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I would like to thank AMM for the invitation to speak at today’s conference on the controversial subject of China-US International Trade Issues.

As I am sure you know, AIIS is the trade association that represents importers and exporters of steel, port authorities, stevedoring firms, railroads, trucking firms, ocean carriers, distributors and processors of steel and steel mills.  Our mission is to promote economic growth through free trade in steel.  We oppose WTO-illegal trade distorting practices and especially subsidies because they interject governments into what should be private investment/business decisions and therefore distort marketplaces.  

Clearly, the issue of trade with China has a lot of facets to it, many good, some challenging, some bad.  Before going too deeply into the issues surrounding this discussion, let’s look at some facts, assertions and conclusions that may stimulate our discussion.  

China and US Manufacturing 
Facts:

1. The US is still the largest world economy, still four times larger than China’s GDP, while China is quickly catching up, making our trading relationship with China critical not only to the health of the US economy and our manufacturing base, but also the world economy.  

2. US manufacturers are the world’s most prolific, accounting for 21.4% of global manufacturing. 

3. With the exception of the recession years 2008-2009 when all economic sectors declined, US manufacturers set output, value added and profit records year after year as recently as 2007.  

4. China’s percentage of world manufacturing is 13.4%. 
5.  China is our third largest and also our fastest growing export market and has been for a decade, growing at nearly 40% growth year to year. 

6. US employment in manufacturing peaked in 1979 and has declined throughout the decades, accelerating during recessions while the declines slowed during most recoveries.  Note that US manufacturing output continued to grow year on year, with a new high in 2007 during this time. Clearly, this is a compliment to the management and productivity acumen of the U.S. work force.

7. Manufacturing output in the US has expanded for more than a year, coming out of this recession. 
8. Depending whether one believes a Stanford economist or the ITC, the Chinese value added of Chinese imports into the US was between 37 and less than 50%, suggesting the international – including US – makeup of Chinese manufacturing including heavy equipment (Caterpillar), oilfield parts and components, high tech and automotive parts, all users of significant quantities of US-made steel.

9. Specific examples can clearly be cited of American facilities closed and moved to China.  There are also examples of companies investing in China to take advantage of the fast growing market such as GM and in steel, Worthington Steel’s new JV operation in China.  
10. American manufacturing is always changing and evolving, but normally growing and prospering.  

Assertions: 

1. American manufacturing is not dead.

2. American workers’ productivity gains over the decades are the only plausible explanation for declining employment and continuing output and value added gains over the decades. 

3. With some 55% of all manufactured imports – including steel – going to US companies for further manufacturing, imports are not a net loss to the US economy and in fact help keep many of our manufacturers/customers internationally competitive. 

Conclusions: 
1. American manufacturing has many challenges, both international and national.  Chief among these are related to taxes, including the second highest levels of corporate taxation in the world, uncompetitive incentives for investment and depreciation schedules that are far too lengthy, especially for capital intensive industries.     

2. Over-regulation is a significant drag on the efficiency and international competitiveness of American manufacturing. 

 Currency Issues
Facts:

1. China’s currency is undervalued. 

2. As an increasingly significant fast-growing economy, China should ultimately move to a currency whose value is market based; the same as the Dollar and the Euro.  This would be good for China (e.g. by lowering inflationary pressures) and for the world trading system as a whole.  

3. During the Bush Administration, high level discussions ended up with the RMB increasing in value by 21% in a short period of time. 

4. After the 21% increase in value, US imports and the trade imbalance continued to rise from $202 to 268 billion. 

Assertions: 

1. Given the success of the Bush Administration’s negotiations, continuation of that approach by the Obama Administration is the right way to proceed.  Because…

2. Does anyone believe that any Congress – Democrat or Republican – is to be trusted with such a delicate political and economic decision as setting the international value of a currency?  Such a notion is laughable.  

3. Such a move by any Congress would surely violate our international WTO obligations or anyone else’s for that matter.  

4. Retaliation by China against US exports would be damaging to our export goals.  We already have some retaliation on exports to China, on chickens.  We don’t need more against our fastest growing export market. 

5. Should the US Government unilaterally increase the cost of RMB based trade by say, 40%, the price of scrap exported to China in RMB would decline similarly and scrap based steel producers would have more problems with the price and supply of scrap in the US market than currently.  

Conclusions 
1. A go-slow approach to the currency issue is preferable to a quick fix shock to the system.  We should continue to encourage the Obama Administration in its efforts with China on currency issues. 
2. US exports would benefit from a stronger RMB. 

3. Steel raw material, especially scrap exports, energy, etc. would be more attractive in the Chinese market with a stronger RMB, potentially resulting in more price/cost pressure on US steel producers.  

Subsidies
Facts: 

1. China subsidizes industries, especially government owned companies. 

2. With all due respect, the US federal and state governments provide subsidizes to companies and industries, including autos, new steel production facilities, banking and other. 

3. All subsidies distort trade flows. 

4. AIIS opposes all subsidies, which distort trade flows. 

5. AIIS supported the efforts of the Bush Administration to take a case to the WTO against illegal export subsidies by China.  China ultimately agreed to eliminate those subsidies. 

6. AIIS agreed with the USWA’s request that the US Government investigate allegations of trade distorting subsidies related to green energy industries. This was the right thing to do and shows common ground with our domestic steel producing colleagues it can be said.

Conclusion
1. Through the WTO, more classes of subsidies should be treated the same as export subsidies and made illegal and subject to fast action on the part of the WTO.  
2. Competition by government subsidization is not the efficient way to run an international trading system.   

For a final comment on China, I will quote from the message from the USTR in December 2009 regarding our trading/WTO relationship with China.  

“China has taken many impressive steps

over the last eight years to reform its

economy, while implementing a set of

sweeping WTO accession commitments

that required it to reduce tariff rates, to

eliminate non-tariff barriers, to provide

national treatment and improved market

access for goods and services imported

from the United States and other WTO

members, to protect intellectual property

rights, and to improve transparency.

Although it still does not appear to be

complete in every respect, China’s implementation

of its WTO commitments

has led to increases in U.S. exports to

China, while deepening China’s integrations

into the international trading system

and facilitating and strengthening

the rule of law and the economic reforms

that China began 30 years ago.”  

 

To this, AIIS would only add more needs to be done to improve our trading relationship with China. 

