Kenneth Pai:  China and the WTO


	


Part One.  Read to the end of the page then stop.





	Kenneth Pai’s job brought him close to international controversy every day.





Ken Pai was the Port of Seattle’s International Marketing Director.  It was his job to help the Port of Seattle gain additional business with China, Taiwan, and Hong Kong.  He didn’t set trade policy with those countries; nor did he actually trade anything himself.  Rather, Ken worked with the shipping companies and airlines that already worked in China, Taiwan, and Hong Kong to make sure they considered Seattle’s port a good place to do business.





The Port of Seattle had been created by the taxpayers of King County, Washington in 1911 as a way to make Seattle’s waterfront docks public.  By the late 1990’s, those waterfront docks had become acres of container terminals that handled nearly 1.5 million cargo containers each year, sent through Seattle’s port by ship, truck, and train to and from port cities around the world.  The Port also owned Seattle-Tacoma International Airport, which was used each year by over 25 million passengers.  And it owned the Shilshole Bay Marina, Fishermen’s Terminal, the Bell Street Harbor Conference Center and World Trade Center, and a number of warehouses and “chill” or refrigerated facilities to store cargo.  





Ken’s job was important to the Port of Seattle because China, Taiwan, and Hong Kong were the Port’s second, fourth, and fifth top trading partners respectively.  In 1997, the Port had handled over $6 billion worth of goods going to or from China through its container port.  It had handled over $2.5 billion of goods to or from Taiwan; and just under $2 billion of goods to or from Hong Kong.  





Given the importance of these three trading partners to the Port of Seattle, it was expected, and not particularly controversial, for someone such as Ken to market his port to businesses there.  Ken worked to establish a strong relationship between the Port of Seattle and these businesses, just as his peers at ports up and down the West Coast did.  





But, as he did his job, Ken was constantly aware of the controversy that swirled around the United States’ trading relationship with China.  For much of the last two decades – in fact, throughout most of the time since the U.S. had opened its markets to China in 1980 – there had been debate about whether, and on what terms, the U.S. should trade with China.  With China’s request to join the World Trade Organization (WTO) this controversy showed no signs of lessening.





STOP
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Part Two.  Read to the end of the page then stop.





The United States’ modern trade relationship with China dated back to 1974 and the passage of the 1974 Trade Act’s “Jackson-Vanik” provisions.  Under those provisions, the U.S. could grant what was called Most Favored Nation (MFN) trading status to a non-market economy (such as China) only if the President granted a waiver certifying the country did not attempt to stop its citizens from emigrating.  The Jackson-Vanik amendment had first been created to allow more Soviet Jews to emigrate; in later years, as MFN trading status was granted to other countries, the provision was used by many in the U.S. as a way to monitor the political practices of other countries such as China.  China was granted Most Favored Nation status for the first time in 1980.  Since then, the annual debate about whether to renew Most Favored Nation status has provoked strong feelings on both sides of the issue.





Most Favored Nation status (abbreviated MFN, and alternately referred to as Normal Trade Relations, or NTR) simply means that trade between two countries will be non-discriminatory.  MFN trade status does not technically have anything to do with creating a “favored” trade status; instead, it means that both countries treat commerce with the other the same way they treat all their other trading partners.  What this means in practice is that Chinese imports under MFN face U.S. tariffs that average under five percent, the same rate we apply to our other trading partners.  Without MFN, those same imports would be subject to tariffs over fifty percent.  And, in return, if MFN status between the U.S. and China was to be withdrawn, China would substantially increase the tariffs it applies to goods from the U.S. that are sold in China.  The U.S. has MFN (or NTR) trade relations with every nation except six:  Afghanistan, Cuba, Laos, North Korea, Serbia-Montenegro, and Vietnam.





The United States’ relations with China became particularly controversial in 1989 after student protests in Beijing’s Tiananmen Square led to a military backlash and the killing or imprisonment of hundreds of protesters.  The U.S. responded immediately to the crackdown by imposing sanctions on China that limited visits of high-level U.S. officials to China and denied the country some types of foreign aid and military products.  However, despite a strong effort in the Congress to take away China’s MFN status – or at least to condition it strongly on human rights – the U.S. did continue to renew its MFN trade relations with China each year.





Over the next ten years, the debate about U.S.-China trade relations continued.  China’s request that it be permitted to join the World Trade Organization – the global body made up of 134 member nations that oversees world trade – only intensified the debate.  Some people argued for granting China Permanent Normal Trade Relations as a first step toward WTO membership.  Others argued that the U.S. should drop MFN status altogether.
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Part Three.  Read to the end then stop.





Ken realized that China’s request for membership in the World Trade Organization, and the continuing annual debate about the extension of MFN or NTR status to China was bound to be of interest to others at the Port.  China was a $6 billion trading partner with the Port of Seattle.  He decided an update on the current issues surrounding China’s trade status and WTO accession (membership) would be helpful.





Ken asked a student intern at the Port to research the issue and then prepare a one-page briefing memo for him.  He asked that the memo contain four paragraphs, each one covering one of the following four points:





1.	What is Most Favored Nation or Normal Trade Relation status?


2.	How has MFN been applied to China?


3.	What are the arguments advanced in favor of continued MFN status and who is making these arguments?


4.	What are the arguments advanced against continued MFN status and who is making these arguments?





The student intern began to research, using the library and Internet, and interviewing experts on China.  The student quickly found three informational pieces on the subject that were extremely helpful:  one was prepared by a federal agency, the U.S. Department of State, one by a business group, the United States-China Business Council, and one by a citizen’s group, the Public Citizen Global Trade Watch.  Information prepared by these three organizations covered both sides of the debate.  





NOTE TO STUDENTS:  These informational pieces follow on the next few pages.


�
INFORMATIONAL PIECE #1 – U.S. DEPARTMENT OF STATE


Fact sheet released by U.S. Department of State, June 3, 1997.


�import  \d  \z "/www/images/bluebar.gif"�


It is in the interest of the United States to see China join the WTO on commercially meaningful terms.  China's emergence as a trade power is of major significance to the US and to the world. The manner in which we engage China will help determine whether it becomes integrated into international norms and institutions like the WTO, or whether it becomes more isolated and unpredictable. 





Joining the WTO means bringing China into a rules-based trading system.  WTO accession represents an important opportunity for China to create and implement a rules-based trade regime. To meet WTO requirements, China must make laws public, require judicial review of all trade actions, apply all trade laws uniformly, and submit to WTO dispute settlement to ensure compliance with WTO rules. All of these measures will enhance the rule of law and the application of international norms in China's trade regime, to the benefit of China and the United States. The rule of law in trade has spillover benefits to the rule of law elsewhere. 





China's commitments must be commercially meaningful. All WTO members agree that China's accession to the WTO must provide commercially meaningful market access for goods and services. Lowered tariffs, the elimination of quotas and other market access barriers, the right to export directly, and access to consumers in a full range of sectors must be part of any viable accession package for China. 





WTO accession will mean greater access for a wide range of U.S. goods and services into one of the world's fastest growing economies. 


·	The semiconductor industry estimates that if market access barriers were eliminated, exports of U.S. semiconductor products would increase well in excess of $500 million per year. 


·	Eliminating licensing and other barriers to China's insurance sector would open a market estimated by industry to top $24 billion in premium income by the year 2000. 


·	Currently, China has no bound tariff rates. This means they can raise their rates as high as they want. In the WTO talks, we have the opportunity to have China reduce its base tariff rates from over 20 percent on wood, paper, construction equipment, medical equipment recreational equipment, telecommunications equipment, aluminum plates and power generation equipment. Some tariffs are even higher and should also be reduced. 





MFN revocation would derail WTO negotiations to open China's market. Negotiations are moving forward on fundamental WTO principles such as the right of entities to engage directly in trade and appeal the decisions of government agencies to independent tribunals, and the right to fair and nondiscriminatory treatment of foreign businesses. We are also making progress in eliminating major trade barriers that face U.S. firms, including high tariffs, quotas and bans on providing services. Revoking MFN would likely stop any progress in WTO negotiations.


 


MFN revocation would jeopardize gains achieved in bilateral negotiations. Recent bilateral negotiations have produced important advances in intellectual property rights enforcement and market access for textiles and apparel, as well as the elimination of market access barriers in other sectors, such as agriculture. The Administration has used, and will continue to use targeted trade law provisions to protect US trade interests. MFN revocation is too blunt a tool. 
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INFORMATIONAL PIECE #2 – GLOBAL TRADE WATCH





Public Citizen Global Trade Watch


Permanent MFN for China?�It's Not Deserved.





Some special interests in the business world are clamoring for Congress to grant China permanent MFN trade status now and to give China's dictatorship the international legitimacy it has been seeking for 13 years: membership in the World Trade Organization. Yet such a move would comprise an undeserved stamp of approval for China's dismal record on human rights, its weapons proliferation and trade in nuclear technology, as well as for its chronic violations of trade agreements. Approving permanent MFN now would mean ending China's annual MFN reviews, depriving Congress of important leverage with which to pressure Beijing to meet its trade obligations and to enact the human rights and democratic reforms the Chinese public so desperately needs. 





THE LIKELIHOOD THAT THE U.S. WOULD BENEFIT FROM CHINA'S WTO MEMBERSHIP IS LIMITED. China's track record demonstrates that it can not be trusted to honor its trade agreements. After signing three agreements on intellectual property with the U.S. in four years, China continues to commit massive copyright infringement of U.S. products. Indeed, when Chinese President Jhu Zhemin was in Washington in April 1999, he signed a fourth agreement committing the government not to use pirated computer software. As noted in recent news reports, even as China eliminates barriers in some sectors of the economy, it erects them in others ­ in clear violation of the U.S.-China Market Access Agreement. For instance, it recently imposed duties on chemicals, motor vehicles and other U.S. exports, imposed a total ban on foreign diesel and gasoline, and prohibited the use of foreign equipment to construct new power plants.(1) The Chinese Ministry of Foreign Trade and Economic Cooperation (MOFTEC) advertised its strategy to invest in Africa to circumvent U.S. quotas on textiles and apparel on its website.(2) And the Department of Commerce recently found that China continues to force U.S. joint ventures to transfer valuable commercial technology to China in exchange for market access. It concluded: "relatively few U.S. companies are realizing profits or even a return on their investments, [in China]." (3) Given that China has refused fulfill its obligations to U.S. business when the threat of MFN revocation exists, there is no basis on which to expect that China would comply with WTO rules ­ even if threatened with economic sanctions.





CHINA'S HUMAN RIGHTS VIOLATIONS HAVE INCREASED EVEN AS IT HAS BEGUN TO OPEN ITS ECONOMY. Over the seven years since the Clinton Administration adopted its "constructive engagement" policy with China, U.S. trade with China has increased, but so has Chinese oppression. The State Department reports that in late 1998, dozens of political activists were arrested for attempts to register a political party, and leaders of the China Democracy Party were sentenced to lengthy jail terms in closed trials that flagrantly violated due process ­ apparently as a warning to other activists. It also reports that forced labor remains a serious problem, and that the Chinese government continues to allow the export of prison-made goods, despite an official ban. The State Department also documents recent occurrences of police crack-downs on religious freedom. Roman Catholic Bishop Zeng Jingmu is under house arrest, and Protestant Minister Allen Yuan has been confined for baptizing 350 parishioners.(4) Amnesty International reports that "more people are executed every year in China than in all other countries of the world combined," noting that the death penalty is used "extensively and arbitrarily to instill fear."(5)
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Public Citizen Global Trade Watch


Permanent MFN for China?�It's Not Deserved. (Cont’d.)








NARROW SPECIAL INTERESTS SAY THAT THE U.S. SHOULD KEEP THE ISSUES OF TRADE AND HUMAN RIGHTS WITH CHINA SEPARATE AFFAIRS. BUT THEY ARE NOT SEPARATE. Increased market access for Chinese products enriches the regime, strengthening its political hold over the country. Meanwhile, workers all over the world are forced to compete with Chinese goods produced with forced labor, and China continues to ignore its 1992 Memorandum of Understanding with the U.S. prohibiting trade in prison labor products. In all the cases where U.S. Customs has requested to inspect sites suspected of exporting goods made by prisoners, the Chinese Ministry of Justice has either refused the request, request, ignored it, or simply denied the allegations without further elaboration.(6) Chinese dissident Harry Wu says it best, "I agree that money and investment can improve living conditions .... But this is a one-sided story. Profit from trade, profit from investment benefits the Communist regime. That's why the Communist government today has so much money [to] upgrade their military facilities, and to invest in their control of people."(7) Instead of surrendering the U.S.' only leverage for producing improvements in China's human rights policy, the U.S. should adopt a new approach, setting objective targets for improvements in human rights as a condition for the preferential U.S. market access on which China relies.





CHINESE WEAPONS PROLIFERATION SHOULD NOT BE REWARDED WITH THE POLITICAL PLUM OF WTO MEMBERSHIP. While our mounting trade deficit with China ­ now at $60 billion ­ threatens the economic security of American workers, China's espionage and trade in arms equally threatens American and international security interests. As a recent expose reveals, all available evidence points to Chinese spying and theft of nuclear secrets at the Los Alamos National Laboratory in New Mexico. Indeed, China has carved quite a place for itself in the world's hi-tech arms market. U.S. intelligence sources report that it shipped specialized magnets to Pakistan for use in making nuclear weapons.(8) Note that Pakistan is now embroiled in a nuclear arms race with India. China also provided anti-ship cruise missiles and components for medium-range ballistic missiles to Iran. These actions violated four U.S. laws ­ the Symington Amendment, the Glenn Amendment, the Iran-Iraq Arms Non-Proliferation Act and the Non-proliferation Prevention Act.(9) 





DON'T CEDE THE U.S.' LEVERAGE FOR IMPROVING CHINA'S RECORD ON HUMAN RIGHTS, TRADE AGREEMENT COMPLIANCE AND WEAPONS PROLIFERATION. �


1. "China Slips on Opening Markets," The Washington Times, 4/2/99. 


2. See the website for China's Ministry of Foreign Trade and Economic Cooperation, www.moftec.gov.cn for article dated 3/21/99. 


3. Study conducted by DFI International, available of on the Bureau of Export Administration's website www.doc.bxa.gov .


4. U.S. Department of State's Bureau of Democracy, Human Rights, and Labor, China Country Report on Human Rights Practices for 1998, February 26, 1999. 


5. See Amnesty International's website, www.amnesty.org.


6. U.S. Department of State's Bureau of Democracy, Human Rights, and Labor, China Country Report on Human Rights Practices for 1998, February 26, 1999. 


7. June 21, 1998 episode of This Week with Cokie Roberts and Sam Donaldson. 


8. Letter to President Clinton from Peace Action et. al. April 10, 1996. 


9. Letter to President Clinton from Peace Action et. al. April 10, 1996. 
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INFORMATIONAL PIECE #3 – US-CHINA BUSINESS COUNCIL


The United States-China Business Council


Ten Reasons To Support NTR Trade Status for China


1. The Name Fits: NTR means Normal Trade Relations. Today, the US extends standard NTR to every nation in the globe but six: Afghanistan, Cuba, Laos, North Korea, Serbia-Montenegro and Vietnam. Even embargoed countries like Iraq and Libya technically receive NTR trade status from the United States. More than 100 nations receive preferential US tariff treatment more favorable than NTR.


2. Jobs, Jobs, Jobs. Trade with China supports more than 200,000 directly related manufacturing and service-sector jobs in the United States; add Hong Kong and the number reaches 400,000. Big companies get the headlines, but smaller firms across the United States are seeking -- and gaining -- business opportunities in China every day. And US imports from China help generate employment in the United States in transportation, distribution, retail, financial services, and other sectors. 





3. We Close Our Door, They Close Theirs: We Sell Less, Our Competitors Sell More. We should not hand our global markets to our competitors. If we close the US market to China, China will close its market to the United States. The United States sells high-quality industrial and agricultural products to China. But for nearly every item we offer, there is a supplier in Europe or Asia waits to pick up the opportunities we discard. 





4. No New Taxes. Tariffs are taxes. Revoking NTR would raise import taxes tenfold on billions of dollars of imports from China. The cost of higher tariffs will be borne by Americans of every income level, leaving less money to spend on other products made in the United States and costing jobs in the US economy.





5. Trade Means Change in China. China’s economic engagement with the United States has been a key part of China’s turn toward the market economy and away from self-isolation since 1978. The past 20 years have brought massive social reform and economic advancement for China’s people. Cutting US economic ties with China would turn the clock back in China itself, strengthening the hands of repressive political interests linked to economic nationalism within the PRC.





6. US Business Contributes to Progressive Change in China. American firms bring to China ideas, work styles, management methods, adherence to market economics, commitment to the free flow of information, dedication to environmental responsibility and worker safety, and other American corporate attributes that remain unfamiliar in China. Their influence over China’s transformation is modest, but real. That influence would not survive the elimination of NTR.





7. American Values. Policies have consequences. Economic retribution aimed at unpalatable Chinese domestic practices will cut into American jobs and slice at market-oriented Chinese entrepreneurs -- without eliminating the targeted abuses in Chinese society. Responsible American voices, including those in the Christian evangelical community, understand that crippling US-China economic ties will be counterproductive, endangering those very social elements within China that are most compatible with American’s ethical norms. 
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The United States-China Business Council


Ten Reasons To Support NTR Trade Status for China (Cont’d.)





8. Without NTR-based trade, productive relations with China in other fields would wither. Closing US markets by canceling NTR would shatter chances for productive US-China cooperation across the board, to the detriment of many US non-trade interests. US-China cooperation on issues ranging from regional security concerns to non-proliferation questions and environmental problems, to name a few, cannot be expected to continue normally if the economic basis of US-China relations is eliminated by US action.





9. Hong Kong Needs NTR. Hong Kong, a free-market, rule of law-based service center for Pacific Rim trade and investment, has continued to operate as a solid international trade partner since the reversion of sovereignty in 1997. No one in Hong Kong, from democrat Martin Lee to Chief Executive C. H. Tung, wants the United States to tamper with normal US-China trade relations. The US should not pull the economic plug on the world’s freest economy. 





10. Maintaining NTR is essential to US success in negotiations over China's entry into the WTO -- our best shot at raising exports and reducing the trade deficit with China. The key to reducing the trade deficit with China lies in the opening of China's markets for US goods and services. US and Chinese negotiators are close to concluding talks on the terms of China’s accession to the WTO. When the deal is sealed, it will mark the most significant opportunity for US exporters, farmers, manufacturers, workers, and service firms in the history of US-PRC relations. But the United States will not gain the fruits of its successful negotiations unless it accords full WTO-member status to China upon China’s accession to the WTO. That means permanent, not annually reconsidered, NTR trade status. In the meantime, sustaining NTR annually is a baseline requirement for the successful conclusion of US-China negotiations on WTO. 
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KENNETH PAI:  CHINA AND THE WTO


Prepared for the WTO Trade Winds Project by the Port of Seattle, King County, the Alliance for Education, and U.S. Bank.  The Trade Winds Project is an official project of the Seattle Host Organization. 











