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Editor’s Letter: APPRECIATION AND PLANS 

Before the room is booked, the date is announced, and at least one speaker has volunteered, any statement about a future GBD program is inherently tenuous.  So, I cannot say for sure today that GBD will do more programs on cross investment in the U.S.-China relationship.  From the evidence of last week’s (August 11) session on that topic, though, it is undeniably clear that we should do more. 

Before following that thread any further, it is important to back up and thank the people who made the August 11 session possible.  If Charlie Blum of the International Advisory Services Group had not proposed a project with Mayor Liu of Penglai, China, it is doubtful we would have pulled together anything at all.  If Boeing hadn’t offered the helping hand of sponsorship, just paying the hotel bill would have been a challenge.  And without the morning’s remarkable lineup of speakers, we would have had only the chicken to chew on.  GBD is grateful for all of those contributions and for others as well.  

Elsewhere in this issue you will find highlights from the August 11 presentations by Congressman Jim Moran (D VA), Mayor Liu Bingguo of Penglai, China, and former Under Secretary of Commerce Grant Aldonas.  Later we will provide similar write-ups from other presentations 

As useful as last week’s colloquium was, it underscored anew something we have known for a long time:  when dealing with large issues, it is simply not possible to present all of the relevant perspectives in a single session.  The issue of U.S.-China cross investment is enormous, and we have only scratched the surface.  Even the discussion of the narrower topic of the bidding for Unocal, though it got a lot of attention, was hardly exhaustive.  Indeed, none of the three companies were represented on the morning panel – not Unocal, not CNOOC, and not Chevron. 

In one sense, it is problem without a solution.  There will never be enough time to address all of the relevant perspectives on a topic as big as U.S.-China investment.  There is, however, a response, and that is to continue the public discussion of the issue.  GBD can be part of that response.  So, on second though, we will do more programs on U.S.-China investment, not before September, but soon. 
                                                                   R. K. Morris

To comment on this article, send an email to 41201-Letter@gbdinc.org
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THE MAYOR’S WELCOME MAT
The first speaker at the GBD Colloquium on August 11 was Liu Bingguo, the Mayor of the Chinese city of Penglai.  This is what Mayor Liu said: 

Good morning, ladies and gentlemen.  I am very please to have the opportunity to participate in today’s program.  Thank you for inviting us to this essential and important discussion.

I would like to take a few minutes to share with you some thoughts about my city, Penglai, which is located in the most Northern tip of the Shandong Peninsula. Penglai is a beautiful coastal city on the Pacific Ocean. It has almost half a million inhabitants.  All across China, mayors like me are dedicated to creating a land of opportunity for our people.  They want good jobs, decent housing, excellent schools and good public facilities, affordable health care, clean air and water – all the things Americans want …and expect too.

To achieve this great quality of living, we require foreign capital, technology and practical knowledge of operations.  Unlike some of America’s trading partners, China has opened its door to foreign investment.   We welcome foreign investors with open arms.

For our part, we in Penglai have created a good climate for foreign investment.  We are further developing our ports, industrial zones, our already impressive tourism industry, grape and wine industry, petrochemical industry, and a host of other businesses based on our available resources.  We are also actively improving our environmental and living standards by closing down sources of industrial pollution, like an old cement factory, and replacing them with state-of-the-art facilities that will not burden the environment.  We are also building new schools and recreational areas.

So, it is great to have this opportunity to have a discussion of investment issues. I am confident that all the speakers present today will add greatly to the discussion.  But, please, 

Never forget that foreign investment has a human face.  On the other side of the transaction, there are real people – people just like yourselves – with real needs and aspirations – very much like your own.

I hope to have the opportunity to speak individually with some of you today or at our joyful International Youth Culture and Arts Festival on Saturday.  There will also be a special presentation on my city over lunch.  But most important of all, I would like to invite you to Penglai to see for yourselves what we are tying to do and what we have to offer.  I look forward to meeting you all again in Penglai. Thank you very much.
To comment on this article, send an email to 41202-Penglai@gbdinc.org.
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MORAN CRITIQUES ANTi-CHINA ACTIONS
Congressman James Moran (D VA) unequivocally condemned Congress’s actions last month to block the purchase of Unocal by a Chinese company.  Moran was the luncheon speaker following the August 11 GBD colloquium More Than Tourists: Cross Investment in the U.S.-China Relationship.  The title he himself suggested for his own remarks was “Biting The Hand That Feeds You.” 

“I am very much concerned,” Moran said, “over the votes recently and the action taken with regard to the Chinese National Offshore Oil Company.  It was wrong.”

In a warm, wide ranging and often humorous speech, Moran laid out the close economic relationship between the United States and China.  After noting the tremendous success here in the United States of individual Chinese immigrants whom Moran himself he had helped years ago, he said “China’s greatest resource is its people.”  

That was a springboard to the prediction that the 9 percent per annum GDP growth China has maintained for the last five years will continue for the next twenty, as China brings more people – another 200 million – into higher value added jobs linked to the global economy. 

“You know,” Moran said, “the last time we had a celebration and we all handed out flags at the Capitol, guess where they were made.” He continued: “The point is that almost everything we buy and certainly in every industry there is a substantial component that reflects this new expanded [global] workforce.”  

“I don’t think at this point there is anything that can really stop China from growing,” Moran said. 

The labor force that China, India, Brazil, and Mexico – but especially China – have brought to the global economy, Moran said, has kept U.S. inflation and interest rates low, and those conditions have benefited Americans from home owners to CEOs.  On the homeowner side of the equation, Moran cited the skyrocketing prices of homes in Arlington, Virginia, part his district.  On the boardroom side, Moran said, “Corporate, after tax profit is higher today than it has been in the last seventy-five years.”

The downside of the financial relationship, Moran acknowledged, is the large amount of U.S. debt that China now owns.  For Moran, though, the best solution to that imbalance would be for China to recycle dollars back into U.S. economy, whether as importers or investors.  He criticized Congress for saying in effect, “It’s okay [for you, China] to buy $20 billion in American debt every month, but your money is no good with us when  you want  to buy one of the oil companies, most of whose reserves are in Asia, [and which] supplies only 1 percent of America’s energy.”

The CAFTA Connection

Moran addressed the recently approved Central American Free Trade Agreement in the Q&A.  Passing CAFTA was the right thing to do.  Central America, he said, would have been “lost to the backwaters of the global economy” if CAFTA had not been passed.   While on the subject of CAFTA, Moran spoke disparagingly of the sugar industry and the compromises made for sugar in the context of CAFTA, just as, when discussing the Unocal deal, he had criticized Chevron and its lobbyists.  

Implicit in his response to another CAFTA question was his concern that making China part of the CAFTA debate could still backfire.  In particularly, he mentioned the House passage of a bill by Congressman Phil English of Pennsylvania.  “This was something that he was given in return for voting for CAFTA,” Moran said. The bill authorizes the use of countervailing duties against subsidized imports from China.  Moran, who voted against the measure, said he expects it will pass the Senate and become law. 

Allowing members of Congress to “to beat up on China,” was, Moran said, part of the larger strategy for passing CAFTA.    This was done, he said, “so that they [Members] could go back to their constituents and China would be the focus instead of Central America.” 

“These votes came at a bad time, and it was very unfortunate,” Moran said. 

Moran, who has been a strong supporter of liberal trade initiatives throughout his career, was one of only 15 members of the Democratic caucus to vote for CAFTA.  He was one of only 15 members of the entire House to vote against the resolution challenging the then-proposed acquisition of Unocal by the China National Overseas Oil Corporation or CNOOC.  

To comment, send an email to 41203-Moran@gbdinc.org.

[top]


ALDONAS HIGHLIGHTS US-CHINA INTERSECT
When we invited Grant Aldonas, the former Under Secretary of Commerce for International Trade, to speak at last Thursday colloquium, we hoped he would provide a context for the more detailed discussion that would follow on the U.S.-China investment relationship.  And that’s exactly what he did.  

“Frankly,… there is no economic relationship that is more important than the U.S.-Chinese relationship going forward,” Aldonas said.   In elaborating, he talked about the complementarity between the U.S. and Chinese economies and more.  “The only two engines in the world economy right now are China and the United States,” he said.   Aldonas pointed out that economic growth in Southeast Asia since the 1997 financial crisis has been driven by growth in China.  Similarly Japan’s improved performance has been due largely to its exports to China and the United States.

Aldonas is not one of those who, mesmerized by China, overlook America’s strengths.  Given America’s $11-trillion economy, he said, “our manufacturing sector is larger than China’s economy.”

America needs a strong economy in China; China needs a strong U.S economy; and the world needs both, Aldonas said.  If that was the premise, the canvas of his speech, the three pillars or landmarks that stood out in his portrait of the U.S.-China relationship were: 

· That American security concerns with respect to China cannot be addressed by shortchanging the economic relationship; 

· That, whatever the rivalries may be on the security side, economically the United States and China are as interdependent as two large, physically distant and politically wary countries conceivably could be; and 

· That the key to the puzzle for both countries is investment.    

Investment and Interdependence for the US
Aldonas said: 
Far more than trade, the investment environment in the United States is what is critical when we are in a global economy, because we are in a competition for capital.  At the end of the day, what we have to do in the United States is remain competitive and open to investment from all quarters to make sure that the flexibility in our own economy remains where we can easily adjust to what is going on in the global market…

The most difficult challenge we face in the United States is one that never, ever makes the front page of The New York Times or The Washington Post.  …We will have few workers per retiree in very short order, when people like me from the baby boom start retiring.  

What does that mean?  In economic terms, it means that simply to maintain our current standard of living, we have to lift our productivity per worker by a very, very, very high amount… What do you need to do that?  You need capital.  … That’s why you need an investment environment that brings capital out of U.S. savings and brings capital out of foreign savings as well. 
Investment and Interdependence for  China

Turning to China, Aldonas said China needs to create 15 million new jobs a year just to keep up with population growth.  And for that China needs investment.  He applauded Mayor Liu for putting out the welcome mat for investors in Penglai but noted that, in fact, China has a number of investment restrictions and will ultimately need to be a lot more open than it is today.  

Cross Investment 

Both the United States and China are very big countries, big economies, and each will be both an exporter and importer of capital to and from the other’s market.  Aldonas did not dwell on the drivers for U.S. investment in China.  He did explain why, as he put it, “The Chinese are coming as investors to the Untied States.”

To begin, he said, China’s capital controls make the country as a whole extremely inefficient in the use of capital.  Ultimately, the controls will have to come off, and some of that Chinese capital will come to the United States.  It will come for the simple reason that for many Chinese investors, the U.S. will be where they can earn the best return.  “Despite all of the failings and the complaints, this [the United States] is still the most competitive, dynamic economy in the world, bar none,” Aldonas said. 

Another investment driver for China, Aldonas said, is the goal of seeing Chinese companies as “true players competitively in international markets.”

But just as it has taken time for Americans to learn how to be investors in China, it will take time for Chinese companies to learn the ropes in the United States.  “We have to find an equitable relationship on investment with China,” Aldonas said.  Until we do, he said, we will see CNOOC’s – failed ventures with bruised feelings – proliferate. 

Security vs. Economics…Aldonas said: 

What my friends generally on the security side of the debate fail to recognize is that, in the absence of a healthy economy in the United States, we won’t be able to afford the security environment in the United States [that] they would prefer to see and I would prefer to see. 

..My basic rejoinder [to them] on the investment issue is: …Even if you are concerned about the security angle, [you better] be very concerned about getting the economic relationship between the United States and China right.

Security & CFIUS

The Committee on Foreign Investment in the United States, CFIUS, the interagency group led by the U.S. Treasury Department, did not in the end conduct a review of CNOOC’s proposed purchase of Unocal.  The issue became moot when CNOOC withdrew its bid.  While the bid was alive, however, the press and political focus on CFIUS was quite intense.  Ronald Lee of Arnold and Porter, one of the panelists at last week’s colloquium, described how the CFIUS process works

Aldonas made the case for looking at the connection between security and foreign direct investment in a broader context.  Often, he said, the security concerns that are expressed in these cases are less about the perceived threat of a particular investment and more about a broader U.S. vulnerability highlighted by the investment.  “Broad issues of security,” he said, “should snot be pushed through the narrow aperture of CFIUS.”

Investment Critiques

Overall, Aldonas made a strong case for the need for increased cross-investment between the United States and China.  He was not, however, complacent about the challenges.  With respect to the failed CNOOC bid for Unocal, Aldonas expressed concern about the subsidy element in the CNOOC offer.  (Please see the Notebook editorial in this issue.)

As for the investment-centered political debate, Aldonas ended with a perspective on the back-and-forth between Chinese officials and the U.S. Congress: 

When the Chinese Foreign Ministry tells Congress to bugger off about investment in the United Sates, I have to tell you that even a trade hack like me, who believes in open markets, starts to say,

 “Hey, wait a minute. The Chinese market isn’t all that open to U.S. investment.” 

 There are very, very significant constraints there.  Those are places where we are going to have friction unless we are very shrewd about how we develop the relationship.

***
Editor’s Note: Ronald Lee’s August 11 presentation on the CFIUS process will be discussed in a future issue of The Global Positions Notebook.  A PowerPoint version of Mr. Lee’s presentation is available now on the Arnold and Porter web set at http://www.arnoldporter.com/events/se_94_Demystifying%20CFIUS.pdf. 

To comment, send an email to 41204-Aldonas@gbdinc.org.
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EDITORIAL: SUBSIDIES AND INVESTMENTS
Than name of the next owner of Unocal is no longer a mystery or a contest.  That issue is settled.  It’s Chevron.  The entire episode, however, put a spotlight on an issue that the global business community – and governments – will be wrestling with for years to come.  That issue in a word is subsidies.  Specifically, how should the global economy deal with investment subsidies? 

From the beginning, Grant Aldonas’s speech last week was infused with the ménage à trois of the issue: the national interests of both the United States and China, the lobbyists for different parties, and subsidies.  To start, Aldonas said he thought that the debate generated by the CNOOC bid is one that the proponents, including the lobbyists for Chevron, would ultimately regret.  Next, he explained that his new firm, Akin Gump Strauss Hauer and Feld, represented CNOOC on this issue.  

And then he said that he himself did not represent CNOOC.   “I don’t represent governments,” Aldonas said, “and frankly, a 70 percent stake in an oil company [i.e., the Government of China’s stake is CNOOC] is enough for my measure of government involvement.”  

Had Chevron been at the podium they might also have noted the subsidy component of the loans CNOOC was relying upon in making its offer in the first place.  

Aldonas’s point, however, was a broader one, which was captured in this response he gave to a question at the end of the session:

I would submit that the real issue that should be on deck in terms of investment discussions between the United States and China is not the issues that were raised by China National Oil investing in a U.S.-headquartered company with all of its drilling rights in Thailand.  The real issue is whether or not China will subsidize investment and distort the market…”
That’s a start.  It is worth remembering, though, that even in the far more settled area of trade in goods, where the WTO has ambiguous but adjudicable rules, subsidy issues are difficult and contentious.  The FSC/ETI dispute is still not resolved and the Boeing-Airbus fight is just warming up.  Even so, the rules on subsidies and trade are a well manicured garden compared to the neglected forest of subsidies in the investment arena.  

Complicating the picture further, the WTO has explicitly denied itself the ability to negotiate further on investment, at least not so long as the Doha Round continues. As for the numerous and much talked about bilateral investment treaties or BITs, we doubt there is much guidance there either.  To these layman’s eyes, the BITs seem to be about the rights and conduct of existing investors, those who already own assets in foreign lands.  The terms of art are national treatment, most-favored-nation, and dispute settlement.  They do not appear to address the special challenges posed by subsidized investors.

It takes a real expert, though, to confidently assert a negative.  At GBD, we are not in a position to say there are no useful rules governing subsidized investments.  Maybe there is a rich, international jurisprudence that guides and restrains the competition for assets, including disciplines on subsidized investments.  If so, it needs to be a much larger part of the current discussion of investment policy. On the other hand, if there is no such jurisprudence, then, like Voltaire’s god, it may have to be invented.  That, however, would be a very big job. 

To comment, send an email to 41205-Editorial@gbdinc.org.
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