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U.S.-CHINA BILATERAL TRADE AGREEMENT
- ON CHINA’S ACCESSION TO THE WTO

WEDNESDAY, FEBRUARY 23, 2000

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:38 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Grassley, Hatch, Murkowski, Thompson,
Moynihan, Rockefeller, Breaux, Conrad, Graham, Bryan, and Robb.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please be in order.

It is again my pleasure to welcome the Ambassador here today.
As you know, today’s hearing will focus on the bilateral agreement
reached this past November between the United States and China
on the terms of China’s accession to the World Trade Organization.

From what I have seen of the package thus far, the pact would
afford U.S. exports unparalleled access to the Chinese market and
create significant new commercial opportunities for American
firms, farmers, and workers. I am looking forward to learning more
about the bilateral deal and about the views of industry and labor
on its terms.

That said, I think it is imperative, in light of the events of the

ast week, to make two points. One, is for our Chinese friends who
know are following the proceedings here closely. The second, is
for the administration.

With respect to China, I feel obliged to say that WTO accession
and the passage of permanent normal trade relations in the Senate
is not a foregone conclusion as some may think.

The reckless threat to use force against Taiwan over negotiations
on the future across-strait relations and the recurring human
rights violations will necessarily affect the Senate’s consideration of
this agreement.

My strong preference would be to debate the agreement on its
own merits. I am confident that, if the package is debated on its
own terms, the Congress will recognize the benefits of the deal will
extend to U.S. firms; farmers, and workers, and pass permanent
normal trade relations legislation. ' .

‘ (1)
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My point is that we may not reach that debate if the broader re-
lationship between our countries is in question, The actions of cer-
tain Chinese officials in recent days were bound to raise precisely
those questions, whether or not that was their intent.

As for the administration, 2 weeks ago I made the point that the
President’s ambivalence on trade had hampered our ability to make
progress on trade for the benefit of our farmers and workers.

On China, by contrast, the President has been the strongest pos-
sible advocate for a WTO deal. Now we hear that the Vice Presi-
dent has promised the AFL-CIO that if a deal is not reached this
year, he will rewrite the bilateral agreement in ways that would
impose obligations on China that no other WT'O member bears, and
probably make it wholly unacceptable in their eyes.

Those statements raise serious questions about the administra-
tion’s commitment to getting this deal done and the legislation
passed, questions that the President himself had labored strenu-
ously to put to rest in his State of the Union address and in his
statements since that time on China.

Our relationship with China and the economic opportunities that
the market access package would yield for our farmers, for our
workers, are too important to be caught up in raw partisan cam-
paign politics.

Legislation normalizing our trade relations with China will only
pass with the unwavering commitment by the administration and
a strong bipartisan effort here in Congress.

The Vice President’s comments have at once called the adminis-
tration’s support into question and make the process of building bi-
partisan support significantly more difficult. He has offered waver-
ing members a rationale for delaying a vote until next year. That
raises the legitimate question of whether the administration re-
mains committed to moving the legislation this year.

So we look forward, very much, Ambassador, to your testimony.

At this stage, I want to turn to my good friend and colleague,
Senator Moynihan, for any opening remarks he may care to make.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Mr. Chairman, this is a worrisome moment.
It's a moment of peril. We had reason to believe that normal trade
relations with China would be agreed to in this Congress.

Certainly, the Committee on Finance was going to report out a
bill, nearly unanimously, and now two things have happened, and
they have happened within the space of 7 days, or thereabouts.

First, as the Chairman properly said, the wholly unwelcome
statements by Chinese officials about a free election taking place
in Taiwan. There seems to be some backing off from that, but not
enough, and not that we know. This committee, Ambassador, has
to be informed.

Then, as the Chairman said, there were the chilling statements
and inferences by the Vice President that supporters of his may be
assured that this measure would not pass in this Congress and
would await his presidency, at which point he would rewrite the
agreement in such terms that it would never be agreed to.



~ So, just on the verge of bringing this last great trading nation
into the world trading system we will opt out, for internal politics
on both sides, and it will be shameless.

I have reason to think that many in the administration agree,
and I would hope you could assure us that we are with you and
that the administration understands that the Vice President is
campaigning, and things are said in campaigns. We understand
that; we all campaign.

But we need to know that the administration distinctly disavows
any such suggestion, that they want the bill now, they will fight
for it now, and they will help us %et it for them now. If you could
give us those assurances we would be most grateful, because we
want to help you, and not everyone seems to do.

Thank you, Mr. Chairman.

The CHAIRMAN. Might I just add one word to what you said, Sen-
ator Moynihan. That is that action in this matter will speak louder
than words. It is important that all efforts on the part of the ad-
ministration be put fully behind the effort to gain the kind of rec-
ognition you are here to address.

It is always a pleasvre to welcome the Ambassador, who, frankly,
is a very tough and able negotiator. We just wish she had the sup-
port that I think is essential for this critical task.

Ambassador Barshefsky, we look forward to your comments.

STATEMENT OF HON. CHARLENE BARSHEFSKY, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador BARSHEFSKY. Thank you, Mr. Chairman.

I am here with the full support of the administration, and in that
regard it is a pleasure to be here before you. I thank you su much,
again, for the opportunity to appear, in this instance, to discuss
China’s accession to the WTO.

Mr. Chairman, my testimony lays out in some detail the agree-
ment, and I ask that it be included in the record of these pro-
ceedings.

The CHAIRMAN. So moved.

[The prepared statement of Ambassador Barshefsky appears in

the appendix.] ‘

Ambassador BARSHEFSKY. Thank you. If I might just summarize
its main points.

In China, we deal with the world’s largest nation, the world’s
fastest-growing major economy over the past decade, and a country
whose future course is central to our interest in a peaceful, stable,
and prosperous Pacific region. As we address these issues, we also
deal with a government which is often repressive at home and with
which we have significant policy disagreements.

This is, therefore, not a simple relationship and in it we must
take up a vast array of issues, from broad strategic interests, to re-
gional security, to human rights, religious freedom, environmental
protection, weapons proliferation, international crime, narcotics
trafficking, so on, and so forth.

When we disagree in these areas we must be firm in the defense
of America’s interests and values. That is true in security, human
rights, and elsewhere. But at the same time, we must also be
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aware of the profound importance of our relationship with China
to peace and stability across much of the rest of the world. :

Thus, we also have a profound responsibility to find and act upon
areas of mutual interest and benefit, to support reform in China,
advance our own national interests, and bui cr a stable peace in the
years to come.

China’s WTO accession is a case in point. Most directly, it will
affect our full range of trade concerns. It will do so through a series
of one-way concessions in which China opens its markets across the
broad spectrum of goods, services, and agricultural products in a
way unprecedented since the 1940’s, strengthen our guarantees of
fair trade, and subject its decisions to impartial dispute resolution.
In doing so, it will help to rectify a fundamentally imbalanced
trade relationship. ‘

As China does this, we simply maintain our current market ac-
cess policies by making normal trade relations that we have grant-
ed China in every year for the past 20 permanent.

WTO accession, however, complements and supports long-
standing American humanitarian and strategic goals as well. It is
in America’s strategic interest. WT'O access will integrate China
more firmly in the Pacific and the global economy.

It will give China a stronger stake in the region’s stability and
prosperity, helping ensure that, throughout the region, China plays
the constructive role it has in the Korean peninsula and during the
Asian financial crisis.

This, together with our military presence and our alliances with
Asia-Pacific democracies, China’s accession will be a factor in favor
of a more stable regional peace in the years to come.

It is in the interests on reform and liberalization within China.
China’s commitments in the WTO will open economic freedoms for
Chinese citizens and promote the rule of law in many fields now
dominated by state power and control. They go well beyond China’s
economic reforms to date, and to the reform of policies dating to the
earliest years of the Communist era. '

As it joins the WTO for the first time since the 1940’s, China
will, for example, permit foreigners and Chinese firms to import
freely into China; reduce, and in some cases remove entirely, state
control over internal distribution of goods and the provision of serv-
ices; enable foreign businesses to participate in information indus-
tries such as telecommunications and the Internet, and subject its
decisions in all areas covered by WTO to enforcement, including
through formal dispute settlement where necessary.

Of course, this agreement is not, by itself, a human rights policy.
Change in China will only come through a combination of internal
pressure and external validation of those who struggle for a polit-
ical voice. ,

That is why we, once again, are sponsoring a resolution in the
U.N. Human Rights Commission condemning China’s human
rights record, and why we have sanctioned China as a country of
particular concern under the International Religious Freedom Act.

But the WTO agreement does represent-a victory for economic
reformers in China and for our own efforts to give China’s people
more control over their own destiny, more ability to meet and ex-

change ideas with the outside world.
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Thus, -a number of leading Chinese in Hong Kong, Advocates for
PDemocracy, endorse WTO membership, ‘not only for its economic

- value,‘but as a foundation for broader future reform.

Let me take a moment to turn to the specifics of the agreement.
To begin with, the agreement is comprehensive. It -covers a full
range of industrial dgoods, services, farm products, and unfair trade
pr%:tices and it addresses the barriers that block American ex-
ports.

For -example, China will cut industrial tariffs from an average of
25.5 percent to 9.4 percent by 2005. China will eliminate all quotas
and discriminatory taxes. It will cut tariffs on information tech-
nologies like computers and semiconductors to zero.

It will participate in APEC sectoral tariff elimination initiatives.
It cuts tariffs on autos from current rates of 80 to 100 percent to
25 percent, and, of course, massive tariff cuts across the spectrum
of other industries.

Of equal importance, it will address other barriers which prevent
us from exporting to China,>notably, restrictions on trading rights
and distribution. With respect to trading rights, China will grant
American companies, over a 3-year phase-in period, rights to im-
port and export most products without Chinese middlemen.

The right to engage in trade is now strictly limited; only compa-
nies with specific authorization or which import goods to be used
in production in China have such rights. This has severely limited
our export capability.

As in the case of trading rights, the right to distribute products
is critical to our ability to export to China. At present, China gen-
erally prohibits companies from distributing imported products or
providing related services such as repair and maintenance.

After accession, China will allow American firms to market,
wholesale, retail, repair, and transport their products whether pro-
duced in China or imported. China will permit enterprises to en-
gage in the full range of distribution services over a 3-year phase-
in period for almost all products.

In agriculture, U.S. priority products such as beef, citrus, spe-
cialty agricultural commodities, dairy, and so on, tariffs will drop
from an average of 31 percent to 14 percent. To cite a few exam-

* ples, China will cut tariffs on beef from 45 to 12 percent; almonds,
cherries, peaches, from 30 to 12; wine, from 65 to 20.

China will also expand access for bulk agricultural products such
as wheat, corn, cotton, rice, soybean oil, and others through tariff
rate quotas that offer dramatic opportunities to producers of these
commodities and permit, for the first time, private trade—private
trade—in these products.

China will also agree to end import bans, cap and reduce trade
distorting domestic supports, eliminate export subsidies, which is
vitally important to cotton, and abide by the WI'O’s agreement on
sanitary and phytosanitary standards requiring sound science as
the basis for such decisions.

In services, China will open markets for distribution, telecom, fi-
nancial services including insurance, professional services, business
and computer services, motion pictures, environmental services, ac-
counting, law, architecture, construction, travel and tourism, and

other industries.



e o S

prs———

6

In fields such as distribution, telecom, and several others, this
represents the first opening to direct foreign participation since the
1950’s. The agreement strengthens protection of American workers
and businesses against unfair trade practices, against import
surges from China, and investment practices intended to draw jobs
in technology to China.

It addresses state enterprise policies, forced technology transfer,
local content offsets and export performance requirements. It pro-
vides for a 12-year special product-specific safeguard to address
market-disrupting import surges from China which applies to all
industries.

It allows us to continue using our special antidumping non-mar-
ket economy methodology for 15 years after China’s accession in
order to strengthen our antidumping laws. In short, the agreement
is comprehensive.

Second, the results of this agreement will be rapid. Immediately
on accession, China will begin opening its market in virtually every
sector. The phase-in of further concessions will be limited to 5
years in almost all cases, and in many cases between one and three
years.

Finally, the agreement is enforceable. Let me expand on this for
one moment. All trade commitments require full implementation
and enforcement to be meaningful in practice.

Our previous experience in improving intellectual property rights
and enforcing textile commitments in China demonstrate how cru-
cial constant oversight, monitoring, and strict enforcement are in
the case of China and our trading partners in general, as the com-
mittee well knows.

With China’s WTO membership, we will gain a number of advan-
tages in enforcement that we do not have today. First, is the WTO
dispute settlement mechanism itself. In no previous agreement has
China agreed to subject its decisions to impartial review, judgment,
and ultimately imposition of sanctions, if necessary.

Second, of course, we maintain our continued right to use the full
range of U.S. trade laws without exception and without alteration.

Third, we gain substantial .new leverage by creating the anti-im-
port surge protections and guaranteeing our right to use the non-
market economy antidumping methodology. These features will sig-
nificantly strengthen our ability to ensure fair trading practices.

Fourth, we strengthen our enforcement capabilities through the
multilateral nature of the WTO. The accession, to begin with, will
create a multilateral review mechanism to monitor China's imple-
mentation closely.

As these commitments come into effect, China will also be sub-
ject to enforcement by all 135 WTO members, significantly dimin-
ishing China’s ability to play its trading partners one against the
other.

In previous disputes over China’s compliance, notably over intel-
lectual property rights, the U.S. had to act alone. With China in
the WTO, we will be able to work with the other 134 members,
many of whom will be concerned about the same issues we raised
and all of whom have an interest in seeing a more open China mar-

ket. This is unprecedented.



Fifth, the sf)eciﬁcity of China’s commitments in this- bilateral
agreement will help ensure compliance. Experience shows that
agreements with China are enforced most satisfactorily when obli-
gations are concrete, specific, and open to monitoring.

Our bilateral agreement is comprised of highly specific commit-
ments in all areas, clear timetables for implementation by date,
and firm end dates for full compliance. These allow us carefully to
monitor China’s compliance and present clear evidence should
China fail to comply.

Sixth, of course enforcement also requires U.S. commitment. We
are already preparing for the monitoring and enforcement effort
this will require through President Clinton’s budget request for
new enforcement and compliance resources at USTR, Commerce,
USDA, and other agencies.

The President is requesting resources for the largest monitoring
and enforcement effort for any agreement ever, covering China’s
obligations in the WTO and also Import Administration’s obliga-
tions under the dumping and countervail laws.

Last, under WTO rules, the U.S. retains the right to exclude
products made from prison labor, to maintain fully all of our export
control laws, and to withdraw benefits from China, including per- -

" manent normal trade relations in the event of a national security

emergency.
As comprehensive as this bilateral agreement is, two steps re-

main. One, completion by China of bilateral agreements with some
of its other trading partners, most notably the EU, and further ne-
gotiation at the WTO with respect to additional rules commit-
ments. These steps are proceeding.

By contrast to these one-way concessions, the U.S. simply agrees

to continue our present trade policies toward China. As China en-
ters the WTO, we make no changes whatever to our current mar-
ket access policies. If I might repeat, we make no changes whatever
to our current market access policies; not 1 percentage point
change in a tariff, nothing, no change. We do not change any of our
fxport control laws. We do not amend or change any of our trade
aws.
Our one obligation is this: we must grant China permanent NTR
or risk losing the full benefits of the agreement we negotiated, in-
cluding comprehensive market access, special import protections,
and rights to enforce China’s commitments through WTO dispute
settlement.

This is, in terms of trade policy, no change. NTR is simply the
tariff status we have given China in every year since normalization
of diplomatic relations in 1979. But the legislative grant of perma-
nent NTR is critical. All WTO members, including ourselves,

ledged to give one another permanent NTR in order to enjoy the
Full benefits available in each other’s markets.

Were Congress not to grant PNTR, our Asian, Latin American,
Canadian, and European competitors will reap the benefits of the
agreement we negotiated, but American farmers and businesses
may well be left behind.

The choice before us, Mr. Chairman, Senator Moynihan, and
members of the committee, is clear. WTO accession, together-wi

“permanent NTR, has the potential to create a new and fundamen-



tally reformed trade relationship with the world’s fastest-growing
major economy, creating a remarkable set of new opportunities for
American working people, businesses, and farmers.

It can promote deeper and swifter reform in China, strength-
ening the rule of law, and offering new opportunities for the Chi-
nese people. By speeding economy change, the agreement also has
the potential to encourage China to evolve into a more open society.

By advancing the flow of information, the pace of privatization,
the force of competition, the agreement will accelerate a process
that is removing government from areas of people’s lives, enabling
them to farm their own land, to find their own jobs, to decide their
own future, and to bring the information revolution across China.

It can also increase the chance that, in this new century, Chiua
will be on the inside of the international system playing by the
rules instead of on the outside denying them.

It can offer a prospect of a relationship with the world's largest
nation, which may have moments of tension, to be sure, but
through which we also find common ground and strengthen hopes
for peace and stability. That is the prospect before us, these are the
stakes. As Congress considers permanent NTR, this is an oppor-
tunity our country simply must embrace.

I thank the committee so much for your support over this initia-
tive and so many other initiatives that we have pursued over the
course of this administration, and I think you again for the oppor-
tunity to testify.

The CHAIRMAN. Well, Madam Ambassador, I am still concerned
about the questions I raised in my opening statement. One, was

- what I consider the legitimate question of whether the administra-
tion remains committed to moving the legislation this year.

And let me just point out, it is hard to understand the adminis-
tration’s commitment in light of what the Vice President said to
the AFL-CIO regarding his desire to renegotiate the agreement.

I have to say that the reports of his promises to labor leaders
and the extraordinary delay in issuing a clarification of his position
sends, it seems to me, a very iroubling signal to us here in the
Congress. I have to say, there is a serious question in many peo-
ple’s minds as to how serious the administration is in moving this

_leg:is@#gn forward.
Ambassador BARSHEFSKY. Let me assure you, Mr. Chairman and
members of the committee, the administration is absolutely united,

first, in the view that this agreement is absolutely in the U.S. na-
tional interest, and second, in the view that permanent normal
trade relations should be granted to China this year.

That is to say, this administration will move forward vigorously
and without hesitation of any sort with respect to permanent NTR
for China on the basis of the agreement that was negotiated and
the further work that is being done.

" The Vice President has also made it very, very clear that he fully
supports the agreement as negotiated, and that he urges Congress,
in his words, to give a green light to permanent normal trade rela-

tions this year. ‘
The CHAIRMAN. Well, certainly that is not the signal that was

given to the labor leaders.
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Let me ask you this question. This legislation comes before the
Congress and efforts are made to amend it, amend it along the
lines of what the Vice President talked about, or for that matter,
what the President talked about in Seattle.

Will the administration fight to keep the agreement the way it
is without such amendments?

Ambassador BARSHEFSKY. This agreement is not renegotiable.
That is the first point.

The CHAIRMAN. You can still amend the agreement.

Ambassador BARSHEFSKY. What you see is what you get. Second
of all, obviously, the issue of amendments or legislative actions is
up to the Congress. But this administration, on the basis of this
agreement, as negotiated, will seek permanent normal trade rela-
tion status for China, period.

The CHAIRMAN. I do not think that answers my question. If there
is an effort to amend it legislatively in either the Senate or House,
will the administration fight to keep it clean from such amend-
ments?

Ambassador BARSHEFSKY. The administration certainly would al-
ways prefer a clean bill when it comes to trade agreements.

Senator MOYNIHAN. Prefer?

Ambassador BARSHEFSKY. Pardon me?

Senator MOYNIHAN. The Chairman asked, would you fight
against.

Ambassador BARSHEFSKY. I think we would have to see what the
amendments are. I do not think I can prejudge the question wheth-
er amendments are acceptable or not depending on what the
amendments are, and depending on the will of the Congress.

If Congress determines that certain provisions should be added
- in legislation, not that alter the agreement—the agreement is not
renegotiable, and I want to make this absolutely clear. Nor does
this administration intend to renegotiate the agreement.

The CHAIRMAN. We are talking about legislative amendment.

Ambassador BARSHEFSKY. But in terms of amendments, obvi-
ously, the administration, as always, will work with the Congress.
The key for the administration is passage of permanent NTR by
both Houses of the Congress this year.

The CHAIRMAN. Well, I have to be candid with you, Madam Am-
bassador, I do not think that answers the question. I think, for any
chance to get this through, it is going to take, as I said, broad bi-
partisan support here in the Congress, plus leadership in the White
House. If efforts are made to amend along the lines, say, what the
Vice President was talking about, no matter how desirable, it is
going to sabotage the process.

Let me ask you this question. When can we expect to see Tai-
wan’s accession to the WTO? What is the United States’ position
on such timing? If China were to get in first, what confidence do
you have that the PRC or one of the supporters would not try to
block Taiwan’s entry?

Ambassador BARSHEFSKY. Taiwan’s accession is still being
worked on in Geneva. We, as you know, closed out our bilateral
market access agreement with Taiwan, oh, my goodness, over a
year ago, perhaps a year and a half ago or longer.
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Many countries have been working with Taiwan. They raised a
number of issues which are in the process of being sorted through
in Geneva, and that process is moving very, very quickly.

Our position on Taiwan, and all accessions, is that accession
should be judged on their merits. I think the point that you made,
that is, judging China’s accession on the merits of the agreement,
is also an important point to reemphasize.

China’s gosition, as communicated to us with respect to Taiwan’s
entry, is that China will not block, and has no intention of block-
ing, Taiwan’s entry to the WTO.

There is an informal understanding in Geneva that was arrived
at many years ago, to the effect that China would enter first, Tai-
wan next, but this is a relatively minor matter. We do not have any
indication in Geneva of any country who would oppose or try and
block Taiwan’s accession to the WTO once China enters.

The CHAIRMAN. Has this matter been raised recently with the
Chinese?

Ambassador BARSHEFSKY. It has been raised recently, yes, and
its position is unchanged. That is to say that it does not object to
Taiwan’s entry into the WT'O and will not block it, provided China
enters first. ~

The CHAIRMAN. Is that in writing or was that oral?

Ambassador BARSHEFSKY. Oral.

The CHAIRMAN. When and where?

Ambassador BARSHEFSKY. Well, over the course of the past year
we have talked about this with the Chinese in Beijing, and the
issue has also arisen here. I believe the Chinese have also indi-
cated the same in press statements.

The CHAIRMAN. Well, as you know, there is a great deal of con-
{:)ernhtihat Taiwan might be blocked once China secures such mem-

ership. -

Ambassador BARSHEFSKY. Well, certainly the United States
would do everything in our power to ensure that that does not hap-
pen in any respect, because Taiwan’s entry is also critical.

The CHAIRMAN. The concern I have with what is taking place, is
I strongly agree with your statements about what happens if we do
not agree to permanent normal relations. It means that the U.S.
does not get market access to this very vibrant, tremendous mar-
ket, no question about it, and all of our competitors will have that
market access. -

But what worries me, is that this matter of market access and
the value of the agreement itself is being interlaced with politics,
and that if that happens, there is no possibility of getting it agreed
to. I have to tell you, again, that the statements made both by the
Chinese and the Vice President are most troublesome.

And it is not enough, to be candid, to say that, well, everybody
is behind it. As I said earlier, the question will be action, not
words. The question will be whether the administration, for exam-
ple, puts its persuasive power to work to ensure that there are both
Democratic and Republican votes, otherwise it will not happen.

Ambassador BARSHEFSKY. Mr. Chairman, I can only assure you
of the administration’s full intent and absolute action to see that
China enters the WTO this year on the basis of permanent normal

trade relations.
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The President, as you have said yourself, is personally committed
to this effort. He is already spending a very substantial amount of
his own time on this effort, and that time, of course, will expand
as the weeks go by.

The CHAIRMAN. Well, my time is up. But I would just like to say,
or I am sorry to have to say, that since we last met a couple of
weel&s ago, there has been a giant step backwards rather than for-
wards. .

Senator Moyrnihan?

Senator MOYNIHAN. Ambassador, you know we are for you, but
we are dealing with a situation whicﬁ, fills us with concern. I mean,
just an elemental thing. The President has to ask for legislation
that will remove China from the list of countries to which the Jack-
son-Vanik freedom of emigration provisions apply. Will he send us
such a bill?

Ambassador BARSHEFSKY. The administration will work with the

Congress.
Senator MOYNIHAN. Will work with the Congress. Will he send

us such a bill?

Ambassador BARSHEFSKY. I believe that the administration will
put forward a bill at the appropriate time, yes.

Senator MOYNIHAN. The appropriate time is, what, August?

Ambassador BARSHEFSKY. No. The administration wants to ar-
rive at an early vote, as it has said a number of times.

Senator MOYNIHAN. Well, why not tomorrow?

Ambassador BARSHEFSKY. Well, that is being discussed.

Senator MOYNIHAN. You are going to lose this, and it is going to
go down in history as the first major loss in what has been 70
years of extraordinary advances since Cordell Hull.

Will the President send us a legislative proposal to the Congress
asking for permanent normal trade relations with China? Just send

us a message.

Ambassador BARSHEFSKY. Yes.
Senator MOYNIHAN. When? This afternoon? You could do one at

lunch.

Ambassador BARSHEFSKY. We are looking at the situation now
‘inasmuch as, as you know, Europe has not yet completed its dis-
cussions with China.

Senator MOYNIHAN. We know that.

Ambassador BARSHEFSKY. We believe that moving forward in as
rapid a manner as is comfortable for members is absolutely in our
interest. We would like as early a vote as possible on this. We be-
lieve the U.S. agreement, in and of itself, provides the Congress
with ample scope to vote for PNTR on the basis that we can only -
gain through the accession talks with others.

Senator MOYNIHAN. Ambassador, we are trying to help you. We
know what that answer is. -

Ambassador BARSHEFSKY. I understand that.

Senator MOYNIHAN. That answer is written. What do the polls
say? :
meassador BARSHEFSKY. I have no idea, but that is not what
is driving this issue.

Senator MOYNIHAN. That is not what is driving this issue?

Ambassador BARSHEFSKY. Not for the White House, sir.
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Senator MOYNIHAN. Well, that is a new——

Ambassador BARSHEFSKY. That is to say, the President is com-
mitted to moving forward on this issue.

Senator MOYNIHAN. Will he send us a legislative proposal?

Ambassador BARSHEFSKY. The administration wxﬁ send a legisla-
tive proposal—— :

Senator MOYNIHAN. I am not trying to harass you.

Ambassador BARSHEFSKY. No, no, no. Of course not.

Senator MOYNIHAN. I am trying to alert you, to alert them, they
are going to lose this.

Ambassador BARSHEFSKY. I think the administration has no in-
tention of losing this, and will work with you and the members of
the committee to bring forth a proposal as soon as possible and as
soon as is comfortable for the members of the committee and thke

Congress.

Senator MOYNIHAN. Mr. Chairman, are you comfortable now?
[Laughter.]
- The CHAIRMAN. Do I have to answer that? [Laughter.] The an-
swer is no. .

Senator MOYNIHAN. But, I mean, could we move this legislation
if we had a clear understanding from the administration?

The CHAIRMAN. It is absolutely imperative that we have such a
clear signal from the White House, no question about it.

Senator MOYNIHAN. Yes. We are ready.

Ambassador BARSHEFSKY. Well, if you are ready, we are ready to
work with you.

Senator MOYNIHAN. I will leave it there, and wish you luck.
Thank you very much.

Ambassador BARSHEFSKY. Thank you.

Senator MOYNIHAN. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Moynihan.

Next on the list is Senator Conrad.

.genator CoNRAD. Thank you, Mr. Chairman. Thank you, Ambas-
sador. -

Ambassador BARSHEFSKY. I am having trouble seeing you.

Senator CONRAD. You are beyond that camera somewhere.

Let me come at this issue in a little different way. This was in
this morning’s National Journal Congress Daily. “China’s Slow Re-
sponse to Ag Agreement Draws Scrutiny.” The upshot of this arti-
cle is that China’s leaders are failing to follow through on an agree-
ment that they signed at the WTO Ministerial in Seattle, and that
they are failing to take the steps that would show that they really
intend to follow through on agreements that they signed. »

I hope a message goes out of here very clearly today that the
Chinese are on the brink of losing credibility with members who
believe it is in the national interest to proceed.

I will tell you something. We can have all the agreements that
are signed in the world, but if people do not follow the agreements
they have signed they are not worth the paper they are written on.

Frankly, the Chinese are skating dangerously close to sending us
a message that they are quick to sign agreements, but they are
very slow to keep their promises.

Ambassador BARSHEFSKY. First of all, let me say that I agree
with you, that if China does not follow through on the commit-
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ments it makes, those commitments are worthless to us. That is
the first point.

Second, we have to always be vigilant with respect to monitoring
and enforcement of these commitments, the full range of these com-
mitments, as we are with other countries.

Third, with respect to the agricultural agreement that we signed,
China, as you know, has agreed to lift import bans on citrus, on
meat, on Pacific Northwest wheat.

With respect to citrus, a Chinese team came to Florida and Cali-
fornia, which were the two disputed areas of the country because
of some sanitary and phytosanitary concerns. Those visits went
very, very well.

With respect to meats, China }%f; now agreed that it will accept
USDA certification of the meat products and that that would be the
only condition for entry into China. -

As to Pacific Northwest wheat, the Chinese have a team that will
be here part of this week and next week in the Pacific Northwest,
examining the situation. We also understand the Chinese are inter-
ested in making purchases, and we certainly encourage them to do
so.

Senator CONRAD. I think it is imperative that if they are going
to have credibility, they must implement the agreement they
signed in Seattle on the shipments of wheat out of the Pacific
Northwest. That is supposed to have been done, and yet, we do not.
see any compliance.

So, frankly, the Chinese are costing themselves credibility, at
least with this member, because I want to see a more open trading
system. I believe it is in the United States’ interests to have China
reduce its barriers to U.S. goods, while we make no further
changes in our already open markets. That is clearly in our long-
term interests.

If they go around signing agreements and then they do not keep
them, and that is the clear indication we have, the Chinese will
lose support for PNTR. The Pacific Northwest is supposed to have
been opened for wheat shipments, but, it is not. They are supposed
to have moved with respect to making purchases, opening up with
regard to their sanitary and phytosanitary standards. We 'do not
see it occurring. So talk is cheap; we need to see results. ‘

Ambassador BARSHEFSKY. If I might, Senator, just explain one
moment about the delay in implementation. The basic delay in im-
plementation came about for the same reason we did not have
WTO discussions with China for almost 5 months, and that was
the issue of the accidental bombing of their embassy, where essen-
tially relations, shall we say, cooled.

Subsequent to that, we went back at the agreement as to which
we had to finalize a Chinese translation. This was per agreement,
that the agreement would become effective upon a verified Chinese
translation of the agreement.

We spent a very long time—we, the U.S.—on that translation to
ensure that it was translated in the meaning and spirit of the
English language version. We did conclude that, and implementa-
tion has proceeded apace from that point.

Senator CONRAD. All right.
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l-Ambassador BARSHEFSKY. So I simply wanted to make that point
clear.

Senator CONRAD. I am running out of time. Let me just say that
last week we learned the U.S. trade deficit has reached a record
$271 billion. Our deficit with China is $70 billion. In your testi-
mony, you argue this agreement will reduce the trade deficit. That
makes sense to me, because we are making no new concessions to
them, but the% are making concessions to us.

However, the International Trade Commission’s analysis indi-
cates that the trade deficit will actually grow. Why the difference
in analyses? ,

Ambassador BARSHEFSKY. Well, the International Trade Commis-
sion analysis, first of all, is very limited. It is basically a tariff
analysis. It does not take into account non-tariff trade barrier re-
moval, does not take into account opening of the services market
in China. That is one point.

Second, the ITC does conclude that the overall U.S. trade deficit
will come down. They believe China’s deficit could rise slightly on
the basis that our deficits with other Asian neighbors will decline
as China displaces some production and sales formerly supplied by
other countries.

So there is, first of all, a methodological problem with what the
ITC did. That is to say, its analysis is very narrow and confined
only to tariffs. Second, it does conclude that the overall U.S: trade
deficit will come down. :

I think it is important to note, as you said, that these are one-
way concessions by China. Our market access will increase sub-
stantially, and I believe the CBO came out with an estimate that,
again, on the basis of a rather narrow reading of the agreement,
our exports to China, within 5 years, should almost double from
their current level. That is, go up by another $12-$13 billion. So,
that would be very, very welcome, indeed, regardless of the ulti-
mate impact on the trade deficit.

The CHAIRMAN. Thank you, Senator Conrad.

Next, we have Senator Graham of Florida.

Senator GRAHAM. Thank you, Mr. Chairman. Thank you for hold-
ing this hearing.

Madam Ambassador, I would like to ask a variety of questions,
beginning with the status of other trade legislation and how you
assess those items that are likely to be affected by the current
focus on China. "

Last year, the House and Senate each passed a version of the Af-
rica/CBI bill, which is currently in conference. What is the adminis-
tration’s commitment to finalizing that legislation, and how does it
rank in priority to the issue before us on China?

Ambassador BARSHEFSKY. As the President said in his State of
the Union, both the Africa and CBI bills remain absolutely a pri-
ority for the administration. Obviously, you have been so closely in-
" volved in these bills, and of course, the Chairman has been very
involved and supportive of these bills as well, as has the committee
as a whole.

We would like to see both of these bills move forward very, very
rapidly. We are anxious that a conference be convened. Of course,
the House has not yet appointed their conferees. We have urged
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the House leadership to appoint conferees for the two bills, We
would like to see conference move forward quickly. ' '

We believe that a bill that emerges, or two bills that emerge from
the conference will receive approval by the Congress as a wﬁole, S0
we are very anxious that these move forward. I am spending quite
a bit of time on both of these bills, in addition to our efforts on
China, because they are such a priority.

They are so important for the Carigbean region, very important
for the sub-Saharan Africa region, for all the regions we previously
discussed with the committee members, and we are committed to
seeing both those bills through the Congress as early as possible.

Senator GRAHAM. In sequence, would it be your sense that the
Africa/CBI bill should be taken up for final passage prior to the
China bill? |

Ambassador BARSHEFSKY. If we can get a conference on§this. As
I said, if the House will appoint its conferees and a conference is
convened, we believe that l:éoth of these bills would likely precede
a vote on China.

Senator GRAHAM. A second issue. One of the concerns that came
out of Seattle was the question of, how should labor and environ-
mental matters be considered in the context of trade legislation.
There has been some suggestion that those might be inserted as
issues within the China matter before us now.

What is the position of the administration relative to labor and
environment as it relates specifically to the China agreement and
to any legislative action that might be necessary to grant perma-
nent normal trade relations status with China?

Ambassador BARSHEFSKY. As the President has said, we will note
impose discriminatory conditions on China’s entry in relation to
these issues. That is to say, the labor and environmental issues are
not issues that have ever been addressed in any accession, or in the
other 30 pending accessions to the WTO.

On the other hand, we do believe the WTO itself needs to take
up these issues in a more fulsome way. There is already in the
WTO a Committee on Trade and the Environment. It has produced,
shall we say, anemic results.

We have a number of proposals, largely supported by the vast
majority of WTO members, to help revitalize that committee to en-
sure that trade liberalization and sustainable development go hand
in hand. ,

With respect to labor, as you know, we are under a statutory
mandate to seek a working group on trade and labor issues in the
WTO. We will continue to seek that and to see a role for the WTO
with respect to these issues.

But these are, in our view, matters for the WTO, not matters
with respect to individual entry of agplicants, given that the 135-
plus countries that are already in the WTO did not, on an indi-
vidual basis, address these issues, nor have we requested it, as I
said, of the 30 pending accessions apart from China’s.

Senator GRAHAM. So if these proposals were to be suggested for
injection into the China WTO accession and permanent normal
trading status, the administration would oppose.

Ambassador BARSHEFSKY. As I have said, the China agreement
is not renegotiable. That is, our bilateral agreement with China
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“has ‘been concluded, period. With respect to whether there are
- amendments proposed by members of the Congress on a PNTR bill,
the administration obviously will work with the Congress on any
and all such amendments, but-the administration’s absolute goal is
to see the successful gassage of PNTR for China this year.

Senator GRAHAM. So the answer is, you would not necessarily op-
pose efforts to inject those issues into the normal trade relations
with China. -

Ambassador BARSHEFSKY. I do not want to speculate one way or
another because I am not even sure how such issues would be
raised, or in what context. If the Congress is comfortable with any
amendments that are raised, then we will see successful package
of a PNTR bill. That is the goal, PNTR for China this year.

Senator GRAHAM. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Graham.

Senator Breaux?

Senator BREAUX. Thank you very much, Madam Ambassador, for
what I was saying to my colleague Senator Rockefeller was really
an excellent statement, in the sense that it gave us the history of
these negotiations and it gave us a sense of the history of how far
China has come, although it is not as far as we would like them
to come if you think about the progress that has been made since
after Worlc{ War II in opening up markets and their economy and
other things to the western world.

There has, indeed, been a tremendous amount of progress. Your
statement, I think, is very helpful in bringing us through this his-
torical pattern which I think is very, very important. -

I think that the thing that impressed me, one of the things,
about your statement, and am I correct in understanding that we
pretty much, from the standpoint of what we have to do, it is pret-
ty much status quo, but what has to happen from the Chinese
standpoint is a lot of opening up of their markets to our ability to
penetrate with our products.

Can you elaborate a little bit on that?

Ambassador BARSHEFSKY. That is absolutely_correct. WTO access
requires, in essence, a series of one-way trade concessions from the
acceding country. This is true of every country that accedes. Cur-
rent members do not alter their own trade regimes one iota, except
insofar as PNTR had not formerly been granted.

In the case of China, the U.S. is the only country in the world
that does not provide permanent normal trade relations status. So
we, of course, need to alter that condition. As I said in my state-
ment, that is no change in trade policy.

We have given China annual normal trade relation status since
1979, when we normalized diplomatic relations. But that is the
only action the U.S. needs to take, that is, to confirm the trade sta-
tus we already give to China on a permanent basis. ™

But with respect to market access, nothing changes for the
United States in terms of our policies, our practices, our current re-
strictions, our trade laws, nothing. Nothing changes.

Senator BREAUX. But a great deal changes on their part.

Ambassador BARSHEFSKY. There is a huge amount of change on
China’s part. We were sensitive to this in the negotiation because
we do phase in China’s obligations. We do that for every country,
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because it is not reasonable to say to a country, you must change
your entire trading regime before you enter. So, we always nego-
tiate transitions. I will say that the transitions in the case of China
tz;ir.e modest by the standards we have applied to many other coun-
ries. : . .

That is to say, we are keeping a very aggressive posture with re-
spect to economic reform in China. We believe that this matches,
as evidenced by the fact that they agreed to this, the reform effort
within China itself. :

That is, concern that China’s competitiveness is lagging, concern
that job creation in China is lagging, and, of course, the job cre-
ation needs in a population of that size are enormous, and there-
fore these kinds of tight phase-in periods are supported by those
who seek economic reform within China, particular? , of course, as
you know, President Jiong and Premier Rongji.

Senator BREAUX. Well, I think that I was trying to figure out,
what is the objection. I think you have made a real case, that it
is really in our interests to have such a trading relationship on a
permanent basis.

I was trying to figure out, all right, what is the biggest thing,
from a negative standpoint? And I was reading Secretary-Treasurer
Richard Trumka, who will be one of our witnesses later on, because
I know his strong opposition——

Senator MOYNIHAN. May I tell my friend that he is ill today and
we will have his statement in the record.

Senator BREAUX. Well, his statement is here, and I guess it may
be delivered later on. But, in looking at the statement, I think that
the biggest thing that I get from it is that they are opposed to it

" because of China’s abysmal record on human rights.

I mean, that seems to be, why should we have a trade agreement
with a country that has abysmal human rights which are contrary
to the governmental standards of our country? He talks about, they
continually violate existing trade, routinely violate existing trade
agreements as well, and he quoted some statements from some offi-
cials over there that they do not think they are going to follow
through with this anyway.

But the biggest negative from their perspective, I take it, is to
have an abysmal human rights record and we should not have a
trade agreement with them.

_--Can you address that?

—  Ambassador BARSHEFSKY. Yes. Let me say that, first of all, a
trade agreement is not a substitute for a human rights policy. I
think we all need to be quite clear on that.

The United States will continue to speak out on issues of abuse
of political and religious beliefs. As you know, we pushed very hard
for the release of the Dickinson College librarian, we have sanc-
tioned China as a country of concern under the International Reli-
gious Freedom Act.

We have sponsored again, and are very actively pursuing, the
resolution in the U.N. Human Rights Commission condemning Chi-
na’s human rights record. The point about accession, however, is
that it strengthens the hands of those who seek reform in China.

to be sure, initially, economic reform.
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Certainly, we cannot say with any absolute sense that economic
reform always leads to democratization. But I do not think anyone
has yet identified any more potentially effective means of further
opening Chinese society than through economic reform. It is reform
to which the Chinese leadership is amenable, yet a further reason
to pursue it as aggressively as we can, not to shy away from it.

enator BREAUX. I want a short yes or no. I take it that your
written prepared statement has been cleared by everyone at the
White House.

Ambassador BARSHEFSKY. Yes, of course.

Senator BREAUX. Thank you.

Senator MURKOWSKI. Everyone?

Ambassador BARSHEFSKY. Yes.

The CHAIRMAN. Senator Rockefeller.

Ambassador BARSHEFSKY. My written statements always make
good reading. [Laughter.]

Senator ROCKEFELLER. Thank you, Mr. Chairman.

Madam Ambassador, as you know, this is a very hard decision
for me. There is a great deal of me which wants to vote for this
because we are dealing with 20 percent of the world population.

I agree with you, there is no particular relationship, necessary
relationship, between opening up markets, trade relations, and de-
mocratization. '

On the other hand, as Pat Moynihan would know, in the year

1900 there was not a single democracy in the entire world. The
U.K. and U.S. thought we were, but we had not given women the
right to vote. You have got to have at least two parties to pick be-
tween, and you have got to have universal suffrage, and we had
zero.
Now we have 119 countries in the world that are full democ-
racies, representing about 60 percent of the world’s population. If
China was added on, it would be 80 percent of the world’s popu-
lation, if that were to happen.

So that then sort of leads to the thought that, if you go from one
generation of leaders, to the next generation of leaders, to the next
generation of leaders, that things are going to get better because
of the annoyance and the example of Taiwan and Hong Kong, gen-
eral pressures from within their population.

But that is not necessarily always the case. It was the younger
members of the PLA who were the ones who said, let us shoot
those, as it turned out to be, empty missiles at Taiwan some years
ago. It was not the older generals, it was the younger ones.

So there is no certainty in what happens in over 5,000 years of
Chinese history. There is no sort of predictability. We cannot say
that one generation will be better than the next. We hope that,
with the Internet, et cetera, but then they are taking some steps
against that. Freedom of speech, but then you see what happened
with that sect.

Decentralization. Less power. It is already hap;l)ening. Less
power for the Federal Government, more power for local govern-
ments as they increasingly become unable to control their own
country, which is their 5,000-year history.

So with that basically not very helpful statement, let me say this.
In West Virginia, we do represent states around here. You know

jwra
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the history of our steel problem. You know my dissatisfaction with
the way the administration handled the import surge.

You know what it was I said publicly often about the President,
and the Vice President, for that matter, on that situation. This was
an industry which has absolutely no subsidization whatsoever,
done everything on its own, dealing with the rest of the world
where steel is always subsidized.

Would you please tell me, and you have related this in your
statement in two different ?laces, on page 5 and also to some de-
gree %n page 14, what specifically happens if there is a steel import
surge’ .

Ambassador BARSHEFSKY. Yes.

Senator ROCKEFELLER. Or for that matter, any other, but I want
to concentrate on steel.

Ambassador BARSHEFSKY. I understand.

Senator ROCKEFELLER. What happens under this thing, specifi-
cally? How is it enforceable? You emphasized the importance of en-
forcement, but I would say.you did not enforce antidumping laws,
you see, on the recent import surges.

So to say that enforceability is important, we will do it with that,
but I am concerned that you did not do it with what we have al-
ready faced. How would import surges, under this agreement, be
{;rea?ted differently than import surges, in fact, are treated today by

aw?
Ambassador BARSHEFSKY. Let me say, first, that I think the ad-
ministration has been responsive with respect to the steel question,
both with respect to voluntary cutback of exports from certain
countries, most notably Japan, as well as with Secretary Daley’s
expeditious handling of antidumping cases that were presented to
the Commerce Department. -

In addition, as you know, the administration recently provided
relief, under Section 201, the escape clause, for wire rod and line

ipe.

P I\)Ne believe that all of these measures have been, collectively,
quite effective in reducing imports into the U.S. and reverting to
pre-surge levels. And, as you know, domestic capacity utilization
now is hovering about 89 percent, a sharp increase from where it
was, perhaps, a year or year and a half ago. That having been said,
I do not think we are out of the woods yet, to be sure. We have
to remain on our toes on this issue.

With respect to the China agreement, there are really three po-
tential areas of improvement. One, is the continued use of our non-
market economy dumping methodology, which is quite central in a
country where prices are not determined by market forces and
where costs are not determined by market forces, particularly in
this sector. _

Second of all, is the anti-surge mechanism that-we have. This is
a China-specific mechanism, unlike the escape clause, unlike Sec-
tion 201, where you have to go against all countries. This is China-
specific. .

The standard of evidence is not serious injury, it is market dis-
ruption, which is a relatively low threshold of evidence and relief

could be provided, depending on the factual circumstance, between
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2l and 3 years, and it is any form of relief, as under the escape
clause.

But, third, in the context of this anti-surge mechanism, we have
also retained with China a right we glave up in the WTO, or in the
Uruguay Round, I should say, and that is our ability to negotiate
bilateral agreements to limit imports if that becomes necessary.
These are so-called gray area measures which, under the Uruguay
Round Agreement, cannot be entered into. .

We have preserved that right in the case of China. So these are
three ways in which I think we will be significantly strengthened
and three ways of avoiding the kind of import surge crisis that we
were faced with last year.

Senator ROCKEFELLER. Thank you.

The CHAIRMAN. Next, is Senator Thompson.

Senator THOMPSON. Thank you, Mr. Chairman. Thank you, Am-
bassador.

Ms. Barshefsky, i buy into your major premise here. I think that
free trade has certainly worked in our favor. China has opened its
markets some. It has taken many, many people out of poverty.
What they have done economically, in many respects, has geen re-
markable over the last 7 years.

Even with regard to our human rights concerns, I do agree with
you that we have a better chance of affecting that by having a
trade agreement with them than not having one at all.

And I believe that, even though I do not think there is much
chance that China will come close to complying the way that many
of our domestic companies here and many of us progably would
hope or expect, I do not see how they can.

I think it would result in massive unemployment over there, and
I think it would result in a lot of bureaucrats losing positions that
they are not quite yet prepared to lose.

I think it is based on the assumption that they adhere more
strictly to a rule of law. I have never known, or heard, or read of
a situation where one nation or a group of nations could impose a
rule of law upon another nation. That has to be something that
evolves over a period of time and comes from within.

So I am pretty pessimistic about it working out the way we think
it is going to, but even in light of all that, I think, from a trade
standpoint and the fact that it keeps our markets open, which I
think is more beneficial to us than even opening up their markets,
that, on balance, it is a good thing.

But, having said that, and as someone who considers himself a
free trader and has supported fast track and all the rest, you need
to understand that there are some of us, and I would guess that
there are going to be more and more of us as this thing goes along,
who are very concerned about other matters and who do not believe
that this thing can be considered in isolation.

We sit here today in a total vacuum, ignoring the fact that China
is now threatening to invade Taiwan if they do not move along in
their negotiations. I would have hoped that they would have had
~ more respect for the United States of America than to do that at

this time, but they did not.

They continue to engage in massive proliferation, and it is some-
thing that I want to spend a little time on. I have just prepared
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a few notes here on that subject. If we Eo along with permanent,
we would lose what leverage we had, although goodness knows we
have done nothing with the leverage that we do have.

The administration has done everything in the world to avoid im-
posing sanctions which our law requires, even when they are
caught red-handed, or when they do, they will sign a new agree-
ment not to do it again, and they lift the sanctions. -

But an unclassified CIA report provided to Congress in late Jan-
uary said that, “From January to June of last year, firms in China
provided missile-related items, raw materials, and/or assistance to
several countries of proliferation concern, including Iran, North
Korea, and Pakistan.

North Korea obtained raw materials for its ballistic missile pro-
grams from various foreign sources, especially from firms in China.
Russia and China continue to supply a considerable amount and a
}vide variety of ballistic missile-related goods and technology to

ran,”

The National Intelligence estimate on foreign missile develop-
ment and the ballistic missile threat to the United States through
2015 prepared in September of last year stated, “China continues
to contribute to missile programs in some countries.”

The director of the CIA reports that “PRC remains a key supplier
of technology inconsistent with nonproliferation goals, particularl
missile and chemical technology to Pakistan, Iran, and Nortﬁ
Korea. Some of China’s transfers have raised questions about viola-
tions of the NPT and are contradictions of the MTCR or U.S. laws,
which may require sanctions.”

The Rumsfeld Commission reported, in July of 1998, that “China
also puses a threat to the U.S. as a significant proliferator of bal-
listic missiles, weapons of mass destruction, and enabling tech-
nolcgies. It has carried out extensive transfers to Iran’s solid fuel
ballistic missile program. It has supplied Pakistan with a design
for a nuclear weapon and additional nuclear weapons assistance.

The behavior thus far of Russia and China makes it appear un-
likely that either government will soon effectively reduce its coun-
tries sizable transfers of critical technologies experts or expertise to
the emerging missile powers.”

The Washington Times reported in early January that, in De-
cember of last year, China supplied materials to North Korea for
that country’s long-range missile program, despite promises that it
would tighten exports of such technology. and also in violation of its

romise to abide by MTCR; case, after case, after case, where they
Kave blatantly violated either their legal commitments or their
promises. The promises mean nothing to them in this regard. I as-
sume, though, that they will totally change stripes when it comes
to trade.

I have run out of time. The list is much, much longer than that.
I know this is not in your neck of the woods, but I simply want
to leave with you and f%r those others who will be considering this,
that you may have problems even that you do not realize that you
have when you consider human rights, labor, environment, and
some of these other things. Those things are important, but they
do not affect national security. This does.

Thank you, Mr. Chairman.



22

The CHAIRMAN. Thank you, Senator Thompson.

Next, we have Senator Bryan.

Senator BRYAN. Thank you very much, Mr. Chairman.

Madam Ambassador, you have made, I think, a persuasive case.

I intend to support the legislation. But I must say, as our colleague
Senator Thompson just pointed out, the timing of some of the ac-
tilong. of the People’s Republic of China is compounding and per- - _
plexing. i

I just do not understand it, these recent threats, and I will not
enumerate all of the concerns that the Senator enumerated. But it N
does make your life more challenging.

It seems to me that historically, our country has benefitted as we
have expanded trade. When one looks at the growth that is occur-
ring in China, and in some estimates today—already it is the third- N
largest economy in the world—we are going to see a tripling, from
3 percent in 1992 to nearly 10 percent of its share of the world
trade market by the year 2020, making China the world’s second-
Largefgt trading nation, it seems to me that ultimately we would

enefit.

Recently, I had occasion to travel in Africa and I was astonished.
Someone there made the observation which I think many of our
colleagues might find, that 75 percent of the people in the world
have never even placed a telephone call. Seventy-five percent. So
there is just an enormous potential in that market for us.

Now, I suspect most Americans, if you asked them what the ini-
tials PNTR or WTO stand for, it would be a Jeopardy question that
many would fail to understand, whereas most Americans under-
stand IRS, and in my part of the world they understand BLM.

To the extent that there is any understanding at all, I think the
question that comes up is that there is some misperception, and I
want to give you an oppotrtunity to clarify this in terms of the con-
text of our broad trading relationships with other countries around —___
the world, that somehow this legislation is a reward for good con-
duct. If, indeed, that were the premise of its submission, I do not
think even a persuasive advocate like yourself could sell this pack-
age.
So, really, my first question is, in terms of these normal trading
relationships, is it not a fact that with most of the countries in the
world that we have trading relationships, we do have normal trad-
ing relations even though we may have very contentious areas of .
disagreement on other non-trading issues? Or placed in another
context, how many countries in the world that are players in the
inteilr;)ational arena do we not have these normal trade relations
with?

Ambassador BARSHEFSKY. We do not have normal trade relations
with six countries in the world.

Senator BRYAN. Six countries in the world.

Ambassador BARSHEFSKY. Six.

Senator BRYAN. I think that is important to understand.

Ambassador BARSHEFSKY. Libya, Yugoslavia, for example, Viet-
nam, although over time that will change, Laos, over time that will
change, and two others. Normal trade relations is just that, which
is why the committee did such a good thing in changing the name

that was previously applied.
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; Senator BRYAN. The point is, it is the rule rather than the excep-
ion.

Ambassador BARSHEFSKY. It is the rule.

Senator BRYAN. That is something that is not widely understood.
Also, I quite agree with you on changing the name. This most fa-
vored nation was very difficult to explain at town hall meetings. I
mean, why are we saying that these folks are our best friends
when they do many of the things that I would associate with Sen-
ator Thompson’s observations? So I think that is helpful for us to
keep the focus on that.

Let me get to the issue that Senator Conrad made. Talk is cheap,
performance is dear. They sign-these agreements, and I think there
is just kind of this inherent feeling that these folks do not give a
damn what they have agreed to, and in the final analysis they will
do whatever their personal circumstance surround.

Now, you, in your statement, 3o through the elaborate options
that are available to us in terms of the 301 sanctions and-all of
these other things. Talk to me for a moment about the WTO mech-
anism. I understand that that is a multilateral sanctioning body.
Again, that and a dollar, six bits at a town hall meeting probably
buys you a cup of coffee.

What does that mean?

Ambassador BARSHEFSKY. Well, let me make, if I could, a general

comment first, which is, China agreed to what it agreed to in the
bilateral deal because the economic reformers in China believe that
WTO accession is consistent with their own plans for economic re-
form within China.

WTO accession, in that regard, is a rather self-interested move-
on the part of Chinese reformers. They are doing what many coun-
tries around the world now do.

If you look at the former Soviet republics, a number of which
have now acceded to the WTO, every one of their presidents or
prime ministers, without exception, will tell you they wanted to be
in the WTO because this was the most powerful way they could
achieve their own economic reform plan within their own country.

Senator BRYAN. Sure.

Ambassador BARSHEFSKY. That is to say, to have an external
force pressuring the country to move in that direction.

Senator BRYAN. Madam Ambassador, my time is running out. I
realize that is a Good Housekeeping seal of approval, but specifi-
cally, they failed to live up to something. Precisely what occurs
after the WTO rallies and says, look, you have done wrong.

Ambassador BARSHEFSKY. Right.

Senator BRYAN. How does that actually work out when the rub-
ber hits the road?

Ambassador BARSHEFSKY. Right. That, of course, as I said, is one
of six enforcement mechanisms. But WTO, if they rule China is in
violation, can then authorize the U.S. to impose retaliatory sanc-
tions against China, and China has no right to counter-retaliate
whatsoever. They cannot threaten it, they cannot do it.

That is very different from the current system, where we threat-
en retaliatory sanctions, as you know, in several instances and
China threatened to counter retaliate against many of our major
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U.S. -exports. That ability to counter retaliate by China would be
prohibited.

Senator BRYAN. What if they did counter retaliate? That is my
last question, and I thank the Chairman for allowing me to go a
second over. What happens if they do counter retaliate? I know
they are not supposed to. What happens?

Ambassador BARSHEFSKY. Apart from the international con-
demnation, we, of course, could compensate for that by further
sanctions.

Senator BRYAN. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Bryan.

Senator Grassley?

Senator GRASSLEY. Thank you, Mr. Chairman.

In light of China’s possible accession to the WTO and also in
light of the growing trade enforcement needs that we have at home
and around the world, what is your view of the role played by the
Customs Service in the enforcement and inspection related to our
trade agreements?

Ambassador BARSHEFSKY. I think Customs plays a very impor-
tant role in many aspects. On the textile side, of course, the issue
of textile transshipment is critical and the Customs Service has
done an increasingly, increasingly good job at detecting fraudulent
shipments of textiles.

With respect to sanitary and phytosanitary issues, of course, that
is, in part, an FDA responsibility rather than the Customs Service,
per se. But I do think, with respect to agricultural imports as well,
through efforts of Dan Glickman and the President, we have seen
a very substantial increase in inspections and, therefore, increase
in food safety.

Senator GRASSLEY. Could you tell us here today how much the
President has asked for in his fiscal year 2001 budget to hire
agents and inspectors to meet the current enforcement needs that
you have described and that you think are very important?

Ambassador BARSHEFSKY. Yes. I believe the figure is $19.1 mil-
}ion. I believe that is the correct number, but I will reconfirm that
or you.

Senator GRASSLEY. All right. Thank you.

The second point I want to bring up is more procedural, and
hopefully it is just something you can say yes or no to.

Now, as I understand it, as China negotiates with other coun-
tries including the European Union as they did with the United
States, while that process is going on, the protocols are classified.
In other words, they are not available for everybody to read.

Now, do we have an understanding that, at the point when the
administration asks us to consider the issue of permanent normal
trade relations with China, that all of these agreements will be
available to us in the Senate to consider?

Ambassador BARSHEFSKY. Yes, certainly. All of these agreements
should be made public at the appropriate time.

Senator GRASSLEY. And before we would consider them?

Ambassador BARSHEFSKY. Oh, yes.

Senator GRASSLEY. Yes. All right.

Ambassador BARSHEFSKY. Right now, with respect to the market
access agreement, all cleared advisors, that is, all members of Con-
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gress, most of their staffs, all of our private sector advisors under
the statutory advisory system, about 600 folks representing busi-
ness, labor, environment, consumers, so on, all have access to the
___actual legal text of the market access agreement.

That has not been publicly released because we do not want it
to act as a bar on what other countries can get from China in their
negotiations. We do not want to have our agreement act as a ceil-
ing on what they can acquire from China, because whatever they
get we will also get at the end of the day.

Senator GRASSLEY. Yes.

Ambassador BARSHEFSKY. Once those bilateral negotiations are
all finished, we are happy to release publicly the market access
side of the agreement and, of course, any and all other documents
will be fully available to Congress.

Senator GRASSLEY.” All right. Are we still waiting for China to
post with the WTO copies of the laws and regulations that govern
its trade regime?

Ambassador BARSHEFSKY. China will have to provide to the WTO
a list of the relevant laws and statutes that will have to be changed
in conformance with the agreement and/or specify that the agree-
ment will be self-enforcing in China. That, in and of itself, will con-
stitute the legal regime in those areas. -

Senator GRASSLEY. All right. So they have not done that yet?

Ambassador BARSHEFSKY. Not yet, no.

Senator GRASSLEY. All right.

Ambassador BARSHEFSKY. That normally does not yet happen in
the process.

Senator GRASSLEY. Are we confident that we know what all these
laws and regulations are and should be?

Ambassador BARSHEFSKY. I think we have a good handle on it,
but we are working with our other trading partners on this as well.

Senator GRASSLEY. All right. If we are still waiting, and maybe
it is legitimate that we do still wait, when do we expect that we
will get a complete and accurate copy of their trade laws?

Ambassador BARSHEFSKY. I cannot give you the answer to that,
but let me go back to my staff and then respond to you, if I might.

Senator GRASSLEY. All right. I assume, though, that that is still
something that needs to be known to members of the U.S. Senate
to do our proper job of legislating, as we do in this area?

Ambassador BARSHEFSKY. Well, normally countries need only,
with respect to WTO accession, list the laws that will be changed
or indicate that the WTO agreement will be self-executing.

Senator GRASSLEY. In other words, similar to what we do when
we pass trade laws.

Ambassador BARSHEFSKY. Yes. Yes.

Senator GRASSLEY. Does China, right now, have sufficient legal
infrastructure to ensure that the terms of all obligations can be

. met? I am concerned about this, and I hope that we have some as--
surance about whether there is a functioning administrative law
system within China to implement the rule of law.

Ambassador BARSHEFSKY. We will have to see and have to pro-
mote over time the evolution of their legal structures, there is no
question about it. One of the reasons many obligations are phased
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in is to allow us time and to allow the WTO time io provide the
kind of technical assistance and expertise that is needed.

We in the U.S. have had now for a number of years a rule of law
program with China. We have used that effectively in intellectual
property rights, where we have created with China a legal regime
o? iﬁte lectual property protection, which 5 years ago dig not exist
at all. ‘

This kind of effort will have to be replicated in a number of other
areas, but we do have confidence that China will be able to enforce
the agreements that it makes.

Senator GRASSLEY. I am sending you a letter that I want to just
have you read on another subject, but it deals with Saudi Arabia
getting in the WTO, and it seems to me ludicrous and antithetical
to the principles of the WTO and free trade to let them have a
stranglehold on the economy of the United States through the
OPEC cartels. We ought to be using our leverage in these world
councils to break up these cartels and not promote them.

Ambassador BARSHEFSKY. I look forward to receiving your letter.
The Saudi accession has certain complications, among which is, in
addition to what you have mentioned and we are happy to look at
that, the continuing boycott of Israel.

The CHAIRMAN. Senator Murkowski?

Senator MURKOWSKI. I thought you were going to suggest more

ethanol. .
Senator GRASSLEY. I can do that, too. I do suggest more ethanol,

absolutely.

Senator MURKOWSKI. Let me congratulate you, Ambassador
Barshefsky. I think your team has salvaged an awful lot of what
was lost in the April 1999 trade agreement. I recognize that you
have had a lot of sleepless nights, probably, in the process of trying
to horse trade for USTR, what you had to go through to get the

deal done.
I think it is fair to say that this could have been avoided had the

President had a little more foresight to recognize that he had the
su;;lport of Congress at that time, but nevertheless, that is hind-
sight.

I am going to support PNTR. I happen to believe in the concept
that, while Americans want a quick fix of these problems, they
want human rights, they want labor standards, environmental con-
cerns, and so forth, but you do that through dialogue and participa-
tion and it takes time, and these things are going to be with us for
a long time.

Senator Moynihan asked you, I believe, when you were going to
send the legislation up. I think that is crucial. I do not know that
you gave him a definite date, but I suggest the sooner, the better.
He has already covered that. Without that, that is the next step,
you have got the ball. When you give it back to us, then we have
got to respond to it.

I would follow up on Senator Thompson’s comments. I am
amazed, but I guess not surprised, at the attitude of the PRC. They
seem to have a fixation with messing around in the elections in
Taiwan. Remember, in 1996 when they displayed the missile test-
ing, clearly it was to influence the process.
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If it did anything, it garnered greater support for Lee Teng Hui.
Now elections are coming up March 18 and they are doing the
same thing, I think we should express our outrage. Their timing
is terrible. I know a lot of members who are very concerned about
this, to the point where it may affect their attitude on PNTR.
There is so much to be gained by this, by implementing the agree-
ment in China’s legal processes.

One thing that strikes me, and I do not expect you to agree, but
I am just wondering, this is a win for the people of China.

Ambassador BARSHEFSKY. Yes.

Senator MURKOWSKI. The November agreement with China is ba-
sically ready to go into effect, is that not correct?

Ambassador BARSHEFSKY. No. The bilateral agreement on their
accession is not yet in effect and will not be put into effect until
China accedes to the WTO. What is in effect, is a bilateral agricul-
tural agreement.

Senator MURKOWSKI. Is it not a fact that, really, once that is
done its the ultimate admission by the Chinese Communist Party
that Communism is dead by bowing to the will of the market,
which is contrary to the principles of Communism? Beijing is trans-
ferring control over the Chinese economy directly to the people of
China. That is the way I read it. Now, they are not going to admit

to that.
Ambassador BARSHEFSKY. Well, I would say it slightly dif-

ferently.

Senator MURKOWSKI. I understand why.

Ambassador BARSHEFSKY. I would say that the process of eco-
nomic reform in China, which we should do everything we can to
support, is plainly alive and well.

Senator MURKOWSKI. Well, I think you would agree that the
American people should understand that a positive vote for PNTR
for China will not amount to Congressional capitulation on the con-
cerns that we have over the Chinese government, and I am sure
you will reaffirm that. -

Trade is not a partnership. Well, I should say the partnership
itself is an opportunity to address morality, diplomacy, security,
and I think we would agree that this saber rattling across the Tai-
wan Straits is unfortunate at this time.

Do you foresee this escalating, or is it just, in your opinion, the
traditional saber rattling that we have seen from time to time?

Ambassador BARSHEFSKY. If I can make two comments, one on
the Taiwan question and the other on the nonproliferation issues
raised by Senator Thompson and by you, Senator.

With respect to Taiwan, as you know, the United States has a
longstanding position that we reject the use of force or the threat
of force to resolve the Taiwan question. Issues between the two
sides, that is, between China and Taiwan, must be resolved peace-
fully. We do not support any action that raises tensions in the -
Strait.

PRC authorities need to understand fully that cross Strait dia-
logue is going to have to meet the test of the will and the aspira-
tion of the people of Taiwan. We do not believe that the white
paper that China issued at all addresses that fact or acknowledges

63-281 00-2
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that reality. It is ultimately up to the PRC in Taiwan how they
want to proceed with dialogue.

We, of course, as you know, strongly promote dialogue between
Taipei and Beijing. We, of course, as you know, maintain our one
China policy, however, we insist on a peaceful resolution of the Tai-
wan question, and certainly saber rattling is not remotely produc-
tive in that direction.

On the nonproliferation issue, let me just say that the United
States has been very vigilant with respect to the concerns of nu-
ctear proliferation by China or other nations, particularly rogue
states.

We have, as you know, imposed sanctions on China in this ad-
ministration a number of times because of proliferation concerns.
Obviously, the question arises how best to address that issue, and
it is an ongoing issue.

Our view is that certainly attempts to reject reform in China is
not a means of promoting Chinese adherence to the MTCR or to
the nuclear nonproliferation treaty, certainly any attempts to iso-
late China are antithetical to reaching the kind of goals we seek
with respect to nonproliferation. Instead, I think further developing
greater partnership with China can lead us, and lead China, in
particular, more toward a path of compliance.

Senator MURKOWSKI. Well, we have a deep gratitude for your
persistence. I think the ultimate delivery of the legislation will be
the passing of the wand to us, and we look forward to that.

Ambassador BARSHEFSKY. Thank you.

_The CHAIRMAN. Senator Hatch.

Senator HATCH. Well, thank you, Mr. Chairman. I will not take

long. .
I just want to compliment you for the work that you have done.
Having been on the Presidential Hustings, some of the people have
said that if we do not stand up against human rights by rejecting
WTO and NTR, we are not doing what is right. I think your state-
ment adequately answers that.

But if you were to encapsulize for those who have that viewpoint.
I have been in China in the late 1970’s, 1980’s, and the 1990’s—
and the late 1990’s at that—and I have seen dramatic changes in
China in that intervening period of 20-some years. They have been
dramatic changes because we have been willing to deal openly with
them.

But how would you answer the critics who say that we should
not be bringing benefits to China since they violate human rights
so grossly? ,

- Ambassador BARSHEFSKY. We are not bringing any benefits to
China, it is absolutely the reverse situation. That is to say, WTO
accession for China does not in any respect alter any of our current
trade policies toward China, with respect to market access, with re-
spect to our trade laws, with respect to our export control laws on
sensitive technology, with respect to our perseverance on the
human rights question, or with respect to rule of law or nuclear
nonproliferation. China is the one making all of the concessions in

this agreement.
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Our only obligation is to provide, on a permanent basis, the trade
status China has received in every year for the last 20 years with-
out exception, and that is normal trade relations.

Senator HATCH. Should we formalize this relationship as you
have suggested, what would be the results from a human rights
standpoint, and how do you expect that this relationship, this for-
malized relationship, to contribute to better human rights?

Ambassador BARSHEFSKY. Well, if we look at the U.N. Declara-
tion on Human Rights, for example, we already see some very in-
teresting developments in China that also paraﬁel the trade agree-
gllel:pts and the economic cooperation that we already have with

ina.

For example, the notion of increases in private property rights,
increased intellectual property rights protection, which is one of the
standards in the U.N. Declaration on Human Rights.

The question of freedom of information with respect to telecom
and the Internet. Certainly these eléements are very important as-
ﬁects in the longer term of building a more coherent and acceptable

uman rights regime in China.

The question of personal freedom for the Chinese people which,
as you know, has changed markedly in the last 20 years, but which
we believe will change yet further for the good as China’s market
opens more and more, as diversification of China’s economy in-
creases. :

All of these aspects are aspects noted in the U.N. Declaration on
Human Rights, and they are all aspects that can be enhanced by
the WTO agreement. Or to put it another way, we certainly do not
effect change in China by wagging our finger at China saying, you
must change. We need to be proactive if we are committed to at-
tempting to effect change in China. A proactive stance is an eco-
nomic reform stance in China.

It is a stance that suggests we should be pushing China in-the
direction of international norms with respect to all aspects of eco-
nomic activity, with respect to rule of law, and ultimately, ulti-
mately, the spill-over effect of that into other areas of Chinese life
has tremendous potential, tremendous potential, to change China
over time in ways we could not have anticipated 20 years ago.

Senator HATCH. As I traveled through China and talked to the
leaders from the equivalent of our chief justice to Xiang Zhi Min,
they seem to have a very difficult time defining the difference be-
tween rule by law and rule of law.

Ambassador BARSHEFSKY. Yes, I agree with you.

Senator HATCH. In other words, it is almost impossible for them
to describe.

Ambassador BARSHEFSKY. I agree. That is well said.

"Senator HATCH. I found that intriguing to me, because I would
explain the differences and they still would not grasp that. Maybe
it was an unwillingness to grasp it, but it was something that I
was very concerned with. ,

But I agree 100 percent with you, that we do not have a strategic
-partnership with China, we are geopolitical competitors. As such,
it seems to me, it is much to our advantage to have China come
into the normal world affairs so that the people in China can see
the rest of the world a little more clearly, and so that they have
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to deal with certain standard norms of conduct that they would not
otherwise even have a chance to be-acquainted with.

So I just want to compliment you for the leadership you have
provided. I have a great deal of resgect for you, and I cannot imag-
ine, really, a decent argument on the other side. Yet, I have heard
plenty of ar%uments. This is the one thing that we need to do to
continue to have a better relationship and to continue to foster a
better relationship, it seems to me. I thin you are making a very
good case for that.

Ambassador BARSHEFSKY. Thank you.

Senator HATCH. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Hatch.

Senator BREAUX. Mr. Chairman, could I have one question in fol-
low-up?

The CHAIRMAN. Yes.

Senator BREAUX. Thank you.

Madam Ambassador, at the last minute in the November nego-

tiations, the agreement on fertilizer was, apparently at the highest
level from the Chinese standpoint, rejected.

As you know, Louisiana, I think, is probably the largest producer
of nitrogen fertilizer in the United States, which probably means
that I am up to my ears in fertilizer. What can you tell me about
the potential for any side agreements on that very important issue?

Ambassador BARSHEFSKY. Let me say that, with respect to fer-
tilizer, of course, we were successful in getting reduced tariffs, the
elimination of quotas, as well as distribution rights.

Where China pulled back, was on the question of trading rights,
that is, the right to export freely to China. Of course, China is a
major market for our fertilizer, but they are also becoming a major
producer of fertilizer, which complicates the situation.

The Chinese have agreed to work with us on this issue to at-
tempt to.resolve it in a mutually satisfactory way. We have been
working with the industry, as you know, and with concerned mem-
bers of the Congress, as yourself. We have presented the Chinese
with a proposal on the issue which the Chinese are now consid-
ering.

Senator BREAUX. All right. Let us continue that effort. Thank
you.

Ambassador BARSHEFSKY. Yes. Absolutely.

Senator BREAUX. Thank you, Mr. Chairman.
hThe CHAIRMAN. Senator Moynihan, did you have something fur-
ther?

Senator MOYNIHAN. Two things, Mr. Chairman.

I would ask the Ambassador, the United States has been the
world leader in developing and commercializing fiber optics.

Ambassador BARSHEFSKY. Yes.

Senator MOYNIHAN. I guess this began in Corning, New York and
in the general area of photon research and optical development.
China is a major market for our exports. We understand that the
Chinese government has recently directed cable manufacturers and
telephone companies to stop importing optical fiber and, instead,

purchase it from local suppliers. .
Do you know where this matter stands, and if you do not, will

you find out?
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Ambassador BARSHEFSKY. Let me find out and report back to
you. We did see a report of this, and your office has called this to
our attention. We ditf make it plain to the Chinese that this kind
of activity would be a direct contravention of their WTO commit-
ments because local content requirements are prohibited with re-
spect to WTO accession, and we have, indeed, clarified those com-
mitments for purposes of the China agreement. Let me get a report
back to you on where this matter now stands.

Senator MOYNIHAN. Fine.

Finally, Senator Baucus had planned to be at this hearing. How-
ever, a high-level Chinese government wheat purchasing delegation
is visiting the United States this week. :

Ambassador BARSHEFSKY. Yes.

Senator MOYNIHAN. And Senator Baucus has returned to Mon-
tana to meet with them. He has given me several questions for you,
Madam Ambassador, that we will submit for written responses.

Ambassador BARSHEFSKY. Thank you.

Senator MOYNIHAN. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. The record will be kept open until the close of
legislature today.

[The questions and answers appear in the appendix.]

The CHAIRMAN. Let me just make one or two final observations.

First of all, I think you understand that this committee and most
Ofl; ilts members hold you in highest regard as to your negotiating
ability.

Ambassador BARSHEFSKY. Thank you.

The CHAIRMAN. But I have to repeat what I said earlier, I am
deegly concerned as to where we find ourselves today. This is one
of the most critical phases I think multilateral trade efforts has ex-
perienced in recent years. I think you said it has been 60 years
since Cordell Hull began the era of open trade. I find that critically
important to our continued prosperity, growth, and jobs.

But I have to tell you, the administration cannot have it both
ways, as I think Pat Moynihan said recently. We need active lead-
ership throughout the administration supporting the agreement if
it is to have any opportunity of enactment.

Headlines like this, “Gore Assures Union on China Trade, He
Pledges to Fight for Better Deal,” that does not help as we seek
both Republicans and -Democrats to support this legislation when
it comes to the floor.

So I cannot emphasize too much the critical need of strong, uni-
fied leadership from the administration if we are to be successful
in opening up the markets. I am concerned. I am concerned for the
American worker.

I am concerned for the American company, for American prod-
ucts, for American produce. We want these markets opened in
China so that.we can sell them, but we are not going to have this
unless we have a unified approach to the problem.

Ambassador BARSHEFSKY. Mr. Chairman, again, let me assure
you and members of the committee, the administration is entirely
unified on- this matter, first of all, with respect to the fact that the
agreement is absolutely in the U.S. national interest, not just eco-
nomic interest but the broader U.S. national interest. Second, that
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this administration is committed to seeing PNTR successfully pass
the Congress this year. ‘

The CHAIRMAN. Well, I appreciate your loyalty and consistency,
but I am still concerned about the lack of unified support. But
thank you for being here today, and we will continue.

Senator GRAHAM. Mr. Chairman?

The CHAIRMAN. Yes?

Senator GRAHAM. Could I make one comment before Ambassador
Barshefsky concludes?

The CHAIRMAN. Senatcr Graham.

Senator GRAHAM. I chare the positive comments that have been
made about the great leadership that you have provided, Madam
Ambassador, and I would like to add to the record a letter which
six, what we describe as moderate, Democrats, including three
members of this cemmittee, including my colleague Senator
Breaux, have just sent a letter to Senator Lott and Senator Daschle
in which we state, “It is imperative that Congress move quickly to
grant permanent NTR status so that U.S. workers and companies
can take advantage of the market access provisions and the other
benefits.”

We feel strongly that early positive consideration of this is ex-
tremely important to the U.S. interests, both economically and in
terms of our long-term relationship with China. We thank you for
putting us in a position to send such a letter.

Ambassador BARSHEFSKY. Thank you very much, and we support
the sentiment expressed in your letter absolutely fully.

Senator GRAHAM. Thank you.

The CHAIRMAN. Thank you very much, Madam Ambassador.

Senator MOYNIHAN. Thank you.

Ambassador BARSHEFSKY. Thank you.

Senator GRAHAM. Mr. Chairman, I would like to ask unanimous
consent that a copy of this ictter might be entered into the record.

The CHAIRMAN. Without objection.

[The letter appears in the appendix.]

The CHAIRMAN. At this time, it is my pleasure to call forward the
second panel. The second panel is made up of five distinguished
witnesses. Doug Ellis is the president of the American Textile Man-
ufacturers Institute and CEO of the Southern Mills Corporation.
Christopher Galvin is the CEO of Motorola.

I am very pleased to welcome Jeffrey Swain, who is a very promi-
nent leader in the Delmarva peninsula in the poultry industry. He
is president and CEO of Townsends, Inc. Finally, we have Steven
Van Andel, who is chairman of the Amway Corporation.

Mr. Richard Trumka, the secretary-treasurer of the AFL-CIO,
because of illness, is unable to testify this morning. We will include
his statement as if read, and look forward to having the oppor-
tunity to hear from him again in future hearings.

[The prepared statement of Mr. Trumka appears in the appen-

dix.]
The CHAIRMAN. So, with that, we will start with Mr. Ellis,

please.
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STATEMENT OF WILLIAM D. “DOUG” ELLIS, CHAIRMAN,
SOUTHERN MILLS, INC., AND PRESIDENT OF THE AMERICAN
TEXTILE MANUFACTURERS INSTITUTE, UNION CITY, GA

Mr. ELLIS. Chairman Roth and members of the Finance Com-
mittee, thank you very much for the opportunity to speak to you
today. My name is Doug Ellis. I am chairman of Southern Mills in
Atlanta and president of the American Textile Manufacturers Insti-
tute, the national association of the textile industry.

The textile complex—that is, fiber manufacturers, fabric manu-
facturers, and apparel manufacturers—employs 1.3 million people
in the United States. We are in every State and are spread out in
the small towns and communities of the country. We are grass
roots.

Over the past 20 years, the textile industry has become high-tech
and globally competitive. If one of our textile companies down in
Georgia can produce this lawnmower bag and sell it to a Japanese
company for distribution all over the world, we must be doing
something right.

1997 was a record year for our industry, with shipments of $84
billion, and 1998 was the second most profitable year in the history
of the textile industry. However, in late 1998 many Asian countries
devalued their currencies and flooded world markets with textile
ﬁroducts at prices we could not believe. We have been hit hard and

ave been faced with numerous layoffs and plant closings. This is
not the first time we have been down; we are a cyclical industry.

But we are resilient. We are already beginning to recover from
the Asian flu, and that recovery would be enhanced by the enact-
ment of the Senate versions of the CBI and Africa bills.

The CBI model is working. The CBI model is a capital-intensive
textile industry in this country supplying fabrics to a labor-inten-
sive apparel manufacturing industry both in the United States and
south of the border in Mexico and the Caribbean, thereby supplying
garments back into the United States and on into the rest of the
Americas. .

We strongly support the Senate version of CBI and Africa bills
which would enhance the model, and we encourage you to maintain
your position in conference with the House of Representatives.

The entry of China into the WTO, on the other hand, would
strike a devastating blow, not only to our 1.3 million textile em-
ployees and their families, but also to our neighbors and partners
in Mexico and the Caribbean who are still recovering from Hurri-
cane Mitch. '

A 1999 U.S. International Trade Commission study on China’s
entry into the WTO determined that this entry would actually
worsen the U.S. trade deficit with China and that Chinese exports
of apparel into the United States would more than triple if quotas
were phased out in 5 years.

A study by Nathan & Associates predicts that the early phase-
out of these quotas would cost the U.S. textile complex 154,000
jobs, over 10 gercent, not to mention the jobs lost down in Mexico
and the Caribbean.

Theoretically, the world might be better off if China joined the
WTO, because theoretically China would open up its markets to
our exports and play by WTO’s rules of fair trade. Unfortunately,
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our experience has shown that this is highly unlikely. Even with-
out China, the WTO is not working out for the textile industry.

Whereas, the United States has kept its word since the Urugua
Round and has let in billions of dollars of additional textile prod-
ucts, no new market access for U.S. textile products in other coun-

-tries has occurred. India, Argentina, and Brazil are among many
countries that have raised new barriers to our textile exports.

Our experience has shown that China, in particular, cannot, or
will not, play by the rules. Over the past 16 years, China has
signed six textile and apparel bilaterals with the United States and
it has broken every one of them,

It has signed four intellectual property rights agreements, and
the U.S. Trade Representative’s office notes that intellectual prop-
erty losses in China due to counterfeiting, piracy, and exports to
third countries have exceeded $2 billion. .

The U.S. Customs Bureau estimates that, during the past 5
years, China has illegally transshipped over $4 billion in textile
products every year into the United States through other countries
to avoid quotas. It has continually subsidized its textile exports and
it has essentially closed its own markets to our products. Actions
speak louder than words.

Further, through some grave oversight on the part of our trade
representatives, the China WTO agreement contains no effective
mechanism against Chinese export subsidies.

There is no commitment by China not to subsidize its industrial
exports, as it has agreed with its agricultural exports, and there is
no remedy under U.S. countervailing duty law.

This failure to deal with subsidies is reason enough to oppose the
China WTO agreement. We can compete against Chinese compa-
nies, we just cannot compete against China.

The China WTO agreement is faulty in another way. Whereas,
every other nation faced a 10-year phase-out of quotas, we have
granted China only a 5-year phase-out. Of all countries, China
should be required to observe a 10-year phase-out in order to prove
to the rest of the world that she can and will play by the rules.
U.S. industries deserve at least 10 years to adjust to these changes.

The events of Seattle introduced two other considerations to fair
trade discussions: human rights and the environment. The moral
aspect of these matters are of concern to everyone, but the financial
aspects are a direct concern to this committee and this session.

In the United States, we provide_fair and safe employment to our
associates. In addition, our textile industry does more than its part

in cleaning up the environment. However, these efforts and pro- -

grams cost a lot of money and that makes it difficult for us to com-
pete against companies which do not have such programs.

Since we all breathe the same air and drink the same water, we
must insist that our trading partners, including China, must also
meet minimum environmental and human rights standards. Such
standards should become a part of WTO requirements.

Until such time as the WTO agrees to establish such standards
and China agrees to abide by them, and until China agrees not to
subsidize its industrial exports, and until China agrees to a 10-year
phase-out of quotas and during that time proves to the rest of the
world that she is willing and able to play by the rules, including
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opening her own markets, until all of this is accomplished, we
should not grant normal trade relation status to China or admit
her into the WTO.

Thank you very much.

The CHAIRMAN, Thank you, Mr. Ellis.

[The prepared statement of Mr. Ellis appears in the appendix.]

The CHAIRMAN. Next, we will call on you, Mr. Galvin,

STATEMENT OF CHRISTOPHER B. GALVIN, CEO, MOTOROLA,
INC., SCHAUMBURG, IL

Mr. GALVIN. Thank you, Mr. Chairman, Senator Moynihan,
members of the committee. Thank you for the invitation to appear
before you on this important issue.

On behalf of Motorola’s 140,000 employees around the world, I
urge your swift approval of permanent normal trade relation sta-

\w‘—fﬁs. We do urge that the committee and Congress reaffirm the
trade relationship that has existed for 20 years and open the door

to untold benefits for American workers, American farmers, and
American companies.

PNTR is needed to lock in this agreement reached in November
between the United States and China. That agreement was com-
prehensive in scope, providing greater market access for U.S. goods
and services, lower tariffs, broad trading and distribution rights for
every sector of the U.S. economy.

It creates enormous possibilities in China for U.S. high-tech-
nology companies. In fact, there is probably no other issue cur-
rently before Congress that will have a greater impact on the high-
technology community and America’s ability to compete in the new
economy, in particular, in that part of the world. N
__Let me make one point clear. PNTR is not a reward to China or
a blanket endorsement of its policies, it is the right thing to do for
America’s economic and security interest. It is one of the best tools
at our disposal to encourage further reforms in China and
strengthen the trade rules governing our global economy.

On a more personal level, I would note that Motorola’s presence
in China dates back many years. In 1986, I joined with my father
and another executive for a very extended trip through China to
assess its future potential in our trade with China.

We met with numbers of Chinese officials at that time and we
were left with a very clear impression that they were committed to
a path of economic reform. Since then, Motorola has become the
leading U.S. investor in China.

But make no mistake, we have done this with our eyes open. Our

~ experience has not been without its challenges, whether it is re-
lated to China’s economic transition or the ups and downs of our
government’s bilateral relations.

At the same time, I can report today that our decision years ago
to engage with China has been an unqualified success for Motorola,
for our employees, and the many American companies that support
our operations there.

Mr. Chairman and members of the committee, it is essential that
the world’s most populous nation be brought under the umbrella of
the organization that sets and enforces the rules of global trade.
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Congress decides whether or-not this happens with the involve-
ment of the United States or without it. We should be clear that
this is the choice. China will join WTO, but American workers and .
American business will only get the full benefit if Congress ap-
_proves PNTR and we agree to treat China the same as any other
WTO member.

Approving PNTR status secures a bilateral agreement that is
good for American, good for China, and good for the future health
and growth of the global economy. As stated earlier in this set of
testimonies, Ambassador Barshefsky, Bob Cassidy, and their asso-
ciates deserve extraordinary praise for delivering an agreement
that gives enhanced market access, increased investment in tele-
communications services, reduced uncertainty in the rules of U.S.-
China trade, and the promise of accelerating China’s progression
into a market economy.

The benefits of action are clear; so, too, are the risks of inaction.
I, again, stress what this vote means. China will enter the WTO
with or without our support this year. American companies and
American workers will enjoy the benefits of China’s accession only
if China approves PNTR status.

Without that important step, America will be left behind as our
foreign competitors and their workers exploit the new opportunities
w%iéable to them, but denied to us in America as China enters

A vote against PNTR does not stop China’s entry, but it does
grant others the advantage that would weaken our position in the
global economy for years to come. ‘

Having sounded that note of concern, I want to say that I wel-
come the signs of bipartisan support evidenced in this committee
for PNTR that have been made to date, and we look forward to fur-
ther agreements to lock in the commitments that will bolster Amer-
ica’s experts and extend China’s economic reforms and strengthen
the rules for more fair and open global trade.

By taking this step, Congress can help paint a brighter future for
American companies, American farmers, American workers, and
maintain America’s competitiveness around the world.

Thank you.

The CHAIRMAN. Thank you, Mr. Galvin.

[The prepared statement of Mr. Galvin appears in the appendix.]

The CHAIRMAN. And now it is a pleasure to call on Mr. Swain.

STATEMENT OF JEFFREY M. SWAIN, PRESIDENT AND COO,
TOWNSENDS, INC., WILMINGTON, DE

Mr. SwAIN. Thank you, Chairman Roth, Senator Moynihan, and
committee members. I appreciate the honor to have the opportunity
to provide the poultry industry’s view on the critical, important
issue of U.S.-China bilateral trade agreement and the PNTR status
of China.

I am Jeff Swain, president and chief operating officer of Town-
sends, Inc., with headquarters in Wilmington, DE, with poultry op-
erations in Delaware, North Carolina, and Arkansas.

Townsends is both a member of the National Chicken Council,
NCC, and the U.S.A. Poultry and Egg Export Council, USAPEEC.
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Itdis my privilege to represent both of those organizations here
today.

NCC represents companies that produce and process over 90 per-
cent of the young meat chickens in the United States. USAPEEC
represents member companies that account for over 95 percent of
U.S. poultry and egg exports. "

Together, these two associations work diligently to increase and
expand the export market for U.S. poultry. They do so because the
U.S. poultry industry recognizes that the economic health and via-
bility of our business depends heavily upon capturing the stomachs
and pocketbooks of 96 percent of the world’s consumers who live
outside our borders.

We strongly support the U.S.-China bilateral trade agreement
and permanent normal trade relations status for C'ina. Granting
PNTR with China in their bid for accession to the World Trade Or-
ganization, as I explained in my following comments, the bilateral
agreement and the future opening of the China market will have
a very positive result, not only on U.S. poultry producers, but also
all American agriculture.

For our industry, that is, companies that produce, process, and
market poultry, exports are not an option, they are a necessity.
About 16 percent of all U.S. chicken is exported. But, more impor-
tantly, the export market provides the opportunity to better bal-
ance the demand and the supply available from a live bird.

The primary example of this statement, is that the U.S. con-

sumer has an overwhelming preference for breast meat, where, out-
side of our borders, the overall preference is for legs and leg quar-
ters.
Thus, we can export the half of the chicken that we do not desire,
while marketing the breast meat at home. This provides us with
a very distinct, unique, and defensible competitive advantage of
U.S. poultry versus all other competing countries.

Our industry is confident that the United States’ largest poultry
market, China, will also be marketing the best chance for contin-
ued significant growth. We believe in this positive outlook because
the agreement terms truly do remove the major market impedi-
ments. With a fully implemented agreement, China is expected to
grow our exports by 20 percent each year in the next 5 to 10 years.

U.S. poultry exports to China, including transshipments through
Hong Kong in 1999, were over $350 million. Adding 20 percent to
this sizable market means substantially more income to all seg-
ments of agriculture involved in the chicken production process.

The Secretary of Agriculture, many years ago, referred to chick-
ens as being condensed corn. [Laughter.] Chicken, of course, are
much more than condensed corn, but the point is valid. When a
metric ton of chicken is exported, it means that 50 bushels of corn
and the meal from 20 bushels of soybeans are also exported.

Now, feed is the primary input in producing chickens, but there
are many other inputs, including labor. USDA estimates that, for
every 10,000 metric tons of chicken exported, that is 100 U.S. jobs
throughout the linkage from farm, to the dock, to U.S. port.

Further, every dollar generated by the export sale multiplies by
approximately 3.5 times throughout the agricultural and general

—

~
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economy. That means that right now, our exports to China before
this agreement employs at least 21,000 employees.

I can assure this committee that everyone in the poultry industry
appreciates the importance of the international market and the op-
portunity to grow exports.

. Secretary of Agriculture Glickman said that China’s participation
in the WTO will result in at least $2 billion per year of additional
U.S. agricultural exports by the year 2005.

It is my belief that, as the Chinese consumers enjoy increased
disposable income in the years ahead, there will be a greater pro-
pensity to increase the amount of animal proteins in their diet.

I speak to you on behalf of the U.S. poultry industry and request
this committee’s full support, and the full support of Congress, for
the U.S.-China bilateral trade agreement and PNTR.

While I cannot officially speak for all American agriculture, I can
without reservation characterize the support of American agri-
culture as strong, positive, and anxious to move forward. ,

To summarize, the U.S. poultry industry appreciates very much
the ongoing interest and support of this committee to build world
trade for U.S. agriculture for other parts of the U.S. economy. We
look forward to our government moving forward in a very timely
manner on the international trade issues in China.

Thank you for the opportunity to share our opinions.

The CHAIRMAN. Thank you, Mr. Swain.

[The prepared statement of Mr. Swain appears in the appendix.]

The CHAIRMAN. Now it is my pleasure to call Mr. Van Andel.

STATEMENT OF STEVE VAN ANDEL, CHAIRMAN, AMWAY
CORPORATION, ADA, MI

Mr. VAN ANDEL. Thank you, Mr. Chairman. I am Steve Van
Andel, chairman and CEO of Amway Corporation, a Michigan-
based company that is known for its quality of products, as well as
the use of the direct selling system, where we have millions of dis-
tributors around the world who operate businesses of their own.

I also represent today the U.S. Chamber of Commerce, where I
serve as a board member, integral in developing some of the inter-
national policies of the board of the Chamber.

The IJ.S. Chamber is the world’s largest business federation,
with over three million small, medium, and large businesses
around the country. We have long advocated normal trade relations
with China on a permanent basis.

The historic market opening agreement brings China into the
World Trade Organization and demands that we consider the per-
manent normal trade relations for China under this context.

Unless we grant China PNTR, once it becomes a WTO member
American businesses, workers, and farmers will not receive the
benefits of the agreement, but our foreign competitors will.

The U.S. Chamber has launched a nationwide, grass roots initia-
tive called Trade Roots, aimed at increasing public understanding
of the benefits to the United States of expanded trade with China.

The Chamber support for this agreement and the permanent nor-
mal trade relations is outlined in my full statement, but I am not
going to repeat that. I would like to take this time, however, to

make a few personal observations.



39

I think the first time I went to China was over almost 30 years
ago, and I have made numerous trips there since. Particularly, I
have noticed in the last four or 5 years some changes.

I have noticed the {)olitical atmosphere has changed, where the
government is now relaxing more and more and it is ever increas-
ing the number of officials who are willing to experiment with free
market processes. I have also noticed that the improvements that
come as a result of that are improvements to the lives of the people
in China.

Some critics argue, I guess, that by granting China permanent
normal trade relations, the Congress will lose leverage over China.
They claim that the annual normal trade relation debate is useful
and a way to prod China into improving its record on human rights
and religious tolerance. But from my experience and observations,
I would say that I really do not accept that thesis. - :

China is changing because the people of China are asking for the
change. They are demanding the change, and the government is re-
sponding. They are responding cautiously and slowly, and maybe
too cautiously for some, but they still are responding.

One of the forces driving these changes is the experience of those
Chinese citizens who are working for U.S. companies. Amway and-
other U.S. firms that are operating in China have established high
standards for personnel management, corporate citizenship, - fair-
ness, and equal opportunity. These experiences, and others, are
demonstrating to all in China that they should open their doors to
the world to become part of the international community.

In this regard, it is important to note that China wants to adopt
international standards. Those that believe that progress in China
has resulted from the unilateral pressure by the U.S. Congress are
missing a key point, in that paternalism, or colonial dominance,
really is counterproductive.

By their focus on international standards, Chinese officials are
saying to us that they are going to strive to meet standards that
apply to the United States as well.

I was in Beijing on Monday and met with Chinese officials, and
they made it very clear that China is proud of its sovereignty and
its independence, but that it recognizes it must adhere to a set of
rules that are the same for all nations. They recognize, too, that
this means that U.S. business will have the right to export to
China, and they confirmed that to me.

They made additional points, I think, that are worth noting here.
U.S. business has suffered in China, partly because of the uncer-
tainty that the annual normal trade relations argument creates.
The annual debate in Congress creates the uncertainty of whether
or not the U.S. business will actually have the same trade relations
on a year-to-year basis.

They added that China is now offering that permanent normal
trade relation status to us. To take advantage of it, however, fully,
under the WTO rules, U.S. business needs assurances from the
U.S. Congress that they will grant permanent normal trade rela-
tion status. '

I asked them what might happen if the U.S. Congress refuses to
grant PNTR to China on a permanent basis, and their answer was
unequivocal: China would join the WTO. They also made it clear
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that China expects all countries, including the United States, to
abide by WTO rules as well.

It is clear to all that, in order to abide by the WTO rules, it
means that the United States must abolish the annual review of
China’s trade status. This is the heart of the matter. If we presume
to ask China to live by international standards, we must do so, too.
We must end the annual review of the.China trade status. We
should treat China as we treat all other countries and partners, as
part of the WTO.

This agreement would tear down thousands of Chinese trade bar-
riers. Under its terms, Amway and other companies will be able to
distribute goods in China, including those that we export from the
States. Industrial tariffs on U.S. products will fall from an average
of 25 percent down to below 10 percent in 5 years. For the U.S,,
priority industrial items will have cuts that are even deeper. As we
have heard, the agricultural tariffs will be cut as well.

This agreement, I think, is the mechanism to begin to reduce the
trade deficit with China. If Congress does not grant permanent
normal trade relations, American businesses will lose major oppor-
tunities as competitors in Europe, Japan, and elsewhere will ben-
efit from China’s market access commitments. China will enter
WTO without regard to our action on permanent normal trade rela-
tions.

To me, a vote for permanent normal trade relations is a vote for
American workers, American farmers, and American businesses. |
think that we can look at this, not as giving more access to China,
but, in essence, as China giving us permanent normal trade rela-
tion status.

Thank you, . -, Chairman.

N [’I]‘he prepared statement of Mr. Van Andel appears in the appen-

ix.

The CHAIRMAN. Thank you, Mr. Van Andel.

Mr. Galvin, let me ask you, there is a lot of concern as to wheth-
er China, the government, will have the ability, the willingness, to
live up to its commitment that it would make in this WTO agree-
ment. '

There are some recent statements, for example, by the ministry
of information industries that suggests not all the ministries are
ready to live up to the agreement. What is your assessment of the
willingness of the Chinese goverrment to live up to these? I would
be particularly interested as it reilates to the telecommunications
ministry.

Mr. GALVIN. Thank you, Mr:. Chairman. Our relationship in
China has been based on one simple word: trust. For over 15 years
now, we have been engaging with them. We made a promise that
we would only make recommendations on changes, whether in tele-
communications or other activities, that would be good for their
country and mutually beneficial to ours.

In China, there has been tremendous progress at liberalizing and
building their telecommunications agencies. They have effective
ministries that have been managing that activity. They are proud
of what they have done.

We found that, with Minister Woo, who is a very bright and ca-
pable executive in addition to a representative of the government,
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has always met his word based on those promises that he has
madf, and we expect them to do that again in this set of agree-
ments.

Mr. SWAIN. Thank you, Mr. Chairman. :

The CHAIRMAN. Let me ask you, Mr. Van Andel, somewhat along
the same lines. It is my understanding that the Chinese govern-
ment shut down your operations only a few years ago when the
government there banned direct selling. )

Now, given what I understand to be the arbitrariness of that ac-
tion, what confidence do you have in the way in which the Chinese
government will regulate companies in their market?

Mr. VAN ANDEL. I think the fact that we actually are currently
in business today and growing fast shows that there is cooperation
with the Chinese government in trying to work through situations
to clear the path for U.S. business.

I will say that, when Amway went in there almost five years ago
today, in essence, we brought the direct selling business in there.
We brought the concepts of direct selling in there.

At the time, China did not have regulations that ruled the direct
selling business, so it was a learning experience for all. They had
some difficulties with what we would consider pyramid companies
in most other markets. They had those same difficulties.

They did not have regulations at the time, so in order for them
to control many of those, what I think of as unethical companies,
they had to close the entire industry down, only to come back then
and begin to reopen it up for the various businesses that they did
consider ethical. This is the process that they have been through.
It tends to be the process that I have seen when new things hap-
pen in China that they go through.

But right now, with the WTO agreement, they are looking at tak-
ing the concept of rule of law and taking standards that are the
same internationally around the world and implementing those
into their country, and that change is a significant difference.

The CHAIRMAN. Let me turn to you, Mr. Ellis. You, of course,
have expressed strong concern that U.S. quotas on Chinese textiles
will phase out in 2005. The Chinese, however, have agreed to a
safeguard mechanism aimed at their textile exports that we will
have in place through 2009, 4 years later.

More fundamentally, our quota on textile and apparel exports
from every other WT'O member country will expire in 2005, includ-
ing major textile exporters, India, Pakistan, and others.

Given that, why does the elimination of the Chinese quotas in
2005 cause you such concern?

Mr. ELLIS. Senator Roth, China has the largest textile industry
in the world. They have over 20 million people employed in that
textile industry. They have already stated that it will be their pol-
icy to subsidize that industry, in a number of ways which are list-
ed, to make it more world competitive.

With that orientation, they have a tremendous power in the glob-
al textile market. We and our neighbors to the south, the Carib-
bean and Mexico, are very concerned about their misuse of that

ower. I think we have good reason to be concerned about the well-
geing of our textile industry in the years ahead with_these quotas

going by the wayside.
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The CHAIRMAN. You mentioned the size, 20 million workers. How
does that compare with India and Pakistan?
. Mr. ELLIS. Sir, I do not have those numbers, but I could get them
. for you. -
The CHAIRMAN. Could you submit them for the record?
Mr. ELLIS. Yes.
[The following information was subsequently received for the

record:]

TEXTILE INDUSTRY EMPLOYMENT—1998

INAIA. ..ot e e sre s e e s e st e resneneesenes 812,000
PaKIBLAN Loevvviviieiniiiinieiieiitiieeistesteeeeesesesesesseseseseseesnsesssesssesses 205,000

Does not include 8,000,000 in Indian hand loom sector.

The CHAIRMAN. Finally, let me turn to you, Mr. Swain. Prior to
the devaluation of the ruble in August 1998, Russia was the num-
ber one export market for U.S. poultry for U.S. chicken farmers. Do
you expect the WTO agreement in China to help make up for the
sales you lost in Russia? In particular, what would it mean to Del-
marva farmers?

Mr. SWAIN. One, we think it will help mitigate that unfortunate
circumstance. We think that, by lowering the tariffs'from 20 per-
cent to 10 percent, that it will expand the market and improve our
competitive situation versus other poultry producers across the
globe. We think the market size will grow,-we think our market
share will grow.

How it will affect Delmarva, will be a couple of ways. One, it will

affect us directly, because various companies in Delmarva have di-
rect customer bases in Hong Kong, Singapore, and the Far East.
We believe that our Hong Kong and direct China shipments will
grow. .
The second way it will help us, Mr. Chairman, is in an indirect
way, whether it helps North Carolina, Mississippi, or Arkansas, in
a commodity market when we increase the market size and truly
increase the market share of that larger market size, because of
our competitive advantage in the United States in chicken, based
on what I talked about earlier with the breast meat being in high
demand in the U.S. and dark meat outside of our borders, that will
help raise all commodity prices for all companies in the United
States.

The CHAIRMAN. You made some reference to American corn and
soybean farmers, how they will benefit from the increased export
of poultry. Can you be a little more specific?

Mr. SwAIN. They will have a benefit that is two-fold. One, there
is the TRQ reduction for the bulk commodities which will increase
their market availability and market access, but also as animal
proteins increase and improve our competitive status in the world,
they would come along with us because they are the primary ingre-

dient in our meat protein.

The CHAIRMAN. Senator Moynihan?
Senator MOYNIHAN. Mr. Chairman, this has been a fascinating,

absorbing panel. I think the happiest example of different societies
and different tastes is Mr. Swain’s, that Americans like the white
meat in chicken and others prefer the dark meat in chicken. If you
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just cut them up right, you have optimal arrangements for all con-
cerned, happy as can be.

I would say to Mr. Ellis that I was, as my colleagues on this com-
mittee have heard with more tolerance than I perhaps would recip-
rocate, one of the three persons who negotiated in 1962 the long-
term cotton textile agreement in Geneva. It was the condition of
our getting President Kennedy’s Trade Expansion Act of 1962,
which is the only legislation he really got in that Congress, and be-
came the Kennedy Round.

Those quotas were for 5 years. I think that was about 29 years
ago. No, no, 39 years ago. They are now going to go on another 5
years. You are still there. It is astonishing. You say 1.3 million peo-
ple are in the textiles and apparel complex.

The circumstance was that we were not going to get a trade bill
because the south was beginning to be concerned as they were pro-
ducing textiles, that they did not want imports. The Mid-West, on
the other hand, which had not lacked imports, was exporting and
" there were a lot of intelligent compromises to put in place.

But trade has not destroyed our textile industry. Indeed, we
sometimes underestimate ourselves. I remember, some years later
I was ambassador to India and they had closed off all, or most all,
of their trade with us and were autarkic, and all that.

But just curiously, I once asked them, did they find that the
quotas that had been imposed by the textile agreement in Geneva
were onerous? An Indian official, much more candid than he prob-
ably ought to have been, said, oh, my God, no, without those quotas
we could not sell a thing in the United States. Their labor costs
were nothing compared to technology. I leave you that thought.

I found that, Mr. Galvin and Mr. Van Andel, you describe rela-
tions which seem to work. I hope they do. I hope the day does not
come when the Chinese get into the WTO and start turning it
around their way. You had better watch that. We hope for a system
which is rule-based and transparent, and that is not exactly a Chi-
nese tradition these past 5,000 years. It might evolve, might not.
But I found the testimony very helpful.

Does_anyone want to say something to me that I should know?

[No response.]

Senator MOYNIHAN. If not, thank you very much.

The CHAIRMAN. Thank you, Senator Moynihan.

Now, Senator Breaux.

Senator BREAUX. Listening to my Ranking Member is always an
educational experience which I appreciate.

The CHAIRMAN. And you need a lot of educating.

Senator BREAUX. I do. [Laughter.] There is no doubt about that.

I thank all the panel members. They have been very helpful be-
cause, indeed, we are considering that affects every one of you di-
rectly, and a million other American industries as well.

Mr. Ellis, let me chat with you for a while, because obviously the
textile industry is incredibly important to this country. It is also
important to my State of Louisiana.

We have literally lost thousands and thousands of jobs in the
stitch-and-sew industry portion of the textile and apparel manufac-
turing industry. Most of it is in Mexico, Honduras, and a lot of our

CBI nations. *
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We have negotiated a CBI agreement which hopefully will allow
the textile manufacturing industry to make the fabric, do the weav-
ing and the dying and the more technologically difficult aspects of
the industry in this country, give them the material, let them do
the stitch-and-sew, and sell it back to us. Hopefully, that way we
can continue this industry going.

But to the larger part of your opposition to this agreement be-
cause of what it does with China, I have been trying to understand
it, because you made some, I think, good points in your opposition.

I think that a lot of it is, China just does not keep its agree-
ments. I mean, you point out six textile agreements, and they have
broken every one of them; four intellectual property right agree-
ments, broke:n them.

I think that Ambassador Barshefsky would probably argue that
that is an ergument for the agreement, in the sense that this
agreement, tor the first time, would bring China into an inter-
national, multilateral organization with enforcement ability and
authority that does not exist now.

The reason they are breaking their agreements, is because there
is no enforcement mechanism. If they did come into the WTO, as
she points out, we gain a number of advantages in enforcement
that we do not have now. You are absolutely right that right now
it is not being enforced, but if we get them in, we have enforcement
mechanisms that we do not have now.

First, is the WTO dispute mechanism itself. In no previous agree-
ments, she points out, has China ever agreed to subject its deci-
sions to impartial review, judgment, and ultimately imposition of
sanctions, if necessary. )

The fact that we keep all of our existing domestic laws, Section
301, and Special 301, and our countervailing and antidumping laws
would still be in effect, we gain substantial new leverage by cre-
ating the product-specific safeguards.

Fourth, we strengthen our enforcement capabilities through the
multilateral nature of the WTO, and that China will then be sub-
jected not just to enforcement by the United States, but to 135
other WTO members.

Fifth, she points out, the specificity of China’s commitments in
its bilateral agreement will help us ensure that China complies.

So what I want you to comment on, is the fact that you have ba-
sically said, look, they do not comply, they should not be in. The
administration would argue that that is one of the -reasons why
they should be in, because we have enforcement tools that we do
not have now.

Mr. ELLIS. First of all; our experience through the WTO has been

very poor, as I mentioned. We are having difficulty enforcing with
countries that are already in the WTO, Brazil, Argentina, India. All
have raised their barriers against U.S. textile products, even
though they are in the WTO, so that continues to be a concern for
us..
Senator BREAUX. On that point, I mean, these other gentlemen,
chickens, Motorola, and everything you do, and Amway, everything
you do, I guess, seem to take the opposite position, that the WTO
does give them the mechanism to enforce these agreements.
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Is it something that is specific to the apparel and textile industry
that it is not enforced? ;

Mr. ELL1s. I think it is that those countries have their own ap-
parel and textile industries, and therefore they have a much bigger
stake in this global market than, perhaps, the competition that
some of my friends here have.

The other point I wanted to make, though, is that on the matter
of the countries subsidizing the industries, and China subsidizing
its industry, the WTO has said that it has no rule against subsidies
for developing countries.

The countries can choose whether they be classified as a devel-
oped or developing country. China will choose to be a developing
country and, thercfore, the WTO will not have any ability to curtail
these actions.

Senator BREAUX. On the subsidy question, the administration, I
guess, would point out that China has, in fact, agreed to certain
subsidy rules, including rules applicable to their state-owned enter-
prises.

Specifically, where government benefits are provided to an indus-
try sector and state-owned enterprises are the predominant recipi-
ents or receive a disproportionate share, the United States can, and
could, take action under our unfair trade laws. - .

In addition, their agreement establishes that the United States
can determine whether government benefits such as equity infusion
or soft loans have been provided to an industry using market-based
criteria rather than Chinese government benchmarks.

It seems like your argument is that they do not play by the rules,
but the opposite argument is that this, for the first time, gives us
the ability to use some tools to enforce these subsidy/anti-subsidy
policies that we do not have now. They can only get better than it

~ 1s without it.

Mr. ELLIS. I understand. We also have agreements with China,
bilateral agreements, which they continue to violate and we have
not been able to enforce those. So we do not have a lot of confidence
these enforcement practices.

Senator BREAUX. Can I ask one final question?

The CHAIRMAN. Sure.

Senator BREAUX. One other question. I noticed that you were
concerned about, if this agreement goes into effect, that the phase-
out of the quotas would cause a lot more increase in Chinese im-
ports into this country.

— T note that, under the agreement, that China would reduce their
tariffs on textiles and apparel products from their current average
tariff of 25.4 percent down to 11.7 percent, which I think would be
good for us.

But the other point, I was reading—at least the staff told me I
should read this, which was helpful from them—the International
Trade Commission looked at the assessment of this agreement on
China, and particularly with apparel and textiles.

They pointed out that if the quotas on China are eliminated, that
its share of the U.S. textile market would increase slightly—this is
the textile market—to about 11 percent by the year 2010. Then in
the case of the U.S. apparel market, China’s share would increase
by about 18 percentage points if the quotas are removed after De-
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cember 31, 2004, resulting in China obtaining over 30 percent of
the U.S. import market, which is a fear that I think you expressed.

But they further point out that this increase in China’s share in
the U.S. import market would occur as Chinese products would dis-
place exports from other suppliers, particularly suppliers whose ex-
ports currently are not restricted by quotas.

I guess the point they are making, is while the rest of the world
is going to get kicked out of selling stuff in this country, China
would replace them, and the total amount of imports would not
change that much.

Do you have a comment on that?

Mr. ELLIS. Yes, sir. Asia, back in the 1980’s, was literally taking
the shirts off of our apparel industry’s back. The textile industry
is high-tech, capital intensive, but our apparel industry continues
to be labor intensive. The textile industry has been losing its cus-
tomers with apparel manufacturing in the United States to Asia.

But then came CBI, and the CBI and NAFTA model. That model
has enabled us to have apparel manufacturing in the lewer labor
cost areas south of the border. They are the ones that would be dis-
placed by that Chinese apparel industry, and our neighbors south
of the border buy our fabrics. The Chinese apparel manufacturers
are not likely to buy our fabrics.

So we think we have a model that is in place, with your help,
with CBI, that we can be very competitivein the world market on
textiles and apparel, provided we play on a level playing field. If
we have to compete directly against China itself, we are in trouble.

Senator BREAUX. I appreciate your comments and your observa-
tions, and everybody else on the panel. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Robb?

Senator ROBB. Thank you, Mr. Chairman. I apologize that I was
not able to get here. I would particularly have liked to have been
here for Ambassador Barshefsky's testimony, because a couple of
the concerns that I would like to address would be more properly
directed to her. I had two other competing mezetings, as we all have
to contend with from time to time.

But I wonder, Mr. Ellis, you addressed some of the questions in
response to Senator Breaux’s question that I was going to pro-
pound. The character of many of the southern States is fairly simi-
lar in téerms of both the perception and the reality of jobs that are
lost because of competition from other areas and areas where labor
conditions, environmental conditions, and whatever may be consid-
erably less stringent than they are here in the United States.

For the reasons that Ambassador Barshefsky has stated, I am
one of those who plans to support the permanent normal trade re-
lations because I think there is more net benefit, and I think be-
cause of some of the reasons that it is in the long-term interest of
the United States.

But I am not by any means unconcerned. In fact, we have recent
closings, as you know, and layoffs in Martinsville, Henry County,
Danville, Pennsylvania, and some of the other areas.

We have had this over a long period of time, particularly the very
labor-intensive areas where we have had individuals that have

~
~
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been employed for many, many years, good, solid work ethic, and
suddenly their whole source of livelihood is taken away..-

I realize there is sometimzs a difference between the interests of
the countries and the interests of the employees in some of these
areas in terms of the maintenance of economic stability for them,
but are there ways that you can see, if this does pass, that the
Congress can work to address, if not the corporate concerns—and
I am not suggesting that corporate entities are not concerned about
the workforce, because I know they are and they spend a lot of
-. time, and I do not mean to be suggesting any difference at all—
to the extent that we can account for some of what are either ac-
tual or perceived job losses, in much the same way we did with the
BRAC and some of the defense closure activities and base readjust-
ment funds that were available for transitional activities.

Can you suggest any areas here? I am working on some pro-
posals right now, but can you suggest anything in particular that
you think would be especially helpful if, in fact, the permanent nor-
mal trade relations are approved and go into effect, and we are still
stuck with a very devastating impact in some of the regions where
companies that you represent, both individually and in your larger
capacity, are located? -

Mr. ELLIS. First, -Senator Robb, I hope that we do not give up on
this question. We do not think that the end is in sight for the tex-
tile industry, and we have models in place, the CBI model being
one of them, where we think we can continue on for another 50
years, actively growing in the world economy.

Senator ROBB. Let me say that I share that hope, and I am not
suggesting that I am looking at the end of the world. But to the
extent there are portions or there may be individual plants where
the capital available for improvements to be competitive in the cur-
rent trade status are not available, can we do that?

Mr. ELLIS. It is very, very important because our industry often
is located in smaller towns and communities around the United
States, and these smaller communities are very dependent on that
job source in that community. -

We are also affecting the demographics of America because none
of us want everybody to move into Atlanta, or New York, or Wash-
ington. We like to keep our people out in the small communities
of the United States, and that is where you have the real hurt.

We look at the unemployment figures in America and they are
at record lows right now. But if you go to Hahira, Georgia or to an-
other community where there has been a big job loss, there is seri-
ous hurt going on. Certainly, I think all of us, the Federal Govern-
ment, the State governments, and the local communities need to be
concerned about the well-being of these people.

Senator ROBB. In my own State of Virginia, the overall unem-
ployment for most of the State is around the 2 percent level or less.
In Martinsville, it is in the 20 percent plus level and it is directly
related to some closures that at least are perceived, and in some
cases acknowledged, to be as a result of decisions that were made
under the provisions of NAFTA. So it is a very serious quandary.

Mr. Chairman, the panel has been here for some period of time,
and you have been here for some period of time. I suspect you are
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looking forward to terminating, and I will cease and desist at this
point. '

But the topic certainly is an important one, and to the extent we
‘can continue to explore ways to address not only the positive bene-
fits which frequently are not recognized, but the down side, which,
for those directly affected, is very real and very personal, I think
it is time well spent.

Thank you, Mr. Chairman. My time has expired.

Senator MOYNIHAN. Mr. Chairman, may I just take one second?

The CHAIRMAN. Please. '

Senator MOYNIHAN. And then one anecdote. In 1962 in the Trade
Expansion Act, we provided trade adjustment assistance. We have
now 40 years of that principle, and it should be better applied.

But could I say and just record in a patriotic mode, 216 years ago
yesterday the Empress of China cleared New York Harbor, the first
American ship to make its way to China. Its cargo consisted pri-
mary of 30 tons of American, genuine ginseng, the most powerful
aphrodisiac in the world, or such it was thought to be in China.
Chairman Mao smoked Einseng cigarettes.

It took these roots, which come from valleys such as ours in the
upstate, and it returned with manufactured goods, porcelain—what
we call China—umbrellas, things like that. So the world of trade

is continually shifting, but I am happy to say that, even to this
day, New York ginseng is the ginseng of preference.

Senator RoBB. Mr. Chairman, could I add one footnote—Mr.
Swain, I know, would be very familiar with this—on a much lower
level and with far less eloquence? The Ranking Member was mak-
ing reference to the fact that there are markets for different parts
of the chicken. There is a part of the chicken that many in this
country might not realize, that there is a real market for chicken
feet.

Indeed, we have containers that contain nothing but chicken feet
that go, not unlike the ginseng contains in times of yore, that are
actually profitable in this exchange and make it possible for us to
use everything but the cluck.

The CHAIRMAN. Well, I think the time has come for us to have
some chicken feet. [Laughter.] With that, I want to express my ap-
preciation to the panel.

Senator MOYNIHAN. Thank you all.

The CHAIRMAN. It has been very helpful, and we will undoubt-
edly call on you further.

The committee is in recess.

[Whereupon, at 12:23 p.m., the hearing was concluded.]
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- OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR_FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE '

The CHAIRMAN. The committee will please be in order.

This hearing is the second in a series the Finance Committee
will conduct on China’s accession to the World Trade Organization.
I am pleased to announce that this morning I and Senator Moy-
nihan introduced in the Senate the legislation the President sent
g to Congress that would enact permanent trade relations with

ina.

We will require the President’s continued strong support and the
equally strong bipartisan effort here in Congress to ensure the con-
sideration and movement of this legislation.

Before we }g]et started, I think it would be helpful to once again
state what the vote on PNTR for China is all about. A vote on
PNTR will not decide whether China gets into the World Trade Or-
ganization. China will accede to the WTO regardless of how Con-
gress votes on PNTR.

The question before Congress is whether our exporters will gain
access to the Chinese market on the same terms as their competi-
tors, or whether after 13 years of arduous negotiations to open the
Chinese market and to encourage their adherence to a rules-based
irﬁtergatilonal trading system. We would now forego the benefits of
that deal. , ‘

Under the WTO, if we impose conditions on our trading relation-
ship with China, even in the form of an annual vote, we will not
have granted China the same access to our market as we have
other WTO members.

That, in WTO terms, would require us to invoke what is known
as non-application, meaning that we cannot fulfill the terms of our
own WTO obligations with respect to China.

(49)
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In that event, China would be entitled to deny our exporters ac-
cess to their markets on the terms available to all other WTO
members. The losers will not be the Chinese Government, nor will
the losers include heavily subsidized state-owned industries in
China that are the principal source of labor problems.

The losers will be American firms, American workers who will be
denied the opportunity to compete on a level playing field with
their British, French, German, and Japanese competitors.

The losers will also include Chinese workers, who have no alter-
native but to work for state-owned Chinese firms that would deny
them basic labor rights, or foreign firms that have in the past
proved significantly l2ss sensitive to labor concerns than have
American firms. N

As a technical matt._r, the passage of PNTR will simply remove
China from the ambit of the Jackson-Vanik amendment. Our focus
today is on whether removing China from the scope of the Jackson-

"Vanik freedom of emigration requirements has broader implica-
tions for U.S. national interests. -

That issue has been joined by the administration’s delivery of its
PNTR legislation to the Congress in response to the concerns ex-
pressed by this committee at our hearing last month.

The President sent us a clean bill that simply authorized the re-
moval of China from the scope of the Jackson-Vanik amendment
upon accession to the WTO, provided that deal is consistent with
g'ge_ terms agreed to this past November between the U.S. and

ina.

China’s statements since our last hearing, on the other hand,
have continued to be troubling in the run-up to the presidential
election in Taiwan this past Saturday. The PRC raised its rhetoric
to new levels of hostility. As in Taiwan’s last presidential contest
gl 1996, the people of Taiwan chose to shrug off the threat from

eijing.

In another manifestation of the island’s democratic maturity, the
people elected a president from the opposition Democratic People’s
Party for the first time. Lost in the sharp exchange of words has
been Taiwan’s consistent support for trade with China and China’s
accession to the WTO.

Just 2 days ago, Taiwan’s parliament dropped a five-decade old
ban on direct trade transport on postal links between two of Tai-
wan’s offshore islands and mainland China.

President-elect Chen was quoted in yesterday’s L.A. Times as
saying, “We would welcome the normalization of U.S.-China trade
relations, just like we hope the cross-strait relations between Tai-
wan and China can also be normalized.” Chen said, “We look for-
ward to both the People’s Republic of China and Taiwan’s accession
to the WTO.”

I think it is also important to remember that, within China, it
is the hard-liners and the PLA who are most opposed to China join-
ing the WTO. That is because they are the ones who most fear the
forces China’s greater economic openness will unleash.

The fact that Taiwan supports China’s global economic integra-
tion and PRC hard-liners and the PLA adamantly oppose it, in my
view, only makes support for China’s accession to the WTO, pas-

sage of PNTR legislation more important.
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We are fortunate to have a number of witnesses today and an
array of experts who can address the impact of granting PNTR to
China and that country’s accession to the %VTO.
~ So with that, we will proceed. Senator Moynihan is necessarily
delayed and will be here in a few minutes. So we will proceed with
the first panel, which is made up of four distinguished witnesses.

First, we are happy to welcome James Sasser, who is a former
Ambassador to China, and of course a former member of the Sen-
ate. It is a pleasure to welcome you, Mr. Ambassador.

Mr. SASSER. Thank you very much, Mr. Chairman.

The CHAIRMAN. And James Lilley is a resident fellow at the
American Enterprise Institute and a former Ambassador to China.
If you would all please come forward. -

Robert Kagan is a senior associate with the Carnegie Endow-
ment for International Peace. Finally, we are delighted to have
once again before us Richard Perle, who is a resideni fellow with
AEI and former Assistant Secretary of Defense for International
Security Policy.

We will start with Ambassador Sasser.

STATEMENT OF HON. JAMES SASSER, FORMER AMBASSADOR
TO THE PEOPLE’S REPUBLIC OF CHINA

Mr. SASSER. Thank you very much, Chairman Roth. It is a great
pleasure for me to be here this morning, and I want to say hello
to some of my former colleagues who I see on this rostrum here
who are a member, not only with great respect, but also with great
affection. , -

I have the honor today of appearing before the committee to dis-
cuss with you what I consider to be one of the most important
issues facing our country and one of the most critical legislative
items on the Congressional agenda for this spring, and that is _
whether or not to established permanent normal trading relations
with China when they join the World Trade Organization and the
implications that this has for U.S. interests.

Now, I want to clarify one point at the outset, Mr. Chairman, if
I may. I am here to talk to you today as a former Ambassador to
China and as a former member of the Senate. I hope that my per-
sonal perspective will be of use to you as you deliberate the merits
of this legislation.

-1 am not a spokesperson for the Vice President of the United
States or his Presidential campaign. I know the Vice President
well, as many of you do. I served with him in the Senate and I am _
familiar with his views on this issue, but my comments should not
be received as the Vice President’s own position. I will leave that
for him to articulate.

But when the President asked me to serve as our Ambassador
to China, which I did for three and a half years and I had the great
pleasure of welcoming some members of this committee to China
in that capacity, I immediately agreed to serve because I felt that
our relationship with China is probably the most important bilat-
eral relationship our country has, certainly one of the most impor-
tant, and I think will be of continuing and critical importance in

the 21st century.
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China is a global and regional power emerging on the world’s
stage. It is home to one-fifth of the population of the world. It has
an economy that is rapidly modernizing. It has been growing in the
1980’s and part of the 1990’s at a double-digit rate. It will continue
to grow at the rate of about 7 percent this year.

ome economists have characterized the Chinese economy as the
fastest-growing economy in the 20th century, some say the fastest-
growing in the history of the world.

It is a society that is looking more and more to the west in gen-
eral, and to the United States in particular. It is also, in its region,
a growing military power.

Our actions, and in particular the actions of the Congress on this
legislation, can have a direct impact on China’s future and on the
future of Sino-U.S. relations.

In my view, establishing permanent normal trade relations with
China is vital to the interests of this country. This agreement will
open the Chinese market to our goods manufactured by our work-
ers, our services, the service sector of our economy which leads the
world, and to our agricultural products. :

But perhaps equally as important, it is going to promote open-
ness in China and it is going to require China to play by the rules.
I believe very firmly that it will advance America’s national secu-
rity interest, and I think it will push forward the progress of
human rights in the People’s Republic of China.

Mr. Chairman, China will enter the World Trade Organization
whether we like it or not. It has already become part of the world
trading system. We could not stop that process if we wanted to.

The United States is a market for 40 percent of China’s exports.
The only issue we have before us, as I see it—and others may dif-
fer—is will Congress allow Americans to benefit from this historic
trade deal or are we going to reject it in what I would characterize
as a misguided effort to punish China, only to find out later that
we have only punished ourselves, our workers, our industrialists,
our farmers, our high-tech entrepreneurs and our working families
all across this country as we look at the China market and see our
European trading adversaries exploiting it, as we are seeing the
Japanese and others taking full advantage of it.

Now, let me add one important note. As I anticipate the other
panelists will confirm, there really is a broad bipartisan consensus
on this issue. Both the Democratic and the Republican candidates
for President, as I understand it, agree that we need to pass per-
manent normal trade relations with China this year.

Sure, we may differ on some of the details about China policy
and who is best equipped to handle the job of President, but that
is not why we are here today. We are here to present the case for
establishing permanent normal trade relations with China, and the
subject is very, very important.

I see that, Mr. Chairman, my time is up. You are running a very
tight ship here this morning. Perhaps I could answer some of the
distinguished committee’s questions at a later date. Thank you.

The CHAIRMAN. I would say to Ambassador Sasser and all of the
witnesses, your full statement will be, of course, included as if
read. Unfortunately, we are on a tight schedule because we have
votes at 11:00, so we want to proceed expeditiously. :
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[The prepared statement of Mr. Sasser appears in the appendix.]
The CHAIRMAN. Mr. Secretary Perle, it is always a pleasure to
have you here and we would call upon you, next.

STATEMENT OF HON. RICHARD PERLE, RESIDENT FELLOW,
AMERICAN ENTERPRISE INSTITUTE, CHEVY CHASE, MARY-
LAND; FORMER ASSISTANCE SECRETARY OF DEFENSE FOR
INTERNATIONAL SECURITY POLICY, DEPARTMENT OF DE-

FENSE .

Mr. PERLE. Thank you very much, Mr. Chairman. Thank you for
inviting me to participate. Like Senator Sasser, I think I should
say at the outset that I am not here representing the Vice Presi-
dent, or for that matter, anyone else other than myself.

Like many Americans, I have tried to assess the security, eco-
nomic, and political interests of the United States in the rapidly
growing trade relationship with China. :

I imagine that one reason, anyway, why the committee thought
to include me in your deliberations was my involvement nearly
three decades ago in a piece of legislation that became known as
the Jackson-Vanik Amendment, after the name of its author Sen-
%tor_ lI{-Ienry Jackson and his House colleague Congressman Charles

anik,

By linking trade to human rights, the Jackson-Vanik Amend-
ment significantly reshaped a piece of legislation enacted in 1974
that granted most favored nation treatment to non-market econo-
mies.

It changed the administration’s proposal to authorize the exten-
sion of MFN to state-controlled economies by requiring that the
President first certify that doing so would lead to significantly freer
immigration. With such a certification, MFN status would continue
from year to year, without it, MFN treatment would cease.

Because Jackson-Vanik was enacted so long ago, it may be worth
a minute of the committee’s time to recall why it became the first
statute in nearly a century to link human rights and concessions
on trade.

At the time of its introduction in 1972, the Soviet Union threat-
ened to halt or greatly diminish the flow of immigrants by impos-
ing a prohibitive tax on anyone wishing to leave. The adoption of
the so-called Education Tax came just as the Nixon Administration
was asking Congress to extend MFN to the Soviets.

It was in that context that “Scoop” introduced his amendment to
prohibit the granting of MFN status to any non-market economy
that denied its citizens the right and opportunity to emigrate, or
that imposed unreasonable taxes as a means of controlling immi-

gration.

The amendment was eventually modified to allow the President

to waive this restriction if, and only if, a waiver would promote the
cause of free emigration. At the time, the Soviets lobbied
unrelentingly to def:at Jackson-Vanik. As part of the effort to de-
feat it, they dropped the Education Tax and allowed the number
of immigrants, many of them of Jewish origin, to rise sharply.
When it passed in 1974 after 2 years of debate, the Soviets re-
sponded by reducing the flow of immigrants to the level that, ob-
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tained before the increase, aimed at discouraging the amendment’s
passage.

Eventually, the number began to rise again as the Soviet au-
thorities struggled to contend with the linkage they abhorred but
were unable to break. Hundreds of thousands were able to leave
the Soviet Union and find freedom in the west, many in Israel and
the United States, because Jackson-Vanik first gave them hope,
and when they defied the authorities and demanded visas, protec-
tion as well. )

Jackson-Vanik remains the law today and it is with respect to

the waiver provision of Jackson-Vanik that the question of MFN for
China has. arisen each year. The premise of Jackson-Vanik was
simple. If the Soviet \Jnion wanted trade concessions from the
United States, MFN status, and eligibility for credits, they could
earn them by letting people go. Both the benefit to be gained and
the price to gain it were clear. The pragmatists in the Kremlin
coulg make a choice, and it was a plausible choice.
We were not asking Brezhnev’s Russia to transform itself into a
parliamentary democracy. We were not asking for free speech or
freedom of political association, not because we did not value those
instruments of democracy or believe in the human right to speak
and to associate freely, but because we thought such demands were
more than the traffic would bear, more than we could reasonably
hope to achieve. More exit visas was plausible, democracy then was
not.
"Scoop” believed that the right to emigrate was first among
human rights because it alone could end the suffering that resulted
when citizens were denied any or all other human rights. Emigra-
tion was the ultimate escape to freedom; countries that could not
imprison their own people would be compelled to make life toler-
able for them. Eventually, this would lead to greater freedom. -~

I believe “Scoop” was right, and I urge the committee to support
the continuation of Jackson-Vanik as it relates to Russia. The Rus-
sian door must never again be closed to emigration. The prospect
of an annual review is the best chance we have of discouraging
those in Russia who might wish to turn back the clock and again
limit the flow of emigration.

I believe that in recent years the demands made on the Chinese
authorities as a condition for a Presidential waiver allowing MFN
status to continue, has been far too ambitious.

For unlike the choice “Scoop” thought to put before the Soviet
leaders, a focused, narrow, quid pro quo, the Chinese have been
asked to accept a'broad program of human rights that their con-
trolling Communist Party could not survive. With comprehensive
human rights in China, the Communists would not last a week.

I can stop there. I am not far from the end.

'The CHAIRMAN. Go ahead.

Mr. PERLE. If it were up to me, I would leave the waiver provi-
sion in place and use it to insist on exit visas for those brave Chi-
nese reformers who run afoul of the authorities, but I would not
hold MFN status hostage to an unrealistic insistence on com-
prehensive human rights in China. ~

Mr. Chairman, I believe that trade between the United States
and China has been, and can continue to be, a force for liberaliza-
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tion. When private industry grows and flourishes, the citizens’ ab-
Jject dependence on the state is sharply diminished.

An alternative source of wealth and material well-being means
an alternative to the central power and control of the Communist
Party, and that must lead to a lessening of the totalitarian author-
ity virith which the Chinese Government now abuses its hapless
people.

IF we are on the side of greater freedom for the people of China,
we will look for ways to encourage trade between China and the
outside world. We will encourage the private sector in China, and
we will encourage the open flows of information without which a
modern industrial society cannot succeed and prosper.

If we have an opportunity to return to it, I have a comment on
the WTO, but I do not want to abuse the time limit, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Perle.

[The prepared statement of Mr. Perle appears in the appendix.]

The CHAIRMAN. I would call, next, on Mr. Kagan, then Ambas--

sador Lilley.

STATEMENT OF ROBERT KAGAN, SENIOR ASSOCIATE, CAR-
NEGIE ENDOWMENT FOR INTERNATIONAL PEACE, WASH-

INGTON, DC

Mr. KAGAN. Thank you, Mr. Chairman. I do appreciate the com-
mittee inviting me to this hearing, and also just for holding the
hearing.

I think it is important that we look at our trade relationship
with China, as we would with any other great power, in a broader
contgaxlt, in a broader strategic context, because the context is really
crucial. -

Everything depends, as we look at a trade relationship with a
country like China, on what our expectations are of the future in
a strategic sense.

If we anticipate that everything is going to go smoothly, if U.S.-
China relations are simply going to get better and better, if there
is no prospect for conflict over any fundamental issues of interest,
then by all means we can think of trade as an unmitigated benefit.

On the other hand, if one thinks that there is a danger of conflict
with China, then one obviously would want to think of trade in a
different context. You might want to think of trade as being one
of the many elements of a strategy that you were going to apply
to what could be a conflictual situation.

Now, most of the discussion about trading with China focuses on
a very important assumption, that economic liberalization will lead
eventually to political liberalization. i

This argument is embedded in every justification that I have
seen for expanding trade relations with China, and we as Ameri-
cans certainly like to believe that this kind of linkage exists.

We believe it exists in our own country, we think we have seen
it elsewhere. But I think we have to acknowledge, nevertheless,
that it is still a speculative question.

We do not know exactly what effect economic liberalization will
have on the political system in China, and more importantly, and
I think crucially for our strategic interests, we do not know when

this will occur.
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If one were looking at Germany in the 1890’s, a time of rapid in-
dustrialization and economic growth, one would have anticipated
that this economic liberalization would lead eventually to democ-
racy, a function of democracy in Germany. And sure enough, by
1950 there was a fully functioning democracy in Germany. The
only problem, was the two World Wars that occurred in between.

I think we face a similar question. I do not mean to be comparing

China to Germany, although many have. We face a similar ques-
tion.
Will the effects of economic liberalization which our trade with
China may, in fact, spur, happen in a time frame that is useful for
our strategic purposes? I fear that we just cannot be sure that we
are going to see an evolution in China soon enough to make a big
difference for our strategic concerns.

Since I think it is entirely possible that we could wind up in
some kind of conflict with China over Taiwan, perhaps not this
year, perhaps not next year, but some time in the next 5 years, it
is for those purposes irrelevant whether China becomes a democ-
racy in 2025, 2030, or 2040 if we are going to be in a. conflict with
China in the next 5 years over Taiwan. '

If we might be engaged in a competition with China over the re-
gional balance in East Asia, which I think is going to come at some
point in the next 10, 15, or 20 years, it will not matter if China
is a democracy in 2050 if we have already joined that struggle in
East Asia.

Now, again, as I say, it all depends on what one’s perspective is.
My perspective is, we are in for some kind of strategic competition
certainly, and possibly conflict, with China in a time frame that is
going to be shorter than anyone, I think, in this room would expect,
a fundamental evolution of internal Chinese policy in terms of po-
litical reform.

It seems to me, if you look at trade, then in that strategic context
you have to begin to think of it as one element in an overall stra-
tegic approach to deterring conflict with China.

It seems to me, if you do look at it in that broader strategic per-
spective, it seems to me you do not want to give away one very im-
portant tool of leverage that you may have with the Chinese.

We certainly wanted to use such leverage when we were dealing
with other competitive powers in history, certainly with the Soviet
Union. I do not see why we would want to give up our ability to
keep pressure on China, both in terms of deterring its external
misbehavior and also in terms of affecting its internal political de-
cisions.

It also seems to me that we have got to at least take into account
the down side effect of trade with China, or the down side effect
of our making China a wealthier country.

It seems to me, if one is worried about a conflict with China over
Taiwan, or another kind of conflict, then one does not want to
make it easier for China to have the money to acquire weapons
which will eventually be used against-us, like the recent acquisi-
tion of Soviet destroyers, the sole purpose of which is to deter the
U.S. Navy. It seems to me we want to be very careful about the

- transfer of dual-use technologies.

\\
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I see that my time is going to come to an end, and I want to end
~ on one very important point. The overall decision we are going to
" be making about trade issues with China are important, but so is
&};ettiming of those decisions if you are thinking in a strategic con-
xt.
What I am most concerned about right now, is that the Congress’
first official response to China’s very, very serious, belligerent
warnings to Taiwan before the elections, the first official response
will be to vote permanent normal trade relations status for China.
I think that will send a very bad signal to the forces in China.

I think it will encourage hard-liners within the regime to be able
to argue that, we can take a belligerent attitude toward Taiwan
and the American response is to give us permanent normal trade
relations status, not to warn us. i

So my final point would be, whatever e'se Congress does, I would
hope either that it will delay the vote on permanent trade status
for some months until we can see how China responds to the elec-
tion of Chung Swaybien, or at the very least, that it will pass the
Taiwan Security Enhancement Act as its first official response to
Chinese belligerence, not PNTR. Thank you. I am sorry I went
over.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Kagan appears in the appendix.]

The CHAIRMAN. Ambassador Lilley, we are delighted to have you.
We saved you for last because we understand that you have just
returned from Taiwan, where you observed the election. We are
eager to hear what you have to say about that, as well as China-

U.S. relations. Welcome.

STATEMENT OF HON. JAMES LILLEY, RESIDENT FELLOW, THE
AMERICAN ENTERPRISE INSTITUTE, WASHINGTON, DC,
FORMER AMBASSADOR TO THE PEOPLE’S REPUBLIC OF

CHINA ,

Mr. LILLEY. Well, Mr. Chairman, in response to your suggestion,
I have here Taiwan elections as my first point. The second point,
the Asia Development Bank case handled as a practitioner and
how to get things done. Third, U.S. arms sales to Taiwan and the
coming together historically between China and Taiwan, and
fourth, what the U.S. should do.

Let us start with a few comments. I have heard this Chinese
term, “we will listen and watch,” about 77 times. It is a technique
on the Chinese part, both to buy time and to make you the guilty
party, to make you prove yourself to them. But at least it means
that they are going to tone down for a while, in terms of their bel-
ligerence.

I do not think this term should get into our vernacular, like “ren-
egade province” and “pro-independence candidate”. This is our
media stirring up the pot, getting both China and Taiwan angry.

But let us get to the Taiwan election. It reminded me of “The
Last Hurrah” about Frank Skeffington or Mayor Curley in reality,
the Irish in Boston. But this is not “the last hurrah”, it is the sec-
ond hurrah, the second time in the 5,000 years of history of China
we have had a democratic election, and had a president elected.
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But it is important. I think the message probably should go over
to China, that you can change things by the ballot box and not by
power out of the barrel of a gun. I think that is important.

Who is the winner and loser in this election? Let us look at
China, first of all. Yes, everybody runs around and says they lost,
they lost face because of the “pro-independence candidate”, Chen
Shui-bian, got elected. Let us look at it another way: China was
also a winner. »

First of all, their nemesis, President Lee Teng-hui, on whom mil-
lions - of words of invective men poured allegedly, supported by
Americans. Lee has left. He is politically finished. He 1s probably
going to resign tomorrow. Why can China not declare a victory and
stay home? They won on this one.

Number two, Chen Shui-bian, the so-called “pro-independence
candidate” since 1991, has moved to the center. Significantly, he
did not mention independence once in his statement after he won.
China has won on this one. Declare a victory, again.

Number three, through a myriad of sources they let everybody
know that James Soung was their preferred candidate. He came
within 2 percent of winning. He was and is very popular. He was
all over the island. He is against theater missile defense for Tai-
wan, he will not support Taiwan in the U.N,, and he is for the
opening of the three communications (SAN TONG) to China. He is

from the mainland.
So what I am saying, is: China can declare a victory. But we are

. dealing with some very delicate issues in Taiwan right now. First

of all, there is a very nasty rumor spreading all over that Lee
Teng-hui, in fact, supported Chen Shui-bian, the “pro-independence
candidate”. I believe, he did not. He got a poll maybe two weeks
before the election telling him that his man, Lien Chan, was 10
percent behind. Lee was furious. He said, get me another poll. They
later came back and said, Lien is now 6 percent ahead. Lee told
us this the day before the election—that Lien was 6 percent ahead.

Number two, there is a nasty rumor going around that James
Soung and Lian Chan colluded with China to get the Zhu Rhongji
to make his belligerent warlord speech to discredit Chen Shui-bian
terming him the war candidate.

It reminded me of the 1964 election between Goldwater and

Johnson. The picture of a little girl with a flower, and the mush-
room cloud behind her. They were saying, Chen Shui-bian wants
war.
The people of Taiwan, the people in China, and the sycophants
here, all saying he was “the war candidate”. They are however try-
ing to grab smoke because Chen has said all the right things to
date. So I say, China, look at this election as a victory.

Second, the Asia Development Bank (ADB) case. We hear this
statement made all the time that China cannot compromise on the
issue of sovereignty and unity. Wait a minute. We need to get to
the real world as seen by a practitioner’s sense. We had a case in
1985 where Taiwan was in the Asian Development Bank, and
China wanted in for reasons of money.

The first position taken by China and its American supporters
here, is Taiwan gets kicked out; the World Bank formula was ap-
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plicable. China comes in, Taiwan out. It is two Chinas, otherwise.-
You cannot du it as it violates the three communiques.

Two and one-half years later, both China and Taiwan were in.
Why? Number one, Taiwan needed security. They got the Indige-
nous Defense Fighter (IDF). So we showed Taiwan that we sup-
ported its security.

Number two, Taiwan accepted a move that would dilute its posi-
tion on sovereignty namely, the Republic of China its previous
name became Chinese, Taipei, a name requested by China.

Number three, China compromised because we have two Chinese
official entities in the ADB, an official organization. Arms sales can
mean a coming together. China supporters run around saying U.S.
arms sales to Taiwan are disruptive, of Taiwan-China relations, of
U.S.-China relations. It is therefore a bad thing. History does not
however support that contention.

We gave Taiwan assurances through the Taiwan Relations Act
(TRA) in April of 1979. This was bipartisan passed overwhelmingly
by both Houses of Congress. Six months later, Ye Jianying, the
marshall, comes out with his nine points, one of which was peace-
ful reunification a major shift from the previous more militant lib-
eration of Taiwan. There were other factors, of course, but the chro-
nology is compelling.

Second case, early 1980’s, we supported Taiwan with needed de-
fensive arms, and, President Reagan gave Taiwan spiritual sup-
port. What happened? Taiwan opened up to China in 1987, it was
an unprecedented opening and it was done because Taiwan had the
confidence to move ahead. China responded favorably and trade,
tourism and exchanged blossomed.

Number three, F-16 sale in September of 1992. Retractors yelled
that this broke the August 1982 communique limiting arms sales
to Taiwan. This was the end of the world. Hysterical memos poured
out of State saying you cannot do this. What happens? T-#o months
later, China and Taiwan agree on a one-China formula with dif-
ferent interpretations. Four months later, they are sitting down in
Singapore and talking openly for the first time since 1949.

So I am saying arms sales have to be handled skillfully and the
timing has got to be good. Obviously we cannot make the case that
arm sales ipso facto will improve relations. But the nay sayers
have to make a better case that they do.

Finally, what should the U.S. do? Economic globalization is in
our interest, and WTO is part of this process. The way some people
(protectionists, chauvinists) are fighting it in China tells you how
important it is. The bad guys do not want it so extend PNTR to
China. It is important.

It is also a good deal for the United States. We should not run
around saying that PNTR and WTO are going to change China.
That becomes “peaceful evolution” and feeds the hard-liners. They
will say, see, it is a trick by the Americans to cause problems in
China, to change our regime.

We are passing PNTR in America’s national interests. Nixon said
he came to China in America’s interest when he first went to China
in 1972, and the Chinese have never forgctten it. They said, we fi-
nally have met an honest American, Richard M. Nixon. Nixon also
said no force should be used on Taiwan. The U.S. has to do that.

63-281 00-3
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Our rule still is, no use of force. Stick to that one. It helps keep
war away.

Third, support Taiwan in its hour of need. I am not saying you
give them everything they want, but I am saying right now, with
the difficulties in transition, which is very rough, Taiwan needs
U.S. support. Chen has to take over a very complicated situation.
if we pull the rug out from under him or if China starts to threaten
again, it could become a bad and dangerous show.

Finally, we have to manage our affairs with China well in this
context. We have to provide incentives and disincentives for their
behavior. We have to encourage them to go on a peace offensive.
We have the tools for it: the Taiwan Security Enhancement Act,
arms sales to Taiwan, the Geneva talks on human rights.

If you get a balance here, and a multifaceted policy toward China
which deals with military adventurism and stresses economic co-
operation and strength, I think you will have a good policy that
will work. Thank you.

[The prepared statement of Mr. Lilley appears in the appendix.]

The CHAIRMAN. Thank you, Mr. Ambassador.

Ambassador Sasser, having worked with the Chinese in many
areas, how would you judge the likelihood that they will abide by
their commitments to open the Chinese market?

Mr. SASSER. Well, Mr. Chairman, I think that they will make a
concerted effort to abide by the commitments of the WTO agree-
ment. They have already set in place educational efforts to try to
educate the officials out in the provinces, the lower levels of the bu-
reaucracy, as to how these fixtures of WTO will affect them.

Now, having said that, I think we have got to be realistic. The
enforcement of the WTO provisions and the opening of the market
is going to be uneven, I think, in certain areas of China. But the
government itself, I think, is going to make every effort to try to
live up to their agreement as far as the WTO is concerned.

There is an old saying in China that the mountains are very high
and the emperor is far away. The thrust of that is, sometimes on
a local level you can do what you want to independent of what the
central government wishes to be done.

The central government is aware of that and they are, as I say,
making efforts now to try to instill the discipline to enforce market
openings and the WTO strictures already. But it is going to be,
frankly, an uneven enforcement at the outset and it is going to
take some time. We cannot expect enforcement instantly.

I think the best example of that, is the intellectual property
rights agreement that we entered into with China some years ago.
Initially, the enforcement, from our standpnint, was unsatisfactory.
We came to the point of having some very pointed discussions, even
acrimonious discussions, with the Chinese Government over that.

But eventually, they got their enforcement act together and now
they are enforcing the intellectual property rights agreement with
us, I think, quite well. I think that bodes well for the marketing
opening that we can anticipate in the future.

The CHAIRMAN. Mr. Perle, you, of course, have been a tireless ad-
vocate of our National security interests throughout your career. In
your view, would the granting of PNTR that would allow our ex-

e L
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porters access to China’s market be inimical to our National secu-
rit&'interests?

r. PERLE. Well, I don not think that grant, in itself, is inimical,
Senator. But I do believe that, within the context of trade between
the United States and China, which I think on balance is a good
(tihing, there is a great deal we could do to mitigate some of the

angers.

For example, our policy with respect to the export of sensitive
technology has been dangerously inept. Whole factories producing
advanced military equipment in the United States have been dis-
mantled and shipped to China, where they are now engaged in de-
veloping their military capability.

I think we have no interest in seeing the growth of Chinese mili-
tary capabilities. It is not good for us, it is not good for our allies
in the region, it is not good for stability in the region.

I think the Chinese are ambitious, and that ambition is limited
only by capability. So while, in general, I think the promotion of
the private sector and trade between our private sector and the
Chinese private sector is a good thing, we should be very careful
about the export of advanced and sensitive technologies.

I believe we should draw the distinction between business with
the private sector and the state enterprises in China, and in par-
ticular those state enterprises that are run by the Chinese military.

It seems to me quite foolish for us to be customers of Chinese
military enterprises, which only has the effect of strengthening
them to the detriment of our friends and allies, and ultimately the
United States. }

The CHAIRMAN. I would like to ask you both, former Senator Sas-
ser and former Defense Secretary Perle, if you were advising the
President—and I know you both have said you do not speak for
anybody but ourself——wlZat would you advise the next President to
adopt as the key principles of our China policy? Mr. Sasser?

Mr. SAsSER. Well, I think the first thing would be to continue the
policy of engagement with China, to continue to engage China on
a broad front, diplomatically, economically, military exchanges, to
try to continue to build on those areas of cooperation which are es-
sential to both of us, from the national security point, that is, con-
trol of weapons of mass destruction, continued cooperation on keep-
ing a nuclear-free Korean peninsula, continued and enhanced co-
operation in trying to deal with the problem of nuclear proliferation
in Southeast Asia, a whole constellation of things that I think real-
ly fall under the catego;hy of engagement.

Part of this, is our enhanced economic relations. Now, I said ear-
lier that the United States market is a target for 40 percent of Chi-
na’s exports. One of the important realities, I think, of normal trad-
ing status for China, is this opens up the Chinese market to Amer-
ican exports.

I think this is going to be a very valuable economic tool for
American manufacturers, Americar. workers, our service industries,
et cetera. But equally important, Mr. Chairman, I think that as
more American business expands in China, it is going to have a
very liberalizing effect on the political regime there. I have seen
that with my own eyes.

The CHAIRMAN. Thank you, Mr. Ambassador.
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Mr. Perle? ;
Mr. PERLE. Senator, I had a chance to observe Chinese commer-

cial practice at close hand and it would be hard to imagine a more
outrageously predatory behavior than that practiced by Chinese in-
dustry, and especially the state-run industries. They will lie, cheat,
and steal on a breathtaking scale.

It would be a great mistake to expect a level playing field, be-
cause in China there is no level playing field, not even for private
Chinese enterprises, much less foreign ones. Any business with ex-
perience in China, I believe, whether American or European, will
tell you that.

Now, what should we be doing? What should the next President
do? That, in fact, was how I would have ended my prepared re-
marks, so I can be very brief about it.

First, with respect to human rights, we would zero in on plau-
sible objectives, like freer emigration, when emigration is most nec-
essary to protect those who are engaged in the struggle for human
rights. We must not allow people who are trying to improve the
human rights situation in China to languish in jail. In the extreme
case, they must be permitted to leave China.

Second, it would comprehend the liberalizing potential of the
growth of the private sector in China and it would avoid in every
possible way strengthening corrupt and dysfunctional state enter-
prises which, in fact, are a drag on the economic development that
we all hope will bring about political change. -

Third, it would have a security dimension in which we would
think twice before importing or exporting services and technology
with significant military implications. There is no reason why we
should be buying products from the Chinese military industries,
and there is no reason why we should be exporting sensitive tech-
nology that is only going to develop their military capability.

Finally, we should be clear, and clearly skeptical, about the bene-
fits to be found in Chinese membership in the WTO. It is not self-
enforcing. Unless we enter this with a plan for a vigorous defense
of our rights under the WTO, when those rights are violated—as
they surely will be—we will be bitterly disappointed. So we should
go into this with our eyes open.

The CHAIRMAN. Thank you. My time is running out.

But Ambassador Lilley, let me ask you. Would the grant of
PNTR in any way undercut our ability to advance our interests
with?the Chinese or with our strategic partners elsewhere in the
area’

Mr. LiLLEY. I think permanent PNTR would, in fact, advance our
strategic interests, both with China and our partners in the area.
Our partners in the area were appalled when we attached human
rights conditions to MFN in 1993. There was universal condemna-
tion of that move. Not that we have to follow their lead, but when
we are all alone out there, it is not so good for China policy.

Second, in terms of China, I think basically that you are feeding
the forces of change. But I would stress, do not blow your horn on
this one, because you are going to feed the guys inside that do not
like it, and there are a lot of them that do not like it.

We saw that in Joe Fewsmith’s analysis of the WTO decision in
China, where he outlines the power blocks that went after Zhu
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Rongji when he came back after his disastrous trip here in April
1999. They tore him apart, but he prevailed in November, with
President Jiang Zemin’s help, in November over this great opposi-
tion. So my sense is, you are feeding a system that helps our ex-
ports, and that is the way I think we should sell it. It helps the -
United States.

The CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. Mr. Chairman, I was, as they say, nec-
essarily detained and I have not been able to welcome-my old col-
league and friend, the Ambassador, Mr. Perle, Ambassador Lilley.
I want to yield my time to the others today. But can I just note
that there has been some considerable progress on this matter
since the first hearing which you held a month ago.

For the information of all, we finally got from the administration
the bill that they would like us to pass, and Senator Roth intro-
duced it this morninf, with myself as a co-sponsor. I believe you

plan to mark up a bil

The CHAIRMAN. Very quickly, that is correct. We, of eourse;hope

to keep it clean.
Senator MOYNIHAN. Keep it clean. Thank you, sir.

The CHAIRMAN, Next, Senator Grassley.
Senator GRASSLEY. I am going to start with Ambassador Lilley.

. This is a very general question, maybe not as easy to answer short-
ly as I would like to have you.

But we have this kind of debate going on whether or not the
United. States should view China as a strategic partner, as the
President has put it, or more as a strong competitor with certain
shared interests. I would like to have from your expertise what
model of U.S.-China relationship is in our best national interest as
you see it in the broad scope. -

Mr. LiLLEY. Well, Senator, certainly in the 1980’s China was in
fact a strategic partner, but we did not call it that. We worked well
with the Chinese to destroy the Russians in Afghanistan, and this
contributed to the fall of the Soviet Union. We worked with China
to get ‘a peace agreement in Cambodia, and this led to the Viet-
namese pull out. ~
.. We worked with the Chinese effectively to cover Soviet nuclear

and missile developments from our northwest sites which was a
very successful joint effort. That was strategic cooperation. That
has since evaporated because we now differ on a number of major
items.

First of all, the Japan-U.S. security treaty. The Chinese are dead
set against it; we are for expanding it. Number two, we differ on
the use of force and the developments in Taiwan. As you know, we
sent aircraft carriers off Taiwan in March of 1996 after Chinese
fired four missiles off Taiwan and had live fire exercises. Two years
later we were saying we were getting a strategic partnership with
them. We were working towards that goal. - ~

I do not think you get things done by attaching labels to them,
you get the things done first and then you can perhaps make a con-
vincing case that you have a strategic cooperation.

Right now, it seems to me, to use an old Chinese expression, it
is “giu tong cun yi,” you are looking for areas of agreement, and

you are putting aside major differences.



64

We have good reasons to agree with and to work with China on
trade matters, on continuing proliferation, and in other areas such
as a dangerous North Korea. We are not working with China on
Japan. We are trying to move on this on the second track.

We are trying to accomplish a cooperative and less
confrontational approach on Taiwan. Right now, as I say in my tes-
timony, there is a chance in Taiwan to get the Chinese to begin to
come around on some issues. And if we play it right, we should be
able to build a situation in Taiwan where we are actually working
more in parallel. Once you get that done, then you can talk about
strategic partnership.

Senator GRASSLEY. My next question would be to Senator Sasser.
I am cognizant of what you said in your very first sentence, that
you were not here representing anybody in the administration.

But my question gives me an opportunity to put out a frustration
that we Republicans have sometimes when the President takes a
stand on trade issues. So let me read this question and then ask
you to respond, if you can.

The President obviously is pushing very hard for PNTR with the
submittal of his bill, but we are concerned about the level of the
President’s zeal for the bill. There are a lot of us here who remem-
ber that, in 1997, President Clinton appeared to be working at the
eleventh hour for the passage of legislation to renew the Presi-
dent’s fast-track trading negotiating authority, but he ultimately
caved when faced with heavy opposition from labor union member-
ship. He even blamed so-called Republican isolationists for his own
failure to win approval of his own bill.

My question is, what is your view about how hard the President
will work to get this bill passed, given the heavy labor union oppo-
sition, and do youi think that if he does not succeed, he is going to
blame Republicans for it?

Mr. SASSER. Well, as I said, let me say to my good friend Senator
Grassley, once again, I am not here speaking for the administra-
tion. I do not really know what is on the President’s mind, other
than judging by his actions.

It appears to me that the President and this administration are
dedicated wholeheartedly to trying to secure passage of PNTR. The
President himself has made at least one very forceful speech, and
I think perhaps a second, within the last three weeks.

Secretary Daley has been put in charge of the overall operation
to try to secure passage. My understanding is that they are run-
ning a so-called war room operation both out of the White House
and out of the Department of Commerce.

Secretary Daley himself has started a comprehensive speaking
tour across the United States. He is conducting a tour of China, I
think, with some distinguished members of the Congress, some
who may be on this committee.

So it is my sense that this administration is very much dedicated
to this. They fought hard and worked very hard to get this agree-
ment on WTO with the Chinese Government, and they certainly do
not want to see it go down the drain because they cannot secure

permanent normal trading status.
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qu, if it fails, whether or not the President will blame the Re-
publicans, Senator Grassley, I have no idea on that subject. We will
Just have to wait and see. Your guess is as good as mine, sir.

Senator MOYNIHAN. I will give you a hint, Jim. [Laughter.]

Senator GRASSLEY. Secretary Perle, let me quickly ask a last

uestion that I think you know a lot about, military things around
ifferent countries. :

Critics of permanent normal trade relations for China say that
China’s military aggressiveness and the fact that China recently
implemented a 12 percent increase in its military budget are rea-
- sons to oppose PNTR.

But I think that you could probably make a case that these are
reasons to vote for it. That is because China’s military gets a lot
of its funding from the businesses it owns. If those businesses are
fgr{,;(lad to compete in the open market, they would be a lot less prof-
itable.

So these two questions. Do we know exactly how many busi-
nesses are run by the People’s Liberation Army, and :<actly what,
if anything, is China trying to do to protect these businesses from
new and open competition? ‘

Mr. PERLE. Senator, I cannot tell you the number. It is possible
that somebody could hazard a guess. But as in all state-controlled
economies, the linkages among state-operated entities, military and
non-military, are significant and not aFways readily apparent.

Within the overall context of growing trade between the United
States and China which I think has benefits that we should wel-
come, there is room, there is scope, to try to limit the extent to
which one result of that trade is a strengthening of the Chinese
military. I have seen no serious effort within the current adminis-
tration to devise a set of policies that could achieve that purpose.

So, for example, we have been profligate in the transfer of sen-
sitive technology. We have done things like encourage the develop-
ment of industries that directly benefit the military capabilities of
China, for example, the space launch industry. ~

So I would hope that the committee, in considering whether to
recommend a yes or a no vote on the larger proposition, would
think hard about ways in which policy, including policy mandated
by statute, could be developed that would mitigate the adverse con-
sequences of this expanded trade, which would be a strengthening
of the Chinese military.

Mr. SASSER. Could I just amplify on that for a moment, Senator
Grassley? Two years ago, if memory serves me correctly, or two and
a half years ago, the Chinese Government embarked on a program
of divesting the People’s Liberation Army of businesses.

Now, that has gone along fairly successfully. Many of those busi-
nesses range from being in the grain business to bring in the scotch
whiskey importing business, all up and down the line.

Now, the government moved to get the PLA out of these busi-
nesses because, one, it was a major source of corruption in the sys-
tem. They have done pretty well in moving them out.

Now, I think we in the United States ought to have a mixed feel-
ing about that because when you had a People’s Liberation Army
that was more interested in making profits, and more interested in
perhaps smuggling operations, more interested in running their
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businesses than they were in running their military, they were
much less, I think, formidable from a military standpoint. But I
think we can say with some degree of certainty now that the mili-
tary, their business activities, have been sharply curtailed.

Now, this is one reason you are seeing the Chinese military
budget go up, because many of the profits from these businesses
were used by local military leaders to house the troops, to feed the
troops, to clothe the troops, and that sort of thing.

So as the business activity goes down, there has been-a necessity
to raise the military budget itself simply to sort of maintain the
status quo. So I, for one, am not alarmed by these statements
about a 12 percent increase in the Chinese military budget. A 12
percent increase in the Chinese military still, by the-most opti-
mistic figure, puts it at $45 billion.

The last time I looked at the CIA web site, they were saying the
Chinese military budget stood at $9.8 billion, which of course I
think is an understatement. But when you contrast the Chinese
military budget with the budgets of the Republic of South Korea,
certainly with the budget of Japan, they are below, I think, both
of those countries.

As a matter of fact, the most powerful navy in the Northern Pa-
cific now is the Japanese navy, with_the Russian navy rusting, the
Far East navy rusting in Vladivostock. So I am not concerned. I do
not share Dr. Perle’s concern about the increase in the Chinese
military budget.

Senator GRASSLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Robb?

Senator RoBB. Thank you, Mr. Chairman. Thank you for this
hearing. It is an important topic and you have got some distin-
guished witnesses, and another panel to follow.

I am resisting the temptation to put on my former foreign rela-
tions hat or my current armed services hat with these particular
witnesses, because they have appeared before those committees
and we have benefitted from them.

Let me ask one question of all four of the witnesses for this
panel, if I may. Implicit in many of the discussions that we have
had about whether or not to grant permanent normal trade rela-
tions or whether or not WTO is a good thing, notwithstanding our
ability to influence that particular decision, is the question of how
much does U.S. policy toward China and Taiwan actually influence
decisions and actions that are made by the Chinese Government?
" Senator Sasser, would you take that one?

Mr. SAsSeER. Well, I think that is an excellent question, Senator
Robb. A wise old politician said one time that all politics are local,
and I think that is certainly true in the People’s Republic of China.

Their political system is driven by what the leadership views as
their political needs. One of their political needs, to some extent,
is to enjoy a good relationship with the United States. I think that
is secondary to other domestic political needs, and their domestic
political needs, number one, are to keep that economy going and
keep it rolling. :

What you have here, is a leadership in China now that these are

not the old revolutionaries. They do not get their legitimacy to rule

because they were Mao Tse Dung or Deng Xiaoping. The leaders
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of China now are technocrats and they do not get their legitimacy
from the ballot box, as the members of this committee do.

—___._Senator RoBB. But are Xiang Xi Ming and Zhu Rongji actually

influenced positively or negatively by our actions, is the question.

Mr. SASSER. Well, and I am going to get to that. Their legitimacy
comes now from being able to grow that economy and elevate the
standard of living of the Chinese people. Now, if that economy
stalls out they are in serious trouble. Part of the ability to grow
that economy is through international trade, and the United States
is a large factor in that.

So they need to meet their internal domestic political needs, but
part of those internal domestic political needs are growing the
economy, and the U.S. is part of that because we are a large mar-
ket for them and we are a source of direct foreign investment in
their economy.

Senator ROBB. Secretary Perle? Thank you, Ambassador.

Mr. PERLE. Of course, the government does not control that eco-
nomic relationship so the Chinese benefit from that relationship
independent of what the government may think about it, Senator.
But there is one area where what we do is vitally important, and
that is with respect to Taiwan.

If the United States is resolute in the proposition that differences
between Taiwan and the People’s Republic must be settled without
resort to force, and if we are prepared to assist in the defense of
Taiwan should China test that, then I think there will be no mili-
tary-aetton, no significant military action, in the Taiwan Straits.

If we are unclear, ambiguous, if we make empty gestures, then
I think we run a significant risk that there could be military ac-
tion. So in this one particular, what we do rather more than what
we say—but what we say is also important—what we do is vital
to the peace and stability of the region and to the protection of Tai-
wan, and the protection of any hope for a-peaceful evolution there.

Senator RoBB. Could I just get a brief answer? I did not realize
that my time would expire with a single brief question. But Ambas-
sador Lilley and Mr. Kagan, could you just add anything that you
might want to add to what direct influence it has on the actions
taken by the Chinese, and the policy?

Mr. LILLEY. Yes. I was involved in one of the early approaches

in 1977 when we went to them with an original proposal on “risk”
oil contract. A year and a half later, Deng announced his economic
opening and reform. I am not saying these are necessarily related,
but I am saying Deng started to break up the monopoly system of
state-owned enterprises, and invited foreign investment in, par-
tially because the Americans were there in 1977 ready to partici-
pate. —
I think, second, I agree with Mr. Perle, that if you draw the line
about their military adventures in the Taiwan Strait, they will be-
have _more realistically. We should get an improved response from
them. Especially if they turn to other means to influence Taiwan
when the military option is closed.

Senator RoBB. Thank you. Mr. Kagan?

Mr. KAGAN. I just would say that I think the Chinese are con-
sumed with what the United States thinks or does or any given
issue, whether it is economic or military. We are foremost in their
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thinking in terms of their ambitions in the region, their ambitions
as a power, our effect on their political and economic system.

I do not think they take practically any decision without calcu-
lating what the United States is responding, and I think we can
see it right now in terms of their effort to try to keep the lid on

_ their own rhetoric as this vote is pending with regard to Taiwan.

Senator RoBB. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Mack?

Senator MACK. Thank you, Mr. Chairman. First, I want to wel-
come back Senator Sasser. It is good to see you. I appreciate so
much the hospitality that you showed Senator Lieberman and T
when we visited China a few years ago. ~

Mr. SASSER. It was our pleasure. Thank you.

Senator MACK. It is good to have you back.

I want to, first, pose a question, I think, to Robert Kagan. It has
to o, and you touched on this in your statement, there is an idea
that trade is a miracle tool that brings about the liberalization of
politics, the economy, and so forth, and people draw from that that
the collapse of the Soviet Union occurre(f as a result of trade. What
are your thoughts with respect to that?

Mr. KAGAN. Well, it is a good question. I am glad you brought
it up. I even read the Wall Street Journal’s otherwise always intel-
ligent editorial that recently suggested that somehow American
trading with the Soviet Union was ultimately what brought down
Communism, and I was rather astonished to read that, and I am
sure Richard Perle would be astonished with that view, since, in
fact, the opposite is what occurred in the Soviet Union. Gorbachev
undertook political reform in order to achieve economic reform.

One of the reasons he carried out the Glasnost policy was to try
to break through the entrenched bureaucracy which was opposing
economic change. So as a matter of fact, in the Soviet Union polit-
ical change preceded economic reform, it was not the other way
around. .

U.S. trade with the Soviet Union was negligible in that period.
So I do think it is important, because there is a certain kind of
sloppy comparison made—I do not know why it is made—between
how the Soviet Union fell and how Chinese Communism might fall.

Senator MACK. Thank you.

Mr. KAGAN. Thank you.
Senator MACK. Secretary Perle, I want to raise a question also

that involves Russia. If China is granted PNTR and is accepted
into the World Trade Organization, should Russia expect similar
treatment?

Mr. PERLE. Certainly not, if one is looking at this from the point
of view of American interests. I think it would be a great mistake
to do in the case of Russia what is proposed in the case of China,
which is to abandon the Jackson-Vanik requirement for annual re-
view. |
The annual review, as it relates to Russia, is still implemented
in the narrow, but I think effective, context in which it was ini-
tially proposed. That is, the only issue on the table is free emigra-
tion. Because emigration from Russia now is free, it is not really
an issue, but that amendment remains in the event that there
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should be an unanticipated change in Russia and a new leadership
is tempted to shut that door once again.

We have iv. place now a piece of legislation of historic proportions
as it relates to Russia. I think it would be a tragedy to remove it
and offer even a slight encouragement to some future Russian lead-
er, and we do not know what is going to happen in that troubled
fo;;ntry to revert to the old policies of imprisoning its own popu-
ation.

Senator MACK. Very good.

Ambassador Lilley, let me ask you a question with respect to Tai-
wan. I would like to get your thoughts on Taiwan’s accession to the
WTO. Specifically, I would like to hear your thoughts on the likeli-
hood of Taiwan enterinﬁlthe WTO alongside the PRC.

Mr. LiLLEY. Well, I think Taiwan should definitely be in. I think
the deal has been made implicitly that Taiwan would enter right
after the PRC. I do not believe this is in writing, but it is an ac-
cepted compromise.

Senator MACK. You do not anticipate that China would block?

Mr. LILLEY. I think they might play games, yes. I have this in
my testimony. I think Taiwan is concerned that, at the last minute,
China will change this routine of Taiwan entering as the Customs
territory, and could add in something some other condition such as
the Customs territory of China, or do some one-China maneuvering
on this at the last minute to see if they can get Taiwan to give in
on this to get into WTO.

We have to watch for that and make it quite clear to China that
the deal is already struck, and that this could lead to much greater
economic cooperation between the two sides, China and Taiwan.
They can deal in that WTO forum as equals. It would be good for
both sides to be in there, but we probably are going to have to see
Taiwan, which has already met all of the conditions, come in slight-
ly after China.

Senator MACK. I wonder if I might get Ambassador Sasser and
Secretary Perle’s response to that.

The CHAIRMAN. “’es. Please proceed.

Mr. SASSER. Response to your question about Taiwan?

Senator MACK. Yes. And its entry into the WTO, and the timing
of that entry.

Mr. SASSER. Well, quite frankly, from my conversations with ele-
ments of the Chinese leadership, I get the impression—the strong
impression, in fact—they have stated, that they anticipate that Tai-
wan will enter WTO. Their stipulation was that China come into
the WTO prior to Taiwan. Their apprehension was that Taiwan
might beat China into WT'O. But my impression is that, once China
ascends to WTO, that they anticipate and expect Taiwan to come
in,
Mr. PERLE. Well, Senator, there is no substitute for a clear un-
derstanding on a matter like this, and I see no reason why a clear
understanding should not be achieved before China is admitted to
the WTO. It.need not necessarily be made public, but it should be
clear, unambiguous, and resolve all of the issues so that the temp-
tation to which Ambassador Lilley referred is resisted.

Senator MACK. Thank you very much.

Thank you, Mr. Chairman. _
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The CHAIRMAN. Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

Ambassador Lilley, you have been our Ambassador in China, in
Korea, and representing the United States in Taiwan. In Korea
and in Taiwan, you helped, I am sure, the forces of democracy.
Those countries have changed from authoritarian rule to, by and
large, democratic countries.

Is there anything fundamentally different in China that would
prevent the same change? How much would an affirmative PNTR
vote help that change? You have been in all three, you know all
three quite well. '

Mr. LILLEY. At the risk of being facetious, yes, I was in Taiwan
"and Korea at the coming of democracy, but I did not do it, they did
it.

Senator BAucus. I am going to give you some credit, too.

Mr. LILLEY. I was as you know a CIA officer for a number of
years. When I went to China it was in May of 1989, 1 month before
Tiananmen. The Chinese have subsequently come out with the ac-
cusation that I currently organized the whole Tiananmen dem-
onstrations, which is a little beyond my capabilities to organize
300,000 people in two weeks. But anyway, I have this Chinese ac-
cusation in their Hong Kong press of being the black hand there.
I might say, that particular effort failed.

This is a very complex question, Senator. There are, unquestion-
ably, forces in China that want to see this kind of change. You hear
it all the time. There are people from China that have been over
in Taiwan watching the elections. They are also watching it on TV
and they are fascinated by it. Yes, the administration is being bad-
mouth as corrupted by “black gold.” They also say it is only a pro-
vincial election.

They want to discredit Chen Shui-bian, and I do not believe that
we want him to fall into that trap. They tried to discredit Lee
Teng-hui and China had a little help from Lee Wei, but some peo-
ple in the U.S. who jumped on that one and tried to make Lee the
bad guy who caused the downturn in U.S.-Chinese relations.

But my sense is, there are positive forces moving in China, but
we have to be careful about championing them too much because
they are inside China. I know at times past we have. tried to have
our Assistant Secretary for Human Rights see Wei Jing Sheng at
the time of Secretary Christopher’s trip. It did end up hurting Wei.

When I was there, President Carter came through and wanted
to see the dissidents and we advised him not to do it in person. It
would look good back in the States, but could really hurt them. We
did arrange for a member of his party to see a diccident’s wife.

My own sense is, there are four instruments which can affect the
democratic process in China. First, protect Taiwan. Do not let that
democratic process be taken over by force.

Number two, try to help all you can democratic forces in Hong
Kong. Number three, it is the rule of law that we introduce into
China that undercuts the capricious, paternalistic efforts of the
Party to interfere with the judicial system. Four, support village

~elections.
‘ Senator BAucUS. Does WTO help there?

A
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Mr. LILLEY. I think it does, yes. But do not jump on it and say
this is “peaceful evolution”. Be careful about that. You might hurt
the process because there are people in China who really do not
like O at all, and they will go after it if we keep telling them
that we are going to change their system by using our businesses
to infiltrate subversive thoughts. There are elements of range in
rl/héat we do, but it is very important we handle this with some sub-

ety.

Finally, I stress that these village elections we have worked with
both Republicans and Democrats have done this. It is not changing
China much at this point, but they are seeing that the -election
process does not necessarily bring agout the downfall of the Party.
In fact, Party people win the elections when they have a good pro-
gram.

So I believe village elections, rule of law, protecting democracy
where it exists help. Even the human rights talks in Geneva where
we stand up and bring world pressure on China to change. They
dislike it, but it has some effect.

Senator BAUCUS. Yes. I would just like to ask the other panelists,
does China’s interests in the WTO and also in an affirmative PNTR
vote, which after all is only giving China the same trade status
that we give virtually every other country in return for vast open-
ing of markets in China in services, products, distribution, invest-
ments, and so forth, not help the forces of reform rather than hurt-
ing the forces of reform, given the caveat we do not tout it?

Mr. SASSER. Can I answer that, Senator Baucus?

Senator BAUCUS. Yes.

Mr. SASSER. I think that is a very, very important question. One
of our panelists a moment ago, and I think quite accurately, char-
acterized what happened in the Soviet Union—the old Soviet
Union—when he indicated that Mr. Gorbachev sought political
change as a way to perhaps foster later economic change.

Gorbachev went for political change faster than the economy
could satisfy. In other words, the economic expectations of the Rus-
sian people were elevated and the old economy, the old Soviet econ-
omy, could not transition fast enough and satisfy them.

Now, the Chinese say, we are not going to make the same mis-
take the Russians made. What they are looking for is to fashion
and build an economy that, later on, will meet the political de-
mands or the popular demands of a population that is moving in
the direction of a liberalized political structure.

Ambassador Lilley spoke a moment ago about the village elec-
tions. When Premier Zhu was asked not too long ago about wheth-
er or not village elections should be expanded to a higher level, to
the county level, his answer was, the sooner, the better. Of course,
Premier Zhu Rongji is the primary catalyst now behind pushing
WTO and getting China into the WTO organization.

So I think you can make a case that the Chinese are coming at
it differently from the way Gorbachev did. Gorbachev was a re-
former and ie knew that that system had to be reformed and mod-
ernized if it was to survive. He tried to reform it politically and the
economy collapsed out from under him.

I think some of the more enlightened members of the Chinese
leadership are trying to reform this economy and the economic re-
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forms that come, and the internationalization that will come in
China will, in turn, have a salutary impact on liberalizing the polit-
ical system. It is not going to make it into a western democracy
overnight. It is not going to make it into, certainly, an American
democracy. It is going to be an evolutionary process.

What they are trying to do, is to stabilize a country now of al-
most 1.3 billion people as they build this economy so it will con-
tinue to support and broaden the standard of living of the people.
I think there are many in the leadership that see this also as an
instrument of liberalization of the political structure over a period

_of time. _

Senator BAucuS. I wonder if, very briefly, Dr. Perle could just
answer.

hMr. PERLE. Senator, I hope you will let me say that I think
that——

Senator BAaucus. I will let you say whatever you want to say.

Mr. PERLE [continuing]. That we are only talking about normal
trade is, in a sense true, but I think that is a little bit misleading.
The reason for that is, when we talk about normal trade we mostly
have in mind the interaction of private sectors, where access to
markets is determined by the ability to provide goods and services
at the most effective price and to meet the demands of the market.

In the Chinese case, so much of the economy is controlled cen-
trally that even though one may have a nominal and legal entitle-
ment to trade freely, in fact, the state can continue to restrict trade
access in very important ways.

Senator BAucus. That is true. But different countries are dif-
ferent. We are only talking here about MFN, most favored nation
trading status. That is all we are talking about.

Mr. PERLE. No. I understand. ,,

Senator BAucUS. Right. It is the same that we are giving to vir-
tually all countries. -

Mr. PERLE. Right. But when we extend that status to a market
economy, we can be reasonably confident that openness is going to
be the result, and it probably exists anyway.

In the Chinese case, I think it is a mistake to believe that most
favored nation status will, in-itself, open that economy. The deci-
sion to open that economy is going to be made by the people who
manage that economy, which is why I put the emphasis on the pri-
vate sector. _

The mechanism that you are after here, and I believe in this, is
if people are not dependent on the state, they will behave in a way
that exerts the human desire for freedom and liberty.

So, to the degree to which there is a private sector and the state
does not determine whether you can put food on the table, it is
going to lead, ultimately, to a deterioration of Communist rule.

Senator BAUCUS. But the question is, all things being equal, does

it help reform or not?

Mr. PERLE. All things being equal, the growth of the private sec-
tor in China helps reform.
. Senator Baucus. Thank you.

The CHAIRMAN. Senator Hatch?

Senator HATCH. Thank you, Mr. Chairman.
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'It tzalm happy to see all of you again and welcome you to the com-
mittee.

Let me just follow on with that, Mr. Perle. It is estimated, more
or less, China has 40 ICBMs, moving to 200 within the next 10
years. They have got MERYV, Busing Faring failure analysis tech-
nology for missile design and testing, they have highly classified
antisubmarine warfare techniques, night vision technology, ma-
chine tools that are necessary for military production that they
could not have had otherwise during the last few years. Many be-
lievelthey have plans for basically every nuclear warhead in our ar-
senal.

They also have high-capacity computers, with 10,000 million the-
oretical operations per second, going to 20,000 MTOPS per second.
A lot of people are concerned about this, because if they go to the
20,000 MTOPS per second, to combine the military and the civil,
as explained by this administration, peace and war, they will be
able to give a lot of priority to military products, it seems to me,
and military matters.

Of course, the civilian side will certainly be supporting the mili-
tary. This is something that is really concerning a lot of people in
this country. Have I stated it fairly accurately?

Mr. PERLE. You have certainly identifieg some very troubling
growth in the modern weaponry of China. I think you are right to
identify the issue.

The question of the controls on computing power is a technical
question on which I have a view, and whether you want to get into
that, I am not sure. I think we are less effective when we attempt
t% 1control raw computing power because it is now so widely avail-
able.

But there is a great deal that we could do-—it will not be per-
fect—to try to control the extent to which the Chinese are devel-
oping a powerful military capability, including nuclear weapons,
utilizing our technology, and even our designs in some cases. We
{1ave been remiss in not taking serious steps to deal with that prob-

em.

Whether you can fashion a policy in the context of the vote that
is before you, I do not know. But this administration will leave of-
fice without having exerted any adult supervision over the flow of
militarily sensitive technology to China. .

Senator HATCH. Anybody else care to comment about that?

Mr. LILLEY. I would, Senator.

Senator HATCH. Sure.

Mr. LILLEY. I bring to your attention two little books here. One
is called Dao De Jing, in effect, The Way of Peace, and one is
Sunzi, The Art of War. Both books, agree on one thing: “To win
without fighting is the best way,” says Sunzi. But the Dao De Jing
says a lot of other things, too.

“To be open and to win over the other side is the best way.” That
is the old Laozi peaceful solution. I think that the Chinese ought
to pay a little more attention to their own philosophers about how
to handle things peacefully. That is rather patronizing on my part,
but I think-it is a truism in the Chinese cultural history.

Let me make a comment on the budget. First of all, I think it
is foolish for people to run around and say China is a_huge threat.
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I do not believe that is right. It is even more foolish to say China
is no threat to anyone.

Senator HATCH. Certainly foolish now. But the question por-
tended was is that 10 years from now it may be a-different matter.

Mr. LILLEY. Yes. I am getting to that point, sir.

Senator HATCH. All right.

Mr. LILLEY. It is more foolish to look the other way in terms of
what we know what they are doing now.

Senator HATCH. Right. ~
Mr. LILLEY. I have talked to four sensible China scholars who

have worked this problem intensively. Mike Pillsbury has looked at
~ their theory and their practice of warfare and their target, and it
turns out to be us.

Number two, Mark Stokes has written a thoughtful piece on the
way China institutionalizes this thinking into their budgets, into
their priorities, into their sciences, and into the systems they work
on, the particular weapon systems. It emphasizes the theory of
asymmetrical warfare which is aimed at our weaknesses, namely
that we will not take losses. We are vulnerable in our carriers, our
stealth bomber, and our satellite watching.

Finally, the real problems we have militarily _right now with
China, as delineated by people in the Pentagon, as I understand it,
are two priority: one is their missiles and the other one is their
submarines. There are specific weapon systems to deal with these
potential threats. We need to reassure but these are the real
threats, really, to our friends and allies in the area that over the
next, let us say, 10 years. That the threat will not be over-
whelming. We can manage them if me and our friend and allies
stay strong.

But it takes careful strategic thinking to deal, for instance, with
submarines and with missiles. Whether we emphasize theater mis-
sile defense or massive retaliation in one case, or whether it is sen-
sors, secure data links, and a ready strike force against sub-
marines. All this has to be worked out by thoughtful people. We
have to focus on what China’s capabilities are and their intentions
a}xlld get our own act together in order to deal realistically with
them.

Senator HATCH. Mr. Chairman, if I could just finish one last
thought on that. We are at, currently, 3.2 percent GDP for our mili-
tary, going to 3.1, then down to 2.9. How are we going to do that?

Mr. LILLEY. You mean, our budget going down?

Senator HATCH. Right. With our budget going down and the
stresses and pressures, as a percentage of GDP.

Mr. LILLEY. Yes. Well, I cannot say about our budget. I watch
their budget. And I agree with Ambassador Sasser, that the num-
bers they give you are phony. Everybody knows that. The question
is, how large is the budget? It runs as high as $90 billion according
to some, $40 billion by most others.

Whatever it is, there is a real commitment to strategic weaponry.
The two biggest intelligence gaps we have is what they are getting
from Russia and the nature of their exchanges with Taiwan. These
are two intelligence gaps we have.

" What we see they are getting from Russia, and what we hear,
is a modernization of their entire submarine force, going from Kilo
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class possibly to Akula class nuclear powered subs. That would
really make our navy think.

They may also be getting submarine launch cruise missiles and
the air launched cruise missiles which are very effective missiles.
We believe this is happening but I do not know the extent of it.

On the missile side, as I pointed out, they are building the solid-
fueled, SRBMs and are significantly building up this force opposite
Taiwan. They shot the solid-fueled DF-21 off Taiwan in 1996. I
think it was Admiral Blair who said, this is the first time I have
ever gone into a meeting with an interlocutor who says the deploy-
ment of their missiles is their sovereign right, and the deployment
of our missiles is their sovereign right. So it is a little hard to get
a dialogue going under these conditions. )

But my own sense is, we can talk strategy with the Chinese on
military matters because we hold a lot of very good cards.

Mr. SASSER. Senator Hatch, if I could just comment on this for
a moment. One, I think there is a tendency in this country in some
quarters to enormously over-estimate Chinese military capability.

I do not think that you can spend much time around China or
in China and watch just what is on the surface you can see of that
military and come away from it with a sense that they are in any
way a threat to the United States.

In quoting a very distinguished scholar, Michael Mendelbaum, .
who was commenting on the Chinese and the Chinese capability,
he was asked about the Chinese ability to dominate Asia. His an-
swer was, it lacks the power, the ideology, and the will. I think
that is perfectly clear.

I mean, we talk about this Chinese weaponry. To my knowledge,
they have something—and this has been in the newspapers, so I
think we can talk about it—like 15 ICMBs, liquid fueled. It takes
maybe 24 hours to fuel these things up., They are targeted not just
at us, but at others. i

My sense is, the Chinese are more afraid of the Japanese, and
they are more worried about the Russians, and they are more wor-
ried about the Indians, than they are the United States.

Now, with regard to their ability to generate all this so-called
high-tech weaponry, they have been trying to build a jet fighter for
the past 15 years that would be a match for our first generation
F-16, and they have not gotten that thing moving yet.

So they have moved in the direction now of buying Soviet fight-
ers, and they have bought, I think, 60 to 90 of them. That does not
sound to me as if that is a very significant threat. They are having

“enormous difficulty maintaining them. They cannot keep the en-
gines running on them because they do not have the maintenance
capability.

They bought two Russian submarines. Both of them, the last
time I heard, were not operating because they did not have the
maintenance capability to maintain the generators on them. I
mean, this is not a threatening militax;y.

It has been characterized by some of our experts in the Pentagon
as the world’s largest collection of military antiques. It is large, it
is defensive in nature, and it is largely still bogged down in the
technology of the 1950’s and 1960's. They have got an enormous
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way to go. Their inventory of modern weaponry today is less than
the Netherlands’, to give you some frame of reference.

The CHAIRMAN. Well, I want to thank the panel for the excel-
lence of their testimony. This is probably the most critical vote that
we will face this year.

Senator MOYNIHAN. This decade, Mr. Chairman.

The CHAIRMAN. This decade. Absolutely. So your insights and in-
formation are extremely helpful, and we urge you to keep in con-
tact with us as we move forward on the legislation. Thank you very
much for being here.

We will now call forward the next panel. We have a vote going
on, but I think we will try to start, if we can.

Our second panel, like the first, is made up of a number of out-
standing witnesses. We are very pleased to have with us John
Sweeney, who of course is the president of the AFL-CIO; Mr. Mi-
chael Santoro, who is a professor of Rutgers Business School;
Harry Wu, who is the executive director of The Laogai Research
Foundation; Merle Goldman, who is a professor at the Fairbanks
Center of Harvard University; and finally, Nelson Graham is the
president of East Gates Ministries International.

Gentlemen, as I mentioned, we do have a vote, but I think we
have time to hear the first witness. I would like to call on Mr.

Sweeney.

STATEMENT 6‘1.*‘ JOHN SWEENEY, PRESIDENT, AFL-CIO,
WASHINGTON, DC

Mr. SWEENEY. Thank you very much, Mr. Chairman. I am de-
lighted to have an opportunity to appear before this committee on
behalf of the 13 million members of the AFL-CIO and our affiliated
unions.

As you know, Congress will soon be asked to grant permanent
normal trade relations to the People’s Republic of China. You
should not. An affirmative vote would reward the Chinese Govern-
ment at a time when there has been significant deterioration in its
abysmal human rights record and would significant reduce our
ability to insist upon improvement in the future.

It would also dramatically weaken our ability to insist that
China live up to trade agreements that it has already signed and
that it routinely violates. B -

The record is ¢lear. China routinely tramples human rights and
religious liberty. It is a massive user of prison labor, and according
to the Laogai Research Foundation, operates over one thousand
forced labor camps, many of which produce commercial goods.

China routinely tramples human rights and religious liberty. The
Chinese Government does not allow workers to join free and inde-
pendent trade unions and imprisons those who try to exercise this
fundamental right to freedom of association and to organize.

Tens of thousands of Chinese citizens have been detained for dar-
ing to express their religious views. For instance, Amnesty Inter-
national reports that over 200 Roman Catholics were arrested
when they tried to celebrate mass in 1997.

Both the U.S. State Department and the United Nations have
concluded that China’s human rights record is deteriorating, not
improving. The State Department finds that China’s active human
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duced significant improvements in the government’s human rights
practices.

As you know, Mr. Chairman, I could go on and on with examples
of the Chinese Government’s outrageous repression of human
rights. The question that will be before this committee and the
Senate is, in effect, will the United States make it easier for the
Chinese Government to go on repressing its citizens and violating
every norm of international conduct?

We believe that a grant of permanent normal trade relations will
have exactly that effect. It will signal to the Chinese Government
that the international community will continue to turn a blind eye
and welcome China to a seat at the table.

Not only will that send the wrong message to China, but China
will use its seat at the table to obstruct the efforts of the U.S. Gov-
ernment and other countries to insist that those who wish to gain
benefits from the world trading system must meet international
standards with respect to core workers’ rights and environmental
standards. ‘

President Clinton was correct when he told the World Trade Or-
ganization that labor and environmental standards ought to be in-
corporated in the rules governing the trading system. China’s un-
checked accession to the WTO will work against those goals di-
= rectly and indirectly.

First, it will, perversely, give the world’s biggest law breaker a
voice in writing the rules. Second, it will signaig to others that we
do not mean what we say and that they can continue to repress
their citizens and violate international standards without any fear
that they will be called to account. )
 On those grounds alone, Mr. Chairman and members of this com-
mittee, you should refuse to grant China a blank check by voting
no on permanent normal trade relations. But the story does not
end here. V

China also routinely violates existing trade agreements and high-
ranking Chinese officials have made it clear that they have no in-
tention of living up to the deal negotiated with the United States
in Beijing last fall.

Since 1992, the United States and China have entered into four
bilateral agreements. The Chinese Government has failed to live up
to its obligation in all four cases. The violations are blatant, wide-
spread, and continuing.

If past behavior were not bad enough to raise questions about
Chinese intentions with respect to the latest agreement, we need
only turn to the words of the Chinese leaders themselves.

Since November when the U.S. Government completed bilateral
accession talks with China, high-ranking Chinese officials have re-
peatedly stated that they have no intention of living up to their
WTO commitimients.

We have examples of such statements covering insurance, wheat,
beef, telecommunications, autos, and petroleum, and I refer you to
my written testify for details.

The record is clear. China has not lived up to past commitments,
has no intention of living up to its latest commitments, and if we
grant permanent NTR we will have given up our ability to protect
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our interests by using bilateral tools to respond when violations
occur.

Contrary to administration claims, granting permanent normal
trade relations will effectively pardon China’s past violations and
give the government a blank check for the future.

Thank you.
d_[’Iihe prepared statement of Mr. Sweeney appears in the appen-

ix.

The CHAIRMAN. Thank you, Mr. Sweeney.

We have a vote. I think we are going to have to recess. We actu-
ally will have two votes, so we wiﬁ recess temporarily. I apologize,
and look forward to the testimony of the rest.

The CHAIRMAN. The committee is in recess.

[Whereupon, at 11:18 p.m., the hearing was recessed to recon-
vene at 11:45 a.m.]

The CHAIRMAN. Senator Moynihan will be returning soon, but I
think we will start ahead. I again apologize to the witnesses for the

delay.
We will call, next, on Professor Santoro.

STATEMENT OF PROFESSOR MICHAEL A. SANTORO, RUTGERS
BUSINESS SCHOOL, NEWARK, NJ

Professor SANTORO. Thank you. Mr. Chairman, Senator Moy-
nihan, members of the committee, thank you for the opportunity to
testify today.

My name is Michael Santoro. I am an assistant professor at Rut-
ge}rl's, the State University of New Jersey, where I teach business
ethics. -

Over almost a decade, I have taken numerous trips to China to
research how foreign corporations influence human rights. My-.
book, Profits and Principles: Global Capitalism and Human Rights
in China, will be published in April by Cornell University Press.

As are many Americans, I am deeply concerned about human
rights conditions in China. Nonetheless, I urge your approval of
PNTR because it is the most effective way to promote democracy
and human rights in China. )

American corporations are influencing four factors that are posi-
tively related to democracy and human rights: economic prosperity,
merit-based hiring, information sharing, and leadership style. In
my book, I call these four factors “human rights spin-off.”

The recent Taiwan presidential election offers the best illustra-
tion of the first human rights spin-off. Following decades of strong
economic development and the emergence of a middle class, the
Taiwanese people demanded a greater role in the rule of their
country and increasingly open and free elections. The presidential
election this past weekend featured an astounding 82 percent voter
turnout, further proof that democratization follows economic devel-
opment.

A second human rights spin-off occurs because foreign corpora-
tions are helping to create a new meritocracy class that achieves
wealth, status, and power in the private sector on the basis of
merit.

The MBA has replaced Communist Party membership as the cre-
dential of choice among bright young students. .
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One m .nber of this new meritocratic elite I met in China is
“Tom.” 1om is proud that his Ph.D. in theoretical physics was
earned with honors. He touts his credentials to distinguish himself
from his father, who became a factory manager_ as a reward for
being a soldier in the People’s Liberation Army. Tom, however,
wants to be judged by his technical and business skills. -

A third human rights spin-off is that American corporations are
helping to redefine power relationships. “Louisa”, a Shanghai-based
consultant, told me that “relationships between colleagues and
bosses are much better in American companies. Here I can really
open up and act on my opinions.” Another woman working for a
European company in Shanghai told me that “we learn to speak
out and say what we think.”

A fourth, and final, human rights spin-off results from how
American companies use information technology. Each day, it
seems, the Internet is enabling thrilling new business paradigms,
allowing information to be shared instantaneously and globally. In-
evitably, those who work in foreign corporations will wonder why
their government restricts the flow of political information.

How siﬁniﬁcant is human rights spin-off? Foreign enterprises,
along with private companies, are the fastest-growing segment of
Chinese society. As Figure 8 on page 7 of my written testimony il-
lustrates, if present demographic trends continue the private sector
will very soon outnumber the state-owned sector. Make no mistake
about this: this is a sign of revolutionary social change and PNTR
will help to make it happen.

Human rights spin-oft is happening even in Chinese state-owned
enterprises. Two years ago, “Chen,” who worked for a state-owned
enterprise, sought me out for career advice. He lamented that his
Chinese counterpart at an American joint venture partner was
making a lot more money than he was.

At the time, I was only able to tell Chen to be patient. Eventu-
ally, his SOE would have to pay for performance to retain top em-
ployees and compete with foreign-owned firms.

I thought this would take 5 to 6 years, maybe 10 years, but Chi-
na'’s impending entry into the WTO has accelerated the pace of
change. SOEs already have started to pay on thc basis of perform-
ance. One Chinese company has even been drawing up a plan to
issue stock options. *

In conclusion, I want to reiterate that granting PNTR is the most
effective way to promote America’s interests in a stable Chinese de-
mocracy that respects the human rights of its citizens. The changes
that PNTR will bring in China are profound and far-reaching.

Thank you for the opportunity to express my views. I will be
happy to answer any questions you might have.

Tﬁe CHAIRMAN., Thank you, Professor Santoro.

[The f)repg_red statement of Professor Santoro appears in the ap-

pendix
The CHAIRMAN. Let me call, next, on you, Mr. Wu.

STATEMENT OF HARRY WU, EXECUTIVE DIRECTOR, THE
LAOGAI RESEARCH FOUNDATION, WASHINGTON, DC

Mr. Wu. Thank you, Mr. Chairman.
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As you may know, after spending 19 years of my life in Laogai,
I have dedicated myself to investigation of Chinese forced labor
camps. I also have spent much time in researching the Laogai’s
“big brother,” the Soviet Gulag.

Last August, I visited one of the centers of the former Siberian
labor camps, the Gulag in the city of Magadan. After Khrushchev
condemned Stalin in 1956, Magadan was no longer a Gulag city.
But still, the West knew that the Soviet Union-was based on prin-
ciples other than freedom and democracy.

Unfortunately, these concepts do not exist in China and they will
not exist as long as the Chinese Communist Party controls the gov-
ernment of China. Maintaining one-party rule is the ultimate goal
of this party.

That is why, despite economic reform, we have never heard Deng
Xiao Ping, Jiang Zemin, Zhu Rongji, or any of their predecessors
renounce Mao Zedong. Actually, the current Chinese regime is
based on Mao’s structures and his political concepts.

Well, the statues of Lenin and Stalin were taken down in the _.
former Soviet Union in 1991, but the portrait of Mao still hangs in
Tiananmen Square. I am not talking about isolating Chin