DEPARTMENT OF THR TREASURY
WASHIANGTON, D.C

SECLZEYARY CF THE YREAE S v

November 1T, 2003

Tae Hernratle Biil Frist
Mazority Leader

Unuted States Senate
Washingtor, DC 20510

-+ Dear Senator Frist:

We are writing to express our strong cpposition to 3, 1586, regarding China’s currency.
We view the legislaton as damagmng to our trade and economiic intefests, and are concerned
oecause it cl2arly violates our interrational obligations. The possiple 2dd.tion of this messure te
S. 136, the Internet Tax Non-Diserimination Act 6f 2003, would alsc harm chances of passage of
taat important and long overduce legisiation.

Tris Administration 1s deterrained tc Jeve) the playing ficld for American manufacturers
and werkers competing in the global marketplace. To preserve opportunities for America’s
manufacturers, farmers, ranchers, and service providers to expand their exports, 1t is essential
that we maintain access to important foreign markets. By poterntiailv reguiring the
Administration to violate our WTO commitments, and effective:y reversing Congress’s grani of
Permanen: Normal Trade Relanhiens, the ‘egislation undermines the irmportant goal of expanding
U S companies’ access to the Chinese market by advancing China's tntegration nto the gioba:
rules-based trading system.

Unilateral impasition of a 27 percent duty on unports from China would hanm the US.
sconomy just as it is beginning 1o gain momentum. Many domestic manufacturers wouid face
nsing costs and conszquently be isss able to compets goobally. Cur economy :s just 16w
oeginning to resume a pattemn of consistent, strong, job-creating growth. This import tanff
would diminisz the strength of the ccanomy and 115 potential 1o crzate new jobs. Further, i
many cases, the cost of higher tarffs would be passed directiv to consumers, with particularly
harsh cunsequences for low-income Amearicans.

The ‘mposiuon of an mpcrt duty would hikely also graatly underrine r2cent gawns made
by U.S. exporters ta China it is likely that the WTO would author ze Chuna to retaliate against
our exports, resulting 1n serions damage to U S, exporters and consumers Since 2001, China has
2e2n the fastest-growing export marke: for the Umted States. Qur exports 10 China surged 19
percert in 2001, 15 percent last vear, and mcre than 206 percent Som Januvary t¢ August of this
year.



The unilateral :mposition ¢f a new waport dety would also send a chnlling sigral
*hrougLout the world trading system  The United States has long been the lezding voice for
advancing the panciples of fee trade. President Bush has continued and advanced tu:s
impontant naditicn A retaliatory duty such as that inclucad 7 S, 1586 would sigral to the werld
tn2 the United States may be abdicating its role as the leader cf the wor.d free trade movement.

Altbough we appose the legisiation, we are working actively 0 ensure that Coina
conitnues to oper its market and adheres to its intzmaticnal obhganons This acuve, high-profile
diplomatic offensive 1s much the superior solution and the one prescribed by Congress n its
1988 tade bull instructions to the Treasury Sccretary, We have all recently traveled to 2eijig o
meet witz China’s new leadership and made clear our trace and exchange rztc concerns. Qur
princ.pal interest1s making surc Chinese leaders understand thet a level piaying feld s a
furdamental requirement for free and fair rade. Our message: was clear China needs ©o
climinate unfair trade practices that give Chinese companies a0 unfair advantage (n our market

We have also beer working 10 move China tc 2 market-determined floatng exchange rate
as scon as pos;.o’k Our message has been clear and consistent and has been received by Bejing
in a constructive manner. President Busa has talked directly with Chinese President Hu on the
importanze of this issue. Secretary Snow bas urged China's leadership to take the steps
recessary to float their exchange rate. He has initiated technical cooperation to help accomplish
tais goal. We have also worked through multilateral fora such as the G7 and APEC to build an
international consensus for large economies ~ like China — te have 2 market-determined floating
exchange rate. At APEC, China belped draft the section not.ng the need for flexible rates.

We are making progress in our efforts to move China 1o a system of free trade, fee

cap:tal flows and market-cetermined floating exchange rates. We 00k forwarg to working with
Ceagress o achieve these .mportant objectives
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