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Governmental Financial
Commenter Contribution Benefit SpecifcityDavid A. Hartquist Yes. The Chinese governent Yes. The Chinese govern- Yes. Receipt by the exporter in
Counsel provides a financial contrbu- ment's financial contribution China is contingent upon
China Currency Coalition2 tion of funds to the exporter in confers a benefit on the export performance. Only after

China by means of the service exporter in China that is equal the exporter has been paid in
of converting U.S. dollars into to the difference between what U.S. dollars for the goods that
yuan, the yuan would be worth if its have been exported to the U.S.

value were set by the market does the exporter have the pro-
and the yuan's artificially low

ceeds of the sale converted into
value as the result of China's yuan at the undervalued rate of
undervaluation of the yuan. exchange.

James L. Bacchus
No. Aricle 1.1 of the Agree- Probably or likely yes, if the

No. Even if the yuan's under-Ira Shapiro ment on Subsidies and Coun- facts are suffcient to show an valuation is considered to be aCounsel tervailing Measures (SCM advantage is conferred and subsidy, and even though it isNational Association of Agreement) should be viewed exists in the marketplace for reasonable to assume that there
Manufacturers 

3 

as an exclusive, exhaustive list Chinese producers as a result of are anticipated exportation or
of what constitutes a govern- the Chinese curency regime. export earnings for the Chinese

1 Exchange-rate misalignent is one term that can be used to describe the situation in which a foreign currency is undervalued as a

result of protracted large-scale intervention by or at the direction of a governental authority in the exchange market with the result
that the observed exchange rate for a foreign currency is below the exchange rate that could reasonably be expected for that foreign
currency absent the intervention.
2 Prepared Statement dated April 4, 2006, for a hearing before the U.S.-China Economic and Security Review Commission.
3 Letter dated September 12,2006.



mental financial contribution.
The currency regime in China
should be viewed as an exercise
of China's general regulatory
powers and does not fall under
any of Aricle i. i ' s list of items
that constitute governental
financial contributions. Thus,
China's curency regime does
not involve a direct transfer of
governental funds by loans,
grants, or equity infusion, does
not forego governental
revenue otherwise due, does
not involve the provision by the
Chinese governent of goods

or services other than general
infrastructure or payments from
a funding mechanism, does not
entail any cost to the Chinese
governent in economic

resources or something of value
as a consequence of a transfer
to the recipient, and does not
constitute a form of income or
price support in the sense of
Aricle XVI of the GATT.

exporter, such a subsidy is not
specific. In particular, China's
curency regime is not contin-
gent in law on exportation. Nor
is China's currency regime
contingent in fact on exporta-
tion, because the Chinese gov-
ernent's payment of yuan to
the exporter is not tied to ex-
ports, but instead is tied to the
exporter's or any other person's
having U.S. dollars that can and
must be exchanged with the
Chinese governent for yuan.
Exports are not singled out for
special treatment. Lastly, the
Chinese curency regime is not
a specific domestic subsidy, be-
cause no specific enterprises or
industries or regions in China
have been targeted in a way
that provides an advantage for
some over their competitors in
international trade.
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Terence P. Stewar Yes. A subsidy involves a Yes. Yes. A de facto export subsidy
Stewart and Stewart4 transfer of economic resources

exists when the granting of the 
from the grantor to the recip- subsidy is in fact tied to actual
ient for less than full considera- or anticipated exportation or
tion. Consistent with Aricle

export earnings. Consistent
1.1 of the SCM Agreement, the with this standard in Aricle 3,
exchange of currency at an footnote 4 of the SCM Agree-
undervalued rate can be seen as ment, the subsidy bestowed by
either or both a "direct transfer China's curency regime is, in
of funds" and governent reve- fact, tied to exports because
nue foregone. There is a pay- without exportation there can
ment, in the form of transfers of be no subsidization. Moreover,
financial resources, financed by the fact that the undervalued
virtue of governental action.

yuan's subsidy is also available
to non-exporters or domestic,
Chinese users (as when U.S,
dollars are received from for-
eign direct investment in China
or from repatriation of profits
to China from abroad) does not
dissolve the export-contingency
for exporters. On at least two
occasions (United States -

Upland Cotton and United
States - Tax Treatment for
Foreign Sales Corporations) the
WTO's Appellate Body has
recognized that the granting of
a subsidy under conditions

4 Letter dated September 22, 2006.
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