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First, I want to thank the AWPA for the invitation to speak to you today.  AIIS, the institute I am representing, as most of you know, is a trade association of steel importers and exporters, consumers, distributors and steel mills, along with our partners from the logistics world, including port authorities, stevedoring firms, ILA unions, freight forwarders, ocean, barge, rail and trucking companies, customs brokers and law firms.  In other words, people who make, buy, sell and move steel.  As you know, our purpose is to promote free trade.  Many wire producers are the AIIS members’ customers in this steel short market – steel short at least in normal years.  
AIIS’s primary focus has always been trade.  In the past year, however, with the threat to the manufacturing base – our and our domestic mills’ customers – of the cap and trade legislation that passed the House, we became very concerned.  A simple review of that proposed legislation made it clear that not only would it decrease the competitiveness of American manufacturers directly, it would also seriously negatively impact our critical logistics chain at every level.  AIIS communicated our concerns to the Senate and Administration.  We are pleased that the passion for that legislation appears to have subsided, but remain wary of a new attempt to push this really bad idea.  

American manufacturing competitiveness is affected by many governmental actions.  Whether it is an energy policy that ignores – or rather prohibits -- drilling for American oil in the midst of $140 per barrel oil or the highest corporate income tax rate in the developed world, American manufacturers have many hurdles to jump.  It is not all about trade.  And now, American manufacturing has new hurdles to clear, including a new costly health care system and a lot of talk about a VAT tax.  While many people have looked at the VAT as a substitute for the corporate income tax in the past  – in part for its trade ramifications – this time, the VAT  apparently will be proposed as a new additional tax to get our federal government’s balance sheet back into some semblance of order.  Clearly, if – as I will assume everyone at this meetings believes – the way to prosperity as a country is to grow the private sector to create jobs and wealth, increasing taxes and the size of the government is not a prescription for a growing, healthy, job creating economy.  
What is the current condition of American manufacturing?  Obviously, not only manufacturing, but the entire economy has been through a tough period, jobs have been lost and manufacturing has not been immune to the troubles.  
AIIS’s members’ livelihoods are directly tied to the health of American manufacturing. Our members are increasingly involved in the exportation of American made steel, and we see that business growing as economic growth continues unabated throughout the developing world and our global economy continues to integrate.   American made steel is well received around the world.  One short example.  When the CAFTA agreement was being hotly debated in Congress, with the usual mostly union based protectionist suspects opposing the legislation, AIIS supported the efforts to pass the free trade agreement.  The Central American economies all are small and there is not much steel involved.  What we learned after the passage of CAFTA was that the elimination of the steel import duties in those countries for American steel created a new, growing market, even if small.  The CAFTA agreement gave American steel mills and exporters of American steel an advantage in what had been for a long time a market dominated by European producers.  Free trade and competition works.  
So, what about China and American manufacturing?  I have often heard speeches on this subject that point to 2.4 million manufacturing jobs lost over the last number of years, note the increase in our trade deficit with China, and conclude that job losses are caused by China.  I have even heard that the number of jobs lost due to the deficit with China is as high as 5 million.  What are the facts?  Is American manufacturing dying?  In 2006, American manufacturing posted record output and profits and in 2007, increased output again.  In fact, until the recent recession, American manufacturing was setting records in all the relevant statistical categories, output, profits, revenues, investment returns, value added, exports, imports and others.  American factories still produce more than any other country, 21.4 percent of total global output while China produces 13.4 percent.  Now, this is for all manufacturing, not just steel, but it does show that a myth created can get legs.  
Let’s look at steel.  It used to be 30-35 years ago that it took over half a million workers to produce the same steel tonnages that today can be made by 100,000.  Multiply these kinds of productivity increases across the manufacturing sector and you will see the reason that top employment in manufacturing, 19.4 million jobs in 1979, has been on a structural decline for decades.  Productivity, not trade, is the driving force behind the reduction in manufacturing jobs in the US.  

Cleary, the steel consuming industries face challenges.  Most notably, high taxes, regulations, government mandates and of course, international competition.  International competition has always been there, and it is a testament to our steel consuming base that, in the only developed world economy that is short of steel, our customers continue to demand more steel than the domestic industry can make.  Think about it.  In most years, usually 9 out of 10, because our market is short of American made steel, steel prices are higher in the US than internationally, attracting the needed tonnages to the US market.  That means that our customers start off at a competitive disadvantage with their international rivals for their products.  One would think that over time, the steel consuming base would shrink to the size of the domestic steel market, but it does not.  We still have a deficit.  As I said, this is a testament to the competitiveness of our customers.  
Now, on to the Chinese currency issue – a real hot topic.  Some of those same people in Congress who gave you health care reform are proposing punitive actions against China if their currency is not increased in value by 40 percent or more.  Let’s look at trade with China.  Since China joined the WTO in 2001, US exports to China have grown at 20.2 percent per year and China is our fastest growing export market.  China is now our third largest export market and, at a 20 percent growth rate, is the only one whose exports are doubling every 3-4 years.  Interestingly, this rate of increase reminds one of President Obama’s goal of doubling exports in five years.  Passing punitive legislation – that would certainly be against our WTO obligations – would put those exports at jeopardy and certainly not send the right message to our other trading partners.  And some of the exports are from our steel customers, for example, Caterpillar, GE and many many others.  
What about the import side of the issue?  China’s currency increased in value 21 percent from 2005-2008.  During that period, imports from China increased by 38.7 percent.  Did the strengthening RMB reduce demand for Chinese products?  Obviously not.  Also obviously, Americans have continued to buy Chinese goods, some of which are not available from other sources.  In the US’s steel short market, clearly some of the imports included in these data are wire rod.  Wire producers are a good example of American manufacturers who rely on Chinese raw materials and goods to be internationally competitive themselves.  Chinese exports of steel help support the American steel consumer, who employs 60 times as many workers as steel producers.  
So, with virtually all economists in agreement that the RMB is undervalued, what is the right policy approach?  AIIS opposes protectionist legislation that would incite retaliation.  This is a complicated subject, and taking a sledge hammer to the issue is not the way to go.  AIIS believes that ultimately, the RMB needs to become a currency subjected to the vicissitudes of the marketplace, like the US dollar and the Euro.  In the meanwhile, we believe that the approach that President Bush adopted – continued so far by the Obama Administration – is the right approach.  [It was, in fact, the Bush Administration’s approach that resulted in the 21 percent increase in value for the RMB.]  Diplomacy, not negotiating in Congress, is the right way to solve the problem of the weak RMB.  Designating China as a “currency manipulator” might create a “feel good” moment, but government to government discussions done out of the political spotlight will work better.  
Last month in New Orleans, at our Critical Commodities Conference, we learned that the poultry industry has been targeted in China for retaliation.  China is their largest export market and critical to their industry.  The Chinese have at this point cut off their market and it is clear that US protectionism played a part in the decisions to do so.  The poultry industry has become collateral damage and some of the justification on the part of the Chinese was steel related protectionism.  We are interconnected.  

AIIS believes that free trade works every time it is tried. The maligned NAFTA agreement was supposed to cost the US jobs according to the AFL-CIO and other protectionists, but total employment in all three countries grew after the passage of NAFTA.  From 1993-2007, US jobs grew from 120 million to 146 million; in Mexico, from 31-42 million and in Canada from 13-17 million.  
A final point on trade laws.  Many call their views on trade, “fair trade” and assert that they only want our trading partners to abide by the rules.  Who can be against “fair” or playing by the rules?  Well, let’s talk briefly about just one of the rules – retrospection.  In the rest of the world, when a product is found to have been dumped and injurious to an industry, an AD is set.  If the rate is low enough, say, 4 percent, and an importer believes that he can import the product and make a profit he pays the 4 percent penalty duty and moves on.  This system of paying anti-dumping duties is called prospective.  

This is not how it works in the US.  In the US, we have what is called a retrospective system.  That means that if an importer brings in the same product and pays the 4 percent that may not be the end of the transaction – at least with the government.  Later, maybe 3 or more years, the Department of Commerce will come back to the importer and inform him whether or not the 4 percent he paid is enough, just right or too much.  And there is no limit to how high the final duty can go.  We have examples of American companies whose suppliers have 0 percent dumping rates who will not import the product.  In essence saying that even though they are not dumping – for that is what a 0 percent duty means – they will not take the risk that the rate could be anything years later.  What prudent businessman would buy a product whose final price would not be known for 3 or more years?  The method our DOC uses to come to these final duty rates is called an administrative review, which keeps a lot of lawyers and bureaucrats employed doing these annual reviews for all the dumping cases in existence.  

It gets worse.  Let’s say that you imported that product covered by a 4 percent duty.  Then, the domestic petitioner asks the DOC to do an administrative review.  The risk to you is unknowable at the beginning of the review.  And what if the foreign producer decides not to cooperate with DOC in the review?  After all, vast amounts of data are required and DOC has a bad reputation in reviews of demanding more and more data until many foreign producers give up trying to comply.  And if your foreign supplier is labeled non-compliant as a result, high rates are likely.  As the importer, you are at the mercy of your supplier and the DOC.  So, what to do?  Well, in DC, what happens is that the lawyer for the importer – or the foreign producer -- offers to pay off the lawyers for the domestic industry in return for the domestic producer rescinding his request for a review.  How much money?  Reportedly, it can be in the millions.  A nice little legal extortion racket.  The domestic industry’s lawyer rescinds the request for the review and the original 4 percent becomes the final bill and the deal is sealed and confidential, even the government doesn’t know.  Well, you can see that the lawyers love this game.  All they need to do is file a request for a review against a company that has done business in the US paying a nominal anti-dumping duty and the cash flows in.  
Next time you hear the words, fair trade and playing by the rules, remember this story, which was the subject of a report by the Wall Street Journal on April 3, 2007.  

Thank you for your time and attention, I will be happy to answer any questions you may have.  
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