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A showdown is brewing between the White House aapitGl
Hill over how best to address China's undervalugdency and
other alleged unfair trade practices.

With little progress made on the issue during gm@iannual economic summit between the
U.S. and China last month, lawmakers on both sidi¢ise aisle are nearing completion on
legislation that could result in punitive actioraatst China.

TRADE TARGET At least one bill, sponsored by Sens. Charles
« The Situation: New U.S. legislation could punish China over Schumer (D, NY) and Lindsey Graham (R, SC)

allegedly unfair trade practices, after an economic summit made

ttle progress. and due to be made public in mid-June if its basker

* The Debate: Sponsors and industry want to slow the U.S. can agree on |tS ContentS, haS a real Chance Of

deficit with China without triggering a trade war. . . . .
passing, lawmakers and industry executives said.

« The Bottom Line: China's rivals in textiles and steel would
benefit from punitive legislation but retailers and consumers
could see higher prices.

"It's a pretty formidable task that's ahead of them
drafting the legislation, said Erin Ennis, vice
president of the U.S.-China Business Council, &#yakg group representing companies doing
business in China. But the bill has'axtremely good chance of passage” given the prenae
of its potential backers, which include Senate RoeaCommittee Chairman Max Baucus (D.,
Mont.) and ranking member Charles Grassley (R.a)pWs. Ennis said.

Businesses are lining up on both sides of the fethoeigh with even some industry groups'
members split on the issue, some of the groupdecikning for now to take a position on any
legislation.

Passage of punitive legislation could lead to arttow in U.S.-China trade flows and reduce
access for U.S. companies to China's booming nmarkéat could result in higher prices for
U.S. businesses and consumers alike, especiadlgdtors with thin profit margins like textiles.

The White House says any protectionist legislatiemore likely to be counterproductive,”
and advocates continued economic dialogue and ia¢igos with the Chinese. But even if
President Bush vetoes any such legislation, itepukh the administration to take a tougher
line on China -- and give it political cover to go.

The U.S.'s trade deficit with China has surgecdetent years, nearing
$230 billion last year. Critics contend that a mdgetor behind the
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imbalance is China's alleged unfair trading prastjiencluding its
failure to allow its currency, the yuan, to appateiat a faster rate. That keeps Chinese export
prices unfairly low, giving them an advantage onreals, critics say.

Earlier versions of the Schumer-Graham bill padposed imposing a 27.5% import tariff or
Chinese goods, among other measures, in respoi@rta’s failure to boost the yuan's rate.

Sponsors have declined to comment on details datlest Schumer-Graham bill, beyond
saying that it will comply with rules of the Worlttade Organization and that it will be "veto-
proof." By holding China to promises it made inatscession to the WTO in 2001, the bill's
sponsors hope to satisfy the diversified range .&. Business interests in China.

"We have been very frustrated with China's lackafon,” said Mr. Schumer. "We're working
on tough, WTO-compliant legislation that will for@hina to do what it should be doing on its
own."

Another bill, also with bipartisan backing from Rep\rtur Davis (D., Ala.) and Phil English
(R., Pa.), seeks to clarify that countervailingiesican be applied to a nonmarket economy,
such as China. Such duties are generally imposetidet the impact of unfair government
subsidies. Until recently, the U.S. government teen the position that U.S. companies
couldn't seek protection against unfair governnseibsidies of goods exported from
"nonmarket” -- usually communist -- economies.

This spring, the Bush administration reversed tivatdecade-old policy, allowing
countervailing duties to be applied to certain @sepaper imports. Batitics have questione
whether the administration has authority to impsseh duties. The Davis-English legislation
would authorize it to do so.

The U.S. steel industry, which worries about ch€amese steel
coming into the country, is backing the Davis-Eslglbill.

Reps. Tim Ryan, an Ohio Democrat, and Duncan Huate©hio
Republican, have reintroduced a bill to define ency manipulation as
a kind of subsidy. That would allow the U.S. toksesdress for China's
yuan policy under the rules of the W1 Currency-manipulation issues
fall under the domain of the International Monet&ond, which has
limited enforcement capabilities.

Plenty of challenges and complications face anislaton.
Legislation that is overly focused on currency aggation may not Charles Schumer
work. "Chinese product is being delivered for |#sm the price of the raw materials. Even
currency can't fix that," said Frank Vargo, vicegident for international economic affairs at
the National Association of Manufacturers, a Wagton-based lobbying group.

Some Chinese companies play down the potentialabgdaany punitive legislation, saying
they have already diversified after the U.S. prasip imposed tariffs on Chinese goods.
"Exports to the U.S. only account for around 10%wf whole export business, while the
[European Union] is our key market, with more tl&09% of our exported clothing," said a
department manager at Hui Hong Knitting Import &iex Ltd., a unit of Jiangsu Huihong
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International Group.

Qian Wang, an economist with J.P. Morgan Chasd,thai Chinese government has, in fact,
picked up the pace of yuan appreciation. "Theygae that if there is no appreciation, they
will be hit by tariff increases. What China is trgito avoid is any sudden, one-off changes."

The yuan has appreciated 8% against the dollae 065, including a 2.1% boost engineered
by Beijing in July 2001. It recently slightly wided the range within which the currency can
trade daily.

Some U.S. companies are lobbying heavily for aslagive solution to the China trade issue.
Members of the Precision Metalforming Associatian,industry group with 1,200 companies
which rely on globally competitive steel pricesti@ake components, visited 85 congressional
offices at the end of April to express their comseabouthe Chinese currency. It is pushing
the Ryan-Hunter bill, which would define currencamipulation as a financial subsidy.

Many industries remain divided, with companies @amious sectors and even within individual
industry groups lining up on both sides of the éssu

The American Chamber of Commerce in China has doeoacern that overly political
legislation could "undermine the international gadgime, derail constructive dialogue, and
ultimately weaken the competitive position of Ub8siness and the overall economy."

U.S. retailers may have the most to lose, both frismg import prices and from possible
retaliatory measures by Beijing, such as restwctireir access to the booming Chinese
consumer market.

Even so, "l don't think anyone wants to defenditlefensible,” said Stephanie Lester, vice
president for international trade at the Retailulstdy Leaders Association, referring to China's
currency policy.

--Sue Feng in Beijing contributed to thisarticle.
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