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M. Chairman, thank you for the opportunity to testify on
the issue of China s nenbership in the Wrld Trade

Organi zation (WWO). As a CEO of an Anerican conpany with
operations worldwi de, | can think of no nore inportant geo-

econom c policy challenge facing the United States today.

How t he Congress handles this issue wll affect U S.
interests for decades to cone. | am convinced that a
positive vote to extend Permanent Normal Trade Rel ations
(PNTR) status to China will help build a |l egacy that wll
serve U. S. econom c and security interests in Asia and the

wor | d.

China is at an extraordinary nmonent in her history. Over
the | ast 25 years, China has built stronger econom c and
di plomatic ties with her Asian neighbors and the West, and
is making an effort to beconme an increasingly integrated
menber of the global community. There can be little doubt

that China is rising to great power status.

The broad policy question before the Congress today is
whet her Chi na shoul d be encouraged to further integrate
itself into the community of nations, or whether it is

ostraci zed and isol ated, unable to address the aspirations



of its 1.3 billion citizens, and beconmes an unstable force
in wrld affairs. Regardless of what we do, China wll
continue to expand its relations with other nations. CQur
national interest is served by continuing to build our
relations with China. Oherwise, we just isolate

our sel ves.

The nore specific question Congress must answer is whether
to allow the United States to enjoy the dramatic market
openi ng benefits China has offered by naking Normal Trade
Rel ations status for China permanent. For twenty years,
Congress has renewed this status annually because it

benefits both China and the United States.

AlG s Hi story in China

Anerican International Goup, Inc. (AlG has a unique
history. W were founded by an Anmerican entrepreneur in
1919 in Shanghai, China. AIGis the only najor Anerican
corporation that traces its roots directly to China. AG
was also the first foreign insurer to return to China. W
were granted a license in 1992 to operate a wholly owned,
non-life and life insurance business in Shanghai. AIGs
Chi na operations today span a range of insurance, financial

services and i nvestnent activities, with offices in



Shanghai, Guangzhou, Foshan and Shenzhen. W enploy 1, 100
Chi nese citizens, and have an agency force of nearly

10, 000.

AlG s life insurance conpany in China, Anerican

| nt ernati onal Assurance Conpany, Ltd. (AIA), is the |argest
life insurer covering the Asian region. Wen it was
licensed in China, AlA continued its |longstanding tradition
of innovation by introducing the agency distribution system
to the Chinese life insurance industry. The systemis now
wi dely enpl oyed by | ocal insurance conpanies as a principal

di stri buti on channel .

In addition, AlA pioneered the introduction of professional
life insurance operations, including managenent information
systens, professional underwiting and worl d-class service
standards. For exanple, we were the first to introduce the
auto pay system for prem um paynents, the first to devel op
a bank draft systemfor insurance conpany paynents, and the
first to introduce professional exam nations to help
educate and train insurance conpany staff in China. In
fact, over 6,000 agents currently enployed by the donestic

i nsurance industry were trained by AlA



Al G s presence in China provides a good exanpl e of how
expanded foreign trade and investnent can be a win-wn

result for both countries.

In our case, the introduction of new nanagenent practices,
trai ning, technol ogy, and marketing techniques has resulted
in a cadre of highly notivated and skilled Chi nese

per sonnel whose |ives today bear no resenbl ance to what
existed only a few years ago. They have readily adopted
Western “best business practices,” enjoy better |iving
conditions, and a wider range of freedons to travel and to
spend their growi ng financial resources than have any of

their countrymen during China s 5,000 year history.

Wiile AIG s history is unique, the experiences of thousands
of other U. S. and forei gn-owned conpani es doi ng business in
Chi na today strongly suggest that simlar, positive results

are occurring.

Sinply stated, econonm c progress and expanded trade
opportunities in China are helping to create a new and
prosperous mddl e class while enhancing the quality of life

for hundreds of mllions of people.



The Benefits of China’'s Entry into the WO

| believe AIG s China story provides | essons for the future

ram fications of China s entry into the WO

First, if China joins the WO on the commercially
attractive terns so ably negotiated for U S. manufacturing,
agricultural and services industries by Anbassador

Bar shef sky, consi derabl e new enpl oynent opportunities wl|
be created for U S. workers. U 'S. conpetitiveness has
never been stronger and our businesses are positioned well

to generate nmeaningful results for the U S. econony.

Secondly, the comm tnments China has made to the United
States as part of its WO accessi on package are striking in
breadth and scope. |In our industry, for exanple, China has
agreed to:
Open the entire insurance market within three years to
all foreign conmpani es by expanding fromthe current,
[imted access;
Per manent |y grandfather existing operations and elimnate
all restrictions on internal branching;

Open up to foreign ownership both non-life and life

i nsurance (including health and pension plans), and



elimnate existing restrictions on the placenent of

rei nsurance.

The U.S. insurance industry has been poised for nany years

to expand into China. Limtations that have confronted us

geographically, and by product line, wll be al nbst
conpletely elimnated, practically overnight. |In fact, one
of the great challenges facing China' s regulators will be

to manage the rapid opening of its market, given the many
foreign conpanies that will be allowed to do business there
so suddenly. It is in our interest that China manage this

transition successfully.

Over time, the presence of U S. and other foreign insurers
will bring to China the nodern nmanagenent tools necessary
to devel op a conpetitive, world class insurance industry.
This will give China the ability to nore efficiently manage
ri sks throughout its econony and society. And, with it

will come the benefits of choice, |lower prices and product

i nnovations to neet the needs of Chi nese consuners.

Because of the long-termliabilities involved, life
insurance is an especially effective stinulus to |ong-term

investnents -— investnents that, by their very nature



(i.e., bonds, housing, and infrastructure), help in the

nati onal buil ding process.

It is entirely possible that China will becone the |argest

i nsurance market in the world in the not-too-distant

future. Such a market holds forth tangi bl e econom c
benefits to the United States. Over tine, successfu
American insurers in China will generate new enpl oynent
opportunities for support personnel in their U S. corporate
headquarters. |In addition, they will transfer dividend
income to their U S. sharehol ders, generate tax revenues
for the U S. Treasury, and will make investnents in bonds

and other U.S. financial instrunents.

Despite these benefits, | amaware of the various argunents
made to bl ock China’s WO nenbership or to condition its
entry. Sonme of these argunents will be made because China
and the U S. have different values and different political
systens. W do, and we probably always wll. But for

t hose who have not had the benefit of seeing firsthand the
remar kabl e changes that have occurred over the | ast 25
years in China, it may be difficult to appreciate how t hese
val ues are converging. Bringing China into the WO w ||

accel erate the process of helping to understand the reason



for those differences -— differences that can soneti nes

|l ead to nmutual distrust, hostility, or even conflict.

Mor eover, we should not allow our trade relations to becone
hostage to our differences. The U S. has differences in
val ues and culture with many countries. Wat is inportant
is that we always try to work out our differences in a

peacef ul way.

Under st andi ng Chi na’ s Past

Over many years, | have had occasion to observe firsthand
post -war econoni ¢ devel opnments in many countries around the
world. | first visited China in 1975, and have been back

j ust about every year since. Conpared with other

countries, the positive results of China s econom c growth
and devel oprment are nothing short of mraculous. Continued
progress can be expected for the foreseeable future,
particularly if China all ows even nore open conpetition and

trade.

We shoul d not forget that it was not many years ago that,
with respect to China, the U S. had no diplomtic

relati ons, no neaningful trade, no cultural exchanges, and



certainly no mlitary cooperation. Just suspicion and

i sol ation, and a col d peace.

China s interests in Asia were often in conflict with our
own. The consequences for Anerica were costly in
political, econom c and human terns. The Korean confli ct
cl ai med over 50,000 Anerican lives, and Chi na supported

i nsurgency novenents throughout the region, and provided
nmoral and | ogi stical support for North Vietnamto prol ong

that tragic war.

During the period | eading up to the Conmuni st revol ution,
and for nmuch of her nodern history, China was subjugated,
hum |i ated and exploited by foreign powers. The Opi um
Wars, the partitioning of Shanghai, and Japan’s mlitary
occupation are exanples. Understanding China's history
hel ps explain China s preoccupation today with stability,
foll ow ng hundreds of years of internal turnoil, fam ne and
bl oodshed. Understanding China's history al so hel ps us
appreciate and interpret China s current needs and
interests. G ven where China has been, feeding and

cl ot hing such a nmassi ve popul ation represents trenendous

progr ess.
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In this context, China’s WIO commtnents are all the nore
significant. Beyond insurance, China has agreed to open up
its agricultural markets, its distribution systens,
significantly lower its tariffs, and has offered increased
mar ket access and foreign ownership for financial services,

t el econmuni cati ons and autonobil e conpanies, to nane a few

Once inplenented, China’ s overall WO concessions will far
surpass the | evel of market openness found today in many

ot her devel oped and devel opi ng WIO nenber countries.

| mportantly, the package al so represents a higher and w der
| evel of market |iberalization toward which both existing

and prospective WO nenbers shoul d now aspire.

These concessions are entirely one-way in nature (with no
reci procal concessions by the U S.). They are the result
of decisions the Chinese | eadership has nmade to use WO
menbership to push ahead with donmestic economc reforns and

open the econony to worl dw de conpetition.

The Chinese | eadership is taking a calculated risk that the
US will help, and not exploit, their efforts to pronote
conpetition with vested interests in their own country.

Denying China entry into the WIO woul d not only engender
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bitterness and resentnent, it would al so undercut the
ganble China's | eaders have nade to nodernize their

econony.

U. S. and China: Shared Interests

The basis for any long-term, stable relationship between the
U.S. and China, as with any two countries, must be mutual
respect and understanding, coupled with a reasonable evaluation
of what is realistic and achievable. This relationship should
promote U.S. national interests in Asia. | would suggest that

among the most important U.S. foreign policy objectives are:

Promoting stability in Asia, including such unstable areas as

the Korean Peninsula and the Taiwan Strait;

Limiting the proliferation of weapons of mass destruction;
Encouraging the continued expansion of open electoral systems
where the views of individual citizens can be expressed, and;

Expanding trade, investment and access to markets based on

transparent legal structures and the rule of law.

To pursue these interests, we need a cooperative China, one that
accepts international obligations by integrating into the rules-
based economic and security arrangements that govern global

conduct.

It is clear that there are a broad number of areas where the
U.S. and China have common interests. We both want a reliable

partner. We have a common interest in a growing and stable
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Asia. We both want to avoid tensions in Asia’s potential
trouble spots. Our recent cooperation on Korea, for example,
has been more positive than many people appreciate. Our
economies complement each other, and trade has expanded some 400
percent over the last ten years, with a significant number of

high-wage U.S. jobs dependent on our exports to China.

Wiy PNTR Shoul d Be Per manent

Some have argued that the annual ritual of granting normal trade
relations (NTR) to China has provided useful leverage in
affecting Chinese behavior. There is little evidence to support
this claim. To its credit, each year since 1980, the Congress
has extended NTR to China. After vigorous debate, successive
Congresses have concluded that withdrawing NTR would be
disruptive to the relationship and to our own interests in
seeing China play a more constructive role in the world.
Moreover, each year Congress has recognized that denial of NTR
would be devastating to Taiwan, as well as to Hong Kong, and
that the U.S. would simply be rewarding our competitors in

China.

Under WTO procedures, all WTO members are required to extend
unconditional NTR when China joins the WTO. With over 130 other
WTO members, the U.S. has supported the principle of non-
discrimination, which rests at the heart of the multilateral
trading system. Any benefits granted to a WTO member must be
granted unconditionally (i.e., permanently) to all other

members.
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Were China to join the WTO without receiving permanent NTR from
the United States, China would have the right, under WTO rules,
to deny to U.S. workers, businesses and agriculture the
extraordinary benefits the U.S. obtained as part of China’s WTO
package. Instead, we would relinquish to French, German,
Japanese and other competitors the concessions that are properly
due the U.S. We are not doing our firms and workers any favor

by denying them what is clearly in their best self interest.

This iIs not to suggest that the U.S. should refrain from
discussing differences we have with China over human liberties,
their form of government, freedom of speech, assembly and the
press. But, we should do so in other, more appropriate, fora.
Denying China PNTR based on our dissatisfaction with progress in
these areas will not make China share our values or adopt our
systems. In fact, as has been demonstrated iIn many countries,

the expansion of trade will lesson our differences over time.

Some have argued that China should not be allowed to enter the
WTO now, because it cannot be trusted to live up to its trade
agreements. The commitments China has made to enter the WTO,
however, will be subjected, for the first time, to the WTO’s
dispute settlement mechanism. Trade disputes will no longer be
governed by bilateral frameworks alone. Disputes will be
resolved according to standards China has accepted and, more
importantly, for the first time, the overall world trading

community will have the right and power to enforce them.
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Therefore, the obligations China has made will be exposed to
much greater transparency and a multilateral, rules-based regime
as compared with those negotiated with individual countries in

the past.

Goncl usi on

In conclusion, | would respectfully urge the Congress to support
China’s entry into the WTO and to grant Permanent NTR to China
as soon as possible. Your decision should be based on the
primary objective of promoting a sound U.S. foreign policy. |If
you agree that it is In our geo-economic interest to engage
China on a broad strategic basis, we should not let our
differences on individual issues, as important as they may be,

distort the opportunity to accomplish our broad objectives.

The immediate post World War 11 experience of the United States
is instructive in this respect. The U.S. wisely chose to expand
trade ties with our former adversaries. The results were more
prosperous and free allies. China’s entry into the WTO can lead

to the same result.

Moreover, the past 25 years demonstrates that there is much good
to come from a positive relationship with China. We have
everything to lose, alternatively, by pushing China into a

hostile role.

It is highly unlikely that the U.S. could have a realistic

policy for Asia iIf i1t excludes China. |If our relations with



15

China were unsettled, it would be very difficult for other Asian
countries to openly side with the U.S. One only has to look at
a map to understand why. The U.S. would be the loser. |
sincerely hope that we never allow our relationship with China

to reach a point where that choice has to be made.

By joining the WTO, China deepens its stake in the community of
nations and the U.S. promotes its national interests of peace

and stability. When future generations look back on this period
in our history, 1 am confident Congress will be judged as having

made the right decision for the American people.



