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Editor’s Letter: W AND THE WTO

There is an argument about the United States and trade that goes something like this:  There is precious little oomph left if the U.S. drive for trade liberalization.  There may be a little – enough for the FTA with Bahrain – but not much.  Certainly not enough for the Doha Round.    Support for trade liberalization is fraying across the board, especially in the U.S. agricultural community.  If the close CAFTA vote showed anything, it showed the power of an angry commodity group – sugar.  And besides, between Iraq, Katrina, (Rita?), the budget, and the Supreme Court, big trade agreements may be more than the system – the U.S. political system – can manage. 

Perhaps, but that view is hard to square with the speech President Bush gave when he spoke to the U.N. General Assembly on September 14.  At the end of August, I for one did not expect to see a major statement on the Doha Round from the White House until late November or early December, just before the Hong Kong ministerial.  And I am an optimist on these kinds of questions. (I expected progress in Cancún.)

Whether he is an optimist or not, President Bush decided not to wait before telling the world the importance he attaches to the round.  Here are excerpts from what he said on at the U.N.: 

A successful Doha Round will reduce and eliminate tariffs and other barriers on farm and industrial goods.  It will end unfair agricultural subsidies.  It will open up global markets for services.  Under Doha, every nation will gain, and the developing world stands to gain the most.  Historically, developing nations that open themselves up to trade grow at several times the rate of other countries.  The elimination of trade barriers could lift hundreds of millions of people out of poverty over the next 15 years.  The stakes are high.  The lives and futures of millions of the world’s poorest citizens hang in the balance – and so we must bring the Doha trade talks to a successful conclusion.

[and then …]

The United States is ready to eliminate all tariffs, subsidies and other barriers to free flow of goods and services as other nations do the same. 

President George W. Bush

      September 14, 2005

As with any other text, each reader can (and will) draw his or her own conclusions from the President’s U.N. speech. To this reader, two points seem clear from the lines quoted above and a third from the speech as a whole:  

· The White House does indeed have the political will to push for progress in Hong Kong and beyond. 

· It does see the Doha Round as a development round, but it sees the key to development in liberalization within the developing countries themselves, not in more “special and differential treatment.” And finally, 

· Its support for this round derives as much if not more from its vision of the world, from its security concerns and geopolitical assessments, than from its estimates of new U.S. market opportunities.  It made that argument on September 14, and it will make it to Congress when and if the Doha Development Agenda transforms itself from a negotiation into an agreement.  








R. K. Morris 
To comment on this article, send an email to 41301-Letter@gbdinc.org.
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THE BIG THREE IN CHINA
On August 11, Stephen Collins, the president of the Automotive Trade Policy Council, gave GBD members and others a short course in “The Big Three” and China.  His remarks were part of the GBD colloquium “More Than Tourists: Cross Investment in the U.S.-China Relationship.”  

The pivotal year in the case study Collins presented was 1994.  That was the year of his first trip to China and the year that China launched its auto policy. 

“At the Automotive Trade Policy Council,” Collins explained, “we represent Chrysler, Ford and GM on international public policy efforts here in the U.S. and with governments around the world.”   Today, one of those companies – Collins didn’t say which -- is the “largest, number one selling producer in China.”*  

That’s today.  In 1994, when Collins went to China with the Council’s first present, Andrew Card, there was essentially no consumer auto industry there.  He recounted the memory of looking out his hotel window on to one of Beijing’s major boulevards and seeing nothing but bicycles.   “To drive down that boulevard ... I was terrified because you were surrounded by bicycles….There was no serious consumer auto industry in China,” Collins said.   

And there was very little foreign investment.  The exception was Beijing Jeep, which had opened in China in 1984, but most foreign investment in China’s auto sector came much later, after the announcement of the 1994 auto policy.  

By 1999, China was producing 1.7 million vehicles a year.  Last year, 2004, that figure had more than tripled to 5.2 million vehicles, Collins said.  He explained that China’s growth in consumption is more than keeping pace with the growth in production.  In the next year or two, Collins said, China will replace Japan as the world’s third larges automobile market. 

For U.S. and other foreign car makers, the critical feature of China’s 1994 auto policy was that it was allowed foreign participation.   “China openly courted and welcomed our investment,” Collins said.  

Other Policy Models

That set China apart from a number of other countries.  In the post World War II period, Japan essentially blocked U.S. and other foreign companies from investing in its automobile sector, which, Collins conceded “turned out to be fairly successful for them.”  Korea too attempted to keep foreign investors out, at least prior to the 1998 financial crises.  In the pre-NAFTA period, Mexico put heavy restrictions on the Detroit’s Big Three, restrictions that resulted in small, inefficient, and uncompetitive factories.    

China’s Auto Policy Goals

China took a different approach.  Collins highlighted these four goals of China’s 1994 auto policy: 

· “Assimilate and upgrade” the plant structure of the time; 

· Attract investment; 

· Bring in foreign technology; and 

· Generate employment.  

China’s relationships with the GM, Ford, and DaimlerChrysler – relationships that have flowed from these goals – have all been positive.  “Over these ten years,” Collins said, “China has worked with us and, I think, other foreign investors, …to really try to balance their national and regional policy goals with the investors’ desire to create [entities] that meet commercially reasonable standards of operation and profitability.”  

Still Sub-Optimal

Yet the relationships remain suboptimal, Collins said.  In contrast to the United States where there are no restrictions on investors in the auto sector, China requires foreign producers to work with local partners – they must joint venture – and it puts a cap of 49 percent on the share of a joint venture that can be owned by the non-Chinese partner.  “We consider [those] …unnecessary, ineffective, and perhaps ultimately counterproductive restrictions,” Collins said.

These issues are part of on-going discussions between the car companies and the Chinese government.  So too are regulations that bump up against WTO rules on Trade Related Investment Measures or TRIMS, such as those on using local, Chinese suppliers for cars made in China.    

Consumer Credit

Collins also highlighted the issue of  consumer financing for car buyers.  “The ability to offer financing to consumers is as important in China as it is here [in the United States],” he said.  

All of these topics are on the table in talks with Chinese officials, and they are all relevant to the future operations of the Council’s members, not only in China and but in other countries such as Vietnam and Malaysia. 

Improving on Success

In his conclusion, Collins returned to the positive nature of the relationship between the “Big Three” and China.  “All of our companies are welcomed investors and are growing and expanding their investment there very rapidly and successfully,” he said.  

*Editor’s Note – Though Collins didn’t say, the leader in car sales in China appears to be General Motors.  According to a July 6 BBC News report, “GM said it sold 308,722 vehicles in the first six months of 2005, up 18.9 percent on the previous,” which is  ahead of other producers. 

To comment on this article, send an email to 41302-autos@gbdinc.org.
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RESPONSES: INVESTMENT SUBSIDIES
Two letters are printed in full below.  One was sent to President Bush on July 13, 2005, by Senator Charles Grassley and Senator Max Baucus, respectively the chairman and ranking minority member of the Senate Finance Committee.  The other was received here at the Global Business Dialogue on August 19 from an attorney, John Magnus, who is well known for his work on subsidies in international trade.  The Magnus letter was a response to an article in this publication, not to the letter that Senators Grassley and Baucus sent to President Bush.  The two are related only in that both deal broadly with the same subject and both are useful contributions to the discussion of subsidies and cross-border investment that began in earnest this summer with CNOOC Ltd.’s  failed bid to acquire Unocal   
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FROM SENATORS GRASSLEY & BAUCUS
July 13, 2005

The Honorable George W. Bush

President of the United States

The White House

Washington, DC   20500

Dear Mr. President: 

We are writing to apprise you of our concerns with respect to the offer by a subsidiary of the China National Offshore Oil Corporation (“CNOOC”) to purchase California-based Unocal Corporation.  On April 4, 2005, California-based Chevron Corporation announced it had reached a merger agreement with Unocal.  The Federal Trade Commission accepted that merger, pending public comment, on June 10, 2005.  Less than two weeks later, CNOOC’s subsidiary, i.e. CNOOC Ltd., made an unsolicited offer for Unocal. 

We understand that National Security Adviser Stephen Hadley has committed that the Administration’s Committee on Foreign Investment in the United States (“CFIUS”) will review the proposed transaction for national security implications if Unocal eventually accepts the offer from CNOOC Ltd.  We would welcome such a review.

CNOOC is wholly-owned by the Chinese Government.  And CNOOC owns 70 percent of CNOOC Ltd.  According to at least one press report, the higher offer by CNOOC Ltd. relies upon significant subsidies in the form of low- or no-interest loans from its government-owned parent corporation.  It is reported that without those subsidies, the offer from CNOOC Ltd. would be valued lower than Chevron’s outstanding offer. 

The offer by CNOOC Ltd. for Unocal raises an important question; namely, whether it is appropriate for state-owned enterprises to subsidize investment transactions to acquire scarce natural resources that are in high demand.  When government subsidies are directed toward the acquisition and development of scarce resources, any ensuing market distortions should be of particular concern.  Such subsidies may facilitate the allocation of scarce resources to inefficient or less-efficient producers.   Any review by CFIUS should take into account the impact this type of subsidized acquisition may have on the U.S. economy and its potential threat to our national security interests.  

Separately, we hope that any purchase of Unocal by CNOOC will be closely scrutinized by the Administration to ensure that it is consistent with China’s WTO obligations.  During the negotiation of China’s accession to the World Trade Organization, there were extensive discussions with China on the role of state-owned enterprises.  The Working Party report on China’s accession states that the representative of China emphasized the evolving nature of China’s economy and that decisions by state-owned and state-invested enterprises had to be based on commercial considerations as provided in the WTO agreement.  The Administration should undertake a review of the structure of any final transaction in the context of the representations and commitments China made when joining the WTO.  

Thank you for considering our concerns, both in the context of the offer by CNOOC Ltd. for Unocal as well as with respect to any similar transactions in the future. [Emphasis added.]
Sincerely, 

Charles E. Grassley



Max Baucus

Chairman                                              Ranking Member 

[Senate Finance Committee]
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FROM JOHN MAGNUS
August 19, 2005

To The Editor of The Global Positions Notebook: 

Your August 18 editorial focused on the issue of investment subsidies.  I'll bet if you look across the last 50 years of incoming FDI into the United States, and then mentally subtract all those investments made by entities that had received government subsidies, you would be cutting the total very substantially.  Somebody, soon, may make a mark by publishing some actual research findings on that point.  We have never had a rule against incoming investment by subsidy recipients.  Can you imagine the consequences if we did?  To state the point affirmatively, the United States has benefited handsomely from inbound FDI as a whole, including FDI by subsidy recipients, which is just as beneficial as any other type of FDI.

 I am an anti-subsidy hawk.  Subsidies are wasteful and (usually) stupid.  But there's a reason for having different subsidy rules
with respect to trade on the one hand and investment on the other.  When foreign subsidies result in low-priced imports, there are both winners and losers on the US side (winners who get cheaper goods, losers forced to try to compete at the subsidized price level).  Applying the CVD law in that context makes perfect sense.  But when foreign subsidies result in US assets being bought for a higher price than they would otherwise fetch (assuming that is indeed what the Unocal case involved), it seems to me there are only winners, no losers, on the US side.  Thus, there is no basis for a public policy response of any kind.

I see no inconsistency between holding this view regarding investments while being generally in favor of strict discipline on subsidies (based on their being wasteful, etc).

                                                Sincerely, 

John R. Magnus
                                               TRADEWINS LLC
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Calendar Note: 

Trade Facilitation on October 11
Trade Facilitation was the only Singapore issues to become part of the Doha Development Agenda.  Now it is now one of the more promising and potentially significant aspects of the DDA.  

The GBD Colloquium on October 11 will focus on the goals these talks and the outlook for Hong Kong.  Speakers will include Matthew Rohde from the Office of the U.S. Trade Representative, David Wakeford of the Trade Facilitation Alliance and others to be announced. 

Time & Place

9 -10:30 a.m. on Tuesday, October 11, 2005, at the St. Regis Hotel.  The St. Regis is located at 923 16th Street, NW, on the corner of 16th and K Streets.  Coffee and registration will be available from 8:30 a.m.
Prices

$40 general admission.  There is no charge for GBD members, U.S. Government staff, or press.  

Registration

To register, please call the Global Business Dialogue at (202) 463-5074 or send and email to registrations@gbdinc.org. 
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