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T H E W H I TE H O USE
WASHINGTON

July 19, 1991

Dear Senator Dole :
I appreciated receiving your views on the importance of renewing
China's most-favored-nation (MFN) trade status while also seeking
to achieve progress with the Chinese on issues of vital concern
to the American people . We clearry share the same goals . We
want to see China return to the path of reform, show greater
respect for human rights, adhere to international norms on
weapons sales, and practice fair trade . China should contribute
to international stability and not detract from it .
You rightly note that withdrawing MFN would hurt not only
Americans but also the people of Hong Kong and the millions in
China who are working for progressive change . Continuing MFN is
essential to protect American consumers and e xporters, and to
support the economic forces that have been driving reform in
China for more than a decade .
It is no accident that the process
of reform accelerated with the increase in foreign businesses
operating in that nation . Those who would end political and
economic reform in China have the most to gain if MFN were
withdrawn .
It is the economic forces pressing for the loosening
of state control and increased personal freedom that would suffer
the most . Other losers would be the thousands of American
workers and farmers who together produced in 1990 almost $5
billion in exports to China .
Since we started the process of normalizing contacts with China
in the 1970s, there has been strong bipartisan support for the
U. S . -China relationship.
Building on the three U. S . -China
communiques, U. S . interaction with the government and people of
China has produced demonstrable progress . That interaction must
continue despite the recent severe setbacks . Nevertheless, I
support the view that strong measures are needed to address our
concerns in China and hav e not hesitated to use them in a
targeted fashion . To underscore our deep dismay about human
rights violations, I have kept in place a number of sanctions
since the Tiananmen Square crackdown which have affected arms
sales, high - level contacts, U. S . economic programs and U. S .
support for multilateral development bank lending to China .
The U. S . is currently the only nation maintaining its Tiananmen
sanctions and refusing to normalize relations until China makes
substantial progress on human rights.
For e x ample, while all ou r
allies and other World Bank members have supported virtually all
of the last si x teen World Bank loans to China , we have declined
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to support seven because the loans would not serve basic human
needs.
At the London Summit, we raised China's human rights practices
with our G-7 allies and encouraged them to continue to stress to
China ' s leaders, as we have repeatedly, the importance that
democratic governments attach to human rights . We made clear
that the U.S. will continue its policy of supporting only those
multilateral development loans for China that serve basic human
needs (BHN) , and our view that any non-BHN lending to China help
to promote market-oriented econom~c reform .
To advance our nonproliferation objectives, I recently authorized
a number of steps aimed at engaging the Chinese on their weapons
transfer policies and making clear our dissatisfaction with
transfers that contribute to regional instability. The Under
Secretary of State for International Security Affairs recently
traveled to Beijing for a detailed discussion of nonproliferation
issues, including our specific concerns about Chinese exports .
He pressed for China's adherence to the Nuclear Nonproliferation
Treaty and the Missile Technology Control Regime, actions I
called for in my commencement speech at Yale University on
May 27 . We are pleased with the constructive role China played
in the July 8 - 9 Middle East arms control talks in Paris.
The
Chinese endorsed all the key objectives of my Middle East arms
control initiative (such as efforts to freeze and ultimately
eliminate surface-to-surface missiles and block the production
and acquisition of nuclear useable material) .
The Chinese also
agreed to work rapidly in follow-on meetings to flesh out the
broad agreements reached in Paris .
At the same time, I have also taken measures to emphasize to
China that the U. S. is concerned about reports of destabilizing
missile-related transfers .
In April, I rejected requests for
licenses to export satellite components for a Chinese
communications project because of the involvement of Chinese
companies in unacceptable missile equipment transfers . Just
recently, I approved trade sanctions against two Chinese
companies for that same reason .
In addition, I directed that no
further licenses of high-speed computers and no further exports
of satellites to China be authorized until our concerns that
China adhere to accepted international nonproliferation standards
are satisfactorily addressed.
The U. S . will be coordinating with
other countries in order that these measures not be undercut.
Our experience has demonstrated that such consultations will lead
to effective, multilateral technology transfer restrictions .
I have also instructed U. S . agencies to press vigorously our
concerns about Chinese unfair trading practices .
In April, I
directed the U. S. Trade Representative to identify China as a
priority foreign country under the Special 301 provisions of the
Trade Act for failing to protect U. S . intellectual property
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rights .
If China does not make real progress during the 301
investigation, trade action will follow . Beyond intellectual
property protection, my Administration has invited senior Chinese
trade officials to Washington in August for continuation of
consultations begun in June regarding access for U.S. products to
the Chinese market .
If these talks fail to produce Chinese
commitments to take substantial measures to improve market
access, the Administration will self-initiate further action
under Section 301 of our trade laws.
We are strictly enforcing the terms of our textile agreement with
China and have already made charges against China's quota because
of illegal textile shipments through third countries totalling
approximately $85 million so far . Following consultations in
July, we expect to make additional charges.
If China does not
exert effective control over these illegal shipments, we are
prepared to take additional action against China .
Charges that China exports goods produced with prison labor are a
matter of serious concern .
The Customs Service is investigating
these charges .
In addition, we have obtained a firm high-level
commitment to prevent the sale of prison labor products to the
United States . We will continue to monitor China's behavior in
this area closely and will strictly enforce relevant legislation
concerning prison labor exports .
In particular, I am ordering
the following additional measures:
The Department of State will
seek to negotiate a memorandum of understanding with China on
procedures for the prompt investigation of allegations that
specific imports from China were produced by prison labor .
Pending negotiation of this agreement, the U. S. Customs Service
will deny entry to products imported from China when there is
reasonable indication that the products were made by prison
labor . The denial will continue until the Chinese Government or
the Chinese exporter provides credible evidence that the products
were not produced by prison labor .
I am also instructing the U. S . Customs Service to identify an
office to receive information on prison labor exports and
establish procedures for the prompt investigation of reports of
prison labor exports from interested parties . Additional customs
officials will be directed to identify prison labor exports and
aid in uncovering illegal textile transhipments .
Although it is not directly related to China's MFN status, I
share your interest in Taiwan's accession to the GATT . As a
major trading economy, Taiwan can make an important contribution
to the global trade system through responsible GATT
participation . The U. S . has a firm position of supporting the
accession of Taiwan on terms acceptable to GATT contracting
parties . The United States will begin to work actively with
other contracting parties to resolve in a favorable manner the
issues relating to Taiwan's GATT accession . Because China, our
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tenth largest trading partner, could also make an important
contribution to the global trading system , I will seek to have
the Chinese Government take steps on trade reform so that China's
GATT application can advance and its trade practices can be
brought under GATT disciplines through the Working Party formed
for China in 1987 . U. S . support for Taiwan ' s accession to GATT
as a customs territory should in no way be interpreted as a
departure from the long - standing policy of five administrations
which acknowledges the Chinese position that there is only one
China , and that Taiwan is part of China .
In sum, therefore, I am prepared to address the concerns you and
your colleagues have identified , and I am doing so . But
discontinuing MFN , or attaching conditions to its renewal, would
cause serious harm to American interests and would render futile
pursuit of the initiatives I have outlined , which are discussed
in greater detail in the attachments . Working together , I
bel i eve we will best protect America's interests by remaining
engaged with China and the Chinese people .
Sincerely,

P. S.

At the recently concluded G- 7 Summit in London, the leaders
of these Western Democracies all urged renewal of MFN.

Attachments :
Part I - Human Rights
Part II - Nonproliferation
Part III - Trade and Economic I ssues

The Honorable Robert J . Dole
United States Senate
Washington , D. C . 20510
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PART I:

HUMAN RIGHTS

Human rights concerns have been at the heart of our relationship
with the PRC since the tragic events of June 1989 . Every high level meeting since that time has at least touched on human
rights issues , and several - - such as the December 1990 visit to
China by Assistant Secretary Schifter -- have been devoted
exclusively to them . We have consistently stressed to the
Chinese leadership that there can be no return to the kind of
relationship we enjoyed before 1989 without substantial
improvements in China's human rights practices .
Our overall approach on human rights issues has consisted of :
Public expression of concern
President Bush condemned the brutal suppression of
demonstrations in Tiananmen Square in June 1989, the first
world leader to do so . He declared May 13 , 1990 a National
Day in support of Freedom and Human Rights in commemoration
of the 1989 demonstrations, and issued another statement to
mark the anniversary of the crackdown in 1991 .
In our human rights reoorts for 1989 and 1990 , we were fair
but hard-hitting, and as accurate as available information
would allow . These reports have drawn high praise from
human rights groups, and harsh condemnations from the
Chinese government .
The State Department issued a statement on January 9 , 1991
condemning the trials of nonviolent dissidents .
In April 1991 the President met the Dalai Lama at the White
House to demonstrate our respect for His Holiness'
nonviolent approach to conflict resolution and our concern
for human rights problems in Tibet .
Suspension of bilateral proarams
On June 6 and June 20, 1989 , the President announced the
suspension of a number of bilateral programs and changes in U. S .
approach to multilateral issues until the human rights climate in
China improved . Those suspensions generally remain in effect .
A multitude of high-level e x change visits that would
normally have taken place since 1989 have been canceled .
Only a very limited number of visits at and above Assistant
Secretary level have been approved on a case-by - case basis,
and only when they addressed issues of key concern to the
United States , e . g ., like human rights, nonproliferation ,
unfair trade practices , and narcotics .
Military e x change visits have been suspended completely .
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Work on several existing military equipment and technology
projects has been suspended indefinitely .
We have stopped the transfer of military or dual-use
equipment or technology to Chinese military and security
services.
The U. S . sought to postpone all multilateral develooment
bank loans to China from June 1989 to January 1990 . Since
then, we have supported only those loans that serve the
basic human needs of the Chinese people .
We have suspended grants, loans and insurance guarantees to
China under the Trade and Development Program and OPIC .
We have worked through COCOM to suspend planned
liberalization of export controls to China .
Engagement in dialogue
Through the few high-level visits that have been authorized, and
through regular diplomatic channels, we have engaged the Chinese
government in an unprecedented continuing dialogue on a wide
range of human rights issues .
The Scowcroft-Eagleburaer missions of July and December 1989
were devoted primarily to laying out our human rights
concerns and suggesting steps the Chinese could take to
address them.
During Chinese Foreign Minister Qian's visit to Washington
in November 1990, President Bush and Secretary Baker
reiterated the need for progress on human rights, and
stressed that human rights is a cornerstone of American
foreign policy .
Assistant Secretary Schifter visited China in December 1990,
the first time our top human rights official has done so.
In sixteen hours of intense discussions with senior Chinese
officials, he spelled out in detail our human rights
concerns in a wide range of areas including accounting of
detainees, release of political prisoners, denial of due
process and fair and open trials, treatment of prisoners,
divergence of Chinese law from international standards,
respect for freedom of religion, abusive implementation of
family planning regulations, and human rights problems in
Tibet . He delivered a list of 151 representative cases of
reported political incarceration, and asked Chinese
authorities to clarify the status of the cases and release
those whose imprisonment violated international norms . He
suggested changes in Chinese laws and judicial processes
that would bring them into conformity with international
standards .
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Under Secretary Kimmitt in May 1991 reiterated many of the
points made by Assistant Secretary Schifter, and called on
the Chinese government to declare an amnesty for all those
imprisoned for nonviolent political activities . He also
urged the Chinese to implement effectively their claimed
prohibition on export of prison labor products .
Results of actions
Most importantly , the Chinese government has acknowledged the
legitimacy of human rights as a subject of bilateral discussion,
both with us and with other concerned governments . they received
a Congressional delegation devoted exclusively to human rights
concerns in March 1991 , and agreed to receive another later this
year . They also agreed to receive human rights delegations to be
sent by the governments of France and Australia .
In addition ,
they have taken a number of modest but positive steps to improve
the human rights situation in China .
Martial law was lifted in Beijing in January 1990 and in
Lhasa four months later . No part of China is currently
subject to martial law .
Most of those detained after the Tiananmen tragedy were
released by the end of 1989 . Chinese authorities announced
the release of nearly 1000 more detainees in 1990 , and about
70 have been released so far in 1991 . Officials claim that
only 21 still await trial detention in Beijing , and at least
one of these - - labor leader Han Dongfang -- has been
released for medical treatment .
While at least 30 persons have been convicted on political
charges since the beginning of the year, the sentences meted
out to them were generally less severe than those imposed on
similar charges in previous years . THose released without
further punishment included prominent dissidents such as
essayist Liu Xiaobo, journalist Zhang Weiguo, playwright
Wang Peigong, and legal scholar Chen Xiaoping .
Leading dissident Fang Lizhi and his wife, who had obtained
refuge in the U. S . Embassy in Beijing for over a year, were
allowed to leave China in June 1990, and are now at
Princeton.
Most investigations of those involved in the 1989 protests
hav e ended , and most of our Chinese contacts report that the
oppressive atmosphere of 1989 has lifted significantly .
The Chinese have ceased the most odious forms of harassment
of Chinese students and scholars in the U. S .; harassment was
a serious problem in 1989 and early 1990 .
Relatives of many , though not all , overseas dissidents have
been allowed to leave China and join them abroad .
In some
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of the remaining cases that we have raised with Chinese
officials, passports have subsequently been issued .
Several released dissidents, including Tiananmen hunger
striker Gao Xin and former Arizona State student Yang Wei,
have been allowed to leave the country .
Chinese authorities have undertaken to stop the export to
the U. S. of products made in Chinese prisons. We will
continue to monitor this situation closely, but it appears
that the Chinese government is taking increasingly specific
steps to enforce their prohibition on export of these
products .
In response to concerns expressed by Administration
officials and Members of Congress, the Chinese have provided
useful new information on the status of persons reported
detained for religious activities.
Economic reforms have resumed, in some cases matching or
exceeding levels reached before 1989. Some limited
political reforms, in important but relatively
noncontroversial areas such as the personnel system, have
continued. An Administrative Procedure Law that became
effective in October 1990 for the first time enables Chinese
citizens to sue abusive officials.
There are indications that further progress may be in the offing .
We are continuing to press the Chinese government to release all
remaining detainees, to commute the sentences of those nonviolent
dissidents already convicted, and to allow the departure of the
remaining relatives of overseas dissidents who wish to leave . We
are hopeful that a combination of dialogue and specifically
targeted pressure will lead to further movement on these and
other remaining issues of concern . And in the longer term, we
are confident that the momentum toward greater freedom and
democratization in China, built up during the decade of reforms
and dramatically reflected in the 1989 demonstrations, will prove
irreversible.
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PART II:

ADMINISTRATION'S ACTIONS WITH RESPECT TO
PROLIFERATION CONCERNS

The United States is engaged in a high - level dialogue with the
Chinese that began early in our relationship . Looking at the
broad trends in China ' s nonproliferation policy since
normalization in 1979 , it is clear that our dialogue has paid off
in important areas, demonstrated by China ' s evolution toward
international consensus on nonproliferation in areas of great
importance to us . For example, China, which once held an
antagonistic view of multilateral controls on nuclear exports ,
joined the IAEA in 1984 and sent observers to the Nuclear
Nonproliferation Treaty Review Conference in 1990 .
Middle East/South Asia
China's support for the Middle East arms control initiative is
another case in point . China's participation in the initiative
is a positive step that will strengthen international
nonproliferation efforts and indicates China's resolve to
contribute to efforts to attain stability in the Middle East .
In
addition, China's willingness to participate in multilateral
efforts to reduce tension in South Asia will be crucial to
establishing stability in that volatile region .
Moreover, we have seen Chinese arms sales restraint in some areas
where we have vital interests . For e x ample, to the best of our
knowledge, apart from the 1987/88 sale of missiles to Saudi
Arabia, China has not delivered medium - range missiles to the
Middle East .
It is clear that in other specific cases China has
taken international concerns into account and declined proposed
missile exports to prospective buyers .
Underscoring Our Concerns
It is because serious concerns remain that we want to maintain a
constructive nonproliferation dialogue with Beijing . We do not
intend to ignore current problems , but isolating China by
dismantling the framework for our relations is not the way to
advance our nonproliferation objectives .
We have the means available to underscore our concerns where
there are differences in our approaches to nonproliferation and
we have used these legislative and executive branch tools.
For
example, we have imposed trade sanctions mandated by the National
Defense Authorization Act on Chinese entities involved in
missile - related activities . We have also announced the
Administration ' s decision that , pending progress toward our
nonproliferat i on objectives , we will not license high speed
computers and will not issue further waivers of legislative
restrictions on satellite e xports.
These new sanctions have been
imposed in addition to the existing sanctions announced
immediately following the June 1989 assault on Tiananmen and
amplified by Congress in the Department of State Authorization
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Act for FY 1990 - 1991 . Moreover , we have not certified China
under the bilateral agreement for nuclear cooperation that took
effect in 1985 .
Our policy mix of sanctions and cooperation at any given time is
necessarily dependent on Chinese behavior . We are encouraged by
China ' s indication in June that it is reviewing its policies with
respect to Missile Technology Control Regime (MTCR) and the NPT .
We seek China ' s adherence to the NPT and the MTCR guidelines and
will encourage the Chinese to take concrete steps toward
adherence to the key multilateral standards for i nternational
behavior established by these institutions . The Administration
will continue to use the legislative authority that already
exists and will take resolute action if the Chinese do not
address favorably our nonproliferation concerns .
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PART II I :

TRADE AND ECONOMIC ISSUES

The Administration is committed to achieving with China the same
goals that have guided our trade policy with all other countries .
We seek open markets and the opportunity for U. S . firms and their
products to compete on fair and equal terms .
To achieve these
goals , and realize the principles of equality , mutual benefit and
non - discrimination set forth in the U.S. - China Bilateral Trade
Agreement, this Administration has pursued a policy of
negotiation and engagement on trade issues with China.
In
particular , the Administration has sought to improve U. S . access
to China ' s marketplace ; to bolster Chinese protection of
intellectual property; to end fraudulent practices by Chinese
textile exporters using false country of origin declarations ;
and, to induce Beijing to undertake the economic and trade
reforms required for membership in the GATT .
Reciprocal MFN tariff treatment underpins our ability to work
constructively with the PRC . China's desire to retain access to
the U. S . market has enabled us to engage Chinese leaders even
during periods of tension . We believe that discontinuing MFN, or
attaching conditions to its renewal, would cause serious harm to
our trade interests and erode our ability to influence China's
behavior on key trade issues .
The Past Decade of Bilateral Trade Relations
After decades of adhering to an import-substitution strategy that
focused on minimizing China's reliance on outside sources of
machinery and equipment , China began in the 1980's to seek
outside sources of these goods.
It also has increasingly drawn
on foreign technology, expertise, and funds by actively
encouraging joint ventures .
China ' s opening to the outside world has helped transform its
economy, bolstering reform-oriented sectors that are not directly
controlled by the central government . For example , the state
sector now produces just over half of China's industrial output;
in 1978, its share was 78 percent . China's dynamic rural
industries , which are privately and collectively owned, have
burgeoned . There are 30,000 foreign - invested ventures now in
China, with a total contracted value of $40 billion . The impact
of China's open door has been particularly pronounced in the
southern and coastal provinces, where 90 percent of the foreign
investment and more than three - fourths of China ' s trade
activities are located .
This region, in turn , has become the
primary engine of economic reform in China largely as a result of
the introduction of market concepts to Chinese employees of joint
ventures and to citizens engaging in commercial e x changes with
the West . The economic autonomy fostered by this interaction
contributes to increased political and even individual selfdetermination .
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The United States has been a vital partner in this
transformation . Following Congressional approval of the
bilateral trade agreement, the United States and China
established formal trade relations and reciprocally granted most favored-nation (MFN} status in 1980. Growth in our commercial
ties has helped to change China and to bring it into the global
trading system . Since the resumption of normal trade relations ,
U. S .-China two - way trade has increased almost 770 percent, from
$2.3 billion in 1979 to over $20 billion last year.
We are now China's second-largest trading partner and its
largest export market.
China is our tenth - largest
in 1981.

trade

partner, up from fifteenth

Over 1,000 U. S. firms have invested more than $4 billion in
China and another $5 billion in Hong Kong related primarily
to trade with the PRC .
In 1990 , the United States exported $4 . 8 billion worth of
goods to China, including :
$749
$544
$512
$281
$273
$264
$238
$227

million
million
million
million
million
million
million
million

worth
worth
worth
worth
worth
worth
worth
worth

of
of
of
of
of
of
of
of

aircraft
fertilizer
grain
cotton yarn and fabric
chemicals
electric machinery
wood and wood pulp
scientific instruments .

Commercial relations with the United States have exerted positive
influences on China's business and economic practices since 1980 .
China has shifted away from total reliance on a strongly
centralized economy, shown greater tolerance for experimentation
with market mechanisms to regulate its domestic economy, and
decentralized and liberalized its foreign trade practices.
Regression in China's Trade Policies
China's opening to the outside world has not been smooth . Over
the past decade, attempts to accelerate the implementation of
market-oriented reforms have been followed by Beijing's
recentralization of control, as concern about the country's
ballooning trade deficit led Beijing to step in to regain some of
the trade authority it had relinquished .
Moreover, throughout the period since the normalization of trade
relations and the granting of reciprocal most - favored - nation
trading status in 1980, China's web of barriers to imports has
made it difficult for many U. S . exporters to gain access to the
Chinese market. U. S. firms have also had difficulty securing
protection for their intellectual property.
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U. S . trade negotiators have long been engaged with the Chinese
Government , both in bilateral negotiations and in multilateral
consultations at the GATT held to review China's application for
membership . We have sought to ensure that bilateral commercial
relations develop in accord with the principles that underlie our
bilateral trade agreement:
equality; mutual benefit; and
nondiscrimination .
From 1979 through 1987, Chinese authorities
made some progress in reducing nontariff barriers to imports, in
improving transparency, and in protecting the intellectual
property of foreigners.
This trend has been reversed over the last three years.
Since 1988, Chinese trade po1icies and practices have become
more protectionist, nontariff barriers to imports have
proliferated, and the trade system has become less
transparent.
These policies undoubtedly contributed to a 17
percent decline in U. S. sales to China in 1990 . China was
the only major foreign market for U. S . goods and services in
which our exports declined in 1990.
Despite intensive bilateral negotiations with Chinese
authorities since the USTR in 1989 placed China on the
"priority watch list" of countries providing inadequate
intellectual property protection--including three rounds of
meetings over the past five months--China has failed to live
up to the commitments contained in the bilateral Memorandum
of Understanding (MOU) signed in May 1989 .
At the same time, other problems have developed in our bilateral
trade relationship.
For example, to bypass U. S. textile and
apparel quotas, Chinese exporters have increasingly resorted to
shipping these products to the United States via third countries
using false invoices and counterfeit visas.
Also of concern to
us has been the apparent lapse in China's commitment to economic
and trade reforms that would bring the country in line with the
GATT's free-trade principles . China's reassertion of central
control over the past few years has called into question its
willingness and ability to undertake the obligations that would
be required of China as a contracting party to the GATT .
Steps the U. S. Government Has Taken and Will Take to
Address Bilateral Trade Problems
In six key areas of our bilateral trade and economic relations,
the Administration has taken steps to resolve trade problems . We
are prepared to do more .
On Market Access
Beginning in the fall of 1990, the Administration
resumed sub - cabinet level meetings with the Chinese,
that had been suspended since June 1989, to secure
Chinese actions to reverse the growing list of new
protectionist measures .
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In April 1991, the Administration formally set in
motion a market access initiative that continued with
the visit to Beijing, in mid-June, of an interagency
delegation to discuss market access issues .
In
meetings with senior Chinese officials, U.S. Government
officials raised nine types of market access barriers,
including:
the lack of transparency in rules and
regulations ; the expansion of import licensing
requirements; the use of import substitution policies ;
the proliferation of import bans and quotas ; the growth
of standards, testing, and certification requirements ,
including discriminatory " quality standards " procedures
for imports; the high level of many import tariffs; the
unnecessary use of certain phytosanitary regulations ;
the uncertainties regarding government procurement and
tendering regulations; and the lack of information
regarding China's major development projects.
The Administration has proposed holding another round
of market access consultations in August 1991 .
If that
round of negotiations fails to yield substantial
commitments from the Chinese authorities to dismantle
market access barriers, the Administration will selfinitiate Section 301 action to address those barriers
the removal of which offers the most potential for
achieving U.S . trade policy objectives and increasing
U. S . exports .
On Intellectual Property Protection
On April 26, 1991, USTR identified the PRC as a
priority foreign country that denies adequate and
effective protection of intellectual property rights.
Accordingly, on May 26, 1991 USTR initiated a Special
Section 301 investigation on the basis of four problem
areas :
(1) inadequate copyright protection, (2)
inadequate patent protection, (3) inadequate trade
secret protection and (4) ineffective enforcement of
trademarks.
Consultations withthe Chinese are
ongoing . The first round of consultations under the
Section 301 investigation occurred in mid-June and a
second has been proposed for August .
The deadline for making a determination under Section
301 is November 26, 1991 .
This may be extended for
three months if China is making substantial progress in
drafting or implementing measures that will provide
adequate and effective protection of U. S. intellectual
property rights . At that time, the USTR must determine
whether the acts, policies and practices of the PRC are
actionable under Section 301 and what retaliatory
action, if any, is appropriate .
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If the consultations fail to produce adequate and
effective protection of intellectual property rights,
the Administration will take retaliatory action.
On Text i le Transhipments
The U. S. Customs Service has been vigilant in
documenting cases of Chinese textile transhipments over
the past year .
In August 1990, USTR held consultations with Chinese
authorities on the transhipment issue . Additional
consultations took place in November 1990, March 1991 ,
and May 1991 .
'
The U.S . Government " charged" China's quotas for goods
that were sent to the United States under false country
of origin declarations valued at over $85 million .
China has begun to take actions to curtail textile
fraud since the December charges were made . For
example, it issued regulations prohibiting reexports
through a third country to countries that have signed
textile agreements with China. Further, the Chinese
Government has issued provisions for the punishment of
those who violate the regulations .
The Administration has prepared more charges valued at
about $14 million that we anticipate will be levied
after consultations with China next month .
The Administration will increase the number of U. S .
Customs officials dedicated to investigating
circumvention .
If transhipment persists, we will be prepared to take
additional action against China .
On Forced Labor
The importation of goods produced with forced, convict
or indentured labor is prohibited by 19 USC Section
1307, which also directs the Secretary of the Treasury
to prescribe regulations for enforcement of the
provision .
The Secretary of the Treasury , under 19 CFR
Section 12 . 42, has delegated to the Commissioner of
Customs , authority to determine that a class of goods
is the product of forced labor and e x clude those goods .
Customs has been investigating imports alleged to be
t he product of forced labor in China . Customs has
i nterviewed emigres about forced labor practices in
Ch i na . Customs is also analyzing import samples to
determine if they match the descriptions provided by
the emigres and others . Additional special agents have
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been detailed to Hong Kong to assist in the
investigation .
Although the letter from Senator Baucus and fourteen
co-signers did not specifically address the issue of
prison labor imports, appropriate action is called for
to fulfill the intent of existing law . The
Administration therefore proposes to negotiate a
memorandum of understanding with China on procedures
for the prompt investigation of allegations that
specific products exports to the U. S . are being
produced by prison labor.
Pending negotiation of the MOU, Customs will
temporarily embargo specific products from China when
there is reasonable indication that they are made by
prison labor.
Embargoes will be lifted only after the
Chinese Government or the Chinese exporter provides
credible evidence that the products are not produced by
prison labor .
Multilateral Lending to China
The G-7 consensus, led by the United States, was
successful in prohibiting all MDB lending to China from
June 1989 to February 1990 in response to the
international outcry against the crackdown by the
Chinese authorities at Tiananmen Square.
From February 1990 to July 1990, the G-7 consensus
supported a gradual resumption of World Bank lending to
China for projects that clearly met basic human needs
(BHN) . The consensus held firm and actively prohibited
other loans from Board consideration . Only five loans
(totalling $590 million) were approved in WBFY 1990 .
This is substantially less than pre - Tiananmen Square
levels of World Bank commitments to china, which were
$1 . 4 billion in WBFY 1988 and $1 . 3 billion in WBFY
1989 .
At the Houston Summit in July 1990, several G-7
countries decided that China's long-term development
needs argued for lending outside the BHN limits favored
by the United States . Accordingly, the G-7 Houston
Summit Declaration of July 1990 on MDB lending to China
expanded the boundaries of permitted MDB lending to
China to include loans which were environmentally
beneficial or which supported market-oriented economic
reform. Only BHN loans were considered by the World
Bank Board until December 4, 1990 when the market
oriented economic reform loan for Rural Industrial
Technology was approved by the Board . On November 29,
1990, the ADB approved its first loan to China since
Tiananmen Square, Agricultural Bank Project, which the
U. S. did not support . Despite the approval of
infrastructure project loans by the World Bank and the
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Asian Development Bank , the u. s . has and will continue
to withhold support on all loans that do not meet BHN
criteria .
On GATT Accession
Since China applied for GATT membership in July 1986 ,
the United States has been a leading participant in the
collective efforts of major GATT Contracting Parties to
develop terms for China ' s GATT participation that will
support the objectives of the GATT and will influence
Chinese Government policies to become , over time, more
compatible with the GATT frame work for world trade .
U. S . and other major GATT contracting parties ' concerns
about China's ability and willingness to live up to
GATT obligations , particularly since June 1989, have
stalled progress in the Working Party established to
consider China's application for membership in the
GATT .
The Administration intends to continue to press Beijing
to undertake trade and economic reforms so that its
GATT application can advance and its trade practices be
brought under GATT disciplines .
At the same time, the Administration will begin to work
actively with other GATT members to resolve in a
favorable manner the issues relating to Taiwan's GATT
accession .
U. S . support for Taiwan's accession as a
customs territory would be consistent both with GATT
legal criteria and the "one-China '' policy which
acknowledges the Chinese position and has been adhered
to by successive U. S . administrations .
Taiwan ' s GATT accession would yield substantial trade
and commercial benefits to the United States and to the
international trading system .
Taiwan has indicated that it is prepared to accede
to the GATT as a developed economy, to bind
virtually all its tariffs, and to join the major
non - tariff measure GATT codes .
The Importance of MFN
As highlighted above, the Administration is aggressively seeking
to resolve outs t anding bilateral trade issues with the PRC . MFN
underpins ou r ability to work construct i vely with the PRC. We
believe that discontinuing MFN , or a t taching conditions to its
renewa l, would cause serious harm to our trade interests , and
would rende r futile pursuit of the initiat i ves outlined above .
It would reduce our leverage in market - access , intellectual
property rights protection , and other trade - related negotiat i ons .
China ' s desire to retain access to the u.s. market has enabled us

This document is from the collections at
The Robert J. Dole Archive and Special Collections, University of Kansas.
http://dolearchive.ku.edu
14

to engage Chinese leaders in consultations on bilateral and
multilateral issues even during periods of tension . Because
China is not a GATT member and not bound by GATT trade
disciplines , it is especially important to have many levers that
enable us to engage the Chinese on trade issues .
It would hurt U. S . exporters .
If the United Stated rescinds
China ' s MFN trading status, China will not only discontinue MFN
tariff treatment for the United States, but would likely cease
purchasing billions of dollars of U. S . wheat , aircraft ,
fertilizer , cotton yarn and fabric , wood and wood pulp , electric
machinery , scientific equipment , and chemicals . Foreign
competitors, whose goods would be subject to lower tariffs , would
be quick to exploit our departure~, Lost shares of China's market
would not easily be regained even '1f MFN were restored at some
future date .
It would hurt U. S . consumers . Tariffs on the 25 most important
U. S . imports from China would rise from the present average
tariff rate of 8.8 percent to an average rate of 50 . 5 percent .
These increases would mean sharply higher prices for lower-end
Chinese goods . The costs to u. s . consumers would be largely
borne by poorer Americans, who are primary consumers of low-cost
Chinese products .
It would damage America ' s reputation as a reliable trade partner.
Our trade competitors will not join us in denying MFN status to
China.
Other Chinese trade partners, especially in Asia, urge
that China's MFN status be retained .
It would hurt investors, businesses, and workers in Hong Kong .
Loss of MFN would impede China ' s integration into the regional
economy , a development crucial to regional stability particularly
as we near the 1997 deadline for Hong Kong's reversion to Chinese
sovereignty.
It could cost over 43 , 000 jobs in Hong Kong and
result in direct revenue losses of appro x imately $1 . 2 billion
dollars . Hong Kong's GDP growth could be curtailed by as much as
two percent .
It would set back efforts to bring about meaningful economic
reform in China . A disproportionate burden of the MFN denial
would fall on the primary engine of economic reform in China- - the
economies of the southern and coastal provinces . In Guangdong
province , for e x ample , 40 percent of industrial output is
produced for export , half of which goes to the United States .
Sectors that fall outside of the direct control of the central
government have been especially important to China's development
as an exporter ; one-third of China ' s exports currently come from
rural (individual and collectively owned) industries and from
foreign - invested ventures .
The foreign ties these provinces and
non-state - owned factories developed with the outside world prior
to Beijing ' s reassertion of central control in mid- 1989 enabled
these provinces to weather the austerity program ; without these
foreign markets , Beijing's grip would have been all the tighter .
As Beijing ' s influence over the regions and sectors most closely
integrated into the global economy has diminished , these regions
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and sectors have become increasingly sensitive to global economic
conditions . Revocation of China ' s MFN trading status would cause
unemployment to rise and factory losses to mount in e xportproducing regions .
Conclusion
Those who engineered the violence in China in June 1989 are
unlikely to bear the economic costs associated with the denial of
MFN .
Instead, those who suffer would be American businesses and
their employees , American consumers , and the people of Hong Kong
and the progressive areas of China .
China ' s opening to the outside world ov er the past decade has
accelerated growth in the non-state sectors of the economy ;
resulted in strong links between China ' s coastal regions and the
global economy that have enabled this reformist region to weather
Beijing's periodic efforts to reimpose central government control
over economic activity ; and introduced market concepts to a
generation of Chinese managers involved in joint ventures, trade
negotiations , and training in the West . For this process to
continue , China ' s most - favored - nation treatment in the United
States is essential .

