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NO. 135

TO: JAMES R. KEITH
NATIONAL SECURITY COUNCIL

FAX: (202) 456-9250

FROM: ARNOLD KANTER

SUBJECT: CHUBB LETTER TO BARSHEFSKY
PAGES IN ALL: 4

Jim:

A copy of the letter from Dean O’Hare to Charlene I mentioned to you is artached.

As you will see, it is an effort to energize USTR to ensure that the Chinese actually
follow through on the various undertakings on insurance they have made both in the
WTO negotiations themselves and as a way to improve the political environment
surrounding those negotiations. (I gather from our conversation that the agriculture
industry is in the same boat as the insurance industry.)

In a nutshell, the Chinese need to license Chubb to do business in Beijing because that is
where the vast majority of foreign-invested businesses are headquartered, and the Chinese
will not allow foreign insurers to write policies on Chinese entities. For related reasons,
Chubb also must be permiited to insure these businesses’ operations wherever in China
they take place for the obvious reason that these companies need insurance where they
actually make things, not just where their headquarters staff pass around paper.

[f Chubb is not licensed to do business in Beijing and to write these "master policies,”
then (a) its license in China would be almost worthless, rendering the Chinese decision to
announce it with such hoopla a fairly impressive exercise in hypocrisy, and (b) several
specific provisions in the WTO deal relating to the opening of the Chinese insurance
market - which the Chinese treat as major concessions -- would be rendered virtually
meaningless. Such a dual outcome would hardly be getting an WTO agreement off on the
right foot, much less contribute to improving US-China relations.
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I would appreciate it if you could let me know whether you hear any reverberations
emanating from USTR in reaction to the O’Hare letter. Also, since the message to the
Chinese 1is essentially a political one, it would be best delivered - or at least reinforced -
in political as well as trade negotiations channels. 1 would appreciate any thoughts you
have about how that might accomplished. '

It was good to see you, although there appeared to be some physical evidence that the
bastards are beginning to succeed in grinding you down. Don’t let them!

All the best,

/227
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THE CHUBB CORPORATION

OEAN R, O'MaARE
Chgirmsn 3ag
Chiol Ezacuiivy Oltiger

Scptember 28, 1999

The Hon. Charlene Barshefsky
U.S. Trade Representative
Executive Office of the President
600 17 Strest NW

Washington, D.C. 20508

Dear Charlene:

As you know, in connection with Premier Zhu Rongji’s visit to the United Stases in April,
the Chinese announced that Chubb would receive a license to conduct non-life insurance
business in China. At that time, the Chinese expressed the hope that Chubb would be
able 10 apply for the actual license within 60 days, contingent on Chinese decisions a_bout
such matters as the city in which Chubb would be licensed and the scope of business
Chubb would be permitted to conduct. Some five months later, however, we are still
waiting.

Altbough progress on our license is not directly tied to the remaining issues in the WTO
negotiations, I am convinced that it will have important implications both for political
climate in which an WTO agreement is considered, and for indications of 'how_th'e
Chinese intend to carry out the WTO obligations they assume. |, therefore, believe it is

- the right time for you to raise the matter of our license with the Chinese at the highest

levels. s

No one doubts that the Chiness announced their decision to issu¢ an insurance license to
Chubb (and one to John Hancock) in Apnil in order to improve U.S.-China relations in
general and the prospects for a WTO agreement invparticular. Now, with the WTO
ncgotiations resumed and hopefully headed toward a successful conclusion, it is eritical
that the Chinese be seen to be following throngh on a commitmeat they made with
considerable fanfare.

It is equally important that the Chinese follow through in a way which ensures that our
license conveys real commercial benefit, rather than empty symbolism which reinforces
doubts about the sincerity with which China is taking on its WTO obligations. Given that
the Chinese will limit foreign property and casualty insurers like Chubb to insuring

fareign-invested enterprises for the foreseeable future, Chubb must be licensed in Beyjing

15 Mountain View Road, Warren, NJ 07058 » Phane; (908) 993-3565
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where the vast majority of American and other foreign companics are headquartered.
Given the nature of the comuncreial property and casualty business, Chubb’s customers
also wiil properly demand that Chubb provide coverage to thesc companies’ activities
whercver in China they are conductcd.

These two issues - being licensed in Beijing and being permitted to issue “master
policies™ which cover customers” business activities throughout China — will determine
whether our license is commercially viable or an exercise in hypocrisy. How they are
resolved also will determine whether key WTO provisions you and yaur team have
negotiated to open the Chinese insurance market are real or mere rhetoric. Not only the
Aruenican insurance industry, but also the U.S. Congress, will be watching closely for
which it s as they evaluatc a WTO deal.

Charlene, as you well know, we bave worked closely with you and your colleagues in the
Clinton administration for more than five years to ger this license in China. At this point,
it not only is extremely important for us, but also for 2 WTO agresment and U.§.-China
relations more broadly, that the Chinese move quickly to deliver on the commitment they
made w April in a way which helps convince skeptics in our country about their good
faith and seriousness.

As always, thank you for your support and help.

Sincerely,

“~C

W



e As we work together on more export license verification
visits, I believe support in the U.S. for high tech exports

can increase. The U.S. remains committed to promoting the
legal export of high technology goods to China.

\
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The American Chamber of Commerce

People’s Republic of China

Raom 318, Great Wall Sheraton Hotel, North Dongsanhuan Avenue, Beijirig | 00026 1R
FRLFDKBE/E 318 550 BIIERED: 100026

Tel: (8610) 6590-5566 ext 2378, 2379 Fax: (8610) 6590-5273
Website: www.amcham-china,org.cn

November 15, 1999

For Immediate Release--
AmCham-China Encouraged by WTO Deal

BEIIING--The American Chamber of Commerce in the People’s Republic of China
(AmCham-China) commended both U.S. and Chinese negotiators on successfully reaching an
agreement on the terms of China’s entry into the World Trade Organization (WTO).

"Having worked hard for years to convey to the two governments how China's WTO
accession couid help both countries, the American business community here is delighted it is
now at hand, and we pledge our full support for the implementation process in coming years,"
said Richard Uatham, Chairman of AmCham-China. He noted that both the U.S. and Chinese
economies will benefit from increased trade between the two nations.

AmCham-China Vice-Chairman John Sullivan said AmCham members look forward to
studying the details of the agreement, and that increased investment in China operations by
U.S. companies 1s likely with the stability and predictability offered by Chine’s accession to the
WTO. “Implementation of WTO standards will reduce many of the distribution and regulatory
hardships that U S. businesses now face in China. That means more growth potential for
American companies, and creation of more jobs back home,” Sullivan added.

The American Chamber of Commerce in the People’s Republic of China was founded in 1920,
and re-energized in 1981, following the resumption of diplomatic relations between the U.S
and China. The Chamber’s mission is to promote the development of trade, commerce, and
investment between the two countries, to provide a forum for American business in China, and
to work with Chinese and U.S. government officials to encourage long-term beneficial trade
relationships.

AmCham China currently has 600 member companies and more than 1,300 individual
members in China,

#H#

For further information, please contact:

Mr. Richard Latham 6519-1166
Mr. John Sullivan 6505-0591
Mr. Michael Furst 6519-1909
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EOR IMMEDIATE RELEASE IN HONG KONG B~

Media Contacts: Isabella Wong, Public Affairs Officer, tel 2530-6915
Shuk-han Pong, Public Affairs Manager, tel 2530-6914

AMCHAM HAILS HISTORIC US-CHINA WTO AGREEMENT

HONG KONG, November 15, 1999 — The American Chamber of Commerce in Hong Kong hails the
historic agreement reached between the US and China today and commends the US and Chinese
negotiators for their perseverance in coming to a satisfactory conclusion. The agreement will pave
the way for China's entry into the World Trade Organization (WTO).

AmCham Chairman Jason Felton said: “While we have yet to study the details of agreement, we have
every confidence that it will be a strong deal for both countries. We further believe that the ability of
our two countries to reach an agreement will usher in a new phase in Sino-US relations.”

“This is the deal the US business community has been waiting for over a decade,” Mr F:lton
continued. “AmCham firmly believes that the US and China, including Hong Kong, stand to benefit
from China’s integration into the global economy.”

“From the US business community’s perspective, clearly China’s accession to the WTO will change
unfair trade practices, by eliminating barriers ‘to American products, increasing transparency mn
Chinese trade and economic policy, and altering discriminatory regulations that limit US market
access in China. China’s accession will also level the playing field for American business, thereby
increasing US exports to China and creating more jobs for Amenican workers,” Mr Felton said.

While the agreement signed today will be a dectsive victory in AmCham’s 13-year WTO ldbbying

campaign, the Chamber has pledged to continue in its efforts to rally the support of the US Congress
to pass legislation granting Permanent Normal Trade Relations (NTR) status for China.

XXEAR

Enclosure: Am("ham Fact Sheet: Implications of China’s Accession to the WIO
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I'HE: AMERICAN CHAMBER OF COMMERCE IN HONG KONG

Fact Sheet: Implications of China’s Accession to the WTO

What is the WTO? Created in 1995 following the Uruguay Round of world trade talks, the World Trade
Organization (W10} 1s an institutional mechanism for international trade. The previous interrigtional
agreement dealing with trade in goods. the General Agreement on Tariffs and Trade (GATT), lucked 4
sohd legal structure. The WTO deals with the full range of trade issues, including goods, services and
intcllectual property. The WTO does not monitor or enforce member compliance with trade regulations.
but has @ legally binding dispute settlement system. Today, the WTQ has 134 members with anothur 31 i
the process ot acces~ion. Qver 150 cases for dispute settlement have been brought forward to date.

What arc the implications for China of accession to the WTQ? The US International Trade
commission has estunated that China’s GDP would expand by 4.1% based on China’s April 1999 offer.'
Overall, China’s exports would increase by 12% and imports would increase by 14%. Efficiency gains
from freer trade would lead to additional investment in China’s economy and expanded production. Ctina
would also benerit rem increased imports of capital goods. Advocates of China's accession also anticipaie
greater progress tor cconomic reforms and financial-sector restructuring, as well as increased transparency
in China’s trading ~xystem. There has also been political pressure against increased entry of Amcrizan
agricultural goods. nd invesunent in telecommunications, finance and other service sectors.

What does the US stand to gain with China’s entry into the WTO? Exports are the fastest-growing
scgment of the Amciizan economy. The USITC has estimated that China’s accession to the WTO will lcad
to an overall decrcasc in the US trade deficit with China.? US-China trade flows would be stimulated. with
US exports to China being 10% higher, and US imports from China almost 7% higher. From the US
perspective. China's accession to the WTO will change unfair trade practices by eliminating barriers to
American products. increasing transparency in Chinese trade and economic policy and altcring
discriminatory regulations that limit US market access in China. China’s accession will level the playng
ficld for American nusiness, thereby increasing US exports to China and creating more jobs for American
workers. However. tor China’s WTO entry to be commercially meaningful for the US, Congress will have
to agree to grant China permanent normal trading relations. Reaching a trade agreement with Chira also
constitutes an impo:wnt forcign policy achievement, as having China participate in the WTO ensures that
China is subject 10 giobal trading rules.

What opposition has the deal faced? President Clinton refused the April 1999 offer on the grounds that it
did not go far enough on issues related to securities, audiovisual, financial and other services. The
Administration also sought additional dumping and product safeguards. especially in steel and exule
exports.” American inbor unions have opposed a trade deal with China, citing concerns over job losses due
to cheaper labor and imports from China. Unions have pressured the Administration to maintain the right
to place punitive tunffs on low-cost Chinese steel, textiles and other products. Non-govemraental
organizations in the US and worldwide have voiced criticisms that the WTO and corporations ¢o 101
adequately address issues such as product quality, job safety and environmental standards, and public
participation in the Jecision-making process* Many developing countries fear competition frem an
expected lood of Uhirese woods if they have to apply WTO open trading rules to China,® Finally, there arc

'« Asgessment of the Economic Effects on the US of China’s Accession to the WTO - Executive Summary™,. USITC,
August 1999w v sisn Lol

* Ibid.

* Sratement of Ambassudor Charlene Barshefsky Regarding Broad Market Access Gains Resulting from China WTO
Negotiations, April 8. 1999, www .ysty,gov. '

* Statement of Joan Cluvbrook, President, Public Citizen, April 23, 1999, www_harmonizationalert.org/joan.him.
#mUS. China upbeat i b W talks open,” New York Times, November [1, 1999.
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= concerns that accepting China into the WTO (a multilateral issue) and granting China permanent NTR (a
bilateral issue requiring Congressional approval) could be seen as a concession or reward, and thus deter
China from furthering economic reforms, or addressing human rights and environmental concemns.

Is a US-China trade deal a reward for China, and does an agreement with the US mean China is
automatically accepted into the WTO?  Any agreement entails numerous trade concessions by China. A
deal grants no special favors; rather, it requires China to reduce its trade barriers to levels comparable 1
those of major trade partners, including industrial countries® China’s accession to the WTO will allow
businesses greater uccess to the Chinese market, and will pressure China into abiding by a rules-based
mternational trade system, without requiring market access, export control or trade law concessions from
the US. Recent dipiomatic incidents delayed US-China negotiations. A bilateral trade agreement between
the US and China dues not guarantee immediate accession, though it is implied. China has yet to resole a
range of outstandiny issues with the European Union and Canada. The agenda for the next round will be
launched at the Ministerial Conference November 30 in Seattle, but the actual negotiations and work

programs will take place in Geneva, where the WTO is located, beginning in early 2000 and lasting atou
three vears.

What are the implications for Hong Kong? According to the Trade Development Council, the 'WTO’s
ability to open Chinese markets and lift barriers to its exports could result in business growth for Hong
Kong. Over 60% of exports handled by Hong Kong are produced in the Mainland, and over 40% of
China’s exports and imports are re-exported through Hong Kong.” Increased trade with China will lead 10
increased activity in Hong Kong's ports and service sector, additional foreign distribution and sales
management facilitics in Hong Kong to manage mainland investments, and greater access for Hong Kong
to the Chinese murket espectally in the telecommunications and financial services industries. Accession to
the WTO would. however. mean increased international competition in China’s internal market. With
more investment in the Mainland there might also be less foreign exchange and fewer new jobs in the Hong
Kong market, as in«cstors take advantage of lower costs in the Mainland. In addition, as some 80% of
Hong Kong manutacturers’ production facilities are in the Mainland, their exports would be vulnerable to
any trade disputes between China and its partners.®

What is AmCham’s position? AmCham believes that Hong Kong, mainland China and the US stand to
benefit from China’x entry to the WTO. AmCham strongly supports China’s accession to the WTO under
commercially viablc terms that provide for the following: unrestricted trading rights to all companies:
transparency of Chinese commercial laws and regulations; an open market for services; reduction o trade
weighted tariffs: holding China to developed country standards for customs valuation; immediatc
elimination of quotlas and other non-tariff measures; dismantling of China’s trade monopolics for
agricultural goods. and acceptance of the WTO’s scientific standards; removal of trade-related investment
measures: effective protection of intellectual property rights; and suspension of WTO benefits if China
does not abide by commitments set out in the agreement.

* Ambassador Barshefsky statement, April 8, 1999.

" “Impact of China's WTQ) accession: current status and implications for Hong Kong.” Trade Warch, Hong Kong Trade
Development Council. April 1999.

¥ Ibid.

1904 BANK OF AMERICA TOWER, 12 HARCOURT ROAD, CENTRAL, HONG KONG
Tel: 2520 0165 Fax: 2810-1289. 2877-6941 Email: amcham@amcham.org.hk Website: www,amcham.org.hk
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APPEAL OF CONSCIENCE

FOUNDATION

FOR IMMEDIATE RELEASE CONTACT: Ann Marie Duross
November 16, 1999 TEL: 212-535-5800

APPEAL OFF CONSCIENCE FOUNDATION
WLELCOMES SIGNING OF TRADL ACCORD
BETWEEN CIIINA AND THE UNITED STATES

NEW YORK--The Appeal of Conscience Foundation welcomes the trade accord between
the People’s Republic of China and thc United States, paving the way for China’s full
membership into the World Trade Organization.

According to Rabbi Arthur Schneier, President of the Foundation:

“China’s entry into thc World Trade Organization will integrate China into the
global economy in conformity with the rulcs and regulations adopted by the international
community. it will boost not only trade but potcntially will also broaden the rule of law
in all spheres of Chinesc socicty.

The relationship belween our two great nations requires a web of engagements in
trade, security, non-proliferation and human rights and religious freedom. This complex,
multi-dimensional rclationship can be greatly strengthened by people to people contact
through exchanges between the religious communities in China and the United States.

The American and Chinesc pcople will help shape the destiny for peace and
security in the 21st century, The deeper the involvement, the broader the engagement, the
easier it is to overcome the morc dilficult issues that separate us.”

The Appeal of Conscicnec Foundation, founded in 1963, is an intcr-rcligious coalition of
business and religious lcaders working to advance religious freedom and tolerance
throughout the world.



U.S. Trade Deficit with China

China is our largest deficit country for goods and services combined (since 1996).

For full year 1998, the U.S. goods and services deficit with China, at $55.3 billion, is the
largest among all countries, surpassing Japan, at $47.4 billion. The U.S. goods and
services deficit with China in 1998 accounted for 34 percent of the overall U.S. goods
and services deficit

The U.S. goods deficit with Japan at $64.1 billion in 1998 was still the largest among all
countries, $7.2 billion higher than China ($56.9 billion). However, the U.S. has a sizable
commercial services surplus with Japan ($17.0 billion in 1998), whereas the U.S. has
only a small commercial services surplus with China ($1.6 billion in 1998). The U.S.
goods deficit with China in 1998 accounted for 24 percent of the overall U.S. goods
deficit.

For the first eight months of 1999 (latest available data), China is the United States

2" largest goods deficit trade partner. For January - August 1999, the U.S. goods
deficit with China is $42.5 billion, second to Japan at $46.8 billion.

There is some question about whether or not bilateral trade flows with China are
accurately measured. For example, Chinese exports through Hong Kong may be doubled
in price in transit through JJong Kong by Hong Kong investors. Because there is not
substantial transformation of the product in Hong Kong, U.S. statistics attribute the
whole value to China, even though China may have received only 50% of the price.
Nevertheless, all agree that the U.S. is running substantial trade deficits with China.
[Note: China data reports that the United States had only a $20.1 billion goods deficit in
1998, not a $56.9 billion deficit as the U.S. reported.]

China is currently our 4th largest goods trading partner with more than $85 billion in total
goods trade (exports plus imports) during 1998. It is our 12th largest goods export
market and our 4th largest source for goods imports.

U.S. exports to China for 1998 were $14.2 billion. This is nearly 11 percent higher than
1997 exports of $12.9 billion, and 92 percent higher than 1992 exports of $7.4 billion. So
far in 1999, (Jan. - July) U.S. exports to China were $7.5 billion, which is 1.8 percent
lower than the comparable period of 1998 ($7.6 billion).

U.S. jobs supported by U.S. goods exports to China were estimated to be
approximately 180,000 in 1998.

U.S. imports from China for 1998 were $71.1 billion, up nearly 14 % over 1997 levels
($62.6 billion). U.S. imports from China have grown nearly twice as fast as U.S. exports
between 1992 and 1998 (177% vs. 92%). Accordingly, the U.S. deficit with China has
increased by $39 billion from $18.3 billion in 1992 to $56.9 billion in 1998. So far in
1999, (Jan. - July) U.S. imports to China were $43.1 billion, up from $38.2 billion for the
same period in 1998, an increase of 12.9 percent.



U.S. exports to China are heavily weighted toward higher valued capital goods and
industrial supplies (1998 exports: 60% capital goods, 26 % industrial supplies). Our
largest export category in 1998 was aircraft ($3.6 billion) followed by machinery ($2.7
billion). China is also a major market for some key U.S. products. In 1998, China
purchased over 30% of all U.S. fertilizer exports and 34 % of all soybean oil exports sold
by U.S. farmers.

U.S. imports from China are primarily simple and quite low value-added consumer
goods (69 %) such as apparel, toys, and some consumer electronics. Such imports,
whether from China or elsewhere, have been highly competitive in the U.S. market for
many Jyears. '

Some of the increase in the deficit with China represents the shifting sourcing of
low-skilled labor-intensive consumer imports (e.g. toys, clothing, some consumer
electronics) from other countries in Asia where wages have risen relative to China.
As China s share of such U.S. imports has risen, that of other Asian countries has fallen.
For example, between 1989 and 1999 (through July), the share of U.S. imports from
China rose significantly and the share from other Asia countries (Hong Kong, Taiwan,
Korea, and Japan in this example) fell sharply: '

- Footwear - China from 9% to 60% of U.S. imports; other Asia from 51% to 2%

- Toys and Sporting Goods - China from 22 % to 60%; other Asia from 58% to 20%;
-- Radios - China from 11% to 31%; other Asia from 49% to 13%;

- 35MM Cameras - China from 4% to 35%: other Asia from 84 % to 22%.

Foreign Direct Investment: China was the third largest recipient of foreign direct
investment from the world in1998 with $45.5 billion. The largest recipient of foreign
direct investment from the world in 1998 was the United States with $193 billion, more
than four times the level going to China (United Kingdom was second with $63 billion).
(Nearly $1 of every $3 invested abroad in the world went to the United States in 1998,
though this may have reflected, in part, the unusual circumstances of the Asian financial
Crisis).

-- The stock of U.S. foreign direct investment in China reached $6.3 billion in 1998. U.S.
companies may have far more invested in China, but apparently they source those
investments from countries other than the United States. More than half of the U.S. stock
of investment in China (59%) was concentrated in the manufacturing sector ($3.7 billion),
mostly in the electronic and other electrical equipment category. An additional 14 %

($911 million) was in the petroleum sector and 12% ($771 million) in the finance,
insurance and real egfate sector. As China s economy develops, the percentage of U.S.
investment in China s manufacturing sector is expected to increase further.

Individual U.S. State exports to China in 1998 (latest information available) were led by
Washington ($3.2 billion), California ($2.6 billion), Illinois ($1.0 billion), New York
($739 million), and New Jersey ($720 million).



)
Comparison of United States, Japan and European Union_s

Trade Performance with China

As shown in the table below, the European Union and the United States had growing
goods trade deficits with China during 1992-98, and Japan had a growing trade
deficit during 1992-97 (with a decline in 1998). Although the United States has the
highest trade deficit of the three entities ($57 billion for the U.S., $24 billion and $17
billion for the EU and Japan, respectively), the growth rate of the deficit for Japan
exceeds that of the United States (240% vs 211%). The U.S. rated second in export
growth to China between 1992 to 1998 ( EU 102 %, Japan 68%, U.S. 92%), and first in
import growth from China (EU 107%, Japan 118%, U.S. 177%). While the U.S. had
faster growing imports from China than the EU or Japan over the period, this, in part,
reflects the fact that the U.S. economy was faster growing -- increasing at twice the rate
of those of other G-7 countries since 1992.

For 1998, the fast growing United States was less successful than the slower growing EU
or recession bound Japan in limiting the deficit growth. The U.S. deficit with China
increased by 14.5% in 1998, whereas it increased by 13.7% for the EU and declined by
15.4% for Japan. The growth rate of U.S. imports from China was higher than either that
for the EU or Japan in1998 (U.S. 13.7%, EU 9.3% Japan -11.2%, ). U.S. exports to China
increased by 11% in 1998, whereas the EU exports increased by 4.3% and Japan exports
declined by 7.3%.

European Union,s, Japan,s, and U.S. Trade with China
(In Billions of Dollars)
Change Change
1992 1997 1998 _ vs 1992 vs 1997
EU Balance -11.4 -21.2 -24.1 111.4% 13.7%
Exports - 9.6 18.6 19.4 102.1 4.3
Imports 21.0 39.8 43.5 107.1 9.3

Change Change

1992 1997 1998  vs 1992 vs 1997

Japan Balance -5.0 -20.1 -17.0 240.0% -15.4%
Exports 12.0 21.7 20.1 67.5 -1.3
Imports 17.0 41.8 37.1 118.2 -11.2

Change Change

1992 1997 1998 _ vs 1992 vs 1997

U.S. Balance -18.3 -49.7 -56.9 210.9% 14.5%
Exports 7.4 12.9 14.3 92.2 10.8
Imports 25.7 62.6 71.2 176.6 13.7

Sources: IMF Direction of Trade Statistics, U.S. Census Bureau.



Other Economic Facts on China

China is the fastest growing market in the world with GDP growth ranging between 5%
(1998) and 14% (1992) over the last 9 years. With 1.2 billion consumers, China makes
up one-fifth of world consumers.

Measured in dollars at market exchange rates, China is the world,s 7" largest economy
~ with over $1 trillion in GNP for 1997 (World Bank). Measured at
purchasing-power-parity exchange rates (a more appropriate measure for many real
inter-country comparisons), China already has an economy larger than the size of
Japan, the world s second largest economy in nominal terms. {hina s growth potential
for the foreseeable future is also thought to be among the world s highest.

Over the past 10 years, China,s imports (as reported by China) have increased by
154% (to $140.4 billion in 1998), growing 40% faster than global imports. U.S.
exports to China almost tripled over that period, despite the existence of many
Chinese barriers and practices restricting U.S. exports.

Integrating China into the rules-based global trading system while sfgnificantly
expanding market access for U.S. goods and services exports to one of the world s
largest and fastest growing markets is strongly in the interest of U.S. exporters, U.S.
workers and future U.S. living standards.

Specifically with regard to the bilateral deficit with China, several points stand out.

-- Success in reducing China,s market barriers is important to the United
States, irrespective of the bilateral balance of trade. Even were the United
States in trade surplus with China, barriers to U.S. exports would restrict our
ability to expand some of our successful, productive industries and the higher
wage U.S. jobs that the output of these industries support.

-- Further success in opening China,s market -- bilaterally, regionally or
through eventual WTO accession -- could act to expand U.S. exports, and to
slow the growth of, or lower, the bilateral and/or global trade deficit. There
is, however, little reason to believe that even complete market opening 4n China
would eliminate the bilateral deficit; too many factors other than China s import
restrictions are involved.

-- In a multilateral trade and payments system, even when overall trade is in balance,
a country may run surpluses with some countries and deficits with others. ,The
possibility cannot, therefore, be precluded -- particularly given China s
strong price competitiveness in low cost consumer goods vis a vis other
suppliers to the U.S. market -- that some bilateral deficit with China would
remain, even with completely open markets and U.S. global trade in balance.
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Human Rights Watch Welcomes WTO Deal,
Presses for Rights Improvements in China

(November 15, 1999, New York)}—We welcome the deal between the US and Ch:na on WTO
entry. This agreement is good for trade but also for human rights and the rule of law. Over the
long term, China's membership in the WTO could increase pressure for greater openness, more
press freedom, enhanced rights for workers, and an independent judiciary.

The next step 1s up to Congress. Before giving China permanent NTR (Normal Trade
Relations) status, we hope Congress will insist on limited, mmeaningful steps to improve human
rights. For example, within one year of getting permanent NTR, China should ratify one or
both of the two key UN human rights treaties it has signed, and take other steps. 13eijing must
respect both the global rules on trade, and international norms of human rights.

BRUSSELS HONG KONG . LONDON LOS ANGELES MOSCOW NEW YORK RIODE JANEIRO 'WASHINGTON
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TO: NSC - Jim Keith 456-9250
NEC - Malcolm Lee 456-9280
USTR - Bob Cassidy 395-3512

FROM: State - Bob Goldberg ﬂ}fkf

Re: PRC Press Spokesman on China’s position regarding
Taiwan in the WTO

Steve Schlaijker asked me to call your attention to
the November 16 comment of MFA spokesperson Sun Yuxi, drawn
from Beijing 10674, re Taiwan in the WTO: China’s position
on Taiwan’s accession to the WTO was consistent. Taiwan
could join the WTO as a separate customs territory, but
only after China’s accession. Members of the WTO should
abide by this principle.

When asked about prospects for China-Taiwan relations
within the WTO framework, Sun replied that future
cooperation between WTQO members should not be an issue,



Pritchard, Charles (Jack) L. (ASIA)

To: : Keith, James R. (ASIA)
Subject: FW: Afternoon Session of WTO talks [UNCLASSIFIED]
Jim,

Bob Cassidy also said that the dates for Pickerings trip may not work for the Chinese. No report on anything that may
have come out of last night's dinner with Barshefsky.

Jack

----- Original Message-——-

From: Pritchard, Charles (Jack) L. (ASIA)

Sent: Monday, September 27, 1999 6:49 PM

To: @NSA - Natl Security Advisor

Cc: @ASIA - Asian Affairs; Lee, Malcolm R. (NEC)
Subject: Afternoon Session of WTO talks [UNCLASSIFIED]

Please pass to Jim and SarIdy for information (as a supplement to the unclass system email Malcolm Lee sent earlier in
the day):

Susan Shirk and Bob Cassidy report that no progress was in the afternoon WTO session.

Jack



’ Malcolm R. Lee
09/27/99 06:10:21 PM

Record Type: Record

To: Charles L. Pritchard/NSC/EOP@EOP

cc:
Subject: China WTO Talks Status

Forwarded by Malcolm R. Lee/OPD/EOP on 09/27/99 06:10 PM

Malcolm R. Lee
09/27/99 02:17:20 PM

Record Type: Record

To: Bathsheba N. Crocker/NSC/EQOP@EOP, Mona K. Sutphen/NSC/EOP@EOP, James R
Keith/NSC/EQOP@EOP, D Holly Hammonds/OPD/EOP@EOP

cc:
Subject: China WTO Talks Status

SENSITIVE, NOT FOR DISTRIBUTION

Please pass to Sandy and Jim.

China WTO Status

Based on readout from lead negotiator Cassidy. Barshefsky met with MOFTEC Minister Shi for two
hours this morning. Experts will review market access differences this afternoon. Barshefsky
will meet Shi for dinner this evening and decide next steps. Chinese delegation scheduled to leave
Tuesday early afternoon. ’

No progress made. Fisher says tone friendly, better than Auckland.
Minister Shi made following key points

e China serious, wants to accelerate progress.

o Hope U.S. studied Chinese texts

e Chinese side has brought important people for talks from many agencies (Note: main negoitator
VM Long did not come)

e Any argreement needs to be based on balance of rights and obligations. Sharp differences in
U.S. and Chinese position. China will not do what it cannot do, but will keep its promises.
May be able to do more after get into WTO.



Hope U.S. side realistic and shows more flexibilty.

Minister Shi reiterated three"requests” made in Auckland 1)permanent NTR guarantee, 2)no
general safeguard 3) export controls not removed but liberalized.

Timing not important, subtance is. Must adhere to principles. If terms and conditions right,
can agree now. '

Do not refer publicly to April 8 document. No way China can accept. If you mention, will raise
expectations and put you in awkward position.

Key Substantive Points (delivered much more artfully than my summary)

U.S. side cannot accept less than announced in April.

" Releasing details here vital to getting support for perm. NTR.

Remaining additional issues must also be resolved. Have shown some flexibility.

We will not negotiate up to eve of WTO Ministerial. Cannot meet common objective if do so.
(Shi became nervous){Charlene did not recite Congressional calendar, which they have heard
many times). :

Subtance most important to U.S. as well.

Reiterated positions on the three Chinese requests that were made in Auckland. Export contols
must be completely off the table, will be decided on merits.

If reach agreement on substance, can discuss how to characterize publicly.

Experts meet this afternoon.

Noone expects agreement here, but will try to make progress. USTR negotiators feel Chinese side
has sent large delegation to show good faith.
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REDRAFT OF BAUCUS LETTER ON PERMANENT NTR

Dear Max:

I want to personally thank you for your strong leadership on
U.S.-China issues. We are facing great challenges and enormous
opportunities. Clear-eyed engagement is the best way to advance
U.S. interests.

I welcome your letter in support of granting Permanent Normal
Trading Relations status to China in the context of a strong
bilateral agreement on China’s accession to the World Trade
Organization. There 1s no higher priority on my Administration’s
international economic agenda than concluding a strong agreement
that will open Asia’s largest and fastest growing economy to U.S.
agricultural, manufacturing and services exports, integrate China
into a rules-based trading system, and advance fundamental,
historic economic reforms and the rule of law in China. I want
to work closely with you on normalizing our trade relationship
with China on a permanent basis this year if we successfully
conclude such an agreement. I would appreciate any thoughts or
advice you have.

As you know, Ambassador Barshefsky made significant . progress in
these negotiations in the weeks before Premier Zhu's visit to
Washington. Important issues remain, but I believe these can be
bridged. The recent tragic accident in Belgrade and subsequent
events in Beijing have not made this task easier. Nevertheless,
both sides share a mutual interest in the success of these talks,
and I am confident that we can achieve a strong and workable
agreement.

Again, I want to work closely with you as we move forward.

Sincerely,

The Honorable Max Baucus
United States Senate
Washington, D.C. 20510
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TEXT :
COUNTRY: CHINA, UNITED KINGDOM, UNITED STATES
SUBJ : WTO SEMINAR PLANNED; SHI GUANGSHENG’S REMARKS REITERATED

SOURCE: BEIJING XINHUA IN ENGLISH 1241 GMT 25 JUN 99
TEXT:

({FBIS TRANSCRIBED TEXT)

BEIJING, JUNE 25 (XINHUA) -- LOCAL GOVERNMENT OFFICIALS AND
ENTREPRENEURS ACROSS CHINA WILL BE BRIEFED ON THE LATEST
DEVELOPMENTS IN THE COUNTRY'S BID TO ENTER THE WORLD TRADE
ORGANIZATION (WTO) AND THE EFFECT WTO ENTRY WILL HAVE ON CHINA IN
A WEEK-LONG SEMINAR SCHEDULED FOR JULY 18.

THE ORGANIZER OF THE SEMINAR, THE CHINA WTO RESEARCH SOCIETY,
SAID THAT SENIOR OFFICIALS OF THE MINISTRY OF FOREIGN TRADE AND
ECONCMIC COOQOPERATION (MOFTEC), INCLUDING LONG YONGTU, MOFTEC CHIEF
NEGOTIATOR, AND SEVERAL OTHER SENIOR ECONOMISTS, WILL LECTURE AT
THE SEMINAR.

TOPICS OF BRIEFINGS WILL COVER A GENERAL INTRODUCTION TO THE
WTO, CHINA'S FOREIGN TRADE SYSTEM REFORM, CHINA'S OPENING POLICY,
THE PROCESS OF CHINA'S BID TC ENTER THE MULTILATERAL TRADE BODY
OVER THE PAST 13 YEARS, AND WHAT CHINA'S ACCESSION TO THE WTO WILL
MEAN TO THE COUNTRY'S VARIOUS ECONOMIC SECTORS AS WELL AS THE
RELEVANT POLICIES CHINA SHOULD ADOPT.

IT WILL BE THE SECOND SUCH SEMINAR THIS YEAR. IN JANUARY,
PRIOR TO PREMIER ZHU RONGJI’'S OFFICIAL VISIT TO THE UNITED STATES,
A WEEK-LONG WTO SEMINAR WAS ALSO HELD HERE ON A SIMILAR TOPIC.

THE US ADMINISTRATION PROMISED ITS FIRM SUPPORT FCR CHINA'S
ENTRY INTO THE WTO IN 1999, DURING CHINESE PREMIER ZRU’S VISIT TO
THE UNITED STATES. IMPORTANT PROGRESS HAS BEEN MADE ON THE ISSUE,
MOFTEC MINISTER SHI GUANGSHENG SAID SOON AFTER THE PREMIER’'S VISIT.

THE TALKS ON CHINA'S ENTRY INTC THE WTO BETWEEN CHINA AND THE
UNITED STATES CAME TO A STANDSTILL FOLLOWING THE US-LED NATO
ATTACK ON THE CHINESE EMBASSY IN BELGRADE MAY 8.

DURING A MEETING WITH VISITING BRITISH SECRETARY OF STATE FOR
TRADE AND INDUSTRY STEPHEN BYERS LAST WEEK, SHI SAID THAT CHINA
HAS NEVER CHANGED ITS STANCE, VIEWPOINT AND ATTITUDE TOWARD ITS
ACCESSION TO THE WTO. BUT, HE SAID, NOW IS NOT THE PROPER TIME T(
RESUME THE WTO TALKS WITH EITHER THE UNITED STATES OR THE EUROPEAN
UNION.

"THE US-LED MISSILE ATTACK AGAINST THE CHINESE EMBASSY IN
BELGRADE DAMAGED THE GOOD ATMOSPHERE OF NEGOTIATIONS," HE SAID.

UNCLASSIFIED Page 1

2/3



JUN-28-99 ©@7:36 FROM: ID: 7034828906 PAGE 3/3

UNCLASSIFIED

"ONLY AFTER THE US-LED NATO HAS MADE A RESPONSE SATISFACTORY TO
CHINA AND A GOOD ATMOSPHERE IS REINSTATED CAN THE TALXKS BE

RESUMED. " :
(DESCRIPTION OF SOURCE: BEIJING XINHUA IN ENGLISH -- CHINA'S

OFFICIAL NEWS SERVICE FOR ENGLISH-LANGUAGE AUDIENCES (NEW CHINA

NEWS AGENCY})
THIS REPORT MAY CONTAIN COPYRIGHTED MATERIAL. COPYING AND

DISSEMINATION IS PROHIBITED WITHOUT PERMISSION OF THE COPYRIGHT
OWNERS.
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‘Congress of the Wnited States |
| Tlashington, BE 20515 |

- May 26, 1999

The President
The White House
Washington, LI.C. 20500

Dear Mr. Presilent:

We are deeply concerned about the continuing negotiations regarding China’s being admitted
into the WTO. In light of current events, and, specifically, the recent incidents in and by China, we are
fully convincec! that the most responsible and appropriate step is to set aside negotiations.

China’s entrance into the WTO would have a permanent and significant effect on the American
economy, not t> mention the flexibility of future Administrations. Under present circumstances, the
U.S. should tak= a step back, reconsider the current approach to China and resume negotiations only
when they can be conducted without the overhang of anciilary evenrs.

Among the issues that must be addressed is the effectiveness of our current terms of
engagement with China. Recent newspaper editorials across the political spectrum have suggested that
the Chinese government’s sanctioning of the attacks on our embassy in Beijing, the torching of the
consulate, and ihe attacks on U.S. businesses demonstrate clearly that our engagement policy and
delinking trad:: from other issues such as hwman rights have not fostered the deep, stable and
mesaningful relitionship between the United States and China that had been promised.

Moreover, the Chinese government's allowance (and even encouragement) of such unlawful
activity against the United States emphasizes the concems many members of Congress have expressed
about China's willinpness and ability to enforce the rule of law, ingluding its WTO commitments.

In short, ve are persuaded that the United States will be well served by such a “time-out.” We
look forward t¢' working with you on this issue in the future and to developing an appropriate policy
toward workin; with China.

Sincerely yours,

o Nebna (o Taipld
™
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