the  
deta i l s  about  deemed expor ts .   I  know in  Professor  Walsh 's  book,  she  
ment ioned th is  as  a  ques t ion  and a  problem-- jus t  exact ly  the  ques t ion  
you 're  pos ing.  
 I  would  be  surpr ised ,  however ,  i f  U.S. -based companies  would  be  
re luctant  to  share  tha t  informat ion i f  reques ted  by the  government .    
 Second,  I  th ink you rea l ly  are  going to  need people  on the  
ground,  doing in terviews wi th  these  companies  and get t ing  a  sense  of  
what  rea l ly  i s  happening,  and the  degree  to  which you rea l ly  have  
indigenous  technologies ,  indigenous  in  the  sense  tha t ,  whi le  ins ide  the  
fore ign-based fac i l i ty ,  they did  not  depend on the  technology that  had 
i t s  or ig in  in  the  Uni ted  Sta tes .   But  beyond the  a t tempt  to  contro l ,  
which you are  implying,  I  th ink we s imply  need to  know the  d i rec t ion  
in  which these  t rends  are  going.   You are  going to  have to  be  
in terviewing the  key technology people  on the  ground to  get  a  sense  of  
the  degree  to  which the  whole  innovat ion sys tem is  going global .  
 IBM is  a  pr ime example .   GE increas ingly .  Microsof t .   So  tha t  
you see  b i t s  and pieces  of  a  projec t  develop in  a  ser ies  of  countr ies .   
Right  now,  I  be l ieve  the  U.S. -based companies  are  a t tempt ing to  
control  what  they would  v iew as  the  key technologies  or  the  core  
technology and keeping them in  areas  wi th  very  s t rong in te l lec tual  
proper ty  protec t ion ,  which i s  not  ye t  the  case  in  China .  
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 MS.  WALSH:  What  I  would  want  to  see  ideal ly  i s  a  more  rea l -
t ime or  c loser  to  rea l - t ime data  on  the  f lows,  as  I  th ink Dr .  Hughes  was  
sugges t ing ,  ra ther  than looking back academical ly ,  which i s  he lpful  
and in teres t ing  to  people  l ike  me,  but  on  a  year-by-year  bas is ,  what  are  
the  numbers?   Who has  these  numbers?   The Chinese  are  col lec t ing  
them themselves  now.   I t  seems to  me that  i f  we want  good numbers ,  
one  way is ,  of  course ,  use  our  own,  exploi t  those  more  fu l ly .  
 That ' s  a  g iven,  but  a lso  to  work wi th  the  Chinese  who are  now 
also  very  in teres ted  in  col lec t ing  th is ,  the  OECD and other  
in ternat ional  organiza t ions  a lso  now are  in teres ted  in  col lec t ing  th is ,  
and i t  seems to  me the  sor t  of  haphazard  ad  hoc  col lec t ion  methods  
tha t  we 've  had to  date  are  good and encouraging and yet  jus t  not  
suff ic ient  to  have the  k ind of  informat ion on not  jus t  the  numbers ,  but  
what  are  the  dynamics  tha t  under l ie  these  numbers  of  course?  
 And i t  may wel l  take  consis tent  surveys ,  and you see  th is  in  
magazines  and technology magazines  and so  for th ,  associa t ions  t ry ing 
to  get  to  what  are  the  push and pul l  fac tors ,  for  ins tance .   Why the  
change f rom jo in t  ventures  to  whol ly  fore ign-owned enterpr ises?   What  
are  the  companies  get t ing  out  of  i t?   How are  they react ing  to  changes  
in  China 's  regula tory  sys tem and so  for th?  
 I t ' s  something tha t  i s  going to  have  to  be  f requent  and I  th ink 
regular  in  order  to  be  rea l ly  useful  to  U.S.  companies ,  of  course ,  to  
a lso  see  dynamics  in  the  region.   You ta lked about  th is  in  the  las t  
panel - -Japan,  Korea ,  India ,  what  are  they doing in  China  because  
China  does  serve ,  to  some extent ,  as  a  vesse l  for  g lobal iza t ion .    
 So  I  th ink i t  rea l ly  wi l l  require  coopera t ing  wi th  the  Chinese  
government  in  th is  sense ,  and I  th ink tha t  tha t  would  be  something tha t  
they would  be  in teres ted  in  too  because  th is  i s  happening in  the i r  
backyard .   They want  to  unders tand more  of  i t  as  wel l .   So  tha t ' s  
ideal ly  what  I  would  sugges t  tha t  we t ry  to  do,  and I  th ink i t  i s  doable .  
 HEARING COCHAIR WESSEL:   Commiss ioner  Shea.  
 HEARING COCHAIR SHEA:  Yes .   Thank you both  for  your  
very ,  very  valuable  tes t imony.   My ques t ion  i s  for  Ms.  Walsh ,  
Professor  Walsh .   You sa id  a  few things  in  your  wri t ten  tes t imony that  
d idn ' t  come out ,  I  th ink,  in  your  ora l  tes t imony.  
 You kind of  took a  contrar ian  v iew.   A lo t  of  people  v iew R&D 
inves tment ,  Chinese  increases  in  R&D inves tment  as  a  threa t .   But  you 
say  in  your  wri t ten  tes t imony that  th is  i s  a  rea l  oppor tuni ty  for  the  
Uni ted  Sta tes  or  could  a t  leas t  be  an  oppor tuni ty .  
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 I 'm going to  quote  some of  your  words  back to  you:  "China 's  
more  advanced R&D and r i s ing  innovat ive  capaci ty  could  be  a  
t remendous  oppor tuni ty  to  promote  U.S.  in teres ts  in  both  commercia l  
and defense-re la ted  spheres  i f  we determined to  exploi t  i t  e f fec t ive ly  
 

 
 
 
  



 

 
 

 

as  par t  of  a  na t ional  s t ra tegy."  
 Then you go on to  say ,  " I t  i s  not  China 's  R&D success  tha t  i s  
innate ly  worr isome;  ra ther ,  i t  i s  whether  or  not  the  Uni ted  Sta tes  can  
f ind  ways  to  ef fec t ive ly  exploi t  th is  phenomenon in  promot ion of  our  
own in teres ts ."  
 And then you go on and say,  "Why should  U.S.  companies  and 
populace  not  benef i t  f rom what  are  l ike ly  to  be  extens ive  PRC 
government  inves tments  in  R&D over  the  next  decade or  more ,  much as  
the  res t  of  the  wor ld  has  reaped the  benef i t s  f rom U.S.  government  
R&D inves tments  made over  the  pas t  ha l f  century?"  
 So,  as  Commiss ioner  Esper  pointed  out  in  the  las t  panel ,  we ' re  in  
the  bus iness  of  t ry ing to  make recommendat ions  to  Congress .   Could  
you,  beyond improved data  col lec t ion  and rea l - t ime data  col lec t ion ,  
what  would  you recommend that  we recommend to  Congress  to  bes t  
able  to  exploi t  th is  increase  in  Chinese  R&D inves tment?  
 MS.  WALSH:  Sure .   Let  me f i rs t  s ta te  tha t  in  looking over  Dr .  
Hughes '  s ta tement ,  I  agree  wi th  every  speci f ic  recommendat ion tha t  he  
sugges ted .   So in  addi t ion  to  those ,  I  apprecia te  your  quot ing  tha t  par t  
of  my tes t imony because  th is  i s  an i ssue  tha t  I 've  been looking a t ,  
working on for  over  a  decade now,  so  I  do  probably  have  a  contrar ian  
v iew.   I  a lways  have.   The book I  publ ished in  2003,  nobody read i t .   
Not  even my mother  read i t .   Now people  are  looking a t  i t ,  and so  take  
i t  in  tha t  ve in ,  i f  you wi l l .   But- -  
 HEARING COCHAIR SHEA:  I 'm going to  ask  you a  ques t ion 
about  tha t  as  wel l .  
 MS.  WALSH:  Okay.   I  de l ibera te ly  worded that  par t  of  my 
tes t imony,  and the  key words  being " i f"  and "exploi t  e f fec t ive ly ."   
This  i s  happening.   The evidence  i s  p i l ing  up tha t  th is  i s  a  durable ,  
endur ing--  
 HEARING COCHAIR SHEA:  I t ' s  going to  happen.  
 MS.  WALSH:  Long- term,  i t  i s  and i t  wi l l .  Also  what  we know 
because  China  has  been ext remely  t ransparent ,  be l ieve  i t  or  not ,  on  the  
S&T s ide ,  what  China  p lans  to  do to  become an innovat ive  socie ty  in  
both  the  commercia l  and the  defense  rea lms.  
 Right .   Why are  we not  exploi t ing  th is  as  much as  humanly  
poss ib le ,  i s  my ques t ion?   I  th ink there 's  a  lo t  more  tha t  we could  do,  
and tha t  would  require  publ ic-pr ivate  coopera t ion  here  in  the  Uni ted  
Sta tes ,  some sor t  of  comprehensive  nat ional  s t ra tegy,  what  do  we a im 
to  get  f rom not  only  China  but  f rom global iza t ion .   I  have  yet  to  see  
tha t  d iscuss ion and tha t  p lan  la id  out .  
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 HEARING COCHAIR SHEA:  Do you have any speci f ic  
recommendat ions?   You ment ion l i s tening posts ,  fore ign countr ies ,  
fore ign companies  tha t  put  l i s tening pos ts  in  Si l icon Val ley .   They 
 

 
 
 
  



 

 
 

 

open off ices  jus t  so  tha t  they ' re  around.  
 MS.  WALSH:  Yes .   I  th ink,  China  has  gone-- the  term I  use  i s  
"a l l  in"  on  g lobal iza t ion .   There  i s  no  turning back.   They ' re  t ry ing to  
exploi t  the  hel l  out  of  th is .   I  would  l ike  to  see ,  and I 'm not  sure  
exact ly  what  measures  are  most  appropr ia te ,  but  again  a  publ ic-pr ivate  
par tnership  to  exploi t  the  heck out  of  th is ,  and I  don ' t  see  tha t ,  and I  
don ' t  know why that  i s ,  because  I  don ' t  th ink we can reverse  i t .   I t ' s  
not  going to  s top .   I t  may s low a  b i t  wi th  the  recess ion and so  for th ,  
but  I  th ink th is  i s  now the  rea l i ty ,  and there 's  a  growing consensus  of  
tha t .  
 HEARING COCHAIR SHEA:  Yes ,  I  agree  wi th  you.   I  jus t ,  i f  
you could  get  some more  thought  to  some speci f ic  th ings  tha t  we could  
recommend to  Congress  tha t  ought  to  be  done in  order  to  exploi t  what  
you and I  th ink I  be l ieve  as  wel l  as  an  explos ion.   I t ' s  going to  be  over  
the  next  ten  to  20 years ,  more  and more  inves tment  and grea ter  
technologica l  development .  
 MS.  WALSH:  And le t  me be  c lear .   I  th ink i f  we cont inue  what  
seems to  be  a  more  la issez-fa i re  approach to  th is ,  tha t  i t  wi l l  become a  
threa t ,  tha t  we wi l l  fa l l  behind,  tha t  we won ' t  mainta in  our  compet i t ive  
edge in  innovat ion.  
 One of  the  th ings  I  d id  h ighl ight  in  the  tes t imony is  h igher  
educat ion  sys tem.   That  seems to  me a  c lear  area  where  we have now 
and l ike ly  for  some t ime a  c lear  compet i t ive  advantage  over  the  
Chinese .   They have more  demand than supply .   I t ' s  going to  take  them 
genera t ions  to  es tabl ish  more  Tsinghua- l ike  univers i t ies  in  o ther  par ts  
of  China .  
 I t  seems to  me tha t ' s  a  c lear  area  of  focus  here  to  mainta in  tha t  
capaci ty .   But  working more  wi th  the  Chinese  to  unders tand more  of  
th is  and wi th  our  o ther  par tners  in  Asia ,  c lear ly  are  a lso  ear ly  s teps  we 
could  take .  
 HEARING COCHAIR SHEA:  Dr .  Hughes ,  do you have any 
thoughts  on tha t?  
 DR.  HUGHES:   I  would  second that  emphasis  on  educat ion .   I  
would  ac tual ly  l ike  to  see  us  have  a  whole  before- the-cradle  to  pas t -
convent ional - re t i rement  re th inking of  American educat ion .    
 On the  h igher  educat ion s ide ,  we face  a  double  chal lenge.   The 
Sputnik  genera t ion  i s  near ing re t i rement  or  i s  about  to  re t i re .   When 
you ta lk  to  sc ient i s t s  my age ,  which  I 'm not  prepared to  reveal ,  and ask  
them,  “why are  you a  sc ient is t?”  they wi l l  of ten  say  i t  was  Sputnik ,  the  
exci tement  of  the  space  program,  even though most  of  them became 
specia l i s t s  in  some other  sc ient i f ic  f ie ld .  
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 Second,  s ince  the  r i se  of  fasc ism,  we have had th is  enormous 
wave of  impor ted  ta lent  in  a l l  k inds  of  f ie lds ,  but  cer ta in ly  in  sc ience ,  
 

 
 
 
  



 

 
 

 

technology,  engineer ing.  
 For  the  f i rs t  t ime we face  compet i t ion  for  tha t  ta lent .   I  knew i t  
was  ser ious  when I  heard  tha t  a  French labora tory  had changed i t s  
language to  Engl ish  so  tha t  i t  could  a t t rac t  Chinese  and Indian  
sc ient is t s .   China  and India  both  want  to  keep more  of  tha t  ta lent  a t  
home.   China  i s  very  aware  of  a  pas t  bra in  dra in  and is  now focused on 
turning tha t  in to  a  bra in  gain .  
 Al l  of  tha t  says  tha t  over  t ime,  even as  we want  to  cont inue  to  
a t t rac t  the  bes t  and the  br ightes t  f rom everywhere ,  we are  going to  
need to  depend more  on ourse lves  and do a  bet ter  job  of  developing 
and a t t rac t ing  American ta lent  to  these  f ie lds .  
 HEARING COCHAIR SHEA:  Thank you.  
 HEARING COCHAIR WESSEL:   Chairman Wortzel  
 CHAIRMAN WORTZEL:  Dr .  Hughes ,  Ms.  Walsh ,  thanks  for  
be ing here .   I  guess  you were  here  in  2002 a lso;  i s  tha t  r ight?  
 MS.  WALSH:  A couple  t imes .  
 CHAIRMAN WORTZEL:  Yes .   Ms.  Walsh ,  you were  c i ted  in ,  I  
guess  i t  was ,  the  Informat ion Br ief  on U.S. -China  R&D Linkages  for  
the  Nat ional  Science  Foundat ion,  and of  course ,  you were  the  author  of  
tha t  2003 s tudy for  the  St imson Center  on Foreign High Tech R&D in  
China .  
 Both  those  s tudies  comment  on the  genera l  t rends  in  R&D, and 
your  s tudy,  in  par t icular ,  comments  on jus t  how good these  R&D 
inves tments  are  for  China ,  what  they 've  done for  China ,  what  they can 
do for  China .  
 I  have  to  say  tha t  both  s tudies ,  in  my view,  are  value- laden,  you 
know,  data- laden.   There 's  a  lo t  in  there .   But  both  are  ser ious ly  
lacking in  tha t  they ' re  ca ta logues  and bluepr in ts  of  what 's  good for  
China ,  but  ne i ther  considers  or  comments  on  the  nat ional  secur i ty  
impl ica t ions  for  the  Uni ted  Sta tes  of  these  R&D shif ts .   And I  haven ' t  
heard  tha t  f rom your  ora l  tes t imony.  
 Can you give  the  Commiss ion,  e i ther  of  you,  g iven the  
Commiss ion 's  mandate ,  the  nat ional  secur i ty  r i sks  for  the  Uni ted  Sta tes  
of  these  R&D shi f t s ,  and can you make concre te  recommendat ions  tha t  
you would  make to  Congress  to  ensure  tha t  American R&D in  China  
does  not  adverse ly  af fec t  U.S.  secur i ty?  
 You may not  be  able  to  do tha t  a t  the  table  today,  but  in  wr i t ing .  
 This  i s  f rom page 23 of  your  book,  Dr .  Walsh:  " I t  i s  unclear  whether  
China  has  the  capaci ty  to  ef fec t ive ly  exploi t  commercia l  technologies  
for  mi l i ta ry  appl ica t ion ."  
 I s  tha t  more  c lear  now? 
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 MS.  WALSH:  Yes .   Let  me s tar t ,  i f  I  can .  I  would ,  s i r ,  
respect fu l ly  d isagree  wi th  you because a l l  my work on China  R&D has  
 

 
 
 
  



 

 
 

 

of ten  been f rom the  perspect ive  of  what  i s  bes t  for  U.S.  na t ional  
secur i ty .  
 I  do  not  have  a  corpora te  background.   I  do  not  have  any 
inves tments  or  in teres ts  in  corpora te  inves tments  in  China .   I 'm 
looking a t  th is  f rom a  U.S.  na t ional  secur i ty  perspect ive .   And so  in  
my book and other  ar t ic les  tha t  I  wr i te ,  I  t ry  to  unders tand what 's  
happening in  China  in  order  to  say  what  does  tha t  mean for  us .   And so  
tha t  has  been my focus  and remains  my focus .  
 The ques t ion  I  ra ise  in  tha t  book and s t i l l  today is ,  you know,  
i t ' s  one  th ing what 's  good for  U.S.  companies ,  and we can debate  
whether  tha t  should  or  should  not  be  the  case ,  and what 's  good or  not  
for  China .   In  terms of  what ' s  good for  us ,  th is  i s  a  t rend tha t  I  th ink 
increas ingly  we 've  learned is  occurr ing .   I t ' s  not  l ike ly  to  reverse .  
Therefore ,  we need to  deal  wi th  i t  in  te rms of  what  does  th is  mean for  
the  defense  indust ry  in  th is  country  in  par t icular .  
 I  know that  you had hear ings  and tes t imony about  th is  las t  year ,  
which is  ext remely  helpful .   That ' s  a  s tep  in  the  r ight  d i rec t ion .   
Unders tanding th is  t rend is  what  we need to  do f i rs t ,  and then f ind,  
again ,  ways  to  exploi t  i t ,  and I  saw evidence  in  tes t imonies  las t  year ,  
what  do  we do about  th is  tha t  wi l l  serve  U.S.  defense  sec tor  in teres ts ,  
to  serve  our  own mil i ta ry  and secur i ty  needs?  
 This  i s  the  k ind of  debate  we need to  be  having,  and I  th ink come 
up wi th  a  s t ra tegy.   That ' s  the  most  concre te  th ing I  can  sugges t  a t  th is  
point .   Put  smar t  people  together ,  publ ic-pr ivate  sec tor ,  and look a t  
what  U.S.  na t ional  secur i ty  in teres ts  are  in  th is  regard .   And i t ' s  a  b ig ,  
complex issue  as  you know very  wel l .   And so  that ' s  what  I  would  
sugges t ,  and i f  you want  more  concre te  ideas ,  I  can  provide  those  as  
wel l .  
 For  the  record ,  I 've  a lways  considered th is  f rom a  U.S.  na t ional  
perspect ive .   I 've  sa id  tha t  i t  can be  a  threa t ;  i t  can  a lso  be  an  
oppor tuni ty .   I  a rgue ,  why are  we not  making th is  more  of  an  
oppor tuni ty  f rom our  defense  and secur i ty  considera t ions?   The answer  
may wel l  be  tha t  we want  to  put  more  wal ls  up  and put  more  defenses  
up.   And that ' s  an  obvious  potent ia l  opt ion.  
 But  I  don ' t  th ink we 've  had th is  ful l  debate  ye t ,  to  know what  - - i t  
was  ment ioned ear l ier - -what  does  a  heal thy  economy look l ike?   What  
does  heal thy U.S.  innovat ion look l ike?   What  does  a  heal thy U.S.  
defense  sec tor  look l ike?   Unt i l  we answer  tha t ,  you know,  what  we 're  
doing seems to  me a  one  hand on the  gas ,  one  hand on the  brake  
approach.   I  don ' t  th ink tha t  serves  U.S.  na t ional  secur i ty  in teres ts  a t  
th is  s tage ,  g iven the  t rend and given how durable  i t  seems to  me.  
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 What  I 'm advocat ing  s imply  i s  tha t  we have  th is  debate ,  more  
openly  and more  a l l  encompass ing.   Do we s top th is  ac t iv i ty?   Do we 
 

 
 
 
  



 

 
 

 

break i t  –  the  t rend?   Do we go a l l  in  ourse lves?   And that ' s  what  I 'm 
advocat ing f rom a  U.S.  perspect ive .    
 In  te rms of  mi l i ta ry  benef i t s ,  I  th ink tha t  has  become more  c lear ,  
s imply  because  we 've  seen advances  in  China 's  defense  sec tor  based on 
the  d ig i ta l  t r iangle  model  tha t  James  Mulvenon has  wri t ten  a  lo t  about ,  
the  shipbui ld ing sec tor ,  Evan Medeiros  and Ti-Ming Chung’s  works .   
The evidence  there  i s  a lso  growing again ,  tha t  China 's  c iv i l -mi l i ta ry  
in tegra t ion  s t ra tegy for  enhancing i t s  defense  sec tor  to  serve  i t s  
mi l i ta ry  needs  i s  the  model  and is  showing some success .  
 In  fac t ,  tha t ' s  one  of  the  reasons  I 've  s tar ted  to  look a t  the  
shipbui ld ing sec tor  because  the  commercia l  sh ipbui ld ing sec tor  
fo l lows s imi lar  dynamics .   What  does  th is  mean for  mi l i ta ry  
moderniza t ion?   There  are  a t  leas t  a  dozen or  more  R&D centers  there .  
 This  may be  some,  you know,  expansion of  th is  t rend.   So we need to  
unders tand i t  to  serve  our  na t ional  secur i ty  needs .  
 HEARING COCHAIR WESSEL:   Mr.  Hughes .  
 DR.  HUGHES:   There  are  two th ings  tha t  Professor  Walsh  
emphasized and re i tera ted  tha t  I  would  absolute ly  second and th i rd .  
 Number  one ,  tha t  we need a  s t ra tegy.   We need to  th ink about  
what  k ind of  country  we want  to  be ,  where  we are  going,  what  are  the  
oppor tuni t ies ,  what  are  the  r i sks?   You ment ioned the  Counci l  on  
Compet i t iveness .   In  the i r  Innovate  America  repor t ,  one  of  the  key 
recommendat ions  i s  tha t  we needed a  nat ional  innovat ion s t ra tegy.   We 
don ' t  ye t  have  one .  
 Second,  I  s t rongly  suppor t  the  emphasis  tha t  Professor  Walsh  
puts  on  publ ic-pr ivate  par tnerships ,  publ ic-pr ivate  d ia logue.   We 
should  s i t  down wi th  the  key companies- -where  they are  going,  what  
are  the i r  in teres ts?   I f  we f ind  them inves t ing  in  China  or  e lsewhere  
around the  world ,  why?   I f  we th ink i t  i s  impor tant  to  have  the  R&D 
geographical ly  based here ,  le t  us  th ink about  a  s t ra tegy and a  se t  of  
pol ic ies  to  make tha t  happen.  
 About  two and a  hal f  years  ago,  the  Defense  Science  Board  
expressed a  concern  about  the  semiconductor  indust ry .   The 
Semiconductor  Indust ry  Associa t ion  shared the  concern  tha t  so  many 
of  the  key fac i l i t ies  were  being t ransfer red  outs ide  the  country .   I  have  
not  seen any ser ious  d iscuss ion of  i t ,  and cer ta in ly  there 's  been no 
ac t ion  in  response  to  i t .   

- 67 -

 MS.  WALSH:  Could  I  jus t  add very  quickly ,  one  of  the  areas ,  
too ,  tha t  I  th ink we need to  focus  on is  in  te rms of  tools .   I t  seems to  
me we 're  us ing tools  f rom 20,  40 ,  50  years  ago,  expor t  contro ls  be ing 
one.   They may be  necessary ,  but  they may not  be  suff ic ient .   We may 
l ike ly  need a  whole  new se t  of  tools  to  make th is  something tha t  i s  in  
our  in teres t  and a lso  to  bet ter  exploi t ,  and I  would  jus t  a lso  say  i t ' s  
 

 
 
 
  



 

 
 

 

something I  read-- I  would  recommend to  the  Commiss ion-- I  read  af ter  
my own tes t imony,  but  a  repor t  jus t  out  by  the  Informat ion Technology 
and Innovat ion Foundat ion.  
 They looked a t  the  las t  40  years  of  R&D Magazine 's  main  
innovat ions ,  top  ten  innovat ions ,  recognized every  year .   The f indings  
f rom that  I  th ink are  rea l ly  in teres t ing  in  tha t  they found that  the  
col labora t ive  innovat ion i s  what  has  rea l ly  been remarkable  and has  
led  to  more  of  these  innovat ions  in  the  Uni ted  Sta tes  over  the  pas t  40  
years .  
 I t ' s  not  jus t  GE and In te l  and these  h ierarchica l  ver t ica l  
enterpr ises  tha t  a re  be ing most  innovat ive ,  but  hor izonta l  col labora t ion  
across  labora tor ies ,  univers i t ies ,  indust r ies ,  r ight ,  technology c lus ters .  
 I s  th is  now becoming a  g lobal  phenomenon?   I f  so ,  again ,  th is  c loser  
coopera t ion  or  a t  leas t  unders tanding wi th  China  may be  serving tha t  
grea ter  dynamic  for  the  Uni ted  Sta tes .   I t ' s  something tha t  I  th ink we 
need to  ask ,  f ind  out  which is  in  our  bes t  in teres ts .  
 HEARING COCHAIR WESSEL:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  On the  manufactur ing s ide ,  we 
have looked in to  components  of  weapon sys tems and where  they were  
manufactured wi th  l i t t le  success .   The Defense  Depar tment  has  even 
admit ted  tha t  they don ' t  know where  the  components  are  or ig inat ing  
f rom,  which on some level  i s  ext remely  shocking.  
 On the  R&D side ,  and then le t  me make one comment  on the  
expor t  cont ro l  s ide ,  I  do  l i s ten  to  my f r iend,  Mr.  Reinsch,  about  the  
compl ica tedness  of  dual -use  and the  gray  area  tha t  i s  rapidly  
over taking old  thoughts  about  expor t  contro ls .  
 Therefore ,  ac tual ly ,  i s  anyone fo l lowing U.S.  defense  companies '  
R&D offshor ing to  China ,  os tens ib ly  i t s  commercia l  R&D, and i t s  
dual -use  impl ica t ions?   In  o ther  words ,  i f  there  i s  no  longer  a  c lear  
l ine  in  dual  use ,  but  c lear ly  an  appl ica t ion ,  a  commercia l ,  a  defense  
appl ica t ion  of  technology,  are  we t racking our  own companies '  
behavior  in  China?   Do you know anybody?   Are  you?  
 MS.  WALSH:  Not  to  my knowledge.  
 DR.  HUGHES:   Nor  mine.  
 COMMISSIONER FIEDLER:  Is  tha t  unimportant  or  impor tant?  
 DR.  HUGHES:   I  th ink i t  i s  a  mis take  not  to  do so .   As  Professor  
Walsh  has  sa id ,  we ought  to  know what  these  t rends  are ,  ge t  a  sense  of  
the  impl ica t ions ,  and th ink about  what  our  na t ional  in teres t  i s  in  
pursuing them or  s lowing them.  
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 COMMISSIONER FIEDLER:  Aah.   I ' l l  te l l  you why I 'm so  
concerned.   I 'm very  famil iar  wi th  McDonnel l  Douglas '  death  knel l  as  a  
company and i t s  re la t ionship  wi th  China .   So as  i t  was  tanking,  
McDonnel l  Douglas  became ext remely  suscept ib le  to  se l l ing  off  i t s  
 

 
 
 
  



 

 
 

 

asse ts  inc luding the  machine  tools  of  the  B-1 bomber  fac tory  in  
Columbus,  Ohio .   Despi te  the  fac t  tha t  everybody e lse  wanted to  buy 
them,  they sold  them to  the  Chinese  company CATIC that  then sent  i t  
to  the  Shenyang Aircraf t  Factory  which pr imar i ly  produced mi l i ta ry  
a i rcraf t .  
 So ,  I  have  a  l i t t le  or  no  confidence  in  American companies '  
decis ion-making as  they are  buffe ted  by world  economic  condi t ions .   
So i f  we ' re  not  looking a t  them and they ' re  not ,  and you say tha t  they ' l l  
be  re luctant  to  d isc lose  to  us  the i r  R&D, I  am actual ly  coming away 
f rom th is  a  l i t t le  more  concerned tha t  we don ' t  have  enough 
informat ion.   We don ' t  even have bas ic  informat ion to  make pol ic ies  
day- to-day,  much less  to  put  together  for  a  s t ra tegy.   Am I  off  base  
here?  
 MS.  WALSH:  I 'm going to  agree  wi th  you and then a lso  be  
contrar ian  and say do we want  to  spend our  t ime and energy and 
ef for ts  walking through the  product ion chain  of  commercia l  and 
defense  f i rms to  f ind  out  what  p ieces  and par ts  and innovat ive  ideas  
might  have  come f rom China ,  d i rec t ly  or  indi rec t ly?   That  i s  something 
we may want  to  do,  and i t  would  be  good informat ion to  know 
cer ta in ly .  
 I  th ink we 've  a l ready acknowledged or  rea l ized  tha t  i t ' s  there  and 
i t ' s  growing.   So the  ques t ion  again  seems to  me is  th is  something we 
want  to  t ry  now and s top or  do we want  to  th ink in  a  broader  sense  of  
maybe th is  i s  good in  the  sense  tha t  i f  there 's  ways  we can exploi t  i t  
be t ter  ra ther  than focusing our  energies  on s topping i t  and t ry  to  do 
something e lse .  
 COMMISSIONER FIEDLER:  Let  me ref ine  the  ques t ion .  I 'm not  
concerned about  innovat ive  technologies .  I 'm concerned about  crucia l -
-okay--crucia l  to  the  maintenance  of  our  defense .   Let ' s  jus t  take  the  
weapons  sys tems--crucia l  to  the  maintenance  of  the  supremacy of  the  
defense  sys tems.   We don ' t  know,  as  far  as  we can te l l ,  we do not  know 
what  our  vulnerabi l i t ies  are .  
 MS.  WALSH:  And i t  extends  down to  the  minera l  mater ia l  level  
as  wel l .  
 COMMISSIONER FIEDLER:  Yes .  
 MS.  WALSH:  Frankly .   We 're  dependent  on  China  increas ingly  
a t  tha t  level ,  the  more  fundamenta l  level ,  not  jus t  the  par ts .  
 COMMISSIONER FIEDLER:  I  am less  concerned perhaps  about  
the  Chinese  than I  now,  logic  compels  me to  be  concerned wi th  our  
own decis ion-makers .  
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 DR.  HUGHES:   I  th ink there  are  many examples  where ,  even in  a  
commercia l  context ,  a  company may be  looking a t  pr ice  and qual i ty ,  
but  not  a t  i t s  long- term commercia l  secur i ty .   So  le t  us  say  tha t  i t  turns  
 

 
 
 
  



 

 
 

 

out  tha t  you ' re  drawing key par ts  f rom one par t icular  par t  of  one  
par t icular  country .  I t  may make sense  in  the  shor t - term commercia l  
sense ,  but  you can have an  indust r ia l  acc ident .   You can have a  
ter ror is t  inc ident .   You can have a  union s t r ike  which causes  a  
s toppage.  
 So i t  rea l ly  goes  back to  the  most  common sense  idea  of  
inves t ing--don ' t  put  a l l  your  eggs  in  one  basket  or  don ' t  depend on a  
s ingle  hen,  I  guess ,  a round the  wor ld .  
 MS.  WALSH:  This  i s  a  g lobal  problem,  not  jus t  China ,  i s  the  
point .  
 DR.  HUGHES:   This  i s  not  China  speci f ic .   An example  
happened in  the  mid-1980s .   One Japanese  f i rm made a  grea t  deal  of  
the  packages  for  semiconductors .   They had an  indust r ia l  acc ident .   
They were  making something l ike  80 to  90 percent  of  the  packages .   
There  were  not  many a l ternat ives .   I t  was  a  rea l  panic  because  people  
had become so  dependent  on  tha t  one  suppl ier .   So  i t  rea l ly  i s  a  
dependence  ques t ion .   I t  i s  not  jus t  a  China  ques t ion .  
 COMMISSIONER FIEDLER:  An i r ra t ional  dependence is  what  
your  point  i s .  
 DR.  HUGHES:   Or  i t  can  be  a  r i sky dependence.  
 MS.  WALSH:  We looked a t  tha t  exact  i ssue  a t  an  ef for t  I  was  
involved in  wi th  the  Nat ional  Academy of  Sciences ,  Nat ional  Research 
Counci l ,  looking a t  s t ra tegic  minera ls  and mater ia ls ,  the  more  
fundamenta l  level .   And came up wi th some concre te  ideas  on how to  
moni tor  and deal  wi th  tha t  to  minimize  r i sk  and so  for th .  
 So i f  tha t ' s  of  in teres t ,  I  can  refer  you to  tha t  reference .  
 COMMISSIONER FIEDLER:  Please .  
 MS.  WALSH:  But  i t  i s  a  much bigger  problem than jus t  China  
cer ta in ly .   And again ,  what  are  our  a ims?   How do we deal  wi th  th is  
phenomenon in  the  way that  bes t  serves  our  in teres ts?  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR WESSEL:   Thank you.   Commiss ioner  
Mul loy.  
 COMMISSIONER MULLOY:  Thank you,  Mr.  Chairman.  
 I  want  to  thank the  two wi tnesses  for  the i r  tes t imony today and 
a lso  for  the i r  long service  to  the  Republ ic  in  d i f ferent  capaci t ies .   I 've  
had the  good for tune  to  work wi th  Kent  Hughes  over  many years .   I 'm 
del ighted  to  have you here ,  Kent .  
 VICE CHAIRMAN BARTHOLOMEW:  Back in  the  Sputnik  days ,  
Pat?  
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 COMMISSIONER MULLOY:  Back in  Sputnik .   I  was  reading a  
book by David  Lampton,  who is  the  Dean and Director  of  Chinese  
Studies  and Dean of  the  Facul ty  a t  Johns  Hopkins  School  of  Advanced 
 

 
 
 
  



 

 
 

 

In ternat ional  Studies .   I t ' s  ca l led  The Three  Faces  of  Chinese  Power :  
Might ,  Money and Mind.  
 On page one  of  th is  book,  he  te l l s  us :  China  does  have a  nat ional  
grand s t ra tegy.   And then on page 25,  he  te l l s  us  tha t  th is  na t ional  
grand s t ra tegy is  to  make China  r ich  and powerful  and to  regain  the  
nat ion 's  former  s ta tus  as  a  grea t  power  tha t  contro ls  i t s  own fa te .  
 I  have  no problem wi th  tha t .   They had 150 years  of  bad t imes ,  
and Deng Xiaoping came in  and sa id  we can ' t  do  th is  ourse lves .   We 
need to  ent ice  the  fore igners  to  come in  and help  us  rebui ld  our  
economy.   Ernie  Preeg,  who is  going to  be  on a  panel  la ter ,  i s  going to  
ta lk  about  tha t .  
 But  here  i s  the  problem I  have .   Congressman Jones  came in  here  
and tes t i f ied  about  John Chambers ,  the  Chief  Execut ive  of  Cisco,  
saying that  Cisco 's  goal  was ,  quote ,  "China  wi l l  become the  IT 
technology center  of  the  wor ld .   What  we ' re  t ry ing to  do i s  out l ine  an  
ent i re  s t ra tegy of  becoming a  Chinese  company."  
 So he  was  saying my in teres ts  are  a l igned wi th  China 's  growth.   
He didn ' t  say  America 's  growth.   But  th is  i s  an  American mul t ina t ional  
corpora t ion ,  I  be l ieve .  
 Now,  Kent  Hughes ,  in  page s ix  of  your  tes t imony here ,  you te l l  
us ,  quote :  "The extens ive  contr ibut ion  of  mul t ina t ional  corpora t ions  in  
bui ld ing the  Chinese  informat ion technology,  e lec t ronics  and 
aerospace  sec tors  crea tes  the  potent ia l  for  s t rengthening the  Chinese  
mi l i ta ry ."  
 China  has  a  s t ra tegy.   Par t  of  tha t  s t ra tegy is  to  ent ice  our  
companies  to  he lp  bui ld  the i r  comprehensive  nat ional  power .   Our  
companies  are  focused on making prof i t s  for  the i r  shareholders .   So  
they ' re  over  there  doing tha t .  
 You both  say  we need a  nat ional  s t ra tegy.   I  heard  tha t ,  I  th ink,  
f rom both  of  you in  your  prepared tes t imony or  in  your  ora l  tes t imony.  
 What  do  we need to  do to  ent ice  our  corpora t ions  to  put  
American shi r t s  on  ra ther  than Chinese  shi r t s  in  th is  compet i t ion?  I  
don ' t  th ink i t  has  to  be  a  zero  sum bad re la t ionship ,  but  the  way i t ' s  
going now,  i t ' s  so  one-s ided that  we need a  s t ra tegy,  and how do we 
ent ice  our  guys  to  put  our  sh i r t s  on  and compete  for  us  ra ther  than 
compete  for  the  o ther  guys  who are  ent ic ing  them to  put  the i r  sh i r t s  
on?  
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 MS.  WALSH:  I  th ink i t ' s  an  excel lent  ques t ion .   I  don ' t  know i f  
I  have  a  good answer  for  you.   I  th ink i t ' s  def in i te ly  wor th  asking and 
asking again .   When I  hear  tha t  s ta tement ,  I  am taken aback as  wel l .   I  
would  th ink of  them as  a  U.S.  company,  not  as  a  Chinese  company,  but  
i f  tha t  i s  what  i s  a lso  par t  of  what 's  changed here ,  then we need to  
address  i t  head on and how we 're  going to  address  i t  to  serve  our  
 

 
 
 
  



 

 
 

 

needs .  
 I  apprecia te  the  f rankness  in  which he  may have s ta ted  tha t ,  and 
yet  i t  sugges ts  we have a  problem.   So i f  there 's  no  such th ing as  a  
U.S.  mul t ina t ional  anymore ,  we need to  address  i t ,  and whether  i t ' s  
car ro ts  and s t icks ,  I  don ' t  know.  I t ' s  probably  going to  be  a  mix of  
each to  deal  wi th  the i r  bot tom l ine ,  and tha t ' s  why we need a  nat ional  
s t ra tegy to  address  tha t  s igni f icant  change i f  tha t ' s  t rue .  
 DR.  HUGHES:   I  would  suggest  a  f ive-s tep  s t ra tegy here .   
Number  one ,  as  we 've  ta lked about ,  s t rengthen the  innovat ion sys tem.   
That  i s  necessary ,  very  necessary ,  but  not  rea l ly  suff ic ient  s tep .   You 
have had the  Ris ing Above the  Gather ing Storm repor t  tha t  has  been 
t rans la ted  in to  the  America  COMPETES Act ,  but  i t  i s  not  ye t  funded.   
S t i l l ,  tha t  i s  a  s tep  in  the  r ight  d i rec t ion .  
 We rea l ly  do need,  I  th ink,  to  move f rom s igni f icant  current  
account  and t rade  def ic i t s  toward rough balance .   My personal  
preference  would  be  to  adopt  something l ike  the  Plaza  Accord  
approach tha t  took place  in  1985.   We had an  overvalued currency.   We 
were  running a  s igni f icant ,  a l though smal ler  re la t ive  to  today,  t rade  
def ic i t ,  and then Secre tary  the  Treasury  Baker  ta lked wi th  the  o ther  
key f inance  minis ters .    
 There  was  an  agreement  tha t  the  U.S.  imbalance  was  undes i rable  
f rom many points  of  v iew.   Over  t ime we moved back,  not  in i t ia l ly ,  in  
fac t  the  def ic i t  got  la rger  def ic i t s  in i t ia l ly ,  but  over  t ime we moved 
back toward a  balanced t rade  approach.  
 I f  we had a  s imi lar  approach now,  in  addi t ion  to  the  par t ic ipants  
in  1985,  you would  cer ta in ly  want  to  have  China ,  India ,  Brazi l ,  
perhaps  some others  a t  the  table ,  to  ta lk  about  mainta in ing g lobal  
demand but  sh i f t ing  toward balance  in  te rms of  the  in ternat ional  
accounts .   The prospect  of  ba lanced t rade  would  te l l  every  American 
company and in ternat ional  company that  the  U.S.  over  t ime would  be  
producing $700 bi l l ion  more  of  something,  not  perhaps  what  we 
produced before ,  but  we would  be  producing something,  and much of  
tha t  would  probably  be  in  terms of  advanced manufactures .  
 Third ,  we need to  rea l ly  th ink about  the  l imi ted  U.S.  safe ty  net .   
Af ter  World  War  I I ,  we were  the  only  advanced country  tha t  developed 
a  pr ivate  sec tor  welfare  sys tem.   We expect  companies ,  you s t i l l  see  i t  
in  the  es tabl ished companies ,  to  carry  the  burden of  heal th  and 
re t i rement  benef i t s .  
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 Once we went  to  an  open t rade  sys tem in  the  1970s ,  i t  should  
have  been predic table  tha t  the  es tabl ished U.S.  companies  who carr ied  
th is  burden would  be  a t  a  pers is tent  d isadvantage  to  companies  who 
opera te  in  the  context  where  there  was  a  publ ic  shoulder ing of  tha t  
burden.   So we need to  th ink about  how to  f ind  a  way to  reduce  that  
 

 
 
 
  



 

 
 

 

burden.  
 We need to  have  the  r ight  k ind of  incent ives ,  the  r ight  
environment  tha t  encourages  inves tment  here  whether  i t ' s  by  Cisco,  
h is tor ica l ly  American,  or  whether  i t ' s  S iemans ,  the  h is tor ica l ly  
Germany company.    
 F inal ly ,  we wi l l  need to  th ink,  I 'm afra id ,  about  counter ing 
incent ives  tha t  a re  offered  by other  countr ies .   I t  i s  very  tough to  
expect  an  American or  any other  company to  say  no to  an  ent i ty  tha t ' s  
of fer ing  them,  a  b i l l ion  dol lar  inducement  to  bui ld  the i r  la tes t  fac tory  
or  lab  in  a  jur isd ic t ion  outs ide  the  Uni ted  Sta tes .  
 I  th ink those  f ive  s teps  would  put  us  on the  path  toward a  
s t rengthened and balanced indust r ia l  base ,  not  in  the  context  of  in  any 
way being agains t  any par t icular  country ,  but  rea l ly  crea t ing  the  
environment  in  which both  of  us ,  hopeful ly ,  could  prosper .  
 COMMISSIONER MULLOY:  Thank you.   That 's  very  helpful ,  
both  of  you.   Thank you.  
 HEARING COCHAIR WESSEL:   Commiss ioner  Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you and I 'm going 
to  jo in  Commiss ioner  Mul loy in  thanking both  of  you not  only  for  your  
tes t imony but  for  your  service  over  the  years .   
 Dr .  Hughes ,  I 'd  l ike  to  acknowledge par t icular ly  your  
recogni t ion  tha t  learning i s  a  cradle  to  grave  enterpr ise ,  and tha t  we 
need to  pay a t tent ion  to  ear ly  chi ldhood development  jus t  as  we need 
to  be  paying a t tent ion  to  what  i s  happening wi th  the  Sputnik  
genera t ion,  who given what 's  happening in  the  markets  probably  can ' t  
re t i re  anyway.   So I  th ink tha t  keeping everybody product ive  i s  a  good 
th ing.   
 I  want  to  bui ld ,  I  guess ,  on  the  theme both  tha t  Commiss ioner  
Fiedler  and Commiss ioner  Mul loy,  I  th ink,  were  a l l  t ry ing to  grapple  
wi th ,  but  f i rs t  I  want  to  acknowledge f rom my own perspect ive  what 's  
probably  a  pol i t ica l ly  incorrec t  pos i t ion ,  but  I  don ' t  th ink tha t  th is  i s  
jus t  a  mat ter  of  dependency.   I  th ink there  are  par t icular  concerns  
about  the  fac t  tha t  China  i s  the  country tha t  we are  ta lk ing about .   I t  i s  
an  author i tar ian  government .  
 I  don ' t  th ink we would  be  having these  k inds  of  concerns  or  
commiss ions  i f  th is  was  the  UK that  we were  ta lk ing about ,  for  
example .   So we have to  acknowledge that  the  nature  of  China 's  
government ,  the  ques t ions  we have about  the  ro le  tha t  i t  p lays  in  the  
wor ld ,  the  responsibi l i t ies  tha t  i t ' s  taking on,  and how the  fu ture  of  the  
wor ld  i s  going to  be  shaped are  rea l ly  cr i t ica l  to  a l l  of  th is .  
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 But  I  want  to  get  to  the  i ssue  of  coopera t ion  because ,  Dr .  
Hughes ,  you ment ioned pandemics ,  the  g lobal  environment ,  and yet  do  
we balance  th is  need to  coopera te  wi th  both  who’re  paying the  b i l l  on  
 

 
 
 
  



 

 
 

 

tha t  one-- the  Chinese  are  going to  have ,  as  Dr .  McMil l ion  tes t i f ied  th is  
morning,  wi th in  a  mat ter  of  weeks  a  $2 t r i l l ion  fore ign currency 
reserve--and how do we a lso  balance  i t  wi th  the  fac t ,  Ms.  Walsh ,  tha t  a  
lo t  of  these  key companies  tha t  you are  ta lk ing about  coopera t ing ,  tha t  
we need to  pul l  in  as  par t  of  th is  coopera t ing  f ramework that  we have,  
and th is  publ ic-pr ivate  par tnership  are  companies ,  GE,  Boeing,  In te l ,  
they ' re  companies  tha t  have  one  foot  here  and one foot  in  what  they 
perceive  as  the i r  fu ture .  
 Even the  poss ib i l i ty  tha t  the  foot  tha t ' s  here  gets  pul led  out ,  tha t  
i t  becomes ins igni f icant  what 's  happening in  the  Uni ted  Sta tes .   How 
do we balance  those  th ings?   This  i s  something tha t  Congress  needs  to  
grapple  wi th ,  but ,  where  do we draw the  l ines?   I f  we are  going to  
provide  incent ives  for  corpora t ions ,  should  they be  incent ives  for  
companies  tha t  don ' t  see  the i r  fu ture  economic  growth being here  in  
the  Uni ted  Sta tes?  
 DR.  HUGHES:   I  th ink we do need,  a t  t imes ,  to  th ink of  
ourse lves  as  i f  we were  d i rec tors  or  managers  in  a  g lobal  company.   
Maybe i t  i s  even helpful  to  th ink in  terms of  a  French,  German,  or  
o ther  company not  based here .   What  would  make us  want  to  inves t  in  
the  Uni ted  Sta tes?   What  k ind of  c l imate?   What  sor t  of  pol ic ies?   
What  sor t  of  incent ives?  
 I  sugges t  th is  approach because  in  fac t  more  and more  of  our  
leading companies  are  becoming global ,  not  only  in  prac t ice  but  in  the  
way they look a t  the  wor ld .   I  know other  people  tha t  have  tes t i f ied  
before  the  Commiss ion here  have gone back to  contras t  today wi th  the  
era  of  "Engine  Char l ie"  Wilson,  the  former  pres ident  of  Genera l  
Motors .   He was  famous for  saying that  what 's  good for  America  i s  
good for  Genera l  Motors  and vice  versa .   The current  era  i s  cer ta in ly  
much more  compl ica ted .   You want  to  th ink of  your  incent ives  f rom 
the  s tandpoint  of  what  i s  going to  bui ld  a  s t ronger  Uni ted  Sta tes  and 
what  i s  going to  encourage  inves tment ,  job  crea t ion  and innovat ion 
here .  
 In  te rms of  g lobal  innovat ion,  I  th ink rea l ly  more  and more  
companies  do  see  innovat ion  as  a  g lobal  rea l i ty ,  companies  are  
drawing on good minds  wherever  they happen to  f ind  them.   In  some 
cases ,  tha t  ef for t  wi l l  have  publ ic  suppor t .   A number  of  na t ional  
governments  wi l l  say  tha t  we are  a l l  concerned about  a  pandemic  or  we 
a l l  need a l ternat ive  sources  of  energy,  tha t  the  era  of  o i l  i s  in  some 
sense  coming to  a  c lose  over  the  next  decades .   We would  need then to  
th ink about  a  fa i r  shar ing of  the  suppor t  and a  fa i r  shar ing of  the  
benef i t s .  
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 I f  i t  were  to  be  an  in te l lec tual  proper ty  ques t ion ,  maybe we 
should  have ser ious  d iscuss ions  between the  WTO and WIPO as  to  
 

 
 
 
  



 

 
 

 

what  a  model  g lobal ,  publ ic ly-funded global  agreement  would  look 
l ike .   Cer ta in ly  you would  expect  tha t  i f  China  were  a  par t ic ipant ,  they 
would  want  some of  those  benef i t s ,  and i f  we were ,  we would  want  
some,  too ,  in  some sor t  of  equi table  fashion.  
 MS.  WALSH:  The reason I  s t ruggle  i s  because  I  th ink 
somet imes  we may need new tools  to  bet ter  deal  wi th  th is  i ssue  wi th  
regard  to  inf luencing China  as  wel l  as  these  mul t ina t ional  companies  
which we tend to  th ink of  as  U.S. ,  but  I  th ink more  tend to  th ink of  
themselves  as  g lobal  companies  than anything e lse  today.  
 So maybe new ideas  l ike  having companies  fos ter  t ra in ing as  
they are  doing in  China  for  var ious  reasons ,  send and suppor t  U.S.  
s tudents  going to  China ,  you know,  lo ts  of  scholarships ,  lo ts  of  t ravel  
abroad,  f lood the  p lace  wi th  U.S.  s tudents  in  sc ience  and engineer ing 
and everything e lse .  
 There  may be  d i f ferent  ways  of  deal ing wi th  what  i s  th is  new 
phenomenon,  whether  i t  would  take  p lace  in  and/or  outs ide  China .   We 
tend to  l ike  i t  here ,  and yet  the  rea l i ty  i s  th is  i s  a  g lobal  phenomenon,  
a  lo t  of  i t  in  China .   A th ink we could  get  maybe the  companies  to  or  
incent iv ize  the  companies  to  promote  an  exci tement  in  sc ience  and 
technology and engineer ing in  the  Uni ted  Sta tes .   I t  seems to  me that ' s  
lacking r ight  now.  
 What  are  the  next  genera t ion  projec ts  and why would  they be  
exci t ing?   And we 're  going to  suppor t  you in  these ,  and we 're  going to  
le t  you t ravel  the  wor ld ,  China  and other  p laces ,  to  t ra in  you up 
quickly  and to  see  these  d i f ferent  countr ies  and learn  d i f ferent  
languages .    
 I t  may be  something ent i re ly  new that  we haven ' t  done tha t  much 
of  in  the  pas t .   So  I  s t ruggle  wi th  speci f ics ,  but  tha t  type  of  new idea ,  
out  of  the  box th inking,  I  th ink is  required  and we could  ask  cer ta in ly  
the  companies  to  help  us  wi th  tha t .  
 They see  value  in  doing tha t  in  China  for  the  var ious  benef i t s  
tha t  they get  wi th  the  Chinese  government ,  the i r  par tners  and others .   
Can we not  feed in to  tha t  some and work wi th  them to  f ind  ways  tha t  
we can exploi t  th is  enormous amount  of  funding that  the  Chinese  are  
going to  put  in to  S&T and R&D over  the  next  decades?   How can we 
exploi t  tha t?   How can we help  them – the  companies  -  and help  them 
exploi t  i t  and how can they help  us  –  the  U.S.  Government  -  exploi t  i t?  
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 VICE CHAIRMAN BARTHOLOMEW:  Jus t  an  observat ion,  and 
tha t  i s  the  very  k inds  of  s t ra tegies  tha t  we ta lk  about  tha t  the  Chinese  
government  i s  doing because  of  the  nature  both  of  our  government  and 
our  f ree  market  economy,  people  have  a lways  res is ted .   We can ' t  ta lk  
about  na t ional  economic  s t ra tegies  in  th is  country .   We can ' t  ta lk  about  
these ,  and the  Chinese  government  has  contro l  over  th ings  tha t  we 
 

 
 
 
  



 

 
 

 

have chosen in  th is  socie ty  not  to  do ,  which jus t  fur ther  compl ica tes  i t .  
 I t  doesn ' t  make i t  imposs ib le ,  but  cer ta in ly  compl ica tes  th ings .  
 MS.  WALSH:  And yet  these  new f indings  suggest  tha t  the  
government  has  p layed an  enormously  impor tant  ro le ,  i f  not  d i rec t ive ,  
but  suppor t ive  ro le  over  the  las t  40  years .  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   Commiss ioner  Esper .  
 DR.  HUGHES:   May I  jus t  add two words?  
 HEARING COCHAIR WESSEL:   Yes ,  p lease .  
 DR.  HUGHES:   One on the  fore ign language f ront .   Of  course  
going back to  the  Sputnik  era ,  there  was  a  Nat ional  Defense  Fore ign 
Language Fel lowship  where  you s tudied  sc ience  or  economics ,  and you 
s tudied  language a t  the  same t ime.   But ,  s tar t ing  in  graduate  school ,  
you were  coming a t  i t  very  la te  in  the  game.   Most  say  the  ear l ie r  the  
bet ter  for  learning a  language.  
 I  would  love  to  see  the  federa l  government ,  perhaps  the  
Congress ,  enact  a  chal lenge grant  program:  p ick  a  dozen key 
languages--Chinese  would  cer ta in ly  be  one  of  them--and encourage  
school  sys tems to  s tar t  r ight  f rom kindergar ten  a l l  the  way through 
12th  grade ,  so  a  s tudent  i s  able  to  bui ld  h is  or  her  language ski l l s .   So  
you would  then have a  group of  people  who picked STEM disc ip l ines  
who would  a l ready be  prepared for  g lobal  col labora t ion .  
 The second thought  about  g lobal  companies  i s  tha t  we do need 
to ,  I  th ink,  accept  the  rea l i ty  tha t  the  companies  do th ink of  
themselves  g lobal ly .   There  i s  even an  in teres t  in  new business  models  
where  they sor t  of  adopt  the  pol i t ica l  campaign or  Hol lywood model .   
Your  core  competence  becomes an  abi l i ty  to  pul l  together  the  r ight  
people  for  a  speci f ic  venture ,  and then you go on to  the  next  venture  
and you pul l  together  another  se t  of  people ,  and those  people  may be  
here  or  they may be  anywhere  around the  wor ld .   So i t  rea l ly  i s  a  very  
d i f ferent  wor ld  tha t  we are  th inking about .  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   Commiss ioner  Esper .  
 COMMISSIONER ESPER:  Thank you.   I 've  heard  Sputnik  
ment ioned a  couple  of  t imes ,  and tha t ' s  k ind of  i ronic  because  Sputnik  
mot ivated  us  to  make these  inves tments  not  because  of  the  launch of  
the  sa te l l i te ,  but  because  we bel ieved tha t  the  Sovie t  Union was  an  
exis tent ia l  threa t  to  the  Uni ted  Sta tes ,  and many in  th is  town and 
e lsewhere  are  loa the ,  so  to  speak,  to  make tha t  corre la t ion  to  China .   
So i t ' s  a  l i t t le  b i t  of  i rony there .  
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 Ms.  Walsh ,  I  want  to  pul l  more  on th is  s t r ing  tha t  Dr .  Wortze l  
ta lked about  because  c lear ly  the  Chinese  are  exploi t ing  us  for  
technology in  any number  of  ways ,  and they have a  s t ra tegy.   And what  
 

 
 
 
  



 

 
 

 

you propose  makes  sense .   How do we exploi t  the i r  R&D? 
 But  I 'm wres t l ing  wi th  what  you mean by tha t  in  terms of  
concre te  examples  because  i t ' s  not  c lear  to  me e i ther  whether  you 
bel ieve  tha t  we should  have expor t  cont ro ls  on  h igh tech dual -use  
technologies .   Can you e labora te  any more  on tha t?  
 MS.  WALSH:  As  I  noted  ear l ier ,  I  th ink tha t  they ' re  necessary  
but  not  suff ic ient .   I  th ink they ' re  a  useful  tool ,  they may,  again ,  i f  we 
look a t  th is  objec t ive ly  and broadly ,  we may come to  the  conclus ion 
tha t  we need more  expor t  cont ro ls- -we need to  pul l  a  lo t  of  th is  
inves tment  back.   We need to  put  s t icks  on the  company.  
 That  may be  the  conclus ion.   I  am open to  tha t  as  a  potent ia l .   
What  I 'm proposing is  tha t  we a lso  ask  would  i t  potent ia l ly  be  in  our  
in teres t  to  go  the  exact  opposi te  d i rec t ion ,  and I  haven ' t  seen tha t  
debate  happen.   Unt i l  I  do ,  I 'm not  sure  tha t  the  expor t  cont ro l  or  the  
more  defens ive  approach is  rea l ly  helping because  i t ' s  one  foot  on  the  
gas ,  one  foot  on  the  brake ,  and that  doesn ' t  seem to  be  helping us  in  
terms of  innovat ion in  S&T,  and the  long- term pic ture  doesn ' t  look too  
good--manufactur ing and so  for th .  
 So tha t ' s  why I 'm proposing that  you a t  leas t ,  tha t  we a t  leas t  
consider  the  opposi te ,  and then reach a  conclus ion.  
 COMMISSIONER ESPER:  And the  opposi te  being?  
 MS.  WALSH:  Ei ther  more  defens ive  pul l  i t  back because  tha t  
serves  our  in teres t  or  a l l  in .  
 COMMISSIONER ESPER:   Al l  in  being de-control?  
 MS.  WALSH:  No,  not  in  terms of  expor t  controls .   There  a lways  
wi l l  be  some expor t  cont ro ls .  
 COMMISSIONER ESPER:  Yes .  
 MS.  WALSH:  Cer ta in ly .   Where  are  our  mi l i ta ry  advantages?   
Cer ta in ly  we want  to  protec t  those .  
 COMMISSIONER ESPER:  Right .  
 MS.  WALSH:  But  to  the  extent  tha t  we want  to  be t ter  exploi t ,  i f  
we can,  China 's  own advances  and the  wor ld  being in  China  t ry ing to  
inves t  in  these  new areas ,  Dr .  Hughes  sa id  i t .   The  more  smar t  people  
you have working on hard  problems,  the  bet ter .   I f  these  people  are  in  
China ,  le t ' s  go  there ;  le t ' s  exploi t  the  heck out  of  i t .  
 Expor t  cont ro ls  wi l l  s t i l l  be  l ike ly  a  tool ,  but  there  may be  o ther  
tools  tha t  he lp  us  exploi t  th is  t rend.   So I 'm not  advocat ing tha t  we do 
th is .   I 'm advocat ing  tha t  we consider  i t  as  i t  may be  the  answer ;  i t  
may not  be .   
 COMMISSIONER ESPER:  Sure .  
 MS.  WALSH:  But  we have ask  the  ques t ions .  
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 COMMISSIONER ESPER:  But  are  those  mutual ly  exclus ive?   
You keep saying one foot  on the  pedal ,  one  on the  gas .   You can have 
 

 
 
 
  



 

 
 

 

expor t  contro ls  on  one  hand to  protec t  sens i t ive  technologies  tha t  you 
want  to  deny others ,  but  a lso  go a l l  in?   Again  I 'm jus t  asking,  I  don ' t  
know what  "a l l  in"  means .  
 MS.  WALSH:  Right .   I  guess  what  I 'm get t ing  a t  i s  there  seems 
to  be  fear ,  as  Commiss ioner  Bar tholomew suggested ,  tha t  we don ' t  ask  
the  ques t ion  because  i t ' s  a  b i t  of  a  th i rd  ra i l  in  te rms of  mi l i ta ry  
moderniza t ion .  
 COMMISSIONER ESPER:  What 's  the  ques t ion though?  
 MS.  WALSH:  Is  i t  in  the  U.S.  in teres t  to  do  more  t rade  wi th  
China?    
 COMMISSIONER ESPER:  Yes .  
 MS.  WALSH:  We tend to  fa l l  back on i t  i f  i t ' s  not  good.   I t ' s  the  
o ld  argument ,  we want  to  keep technology away f rom them.  
 COMMISSIONER ESPER:   Sure .   But  to  do more  t rade--  
 MS.  WALSH:  That  may not  be  the  bes t  way.  
 COMMISSIONER ESPER:   - - though in  control led  i tems?  
 MS.  WALSH:  The ques t ion is  what  i s  our  objec t ive  and then 
answer  what  are  the  necessary  tools .  
 COMMISSIONER ESPER:  Yes ,  but  the  purpose  of  expor t  
cont ro ls  i s  to  deny them cr i t ica l  technologies- -  
 MS.  WALSH:  Right .  
 COMMISSIONER ESPER:  - - they can use  to  advance  the i r  
mi l i ta ry  and in te l l igence  capabi l i t ies .  
 MS.  WALSH:  And i f  we look a t  the  problem and f ind  tha t  we 
get  more  gains ,  benef i t s ,  commercia l ly  and defense-or iented ,  f rom 
par t ic ipat ing  more ,  then tha t  may answer  tha t  expor t  cont ro ls  should  
be  more  l imi ted ,  or  the  answer  may be--  
 COMMISSIONER ESPER:  Okay.   So  tha t ' s  what  I 'm t ry ing to  
nai l  down.   What  you ' re  sugges t ing  i s  maybe we should  be  control l ing  
fewer  th ings  and go in  the  o ther  d i rec t ion  of  working wi th  the  Chinese  
on  th is?  
 MS.  WALSH:  Poss ib ly ,  in  order  to  reap greater  ga ins  in  the  end.  
 But  unt i l  we ask  the  ques t ion  in  tha t  form,  we 're  going to  keep doing 
what  we 've  a lways  done,  and I  th ink a t  th is  point ,  i t ' s  holding us  back.  
 I t  may be  holding us  back.  
 COMMISSIONER ESPER:  Okay.   That ' s  what  I 'm t ry ing to  
unders tand.   Of  course ,  we had th is  debate  in  2000 and 2001 up here .    
 MS.  WALSH:  Expor t  controls  be ing only  one  par t  of  the  
problem.  
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 COMMISSIONER ESPER:  Sure .   And then I  t ry  and put  tha t  in  
the  context  of  what  you wri te  on  page e ight .   You say,  g iven the  
ongoing global iza t ion  phenomenon,  i t  seems unl ikely  tha t  we 'd  be  able  
to  or  should  even want  to  l imi t  China 's  S&T and R&D advances .   
 

 
 
 
  



 

 
 

 

Here 's  the  key word,  " i f , "  i f  they serve  to  promote  grea ter  g lobal  
prosper i ty  and sc ient i f ic ,  technologica l  and indust r ia l  innovat ions  tha t  
can  be  g lobal ly  d is t r ibuted .   That ' s  an  impor tant  " i f . "    
 MS.  WALSH:  Uh-huh.  
 COMMISSIONER ESPER:  With  the  c lause ,  i t  ta lks  about  grea ter  
openness  and promote  a l l  these  good things ,  but  of  course  the  i ssue  
tha t  concerns  mysel f  and I  th ink severa l  o thers  here  i s  what  i f  they 
don ' t ,  and I  th ink the  evidence  points  tha t  many of  them don ' t?   What  
i f  they ' re  advancing China 's  own mil i ta ry  capabi l i t ies  tha t  could  be  
used agains t  the i r  ne ighbors  or  worse ,  agains t  us  and our  in teres ts?  
 MS.  WALSH:  The r i sks  are  inherent .   I  agree  wi th  you.  
 COMMISSIONER ESPER:  Exact ly .  
 MS.  WALSH:  And th is  wi l l  be  a  threa t  i f  we take  a  la issez-fa i re  
approach and hope for  the  bes t .   Absolute ly  i t  wi l l  be  a  threa t .   But  are  
there  ways  tha t  we can exploi t  tha t  tha t  wi l l  reap  grea ter  ga ins  tha t  
t rump those  r i sks ,  tha t  we can accept  those  r i sks  because  the  gains  wi l l  
be  so  grea t?   We have to  ask  tha t  ques t ion  i s  a l l  I 'm advocat ing.  
 I  don ' t  th ink we have asked that  ques t ion .  We have not  looked a t  
i t  fu l ly ,  and unt i l  we do,  I  th ink we ' l l  keep moving a long,  but  i t  may 
not  reap  the  grea tes t  ga ins  for  commercia l  or  defense  in teres ts  of  the  
Uni ted  Sta tes .  
 COMMISSIONER ESPER:  Okay.    
 HEARING COCHAIR WESSEL:   Commiss ioner  Reinsch.  
 MS.  WALSH:  Are  we pass ing up oppor tuni t ies  tha t  a re  cr i t ica l  
for  U.S.  defense  indust ry ,  for  ins tance?    
 COMMISSIONER ESPER:  I  know there  have been numerous  
s tudies .  
 MS.  WALSH:  That 's  what  I 'm asking.   We don ' t  know.  
 COMMISSIONER ESPER:  And there  was ,  of  course ,  extens ive  
debates ,  as  Commiss ioner  Reinsch and I  wel l  know,  in  2000-2001 on 
expor t  cont ro ls  and the i r  va lue  and where  do you draw that  l ine ,  and so  
on.   
 So  I 'm not  sure  tha t  debate  hasn ' t  been had.   I 'm jus t  t ry ing to  
f ind  out  when you ta lk  about  going "a l l  in"  or  new approaches ,  I  jus t  
want  to  unders tand so  tha t  we can then assess  those ,  convey them to  
the  Congress  as  appropr ia te  recommendat ions  or  not ,  to  go  in  one  
d i rec t ion  or  the  o ther .   So  I 'm jus t  t ry ing--  
 MS.  WALSH:  That ' s  why,  I 'm not  advocat ing one  d i rec t ion  or  
the  o ther .   I 'm advocat ing a  debate  and a  s t ra tegy coming out  of  i t .  
 COMMISSIONER ESPER:  Yes ,  and I 'm t ry ing to  f ind  
i l lus t ra t ive  examples  of  what  tha t  s t ra tegy may look l ike .   But  
anyways ,  thank you.  
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2001.  
 I  jus t  want  to  make that  point .   I  have  a  bunch of  cranky 
ques t ions  but  they ' re  for  my col leagues ,  not  the  wi tnesses .   So I ' l l  save  
those  for  another  day.  
 Let  me commend the  wi tnesses  f i rs t  on  laying out  c lear ly  the  
chal lenges  g lobal  companies  face  or  the  chal lenges  U.S.  companies  
face  in  opera t ing  in  the  g lobal  environment ,  and a lso  making a  
compel l ing  case  for  the  inevi tabi l i ty  of  the  chal lenges  they face  and 
the  d i f f icul ty ,  i f  not  imposs ib i l i ty  of  walking back,  and I  th ink i t ' s  
good that  you both  d id  tha t .   I t ' s  par t icular ly  good because  you both  
made the  point  expl ic i t ly  and impl ic i t ly  tha t  these  re la t ionships  and 
col labora t ions  can be  win-win.   Jus t  because  somebody does  something 
overseas ,  tha t  doesn ' t  mean necessar i ly  and inevi tably  tha t  somebody 
in  the  Uni ted  Sta tes  has  los t .   There  can be  gains  on both  s ides  and we 
ought  to  be  looking for  oppor tuni t ies  to  do tha t .  
 With  tha t  sa id ,  I  confess  I  fee l  a  tad  parenta l  about  Ms.  Walsh  
s ince  as  I  recal l  when I  was  in  the  government ,  I  was  one  of  the  f i rs t  
people  to  fund her  research in  th is  area .  She 's  now gone way beyond 
that  re la t ive ly  smal l  amount  of  money.    
 I  apprecia te  your  service  both  to  the  country  and the  grea ter  
body of  knowledge about  China  in  the  las t  15  years .  
 I  don ' t  fee l  parenta l  about  Dr .  Hughes .   He 's  much older  than I  
am,  but  I  apprecia te  your  service  nonetheless .  
 DR.  HUGHES:   I  remember  Sputnik .    
 COMMISSIONER REINSCH:  Yes .   Unl ike  Esper ,  so  do I .   We 
were  both  a l ive  then.  
 HEARING COCHAIR WESSEL:   What ' s  Sputnik?  
 COMMISSIONER REINSCH:  I  do  have  two ques t ions  ac tual ly- -
for  Ms.  Walsh ,  which are  an  a t tempt  to  get  a t  what  Commiss ioner  
Esper  was  t ry ing to  get  a t  in  a  s l ight ly  d i f ferent  way,  which is  to  what  
"a l l  in"  means .    
 F i rs t  of  a l l ,  do  you see  a  ro le  for  more  formal  U.S.  government-
Chinese  government  coopera t ion  in  sc ience  and technology,  
informat ion shar ing,  e t  ce tera?   And i f  so ,  what?  
 MS.  WALSH:  I  do  and having been a t  a  conference  preceding 
the  JCCT not  too  long ago,  we ta lked about  where  are  areas  where  we 
might  coopera te  on S&T with  the  Chinese .   At  the  end,  i t  came to ,  
wel l ,  le t ' s  focus  more  on what  are  the  areas  tha t  we can ' t  because  the  
g lobal  problem se t  i s  so  large  and the  potent ia l  to  so lve  a  lo t  of  
common problems is  there ,  and so  you can ident i fy  more  readi ly  the  
ones  tha t  a re  more  cr i t ica l  and sens i t ive  tha t  you can ' t  work on.  
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 So  i t  seems to  me there 's  an  in teres t  in  China ,  there 's  an  in teres t  
in  the  U.S.  genera l ly ,  tha t  we want  to  solve  some of  these  problems.   
 

 
 
 
  



 

 
 

 

The Chinese  could  be  a  good par tner  there .  
 COMMISSIONER REINSCH:  What  forms might  tha t  coopera t ion  
take?  
 MS.  WALSH:  Data  shar ing on these  phenomena,  much of  which 
i s  in  China;  therefore ,  the i r  numbers  are  l ike ly  going to  be  a  b i t  r icher  
than ours  a t  th is  point .   But  a  coopera t ive  data  col lec t ion  so  tha t  we 
have conf idence  in  the  data .  
 Sc ient i f ic  exchanges  in  the  sense  of  where  are  the  new front iers  
tha t  we both  th ink are  impor tant  to  inves t  in  tha t  the  Chinese  are  l ike ly  
I  th ink to  inves t  in ,  have  money to  inves t  in .   Where  are  they going 
wi th  th is?   I  th ink,  again ,  f inding ways  tha t  we can exploi t  what  
they ' re  going to  be  inves t ing  in .  
 Much as  we inves ted  af ter  World  War  I I ,  the  res t  of  the  wor ld  
reaped the  indi rec t  benef i t s  of  tha t ,  le t ' s  ident i fy  where  there  may be  
indi rec t  benef i t s  f rom what  China  p lans  to  do.  
 COMMISSIONER REINSCH:  Are  there  par t icular  areas  tha t  you 
th ink are  potent ia l ly  the  most  f ru i t fu l  for  tha t  k ind of  col labora t ion?  
 MS.  WALSH:  Cer ta in ly ,  b io technology,  heal th  care ,  g iven the  
type  of  fore ign inves tment  tha t ' s  in  China  r ight  now doing s tudies  tha t  
appear  to  be  ahead of  o ther  countr ies ,  i s  a  good area .    
 Nanotechnology,  g iven China 's  rapid  advances  in  bas ic  sc ience  
and research in  tha t  area ,  seems an  obvious  one .  
 Space ,  g iven the  current  s i tuat ion  of  our  space  indust ry ,  I  would  
expect  to  be  an  area  where  we would  want  to  work perhaps  more  
col labora t ive ly  wi th  the  Chinese ,  a t  leas t  f ind  areas  where  i t  might  be  
in  our  in teres t ,  and I  won ' t  got  there .   Shipbui ld ing i s  a  market  area  
tha t  obviously  the  U.S.  has  had di f f icul t ies  in .   Are  there  ways  tha t  we 
can exploi t  what 's  happening in  China  to  serve  our  in teres ts?  
 I t  may wel l  be  we want  to  bui ld  the  bas ic  par ts  in  China  and add 
the  more  cr i t ica l  sys tems,  you know,  here .   There  may be  new ways  of  
doing what  we 've  a lways  done here  us ing a  more  g lobal  methodology 
and ta lk ing to  the  Chinese ,  we can learn  more  about  how we can f ind 
ways  to  exploi t  tha t .  
 COMMISSIONER REINSCH:  Dr .  Hughes ,  do  you want  to  
comment  on her  l i s t?   Add or  subt rac t  or  d isagree?  
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 DR.  HUGHES:   I  th ink the  l i s t  i s  very  good.   I  would  add some 
areas  of  energy research.   I  am probably  being inf luenced by Senator  
Byrd here ,  as  I  would  put  a  lo t  of  focus  on the  c leanes t  poss ib le  coal  
technology.   Even i f  we were  to  choose  never  to  use  another  lump of  
coal  in  the  Uni ted  Sta tes ,  China  and India  are  both  s i t t ing  on 
mounta ins  of  coal  and they fee l  an a lmost  moral  impetus  as  wel l  as  a  
pol i t ica l  impetus  to  grow.    
They are  going to  use  tha t  coal .   I  th ink China  now rea l izes  what  a  
 

 
 
 
  



 

 
 

 

chal lenge i t  has  crea ted  in  terms of  i t s  own environment  and i t s  own 
heal th .   That  could  be  an  area ,  I  th ink,  of  very  extens ive  col labora t ion .  
 Were  i t  successful - -maybe seques t ra t ion  i s  the  answer ,  maybe there  i s  
something e lse- -but  were  i t  successful ,  i t  would  t rans la te  in to  a lmost  
ins tant  energy independence  in  the  Uni ted  Sta tes  s ince  we 're  the  th i rd  
Saudi  Arabia  of  coal .  
 COMMISSIONER REINSCH:  Thank you very  much.  
 HEARING COCHAIR WESSEL:   And i f  you 'd  l ike  to ,  
Commiss ioner  Reinsch,  submit  your  cranky ques t ions  for  the  record ,  
we 'd  be  happy to  look a t  them.  
 Commiss ioner  Videnieks .  
 COMMISSIONER VIDENIEKS:   Jus t  a  couple  of  quick 
ques t ions .   One is  when we discuss  PRC R&D, we hear  the  d iscuss ion 
of  bas ic  and appl ied ,  and I 've  a lways  a lso  heard  tha t  acronym expanded 
to  maybe RD&D, to  inc lude des ign.  
 When we compare  the  roughly  two percent  of  GDP for  each s ta te ,  
what  they ' re  projec t ing  to  spend,  or  what  the i r  goal  i s  and what  we are  
spending,  are  we ta lk ing apples  and apples?   Are  we including the  
l i t t le  "d"  a t  the  end of  the  PRC R&D?  
 The other  th ing is  how can one have bas ic  development?  How 
can one  have bas ic  "D" l ike  I  say  bas ic  "R"?   Okay.  
 Rela ted  to  th is  whole  th ing,  would  be  the  leapfrogging.   Are  we 
rea l ly  saying tha t  the  dol lars - -besides  purchas ing power  par i ty- -go 
fur ther  in  China  than they do here?  Since  the i r  R&D is  focused on 
R&D af ter  taking advantage  of  leapfrogging,  are  they get t ing  more  out  
of  i t  in  tha t  way? 
 Those  are  bas ica l ly  my ques t ions .  
 MS.  WALSH:  In  terms of  R&D, des ign,  I  be l ieve  tha t  tha t ' s  
genera l ly  lumped in  wi th  the  "D,"  the  development  s ide .   My 
unders tanding is  tha t  there  are  s t i l l  d i f f icul t ies  wi th  the  data  
in ternat ional ly ,  the  way that  China  ca lcula tes  R&D, bas ic ,  appl ied ,  and 
otherwise ,  and the  way that  we do or  the  OECD does .   S t i l l  somewhat  
problemat ic ,  but  tha t  i s  be ing worked out  so  tha t  you can compare  
bet ter .  
 Of  course ,  then the  exchange ra te  becomes the  i ssue  s t i l l .   So  
th is  i s  an  ongoing chal lenge ,  of  course,  and so  tha t ' s  one  of  the  reasons  
I  d idn ' t  put  a  lo t  of  s ta t i s t ics  in  my tes t imony because  you can read 
those  any which way,  of  course .  
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 As  far  as  leapfrogging,  tha t  i s  an  expl ic i t  par t  of  China 's  p lan  to  
leapfrog in  cer ta in  areas ,  and as  I  th ink Dr .  Hughes  might  have pointed  
out ,  China  i s  looking for  n iche  areas ,  f ront ier  type  research where  they 
can have the  most  inf luence  and have  the  grea tes t  oppor tuni t ies ,  where  
they ' re  not  compet ing head on wi th  the  Uni ted  Sta tes ,  for  ins tance .  
 

 
 
 
  



 

 
 

 

 So  these  are  areas  where  they may be ,  i f  they ' re  successful ,  
leapfrog,  i f  you wi l l ,  current  sc ience  and research,  and so  again  
arguing tha t  we want  to  keep a  c lose  hold  on what  they ' re  doing,  
whether  tha t ' s  organiza t ion  to  organiza t ion ,  individual  to  individual ,  
government  to  government ,  I  would  suggest  a l l  three ,  so  tha t  we have  a  
good unders tanding of  what 's  happening on the  ground there .  
 And not  jus t  so  tha t  we have  bet ter  numbers  and f igures  and 
unders tand the  terminology in  a  common way,  but  a lso  so  we have the  
l i s tening pos t  and ideas  of  what 's  happening quickly  so  tha t  we can 
respond,  our  companies  and our  government ,  to  changes  on the  ground.  
 COMMISSIONER VIDENIEKS:   I  was  jus t  th inking,  s ince  the  
U.S companies  tha t  a re  over  there  are  in teres ted  in  prof i t s ,  some of  the  
"D"-- the  R&D centers  could  be  doing a  lo t  of  "D" over  there ,  the  
second "D,"  the  des ign ef for t .   
 Any comment  on tha t ,  s i r?  
 DR.  HUGHES:   I  would  agree  wi th  everything tha t  Professor  
Walsh  jus t  sa id .   I  would  emphasize  tha t  r ight  now we spend,  of  
course ,  a  lo t  more  on bas ic  "R" and more  fundamenta l  "D" than China  
does  wi th  the  except ion of  these  n iche  areas .  
 Looking forward,  and not  jus t  about  China ,  we need to  th ink way 
beyond our  current  mind-se t ,  where  we th ink tha t  i f  i t  has  been 
invented ,  i t ' s  been invented  here .   That  we are  a lways  the  f i rs t  mover ,  
to  use  bus iness  language.  As  t ime goes  forward in  th is  century ,  we a lso  
want  to  learn  how to  be  very  fas t  fo l lowers ,  to  take  advantage  of  what  
happens  in  Europe,  Japan,  and,  in  some cases  in  China .  
 Professor  Walsh  ment ioned the  exchange ra te  ques t ion ,  tha t  
China  i s  s t i l l  behind us  in  terms of  s tandard  of  l iv ing and therefore  
of ten  the  cos ts  for  profess ionals .   As  they are  more  successful  in  
bui ld ing up the i r  indigenous  univers i t ies  and have a  larger  and larger  
ta lent  pool ,  you wi l l  f ind  g lobal  companies  saying we can hi re ,  say ,  
four  Chinese  engineers  to  work on th is  problem or  four  Chinese  
sc ient is t s  to  be  par t  of  our  more  fundamenta l  team.   Companies  wi l l  
want  to  pursue  tha t  ta lent  i f  China  i s  successful  in  bui ld ing tha t  pool .   
China’s  current  ac t iv i t ies  are  rea l i s t ic ;  they are  ta rget ing  cer ta in  
univers i t ies  to  make them world-c lass .   I  unders tand the i r  aspi ra t ions  
are ,  over  t ime,  to  have  a  thousand Univers i ty  of  Michigans .   I f  tha t  
were  t rue ,  we would  want  to  be  doing a  lo t  of  fas t  fo l lowing,  I  th ink.  
 COMMISSIONER VIDENIEKS:   Thank you.  
 HEARING COCHAIR WESSEL:   Commiss ioner  Slane .  
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 COMMISSIONER SLANE:  One of  our  pr imary focuses  here  i s  
what  to  recommend to  Congress ,  and you 've  been very  helpful  in  some 
sugges t ions  here ,  but  i t  seems to  me tha t  our  immigra t ion  laws are  
ac t ing  as  a  barr ier  to  encouraging fore igners  who have the  ski l l  se ts  
 

 
 
 
  



 

 
 

 

tha t  we need f rom coming to  the  Uni ted  Sta tes .  
 Could  you comment  on that ,  and is  tha t  something we should  
th ink about  recommending to  Congress?  
 DR.  HUGHES:   I  have the  misfor tune  of  having worked on the  H-
1B ques t ion  and s t i l l  have  the  scars  to  prove i t .   I  th ink we need to  
have  a  balance ,  tha t  we benef i t  and have benef i t ted  enormously  wi th  
the  f low of  in ternat ional  ta lent .   The f low was  d is rupted for  a  per iod 
shor t ly  af ter  9 /11 where  there  was  a  rea l  t ightening up on the  v isas .   I  
th ink tha t  i s  less  the  case  now however ,  and the  b igger  chal lenge wi l l  
be  the  g lobal  compet i t ion  for  tha t  ta lent .  
 We want  to  a lso  balance  tha t  f low under  H-1B or  o ther  shor ter -
term,  temporary  provis ions  agains t  the  need to  crea te  incent ives  for  
na t ive-born  ta lent  to  move in to  the  STEM disc ip l ine .   So you need to  
th ink about  how to  balance  those  two.  
 But  cer ta in ly  we want  to  cont inue  to  benef i t  f rom fore ign ta lent .  
 I  th ink in  my wri t ten  tes t imony,  I  c i ted  the  work of  AnnaLee 
Saxenian,  who suggests  tha t  over  the  las t  couple  of  decades ,  a  th i rd  of  
the  s tar t -ups  in  Si l icon Val ley  have  been s tar ted  by e i ther  Chinese  or  
Indian  immigrants .  
 In  the  case  of  the  Indian  immigrants ,  they are  rea l ly  forming 
t ransnat ional  ne tworks  in  a  context  tha t  hopeful ly  wi l l  benef i t  and I  
th ink should  benef i t  both  countr ies .   And the  Chinese  are  in  a  pos i t ion  
to  do the  same kind of  th ing.  
 So I  th ink,  yes ,  we want  to  cont inue  to  a t t rac t  the  bes t  and 
br ightes t  f rom around the  wor ld ,  but  we a lso  have  to  recognize  tha t  
there  i s  going to  be  more  compet i t ion  for  tha t  ta lent  and we rea l ly  do 
have  to  take  the  c lass ic  advice  to  the  a  doctor ,  heal  thysel f ,  in  te rms of  
educat ing our  own.  
 MS.  WALSH:  I 'd  agree .   The numbers  show that  we ' re  los ing 
some potent ia l  immigrants  to  Austra l ia  and the  UK and other  p laces  
where  i t ' s  a  l i t t le  b i t  eas ier  to  ge t  a  v isa  and/or  a  res idence  card .  
 This  i s  obviously  an  area  where  we benef i t ted  over  the  las t  40  
years ,  and we would  want  to  in  a  g lobal  environment  benef i t  fur ther ,  I  
would  expect .  
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 Jus t  a  quick  anecdote :   I  have  a  young cousin  who was  going in to  
the  sof tware  indust ry  when i t  was  a t  i t s  depth ,  not  too  long ago,  and he  
asked me for  advice .   I  sa id  go to  China ,  you ' re  young,  you ' re  
adventurous ,  you don ' t  need to  make a  whole  lo t  of  money.   You jus t  
need a  good job.   Go to  China  or  go to  India ,  and that ' s  what  makes  me 
th ink,  wel l ,  maybe we can get  companies  and government  to  suppor t  
th is .   I f  they don ' t  see  an  oppor tuni ty ,  they want  to  be  in  th is  f ie ld ,  
they want  to  be  in  a  sc ience  and technology indust ry ,  but  they don ' t  
see  the  oppor tuni ty  here ,  le t ' s  fos ter  them to  go somewhere  e lse  for  
 

 
 
 
  



 

 
 

 

awhi le .  
 They don ' t  need to  make as  much as  a  CEO or  a  regular  fu l l - t ime 
employee  per  se ,  but  fos ter  some suppor t  for  them to  go to  o ther  
p laces ,  learn  language,  learn  cul tures ,  learn  how i t ' s  be ing done there .  
 That  I  th ink would  be  a  genera t ional  inves tment  on  our  par t  to  then 
br ing them back home,  to  take  those  h igher  paying jobs  and be  more  
innovat ive  here  a t  home.   Again ,  I  th ink some new ideas ,  some new 
approaches  may be  needed,  and immigra t ion  both  d i rec t ions  i s  an  area  
tha t  needs  a t tent ion .  
 HEARING COCHAIR WESSEL:   Thank you.   Thank you,  both ,  
for  a l l  of  your  tes t imony,  both  wri t ten  and ora l ,  and we are  going to  
break now t i l l  1 :45 a t  which point  we wi l l  resume wi th  our  next  panel .  
 [Whereupon,  a t  1 :00 p .m. ,  the  hear ing recessed,  to  reconvene a t  
1 :45 p .m.]  
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A F T E R N O O N    S  E S S I  O N 
               

PANEL IV:  CHINESE DEVELOPMENT IN KEY INDUSTRIES 
 

 HEARING COCHAIR SHEA:  Good af ternoon,  everyone,  and 
welcome back to  our  four th  and larges t  panel .   Welcome,  wi tnesses .   
Our  d iverse  panel  of  exper ts  wi l l  be  d iscuss ing current  Chinese  
development  in  key indust r ies  and sec tors  of  the  economy.    
 Let  me in t roduce  our  three  panel is t s .   Dr .  Tom Tao is  Ass is tant  
Professor  of  Management  a t  Lehigh Univers i ty .   He is  current ly  on the  
edi tor ia l  board  of  JCIM.   That ' s  the  Journal  of  Compet i t ive  
In te l l igence  and Management .  
 His  research  in teres ts  inc lude  s t ra tegic  a l l iances  in  emerging 
markets ,  in ternat ional  market  ent ry ,  and compet i t ive  in te l l igence .    
 Owen Herrns tadt  i s  the  Direc tor  of  In ternat ional  Affa i rs  for  the  
In ternat ional  Associa t ion  of  Machinis ts  and Aerospace  Workers .   He 
develops  and implements  s t ra tegies  to  confront  the  chal lenges  of  
g lobal iza t ion  and has  bui l t  re la t ionships  wi th  unions  in  o ther  
countr ies .   He 's  a lso  been deeply  involved in  the  debate  over  the  
re la t ionship  between labor  s tandards  and t rade .  
 Our  th i rd  wi tness  today is  Dr .  Ernes t  Preeg,  who is  the  Senior  
Fel low in  Trade  and Product iv i ty  a t  Manufacturers  Al l iance/MAPI,  
Inc .  
 He is  a  former  career  Fore ign Service  Off icer ,  specia l iz ing in  
in ternat ional  t rade ,  f inance  and economic  development .   He is  a  former  
Deputy  Ass is tant  Secre tary  of  Sta te  for  In ternat ional  Finance  and 
Development ,  and Chief  Economis t  a t  the  U.S.  Agency for  
In ternat ional  Development .  
 He a lso  served as  America 's  Ambassador  to  Hai t i .   He 's  a lso  the  
author  of  a  book that  my col league Pat r ick  Mul loy shared wi th  me,  
which is  a  very  good book.   I  read i t  las t  month ,  Ambassador  Preeg,  
and I  commend i t  to  everyone.   I t ' s  ca l led  India  and China:  An 
Advanced Technology Race and How the  Uni ted  Sta tes  Should  
Respond.  
 So thank you a l l  for  be ing here  wi th  us  today.   I  jus t  want  to  
remind you i f  you can keep your  ora l  remarks  to  seven minutes ,  and 
we ' l l  s tar t  wi th  Dr .  Tao.  
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 DR.  TAO:  Thank you,  Mr.  Chairman and dis t inguished 
 

 
 
 
  



 

 
 

 

commiss ioners .   I 'm very  g lad  to  get  invi ted  to  s i t  here  and present  my 
research f indings  about  the  development  of  Chinese  automobi le  
indust ry  for  the  las t  20  years ,  and I  have  sa t  through the  sess ions  
throughout  the  day,  and I  have  to  say  tha t  th is  i s  a  feas t  of  ideas  and 
i t ' s  a  grea t  meet ing of  minds .  
 I 'm rea l ly ,  rea l ly  enjoying th is  conversa t ion ,  especia l ly  f rom the  
angle  tha t  th is  Commiss ion can take  a l l  d i f ferent  k ind of  v iews f rom 
di f ferent  perspect ives  and take  tha t  in to  considera t ion .   And that  sa id ,  
I  probably  wi l l  have  to  offer  a  d iss ident  v iew of  what  i s  happening 
there .  
 F i rs t ,  I  want  to  g ive  you an overview of  the  Chinese  auto  
indust ry .   Chinese  auto  indust ry  has  developed t remendously  in  th is  
las t  two decades ,  s tar t ing  f rom a  very  smal l  sca le  product ion  to  the  
wor ld 's  number  two or  number  three  producer  of  automobi les  in  the  
wor ld .  
 And China  a lso  again  s tar t ing  f rom a  very  smal l  demand of  
automobi les  in  the  wor ld  to  today i t ' s  the  wor ld 's  number  two vehic le  
market ,  only  second to  Uni ted  Sta tes .    
 I f  you look a t  the  product ion numbers ,  in  2008,  the  projec t ion  
wi l l  be  about  ten  mi l l ion  vehic les  th is  year .   And i f  the  current  ra te  of  
growth wi l l  cont inue ,  we ' re  going to  see  12 mi l l ion  vehic les  produced 
in  2010,  which means  tha t  China  wi l l  be  the  b igges t  producer  of  motor  
vehic les  in  the  wor ld  in  jus t  about  two years .  
 From 2005 to  2007,  China  contr ibuted  about  40  percent  of  the  
to ta l  wor ld  increase  of  product ion.   The s igni f icant  increase  in  the  
Chinese  auto  indust ry  has  been contr ibuted  par t ly  by cer ta in ly  s t rong 
government  suppor t  and a  s t ra tegy to  promote  automobi le  indust ry  to  
be  a  p i l la r  indust ry  in  the  country ,  and the  Sta te  Development  and 
Reform Commiss ion had a  recent  pol icy  tha t  i s  rea l ly  t ry ing to  push 
China  in to  a  leading producer  of  automobi les  in  the  wor ld .   
     These  are  the  pol ic ies  I  quote  improving overa l l  indust ry  
compet i t ive  pos i t ion;  developing core  technologies  based on 
independent  innovat ion;  es tabl ishment  of  venture  capi ta l  sys tem to  
offer  mul t i - level  f inancia l  channels  to pr iva te  enterpr ise  in  automobi le  
indust ry ;  and fo l low in ternat ional  prac t ice  on technica l  s tandards ,  laws 
and regula t ions .  
 On the  o ther  hand,  i f  we look deeper  in to  th is  number ,  th ings  
may be  a  l i t t le  d i f ferent  f rom what  we can imagine .   F i rs t  of  a l l ,  the  
major i ty  of  these  outputs  come from the  jo in t  ventures  tha t  were  
es tabl ished between s ta te-owned enterpr ises  wi th  major  mul t ina t ional  
f i rms so  the  b igges t  par t  of  output  i s  ac tual ly  coming from the  jo in t  
ventures .  
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tha t  in i t ia l ly  opened China 's  door  the  idea  behind tha t  open pol icy  i s  
market  for  technology.   That  i s  we offer  the  market  access ;  you give  us  
the  technology.   And i f  you look a t  the  jo in t  ventures ,  tha t  pol icy  
fa i led .  
 Most  of  these  b igges t  s ta te-owned enterpr ises  tha t  used to  be  the  
bes t  producers  in  China ,  they were  not  able  to  produce  the i r  own 
brand.   They don ' t  own the  brand.   They don ' t  have  thei r  own 
capabi l i ty  to  des ign a  complete  vehic le .  So for  the  las t  two decades  or  
so ,  the  market  for  technology pol icy  has  fa i led .  
 The rea l  breakthrough is  ac tual ly  coming f rom the  recent  newly 
es tabl ished independent  f i rms tha t  don ' t  have  a  fore ign par tner .   One 
case  here  i s  a  company,  very  new company,  named Chery,  C-H-E-R-Y,  
and they were  able  to  through di f ferent  ways  to  develop the i r  own 
independent  R&D and to  be  one  of  the  b igges t  producers ,  and las t  year ,  
they are  the  top  f ive  or  top  four  producers  of  cars  in  China ,  only  f rom 
about  e ight  years  f rom the  very  beginning.  
 Okay.   And thei r  main  approach is  to  outsource  some of  the i r  key 
des igns .   For  example ,  a l l  external  des igns  was  outsourced to  some of  
the  I ta l ian  des ign houses ,  and another  approach tha t  they use  i s  
through s taf f  development ,  meaning tha t  they a t t rac t  some of  the  
overseas  re turnees ,  some of  the  people  who have overseas  t ra in ing,  
overseas  working exper ience  in  des ign,  in  auto  engineer ing and going 
back to  Chery  and head thei r  R&D ins t i tu te ,  and tha t ' s  a  b ig  par t  of  
the i r  improvement  in  R&D. 
 Another  approach that  you can see  f rom Chinese  f i rms is  some of  
the  b igger  s ta te-owned enterpr ises  wi th  deeper  pockets .   Now,  they 
previously  par tner  wi th  fore ign f i rms.   They don ' t  have  the i r  own 
des ign capabi l i ty .   But  they do make a  lo t  of  money.   So  wi th  tha t  deep 
pockets ,  they were  able  to  go out  and purchase  a  lo t  of  technologies ,  
and a  lo t  of  f i rms di rec t ly .   So tha t ' s  the i r  approach of  ge t t ing  access  
to  key technologies  and key capabi l i t ies  to  develop the i r  own brand,  
the i r  own innovat ion capabi l i ty .  
 Now,  in  terms of  the  way of  going out  to  expor t  to  the  external  
wor ld ,  China  jus t  s tar ted .  However ,  i f  you look a t  the  speed of  tha t  
expor t  growth,  i t ' s  t remendous .   S tar t ing  f rom 2004,  China  expor ted  
about  78,000 vehic les ,  ge t t ing  about  US$600 mil l ion .  
 In  2007,  China  i s  expor t ing  600,000 vehic les  and get t ing  US$7.3  
b i l l ion ,  a lmost  about  90  percent  per  year  for  the  las t  four  or  f ive  years .  
 So the  increase  ra te  i s  very ,  very  s t rong.  
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had a  lo t  of  i ssues  a long the  way.   One pr imary issue  in  2006 was  
severa l  Chinese  f i rms when they expor t  the i r  cars  to  Europe,  they were  
fac ing th is  so-cal led  "crashgate ."  
 They were  subjec t  to  the  crash  tes t  in  European countr ies  and 
they fa i led  miserably .   One company was  able  to  go back,  p ick  up the  
resul ts ,  and do the i r  own tes ts  and improve on tha t ,  and they went  back 
to  tha t  tes t .   The  in i t ia l  score  was  one  s tar ,  which i s  the  lowest ,  and 
af ter  the i r  improvement ,  they were  able  to  ge t  back to  three  s tars ,  
which i s  re la t ive ly  acceptable .  
 And China  a lso  a t  the  government  level ,  they a lso  es tabl ish  a  
CNCAP,  which is  a  na t ional  level  crash  tes t ing  fac i l i ty .  
 HEARING COCHAIR SHEA:  Dr .  Tao,  could  you please  
conclude your  remarks?    
 DR.  TAO:  Sure .  
 HEARING COCHAIR SHEA:  Thank you.  
 DR.  TAO:  In  summary,  we can see  tha t  Chinese  f i rms are  t ry ing 
very  hard  to  go outs ide ,  especia l ly  f rom independent  brands ,  not  f rom 
the  jo in t  ventures ,  but  they do face  a  lo t  of  hurdles  when they t ry  to  go 
out .   And they a lso  t r ied  severa l  a t tempts  to  ge t  in to  the  Uni ted  Sta tes  
market ,  and they fa i led ,  and we can discuss  tha t  maybe in  the  Q&A 
sess ion.  
 Another  f ina l  point  I  want  to  make is  tha t  in  the  in ternal  
combust ion engine  based vehic les ,  China  has  a  long way to  go s t i l l .   
I t ' s  s t i l l  about  ten  to  20  years  away f rom the  leading mul t ina t ional  
f i rms,  but  I  want  to  a ler t  you wi th  a  new development  tha t  i s  the  grea t  
race  for  the  new energy cars  which I  have  offered  in  my wri t ten  
s ta tement ,  and severa l  f i rms have  made s igni f icant  progress  in  th is  las t  
two or  three  years .   They may have a  potent ia l  chance  to  overcome a  
lo t  of  the  ent ry  barr iers  tha t  I  l i s ted  for  the  ICE-based vehic les .  
 And that ' s  the  area  tha t  we have to  watch very  careful ly ,  and 
tha t ' s  the  area  I  th ink may be  an  oppor tuni ty  for  the  U.S.  and China  to  
work together  and to  make some great  coopera t ion  and to  deal  wi th  
ac tual ly  the  b igges t  chal lenge of  our  t ime,  and tha t ' s  the  energy cr is i s .  
 [The s ta tement  fo l lows:] 5 
 HEARING COCHAIR SHEA:  Thank you very  much.  
 DR.  TAO:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you,  Doctor .  
 Mr.  Herrns tadt .  
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INTERNATIONAL ASSOCIATION OF MACHINISTS AND 
AEROSPACE WORKERS,  AFL-CIO,  WASHINGTON, D.C.  

 
 MR.  HERRNSTADT:  Commiss ioners  Shea  and Wessel ,  I  want  to  
thank you and your  col leagues  for  the  invi ta t ion  to  appear  before  you 
today.   Three  years  ago when th is  Commiss ion was  holding i t s  hear ing 
in  Seat t le ,  I  tes t i f ied  about  the  impor tance  of  the  aerospace  indust ry  to  
the  Uni ted  Sta tes  and in  par t icular  to  the  Nor thwest  Region.  
 At  tha t  t ime,  I  a lso  tes t i f ied  about  the  r i se  of  China 's  aerospace  
indust ry .   In  the  in ter im per iod,  China 's  in teres t  in  developing i t s  own 
aerospace  indust ry  has  increased,  and i t s  progress  in  accompl ishing 
th is  goal  i s  s t i l l  very  much dependent  on  ass is tance  f rom Western  
aerospace  companies ,  a l though i t  i s  obviously  moving out  on  i t s  own 
as  I ' l l  expla in  in  jus t  a  few minutes .  
 The ass is tance  f rom Western  ent i t ies  has  deepened s ince  I  las t  
tes t i f ied  on th is  subjec t .   Aerospace ,  I  hope we a l l  would  agree ,  
cont inues  to  serve  as  an  especia l ly  impor tant  indust ry  for  the  heal th  of  
a  na t ion 's  economy and i t s  physica l  secur i ty .   Despi te  the  impor tance  
of  aerospace  to  the  U.S.  economy and our  own secur i ty ,  the  
deter iora t ion  of  the  indust ry  a t  home is  cont inuing a t  a  dramat ic  ra te .   
Severa l  hundred thousand jobs  have been los t  in  the  U.S.  aerospace  
indust ry  in  the  las t  20  years ,  and many have been los t  in  jobs  in  
re la ted  indust r ies .  
 And whi le  there  i s  a  recent  spate  of  h i r ings  tha t  have  occurred  in  
the  indust ry ,  they do not  come anywhere  near  replac ing the  job  losses  
tha t  have  taken place  over  the  pas t  20  years .  We a lso  ask  a  very  
poignant  ques t ion  about  what  wi l l  happen when the  turmoi l  current ly  
being endured in  the  a i r l ine  indust ry  h i t s  the  aerospace  indust ry  as  
wel l .  
 Far  f rom embracing any ef fec t ive  indust r ia l  pol icy ,  when i t  
comes to  aerospace ,  the  U.S.  government  cont inues  to  re legate  pol icy  
development  in  th is  area  to  pr iva te  par t ies .  
 One ac t iv i ty  tha t  i s  cont r ibut ing  to  our  decl ine  and to  the  r i se  of  
indust r ies  in  o ther  countr ies  i s  the  use  of  of fse ts .   Offse ts  occur  when 
one country  demands  a  t ransfer  of  technology and/or  product ion in  
re turn  for  a  sa le .  
 Offse ts  can a lso  be  indi rec t  involving the  t ransfer  of  product ion 
technology or  services  tha t  a re  unre la ted  to  the  purchase  i tem.   The 
U.S.  has  yet  to  adopt  a  comprehensive  pol icy  on offse ts .  
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repor ts .   Other  government  repor ts  have  a lso  repor ted  on th is  ac t iv i ty .  
 China 's  avia t ion  indust ry  i s  rapidly  growing and poses  a  
considerable  threa t  to  current  producers  and suppl iers  of  la rge  and 
regional  commercia l  a i rcraf t .   I t s  indust ry  consis ts  of  more  than 200 
enterpr ises  tha t  produce  and manufacture  products  for  aerospace .   The 
two leading a i rcraf t  companies  in  China ,  AVIC I  and AVIC II ,  and 
the i r  subs id iar ies  have  in  some es t imates  wel l  over  400,000 employees ,  
which rea l ly  leads  to  the  ques t ion:  how did  China  develop such a  huge 
aerospace  indust ry?  
 Wel l ,  there  are  many di f ferent  and re la ted  methods  tha t  China  
has  used.   A s igni f icant  one  involves  offse ts .   In  fac t ,  one  of  China 's  
in i t ia l  aerospace  jo in t  ventures  took place  in  the  mid-1980s  wi th  
McDonnel l  Douglas  to  produce the  MD-80 fol lowed by yet  another  
jo in t  venture  in  1992,  and more  work as  wel l .   The government  was  
very  in teres ted ,  and some of  these  programs led  to  some government  
repor ts  th is  Commiss ion has  a lso  reviewed regarding technology 
t ransfer .  
 China 's  aerospace  companies  have  a lso  entered  in to  co-
product ion wi th  Embraer  to  produce  a  regional  je t ,  the  ERJ-145,  in  
Harbin .   I t s  product ion has  resul ted  in  numerous  sa les .   I t ' s  a lso  
developing the  ARJ21 700 ser ies  and 900 ser ies .  
 The  700 ser ies  i s  the  90-seat  je t .   The 900 ser ies  wi l l  be  105 sea t  
je t ,  which wi l l  be  manufactured wi th  considerable  inves tment  f rom 
Bombardier .   Severa l  orders  have  been made wi th  respect  to  the  
ARJ21.  
 In  May 2008,  China  announced that  i t  had,  quote ,  "es tabl ished a  
homegrown company to  make passenger  jumbo je ts  to  become less  
dependent  on Boeing and Airbus ."  
 The China  Commercia l  Aircraf t  Company was  formed wi th  a  
capi ta l iza t ion  repor ted  to  be  in  excess  of  $2 .5  b i l l ion  wi th  a lmost  one-
th i rd  coming f rom the  Sta te-owned Asset  Supervis ion and 
Adminis t ra t ion  Commiss ion.   Others  came f rom the  munic ipal  
government  of  Shanghai  and s t i l l  o ther  s ta te  ent i t ies .  
 Of  par t icular  concern ,  of  course ,  i s  the  huge involvement  of  
Boeing in  China .   I  wi l l  s imply  refer  you to  Boeing 's  Web s i te  to  take  
a  look a t  the  numerous  suppl iers  tha t  a re  involved wi th  China  as  wel l  
as  the  ac t iv i t ies  of  the  company wi th  respect  to  jo in t  ventures  and so  
for th .   The s i te  ment ions  tha t  there  are  over  4 ,500 Boeing a i rp lanes  
wi th  par ts  and assembl ies  bui l t  by  China  tha t  are  f ly ing in  the  wor ld  
today.  
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Airbus  a l ready enjoys  s t rong re la t ions .  
 I t  a l so  s ta tes  tha t  i t  has  severa l  major  technology t ransfer  
programs underway.   Most  notably ,  Airbus  has  announced tha t  i t  wi l l  
bui ld  a  f ina l  assembly fac i l i ty  for  the  A320,  and there  were  repor ts  
jus t  las t  month  tha t  Airbus  shipped the  f i rs t  sec t ion  to  China  for  
assembly on the  f i rs t  a i rcraf t  of  the  A320 in  China  to  begin  in  August  
of  2008.   To repeat ,  those  were  based on recent  repor ts .  
 The s igni f icance  of  such a  development  cannot  be  overs ta ted .   As  
repor ted  by one  journal is t ,  the  memorandum of  unders tanding between 
China 's  Nat ional  Development  and Reform Commiss ion and Airbus  
meant  tha t  China  was  l ike ly  to  become only  the  th i rd  country  
assembl ing Airbus  a i rcraf t  a f ter  France  and Germany.  
 China  i s  a lso  involved in  many aerospace  ac t iv i t ies  involving 
space  i t se l f .   The big  ques t ion for  us  i s ,  obviously ,  wi l l  the  U.S.  
aerospace  indust ry  remain  the  s t ronges t  in  the  wor ld?   As  o ther  
countr ies  implement  indust r ia l  pol ic ies  based on outsourc ing and 
offse ts ,  the  ques t ion  becomes more  urgent .  
 Whi le  the  U.S.  government  cont inues  a  hands-off  approach in  
many ways  to  th is  market  d is tor t ing  scheme,  o ther  countr ies  l ike  China  
are  g iv ing the i r  companies  s igni f icant  backing based on wel l -
developed indust r ia l  pol ic ies .  
 Some dismiss  a larms over  the  growing threat  f rom offse ts  and 
over  the  growing indust r ies  l ike  the  aerospace  indust ry  in  China .   For  
them countr ies  l ike  China  don ' t  have  the  ski l led  workforce ,  technology 
and re la ted  abi l i ty  to  produce  products  of  a  qual i ty  to  compete  wi th  the  
U.S.   Of  course ,  skept ics  made the  same argument  years  ago wi th  
respect  to  Japan,  only  to  see  tha t  the  "Made in  Japan"  label  became 
sought  af ter  by  consumers  who bel ieve  i t  represented  h igh qual i ty  
technologica l ly  advanced goods .  
 And 40 years  ago,  the  not ion tha t  Europe would  be  home of  one  
of  the  top  two commercia l  aerospace  companies  in  the  wor ld  would  
have been hard  to  bel ieve .   No one f inds  tha t  hard  to  bel ieve  now,  
however .  
 Thank you.  
 [The s ta tement  fo l lows:] 6 
 HEARING COCHAIR SHEA:  Thank you very  much.  
 Dr .  Preeg.  
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 DR.  PREEG:  Thank you.   I 'm a lso  del ighted  to  be  invi ted  to  be  
here  today for  a  very  chal lenging subjec t .   Technologica l  advances  in  
terms of  development ,  product ion,  and expor ts  are  moving s teadi ly  
forward in  China  in  a  number  of  sec tors ,  and the  broad inputs  inc lude ,  
as  we 've  heard ,  20  percent  annual  growth s ince  2000 in  R&D 
expendi tures  and s imi lar  percentage  increases  each year  in  pa tent  
appl ica t ions  and in  sc ience  and engineer ing ar t ic les .  
 But  when i t  comes to  technology appl ica t ion  and development  by 
sec tor ,  i t ' s  less  c lear  in  a  number  of  sec tors ,  and in-depth ,  up- to-date  
sec tora l  assessments  are  sparse  and inadequate .   So the  bes t  I  could  do 
in  my wri t ten  submiss ion i s  to  address  s ix  se lec ted  sec tors  to  g ive  the  
bas ic  thrus t  of  where  th ings  are  going in  those  sec tors .   We 've  a l ready 
heard  about  two of  the  sec tors :  automot ive  and aerospace .  
 Jus t  to  add for  aerospace ,  I  a lso  unders tand China  has  now 
reverse-engineered Russ ian  je t  f ighter  p lanes  and is  now producing 
them for  expor t ,  and the  Russ ians  are  very  upset  about  los ing the i r  
expor t  markets  for  mi l i ta ry  sa les .  
 So  le t  me jus t  comment  verbal ly  on two of  the  o ther  sec tors .   I  
a lso  want  to  g ive  a  br ief  comment  on the  changing posi t ion  of  fore ign 
f i rms in  the  context  of  the  new pol icy  ca l led  indigenous  innovat ion.  
 Let  me f i rs t  turn  to  nanotechnology.   There  i s  rapid  
technologica l  progress  in  th is  sec tor .   A U.S.  task  force  concluded that  
China  i s  inves t ing  heavi ly  in  th is  sec tor  and a l ready leads  the  U.S.  in  
some areas .   There 's  research going forward in  20 academic  
ins t i tu t ions  wi th  severa l  thousand profess ional  s taf f .   In  terms of  
engineer ing ar t ic les  in  profess ional  journals ,  they ' re  second to  the  U.S.  
and c los ing the  gap for  nanotechnology.   
 They a lso  are  moving ahead on commercia l  appl ica t ions .   In  
Shanghai  a lone ,  there  are  100 to  200 Chinese  companies  in to  
nanotechnology and development  appl ica t ion ,  and they are  a lso  p laying 
a  lead  ro le  in  some markets ,  inc luding in ternat ional ,  in  te rms of  
coat ings  and composi tes ,  the  in i t ia l  wave of  appl ica t ions ,  i f  you wi l l ,  
in  the  nanotechnology sector .  
 Let  me now address  the  pharmaceut ica l  indust ry .   This  i s  a lso  a  
sec tor  where  they ' re  rapidly  expanding development  and innovat ion.   
New product  development ,  thus  far ,  has  been through col labora t ion  
wi th  mul t ina t ional  companies .   For  example ,  Novar t i s ,  the  Swiss  f i rm,  
i s  bui ld ing a  research  fac i l i ty  in  Shanghai  for  500 sc ient is ts ,  which 
wi l l  be  a  leading-edge in tegra ted  research  fac i l i ty  in  the  
pharmaceut ica l  sec tor .  
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Chinese  and Indian  companies ,  and they concluded,  and I  quote :  "Big  
pharmaceut ica l  companies  are  now count ing on these  countr ies ,  China  
and India ,  for  research and development .   Both  nat ions  have become 
major  par tners  in  prec l in ica l  and c l in ica l  tes t ing .   India  i s  p laying a  
more  s t ra tegic  ro le  in  ear ly  d iscovery .   I t ' s  too  ear ly  to  te l l  whether  
China  and India  wi l l  become impor tant  sources  for  new drugs .   The 
ear ly  progress ,  however ,  i s  promis ing."  
 In  the  wri t ten  s ta tement  there 's  a lso  d iscuss ion of  the  
informat ion technology and te lecommunicat ions ,  and the  b io tech 
sec tors  where  the  informat ion i s  not  as  c lear  and impress ive  as  for  the  
two sectors  I  jus t  addressed.  
 Let  me turn  now br ief ly  to  looking ahead.   An impor tant  fac tor  i s  
the  ro le  of  fore ign f i rms in  technologica l  development .   They are  
engaged in  a l l  of  these  sec tors ,  but  i t ' s  jus t  f rus t ra t ing  tha t  we don ' t  
have  a  lo t  of  the  bas ic  informat ion.   As  we heard  th is  morning,  af ter  
a l l  these  years ,  we s t i l l  do  not  have a  breakdown in  R&D in  China  
between fore ign f i rms and Chinese  f i rms.   The Chinese  government  has  
the  informat ion,  but  i t ' s  not  avai lable ,  even in  the  aggregate  or  by  
sec tor .   
 However ,  i t ' s  c lear  tha t  fore ign f i rms have p layed a  major ,  in  
fac t ,  a  decis ive  ro le  in  Chinese  expor ts  of  h igh technology indust r ies .   
Las t  year ,  and dur ing the  f i rs t  f ive  months  of  th is  year ,  57  percent  of  
to ta l  merchandise  expor ts  of  China  were  by fore ign companies  and 
jo in t  ventures .   And for  h igh technology indust r ies ,  as  broadly  def ined 
by the  OECD, and as  presented in  a  2007 OECD study,  the  share  of  
h igh- tech expor ts  by  fore ign and jo int  ventures  was  c lose  to  90 percent  
in  recent  years .  
 This  i s  the  context  wi th in  which the  new 2006 Chinese  pol icy  
ca l led  indigenous  innovat ion,  meaning Chinese  innovat ion,  was  
launched.  The development  of  th is  new pol icy  favor ing Chinese  over  
fore ign inves tors ,  ra ther  than the  o ther  way around,  as  i t  had been,  
par t icular ly  in  s t ra tegic  and high- tech indust r ies ,  was  very  
controvers ia l  as  i t  was  developed.   I t s  implementa t ion  thus  far  whi le  
comprehensive ,  wi th  many speci f ic  objec t ives ,  i s  i l l -def ined.   I t  i s  
moving s lowly,  ref lec t ing  cont inued controversy ,  but  a l ready a  number  
of  the  speci f ic  pol icy  in i t ia t ives  a l ready implemented or  in  the  draf t ing  
s tage  are  of  growing concern  to  fore ign inves tors  in  the  country .   A 
couple  are  ment ioned in  the  wri t ten  submiss ion here ,  and the  December  
'07  USTR Annual  Repor t  on  Chinese  WTO compl iance  has  severa l  
more .  
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 This  new pol icy  i s  going to  make a  d i f ference ,  I  be l ieve ,  in  th is  
cr i t ica l  cent ra l  ro le  of  fore ign f i rms re la t ive  to  Chinese  f i rms.   One 
consequence  i s  going to  be  a  re la t ive  decl ine  in  compet i t iveness  of  the  
 

 
 
 
  



 

 
 

 

                    

fore ign-owned R&D opera t ions  in  China  compared wi th  e lsewhere .   
They ' re  no  longer  get t ing  favored t rea tment ,  and th is  can  mean more  
favorable  c i rcumstances  e lsewhere .   My book,  as  you were  k ind enough 
to  ment ion,  i s  ent i t led ,  “ India  and China:   An Advanced Technology 
Race .”   This  has  def in i te ly  been happening dur ing the  las t  year  or  two.  
 Two outs tanding examples  are  Nokia  and Cisco.   Both  announced that  
for  the  f i rs t  t ime they ' re  going to  have  a  comprehensive  in tegra ted  
overseas  R&D opera t ion ,  and tha t  i t  wi l l  be  in  India  and not  China .  
 In  fac t ,  somebody ment ioned ear l ier  the  CEO Chambers '  
s ta tement  2004,  which was  in  my ear l ier  China  book,  saying China  i s  
the  informat ion technology center  of  the  wor ld .   I  happened to  be  in  
India  a  year  ago January ,  when Cisco made the  s ta tement ,  f rom 
Chambers ,  CEO of  the  s t ra tegic  Step to  es tabl ish  and in tegra ted  R&D 
program and severa l  o ther  ac t iv i t ies  in  India .   They wi l l  have  in  effec t  
two headquar ters ,  and they ' re  s tar t ing  manufactur ing for  the  f i rs t  t ime.  
 That 's  one  consequence.   Another  i s  a  l ike ly  s lower  pace  of  
indigenous  Chinese  innovat ion because they ' re  not  going to  have  as  
much technology t ransfer  and t ra in ing of  Chinese  avai lable  i f ,  in  fac t ,  
there 's  a  s lowing down of  the  fore ign R&D focus  in  the  country .  
 These  are  my bas ic  points .   I ' l l  jus t  ment ion tha t  in  the  text  I  do  
have a  f ina l  sec t ion  about  the  need for  improved assessments  of  
Chinese  advanced technology performance and innovat ion by key 
sector ,  and how bes t  we could  go about  ge t t ing  such improved 
assessments .    
 Thank you.  
 [The s ta tement  fo l lows:] 7 
 

PANEL IV:  DISCUSSION, QUESTIONS AND ANSWERS 
 

 HEARING COCHAIR SHEA:  Thank you very  much.   Thank a l l  
of  you for  your  very  in teres t ing  tes t imony.   I ' l l  jus t  s tar t  wi th  Dr .  
Preeg.   Who is  going to  win  tha t  race?   India  or  China?   And is  your  
judgment  based in  par t  on  the  type  of  governmenta l  s t ructure  in  each 
of  those  countr ies?  
 DR.  PREEG:  Wel l ,  I ' l l  be  very  br ief .    HEARING COCHAIR 
SHEA:  Right .  
 DR.  PREEG:  There  i s  a  race .   We 're  in  the  race ,  too .   Between 
the  two of  them,  obviously  China  i s  ahead in  most  areas .   But  India  i s  
ahead in  a  few and c los ing the  gap in  o thers .   I t  i s  thus  a  deepening 
race .   India  i s  ahead cer ta in ly  bus iness  services .   People  are  aware  of  
tha t .   Indian  growth is  a lso  pr ivate  sec tor  dr iven of ten  in  spi te  of  the  
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government  ra ther  than because  of  i t .  
 I  found that  in  some of  the  sec tors  tha t  I 've  been ta lk ing about ,  
Indian  companies  are  more  ent repreneur ia l  as  mul t ina t ional  companies ,  
inc luding overseas  inves tment .   They are  a lso  conglomerates- -Tata ,  
Bir la ,  Rel iance  Indust r ies .   There  aren ' t  such conglomerates  in  China .  
 Chinese  tend to  be  less  the  r i sk  takers ,  the  quick  moving 
ent repreneurs .   I  conclude  in  my book that  the  ent repreneur ia l  MNCs,  
India  i s  ahead in  pharmaceut ica ls ,  which was  conf i rmed in  what  I  jus t  
quoted .   Also ,  in  the  s tee l  sec tor ,  and in  the  automot ive  sec tor ,  which 
i s  perhaps  more  controvers ia l .   We did  chat ,  Dr .  Tao and I ,  over  lunch 
about  th is .  
 So  i t  i s  a  race .   I t ' s  a  deepening race .   Cer ta in ly  India  has  much 
ca tching up to  do,  but  i t ' s  going to  be  more  in tense ,  in  my view,  
projec t ing  two to  f ive  years ,  and that ' s  a  b ig  fac tor  in  how we respond 
in  a  number  of  pol icy  respects ,  in  te rms of  deal ing  wi th  India  and 
China ,  and,  of  course ,  deal ing wi th  our  own compet i t iveness  which is  
the  cent ra l  chal lenge for  the  Uni ted  Sta tes .  
 HEARING COCHAIR SHEA:  Right .   Thank you.  
 Dr .  Tao,  you began your  tes t imony by saying that  I 'm going to  
offer  a  contras t ing  v iew.  Is  the  contras t ing  v iew the  s ta tement  tha t  you 
made tha t  the  or ig inal  jo in t  ventures  es tabl ished between Chinese  
par tners  and fore ign name brand automobi le  manufacturers ,  they didn ' t  
work out  as  had ant ic ipated  in  es tabl ish ing an  independent  Chinese  
brand through th is  technology t ransfer  process?  
 DR.  TAO:  Exact ly .  
 HEARING COCHAIR SHEA:  And why didn ' t  tha t  occur?   What 's  
your  v iew as  to  why that  was  not  a  success?  
 DR.  TAO:  When you th ink about  the  format ion s tage  of  tha t  
jo in t  venture ,  you can take  any of  the  major  jo in t  ventures ,  fore ign 
f i rms typica l ly  br ing in  technology,  the  model ,  the  des ign,  the i r  
suppl iers  ne twork,  and the  Chinese  par tner  s ide  usual ly  provide  the  
land,  labor ,  the  fac i l i ty ,  and so  on.  
 Think about  who 's  going to  control ,  who rea l ly  has  the  control  of  
the  key value  chain  ac t iv i t ies  in  th is  jo in t  venture .   One example ,  there  
i s  no  in ternal  des igning capabi l i t ies  in  most  of  these  jo in t  ventures ,  
and in  ef fec t ,  in  one  of  the  b igges t  jo in t  ventures ,  Shanghai  
Volkswagen,  the  Chinese  par tner  was  Shanghai  Auto  Indust ry  
Corpora t ion.   They used to  have thei r  own car  brand named Shanghai .  
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 HEARING COCHAIR SHEA:  And Chery  broke out  of  the  mold .   
You ca l led  i t  an  independent  company,  but  i sn ' t  i t  owned by a  local  
munic ipa l i ty?  
 DR.  TAO:  I t  i s ,  but  in  the  sense  tha t  i t ' s  not  rea l ly  contro l led  by 
the  cent ra l  government ,  and they have the i r  own f lexibi l i ty  of  doing 
th ings  tha t  i s  not  necessar i ly  fo l lowing the  cent ra l  government 's  
mandate .  
 HEARING COCHAIR SHEA:  Okay.   Mr.  Herrns tadt ,  when I  was  
l i s tening to  you ta lk  about  Airbus  and Boeing adver t i s ing  on the i r  Web 
s i tes  or  a t  leas t  providing the  informat ion tha t  a  lo t  of  the i r  par ts  
suppl iers  are  based in  China ,  what  type  of  qual i ty  contro l  mechanisms 
are  in  p lace  to  ensure  tha t  those  par ts  are  adequate ly  manufactured?  
 MR.  HERRNSTADT:  I  wish  I  could  answer .   I  th ink that ' s  
probably  a  bet ter  ques t ion  for  Boeing and Airbus .   I  th ink i t ' s  
obviously  a  very  impor tant  ques t ion .  
 HEARING COCHAIR SHEA:  Okay.   Thank you.  
 Mr.  Wessel ,  Commiss ioner  Wessel .  
 HEARING COCHAIR WESSEL:   Commiss ioner ,  thank you.   
Gent lemen,  thank you for  being here .   I  want  to  fo l low up wi th  each of  
you,  but  a lso  on your  contrar ian  spark  a  moment  ago.    
 I  d idn ' t  f ind  your  comment  as  contrar ian  as  maybe you th ink.   In  
fac t ,  i t  enhanced my concerns .   I t  depends  on what  you ' re  being 
contrar ian  to  or  about ,  I  guess .   We 've  seen,  as  you know,  wi th  GM's  
announcements  over  the  las t  severa l  days ,  over  the  las t  months  wi th  a l l  
the  Big  Three ,  a  ra ther  dramat ic  change in  the  U.S.  auto  market .  
 Japan in  the  1980s ,  tha t  was  v iewed as  a  major  threa t  to  the  
Uni ted  Sta tes ,  had to  buy the i r  way in to  our  sys tem.   They did  not  have  
the  jo in t  ventures ,  as  we a l l  know.   They had to  crea te  the i r  own 
f ranchises .   They had to  do a l l  the i r  own brand ident i f ica t ion ,  e t  
ce tera .    
 The JVs that  China  has  wi th  a  number  of  our  namepla tes ,  and I  
th ink i t ' s  Dodge and some others  you ' re  ta lk ing about  ac tual ly  
impor t ing  Chinese-made cars  in to  U.S.  showrooms,  China  wi l l  not  have  
to  inves t  anywhere  near  the  b i l l ions  tha t  Japan did  in  terms of  ge t t ing  
access  to  th is  market .   I t ' s  going to  be  accelera ted  dramat ica l ly .  
 Owen,  you refer red  to  the  hear ing we had in  Seat t le .   We 've  had 
two hear ings  ac tual ly  tha t  have  addressed autos  and auto  par ts  over  the  
years  tha t  we 've  been in  opera t ion ,  and in  each of  those  hear ings ,  
we 've  had assessments ,  some of  them by Wal l  S t ree t  analys ts  
d ispass ionate  about  the  fu ture  of  the  indust ry ,  ta lk ing about  the  
rapidi ty  a t  which changes  are  happening in  China ,  and China  i s  
becoming a  wor ld-c lass  producer .  
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going to  be .   They 've  ac tual ly  shor tened tha t  t ime per iod to  the  t ime 
they ' re  not  only  going to  do the  ARJ21 regional  je t ,  but  tha t  they ' re  
going to  have  a  large  a i r f rame.   They ' re  a l ready expor t ing  cars ,  again  
th i rd  wor ld  markets ,  but  they ' re  moving up,  and Dodge is  expected ,  I  
th ink,  to  have  a  Chinese-made car  here  in  the  U.S.  
 Dr .  Preeg,  in  some of  the  indust r ies  you 've  ta lked about ,  we 've  
seen China  rea l ly  leapfrog or  accelera te  dramat ica l ly  over  the  las t  
severa l  years ,  becoming a  wor ld-c lass  compet i tor  in  auto  par ts  and,  in  
fac t ,  I  th ink in  aerospace ,  they ' re  ISO-9001 and la ter  s tandards .   
 What  should  we th ink about  a l l  th is?   We're  to ld  don ' t  worry ,  
China  has  a  lo t  of  problems in  i t s  own market .   We 're  to ld  on a  panel  
ear l ie r  than they ' re  rea l ly  engaged in  indust r ia l  tour ism,  tha t  don ' t  
worry ,  they ' re  taking our  components  and a l l  they ' re  doing is  screwing 
them together  and sending them back to  us .   I t ' s  s t i l l  very  labor  
in tens ive .  
 I  don ' t  see  i t  tha t  way.   Can each of  the  panel is t s  ta lk  about  what  
expecta t ions  they 've  had,  tha t  whether  they 've  been met  or  exceeded 
dramat ica l ly  by the  Chinese?   S tar t ing  Dr .  Tao,  i f  you 'd  l ike?  
 DR.  TAO:  I  th ink you ment ioned mainly  two points .   One is  
U.S.  companies '  compet i t iveness  in  automobi le  indust ry .   And i f  we 
read the  newspaper  today,  we see  GM's  b ig  problem and thei r  b ig  
res t ructur ing again .   But  on  the  o ther  hand,  i f  GM has  i t s  China  
Divis ion as  an  independent  ent i ty  and has  shares  i ssued,  I  would  jump 
on tha t  share  because  GM has  been doing t remendously  successful  in  
China  and they have  surpassed Volkswagen as  the  b igges t  producer  and 
se l ler  in  the  Chinese  market .  And they ' re  making money there .  
 HEARING COCHAIR WESSEL:   But  jus t  i f  I  can  rec la im for  a  
moment ,  as  I  reca l l  GM's  or ig inal  jo in t  venture  agreement ,  there  was  a  
b i l l ion  p lus  of  inves tment ,  1 .5  b i l l ion  i f  I  remember  correc t ly .  
 DR.  TAO:  1 .5  b i l l ion ,  yes .  
 HEARING COCHAIR WESSEL:   And an agreement  that  they 
would  source  domest ica l ly  f rom Chinese  producers  wi th in  a  per iod,  I  
be l ieve  i t  was  e ight  years ,  and I  be l ieve  i t  was  100 percent  product ion,  
and they would  br ing a l l  of  those  producers ,  those  auto  par ts  producers  
up to  ISO-9001.   Aren ' t  we crea t ing our  own bigges t  compet i tors?  
 This  i s  t rue  in  aerospace .   The MD-80,  I 've  been to  the  fac i l i ty ,  
and i t  had  a t  tha t  t ime back in  the  mid- '80s ,  the  h ighes t  FAA 
cer t i f ica t ion  ra te  of  any fac i l i ty  in  the  wor ld .  
 Dr .  Preeg,  you ta lked about  them re t renching on some of  the  
des i re  to  have  fore ign inves tment- -have they harves ted  enough gains  
f rom us  tha t  they ' re  now going to  be  able  to  make i t  on  the i r  own?  
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f rom al l  the  b ig  g lobal  suppl iers ,  t ie r  one ,  t ie r  two suppl iers ,  to  China .  
 So i t ' s  not  necessar i ly  Chinese  owned f i rms.   The major i ty  of  them,  
we have in  the  components  indust ry ,  we have about  1 ,200 suppl iers  in  
China ,  and they ' re  coming f rom al l  d i f ferent  k ind of  countr ies  and they 
are  e i ther  whol ly-owned subsid iar ies  or  jo in t  ventures ,  and they have 
60 percent  of  the  market  share  in  China .   In  term of  cars ,  they have 80 
percent  of  the  market  share ,  and in  the  key component  area ,  they have  
90 percent  of  the  market  share .  
 So they have a  fa i r ly  good control  over  the  key areas .   And that ' s  
rea l ly  the  b igges t  va lue  added areas  where  the  indigenous ,  independent  
suppl iers  tha t  i s  whol ly  owned by Chinese ,  they are  get t ing  the  ten  
percent  or  20  percent  of  the  lower  end labor  in tens ive  areas .   So the  
technology has  not  been ef fec t ive ly  t ransfer red  to  the  Chinese  par tner  
or  the  independent  brands  so  far .  
 HEARING COCHAIR WESSEL:   Mr.  Herrns tadt .  
 MR.  HERRNSTADT:  Each projec t  i s  a  learning s tep ,  going back 
to  the  1970s ,  probably  even before  tha t ,  in  te rms of  aerospace ,  f rom 
four-engine  a i rcraf t  projec ts  tha t  occurred  a  long,  long t ime ago,  to  a  
huge suppl ier  base  for  Western  a i rcraf t ,  and we see  a  lo t  of  i t  coming 
to  f ru i t ion  now,  I  th ink,  in  the  ARJ21.  
 And I  th ink what  makes  th is  program a  l i t t le  d i f ferent ,  a t  leas t  in  
my unders tanding,  i s  tha t ,  one ,  i t ' s  got  a  heck of  a  f inancia l  backing,  
and,  two,  i t ' s  obviously  involved a  lo t  of  work in  des ign and research,  
and,  three ,  i t ' s  rea l ly  reaching out  in  terms of  market ing ,  in  te rms of  
f inding out ,  a t  leas t ,  what  repor ts  I 've  seen say what  cus tomers  want .  
 And obviously ,  the  ARJ21,  the  700 ser ies  and then the  900 ser ies  
would  presumably  help  the  indust ry  f igure  out  how do you rea l ly  
produce  a  la rge  commercia l  a i rcraf t .   So  you can see  a l l  of  these  th ings  
are  par t  of  many pieces  being put  together .   And there  are  a  lo t  of  
p ieces  out  there .  
 I  would  agree  wi th  Dr .  Preeg,  there 's  an  awful  lo t  we don ' t  know,  
and I  th ink tha t  i s  probably  the  most  f r ightening th ing of  a l l .   I t ' s  very  
d i f f icul t  to  know with  any precis ion what  d i rec t  and indi rec t  of fse t  
deals  are  involved.  What  are  the  t ransfers  of  technology tha t  occur?  
 How much money is  involved,  and how do you decide  what  the  
added-value  of  tha t  t ransfer  i s  in  te rms of  innovat ion tha t  could  occur  
in  the  fu ture?   And a l l  of  those  things ,  I  th ink,  make up a  p ic ture  f i l led  
wi th  b ig  i ssues  tha t  much is  unknown about ,  and tha t  we must  ge t  a  
handle  on in  a  fa i r ly  urgent  fashion.  
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 DR.  PREEG:  Your  ques t ion was  phrased ra ther  broadly  a t  f i r s t .   
I 'd  l ike  to  t ry  a  l i t t le  broader  response .   Any t ime anyone says  to  me 
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t ransformat ion of  the  g lobal  economy.   I t ' s  a  h is tor ic  t ransformat ion.   
There 's  grea t  oppor tuni t ies  for  mutual  ga ins  for  a l l  countr ies  in  the  
wor ld ,  but  i t ' s  a lso  a  b ig  chal lenge to  us  and a  b ig  threa t  to  our  expor t  
compet i t iveness ,  to  our  leadership in  technologica l  innovat ion,  and to  
our  very  product ion in  some key sectors .  
 And i f  we don ' t  respond,  a  lo t  more  forceful ly  and a  lo t  more  
broadly ,  we ' re  in  for  t rouble  and we 're  in  for  re la t ive  decl ine .   I t ' s  not  
too  la te .   We s t i l l  have  some s t rong sui ts ,  but  we haven ' t  been doing 
what  we should  be  doing.   As  to  what  the  response  should  be ,  there 's  
no  s ingle  s i lver  bul le t .   I t ' s  f ive  chapters  in  the  book,  but  the  s tar t ing  
point  i s  the  need for  a  sense  of  nat ional  purpose  and his tor ic  d i rec t ion  
of  where  we as  a  country  are  going in  th is  new global iz ing advanced 
technology world .  
 In  China  and India ,  wherever  you turn ,  even on the  s t ree t  pos ts  
there  are  s ta tements  about  na t ional  purpose ,  h is tor ic  des t iny ,  toward 
becoming advanced technology global  powers ,  wi th in  the  Asian  
century .   This  sense  of  purpose ,  in  turn ,  becomes the  base  for  
decis ions  tha t  a re  of ten  controvers ia l ,  and expensive .   
 In  th is  country ,  we 've  endless  pres ident ia l  debates  for  18  
months ,  and everything we 're  ta lk ing about  here  bare ly  sees  the  l ight  
of  day except  for  an  occas ional  cal l  for  protec t ionism,  which i s  a  
poison bul le t  tha t  wi l l  make th ings  worse .   So I  rea l ly  bel ieve  the  
th ings  we 're  ta lk ing about  here ,  the  sor ts  of  books  tha t  I  wr i te ,  need to  
get  out  to  say  there  i s  a  chal lenge,  and there 's  a  lo t  of  mutual  ga ins ,  
but  tha t  we ' re  not  responding,  and that  we should  worry .  
 HEARING COCHAIR WESSEL:   I  jus t  bought  your  book,  and 
af ter  today 's  tes t imony,  you should  go to  Amazon to  see  the  
skyrocket ing sa les .  
 DR.  PREEG:  You can a lso  buy i t  d i rec t ly  f rom Manufacturers  
Al l iance .   We make a  few more  dol lars  on  i t .  
 HEARING COCHAIR WESSEL:   Okay.  
 HEARING COCHAIR SHEA:  I  a lso  see  tha t  Commiss ioner  
Reinsch wrote  a  n ice  l i t t le  b lurb  on the  book on the  back so--  
 COMMISSIONER REINSCH:  Thank you.  
 DR.  PREEG:  He was  a lso  a t  the  book launch.  
 HEARING COCHAIR SHEA:  Chairman Wortzel .  
 CHAIRMAN WORTZEL:   Gent lemen,  thank you for  your  t ime 
and being here .    
 I  have  a  ques t ion  for  each of  you so  I ' l l  chal lenge you to  make 
bel ieve  you ' re  on  te levis ion.   Try  and keep i t  to  about  a  two-minute  
sound bi te  here  which is  pre t ty  long for  TV.  
 HEARING COCHAIR SHEA:  I t ' s  an  oxymoron.  
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 HEARING COCHAIR WESSEL:   A documentary .  
 CHAIRMAN WORTZEL:  That ' s  a  long t ime.   Dr .  Tao,  the  
Japanese ,  I  th ink i t ' s  fa i r  to  say ,  beat  us  in  automot ive  qual i ty  contro l ,  
and tha t ' s  a  huge problem for  China ,  qual i ty  contro l ,  and you c i ted  
safe ty  s tandards ,  which is  another  weak area  in  a l l  Chinese  indust ry .  
 So what  do  you see  as  the  grea tes t  impediments  to  Chinese  
companies  penet ra t ing  the  U.S.  market?   And then I ' l l  jus t  go  down the  
row and you can each answer  in  turn .  
 Mr.  Herrns tadt ,  thank you for  what  you did  for  us  in  Seat t le  and 
for  here .   Are  you able  to  c i te  any concre te  areas  where  technology 
t ransferred  through offse ts  has  improved or  led  to  the  development  of  
new Chinese  combat  a i rcraf t?   
 Dr .  Preeg,  your  las t  footnote  13 c i ted  four  chapters  of  your  book,  
which are  your  pol icy  recommendat ions .   So could  you jus t  t ick  off  the  
four  pol icy  recommendat ions  quickly?  
 Dr .  Tao.  
 DR.  TAO:  China  has  made severa l  a t tempts  to  get  in to  the  U.S.  
market ,  and they s t i l l  see  U.S.  as  sor t  of  the  u l t imate  p lace  to  go.   And 
Chery  made two a t tempts  so  far .   One is  wi th  Mr.  Br ickl in ,  and they 
crea ted  a  jo in t  venture .   They planned to  se l l  cars  and SUVs here  in  
the  Uni ted  Sta tes ,  but  i t  was  delayed,  i t  was  delayed,  and delayed 
again ,  mainly  due  to  the  i ssue  of  safe ty  and environment  emiss ion 
issues .   
 So  again  i t  proves  tha t  the  technology of  these  companies  i s  s t i l l  
not  there  yet ,  especia l ly  in  in ternal  combust ion  engines .   
 Now,  they had another  t ry  wi th  Chrys ler .  Chrys ler  was  t ry ing to  
ask  Chery  to  produce a  Dodge brand for  Chrys ler  a t  the  subcompact  
ca tegory .   And they delayed,  de layed again .   So Chrys ler  ac tual ly  a t  
the  moment  i s  ta lk ing to  another  Chinese  company,  and a lso  they 
turned to  Nissan for  a  smal l  car ,  a t  leas t  for  the  moment .  
 So i f  you look a t  the  pat tern ,  i t ' s  s t i l l  not  there  ye t  in  te rms of  
the  capabi l i ty  to  sa t i s fy  the  safe ty  and environmenta l  regula t ions .   So 
the  ent ry  barr iers  for  the  in ternal  combust ion  engine  are  s t i l l  very  h igh 
for  Chinese  f i rms.   Addi t ional ly ,  cer ta in ly ,  you have the  name brand 
recogni t ion  i ssues .   You have a l l  the  o ther  i ssues .  
 Another  h igh prof i le  a t tempt  i s  Chamco,  which is  China  
American Coopera t ive  Automot ive .   They were  t ry ing to  par tner  wi th  a  
very  smal l  pr iva te ly  owned f i rm cal led  Zhongxing Auto ,  and they were  
p lanning to  produce  p ick-up t rucks  and SUVs a t  rea l ly  low pr ice .   
They were  able  to  a t t rac t  qui te  a  b i t  of  money f rom dealers  t ry ing to  
se l l  these  cars .   Again ,  the  same issue  arose .   They cannot  ge t  th ings  
r ight .   Chamco a t  th is  moment  i s  a  fa i led  projec t .  
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 MR.  HERRNSTADT:  Chairman Wortze l ,  i t ' s  a  grea t  ques t ion .   
Unfor tunate ly ,  I  don ' t  have  much of  an  answer  for  you.   I  s imply  don ' t  
know.  
 The Cox repor t  covered some of  th is  s tuff  tha t  I 'm sure  th is  
Commiss ion is  a l ready wel l  aware .  
 DR.  PREEG:  I  assume he 's  ceding one of  h is  two minutes  to  me.  
 I s  tha t  correc t?   Actual ly  i t ' s  not  four  chapters ,  i t ' s  f ive  chapters .   I t  
has  to  be  comprehensive ,  i t ' s  in ternat ional  and i t ' s  a  domest ic  pol icy  
agenda.   In ternat ional ly ,  the  b igges t  i ssue  by far  i s  currency 
manipula t ion .   In  the  h is tory ,  not  jus t  of  60  years ,  but  of  the  wor ld  
there  has  never  been a  mercant i l i s t  protec t ionis t  pol icy  l ike  tha t  of  a  
number  of  Asian  countr ies  today,  China  most  of  a l l .   I f  the  
undervaluat ion  i s  50  percent ,  tha t  means  i t ' s  a  50  percent  subs idy on 
every  expor t  and a  50 percent  ta r i f f  on  every  impor t .    There  are  
a lso  many issues  in  in ternat ional  t rade ,  as  wel l  as  some growing issues  
in  in ternat ional  inves tment ,  and they are  l inked in  some ways .   I  would  
jus t  add tha t  our  economic  footpr in t  in  Asia  i s  ge t t ing  weaker  because  
of  many preferent ia l  agreements  going forward among the  Asians ,  
which is  ga ther ing momentum,  inc luding by India ,  and that ' s  why we 
should  keep our  footpr in t  there ,  and tha t ' s  why the  Korea  Free  Trade  
Agreement ,  which gives  us  about  f ive  t imes  more  market  access  in  
Korea  than they get  f rom us ,  i s  an  impor tant  i ssue ,  a l though sadly  i t  i s  
not  looking good.  
 On the  domest ic  f ront ,  there  are  a  number  of  i ssues .   I ' l l  jus t  
ment ion a  few that  are  famil iar .   Educat ion f rom pr imary school  
thorough graduate  s tudies .   Another  one  i s  bas ic  research,  which i s  
government  funded,  which has  gone way down s ince  the  Cold  War .   
These  domest ic  i ssues  have  compet ing domest ic  in teres ts  which are  
usual ly  s t ronger .   A much larger  share  of  the  bas ic  research money 
goes  to  the  heal th  indust ry  and a  much smal ler  share  to  indust r ia l  
technologies .  A th i rd  area  i s  corpora te  taxes ,  where  
U.S.  and Japan have the  h ighes t  levels .   they are  much lower  in  
Europe,  and much,  much lower  in  China .   Moreover ,  our  taxes  could  
wel l  go  up fur ther .  
 Another  domest ic  i ssue  i s  tor t  l i t iga t ion  expendi tures .   We 're  
beyond other  in  terms of  not  only  the  tens  or  hundreds  of  b i l l ions  of  
dol lars ,  of  cos t  per  year .   The l i t iga t ion  a lso  s lows down decis ion-
making.   I t  s lows down innovat ion and r i sk  taking,  because  people  
throughout  management  are  worr ied  about  ge t t ing  sued.   This  i s  
another  i ssue  going in  the  wrong di rec t ion .  
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than a lmost  anything e lse ,  and looking ahead a  few years ,  in  
consider ing new inves tments ,  as  do  they 500 corpora te  members  of  
Manufacturers  Al l iance ,  heal th  cos ts ,  a l ready so  large ,  loom ever  
la rger .  
 This  i s  the  comprehensive  agenda,  which unfor tunate ly  i s  hardly  
on the  screen in  the  pres ident ia l  debate ,  a lmost  any of  the  i ssues  I 've  
jus t  ment ioned,  except  the  Korea  Free  Trade  Agreement ,  which i s  
be ing turned down in  the  Congress .  
 CHAIRMAN WORTZEL:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you.   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Thank you.   Couple  of  quick 
ques t ions .   What 's  the  new Boeing plane ,  passenger  p lane ,  tha t  they 
haven ' t  de l ivered  yet?  
 MR.  HERRNSTADT:  The 787.  
 COMMISSIONER FIEDLER:  787.   I t  was  held  up because  of  
suppl ier  problems not  de l iver ing,  r ight ,  to  some extent?  
 MR.  HERRNSTADT:  Yes .  
 COMMISSIONER FIEDLER:  Any Chinese  suppl iers  not  
de l iver ing  on-- I 'm not  sure  tha t  i t ' s  been speci f ied  in  any deta i l  on  
tha t .   The news repor ts  ta lk  about  fore ign suppl iers ,  the  fore ign 
suppl ier  ne twork.  
 COMMISSIONER FIEDLER:  So you don ' t  know whether  i t ' s  
Chinese?  
 MR.  HERRNSTADT:  No.  
 COMMISSIONER FIEDLER:  So jus t  to  fo l low up wi th  you a  
minute .   So Boeing a t  the  bargaining table  over  the  las t  decade,  you 
guys  have been ra is ing the  offse t  ques t ion ,  the  China  i ssue ,  the  
outsourc ing,  los ing of  jobs ,  and the  shi f t ing  of  product ion.   Why don ' t  
you go over  what  they 've  been te l l ing  you over  t ime.   Did  they say 
don ' t  worry  about  i t ;  to  s tar t  wi th  i t  won ' t  cos t  any jobs ;  we need i t  for  
the  market?   And now what  are  they saying as  those  jobs  have 
d isappeared?  
 MR.  HERRNSTADT:  I  wasn ' t  a t  the  bargaining table ,  
Commiss ioner  Fiedler ,  so  I  can ' t  rea l ly  te l l  you what  was  there .   But  I  
wi l l  g ive  you a  genera l  response  on a l l  of  th is .   I  th ink i t ' s  probably  
t rue  on those  who advocate  the  necess i ty  of  outsourc ing and offse ts ,  
and I  ta lk  about  i t  in  the  paper  tha t  I  recent ly  wrote  on offse ts ,  what  
o ther  countr ies  are  doing.  
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for  market  access  for  the  sa le  so  hal f  a  loaf  i s  be t ter  than no loaf  a t  
 

 
 
 
  



 

 
 

 

al l ,  and we 've  a lways  asser ted  tha t  compet i t ion  for  goods  should  be  
based on qual i ty  and on pr ic ing,  not  on  market  d is tor t ing  i ssues  l ike  
offse ts .  
 And that  i f  companies  should  compete  in  terms of  qual i ty  and 
pr ic ing,  the  U.S.  workforce  wi l l  cer ta in ly  come out  ahead.  I t  a lso  gets  
wrapped up in to  the  whole  i ssue  of  g lobal iza t ion  and global  ne tworks  
and a  var ie ty  of  o ther  th ings  tha t  I  th ink th is  Commiss ion i s  
ext raordinar i ly  famil iar  wi th .  
 COMMISSIONER FIEDLER:  Thank you.   
 Dr .  Tao,  we were  in  the  Chery  p lant  about  a  year-and-a-hal f  ago 
in  Dal ian;  r ight?  
 DR.  TAO:  I t  should  be  in  Anhui ,  Wuhu,  Anhui .  
 CHAIRMAN WORTZEL:  Wuhan.   That  was  when we went  to  the  
beer  fac tory .  
 COMMISSIONER FIEDLER:  No,  I  d idn ' t  go  on that  t r ip .   
Anyway,  le t  me jus t  ask  a  ques t ion  about  Chery .   Chery ,  the  jo in t  
venture  d idn ' t  work,  but  presumably  people  f rom those  jo in t  ventures  
are  h i red  by Chery  and/or  were  the  crea tors  of  Chery .   In  o ther  words ,  
they learned a t  the  fee t  of  the  fore ign companies  and then sa id ,  okay,  
we don ' t  want  them anymore .   Let ' s  jus t  do  i t  ourse lves .  
 DR.  TAO:  Spi l lover  cer ta in ly  exis ts ,  and Chery  should  be  able  
to  h i re- -  
 CHAIRMAN WORTZEL:   Whomever  i t  wants .  
 DR.  TAO:  Whoever  tha t  come f rom the  jo in t  ventures ,  and an  
in teres t ing  fac t  i s  tha t  ac tual ly  the  f i rs t  model ,  the  QQ,  i t  was  ac tual ly  
developed by the  des ign team that  was  k icked out  of  Dongfeng 
Automobi le  Corpora t ion  when the  jo in t  venture  wi th  Peugeot  or  
Renaul t .   I  be l ieve  i t ' s  Renaul t .   So  tha t  des ign team was  k icked out  
and Chery  took them over  and sa id  we 're  going to  need i t ,  you guys  
work for  us ,  and there  comes the  QQ.  
 COMMISSIONER FIEDLER:  Jus t  one  f ina l  ques t ion .   What  can 
you te l l  us  about  composi te  technology offse ts?   Mr.  Wortze l ' s  
ques t ion  on combat  a i rcraf t  i s  in  par t  heavi ly  dependent  on  composi te  
mater ia ls  making f ighter  p lanes  more  ef fec t ive .  
 MR.  HERRNSTADT:  I ' l l  d i rec t  you,  and I  th ink probably  the  
bes t  a rea  to  go for  th is ,  i s  the  repor t  tha t  was  i ssued in  January  or  
February  of  th is  year  by  the  Wisconsin  Nuclear  Arms Projec t ,  which 
ta lked speci f ica l ly  about  the  Depar tment  of  Commerce 's  va l ida ted  end-
user  program,  and they zeroed in  on a  few di f ferent  programs.   One of  
them involved BHA, Boeing,  Hexcel ,  AVIC I .  I 'd  encourage you to  
take  a  look a t  tha t  document .  
 COMMISSIONER FIEDLER:  Thank you.  
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 COMMISSIONER MULLOY:  Thank you,  Mr.  Chairman.   Dr .  
Preeg,  Mr.  Herrns tadt ,  thank you for  a l l  the  help  you 've  g iven th is  
Commiss ion through the  years .   I t ' s  been very  helpful .   Dr .  Tao,  thank 
you for  being here .  
 Dr .  Preeg,  there 's  another  book you 've  been par t  of  ca l led  
China 's  New Great  Leap Forward:  High Technology and Mil i tary  Power  
in  the  Next  Half  Century .   That 's  where  they ta lk  about  Deng Xiaoping 
in  '78  and decided he  needed the  fore igners  to  help  move China  
forward,  and i t ' s  worked for  China .  
 Dr .  Tao,  you say in  your  tes t imony,  s t rong government  suppor t  
p layed a  crucia l  ro le  for  China 's  car  makers  to  ga in  g lobal  
compet i t iveness ,  and par t  of  tha t  was  get t ing  the  jo in t  ventures  to  ge t  
the  fore igners  to  come in  and help  China  bui ld  i t s  automobi le  indust ry .  
 DR.  TAO:  That ' s  r ight .  
 COMMISSIONER MULLOY:  Dr .  Preeg,  you say on page three  
of  your  tes t imony:   
 "Fore ign inves ted  f i rms have p layed a  decis ive  ro le  in  the  
development  of  advanced technology indust r ies  in  China ,  par t icular ly  
for  expor t  or iented  manufacturers ,  informat ion technology in  the  
e lec t ronic  sec tors ."  
 You ta lk  about  how much of  the i r  expor ts  are  f rom these  fore ign 
inves ted  f i rms,  which rea l ly  helps  them get  a l l  th is  money,  which now 
they can go out  and buy people .  
 There  were  two Congressmen tes t i fy ing here  ear l ier ,  and you 
could  see  tha t  they were  f rus t ra ted  because  they ' re  hear ing f rom thei r  
people  back in  the i r  d is t r ic ts  something is  dras t ica l ly  wrong,  but  the  
pol icy  doesn ' t  move here  in  Washington,  and I 'm t ry ing to  unders tand 
that  phenomenon.  
 Mr.  Herrns tadt ,  on  page three  of  your  tes t imony,  you ta lk  about  
the  whole  problem wi th  offse ts .   You say the  American companies  wi l l  
t ransfer  par t  of  the i r  technology in  order  to  ge t  the  sa le .   But  then the  
o ther  country  i s  ge t t ing  the  technology and get t ing  the  capaci ty  to  
bui ld  aerospace ,  a i rp lanes .  
 You a lso  say ,  " I f  a  sa le  means  t ransfer r ing  product ion and/or  
technology,  pr iva te  companies  are  in  a  d i f f icul t  pos i t ion .   Given that  
the i r  in teres ts"- - the i r  in teres ts - -"do not  a lways  a l ign  wi th  the  nat ional  
in teres t ,  they can be  expected  to  maximize  corpora te  re turns ,  even 
though the  use  of  of fse ts  can deeply  af fec t  an  indust ry  as  essent ia l  to  
the  nat ion 's  economy and secur i ty  as  aerospace ."  
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 We have no counter-s t ra tegy.   So we 're  in  a  decl in ing economic  
s i tua t ion .   Dr .  Preeg sa id  i t ' s  not  too  la te ,  but  we bet ter  ge t  going.   The 
Congressmen te l l  us  tha t  we can ' t  ge t  any a t tent ion  to  these  i ssues  on a  
pol icy  level  in  our  execut ive  branch.  
 I s  par t  of  the  problem that  the  corpora t ions ,  whose  in teres ts  
shor t - term may be  served by th is ,  the i r  corpora te  re turn ,  a re  lobbying 
to  prevent  the  nat ion  f rom coming to  gr ips  wi th  th is  problem?  In  o ther  
words ,  the i r  in teres ts  are  no  longer  a l igned wi th  the  nat ional  in teres ts  
in  th is  area ,  and do you have ideas  what  we should  do to  t ry  to  a l ign  
those  in teres ts  back wi th  the  nat ional  in teres ts?  
 Maybe Mr.  Herrns tadt  and then Dr .  Preeg,  and then Dr .  Tao,  i f  
you have anything.  
 MR.  HERRNSTADT:  Sure .   I  th ink there  are  a  var ie ty  of  th ings  
tha t  we can do in  terms of  our  pol icymakers ,  in  te rms of  our  execut ive  
branch,  to  t ry  to  dr ive  home the  point  tha t  you ' re  making,  which I  
th ink i s  very  rea l  and very  cr i t ica l .  
 One,  the  i ssue  of  offse ts  and outsourc ing should  be  a  pr ior i ty  of  
for  our  t rade  negot ia tors .   For  goodness  sake ,  you 've  got  two large  
commercia l  a i rcraf t  producers  in  the  world ,  Boeing and Airbus .   You 
would  th ink i f  Europe and the  Uni ted  Sta tes  agreed tha t  they wouldn ' t  
engage in  th is  type  of  ac t iv i ty ,  tha t  i t  would  be  a  t rade  i ssue ,  tha t  tha t  
would  go a  long way towards  curbing i t  or  towards  mi t iga t ing  i t .  
 I  th ink there  are  a lso  o ther  th ings  tha t  we can ta lk  about .   We 
ta lked a  l i t t le  b i t  about  the  woeful  lack  of  informat ion on outsourc ing,  
of fse ts  and other  th ings ,  not  only  here ,  but  wi th  respect  to  China .  
 There  needs  to  be  s t ronger  repor t ing  requirements ,  par t icular ly  
when i t  comes to  commercia l  and defense  i tems,  so  tha t  we can rea l ly  
get  a  handle  on precise ly  what 's  going on.  
 And las t  but  not  leas t ,  there  are  many other  th ings  as  wel l ,  and 
they ' re  addressed in  the  ar t ic le  I  ment ioned to  you.   Our  government  
should  be  able  to  ascer ta in  when i t  g ives  ass is tance  to  a  pr iva te  ent i ty ,  
to  a  corpora t ion ,  whether  i t ' s  through a  contrac t  award,  a  government  
award,  whether  i t ' s  through EX-IM Bank ass is tance  or  suppor t  
prec ise ly  i f  tha t  taxpayer  money is  going to  crea te  and mainta in  good 
jobs  a t  home or  i s  going in  any way to  help  ass is t  the  movement  of  
those  jobs  to  o ther  countr ies  overseas .  
 DR.  PREEG:  Let  me respond.   Two examples  of  the  bas ic  
ques t ion,  where  i s  U.S.  manufactur ing or  U.S.  indust ry  and companies  
in  a l l  th is?  
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 F i rs t  wi th  respect  to  the  b igges t  i ssue ,  in  my view,  the  currency 
manipula t ion  i ssue ,  I  don ' t  see  American companies  having played as  a  
ro le  as  opposing i t ,  in  o ther  words ,  suppor t ing  the  Treasury  v iew that  
there  i s  no  currency manipula t ion .  
 

 
 
 
  



 

 
 

 

 The  individual  companies  tha t  a re  in  China ,  and these  are  India  
problems,  too ,  they ' re  re luctant  to  s tand up and say China  i s  
manipula t ing  i t s  currency because  they ' re  in  the  country  so  i t ' s  hard  to  
get  wi tnesses  somet imes .   I t  a lways  i s .  
 COMMISSIONER MULLOY:  Yes .  
 DR.  PREEG:  I  don ' t  see  the  companies  as  the  ones  tha t  have  
been ac tual ly  out  f ront  b locking any rea l  ac t ion  on currency 
manipula t ion .   You 've  got  o thers  who are  b locking.   You 've  got  the  
fore ign pol icy  in teres ts  and you 've  got  f inancia l  companies  tha t  l ike  a  
s table  currency,  and you 've  got  a  b igger  i ssue  wi th  Treasury ,  tha t  i f  
the  Chinese  s top buying severa l  hundred bi l l ions  of  dol lars  per  year  of  
U.S.  Treasur ies  and other  dol lar  asse ts ,  our  Treasury  ra te  i s  going to  
go up substant ia l ly .  
 So  there  are  a  o ther  p layers ,  but  I  don ' t  see  our  companies ,  
a l though some of  them are  making more  money in  China  wi th  the  
depressed currency,  p laying an  ac t ive ,  b locking ro le .  
 The o ther  i ssue  i s  the  offse t ,  which i t ' s  a  broader  i ssue  than jus t  
Boeing.   I t ' s  a  b ig  i ssue  in  India ,  too ,  inc identa l ly ,  not  only  for  
a i rcraf t  but  for  defense  contrac ts .   So  i t ' s  a  broader  i ssue  of  t rade  
pol icy .   Aircraf t  i s  a lmost  unique  because  there  are  jus t  the  two 
companies .  We haven’ t  resolved a i rcraf t  subs id ies  in  the  WTO, whi le  
offse ts  could  be  i l legal  in  tha t  a rea  of  WTO- t rade  re la ted  inves tment  
measures .   Not  only  the  speci f ic  of fse ts  in  th is  sec tor ,  but  e lsewhere  as  
wel l ,  Defense  indust ry  i s  d i f ferent .  
 There  are  a lso  re la ted  i ssues  where  China  wants  R&D 
commitments  as  a  condi t ion  for  inves tment .   I t ' s  an  i ssue  of  b la tant  
v io la t ion  of  Chinese  and other  countr ies ,  l ike  India 's  WTO 
commitments .   But  we can ' t  resolve  the  i ssue  a lone  and we can ' t  do  i t  
ha l fhear tedly .   We have to  do i t  together  wi th  the  Europeans  and the  
Japanese  and others  who are  inves t ing ,  because  the  Chinese  are  
p laying one off  agains t  the  o ther ,  and i f  the  U.S.  res is ts ,  inves tment  
approval  wi l l  go  to  the  o thers .  
 The ques t ion  how to  put  together  a  s t ra tegy tha t  would  take  th is  
i ssue  on f ronta l ly  by Japan,  Europe,  the  U.S. ,  and probably  a  couple  
o thers  as  wel l ,  in  th is  whole  area  of  t rade-re la ted  inves tment  
measures?   I t ' s  a  key par t  of  the  Uruguay Round agreement ,  and the  
fac t  i s  tha t  China ,  and India ,  I  should  add,  have  not  been engaged in  
the  WTO sys tem.   More  broadly ,  they do not  take  on the  bas ic  
obl iga t ions  re la ted  to  currency manipula t ion  under  IMF,  Art ic le  IV,  or  
the  TRIMs and severa l  o ther  obl igat ions  of  the  WTO. 
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 And where  do we go?   What 's  the  s t ra tegy?   A few of  us  are  
beginning to  ta lk  about  i t .   I  might  even have  another  projec t  in  th is  
area  .   But  the  fac t  i s  China  and India  are  now advanced,  fu l ly  
 

 
 
 
  



 

 
 

 

compet i t ive  t rading par tners .   China  i s  the  number  one  manufactur ing 
expor ter ,  beyond us ,  and growing fas ter ,  and yet  they ' re  not  fu l ly  
commit ted  to  the  WTO sys tem of  r ights  and obl igat ions .  
 We might  have  to  g ive  them more  vot ing  r ights  in  g lobal  
economic  order  to  make a  deal ,  but  i t ' s  a  much bigger  chal lenge than 
any one speci f ic  i ssue .   We could  have a  major  showdown on one 
issue ,  which we have so  far  not  done.  
 Thank you.  
 COMMISSIONER MULLOY:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Reinsch.  
 COMMISSIONER REINSCH:  Thank you.   Good book,  Ernie .   I  
l ike  your  pol icy  recommendat ions .   I  par t icular ly  l ike  your  a t tack  on 
the  t r ia l  lawyers .   That  was  encouraging.   Jus t  be  careful  when you 
walk  out  the  door  to  make sure  there 's  nobody there  wi th  papers .  
 I  have  a  ques t ion  for  each of  the  o ther  wi tnesses .   Dr .  Tao,  you 
refer red  in  your  wri t ten  s ta tement ,  and I 'm not  sure  you had a  chance  
to  ge t  to  i t  in  your  ora l  s ta tement ,  tha t  the  main  Chinese  chal lenge in  
the  auto  sec tor  in  te rms of  impor ts  in to  the  Uni ted  Sta tes ,  might  come 
in  breakthrough technologies ,  new and more  energy-eff ic ient  
automobi les .  
 And you a l luded to  a  des ign they ' re  developing wi th  a  new 
bat tery .   I s  i t  as  good as  they say  i t  i s?  
 DR.  TAO:  We' l l  ge t  to  see  the  f ina l  resul t  a t  the  end of  th is  year  
or  the  end of  next  year ,  and i t  could  be  a  hype by them,  but  i f  you look 
a t  China 's  na t ional  s t ra tegy in  te rms of  c lean vehic le  and e lec t ronic  
vehic le ,  they s tar ted  f rom 1999 and they spent  qui te  a  b i t  of  money on 
i t ,  and for  th is  las t  e ight  years ,  they spent - - le t  me see--s ix  b i l l ion ,  a t  
leas t  6  b i l l ion  RMB into  th is  d i rec t ion ,  and a  lo t  of  f i rms have been 
engaging in  ac t iv i t ies  in  th is  d i rec t ion ,  and i t ' s  not  tha t  surpr is ing  tha t  
some of  them may make some breakthrough in  cer ta in  areas .  
 In  the  case  here ,  BYD, they are  the  b igges t  producers  of  ce l l  
phone bat ter ies  in  the  wor ld  today.   And they cer ta in ly  have  cer ta in  
capabi l i t ies  in  R&D in  the  bat tery  technologies .   And in  th is  par t icular  
technology,  they have developed and they are  t ry ing to  use  i t  in  the  
vehic les .   I t  has  a  lo t  of  promise ,  and they are  in  the  race  agains t  
severa l  o ther  in ternat ional  projec ts  tha t  a re  going on in  Japan,  in  
America ,  in  Canada,  tha t  they are  par t  of  the  race  now,  and by the  end 
of  the  next  year ,  we ' re  going to  see  who 's  going to  win ,  and I  suspect  
they have a  good chance .  
 COMMISSIONER REINSCH:  Thank you.  

- 108 -

 Mr .  Herrns tadt ,  th is  wi l l  be  round 12 of  our  ongoing dia logue on 
th is  subjec t .   And you rea l ly  answered my bas ic  ques t ion ,  thanks  to  
 

 
 
 
  



 

 
 

 

Commiss ioner  Mul loy,  which was  going to  be ,  wel l ,  what  do we about  
i t?   And both  you and Dr .  Preeg,  I  thought ,  had some good 
suggest ions ,  which I 've  heard  before .  
 The ques t ion  I 'd  ask  i s  I  reca l l  we 've  had extended discuss ions  
about  th is ,  and your  union had extens ive  d iscuss ions  wi th  the  Cl in ton 
adminis t ra t ion  about  th is  inc luding the  prospect  of  in ternat ional  
negot ia t ions  to  address  the  problem.   As  Dr .  Preeg pointed  out ,  i t  
probably  can bes t  be  addressed mul t i la tera l ly  or  a t  leas t  on  the  par t  of  
the  two larges t  producers  or  the i r  governments .  
 So th is  has  been going on for  a  long t ime.  You 've  been ta lk ing 
about  i t  for  a  long t ime.   Nothing has  happened,  which is  an  
embarrassment .  Why has  nothing happened?   Did  the  las t  
adminis t ra t ion  drop the  bal l?   Did  th is  one  drop the  bal l?   Did  you 
drop the  bal l?   Did  I  drop the  bal l?  
 HEARING COCHAIR WESSEL:   Can we answer?  
 COMMISSIONER REINSCH:  No,  he  has  to  answer .  
 MR.  HERRNSTADT:  I  t raced the  development  of  th is  in  the  
offse t  a r t ic le  I  submit ted  as  a  reference  to  th is  Commiss ion.   I  pre t ty  
wel l  t raced the  development  of  the  legis la t ion  as  wel l  as  the  ac t iv i ty  
f rom the  execut ive  branch on th is  topic .    
 Things  rea l ly  s topped in  the  waning days  of  the  Cl in ton 
adminis t ra t ion .   There  was  the  Pres ident ia l  Commiss ion on Offse ts  
which addressed commercia l  of fse ts  by  execut ive  order  and in  para l le l  
ac t ion  addressed defense  offse ts  by  congress ional  ac t ion .  
 That  commiss ion met  for  two,  three  hours ,  four  hours- -came up 
wi th  a  s ta tus  repor t ,  and the  current  adminis t ra t ion  then never  
reconvened tha t  commiss ion.   In  the  in ter im per iod,  there  were  these  
in teragency task  forces  which came up wi th  some sor t  of  repor t ,  
severa l  months  ago,  maybe a  year  ago,  which rea l ly  d idn ' t  address  in  a  
ser ious  way th is  i ssue .   So you ' re  qui te  r ight  in  terms of  ef fec t iveness .  
 Very  l i t t le ,  very  l i t t le  has  been done,  ye t  th ings  become much 
more  cr i t ica l ,  and I  dare  say  in  te rms of  indi rec t  of fse ts ,  th ings  become 
craz ier  and craz ier  out  there .   These  become even harder  to  t rack.   
Hopeful ly ,  the  next  adminis t ra t ion  wi l l  take  th is  i ssue  head on and wi l l  
develop a  rea l  meaningful  comprehensive  response  for  i t  because  i t  i s  
ge t t ing  more  ser ious .  
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 COMMISSIONER REINSCH:  Wel l ,  I  hope you ' re  r ight .   I  must  
say  i t ' s  k ind of  depress ing.   The bes t  you ' re  going to  get  out  of  us  
because  of  what  we are  i s  another  repor t  tha t  says  something ought  to  
be  done,  and perhaps  some deta i l  about  what  tha t  something ought  to  
be ,  but  I  agree  wi th  you.   Mul t ip le  bal l s  have  been dropped,  I  guess ,  i s  
the  answer  to  my ques t ion ,  and I  hope tha t  we can work col lec t ive ly  in  
the  next  adminis t ra t ion  to  t ry  to  get  th is  addressed in  a  way that  
 

 
 
 
  



 

 
 

 

actual ly  deals  wi th  the  problem.   You and I ,  as  you know,  may have 
some di f ferences  in  deta i l  about  tha t ,  but  I  cer ta in ly  share  your  
analys is  of  the  problem and your  commitment  in  t ry ing to  deal  wi th  i t .  
 Thank you.  
 HEARING COCHAIR SHEA:  Round two.   Commiss ioner  
Wessel .  
 HEARING COCHAIR WESSEL:   Thank you.   Mr.  Herrns tadt ,  I 'd  
l ike  to  go  back to  the  safe ty  i ssue  tha t  Chai rman Wortze l  ra ised  br ief ly  
because  as  I  reca l l  f rom news repor ts - - I  be l ieve  i t  was  las t  year- -we 've  
begun to  see ,  because  of  the  g lobal iza t ion  of  the  supply  chain  as  i t  
re la tes  to  aerospace ,  concerns  about  component  par ts .   Las t  year ,  I  
be l ieve  i t  was ,  Senator  Levin  was  here ,  and brought  in ,  I  guess ,  
Motorcraf t  auto  par ts ,  the  rea l  th ing and the  knockoff .  
 The repor ts  I 've  seen,  i f  I  remember ,  were  on fuel  l ines ,  on  
cer ta in  Air lon  connectors ,  I  th ink i t  was ,  the  cabl ing ,  e t  ce tera ,  tha t  
there  some substandard  par ts .  
 My ques t ion ,  though,  rea l ly  i s  about  the  service  and 
maintenance .   As  I  reca l l ,  many of  our  a i r l ines  are  now increas ingly  
doing service  e i ther  in  China  or  o ther  countr ies .   Can you re la te  what 's  
happened there?   What  the  agreements  are ,  meaning the  volume and 
what  k ind of  contro ls  there  are  to  make sure  tha t  the  service  i s  be ing 
done to  the  h ighes t  s tandards?  
 MR.  HERRNSTADT:  Yes ,  th is  rea l ly  ca l l s  for  a  pre t ty  long-
winded answer ,  but  le t  me make i t  k ind of  shor t  by  refer r ing  to  th is  
and that ,  and I  can  supply  you wi th  fur ther  informat ion on i t .  
 There  was  an  in teres t ing  repor t  i ssued by the  FAA,  I  be l ieve  i t  
was  the  ac t ing  Inspector  Genera l  in  February  or  so  of  th is  year ,  which 
ta lks  about  not  only  the  safe ty  i ssues  and inspect ion  i ssues ,  deal ing  
wi th  a i r l ines ,  but  a lso  wi th  suppl iers ,  and I  be l ieve  they reference  
China .   The c i ta t ion  for  i t  i s  referenced in  my tes t imony before  th is  
Commiss ion.   
 In  terms of  maintenance  work,  there 's  a  lo t  of  work tha t  i s  now 
being done in  China .   There  have been hear ings  held  before  Congress  
on the  i ssue  of  fore ign repai r  s ta t ions ,  the  adequacy of  inspect ions ,  the  
f requency of  inspect ions  and so  for th  on tha t  as  wel l ,  and I 'd  be  g lad  
to  g ive  you our  tes t imony on those  and other  i ssues .   
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 HEARING COCHAIR WESSEL:   Please .   Let  me ask ,  though,  i f  I  
could  quickly ,  jus t  as  a  fo l low-on,  as  we had a  hear ing probably  two 
months  ago on the  ques t ion of  seafood safe ty ,  seafood and broader  
food safe ty ,  and found out ,  as  I  recal l ,  we were  going to  have seven 
FDA inspectors  in  a l l  of  China .   Jus t  as  i t  re la tes  to  the  service  and 
maintenance ,  i s  FAA over  there  doing examinat ion of  every  s ingle  
p lane  tha t  maintenance  i s  be ing done on?   Is  i t  sporadic?   Jus t  how is  
 

 
 
 
  



 

 
 

 

i t  done?  
 MR.  HERRNSTADT:  I  th ink these  are  s igni f icant  ques t ions  tha t  
have  been posed before ,  and I  would  urge  the  Commiss ion to  ask  the  
FAA speci f ica l ly  for  a  response  to  those  i ssues .  
 HEARING COCHAIR WESSEL:   Thank you.  
 HEARING COCHAIR SHEA:  Commiss ioner  Mul loy.  
 COMMISSIONER MULLOY:  I  jus t  wanted to  come back for  one  
minute ,  Dr .  Preeg,  to  the  i ssue  of  how I  somet imes  th ink the  
mul t ina t ional  corpora t ions  who are  making money for  the i r  
shareholders  of f  the  way the  sys tem is  present ly  s t ructured,  but  tha t  
may not  be ,  as  Mr.  Herrns tadt  pointed  out ,  be  consis tent  wi th  the  
nat ional  in teres ts .  
 And you brought  up the  i ssue  of  the  exchange ra tes .   My 
recol lec t ion  i s  wi th in  the  Nat ional  Associa t ion  of  Manufacturers ,  the  
companies  tha t  produce  in  the  Uni ted  Sta tes  wanted to  endorse  
legis la t ion  tha t  Senator  Stabenow and Bunning and others  had 
in t roduced to  say  tha t  China 's  underpr iced currency is  an  expor t  
subs idy and could  be  countervai led ,  but  tha t  the  mul t ina t ional  
corpora t ions  wi th in  the  NAM fought  agains t  tha t ,  and ul t imate ly  won 
the  bat t le  wi th in  NAM to  prevent  NAM from suppor t ing  tha t  
legis la t ion .  
 Am I  mis taken on tha t  or  i s  tha t  your  unders tanding,  and does  
tha t  reveal  somehow that  maybe tha t  there 's  some divergence  and tha t  
i t  resul ts  in  lobbying tha t  may not  be  consis tent  wi th  larger  na t ional  
in teres ts?  
 DR.  PREEG:  My recol lec t ion ,  and I  wasn ' t  in  the  middle  but  
heard  qui te  a  b i t  about  i t ,  was ,  there  tha t  the  Coal i t ion  for  a  Sound 
Dol lar ,  chai red  by NAM, which took the  currency manipula t ion  on 
f ronta l ly  for  severa l  years  and was  out  f ront .  
 COMMISSIONER MULLOY:  Yes ,  they tes t i f ied  ear ly  on.   Frank 
Vargo tes t i f ied  before  th is  Commiss ion.  
 DR.  PREEG:  But  then there  was  a  spl i t  on  the  i ssue  of  how to  
respond.   My view has  a lways  been to  take  v io la tors  to  cour t  in  the  
IMF and a lso  in  the  WTO under  GATT Art ic le  15,  which deals  wi th  
exchange ra te  pol icy ,  and have a  showdown in  th is  context .  
 But  the  idea  of  some lawyers  was  to  approach the  i ssue  as  an  
expor t  subs idy,  in  which case  we put  a  duty  on r ight  away--a t  27 .5  
percent  or  whatever  and then le t  o thers  take  us  to  cour t  in  the  WTO, 
who wi l l  say  i t ' s  not  an  expor t  subs idy,  and there  was  a  sp l i t  there .  
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 Many of  the  smal ler  companies  tha t  a re  more  hur t - -because  
they ' re  fac ing d i rec t  impor t  compet i t ion  suppor ted  the  subs idy 
approvals  whi le  some of  the  larger  d idn ' t  suppor t  immedia te  protec t ion  
based on the  expor t  subs idy case .   
 

 
 
 
  



 

 
 

 

 I 'm opposed to  the  expor t  subs idy route  because  I  am 99 percent  
sure  we would  lose  our  case  in  the  WTO. We could  des t roy the  WTO, 
and I  th ink i t  was  very  much on th is  i ssue  of  how respond tha t  the  spl i t  
occurred .  
 There  i s  d i f ference  of  in teres t .   Many of  the  smal l  and medium-
sized companies ,  such as  auto  par ts  producers ,  i t ' s  only  are  get t ing  
d i rec t  impor t  compet i t ion  f rom China ,  and i t ' s  a l l  bad.   The b ig  
companies  are  there  and they ' re  here  and thus  have  balanced in teres ts .  
 This  doesn ' t  mean that  they opposed taking on the  currency 
manipula t ion  i ssue .   They were  wi th  us .  They very  much for  taking on 
the  currency manipula t ion  i ssue .   They were  very  suppor t ive  in  many 
ways  of  my chapter  e ight  on  th is  i ssue ,  but  they res is ted  the  expor t  
subs idy response ,  meaning immedia te  protec t ion  through tar i f fs  on  
impor ts  f rom China .  
 COMMISSIONER MULLOY:  Do e i ther  of  the  o ther  wi tnesses  
have anything they want  to  add on th is  point?   Thank you.   Thank you,  
Mr.  Chairman.  
 HEARING COCHAIR SHEA:  Sure .   Are  there  any fur ther  
ques t ions?   Gent lemen,  thank you very  much for  your  tes t imony today.  
 We apprecia te  the  contr ibut ion  you made a t  th is  hear ing.  
 MR.  HERRNSTADT:  Thank you.  
 HEARING COCHAIR SHEA:  We expect  Senator  Stabenow to  be  
here  a t  about  3 :15 so  i f  a l l  the  commiss ioners  could  s tay ,  and s tand in  
recess  unt i l  3 :15.   
 Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL I:   CONGRESSIONAL PERSPECTIVES (CONTINUED) 
 

 HEARING COCHAIR WESSEL:   Thank you,  Senator ,  for  being 
here .   We know you have a  very  busy schedule  and we 're  honored to  
have  you here ,  I  be l ieve ,  for  the  second t ime,  s ince  you appeared 
before  us  a t  our  f ie ld  hear ing out  in  your  s ta te .  
 Uni ted  Sta tes  Senator  Debbie  Stabenow made his tory  in  2000 
when she  became the  f i rs t  woman f rom the  s ta te  of  Michigan e lec ted  to  
the  Uni ted  Sta tes  Senate .    
 She  i s  a  respected  nat ional  leader  on  heal th  care  and 
manufactur ing issues ,  and a  champion for  Michigan.   She  has  r i sen  in  
Senate  leadership  as  Senate  Conference  Secre tary  and is  now chai r  of  
the  Democrat ic  Steer ing and Outreach Commit tee .  
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 She  was  appointed  th is  te rm to  the  Senate  Finance  Commit tee  
where  she  i s  p laying a  key ro le  in  address ing our  nat ion 's  heal th  care ,  
t rade  and tax  pol ic ies .   She  a lso  serves  on the  Senate  Budget  and 
 

 
 
 
  



 

 
 

 

Agricul ture  Commit tees .   We're  honored to  have  you here ,  and please  
begin .  
 

STATEMENT OF DEBBIE STABENOW 
A U.S.  SENATOR FROM THE STATE OF MICHIGAN 

 
 SENATOR STABENOW:  Thank you,  Commiss ioner  Wessel ,  and 
to  everyone,  for  a l lowing me to  come before  you.   I t ' s  grea t  to  see  a l l  
of  you and,  Commiss ioner  Mul loy,  thanks  so  much for  having spent  
t ime in  Michigan as  wel l ,  and seeing f i rs thand what 's  happened.   I  
apprecia te  a l l  of  you who have taken the  t ime on a  very ,  very  
impor tant  subjec t .  
 Obviously ,  we are  in  very  chal lenging t imes  in  Michigan,  but  
now across  the  country ,  par t icular ly  when we look a t  how we create  a  
s i tua t ion  where  there 's  a  level  p laying f ie ld  on t rade  tha t  a l lows us  to  
compete  ef fec t ive ly ,  to  be  able  to  se l l  our  products ,  and to  be  able  to  
have  a  s t rong economy,  keep the  middle  c lass  in  th is  country  and not  
crea te  a  s i tua t ion  where  we 're  expor t ing  jobs  ins tead of  products ,  and 
tha t ' s  rea l ly  the  b ig  chal lenge  for  a l l  of  us ,  par t icular ly  those  of  us  
who make th ings  and grow th ings ,  and that ' s  what  we do in  Michigan.   
We make th ings  and we grow th ings ,  and we do i t  very  wel l ,  and we 
want  to  cont inue  to  do that ,  and we want  to  cont inue  to  have  expor t  
markets  to  be  able  to  s t rengthen the  oppor tuni t ies  for  us .  
 We 're  obviously  c lose ly  t ied  to  the  automobi le  indust ry  in  
Michigan,  as  wel l  as  broader  manufactur ing,  and whi le  many fac tors  
are  af fec t ing the  auto  indust ry ,  for  sure ,  inc luding the  skyrocket ing  
pr ice  of  gas  tha t  we could  spend a  whole  day on.   In  fac t ,  i f  you have 
the  answers  on tha t  one ,  p lease  le t  me know because  i t ' s  obviously  
ext remely  chal lenging to  every  par t  of  the  economy.  
 But  a t  leas t  two of  the  fac tors  tha t  a re  af fec t ing  the  auto  indust ry  
speci f ica l ly  re la te  to  China ,  which i s  why I 'm so  p leased to  be  able  to  
be  here  today.    
 F i rs t ,  China  has  been i l legal ly  taxing auto  par ts ,  auto  par ts  
impor ts ,  as  you know,  and second,  they are  the  wor ld 's  b igges t  
counterfe i ter ,  and both  of  those  things  have had a  profound impact  on  
us  in  Michigan as  wel l  as  o ther  s ta tes  involved in  manufactur ing.  
 Al though the  WTO recent ly  ru led  tha t  China 's  taxing of  auto  
par ts  impor ts  was  i l legal ,  and tha t ' s  good news,  unfor tunate ly  tha t  
ru l ing  came far  too  la te  for  tens  of  thousands  of  American workers .    
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 In  2001,  as  par t  of  the  ent ry  in to  the  WTO, China  agreed to  tax  
auto  par ts  less  than i t  taxes  ent i re  cars .   I  wasn ' t  surpr ised  tha t  China  
v io la ted  the i r  commitments ,  unfor tunate ly ,  but  I  have  been very  
d isappointed  a t  the  s low response  f rom our  government  to  the  fac t  tha t  
 

 
 
 
  



 

 
 

 

they v io la ted  the i r  commitments .  
 USTR didn ' t  f i le  a  case  agains t  China  on th is  i ssue  unt i l  March 
of  2006.   And because  the  WTO process  takes  so  long,  we didn ' t  ge t  
the  ru l ing ,  of  course ,  unt i l  February ,  which was  too  la te  for  auto  par ts  
manufacturers  and thei r  workers .   By the  t ime the  case  was  f i led ,  four  
of  the  larges t  auto  par t  suppl iers  had a l ready entered  bankruptcy and 
two more  fo l lowed wi th in  months  af ter  tha t .  
 I 'm a lso  worr ied  about  our  government 's  inadequate  ef for ts  to  
s top Chinese  counterfe i t ing  and substandard  goods  f rom enter ing the  
U.S.   China  i s  the  main  p layer  in  the  $12 bi l l ion  a  year  counterfe i t  
auto  par ts  indust ry ,  which is ,  by  the  way,  a lso  a  ser ious  safe ty  i ssue  
for  Americans .  
 And th is ,  according to  the  Federa l  Trade  Commiss ion,  has  cos t  
us  over  250,000 American jobs  a lone ,  jus t  because  of  th is  one  indust ry  
as  i t  re la tes  to  counter fe i t  auto  par ts .   Yet ,  the  Uni ted  Sta tes  lacks  a  
comprehensive  s t ra tegy to  s top  th is  and other  counterfe i t  and 
substandard  goods ,  which is  why your  del ibera t ions  and 
recommendat ions  I  be l ieve  are  so  impor tant .  
 Las t  summer ,  I  led  an  effor t  to  have  over  a  ha l f  a  mi l l ion  
defect ive  Chinese  t i res  taken off  the  roads ,  and we a l l  remember  recal l  
a f ter  reca l l  dur ing the  hol idays  las t  year .   Our  nat ion  i s  c lear ly  behind 
the  curve ,  and our  inact ion  has  put  consumers  and workers  a t  r i sk .   
And so ,  again ,  your  ac t ions ,  your  voice  i s  very  impor tant  in  crea t ing  
the  sense  of  urgency that  we need on these  i ssues .  
 We need to  ac t  now to  s top counterfe i t ing ,  to  s top  dangerous  
goods  f rom coming in ,  to  end numerous  i l legal  t rade  prac t ices ,  and 
f rankly  in  my s ta te ,  we ' re  not  in teres ted  in  wai t ing  for  more  p lant  
c los ings  or  job  losses  or  in jured  consumers .  
 We unders tand that  China  i s  a  major  par t  of  the  wor ld  economy,  
growing everyday,  and obviously  looking out  for  the i r  in teres ts ,  but  we 
need to  be  looking out  for  our  in teres ts .   They ' re  looking out  for  the i r  
in teres ts .   We need to  make sure  tha t  we are  advocat ing for  American 
businesses  and American workers  and our  American economy,  and we 
can ' t  jus t  wai t  unt i l  they decide  i t ' s  convenient  to  l ive  up to  the i r  
agreements .  
 They were  brought  in to  the  WTO under  the  argument  tha t  we 
would  have  more  leverage  to  crea te  a  level  p laying f ie ld  and fa i r  t rade  
i f  they  were  a  permanent  par t  of  the  WTO.  But  we 've  not  taken ac t ions  
to  guarantee  or  to  a t  leas t  do  everything we can to  make sure ,  in  fac t ,  
those  agreements  are  being kept .  
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 We can ' t  wai t  whi le  China  g ives  i l legal  subs id ies  to  the i r  
f requent ly  s ta te- run f i rms.   We have too many businesses  today where  
the  company is  compet ing agains t  a  country ,  when you ' re  ta lk ing about  
 

 
 
 
  



 

 
 

 

here ,  the  cos t  tha t  bus inesses  individual ly  have versus  what  China ,  as  
an  example ,  wi l l  do  i f  you come to  China--bui ld  the  p lant ,  no  heal th  
care  cos ts .   I t  goes  on and on-- lower  safe ty  s tandards-- i t  goes  on and 
on--and th is  i s  a  rea l ly  chal lenge for  us .  
 China  i sn ' t  s topping a t  low-value-  added goods  l ike  text i les .   In  
the  automot ive  sec tor ,  China  has  i t s  s ights  on  more  than jus t  auto  
par ts .   I t  wants  to  use  the i r  indust r ia l  pol icy  as  a  country  to  crea te  an  
automobi le  manufactur ing sec tor  tha t  eventual ly  dwarfs  those  of  Japan,  
Europe,  and the  Uni ted  Sta tes .  
 How do we know this?   Because  the  Chinese  to ld  us  ear l ier  th is  
year .   They ident i f ied  the  automobi le  manufactur ing indust ry  as  a  
p i l la r  indust ry ,  and because  of  the i r  economy,  as  a  non-market  
economy,  they ' re  wi l l ing  to  do th ings  to  guarantee  tha t  tha t  happens  
and use  whatever  means  poss ib le  inc luding vio la t ing  t rade  laws in  
order  to  make that  happen.  
 Res t  assured China  doesn ' t  want  to  compete  on a  level  p laying 
f ie ld .   I t  manipula tes  i t s  currency,  subs id izes  indust r ies  and uses  o ther  
i l legal  t rade  prac t ices  to  ga in  an  unfa i r  advantage .   
 I  was  very  p leased tha t  Under  Secre tary  Chr is topher  Padi l la  f rom 
Depar tment  of  Commerce  accepted an  invi ta t ion  of  mine  to  come in  
and meet  wi th  manufacturers  ear l ie r  th is  year  and met  wi th  a  number  
of  smal l ,  medium and large  manufacturers .   And he  heard  across  the  
board  concerns  about  what  i s  happening wi th  China  as  wel l  as  o ther  
p laces ,  a l though China  cer ta in ly  i s  the  b ig  focus ,  and the  fac t  tha t  our  
bus inesses  s imply  want  one  th ing,  to  know that  there  i s  a  level  p laying 
f ie ld ,  tha t  i f  there  are  going to  be  ru les ,  tha t  China  i s  expected  to  
fo l low the  ru les  as  wel l  as  everybody e lse .   That ' s  a l l  we ' re  asking,  i s  
to  be  able  to  have  the  same rules ,  the  same s tandards ,  the  same playing 
f ie ld .  
 We somehow unfor tunate ly  in  th is  country ,  I  be l ieve ,  have  fe l t  
tha t  we could  lose  manufactur ing as  a  country  and that  would  be  okay.  
That  we would  have other  advanced indust r ies  tha t  would  help  us  
survive ,  o ther  h igh- tech indust r ies ,  and I  would  welcome you to  come 
to  any plant  in  Michigan.  This  i s  not  your  fa ther 's  fac tory .   This  i s  not  
loud,  d i r ty ,  dark .   This  i s  br ight ,  open,  a l l  automated.  
 The most  h igh- tech p lant  Genera l  Motors  has  i s  f ive  minutes  
f rom my home in  Lansing,  and they spent  a  year  t ra in ing people  before  
they went  to  work in  the  p lant  because  i t  was  so  sophis t ica ted .   We're  
ta lk ing about  the  most  sophis t ica ted  equipment  and computer ized 
technology and robot ics  anywhere .  
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 So  th is  not ion that  somehow we can give  up advanced 
manufactur ing and tha t  i t  won ' t  impact  every  o ther  par t  of  our  
economy doesn ' t  make any sense  to  me a t  a l l .  
 

 
 
 
  



 

 
 

 

 In  the  pas t ,  th is  Commiss ion has  spel led  out  what  th is  means  for  
U.S.  manufacturers  and for  defense .   You have taken s t rong posi t ions .  
 I  hope tha t  the  Commiss ion wi l l  cont inue  to  th ink of  th is  as  you look 
ahead and look to  ten  years  f rom now and 20 years  f rom now and 
beyond because  I  be l ieve  tha t  not  only  f rom a  defense  s tandpoint ,  
which we 've  ta lked about  before ,  but  f rom an economic  s tandpoint ,  i t  
i s  ext remely  d i f f icul t  to  imagine  an  American middle  c lass  wi thout  a  
s t rong advanced technology manufactur ing base  in  th is  country .  
 The bot tom l ine  i s  we need to  be  smar ter  th is  t ime around than 
we have been in  the  pas t .   We need to  fo l low through on.   We have 
passed out  of  the  Finance  Commit tee  legis la t ion  deal ing  wi th  currency 
manipula t ion ,  and I  be l ieve  very  s t rongly  tha t  needs  to  be  passed 
quickly ,  and I  would  cer ta in ly  apprecia te  the  suppor t  f rom the  
adminis t ra t ion  in  tha t .  
 We have to  make sure  we are  us ing the  r ight  k inds  of  
enforcement  which means  more  resources ,  and I  would  welcome your  
comments  there ,  as  we look a t  our  resource  capabi l i ty .   We know that  
these  aren ' t  easy  i ssues .   This  i s  a  compl ica ted  g lobal  economy now 
wi th  in terdependency,  and we know that  taking ac t ion  one  p lace  
af fec ts  another  p lace ,  a f fec ts  another  p lace .  
 And so  I  unders tand.   When I  entered  the  d iscuss ion about  
in te l lec tual  proper ty  r ights  and counterfe i t ing ,  smal l  bus inesses  were  
pr imar i ly  affec ted .   Now,  mul t ina t ional  companies  are  affec ted ,  and 
these  i ssues  aren ' t  going to  go away,  jus t  because  we choose  not  to  
address  them.  
 So I 'm hopeful  under  the  Commiss ion 's  guidance  tha t  we wi l l  be  
able  to  see  ac t ion  in  three  areas ,  in  par t icular .   F i rs t ,  I  would  hope the  
Commiss ion would  do fur ther  research on how our  current  a l locat ion  
of  resources ,  how much is  dedica ted  to  t rade  enforcement  in  order  to  
address  these  i ssues?  
 I 'm very  concerned.   We've  heard  tes t imony in  the  Finance  
Commit tee .   In  fac t ,  former  Commerce  Secre tary  Mickey Kantor  
indica ted  tha t  f rom his  analys is ,  he  bel ieved tha t  we have  the  smal les t  
enforcement  arm of  any indust r ia l ized  country ,  and yet  we have over  
230 t rade  agreements  around the  wor ld ,  not  count ing a l l  of  what 's  
happening wi th  China .  
 Second,  the  Commiss ion,  I  would  hope,  would  cont inue  to  
research how China 's  indust r ia l  pol icy  to  suppor t  key indust r ies  wi l l  
a f fec t  our  companies  and thei r  workers .  
 And th i rd ,  I  would  hope the  Commiss ion would  help  i l luminate  
China 's  wide  var ie ty  of  WTO inconsis tent  subs id ies  tha t  have  gone 
unchal lenged because  the  subsid ies  remain  h idden.  
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 These  are  very ,  very  impor tant  i ssues  tha t  I  be l ieve  go to  the  
 

 
 
 
  



 

 
 

 

core  of  how we compete  successful ly  in  a  g lobal  economy.   I  have  
suppor ted  many more  t rade  agreements  than I  have  opposed in  my now 
12 years  in  the  Uni ted  Sta tes  Congress ,  but  I  have  reached a  point  af ter  
watching what  happens  when we don ' t  pay a t tent ion  and we don ' t  
enforce  t rade  laws and we don ' t  make sure  there 's  a  level  p laying f ie ld ,  
I  cannot  cont inue  to  do tha t  wi thout  knowing that  we wi l l  be  ser ious  
and have the  resources  and the  knowledge to  be  able  to  make sure  tha t  
we ' re  doing our  par t  to  f ight  for  American businesses  and American 
workers .  
 So I  thank you for  a l l  tha t  you do,  and please  count  me in  as  
someone to  ca l l  on  as  an  a l ly  in  th is .   I  know these  are  not  easy  i ssues ,  
but  I  know that  we have to  address  them i f  we ' re  going to  have a  
s t rong economy that  we 've  had and benef i t ted  f rom for  so  long in  the  
Uni ted  Sta tes .  
 HEARING COCHAIR WESSEL:   Thank you for  your  tes t imony.   
I  know your  schedule  i s  t ight  th is  af ternoon,  and we apprecia te  your  
being here  and your  suppor t  for  the  Commiss ion over  t ime.   You 've  
been a  leader  on  these  i ssues .  
 I  should  point  out ,  I  be l ieve  today is  the  th i rd  hear ing we 've  
done on autos  and auto  par ts ,  which I  th ink exceeds  any other  indust ry  
over  the  l i fe  of  th is  Commiss ion.   We take  i t  very  ser ious ly .  Going out  
to  your  s ta te  and e lsewhere  to  look a t  th is ,  Ohio ,  and unders tand that  
the  s t rength  of  th is  indust ry  and the  s t rength  of  our  economy go hand-
in-hand.  
 So we wi l l  cont inue  to  work on th is .   Apprecia te  your  
recommendat ions  today,  and we wi l l  work wi th  you and your  s taf f  in  
the  coming weeks .  
 SENATOR STABENOW:  Great .   Thank you very  much.  
 HEARING COCHAIR WESSEL:   Thank you.  
 SENATOR STABENOW:  I  apprecia te  your  t ime.  Thank you.  
 HEARING COCHAIR WESSEL:   That  i s  the  las t  panel  for  the  
day.   We s tand adjourned unt i l  our  next  hear ing on August  13 ,  which 
wi l l  be  pos ted  on our  Web s i te .  
 [Whereupon,  a t  3 :40 p .m. ,  the  hear ing was  adjourned. ]  
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