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Tennessee and China: The Challenges and
Opportunities of a Growing Trade Relationship

GEORGIA VARLAN
Advisor: Yang Zhong

College Scholars Program, University of Tennessee, Knoxville

In 2007, the state of Tennessee opened a trade office in Beijing to facilitate in-
creased trade and investment between Tennessee and China, which has already
grown by over 1,000 percent in the past five years. This paper begins by tracing
a brief history of U.S.-China trade and economic relations, focusing on the pe-
riod from the 1978 economic reforms to the present, as well as looking at some
of the issues affecting U.S.-based entities exporting to China. Tennessee’s trade
relationship with China is analyzed within this context, focusing on Tennessee
exports to China and using both state trade data and case studies of Tennessee
companies doing business in China. This data is then compared to trade data
from the twelve states that have a higher dollar amount of exports to China per
year than Tennessee. The paper concludes by looking at what overarching con-
clusions can be drawn about states successfully exporting to and investing in
China and makes recommendations on how Tennessee’s state government and
The Tennessee-China Development Center (Tennessee’s trade office in Beijing)
can grow Tennessee’s overall trade volume with China and assist individual
Tennessee businesses in trading with and investing in the Chinese market.

Introduction

Since the Deng Xiaoping-led economic reforms of the late 1970s, China’s economy has
modernized and grown exponentially. In the past decade, China’s economic growth has
reached rates as high as 9 percent per year.! Though the current global financial crisis has
slowed this growth, there is no doubt that China has positioned itself as one of the world’s
strongest economic powers and both an economic partner and rival of the United States.
The United States’ economic relationship with China is multifaceted. Issues rang-
ing from Chinese ownership of U.S. debt to economic solutions to global climate change
appear on the agendas of policymakers from both countries.? This paper will focus on
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the issue of trade, specifically exports from U.S. states to China. In 2007, the state of
Tennessee, following twenty-seven other states, opened a trade office in Beijing to fa-
cilitate increased trade and investment between Tennessee and China, which has already
increased by over 1,000 percent in the past five years.> Currently this trade office, the
Tennessee China Development Center, is focusing much of its efforts on attracting Chinese
businesses that are already investing in the United States to consider investing in Tennessee
and generally promoting the state of Tennessee in China as a favorable place for produc-
tion and business for Chinese companies. There are also many Tennessee-based companies
that have been doing business in China for a number of years. These companies, including
large, international businesses like Federal Express, Jack Daniels Whiskey, and Gibson
Guitars, as well as other small- to medium-sized companies, use China as both a market
for their goods as well as a production site .*

This paper begins by tracing a history of Chinese economic reforms and U.S .-China
trade and economic relations, focusing on the period from the 1978 economic reforms
(when foreign trade first became a major part of the Chinese economy) to the present. With
this context established, I will analyze Tennessee’s trade relationship with China (focusing
on exports to China), looking at both state trade data and several Tennessee companies do-
ing business in China. I will then do a comparative analysis of trade data from the twelve
states that currently have a higher dollar amount of exports to China than Tennessee does,
as well as look at efforts that have been made by these states to promote increased trade
between that state and China and some challenges they have faced in doing so. Finally, I
will see if overarching conclusions can be drawn about how states successfully trade with
and invest in China and will make recommendations on how the Tennessee state govern-
ment and Tennessee China Development Center can help Tennessee grow its exports to
China and assist individual businesses in trading with and investing in the Chinese market.

Purpose and Method

Through my undergraduate studies of China and U.S.-China economic relations, I have
found that many misperceptions and exaggerations exist about doing business in China
and more specifically concerning the U.S.-China trade relationship. Much of the public
knowledge about this trade relationship, as well as political and media attention, focuses
on Chinese exports to the United States. Almost every year, at least one member of the
United States Congress introduces legislation addressing this trade imbalance with various
solutions, the most common in recent years being the idea of putting a large tariff (usually
around 30 percent) on Chinese goods entering the United States in the name of fighting
currency manipulation.’ The issue of China’s control of its currency is outside the scope of
this paper, but this example just goes to show the extreme measures that are often debated
as a part of the mainstream discussion of our trade policy with China.

This paper aims to explore a less-talked about side of the U.S.-China trade relation-
ship — exports from the United States to China and their impact on economic growth in the
U.S. The U.S. Department of Commerce defines “exports” as the measure of

...the total physical movement of merchandise out of the United States to foreign
countries, whether such merchandise is exported from within the U.S. Customs
Territory or from a U.S. Customs bonded warehouse or U.S. Foreign Trade Zone...
compiled from copies of Shipper’s Export Declarations, which are required to be
filed with Customs officials at the point of exports. “Total exports” is the sum of
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domestic exports (commodities grown, produced or manufactured in the U.S., in-
cluding those imported from foreign countries that have been significantly changed
or enhanced in value in the U.S.) and foreign exports (commodities of foreign
origin that have entered the U.S. but are “re-exported” in substantially the same
condition they were imported).®

Though exports from both China and the United States have slowed because of the
current global economic downturn and will probably decrease overall at least through the
end of 2009, the export market to China is still one of large potential growth for U.S. pro-
ducers. For producers that are already exporting to other parts of the world, expanding into
China seems like a natural progression of expanding their overall export operations. There
are even opportunities for growth for those producers already exporting to China; because
many current exporters only have accessed China’s larger markets (namely Beijing and
Shanghai) thus far, developing export operations in some of China’s secondary markets (as
will be discussed later in this paper) presents a significant growth opportunity.’

The Tennessee-focus of this paper stems from several areas of interest for me: the
operations of the Tennessee China Development Center, the benefits of trade with China
to Tennessee exporters, and the public perception of trade with China by Tennesseans.
Tennessee Governor Phil Bredesen’s announcement of the opening of the Tennessee China
Development Center was not a novel event; the state of Tennessee already had trade of-
fices in Toronto, Canada; Dusseldorf, Germany; and Yokohama, Japan (all managed by
the Tennessee Department of Economic Development) and is the twenty-eighth state to
open a trade office in China.® At the time of the trade office’s opening, China was al-
ready Tennessee’s third largest export market, with exports growing from $184 million to
over $1.3 billion between 2001 (the year China joined the World Trade Organization) and
2007. The governor heralded the opening of this trade office by leading a 78-person trade
mission to China in the fall of 2007. In addition to the opening of the Tennessee China
Development Center in Beijing’s Chaoyang District, the delegation also held meetings
with Chinese officials in Beijing, Shanghai, and Hong Kong. Commenting on the trip,
Governor Bredesen said that

as “CEO of the state,” it is his duty to help Tennessee business acclimate to the
business conditions in China, which he characterized as a “much less known
quantity” than other markets in Europe and North America. “I wouldn’t be doing
my job if I weren’t trying to use state government to facilitate these contacts and
promote trade and investment.”

Yet not all Tennessee leaders have been so eager to embrace the benefits of a grow-
ing trade relationship with China. Congressman Zach Wamp, who recently announced his
candidacy for governor, was a particularly outspoken critic of the trip, writing in an article
released by his congressional office:

In the interparliamentary meetings in Washington between the U.S. Congress and
the National People’s Congress, I sat across the table with our Chinese coun-
terparts and asked many tough questions. I was not blinded by the bright lights
of Shanghai or Hong Kong and I came away with one troubling understanding:
China’s leaders believe their own propaganda and cannot differentiate between
what is true and what is false.

Pursuit: The Journal of Undergraduate Research at the University of Tennessee



44 VARLAN [Vol. 1:1

We are absolutely correct to promote trade and create economic opportunity in a
global marketplace, but make no mistake about it — China is not the land of Oz
and their “Wizard” is not the philanthropic, good-hearted person in the Wizard

of Oz. China continues to build up its military complex with unacceptable trade
imbalances, exporting contaminated fish and defective toys, treating its citizens
like third world people while marketing itself as a showplace of the industrialized
world. Respectfully, Governor Bredesen, proceed with caution.

Congressman Wamp cites various issues, from China’s involvement with the re-
gimes of North Korea and Sudan to currency manipulation, religious persecutions, and
other human rights issues in his “cautionary” message to the governor, entitled “Free Trade
with Free People.”! While many of these issues are legitimate ones, the protectionist tone
struck by Congressman Wamp is worrisome insofar as the potential losses that could be
suffered by Tennessee businesses if Tennessee were to lose the advantage of good relations
with China compared to other states also eager to grow their own economies via growth in
China trade relations. It is difficult to know whether statements like these tie to the state-
ment-maker’s actual policies or are purely politically motivated; I believe, however, that
this statement is indicative of a worrying trend to cast China as an easy villain responsible
for domestic economic woes — the producer of cheap, unsafe goods and the location for
outsourced jobs. In my opinion, this trend is more worrisome for the long-term economic
future of the United States than of China.

Though this paper’s focus on Tennessee partially stems from my status as a Tennessee
resident and University of Tennessee student, Tennessee is actually a good case study to
look at trade between states and China for several reasons. First, Tennessee is the fastest
growing state exporter to China, and currently ranks thirteenth out of all US states in terms
of exports to China."" As will be discussed in greater detail later in this paper, Tennessee’s
exports to China are not dominated by a single industry or one or two large companies, but
rather spread out amongst various industries and types (and sizes) of businesses. Tennessee
also does not have a large population of Chinese Americans or other Asian Americans in
comparison to the states that export to China at a higher volume than Tennessee (which
will also be discussed later).!? These factors make Tennessee a good case study because
Tennessee does not have any large advantage compared to other states in terms of business
and industry or population resources that would give it a leg up in trading with China. The
areas of potential growth in Tennessee’s export relationship could likely also be areas for
growth in many other states. Furthermore, the fact that Tennessee just recently opened its
trade office in China means that it has close to a “blank slate” in terms of creating a more
comprehensive China trade policy for the state. Many of the measures recommended for
the Tennessee China Development Center in this paper could also be used by other states.

Through this paper, I will highlight opportunities for American (and particularly
Tennessee) companies that come with exporting to the Chinese market. The fact that this
paper does not address many of the issues broached by Congressman Wamp (such as hu-
man rights) is not meant to negate their importance or the important role that the United
States should play in the dialogue with China over these types of issues; rather, this pa-
per is written on the supposition that economic engagement provides the opportunity for
many net positives, such as job creation. Though this paper will focus on the effects of the
trade relationship on Tennesseans and Tennessee businesses, the increased access to quality
goods in China brought about by U.S.-China trade relations is also a net benefit for Chinese
consumers.
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When I visited the Tennessee China Development Center in the fall of 2008, 1 learned
that much of the Center’s time was focused on finding Chinese companies that could be
potential investors in Tennessee (such as those that could potentially set up manufacturing
operations in Tennessee). In the year that the Center has been operating, this work by their
small but dedicated staff has been laudable and will do much towards the goal of benefit-
ting the economy of Tennessee through the strengthening of the Tennessee-China trade
relationship.'® In this paper, however, I will focus on an area that has thus far been looked
at less closely — Tennessee exports to China and opportunities for growth in that area.

After looking at the reforms that have occurred in the Chinese economy since 1979,
I will focus on China’s ascension to membership in the World Trade Organization in 2001
and some of the current issues affecting the U.S.-China trade relationship. After this his-
tory, I will look at opportunities for growth in the Tennessee-China trade relationship. I will
then comparatively analyze trade data showing American states’ exports to China, focusing
on the period from 2001 to the present (China’s ascension to the WTO in 2001 meant that
many trade barriers were removed and other WTO members, like the United States, gained
more market access to China, making it a good statistical starting point).!* Most of this
trade data comes from the U.S. Department of Commerce’s TradeStats Express database
and is available up through the year 2008.

In 2008, Tennessee exported the thirteenth largest dollar amount of goods to China
amongst U.S. states and fourth among states in the South Atlantic region." I will analyze
data from some of these twelve states ahead of Tennessee. Though many of these states
(such as New York and California) have vastly different populations, export products, and
trade advantages and disadvantages than Tennessee, I will focus my conclusions on look-
ing for similarities between these states with “successful” China export operations and see
if there are any practices used in these states that could be applied to Tennessee exporters or
used by the Tennessee China Development Center to assist Tennessee exporters. Looking
at areas for growth for Tennessee exporters and potential exporters to China, I will focus on
presenting practical solutions for the state of Tennessee to assist these businesses (via the
Tennessee China Development Center) to successfully navigate the challenges of export-
ing to China.

In my conclusion, I detail potential areas for growth for Tennessee exporters to
China. Through my research, I found that the there is great potential for growth in the num-
ber of small- and medium-sized enterprises (SMEs)'® exporting to China. Many Tennessee
SME:s are already exporting to countries besides China, and with assistance in marketing
their products to Chinese companies and consumers could expand their export business to
China. Furthermore, most Tennessee SMEs already exporting to China’s major markets
could take advantage of many programs offered by the United States government to ex-
pand their business into many of China’s secondary markets.'” In terms of specific sectors
with the potential for export growth, my paper will detail my findings on the great potential
for expansion in the exporting of healthcare-related products. Tennessee, and Nashville in
particular, is home to a number of healthcare and medical manufacturing firms, and the re-
cent efforts of several Tennessee businesses will help expand this already growing category
of export products.'®

In terms of recommendations for the state of Tennessee and the Tennessee-China
Development Center, my findings also detail several specific efforts that could be under-
taken in order to help Tennessee businesses increase exports to China. I will detail the need
for the creation of a database of Tennessee businesses currently exporting to China, as well
as the compiling of materials that outline some of the legal issues faced by exporters to
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China and the U.S. government programs available to assist Tennessee SMEs wishing to
expand their export business to the Chinese market. My conclusion will also discuss the
need for the further development of the Tennessee Chinese Chamber of Commerce and the
important role that this private-sector, China-focused business council can play in helping
to increase Tennessee’s overall export volume to China.

The conclusion also discusses the effects of increased trade and interaction between
states and China on overall U.S.-China relations. I believe that increased links between
states and China, both through increased exports to China and increased Chinese invest-
ment in the U.S., can have a moderating effect on U.S.-China relations. More compa-
nies trading with and investing in China leads to more people with a vested interest in
stable U.S.-China relations conducive to the continuation of steady business relations.
Furthermore, if part of a state’s economic growth and well being is tied to its businesses
being able to conduct trade, elected officials will have a greater incentive to think twice
before proposing measures that would dramatically affect the U.S. and China’s economic
relationship. Increased trade between states and China would not erase all debates over
issues affecting the U.S.-China relationship, but would most likely give various parties
(national and state officials, businesses, and citizens) an incentive to reign in the extreme
ends of the debate and focus on more moderate measures.

History

The U.S .-China trade relationship spans back hundreds of years to 1784, when an American
merchant, Robert Morris, sent a cargo ship, the Empress of China, from New York to
Shamian Island near Guangzhou. Throughout the nineteenth and early years of the twen-
tieth centuries, trade between the nations continued in small volumes. The 1911 fall of the
Qing Dynasty did little to affect trade, which was concentrated mostly in the southern ports
region far from the political capital of Beijing.!” Under the Nationalist government, first led
by Sun Yat-Sen and later by Chiang Kai-Shek, there was a growth in the number of private
companies operating within China. In 1950, a year after the establishment of the People’s
Republic of China (PRC), the country had approximately 4600 private companies remain-
ing from the Nationalist-era; these companies accounted for one-third of overall foreign
trade during that year. By 1955, however, with the Communists exercising full power over
the economy and implementing socialist restructuring, 99 percent of foreign trade was
controlled by a small number of state-owned companies.?

During the civil war between the Nationalists and the Communists, trade between
China and the U.S. continued to decline. In 1949, the United States put up a blockade around
the coast of mainland China. After this occurrence and Mao Zedong’s official rise to power
as the head of the newly-established PRC, China and the United States’ trade relationship
was completely severed and would not be reestablished for 22 years. In the 1950s China
relied heavily on the USSR for economic support, and almost exclusively conducted trade
with the USSR and other socialist nations, importing machinery and equipment and export-
ing mostly raw agricultural and mineral materials. The 1960s, however, saw the severing of
the China-Soviet Union relationship, which also led to the end of trade ties with the USSR
and Eastern European Soviet-influenced and -controlled states. This time period, concur-
rent with Mao’s “Great Leap Forward,” saw the lowest historically recorded amount of
engagement and trade by China with the outside world, with trade being almost completely
nonexistent except for imports of basic foodstuffs like grain (because China’s agricultural
production was so low a result of drought and the policies of the “Great Leap Forward”).2!
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In the early 1960s, led by then-Prime Minster Zhou Enlai, China’s trade policy be-
came more pragmatic and China began to reach out to trade partners that it might have pre-
viously rejected on ideological basis. In 1965, Japan became China’s top trade partner after
just five years of trade relations; Japan also expanded its trade with Hong Kong, which was
a British colony at the time. China also increased its imports (mainly industrial equipment)
from various European nations. Richard Nixon’s 1972 visit to China and subsequent efforts
to reopen relations between the United States and China was the beginning of the renewal
of the two countries’ economic relationship. In 1971, U.S.-China trade totaled $5 million;
by 1973 it was over $800 million.?> Though Mao’s increasing openness to internationalism
and international trade opened the door for China to grow its trade relationship with the
outside world, it was not until 1978 that China began to have sustainable growth in the area
of international trade.?

The 1978 Third Plenum of the Eleventh National Party Congress Central Committee
was a turning point in Chinese economic policy; led by Deng Xiaoping, the Chinese
Communist Party (CCP) began to make many key economic reforms that would allow
China to pursue increased trade relations with the United States and other countries. In
addition to easing regulations on foreign trade and investment, many reforms were aimed
at building stronger domestic production and banking systems in China that could sustain
both foreign investment as well as large-scale domestic production that would become the
backbone of China’s booming export economy. China’s economic reforms during this time
also helped to make it a more stable place for foreign entities to conduct business and set
China on the path towards future reforms that would be made once China became a mem-
ber of the World Trade Organization in 2001.%*

Pre-1979, the World Bank cited “poor productivity, low technological levels, and
stagnant living standards” as indicators of failure of the Chinese government to create a
sustainable economic system. These problems could be attributed to several causes, chief
among them a lack of openness and too great of a reliance of central planning.” Initially,
CCP leaders aimed for the Third Plenum’s main goals to be a push for political mobiliza-
tion and transformation, a focus on equity of income distribution, and a commitment to
increased military strength. Deng was able to shift focus away from these goals and more
towards a general commitment to long-term economic growth through several key state-
ments and actions.

By discouraging large-scale income redistribution, Chinese government policy dur-
ing the 1980s instead focused on overall income growth as a tool for economic construc-
tion. Additionally, the shift away from large-scale military spending, made possible by
Deng’s high-standing with the military and his assertions that long periods of peace and
stability were possible, also allowed the government to shift substantial amounts of money
away from both direct military and military-industrial spending towards civilian economic
development projects.?

The late 1970s also saw many important reforms made to the Chinese banking sec-
tor. These banking reforms were particularly relevant to foreign trade and investment be-
cause they created specific institutions to deal with investment from foreign nations and
business entities. Before 1979, China had only one state-run bank, the People’s Bank of
China, which served as not only a central bank but also a commercial lender and foreign
exchange manager. Initial reforms began by creating new banks to separate these functions:
the Industrial and Commercial Bank of China to deal with commercial issues (like lending
for agricultural and construction projects) and CITIC and other small institutions to deal
with foreign investment money coming in to the country. This decentralization changed
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the Chinese banking system by allowing surpluses to be more easily and widely distributed
to various commercial projects rather than just flow back into one central bank. Between
1984 and 1992, more than 3,000 “non-bank financial intermediaries” were created, and
important financial tools such as inflation indexed deposit accounts began to come into
more widespread use. Developments like these in the financial system also contributed to
an increase in household savings rates, which rose to 23 percent of disposable income from
1981-1987 and rose from 1.1 percent to 17 percent of contributions to total national sav-
ings in the decade between 1978 and 1988.* In addition to creating a standardized banking
system that was equipped to deal with foreign investment, these banking reforms also put
China closer in line with banking systems in other large economies and laid a strong basis
for further reforms of China’s trade and investment policies in hopes of gaining member-
ship in the General Agreement on Tariffs and Trade (GATT, the precursor to the WTO).

During the Deng Xiaoping-era of economic reforms, China opened up to the outside
world more than ever before. Deng’s interest in science and technology is one reason that
China pursued a more open international policy during this time; it was obvious to him that
during the past several decades China had fallen behind the West both in terms of domestic
scientific production, innovation, and the use of common household and business technolo-
gies. Deng eagerly toured and admired factories in the United States and Japan and sought
to bring this same level of technological production to China. One way this was achieved
was through the creation of Special Economic Zones. In 1979, steps were taking to being
the creation of the first Special Economic Zones in Shenzhen. Four Special Economic
Zones were developed during the following decade and, though sometimes criticized, these
Zones were often held up as exemplifiers of the advantages of economic openness.?

In the 1980s and 1990s, China also began to remove many of its self-implemented
barriers to foreign trade. China allowed more of its domestic companies (though many
were still at least partially state-owned) to conduct trade, which was a break from the
previous policy that limited foreign trade to approximately ten to sixteen government-
designated “specialized foreign trade corporations.” The government also moved away
from state-planning as a control on foreign trade towards a system based on tariffs, licens-
ing, and quotas. Though these types of measures are often seen as restrictions to foreign
trade, in China the move to this system (and away from state planning) was seen as move
towards trade liberalization and closer to the legal and regulatory system governing trade
that is used by most other nations. Over time, these types of barriers were also lowered
from their initial high levels. Though tariffs on most foreign goods were around 56 percent
in 1982, by the time of China’s ascension to WTO membership in 2001, the average tariff
rate was around 15 percent (and continued to be lowered after that as a result of China’s
commitments as a WTO member, to be discussed later). Licensing and quotas governing
imports were also reduced during the late 1980s and the 1990s. For example, 46 percent of
imports were subject to licensing requirements in the late 1980s; by the late 1990s, though,
this number was down to 8.45 percent.”

The economic reforms of the mid- to late-1990s were also characterized by a focus
on reforming the financial system. The Asian Financial Crisis, as well as China’s impend-
ing entry into the WTO, pushed Chinese leaders to act on reforms to the financial system,
in particular dealing with the issue of bad debts owned by many banks. This set of banking
reforms also stemmed from the same motivation as the banking reforms of the 1980s; to
put China’s banking system in line with the systems of other member countries of the WTO
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and to strengthen China’s domestic financial institutions in order to make them more stable
to attract more foreign traders and investors. As a result of these reforms, many state banks
had acquired a large number of non-performing loans because the banks had existed almost
exclusively in order to lend capital to state-owned enterprises. The reforms were pursued
with three main goals in mind — “to free the state banks from local politics, to allow the
Central Bank to play more of a regulatory role, and to get the non-performing loans off the
books of the banking system.”* This led to a decision in 1994 to further divide the Chinese
banking system into three types of banks - commercial banks, policy banks and coopera-
tive banks. The role of private banks, though still relatively small, was also increased. The
Bank of China, Industrial and Commercial Bank, Agricultural Bank of China, and China
Construction Bank, which together made up 70 percent of China’s domestic banking busi-
ness, continued to be state-run, but were given greater freedom to make commercial loans.
The People’s Bank of China was also specifically reorganized so that its branches were
divided along regional instead of provincial lines. This was done in order to try and reduce
interference by provincial party officials and politicians in the lending activities of the
banks.*

Looking at U.S. trade policy towards China, after Nixon’s visit in 1972 the U.S.
worked cautiously but earnestly to establish favorable trade relations with China. Between
1971 and 1979, when diplomatic relations were officially reestablished, bilateral trade be-
tween the U.S. and China cumulatively equaled $2 .4 billion. In that same year, the U.S. and
China signed the U.S.-China Trade Relations Agreement, which gave each nation most-
favored nation trading status with the other for three years. Trade between the two nations
continued to grow throughout the 1980s, with government agreements, such as one to
eliminate dual-taxation, being signed by American and Chinese leaders.*

From 1986-2001, the primary aim of U.S. trade policy towards China was working
to put trade agreements in place that would help to bring China in compliance with the
rules and practices of the global trading system. This was done with the goal of GATT
(and later WTO) membership for China. During this time period, bilateral trade (which is
calculated by adding goods exports to imports) between the two nations increased from
$8 billion annually to $21 billion. China’s admittance to the World Trade Organization in
2001 brought further increases in trade and but also some contention between China and
the United States. As members of the WTO, China was able to enjoy lower barriers for
their exports to other countries (previously many countries had placed higher trade barriers
on China than those that applied to fellow WTO members). The absence of these tariffs
allowed Chinese exporters to exploit multiple advantages (such as comparatively lower
wages) and rapidly expand their foreign exports.*

Additionally and perhaps most significantly, WTO membership requirements forced
China to make many efforts towards domestic liberalization of its laws on foreign invest-
ment and ownership, tariffs and quotas, and other economic regulations that might be bar-
riers to trade. Membership also required China to protect intellectual property rights and
comply with WTO regulations concerning state-owned enterprises. WTO membership has
allowed China to be seen as a more stable place to invest and in turn attract more global
capital and investment. After 2001, a growing number of foreign governments worked
to establish free trade agreements with China and many companies from various nations
moved to open manufacturing bases in China.**
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Current State of United States-China Trade Relationship

Currently, exports account for 40 percent of China’s gross domestic product (GDP), with
22 percent of China’s export growth from 1986-2006 coming from exports to the United
States. From 2002-2006, the United States and China accounted for close to half of the
world’s total economic growth. In its first four years of WTO membership, China became
the United States’ third largest trading partner, with bilateral trade growing from $121 bil-
lion to $285 billion.*

China’s growing middle class and growing number of new businesses make it a
strong market for U.S. exporters. In addition to manufacturing and agriculture, service
providers, technological industries, and financial services could also realize a large amount
of potential business growth by expanding into the Chinese market. In 2006, China became
the United States’ third largest export market (from ninth in 2001); during this same time
period, U.S. exports to China have grown five times as fast as U.S. exports to all other
countries. In 2005 alone, American exports to China increased by 20 percent.*

Within the constructs of the WTO, the U.S. has lobbied for several important reform
measures that have made it easier for U.S. business entities to export to and operate in
China. For example, efforts have been successful at forcing the Chinese (via the WTO)
to eliminate import monopolies and allowing foreign enterprises to establish distribution
networks in China. More specific efforts have been made by the U.S. government, either
through direct diplomacy or through WTO challenges (or the threat of WTO challenges)
that have been beneficial to the export business of several U.S. sectors. In terms of agricul-
ture, the U.S. successfully pressured China to remove limitations on access to its soybean
and cotton markets; this resulted in one-third of the total U.S. exports of each of these prod-
ucts ($2.3 billion worth of soybeans and $1.4 billion worth of cotton) being sent to China
in 2005. In that same year, China became the United States’ second largest market for
aircrafts, and aircraft sales by U.S. companies to China totaled $4.4 billion. In the service
sector, China became the United States’ tenth largest market and a sector in which the U.S.
notably has a trade surplus ($1.6 billion in 2004). Service export growth to China almost
doubled compared to the growth in service exports to the rest of the world (20 percent com-
pared to 11 percent) in that same year.”” This was a result of the increased opening of the
auto financing, legal services, banking, express delivery, and insurance markets in China.

Yet even though this growth on both ends signifies the strength of the relationship,
the U.S.-China trade partnership has not been without its challenges. From the United
States’ perspective, the relationship remains imbalanced; the relative cheap costs of manu-
facturing in China (stemming from a less valuable currency, lower wage standards, and
generally cheaper production costs) makes it almost assured that the export balance will
always tip in China’s favor. This dependence on exports, as well as China’s focus on de-
veloping its own domestic industries, have come at the expense of commitments to further
open Chinese markets and increase the protection of intellectual property.

Though there are many macroeconomic factors that help add to this trade imbal-
ance — including overall economic growth rates of each nation, national savings rates, and
domestic investment and consumption numbers, the United States government still alleges
that the Chinese government engages in certain trading practices that could be deemed
“unfair.” Specifically, the United States’ government lists grievances with the Chinese gov-
ernment in the following areas related to trade policy:

Continued Chinese barriers to some U.S. exports; failure to protect intellectual
property rights; failure to protect labor rights and enforce labor laws and standards;
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unreported and extensive government subsidies and preferences for its own indus-
tries; environmental concerns; spotty compliance with some international trade
rules; and a large and growing imbalance in our bilateral trade flows, resulting in a
trade deficit of almost $202 billion in 2005.

The government goes on to warn, in a 2006 review of the U.S.-China trade rela-
tionship by the U.S. Trade Representative (USTR), that without “tangible evidence that
China is acting responsibly” concerning the abovementioned issues, “popular support for a
twenty-five-year-old trade policy of constructive economic engagement with China could
be in danger, with potentially damaging consequences for both countries.”*

In addition to these challenges involving international trade regulations, the some-
times polarized nature of U.S.-China relations and U.S. national policy towards China
can also be a challenge for states and businesses hoping to increase trade with China.
Sensitive issues such as Tibet that have no large connection to trade can ratchet up ten-
sions and put pressure domestically on U.S. politicians and businesses to take a harder line
against China. As mentioned earlier, many in Congress are annually in favor of placing
tariffs or other trade barriers on cheap goods being exported from China to the United
States. Politicians on both the far right and the far left often paint China as a threat to U.S.
hegemony. The extreme language that accompanies the China debate in the United States
can make it hard for companies to do business in China and maintain the support of their
customers and shareholders.*

In terms of promoting U.S. exports in China, the United States’ government has sev-
eral significant programs on the ground to facilitate day-to-day operations and growth in
this area. Many U.S. cabinet-level departments (besides just the U.S. Department of State)
have foreign services operations at U.S. embassies and consulates around the globe. The
foreign services of the Departments of Agriculture and Commerce station more officials (a
combination of American officers and local Chinese employees) in China than any other
country. The Department of Commerce has two centers devoted exclusively to China. The
China Business Information Center (CBIC) helps U.S. companies handle the opportunities
and challenges of business in China, and the American Trading Centers promote U.S. ex-
ports in major markets throughout China. Additionally, the U.S. Department of State also
employees a large number of economic officers in the U.S. Embassy in Beijing and the
U.S. Consulates throughout China who assist U.S. businesses in promoting and growing
export operations in China.

The United States government sees this period in U.S. China relations as a “new
phase,” and trade officials have recommended that in order to keep a strong trade relation-
ship between the two nations, “U.S. trade resources and priorities should be readjusted
to meet new challenges.” Though the current global financial downturn has pushed other
economic issues to the forefront (such as China’s ownership of U.S. debt), the trade rela-
tionship is still important to ensure future economic growth in both nations and will most
likely be analyzed more closely by the public in each nations as both domestic economies
continue to slow at least over the next year.*’

Except for a drop between 2001 and 2002 (caused by a recession in the United
States during that time), overall U.S. global exports steadily rose between 2001 and 2008,
from $729 billion in 2001 to over $1.3 trillion in 2008.* During this same time, total U.S.
exports to China also rose consistently, from $19 billion in 2001 to $71 billion in 2008.%

Top U.S. products being exported to China include computer and electronic prod-
ucts, transportation equipment, chemical manufactures, machinery manufactures, and
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agricultural and crop products (see Figure 1). U.S. exports to China increased at a rate of
157 percent between 2000 and 2005; the next fastest-growing market for U.S. exports dur-
ing that time period was Belgium, which had a 33 percent increase in U.S. exports. Putting
this growth into perspective of the top five markets for U.S. exports (Canada, Mexico,
China, Japan, and the United Kingdom), U.S. exports to Mexico have only increased by
a small amount and U.S. exports to Japan and the United Kingdom have actually dropped
during the 2000s.*

The growth in number of individual business entities exporting to China in some
capacity has been robust. According to a 2003 U.S. Government Report on small- and
medium-sized enterprises exporting to China, in 1992, a total of 4,092 U.S. firms (small,
medium, and large enterprises) sent exports to China. By 2003 (the last year that spe-
cific national data is available for number of firms exporting to China), the number of
firms had more than quadrupled to 19,028 (rising 27 percent just between 2001 and 2003).
Interestingly, 89 percent (16,874) of these exporters in 2003 were small- and medium-
sized enterprises (SMEs). This goes against the notion that a company must be a large
multi-national in order to navigate the sometimes complicated business waters of China.
Breaking this number down even further, almost half of U.S. businesses exporting to China
(49 percent) are “very small companies,” or companies with 20 employees or less.

China is the fastest growing market for SME exporters and was the fourth largest
market for SME exports in 2003, behind Canada, Mexico, and Japan (with SME exported
goods during that year totaling $9.3 billion). Both large-company exporters and SMEs ex-
perienced huge growth in exports to China over the 1990s and early 2000s, with the num-
ber of large companies exporting to China growing by 127 percent and the number of SME
exporters growing by 437 percent. In terms of their share of the actual number of exports
to China, SMEs made over one-third (34.7 percent) of all U.S. merchandise being exported
to China in 2003 (this is even greater than the 27.2 percent of worldwide U.S. merchandise
exports by SMEs during that same year).

SME:s from every state, plus the District of Columbia, export merchandise to China.
The top home of SME exporters to China in 2003 was California, which 5,464 firms. This
was followed by New York (1,969 firms), Texas (1,459 firms), Illinois (1,394 firms) and
New Jersey (942 firms).*> Comparatively, Tennessee was home to 254 SME exporters dur-
ing this same year.*® The current state of Tennessee SME exporters and potential for growth
in this area will be discussed later in the paper.

Looking at specific categories of goods exported by SMEs to China, the largest cat-
egories are computer and electronic products (total export value of $1.8 billion in 2003),
machinery manufactures ($1 billion), and chemical manufactures ($928 million). Paper
products, primary metal manufacturing, processed foods, and transportation equipment
also made up sizable percentages of SME exports to China during that year. Out of all U.S.
exporters to China in 2003, SME exporters were 84 percent of computer and electronic
product exporters, 83 percent of machinery manufactures exporters, 83 percent of wood
products exporters, 81 percent of leather and allied products exporters, and 80 percent
of chemical exporters. Looking at the total number of exports to China in that same year
(as opposed to number of exporters), SMEs exported 82 percent of apparel manufactures
exports, 67 percent of wood products, 60 percent of primary metal manufactures, and 52
percent of textiles and fabrics.*’

These numbers show SMEs’ importance in terms of overall U.S. exports and export-
ers to China. Even with the large number of SMEs already exporting to China, SMEs also
represent a large potential growth sector in terms of future exporters to China. Later in this
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Figure 1: U.S. Exports to China by Product Category, 2008+

53

Product Value ($)
Bl 55--ELECTRIC MACHINERY ETC, SOUND EQUIP, TY EQUIP, PTS 11,354 175,509
[ 84--NUCLEAR REACTORS, BOLERS, MACHINERY ETC; PARTS 9,748,586 589
Bl 12--0iL SEEDS ETC,, MESC GRAIN, SEED, FRUIT, PLAMT ETC 73635508593

[ 88--AIRCRAFT, SPACECRAFT, AND PARTS THERECF 5,108,332 098
B 39--PLASTICS AND ARTICLES THERECF 3,836,937 742
1 90--0PTIC, PHOTO ETC, MEDIC OR SURGICAL INSTRMENTS ETC 3,741 926 820
= all Cthers 30,273,512 596

Grand Total 71 457 072 597

Percent
139%
136%
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52%
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paper I will look more specifically at Tennessee SMEs exporting to China and the potential
for growth in this area, especially from SMEs not yet exporting to China but already ex-
porting to other places internationally.

Growing Tennessee-China Trade

In 2001, Tennessee exporters were exporting over $11 billion total in merchandise globally.
By 2008, this number (Tennessee’s total global exports) had more than doubled to over
$23 billion.*”® Tennessee businesses export goods to almost 200 nations around the globe.*
The state of Tennessee is currently the fastest-growing exporter to China among all U.S.
states. Between 2000 and 2007, Tennessee increased its exports to China by 625 percent
(compared to an 81 percent increase for Tennessee exports to the rest of the world).” China
is Tennessee’s third-largest international export market, behind Canada and Mexico (see
Table 1). Though China still ranks third among Tennessee’s export destinations, the dol-
lar amount growth in exports to China between 2001 and 2008 has been robust. In 2001,
Tennessee exported a little over $184 million worth of good to China; by 2008, this number
had increased to over $1.3 billion. To put this over 600 percent growth into perspective,
during this same time period Tennessee exports to Canada have increased by about 50 per-
cent (from $4.1 billion in 2001 to $6.4 billion in 2008) and Tennessee exports to Mexico
have a little less than doubled (from about $1 .4 billion in 2001 to $2.5 billion in 2008).

Details on specific types of products that Tennessee exports globally can be seen in
Figure 2. Transportation equipment is the largest single category of global exports at over
$4 billion, making up 17.3% of exports (in dollars) in 2008. The breakdown for the rest
of the largest categories of exports in dollars during that same year is as follows: chemi-
cal manufactures ($3.5 billion and 14.9 percent); computer and electronic products ($3 .4
billion and 14.9 percent); miscellaneous manufactures ($2.7 billion and 11.6 percent), ma-
chinery manufactures ($2 billion and 8.7 percent); and primary metal manufactures ($795
million and 3.4 percent). All other merchandise (the top products of which are detailed in
Table 2) accounted for $6.8 billion worth of global exports and 29.4 percent of Tennessee’s
global exports in dollars.>!

According to a 2009 trade analysis of Tennessee’s exports to China over the pre-
vious year, there were several important trends relating to Tennessee’s global exports in
2008. Exports were strongest to countries outside of North America, particularly those that
were able to buy more goods because they took advantage of the relative weak U.S. dollar
in the first half of 2008. Two of Tennessee’s largest exporting industries, the automobile
industry and the laptop computer industry, experienced the largest drop in sales in 2008,
which hurt exports to Tennessee’s largest export market, Canada. This drop in automobile
sales also hurt Tennessee exports to Mexico, the state’s second largest export market. In
addition to China, Tennessee’s strongest export markets in 2008 were Japan, Europe, and
Latin America. Looking specifically at exports to China, some of the biggest growth in
2008 occurred in products used in textile production, including cotton, artificial filaments,
and nonwoven textile materials.” This growth was aided by a series of contracts for $500
million (350,000 metric tons) worth of future purchases of cotton signed in 2007 by the
Chinese Ministry of Commerce with various Tennessee companies.*® Exports to Taiwan
and Hong Kong also rose in 2008, riding a wave of increased sales in electronics and
chemical products to these areas.
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Figure 2: Tennessee Global Exports by Product Category, 2008

Product Value ($) Percent
B 336 _Transportation Equipment 4,029,246,299 17.3%
[ 325 _Chemical Manufactures 3.471,196,874 14.9%
Bl 334 Computers & Electronic Prod. 3,399,586,239 14.6%
[ 1339 _Misc. Manufactures 2,695,538,910 11.6%
B 333 _Machinery Manufactures 2,020,678482 8.7%
[ 331 _Primary Metal Manufactures 795,485,307 3.4%
3 All Others 6,825,311,953 29.4%

Grand Total 23,237,044,064 100%
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A 2009 report on Tennessee’s international trade standing showed several sectors
for growth in 2008 as well as several sectors that experienced a decline in exports dur-
ing that same year. Medical instruments were the largest overall growth industry in 2008,
with global sales increasing by 15 percent in the third quarter of the year, making them
Tennessee’s third largest exported product. Many chemical products also made gains,
including titanium dioxide preparations and miscellaneous cellulose derivatives, which
increased sales by $105 million and $61 million, respectively, during this same period.
Though exports of actual laptops increased by 7 percent in the third quarter of 2008, ex-
ports of laptop parts and accessories decreased by 50 percent. The automobile industry
also suffered in 2008, with exports of cars and SUVs both experiencing a third quarter loss
of four percent. Overall, 2008 was a year of growth for Tennessee’s global exports even
though the state experienced a slowdown in exports to its two largest export destinations
(Canada and Mexico) and in its two largest exporting industries (automobiles and laptop
computers and parts).’’

Figure 3 and Table 3 show the breakdown of types of goods exported from Tennessee
to China. According to the U.S. Department of Commerce’s Tradestats Express data for
Tennessee exports to China in 2008 (as well as each year from 2001 to 2008), chemical
manufacture products made up the largest dollar amount of Tennessee goods exported to
China, at $390 million and 28.8 percent of the overall dollar amount of goods exported.
This was followed by crop production with $230 million and 16.9 percent, waste and scrap
($133 million and 9.8 percent), computer and electronic products ($107 million and 7.9
percent), primary metals for manufacturing ($90 million and 6.6 percent), and manufac-
turing machinery ($79 million and 5.9 percent). All other goods totaled $331 million and
made up the remaining 24.3 percent of exports in terms of dollars.>®

The fact that no one sector dominates Tennessee’s exports to China reveals two
things: first, that Tennessee has a diverse range of goods being produced in the state that
have a market in China and second, that there is most likely potential for growth in exports
to China across many different industries. This is in contrast to several of the states that
currently rank ahead of Tennessee on the list of top state exporters to China where one cat-
egory of products (and in turn, one or two individual industries) make up close to or over
half of all state exports to China.

Tennessee has several advantages in trading with China. Cotton is a major product
produced in Tennessee and one of the top individual products exported to China from the
state. In addition to the demand for cotton in China being tied to China’s growing domestic
market for clothing and textiles, Tennessee’s cotton producers were also aided by the WTO
Agreement on Textiles and Clothing, which caused import quotas to be eliminated on those
types of goods in China beginning in 2005. This made Chinese textile and clothing manu-
facturers no longer protected by import quotas and subjected them to competition in their
domestic market from international firms producing clothing and textiles. The increased
competition in their domestic market has caused many Chinese textile companies to at-
tempt to boost their sales by increasing their exports to the United States and other interna-
tional markets. This increase in production has lead to an increased need for raw materials,
which has been beneficial to suppliers of cotton like those in Tennessee.*!

When many Americans think of the link between jobs and trade, they often first
think of jobs from the United States being outsourced or moved offshore to countries that
serve as cheaper production sites, such as India and China.®? In Tennessee, job creation as
a result of foreign trade is often looked at from the angle of attracting foreign companies
to open production sites within the state, like the German automaker Volkswagen recently
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Figure 3: Tennessee Exports to China by Product Category, 2008%

Product Value ($) Percent
B 325 _Chemical Manufactures 390,703,742 28.6%
[ 111 _Crop Production 230,327,423 16.9%
Bl 910 _Waste & Scrap 133,984,981 9.8%

[ 1334 _Computers & Electronic Prod. 107,541,619  7.9%
B 331 _Primary Metal Manufactures 90,103,599 6.6%

[ 333 _Machinery Manufactures 79902479 5.9%
3 All Others 331,378,529 24.3%
Grand Total 1,363,942,372 100%
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did when it opened a plant near Chattanooga, Tennessee.® These types of efforts are an
important part of Tennessee’s trade relationship and help to create jobs for Tennesseans,
which is why the state puts a great deal of effort into attracting this type of investment
(in its first year and a half of operation the Tennessee-China Development Center has fo-
cused on getting Chinese companies to open production sites and make investments in
Tennessee). Yet the role of exports in creating jobs at home is often overlooked. This is a
mistake; by increasing exports, businesses can increase profits and create jobs. The U.S.
Business Roundtable found that in 2005, 17 percent of Tennessee jobs (617,437 jobs) were
supported by international trade, up from 9 percent in 1992. In total, over 5,300 Tennessee
businesses exported some amount of products abroad (as of 2004).%

Looking at individual Tennessee companies exporting to China, there are several
large companies that can be noted. The product category that makes up the largest per-
centage (measured by exports in dollars) of Tennessee exports to China is chemicals,
with Kingsport-based Eastman Chemical Company making up a considerable amount of
these exports. In addition to chemicals, Eastman also produces plastics and fiber prod-
ucts. Eastman has operations and facilities to promote and produce its products throughout
the world, in North America, Latin America, Europe, Africa, the Middle East, and Asia.®
Eastman began planning substantial increases in its investment in and exports to China
over a decade ago, even before China’s ascension to the WTO made doing business in
China substantially easier due to the easing or removal of many trade barriers.

In 1995, Eastman pledged to invest up to $1 billion in China, focusing on both ex-
porting and manufacturing three types of core chemicals — polyesters, oxo chemicals, and
acetyl chemicals.®® Today Eastman has two plants based in China. Eastman’s first China
plant is based in the city of Nanjing. Opened in 2000 and expanded in 2006, this facility
focuses on producing hydrogenated resin, which is then sold to companies that produce ad-
hesives used in goods such as glue sticks, packaging applications, and disposable diapers.
The second plant, in operation since 2002, is located in Zibo City, Shandong Province, and
makes products that are used to manufacture sheet flooring and toys (among other items),
as well as products used in paint.®’

Probably the most notable large Tennessee company to have success doing business
in China is one that assists companies from Tennessee and around the globe with transport-
ing and delivering, among other things, products to be export — Federal Express (FedEx).
Entering the Chinese market in 1984 gave FedEx an advantage over many international
companies that would not set up trade relations with or operations in China until almost
a decade later. In 1989, FedEx Chief Operating Officer Fred Smith, in a move that was
criticized by most of Wall Street at the time, solidified FedEx’s position in Asia by buying
Tiger International Incorporated for $895 million. Though Tiger International was a strug-
gling cargo carrier and most Asian economies at the time were viewed as unstable by U.S.
analysts, Smith wanted to acquire the company in order to gain access to both its highly
knowledgeable local management team and its flying rights into most major Asian airports.
The move ended up giving FedEx a huge advantage in the Asian market, and today the
company has 26 flights out of China and 120 to and from various Asian airports each week.

Between 2004 and 2006, FedEx’s earnings increased by 21 percent and the vol-
ume of goods shipped has increased by 40 percent; the company credits much of this
growth to its growth of operations in Asia. FedEx has made three major efforts in recent
years to expand its business in China. In 2006, FedEx bought out delivery partner and
Chinese company Datian Group in order to try and increase domestic delivery services
within China’s major cities. This domestic express service in China began in 2007. In 2008,
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FedEx received a previously-placed order of 20 Airbus A-380 cargo planes, which can hold
up to twice the load of the Boeing MD-11s (the other type of plane that makes up much of
the company’s Asia fleet) and fly non-stop from FedEx’s hubs in the U.S. to those in Asia.®®

Lastly, in early 2009, FedEx moved its Asia Pacific operations hub from Subic
Bay in the Philippines to Guangzhou, China’s Baiyun International Airport. This hub in
Guangzhou is FedEx’s largest outside of the United States and shows its commitment to
expanding its business operations in China. Guangzhou has become a major production
center for both Chinese and international companies and a hotspot for international trade,
making it a good location for FedEx to base its growing Asia (and specifically growing
China) operations and assist companies exporting to and doing business in China and other
parts of Asia. The company spent $150 million to open the new hub; it will serve over 220
countries around the world with 136 flights each week.*

FedEx and Eastman are just two examples of large Tennessee companies that have
found success doing business in China. Even in the current economic downturn (which
has caused Eastman in particular to have to make substantial cuts and layoffs), these com-
panies will probably continue to expand their operations in China, as China represents a
market for growth for the products and services of these two entities.” Yet the majority
of Tennessee companies exporting to China and those that represent the greatest area for
potential growth in Tennessee exports and exporters to China are small- and medium-sized
enterprises (SMEs). Of the 5,300 Tennessee companies exporting goods overseas in 2003,
approximately 80 percent were SMEs.” Out of those businesses, 245 were exporting goods
to China (up from 78 in 1999). This shows that the number of Tennessee SMEs export-
ing products to China is steadily increasing, and reveals two areas for potential growth
for Tennessee exporters and exported products to China: first, SMEs already investing in
China can increase their presence outside of China’s major markets, and second, the sev-
eral thousand SMEs that are currently exporting to foreign markets besides China and are
positioned to potentially move into exporting their goods to the Chinese market.

For SMEs already exporting goods to China, there are several opportunities to ex-
pand their market beyond Beijing and Shanghai. Under the American Trading Centers
Initiative, the U.S. Commercial Services and the China Council for the Promotion of
International Trade give U.S. companies access to fourteen regional offices in various
Chinese cities. SMEs can use the U.S. Commercial Services’ experience and expertise in
the Chinese market and proven international marketing tools in order to help successfully
sell their exports to new cities and secondary markets throughout China. SMEs without
current exports to or operations in China can also utilize these services.”? Many Tennessee
SMEs are already exporting things such as medical instruments, chemicals, computer
parts, and agricultural products to markets in Latin America, Europe, and other regions of
the world.” Moving into the Chinese market makes sense for many of these companies.
China’s growing middle class means more and more consumers with disposable income
and the desire to purchase an increased amount of goods and services; Tennessee SMEs can
serve this group both through direct exports of consumer goods (such as laptops) as well as
providing parts and raw materials (like cotton for textiles) to growing Chinese companies.

The market for healthcare instruments and supplies is also one where Tennessee is
well positioned to serve the Chinese market. In talking about his trade mission to China,
Governor Bredesen spoke specifically about this market, stating that “China faces chal-
lenges in delivering health care to its more than three billion citizens. Tennessee’s promi-
nence as a center of health care education and innovation could play a major role in helping
China deal with its healthcare challenges.””
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Several Tennesseans are already making investments in the healthcare industry in
China, and their successes could lead to a greater market there for Tennessee exporters of
healthcare instruments and supplies. In 2007, the Memphis-based West Clinic, in conjunc-
tion with Shanghai’s Kanglian Hospital, opened a regional cancer care center in Shanghai
that provides state-of-the-art medical care to Chinese oncology patients.” The co-founder
of Nashville’s HCA, Inc., Dr. Thomas Frist, along his son-in-law Chuck Elcan, recently
founded China Healthcare Corp. (CHC). The company’s first project is a joint venture with
a Chinese partner to build and operate a hospital (of which CHC will own and control 70
percent) in the Chinese city of Ningbo, near Shanghai. Healthcare is an area in which the
Chinese government is looking to make reforms over the next several years; there is a gen-
eral feeling that the public healthcare system in China is insufficient, and because of this
many Chinese live in fear of losing their life’s savings over paying hospital bills because
the public health system may not be able to adequately cover their expenses. The Chinese
government realizes that the current problems with the healthcare system could potentially
lead to social unrest as citizens demand improvements in efficiency and coverage.

CHC is hoping that an expansion of coverage in the Chinese public healthcare sys-
tem will make the new hospital profitable once it begins operations (currently the hospital
is still waiting for final approval by the Chinese government but the majority of the nego-
tiations have been completed). The hospital will also make money by reserving some beds
for patients paying with private funds. The Chinese Health Minister, Gao Qiang, has said
that “foreign invested hospitals,” such as this one in Ningbo, “will be strictly supervised
by the Chinese government, but there will no intervention in the economic management of
these hospitals.”

Looking at the potential for successful for ventures such as this, Julie Chen, an
expert on Chinese business and healthcare and senior vice president at Connecticut invest-
ment bank CRT Capital Holdings LLC, says that

The Chinese regime has targeted improvements in health care as a key element in
its efforts to maintain social harmony amid the dramatic changes sweeping through
the country’s economy...If CHC’s venture succeeds, it would open the floodgates
to further American investment. Since Chinese entrepreneurs lack the capital and
expertise to bring about improvements on their own, the central government is
likely to take a favorable view of further interest from Nashville’s health care
niche players, such as developers of ambulatory surgery centers and specialty clin-
ics for various diseases.”

CHC’s success in the Chinese market would be a success for Tennessee-based
healthcare companies looking to export both supplies and services to China and could also
raise the level of expertise on healthcare and quality of healthcare provided in China.

As noted earlier, the Tennessee China Development Center is currently focusing
much of its efforts on growing Chinese investment in Tennessee. Though the focus of
this paper is the other side of this trade relationship, Tennessee exports to and invest-
ment in China, it is important to note the efforts being undertaken by the Tennessee China
Development Center to promote Tennessee as a place for Chinese investment. Though the
Center has only been open for a little less than two years, its small but knowledgeable and
dedicated staff has been hard at work promoting Tennessee in China.

Currently, the Center has undertaken a project of trying to create a database of
Chinese companies that could potentially invest in Tennessee, focusing particularly on
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Chinese companies that already have investments or manufacturing operations in other
U.S. states.” The Center has thus far focused on several industries in China, including
automotive, telecommunication, heavy machinery production, and medical device manu-
facturing, that could potentially set up manufacturing operations in Tennessee. According
to Li Weaver, the Center’s director, they are “promoting Tennessee as an automotive manu-
facturing base, health-care capital of the United States and North American logistics and
distribution center.””®

The Tennessee China Development Center has helped promote Tennessee to Chinese
businesses by lauding Tennessee’s business-friendly tax system, which includes no state
income tax, no sales tax on industrial equipment, and various other special tax credits and
exemptions for manufacturing. Tennessee also has lower average hourly wages and a lower
percentage of unionized workers than the United States as a whole. Various Tennessee cit-
ies offer different attractions for potential business location and investment: Memphis is a
logistical hub, not only as the headquarters of FedEx but also with its Mississippi River lo-
cation and the Memphis international airport serving as a large hub for Northwest Airlines;
Nashville is home to a growing healthcare industry; and the Knoxville/Oak Ridge area
is home to thousands of technology-based companies in addition to Oak Ridge National
Laboratory, making it a center for highly-skilled, highly-educated science and technology
workers. Furthermore, Tennessee as a state is a prime location for distribution (it takes only
one day to deliver products from Tennessee to 76 percent of the U.S.’s major market).”

One Chinese company that is already investing in Tennessee is Fushi International,
Inc., a manufacturer of bimetallic wire, which is used in industrial products in the au-
tomotive, utility, and telecommunication sectors.® Fushi’s sole American manufacturing
facility is located in Fayetteville, Tennessee.?! Fushi acquired the Fayetteville facility after
buying out Fayetteville-based rival Copperweld Bimetallics for $22.5 million (including
$8 million in assumed debt), the largest purchase in Tennessee by a Chinese company.??
Fushi has emphasized the importance of the Fayetteville site in the long-term growth of the
company, making it the center of research and development and expanding its production
to include fine wires along with the copper-clad steel and aluminum wire and dead solid
annealed strand already being produced there.?* Shortly after Fushi’s purchase in late 2007,
the company invested $3.2 million for new equipment for the facility. This investment
came on the heels of Governor Bredesen’s trade mission to China, where he met with Fushi
executives.® In my conclusions, I will make predications for further growth in Chinese
investment in Tennessee in addition to looking at potential growth sectors for Tennessee
businesses exporting to China.

Tennessee-China Trade in Comparative Perspective

All fifty U.S. states, plus the District of Columbia and the U.S. Virgin Islands, have had
some amount of exports to China each year between 2001 and 2008 (except for no exports
from the Virgin Islands to China in 2002). Out of all U.S. states in 2008, Tennessee was
the thirteenth largest exporter to China (see Table 4), rising from twenty-second largest
in 2001. This increase in Tennessee exports to China, a dollar growth from $184 million
in 2001 to more than $1.36 billion in 2008, along with the rise in Tennessee’s ranking for
twenty-second to thirteenth, shows that Tennessee’s growth during this time period is not
merely a reflection of overall growth in exports from them U.S. to China but also that
Tennessee increased its number of exporters and exported merchandise during this time
period in greater numbers relative to other states.
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In 2008, the total dollar value of all exports by U.S. states® (including the District of
Columbia and the U.S. Virgin Islands) to China equaled $71.5 billion.*® In this same year,
the TradeStats Express breakdown of U.S. exports to China by state shows that twelve
states exported more products to China (measured in U.S. dollars) than Tennessee.®” Those
states are, in descending order from highest dollar exporter in 2008 with monetary to-
tal (rounded to the hundredth billion) of exports in parenthesis: California ($11 billion),
Washington ($9.9 billion), Texas ($8.4 billion), Louisiana ($3.5 billion), New York ($2.8
billion), Illinois ($2.5 billion), Oregon ($2.5 billion), Georgia ($2 billion), North Carolina
($1.9 billion), Ohio ($1.8 billion), Pennsylvania ($1.6 billion), and Massachusetts ($1.6
billion).® These states are spread out across the United States, demonstrating that export-
ers to China are not concentrated in one region (such as the West) but rather spread across
the country.?® Tennessee is the fourth-largest exporting state in the South Atlantic region,
behind Louisiana, Georgia, and North Carolina. Table 4 lists full monetary totals for all
of these states, as well as the rest of the top 20 exporting states, for the years 2001-2008.

Looking at the TradeStats Express data for overall U.S. merchandise exports to
China, the largest single category of exports in 2008 is electrical machinery, including
sound and television equipment as well as their machine parts, totaling over $11 billion and
making up 15.9 percent of U.S. merchandise exports to China. This is followed by nuclear
reactors, boilers, and machinery ($9.7 billion and 13.6 percent); agricultural products like
seeds, grains, fruit, and plants ($7.3 billion and 10.3 percent); aircrafts and spacecrafts
as well as aircraft and spacecraft parts ($5.1 billion and 7.1 percent); plastics and articles
made of plastics ($3.8 billion and 5.4 percent); and optic and photo devices and medical
and surgical instruments ($3.7 billion and 5.2 percent).”

Below is a breakdown of where China ranks as an export market and the top export
categories for the top twelve states exporters to China in 2008 (the twelve states that cur-
rently rank above Tennessee):

e California — China is California’s fourth-largest export market, behind
Mexico, Canada, and Japan. California’s top export category to China
is computer and electronic products ($3.3 billion and 30.4 percent of
California’s exports in dollars to China).

*  Washington — China is Washington’s largest export market. Washington’s
top export category to China is transportation equipment ($4.2 billion and
42.7 percent of Washington’s exports in dollars to China).

e Texas — China is Texas’s fourth-largest export market, behind Mexico and
Canada. Texas’s top export category to China is chemical manufactures
($2.5 billion and 30.1 percent of Texas’s exports in dollars to China).

* Louisiana — China is Louisiana’s second largest export market (Mexico is
the first). Louisiana’s top export category to China is crop production ($2.6
billion and 74.7 percent of Louisiana’s exports in dollars to China).

e New York — China is New York’s ninth-largest export market, behind
Canada, Switzerland, Israel, the United Kingdom, Hong Kong, Japan,
Belgium, and Germany. New York’s top export category to China is waste
and scrap, or materials that have been derived from manufacturing or
consumption and have raw materials that can be recovered from them ($929
million and 32.9 percent of New York’s exports in dollars to China).”!
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e Illinois — China is Illinois’s third largest export market, behind Canada and
Mexico. Illinois’s top export category to China is machinery manufactures
($525 million and 21.2 percent of Illinois’s exports in dollars to China).

*  Oregon — China is Oregon’s second largest export market (Canada is the
first). Oregon’s top export category to China is computer and electronic
products ($1.8 billion and 73 percent of Oregon’s exports in dollars to
China).

e Georgia — China is Georgia’s second largest export market (Canada is the
first). Georgia’s top export category to China is processed foods ($18 mil-
lion and 61.5 percent of Georgia’s exports in dollars to China).

¢ North Carolina — China is North Carolina’s second largest export mar-
ket (Canada is the first). North Carolina’s top export category to China is
computer and electronic products ($380 million and 19.6 percent of North
Carolina’s exports in dollars to China).

e Ohio — China is Ohio’s fourth largest export market, behind Canada,
Mexico, and Brazil. Ohio’s top export category to China is machinery
manufactures ($369 million and 20.3 percent of Ohio’s exports in dollars to
China).

*  Pennsylvania — China is Pennsylvania’s fourth largest export market,
behind Canada, Mexico, and Belgium. Pennsylvania’s top export category
to China is machinery manufactures ($370 million and 22.7 percent of
Pennsylvania’s exports in dollars to China).

e  Massachusetts — China is Massachusetts’s sixth largest export market,
behind Canada, the United Kingdom, the Netherlands, Germany, and Japan.
Massachusetts’s top export category to China is computer and electronic
products ($712 million and 45.6 percent of Massachusetts’s exports in dol-
lars to China).”

This breakdown shows that the types of products being exported in large numbers
to China are varying. For some states, such as California, the large amounts of computer
and electronic products being exported to China can be tied to a large number of firms in
a concentrated area; in the case of California, the large number of different computer and
tech firms based in the Silicone Valley area. In the case of the second highest state exporter
to China, Washington, the dominance of transportation equipment as a large export can be
tied to a specific company — Boeing, and a specific product — airplanes. Boeing was actu-
ally one of the first U.S. companies to export to China, filling a 1973 Chinese order for ten
707 aircrafts.**

Some of the states’ top export products are similar by region (computer and elec-
tronics in California and Oregon and manufacturing machinery in neighboring Ohio and
Pennsylvania, for example). Ohio and Pennsylvania are well known U.S. hubs of manufac-
turing, and their top exports to China are machinery manufacture products. This is the same
for many of the other states (processed food, for example, is a top export from Georgia to
other countries besides China and manufactured foods are a well-known product of that
state). Others, like New York, whose top export is waste and scrap, are more surprising in
that scrap metal is not usually associated with being a product of New York.
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The purpose of looking at each of these states is to see if any of these states employ
certain methods to help state businesses export to China and promote exports by these
businesses in China. Obviously a large amount of trade success has to do the comparative
advantages that each state has. This can be credited to certain types of products, industries,
or companies being located in a certain state due to geography, population, state laws and
regulations that make it a friendly home for that entity, or other less planned-out factors
(like the company founder just happening to live in that state). It is highly unlikely that
Tennessee will ever surpass a state like California as top exporter to China, if nothing else
based on the fact that California’s economy is substantially larger than that of Tennessee.
It is also highly unlikely that a company that is a current high-volume exporter to China in
another state (like Boeing in Washington) will decide to move a substantial portion of its
operations to Tennessee. It is useful, however, to look at what efforts that the government
and the private sector of these states are undertaking and see if any of these can be applied
to Tennessee as a growing exporter to China.

Each of these twelve states has state trade offices, similar to the Tennessee-China
Development Center, located in either Beijing or Shanghai (or both). All of these states
opened their trade offices before Tennessee (many in the late 1990s and early 2000s) and
thus have had time to build up a greater number of contacts in China and compile more data
useful to their state’s businesses attempting to expand their export market into China or
increase their overall exports if already investing in China. Each of these state trade offices
places an emphasis on helping their state’s businesses gain greater access to the Chinese
market; this focus on state exports manifests itself in several ways. Many of these state
trade offices spend a significant amount of time creating informational materials and giving
presentations to educate the businesses of their states about the methods and advantages of
investing in China. Furthermore, the offices facilitate trade missions by state government
officials and business leaders to China in order to both strengthen ties with Chinese offi-
cials and business leaders as well as to educate leaders in their state about the advantages
of exporting to and doing business in China.”

The state trade offices and their counterparts in the state economic agencies back
home also work on efforts to educate politicians, businesses, and the general public about
the advantages of exporting to China (such as domestic job creation). These efforts have
been met by different climates in different states based on the state’s political, economic,
and demographic situations. In states like California, Washington, and Oregon, exports to
China are linked to industries that continue to grow and that support a number of high-
paying jobs (like those in the computer and electronics industry). In these states, the public
generally accepts trade with China as a net positive for state industries and the state as a
whole. In states where the chief exporting industries to China are more manufacturing-
based, like Ohio and Pennsylvania (where the top exporting category is machinery manu-
factures) as well as North Carolina (where, though computer and electronic products are
the top single export category, various categories of textile products and materials related
to textile production as well as manufactured furniture are also a large amount of the state’s
exports to China), public perception of trade with China is not necessarily positive.

The 2008 campaigns for U.S. President and U.S. Senator in North Carolina display
this point. Trade with China became a big issue in North Carolina in 2008; many citi-
zens felt that textile and furniture manufacturing jobs were being lost to China and that
China was manipulating its currency to create a trade imbalance with the United States that
was hurting businesses and workers in North Carolina. A group called the North Carolina
Justice Center even alleged that the state had lost 79,800 jobs between 2001 and 2007 as
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a result of trading with China and that, in addition to this loss of jobs, cheap Chinese im-
ports were causing wages to be lowered for North Carolina workers in the aforementioned
manufacturing sectors that was driving these workers into poverty.”

Within this framework, then-candidate Barack Obama stated, in a letter to the
National Council on Textile Organizations, that China was manipulating its currency to
keep a trade surplus with the United States and that “China must change its policies, in-
cluding its foreign-exchange policies” and “rely less on exports and more on domestic de-
mand for growth,” and that as President he would “use all diplomatic means at my disposal
to induce China to make these changes.”

Directly speaking about the textile industry in North Carolina, the Wall Street
Journal says that Obama

...also promised to closely monitor textile shipments from China, once import lim-
its on a wide range of Chinese-made apparel expire at the end of the year. And he
promised to make use of trade-remedy laws to protect industries, like textile pro-
ducers, if they are threatened by unfair competition from abroad. “I am especially
aware of the trade challenges faced by those working in our textile industries” he
said.

These sentiments were not restricted to Democratic candidates in the fall of 2008;
now-former North Carolina Senator Elizabeth Dole, a Republican, also echoed Obama’s
sentiments on trade with China, “writing the White House and urging steps be taken to
ensure U.S. textile producers and workers ‘not be put in harm’s way’ once the limits on
Chinese imports expire” and complaining that “China has increased its subsidies for textile
producers.”’

Though neither Dole or Obama won in North Carolina, their remarks play off popu-
lar sentiments in the state and reflect a growing protectionist tone in many states with
manufacturing industries (even those, like North Carolina, that are also large exporters
to China).”® It is also interesting to note that the states with the strongest opposition to
trade with China (like North Carolina and Ohio) are the states out of the top exporters
with some of the smaller populations of Chinese-Americans. Though this has not been
well-researched in academic journals, it is possible that states with a greater population of
Chinese-Americans tend to have a citizenry with an overall better understanding of China
and more incentives to promote trade with China. In fact, out of the top ten U.S. states
with the largest population of Asian-Americans, six of the ten (California, New York,
Texas, Illinois, Washington, and Massachusetts) are among the top twelve exporters to
China.”

These states with large Chinese-American populations also tend to have the stron-
gest private sector support of trade with China. Almost all of the states that are top export-
ers to China have active private sector state-China business councils or similar organiza-
tions. These organizations serve several purposes. First, they bring together businesses
throughout the state with ties to China in order to share expertise on doing business in
China as well as share business connections they may have there. Additionally, they lobby
state and national officials on issues related to China trade. These types of organizations
can also be good collectors of data and trackers of businesses in their state that export to
and/or invest in China. State-China business councils can also serve as important educators
to their communities about the benefits of doing business with China and put a human face
on issues involving China trade policy.
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Conclusions, Predictions, and Recommendations

Trade with China is best understood within the context of China’s economic reforms
and growing openness to foreign trade. As Deng Xiaoping led China away from state-
planning and control over all industries and towards reform in its banking and financial
system, China, a naturally attractive market for foreign trade and investment because of its
large population, began to put the economic and legal standards in place to make it possible
for more foreign entities to form investment and trade relationships with China.

China’s ascension to WTO membership in 2001 broke down further trade barriers
and put China into compliance with the legal system that governed international trade
between most of the world’s nations. WTO membership led to increasing trade ties be-
tween the United States and China as well as gave the U.S. a formal forum and legal
construct within which to air trade grievances with China. For U.S. companies, doing busi-
ness with China today, though easier than ever before, is still not without its problems.
Additionally, China still employs certain trade barriers and heavy-handedness in dealing
with the Chinese currency that tends to have a negative effect on U.S. exporters to China
as well as American public perception of trade with China.

Increased trade and interaction between states and China can have a moderating
effect on U.S.-China relations. With more U.S. companies trading with and investing in
China, more U.S. citizens will have economic and personal connections to China. Even
those that are not personally doing business in China would also have a vested interest
in stable U.S.-China relations conducive to the continuation of steady business relations
because of the overall economic benefits (such as job creation) that it would have for their
states and communities. Tying a state’s economic growth and well being to its businesses’
abilities to conduct trade with China gives elected officials incentive to take more moder-
ate, business-friendly stances on issues involving the U.S.-China economic relationship.
Though increased trade between states and China would not erase all debates over issues
affecting the U.S.-China relationship, it would give various parties (national and state of-
ficials, businesses, and citizens) incentives to reign in the extreme ends of the debate and
focus on more moderate measures.

As the state experiencing the largest growth of exports to China, the opening of the
Tennessee-China Development Center and the increased emphasis on trade with China by
the governor are natural steps in further developing Tennessee’s trade relationship with
China. Tennessee comparatively exports a greater dollar amount of goods to China than
most other states in its region and the majority of other states in the country. Tennessee
holds several advantages as an exporter to China, many of which indicate that it will con-
tinue to grow its overall export dollars to China. Tennessee exports to China are not con-
centrated in one industry or from one large company; rather, many different industries and
many different types of companies (including many small- and medium-sized companies)
export goods from Tennessee to China. This leads me to predict continued growth of over-
all Tennessee exports to China, as well as be able to predict growth by specific types of
companies and in specific sectors.

The biggest potential for growth in Tennessee exporters to China is by small- to
medium-sized enterprises. Because the Tennessee SMEs already exporting internationally
have a general knowledge of exporting operations and capability to export, this is a natural
area for growth and one in which the state of Tennessee can both encourage these SMEs to
export to China and help them find appropriate markets in China. In Tennessee, the number
of small- and medium-sized businesses exporting to China increased 214 percent from
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1999 to 2002.'° Many of these SMEs already exporting to China focus their operations on
exporting to the Beijing and Shanghai markets (and Chinese companies based in these cit-
ies). The U.S. government has made considerable efforts to help U.S. exporters expand into
additional major and secondary Chinese markets; Tennessee SMEs that are already export-
ing to China’s two largest markets can take advantage of the knowledge and connections
of the U.S. government by using these government offices and programs to expand their
reach further into various markets within China. SMEs can also take advantage of the ser-
vices offered by Tennessee businesses like FedEx that have already established themselves
in China and provide a service that gives companies exporting to China greater access to
cities throughout that country.

Looking at specific industries and products with strong potential growth, I believe
that the healthcare industry, including producers of medical instruments and supplies,
presents the greatest opportunity for growth in Tennessee exports to China. The state of
Tennessee has become a leader in the healthcare industry, with Nashville as a hub for
healthcare-related businesses. With the rising public and government attention being paid
to healthcare issues in China and its continually growing population, public healthcare
will only grow in importance as a political, economic, and social welfare issue in China.
Tennessee stands in the unique position to offer expertise in providing both services and
healthcare-related products to the Chinese market. If ventures such as China Healthcare
Corp.’s new hospital outside of Shanghai prove to be a success, Tennessee would stand at
the forefront of new opportunities both for the Chinese healthcare system and U.S. health-
care companies investing in China.

As China’s population continues to grow and more Chinese continue to move away
from rural villages and into urban areas, there will be an increased demand for agricultural
products in China. This is also an area in which Tennessee exporters, specifically Tennessee
farmers, can increase their exports to the Chinese market. The demand for cotton will also
most likely continue to grow as China-based factories continue to produce more textile
goods for domestic and international consumption. I believe that traditionally and currently
strong export sectors like chemical products, machinery manufactures, and computer prod-
ucts will also continue to have a growing market in China, as more international companies
choose to base manufacturing and other operations in China and more Chinese companies
continue to grow and purchase more goods and materials from the United States.

In terms of Chinese companies investing in Tennessee, it is very likely that Chinese
businesses will continue to purchase American-based commodity companies throughout
the U.S., in the case of Fushi International’s purchase of Copperweld and its Fayetteville,
Tennessee, facilities. Steven G. Livingston, a Middle Tennessee State University Political
Science professor and senior research associate at MTSU’s Business and Economic
Research Center, believes that the buyout of some American companies by Chinese ones
can ultimately bring many benefits, including increased investments to improve existing
operations and facilities. He also says that Chinese companies are less likely to relocate
operations or drastically reduce the number of employees, stating

That’s the difference between a hedge fund or something else buying it versus the
Chinese. They don’t focus so much on rate of return. In fact, they are focused on
getting long-term access to materials and manufacturing capacity. The Chinese
have a lot of cash, and they are looking down the road and seeing where the

big bottlenecks are going to be in their economy, much of it is going to be raw
material-related, so they are going out and trying to lock that stuff up.!!
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Because of benefits such as these, the Tennessee China Development Center should
continue its work promoting Tennessee as a place for Chinese businesses to invest. The
Center can continue its current work of creating a database of potential Chinese investors
in Tennessee, as well work to increase the name recognition in China of Tennessee as a
business destination. Furthermore, the state government of Tennessee can keep using its
tax structure and benefits to help attract foreign investment, as well as look at what tax
measures other states are using in order to attract investment from Chinese companies.

After analyzing certain measures being taken by other states with large dollar
amounts of exports to China, it is clear that there are also some additional measures can
be taken in Tennessee, both by entities of the state government like the Tennessee-China
Development Center and by Tennessee businesses, to continue to increase Tennessee ex-
ports to China. After looking at certain measures being taken by other states with large
dollar amounts of exports to China, I feel that are several things that can be done. Many
are fairly simple, but by establishing a stronger base of support and tighter relationship net-
work for Tennessee businesses exporting to China or wishing to export to China, the state
government can assist in aiding private sector growth, especially for the aforementioned
types of companies (SMEs) and industries where the most potential growth is possible.

First, it would be useful for the Tennessee-China Development Center to compile a
database of Tennessee businesses currently exporting to or having operations in China. This
type of database would be helpful on many levels. By knowing which of its own businesses
had interests in China, Tennessee could make more informed policy decisions on whether
to support or oppose national government trade policies towards to China. The Tennessee-
China Development Center would also be better able to promote Tennessee businesses
within China and pursue worthwhile opportunities and connections for Tennessee busi-
nesses there if they knew exactly what specific businesses it was promoting and assisting.
Furthermore, Tennessee businesses wanting to export to China could use this database to
see what types of opportunities exist in China for companies in their industry and perhaps
even find potential partners to work with or learn from.

The Tennessee-China Development Center could also create programs and mate-
rials outlining legal issues that affect companies exporting to the Chinese market. This
would be especially useful for SMEs, which do not typically employ large teams of law-
yers, accountants, etc. like large businesses, and therefore do not often have access to
in-house expertise on international legal and financial issues governing trade with China.
National security issues, intellectual property rights, and just general cultural differences
between the U.S. and China can be daunting issues for an SME to navigate if the company
has had little experience with or exposure to China. The state of Tennessee would not have
to spend money creating new resources for these companies because the U.S. government
(through the Department of Commerce and other entities) provides a variety of programs
to assist U.S. companies in exporting to and promoting their goods within China. If the
Tennessee-China Development Center could compile information on these programs and
make that information available to Tennessee businesses, it would eliminate a lot of the
initial legwork that would need to be undertaken by a business interested in exporting to
China as well as potential uncertainty or hesitation about some of the difficulties of trading
with China.

As previously mentioned, most states that have successful trade relations with China
have a strong and active state-China business council that promotes trade with China
from the private sector side. In July of 2007, coinciding with the governor’s trade mis-
sion to China and the opening of the Tennessee China Development Center, the Tennessee
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Chinese Chamber of Commerce was founded by Nashvillian and Chinese-American Dr.
Ming Wang. The organization’s purpose mirrors that of the Tennessee China Development
Center — to assist Tennessee companies in doing business in China and attract Chinese
companies to do business in Tennessee. Other specific goals of the organization are to
compile statistics on Chinese-owned businesses in Tennessee, host delegations from China
to America and vice versa, and hold educational seminars on issues concerning China-U.S.
relations and doing business in China and with Chinese companies.'??

The creation of this organization is a step in the right direction for creating strong
private sector support for Tennessee’s efforts to increase trade with China, as well as create
a network of Tennessee companies doing business in China. In order to be a strong and
successful force in Tennessee’s trade relationship with China, the Chamber must make sure
that it is an organization made up of all Tennessee enterprises doing business with China,
not just those owned by Chinese-Americans (currently the entire board of the Chamber is
made up of Chinese Americans, but the Chamber encourages and welcomes all companies
doing business in or with China). The Chamber should work on utilizing the business con-
tacts and networks of Chinese-Tennesseans as well as non-Chinese residents of the state
that have done business in or have contacts in China. The Chamber can serve as a private
sector foil to the Tennessee China Development Center and complement and assist in many
of the Center’s efforts (such as compiling data on Tennessee companies investing in China
or helping new Tennessee exporters break into the Chinese market by providing expertise
and contacts).

Both private sector entities such as the Tennessee Chinese Chamber of Commerce
and the government entities like the Tennessee China Development Center can work to
educate Tennesseans (politicians, business leaders, and the general public) about the eco-
nomic benefits of the trade relationship with China. Tennessee’s economy is not as heavily-
reliant on manufacturing industries like North Carolina, and has not experienced wide-
spread job loss that states such as North Carolina have because of outsourcing. The global
economic downturn has caused, however, the voicing of more protectionist sentiments
nationally, both by politicians and some in the media.

Entities with the mission of promoting Tennessee-China trade relations should be
alert to these rising sentiments and also be aware that, as a state with a relatively small
Chinese-American population compared to other states with equal or higher dollar
amounts of exports to China, many Tennesseans do not have personal or business con-
nections to China that might make them more receptive to having a positive view or at
least a better understanding of the issues surrounding the U.S.-China trade relationship
and specifically Tennessee’s efforts to grow its trade with China. The Tennessee China
Development Center, as well as private-sector entities like the Tennessee Chinese Chamber
of Commerce, can educate the public about both the advantages and real challenges affect-
ing Tennessee’s trade relationship with China, specifically the trade relationship’s effects
on jobs for Tennesseans and opportunities for Tennessee businesses. Having greater infor-
mation on Tennessee businesses investing in China (through the creation of the database)
will also assist in these educational efforts.

The opportunities for Tennessee businesses to export to and invest in China far
outweigh the challenges of doing so. China’s continued economic reforms have eased re-
strictions on investing and made China a more competitive market for foreign imports.
Tennessee exports to China have helped create jobs for Tennesseans and growth across
many different sizes and types of companies. Even with the current global economic down-
turn, China is still a strong potential market for Tennessee exports. The state government of
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Tennessee, through the Tennessee China Development Center, can work together with the
private sector to promote Tennessee companies in China and assist them in doing business
there. Through these efforts, the state of Tennessee can ensure that it continues to nurture
and grow an increasingly important economic relationship that has net benefits for its own
citizens.
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