UNITED STATES TRADE REPRESENTATIVE
+ + + + +

301 COMMITTEE
+ + + + +

SECTION 301 TARIFFS PUBLIC HEARING
+ + + + +

MONDAY
JUNE 17, 2019

+ + + + +

The 301 Committee met iIn the Main
Hearing Room of the U.S. International Trade
Commission, 500 E Street, SW, Washington, D.C.,
at 9:30 a.m., Arthur Tsao, William Busis and
Megan Grimball, Chairs, presiding.

PRESENT

ARTHUR TSAO, Chair, U.S. Trade Representative
WILLIAM BUSIS, Chair, U.S. Trade Representative
MEGAN GRIMBALL, U.S. Trade Representative
RUSSELL ADISE, Department of Commerce
CHRISTOPHER BLAHA, Department of Commerce
ANDREW DEVINE, U.S. Department of Agriculture
DREW HART, Department of Treasury

JESSICA HUANG, Department of Commerce

BILL JACKSON, U.S. Trade Representative
TERRENCE McCARTIN, U.S. Trade Representative
MEGAN NAYLOR, Department of State

ROBIN ROARK, Department of Commerce

PETER SECOR, Department of State

TANYA SMITH, Small Business Administration
ANDREW STEPHENS, U.S. Department of Agriculture
RICH STETSON, Department of Commerce

MATT SULLIVAN, Department of the Treasury
CRISTINA VON SPIEGELFELD, Small Business
Administration

AUDREY WINTER, U.S. Trade Representative
ANNE ZOLLNER, Department of Labor

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC www.nealrgross.com



ALSO PRESENT
BILL BISHOP, International Trade Commission
TYRELL BURCH, International Trade Commission

WITNESSES PRESENT

COLIN ANGLE, i1Robot Corporation

DAVID BAER, Element Electronics

THOMAS BECKETT, Portable Lights American Trade
Organization

TROY BENAVIDEZ, American Standard

STEVEN BLUST, Institute of International
Container Lessors

JASON BONFIG, Best Buy Co.

MIKE BRANSON, Rheem Manufacturing Company

JENNIFER CLEARY, Association of Home Appliance
Manufacturers

BRENT CLEAVELAND, Fashion Jewelry & Accessories
Trade Association

MARK CORRADO, Leading Lady Inc.

JOHN CROWLEY, National Association of Waterfront
Employees

JORDAN DAVIS, O. Mustad and Son Americas

ED DENIKE, SSA Terminals

MARK DEPASQUALE, National Portable Storage
Association

JENNIFER DOLIN, Ledvance LLC

JEFF FISCHER, Planet Gold Clothing Company Inc.

MARK FLANNERY, Regalo International LLC

PATRICK FOX, VF Corporation

CHARLES GAENSLEN, Loftex Home

TIMOTHY GALLOGLY, Dorel Juvenile Group

KAREN GIBERSON, Accessories Council and

Patricia Nash Designs

PATRICK GILL, TackleDirect

MONICA GORMAN, New Balance Athletics

RICK HELFENBEIN, American Apparel & Footwear
Association

GLENN HUGHES, American Sportfishing Association

MICHAEL JEPPESEN, Wolverine Worldwide

JEFFREY KAUFMAN, Home Fashion Products
Association

HARLAN KENT, Pure Fishing Inc.

JONATHAN KING, TCL North America

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC www.nealrgross.com



STEPHEN KNERLY, Association of Art Museum

Directors

JEAN KOLLOFF, Quinn Apparel Inc. + Qi Cashmere

TIM MACGUIDWIN, The Catch Company

ERIN MANNEN, University of Arkansas for Medical
Sciences

BRADLEY MATTAROCCI, Baby Trend Inc.

JEFFREY MOORE, W.C. Bradley/Zebco Holdings

KAREN GIBERSON, Patricia Nash Designs

DANIEL NATION, Parkdale Mills

MUSTAFA OZGEN, Roku

STANLEY PIERRE-LOUIS, Entertainment Software
Association

PHIL POEL, Ember Technologies

JOHN REINHART, Virginia Port Authority

MARC SCHNEIDER, Kenneth Cole Productions Inc.

RAY SHARRAH, Streamlight Inc.

CLIFTON SIFFORD, Shoe Carnival Inc.

KERRY STACKPOLE, Plumbing Manufacturers
International

TIM TARPLEY, Petroleum Equipment & Services

RUSSELL TORRES, Graco Children®s Products

LISA TROFE, Juvenile Products Manufacturers
Association

GLENN WILTSHIRE, Broward Country Port Everglades

Department

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC www.nealrgross.com



PANEL 1
Brent Cleaveland, Fashion Jewelry & Accessories

Trade Association. . . . . . . . . . . . . .12
Jean Kolloff, Quinn Apparel Inc.

+ Qi Cashmere. . . )
Karen Giberson, Accessorles Councul- - - - - . . .23
Jeff Fischer, Planet Gold Clothlng

Company Inc. . . - e e e - . . . .28
Mark Corrado, Leading Lady Inc . - - - . .33
Marc Schneider, Kenneth Cole Productlons - e .. 237
PANEL 2
Erin Mannen, University of Arkansas for

Medical Sciences . . - - - - . .64
Timothy Gallogly, Dorel Juvenlle Group - - - - - .70
Mark Flannery, Regalo International LLC. . . . . .73
Bradley Mattarocci, Baby Trend Inc.. . . N 4°
Russell Torres, Graco Children*s Products . . . .85
Lisa Trofe, Juvenile Products Manufacturers

Association. . . . . . . . . . . . . . . . .89
PANEL 3
Mike Branson, Rheem Manufacturing Company. . . . 116
Jennifer Dolin, Ledvance LLC . . . . . . . . . . 121
Ray Sharrah, Streamlight Inc.. . . - - - . 124
Kerry Stackpole, Plumbing Manufacturers

International. . . - 130
Thomas Beckett, Portable nghts Amerlcan Trade

Organization . . . - - - - - . 2161
Tim Tarpley, Petroleum EqU|pment &

Services . . . . . . . . . o o 4 o < . . . 162
PANEL 4
Stanley Pierre-Louis, Entertainment Software

Associration. . . - = -« < -« - . . 168
David Baer, Element Electronlcs N 4
Jason Bonfig, Best Buy Co. . . . . . . . . . . . 179
Mustafa Ozgen, Roku. . . . - - - - - - . . 185
Colin Angle, i1Robot Corporatlon - - - - - . . 2189
Jonathan King, TCL North America . . . . . . . . 196

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC www.nealrgross.com



PANEL 5
John Crowley, National Association of Waterfront

Employees. . . - - . . 223
Steven Blust, Instltute of Internatlonal

Container Lessors. . . - - . 228
Mark DePasquale, National Portable Storage

Association. . . - - - - . 233
John Reinhart, V|rg|n|a Port Authorlty - - - . . 239
Ed DeNike, SSA Terminals . . . 245
Glenn Wiltshire, Broward Country Port Everglades

Department . . . . 248
Jennifer Cleary, ASSOC|at|on of Home Appllance

Manufacturers. . . . . . . . . . . . . . . 253
PANEL 6
Patrick Fox, VF Corporation. . . - - - . . 275
Karen Giberson, Patricia Nash DeS|gns - - - . . 282
Michael Jeppesen, Wolverine Worldwide. . . . . . 286
Rick Helfenbein, American Apparel & Footwear

Association. . . - e - - - . 290
Monica Gorman, New Balance Athletlcs - e - - . . 295
Sean Georges, Shoe Carnival Inc. . . . . . . . . 301
PANEL 7
Charles Gaenslen, Loftex Home. . . . . . . . . . 322
Troy Benavidez, American Standard. . . . . . . . 328
Daniel Nation, Parkdale Mills. . . . . . . . . . 333
Phil Poel, Ember Technologies. . . . - - - . 2341
Jeffrey Kaufman Home Fashion Products

Association. . . - - . . 346
Stephen Knerly, ASSOC|at|on of Art Museum

Directors. . . . . . . . . . . . . . . . . 353
PANEL 8
Glenn Hughes, American Sportfishing Assoc. . . . 375
Harlan Kent, Pure Fishing Inc. . . . . . . . . . 381
Tim MacGuidwin, The Catch Company. . . . . . . . 386
Patrick Gill, TackleDirect . . . - - - 2391
Jordan Davis, 0. Mustad and Son Amerlcas - - - . 396
Jeffrey Moore, W.C. Bradley/Zebco

Holdings . . . . . . . . . . . . . . . . . 402

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC www.nealrgross.com



10

11

12

13

14

15

16

17

18

19

20

21

22

P-R-0-C-E-E-D-1-N-G-S
9:25 a.m.

MR. BISHOP: Will the room please come
to order?

CHAIR TSAO: Good morning and welcome.
The Office of the United States Trade
Representative in conjunction with the
interagency Section 301 Committee i1s holding this
public hearing in connection with the Section 301
investigation of China®s acts, policies, and
practices related to technology transfer,
intellectual property, and innovation.

The United States Trade Representative
initiated the investigation on August 18, 2017.
In April 2018, the Trade Representative published
his determination that the acts, policies, and
practices of China covered in the iInvestigation
are unreasonable or discriminatory and burden or
restrict U.S. commerce and are thus actionable
under Section 301(b) of the Trade Act of 1974.

Since that time, the Trade

Representative at the direction of the President
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has made determinations that in the aggregate
have imposed additional 25 percent duties on
products from China with an annual trade value of
approximately $250 billion with the goal of
obtaining the elimination of the unfair acts of
China covered by the investigation.

On December 1, 2018, the leaders of
the United States and China met and agreed to
hold negotiations on a range of issues, including
those covered in the Section 301 investigation.
U.S. and Chinese officials subsequently engaged
in multiple rounds of negotiations on these
issues, iIncluding meetings in March, April, and
May of 2019.

Shortly i1n advance of the last
scheduled round, China had retreated from
specific commitments made in previous rounds and
attempted to cause further harm to the U.S.
economy .

In light of these circumstances and at
the direction of the President, the Trade

Representative published a notice on May 17, 2019
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seeking public comment on a modification of the
action being taken in this iInvestigation in the
form of additional duties of up to 25 percent on
a list of products from China with an annual
trade value of approximately $300 billion.

The purpose of this hearing i1s to
receive public testimony regarding this proposed
action. The Section 301 Committee will carefully
consider the testimony and the written comments,
including post-hearing rebuttal comments.

The Section 301 Committee will then
make a recommendation to the Trade Representative
on a possible modification of the action being
taken iIn this investigation.

Before we proceed with the testimony,
I will provide some procedural and administrative
instructions and ask the agency representatives
participating in the hearing today to introduce
themselves.

The hearing is scheduled for seven
business days, concluding Tuesday, June 25th. We

have scheduled 55 panels of witnesses with over
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300 individuals scheduled to testify. The
provisional schedule has been posted on the USTR
website.

We have eight panels of witnesses
scheduled to testify today. We will have a brief
break between panels and a 50-minute break for
lunch.

Each witness appearing at the hearing
iIs limited to five minutes of oral testimony.

The light before you will be green when you start
your testimony. Yellow means you have one minute
left. And red means your time has expired.

After the testimony from each panel of
witnesses, the Section 301 Committee will have an
opportunity to ask questions. All questions will
be from agency representatives. There will be no
questions accepted from the floor. Committee
representatives will generally direct their
questions to one or more specific witnhesses.

As stated in the May 17th notice,
post-hearing comments, including any written

responses to questions from the Section 301
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Committee, are due seven days after the last day
of the hearing. As noted, the hearing is
scheduled to conclude on June 25th, which means
that all post-hearing comments are due by no
later than July 2, 2019.

The rules and procedures for written
submissions are set out in the May 17th Federal
Register notice.

Given the number of witnesses and the
schedule, we"ll request that witnhesses when
responding to questions be as concise as
possible. We, likewise, ask witnesses to be
understanding 1If and when the Chair asks that a
witness conclude a response. In this regard,
witnesses should recall that they have a full
opportunity to provide more extensive responses
Iin their post-hearing submission.

No cameras or video or audio recording
will be allowed during this hearing. Written
transcripts of this hearing will be posted on the
USTR website and on the Federal Register docket.

We are pleased to have international
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trade and economic experts from a range of U.S.
government agencies. And 1 will ask them to, 1
guess 1711 ask the Committee to introduce
themselves.

My name is Arthur Tsao. [I"m an
Associate General Counsel at the U.S. Trade
Representative®s office, Office of General
Counsel .

MS. VON SPIEGELFELD: Good morning.
I*m Cristina von Spiegelfeld. [I"m in the Small
Business Administration®s Office of International
Trade.

MS. NAYLOR: Hi, I"m Megan Naylor.
I*m with the State Department®s Office of
Multilateral Trade.

MR. BLAHA: Good morning. Christopher
Blaha from the International Trade Administration
at the U.S. Department of Commerce.

MR. McCARTIN: Good morning. [I*m with
USTR. I"m Terry McCartin. 1"m the Acting
Assistant U.S. Trade Representative for China

Affairs.
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MR. JACKSON: Good morning. I"m Bill
Jackson. 1"m the Assistant U.S. Trade
Representative for Textiles.

MR. DEVINE: Good morning. [1°"m Andrew
Devine in the U.S. Department of Agriculture®s
Foreign Agricultural Service.

MR. SULLIVAN: Good morning. [I™m
Matthew Sullivan from the U.S. Department of the
Treasury®s Office of International Trade and
Investment.

CHAIR TSAO: And, Mr. Bishop, we"re
ready to begin. Thank you.

MR. BISHOP: Mr. Chairman, our first
witness on this panel is Brent Cleaveland of the
Fashion Jewelry and Accessories Trade
Association. Mr. Cleaveland, you have five
minutes.

MR. CLEAVELAND: Thank you. First
speaker, well, I"m either the warm-up speaker or
I*m the sacrificial lamb. We*ll see which way
this goes.

But at any rate, let"s see. Thank you
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for the opportunity to address this critical
issue of tariff implementation.

Today 1 appear before this panel on
behalf of our parent organization, Gemini
Shippers Group, which Is comprised of three
associations, Gemini Shippers Association, the
Fashion Accessories Shippers Association, and the
Fashion Jewelry and Accessories Trade
Association. Now, there will be a test later.

Our group iIs a national trade
association representing a wide swath of consumer
goods, including fashion accessories, jewelry,
apparel, footwear, travel goods, handbags,
personal care, and home goods.

Gemini Shippers Association represents
over 300 member companies and is a non-profit
shippers association providing greater supply
chain efficiency through volume rates with
shipping lines.

As trade associations, FJATA and FASA
serve as the voice of the industry to regulatory

agencies. Most members import from Asia and rely
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on us to help them navigate through the sea of

regulatory compliance.

Our association®s 300 member companies

ship approximately 150,000 ocean contailners per
year iInto the United States with an approximate
value of $3.5 billion.

Our members are generally U.S. small
to medium-sized companies that generate most of
their revenue importing consumer products that
due to the realities of the global marketplace
are manufactured outside of the U.S. but are
completed, refined, packaged, distributed, and
sold by U.S. employees here.

We have been an active participant of
this i1nvestigation, including the initial request
for comments of the referenced Section 301
investigation.

Now, imposing tariffs on these
everyday consumer products will have a
significantly negative impact on consumers, our
member companies and their U.S. employees. We

estimate that our members employ tens of

Neal R. Gross and Co., Inc.
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thousands of workers who would be hurt by the
increased tariffs that will result in higher
prices for U.S. consumers and will cause
significant harm to U.S. companies.

Many of the products our members
import are not designer or luxury goods. They
are, for the most case, necessities of American
working class families. Many of these imports
are not available from any other country. And
even 1T production moved, the component parts
would still be manufactured in China.

Importing these everyday households
and consumer products does not threaten American
security. But these increased tariffs threaten
U.S. small business owners, their employees, and
the American consumer through increased cost to
importers, which will ultimately be borne by
American consumers, causing decreased margins and
potential job loss.

The imposition of a 25 percent tariff
woulld make the importation of many of these goods

financially impractical. Our members will be
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forced to make one of three hard choices, absorb
the Increased costs, reducing margins, risking
financial i1nsolvency; two, cancel orders with
their retail customers risking future
opportunities; three, raise prices to consumers
risking loss of future retail sales.

In the short term, most small and
medium importers would not have the ability to
replace Chinese production quickly enough to
react to these tariff circumstances.

Many importers face limitations to
moving sourcing out of China, including finding
suitable compliant factories and vendors with
available production capacity, finding existing
talent pool with production expertise, tool
makers, and iInspectors, and three, availability
of transportation capacity and infrastructure.
These are just some of the limitations that make
swift sourcing changes 1mpossible to enact.

Now, 1°ve heard the President say that
iIt"s not the Americans who are paying the tariffs

but the Chinese. In my industry, a retailer
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places a purchase order with an importer four to
six months in advance. The purchase order iIs a
contract to deliver a certain merchandise at a
certain price at a certain date.

IT any of these conditions fail, the
contract fails. A surprise 25 percent increase
in cost would terminate these contracts.

When a shipment arrives, the broker
clears the shipment and issues an invoice to the
importer for the freight cost plus an 11 percent
duty. |If this proposed tariff happens, an
additional 25 percent, or 36 percent total, would
be added to this invoice that the importer will
have to pay in order to get the shipment
released. This will be paid by the importer and
will often wipe out his profit.

In an industry with billions of
dollars at stake, | suppose It may be possible to
have the entire supply chain share this increased
cost. But that will not happen in jewelry,
accessories, and consumer goods. Our fear 1is

that the purchase orders will simply cancel, and

Neal R. Gross and Co., Inc.

17

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

18

the importer will be stuck with unsaleable,
expensive merchandise.

Now, 1t"s also been said the tariffs
on Chinese goods will move production from China
to another country, even the U.S_A.

It"s Iimportant to note that i1t took 20
years for the production of the jewelry industry
to be moved to China. And even If orders were to
be placed with other countries, the component
parts will still be made from China under Chinese
control of prices and delivery. Chinese
retaliation for losing the original order is
imminent.

As production moves from China to

other countries, compliance with existing
regulation and standards iIs a serious concern.
In some cases, American employees work in their
partially-owned Chinese factories performing
quality control supervision to ensure compliance.
This effort did not happen overnight.

We urge the administration to seek

other negotiating tools like sanctions. And we
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ask the administration not to impose this fourth
group of tariffs.

Finally, we will state our strong
support for the administration®s effort to
improve the production of, the protection of
intellectual property rights in China and our
firm conviction that the administration continues
work on policies with China to best achieve that
goal.

Thank you for your time today. Any
questions?

MR. BISHOP: Thank you, Mr.
Cleaveland. Our next witness is Jean Kolloff
with Quinn Apparel, Incorporated and Qi Cashmere.
Ms. Kolloff, you have five minutes.

MS. KOLLOFF: Thank you. Good
morning, ladies and gentlemen -- put my
microphone on. Good morning, ladies and
gentlemen. Thank you for inviting me to present
my comments regarding the latest proposed
tariffs.

As the founder and owner of a small

Neal R. Gross and Co., Inc.
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cashmere importing company, | wish to communicate
my concerns and objections to the proposed 25
percent tariftf on apparel categories, namely the
HTS code category 6110.12 and all suffixes
specifically 10.20 and 10.10, covering women-®s
and men"s cashmere sweaters.

We request that these categories are
exempted from additional tariffs. The amount and
timing of these proposed tariffs place an undue
and egregious and even existential burden to our
company .

Our company was established in 2003 as
an exclusive manufacturer of quality cashmere
garments and accessories. Due to the special
nature of cashmere yarn and its origins, our
sourcing requirements dictated China importation.
Cashmere is farmed exclusively in Inner Mongolia
from the Alasan breed of goat. They only thrive
in this region and are considered the gold of
China.

We"ve searched for similar species of

goat In an attempt to copy the hair from this
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animal 1In other countries or even domestically,
but to no avail.

Throughout our 15-year history, we"ve
researched importing the raw material to the
United States to spin the yarn and to make
garments here in the United States. However, the
sweater industry iIn the U.S. has long ago
departed to Asia. Both the machinery and the
workforce are no longer available iIn our country.

IT possible, i1t would still be
prohibitively expensive and would take years to
restart production in the U.S. Chinese firms are
still the most adept and cost-effective suppliers
of cashmere apparel.

The additional tariff would
precipitate major loss of revenue and profit for
our company and other retailers. The lifecycle
of our business dictates that we cannot contract
production, we contract production as early as
eight months prior to shipping. This means that
we have locked prices in from our customers and

our vendors.
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We are unable to pass this along to
the consumer. Most retailers are experiencing a
downturn in traffic and are not in a position to
absorb price increases.

As we enter the third and fourth
quarter, the period all retailers achieve
profitability, they will see a lack of customer
enthusiasm for higher prices. Many retailers are
already closing stores and price increases will
surely hasten their demise.

As a seasoned apparel merchant and
executive who has built businesses, 1 believe a
trade war will erode global confidence and lead
to a recession. Tariff-driven trade wars damage
businesses and investor confidence.

Our economy has thrived through small
to mid-sized companies who employ as few as 10
people or as many 100. |If the cost of goods is
impacted by another tax, they will not employ as
many people, eliminate benefits, and unwillingly
create a recession. Ultimately, this will cause

businesses to close.
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It is my hope reason will prevail and
the proposed tariffs will not go into effect. 1In
the event the additional round of tariffs go into
effect, we kindly request that HTS code category
6110.12 and all suffixes, specifically 6110.12,
10.20, and 6110 -- 10.10 covering women"s and
men®s cashmere sweaters, are excluded from higher
tariffs for the time being or ideally iInto
perpetuity.

Thank you for your time and have a
good day.

MR. BISHOP: Thank you, Ms. Kolloff.
Our next witness is Karen Giberson with the
Accessories Council. Ms. Giberson, you have five
minutes.

MS. GIBERSON: Good morning. [I"m the
President and CEO of the Accessories Council, a
not-for-profit trade association. The Council®s
mission is to help foster business and assist our
members in selling fashion accessory products.
Our membership consists of over 320 companies.

I*m also a sourcing expert in
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accessories having worked with many factories in
the categories that are affected by this action
over the course of my 30-year career.

Imposing increased duties on fashion
accessory goods as gloves, hats, prescription
intended optical frames, sunglasses, scarves,
fashion jewelry, and many of the components we
use to make our products will not be effective iIn
obtaining the elimination of China®s acts,
policies, and practices.

Our products are low-tech, dumb
products which do not involve the sharing of U.S.
research and development or intellectual property
rights. These products are not produced iIn any
of the ten sectors identified in China®s Made in
China 2025 initiative. Further, they are already
amongst the highest tariffed items.

We know that imposing additional
duties on these goods will cause disproportionate
economic harm to our industry, including small
and medium-sized businesses and our consumers.

The accessories industry is already
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under financial stress as sales have been down
over the past several years and many of our
retailers have consolidated or closed.

We were already dramatically impacted
by the List 3 increase, which included luggage,
handbags, backpacks, wallets, and similar items.
We are being impacted by the GSP elimination of
India and Turkey. And we face more uncertainty
as the proposed EU tariff increase would impact
our members.

Any additional tariff on these goods
will result in further contraction. We make
largely price sensitive, impulse purchase items.
So further cost increases cause great harms.

This concerns us greatly as a
significant number of our members consist of
start-up businesses and companies that have been
In operation for less than five years. Many of
the Council®s companies have annual sales of $2
million or less and are women and minority-owned
businesses. These businesses have limited

financial resources and do not have the budget to
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find alternative manufacturing sources.

IT the additional tariff takes place,
it will impact our holiday delivery products
where most of our business is done in the third

and fourth quarter of this year.

Many of our members sell to U.S. value

retailers and off-price stores. Increased tariff
will dramatically impact the already slim margins
on these goods. An additional 25 percent tariff
could raise the effective duty rate to over 30
percent of the value of these goods.

Unfortunately, there are limited
alternative manufacturing locations outside of
China. And shifting production would be cost
prohibitive and highly disruptive.

China possesses an experienced
manufacturing, inspection, and shipping industry
for these products with the capacity to meet the
demands of the U.S. market. There are currently
limited alternative manufacturing locations that

can compete with China.

We anticipate other countries, such as
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India, will emerge to eventually become an
alternative to China production. However, they
do not yet possess the resources, trained
workforce, iInfrastructure, or capability to
absorb the volume of product produced in China at
the same quality and competitive prices.

Finally, there are no U.S.-based
manufacturing alternatives for these goods at the
volumes, prices, or quality our companies
require.

Even if other manufacturing sources
were available, 1t would take an estimated 9 to
18 months to certify and approve new suppliers.
Our members have longstanding partnerships with
their China factories who have developed specific
skills to manufacture these products.

Sourcing outside of China would make
the i1tems cost-prohibitive for the majority of
the U.S. retail customers.

You will hear from many large
companies over the next few days. And 1°m here

for all of them, but mostly importantly, our
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medium and small-sized companies that cannot be
here and will be amongst the hardest hit. Thank
you.

MR. BISHOP: Thank you. Our next
witness i1s Jeff Fischer with Planet Gold Clothing
Company, Incorporated. Mr. Fischer, you have five
minutes.

MR. FISCHER: Members of the Section
301 Committee, thank you for the opportunity to
testify today. I am Jeff Fischer, one of the
owners of Golden Touch Holdings, LLC, a
manufacturer and marketer of wearing apparel for
women, juniors and children. We"ve been iIn
business since 1975 and are headquartered in New
York City.

While we do manufacture the vast
majority of our goods outside the U.S., we have
over 300 permanent employees and approximately 85
hourly workers headquartered here who will
Basically adversely affected by the proposed
tariffs. Even without the implementation of

tariffs, the apparel industry is already facing
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dire times. According to a Bloomberg article
dated February 5, 2018, Americans are spending
less and less on clothing.

The article goes on to say that
there®s been general deflation in the clothing
industry, which I can attest to. Each year, we
are pushed to offer the same garment for less
money than the year before. Even with
inflationary prices, retailers are closing stores
and In some cases going out of business.

Business Insider in their April 17,
2019 article stated, the retail apocalypse is
raging on with almost 6,000 store closings
announced so far In 2019, more than the entirety
of last year.

Whille that 1s not exclusively apparel
retailers, the article further stated, UBS
predicted that clothing stores would take the
biggest hit.

Our customer base consists of U.S.
based retailers that target price-conscious and

economically-challenged consumers. The typical
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customer of these retailers cannot absorb a 25
percent price increase, and would likely do
without, thereby reducing retail sales volume
which In turn hurts the U.S. economy.

The financial impact is magnified when
we look at the longshoreman at the piers,
truckers and workers in the warehouses that get
the goods out to our retail customers® stores.
The majority of our current on-order in China is
scheduled to ship for delivery during the back-
to-school and holiday markets. It Is not
possible to move this production without
completely disrupting our production time line.

The back-to-school and holiday selling
seasons are key to apparel retailers®™ economic
health and profitability. The rapid pace at
which these tariffs may be imposed will leave no
possible outcome other than that the cost will be
borne by U.S. companies, their employees, retail
customers and ultimately, the U.S. consumer.

The establishment of new capacity

outside of China cannot happen overnight. In
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many cases, equitable alternatives simply do not
exist. We"re a volume-based fashion business.
The factories that can produce over a million
pieces of a single 1tem either do not exist iIn
other countries or cannot meet the prices
required to sell to our customers, and in turn
theilr consumers.

Another factor to consider is that
even If we could find manufacturing options,
there are several fTabrications that are only made
in China. The time and expense of purchasing
fabric in China and moving it to another country
for production may not be feasible.

All of this is further complicated by
the requirement of several of our retail
customers that we can only produce their goods in
factories that they have already approved. In
the short term, we have to operate under the
premise that any increase iIn tariffs for orders
already taken will be borne by our company. Some
of our retail customers may share some of this

cost, but they are not obligated to.
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This scenario would be catastrophic
for our company. We operate on slim margins, and
fixed overhead i1s not easily manipulated. ITf we
were to pay 25 percent more duty than we paid
last year, i1t would cost nearly five times the
profit we earned, obviously an unsustainable
business model.

In the long term, while we seek new
sources for our products i1t is likely that a
large portion of our production will remain iIn
China and the additional tariffs will be passed
on to the U.S. consumer. We know that i1f we
find alternative sources they will be more costly
and that will be passed to the consumer as well.

As we plan for a future that includes
tariffs, we must realistically expect a decrease
in our sales volume projections. A significant
drop in sales will impact our employees and the
employees of our service providers, and the
employees of our customers.

We are requesting that the committee

omit the apparel chapters as a whole. However,
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iIT the committee™s end decision IS narrow iIn
scope, we ask that the list below be given
priority for exclusion. 1"m not going to read
the list, but it is provided for your review.
Thank you again for your time.

MR. BISHOP: Thank you, Mr. Fischer.
Our next witness In Mark Corrado with Leading
Lady, Incorporated. Mr. Corrado, you have five
minutes.

MR. CORRADO: Thank you for the
opportunity to testify on this issue, which is
critical to the future of my business and my
workers.

My name is Mark Corrado. 1™m
president of Leading Lady, a manufacturer of
bras, tank tops, leggings and other intimate
apparel. [1"m a third-generation owner, as my
grandfather started the company in 1939. We sell
to major retailers such as Walmart, Hanes Brands,
Amazon, as well as many shops and e-commerce
sites.

We employ 16 people in our Beachwood,
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Ohio, headquarters, and have 20 full-time people
in our distribution center in central Illinois.

I will testify today about the harm that may come
to our company 1Tt the proposed Tranche 4 tariffs
are added to the garments that we currently make
in China, mainly bras and panties, as specified
under the following HDS numbers: 6212.10.5020;
6212.10.9020; 6212.22.9020.

We are in a challenging environment
now in the retail world, and to have to raise
prices will risk our consumers not purchasing our
garments and choosing a less expensive one. We
cannot absorb this rise In tariffs, as on many of
our garments we are already only making a very
small profit. This may cause us to lose business
with major customers, as they can find someone to
make a similar product at a less price.

We hope to be finding a way to reduce
our prices, not to be iIncreasing them. Our
products are difficult to make, as many have 25
to 30 operations involved. 1 brought a sample

just to show you what is involved in this. From
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the shoulder strap, to the lace, to the sewing in
the cups, to the bottom elastic, the top elastic,
It"s a very difficult garment to make. It takes
a lot of precision to make it as well as they
make 1t in China. Very time-consuming and very
labor iIntensive.

One of the reasons that we"ve been
forced to move offshore is that people don"t sew
in the U.S. anymore. We had five domestic
factories years ago, and most women in the rural
areas grew up sewing, so we had no issue finding
employees. That situation has totally changed.

We are already challenged by a
changing retail and dot com market. We are just
not trying to recreate our own brand and are
selling 1t directly online to consumers. There
are many other suppliers making products in
countries other than China that won"t be forced
to raise their prices, and we fear losing our
share of the market.

A competitive price iIs very important

to our market, as we"ve seen when we had prices
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too high. If we are forced to move production
from China, 1t will take a long time to make sure
that the new factories will make the garments
correctly and can get the proper materials.

Any change to another country may not
be possible, as 1t"s very difficult to make our
products the right way. The sewers must be very
skilled and they must be very precise iIn their
work, or the garment will not fit correctly and
will not look worth the price.

The cost of producing elsewhere in the
world may be too costly too, as we are barely
profitable now. That means that we either
continue sourcing in China, and Increase our
prices, which will likely mean decreased sales,
or we may try to move out which will take more
than a year. That means iIn the interim we must
Increase prices, and then we might be able to
replace that garment with possibly inferior
product that could still be more expensive, which
means we lose more sales.

The net result of this is that we
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lose, with the very real prospect of going out of
business, and that means our 36 workers and their
families lose. Thanks again for the opportunity

to testify, and 1711 be happy to take any

questions.

Our final witness on this panel iIs Mark Schneider
with Kenneth Cole Productions, Incorporated. Mr.
Schneider, you have five minutes.

MR. SCHNEIDER: Thank you, Mr.
Bishop. Good morning. My name is Mark
Schneider. 1"m the CEO of Kenneth Cole
Productions. 1"ve been in this role for four
years, and in the industry for 39 years.

Kenneth Cole Productions was founded
37 years ago in 1982. We make men®s and women-®s
footwear, dress casual and sport, a balance of
leather and polyurethane. We also license our
brand to dozens of other companies who produce a
broad range of other products under the Kenneth
Cole brand, including apparel, handbags, luggage,

eyewear, watches, fragrance and others.
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We are headquartered in New York City
with a distribution center in California. We
employ over 200 folks iIn the U.S., with hundreds
of additional people working on Kenneth Cole
products indirectly through our licensees.

I will begin by acknowledging the
important work done by the USDR, the ITC and the
other trade agencies of our government. In
addition, I would like to thank you for allowing
me to testify before you on behalf of the Kenneth
Cole Productions team.

The Section 301 tariffs has as their
stated purpose, remediating improper trade
practices related to technology transfer,
intellectual property, and innovation. 1 testify
before you today to demonstrate how the footwear
section of the 301 action threatens to hurt our
retailer customers, our KCP organization and
employees, and ultimately our American consumers.

Before 1 outline the above hardships,
first 1 must state the proposed tariffs on

footwear will not cure any discriminatory
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practices or policies of the Chinese government.
The manufacturers process had existed for a
lengthy period of time. There are few, if any,
trade secrets, technology or intellectual
property that are forcibly shared in this
industry.

Second, tariffs on the existing
footwear market have already been carefully
established by the United States International
Trade Commission, and the U.S. Department of
Commerce. The proposed 301 tariffs will put
additional and unnecessary burdens, and on the
very Americans and consumers that the
administration is actually trying to help, which
will have dramatic and unintended consequences
for the American economy.

The current average duty paid for all
goods the U.S. imports is 1.4 percent, while the
average tariff on travel and footwear is about 11
percent and can be high as 67 percent, according
to the American Apparel and Footwear Trade

Association, the AAFA.
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Clothing, shoes, textiles, and travel
only make up 6 percent of everything the U.S.
imports, but the group collectively generated
more than half of the 34 billion dollars of
tariffs collected i1in 2017. An additional 25
percent tariff would be a devastating blow to the
industry.

Since these tariffs have been part of
the iIndustry and landscape since 1930 with the
Smoot-Hawley Tariff Act, the industry has worked
diligently to manage accordingly through sourcing
and development strategies. Approximately 69
percent of all footwear i1s currently produced in
China, and our supply chains cannot easily be
shifted to other countries.

We have worked for many years to build
a highly functioning and stable supply chain, and
I am concerned with the potential impact on
quality, delivery capabilities and value that our
American consumer has grown to expect.

Moreover, it is not feasible that our

production could be brought back to the U.S.,
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since the infrastructure no longer exists and the
costs to produce our footwear domestically would

be exponentially higher, resulting iIn shoes that

would be unaffordable to our consumers.

The Footwear Distributors and
Retailers of America, the FDRA, has estimated
that the proposed tariffs will increase the
retail price of footwear by approximately 25 to
50 percent.

Because footwear iIs consumer-stable,
and because China dominates the production of
these i1tems, every American will feel the adverse
effects of these tariffs, which will simply be an
additional tax on American consumers.

Even if footwear companies were able
to bear a portion of the burden of additional
costs, profitability and jobs will be affected.
This would impact KCP significantly by reducing
total earnings by close to 20 percent. The
bottom line is that higher costs for consumers
means that they will purchase fewer shoes which

could put footwear companies out of business and
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will certainly threaten jobs and capital
investment iIn our Industry.

In conclusion, these tariffs will
clearly increase costs to American footwear
companies, which will ultimately lead to higher
retail prices, lower quality product, lower
sales, and loss of jobs and investments. |1
respectfully urge you not to support or approve
these additional tariffs that the administration
IS proposing on this industry. Thank you.

MR. BISHOP: Thank you, Mr.
Schneider. Mr. Chairman, that concludes direct
testimony from this panel.

MR. SULLIVAN: 1t"s Matt Sullivan from
the Treasury Department. My question is for Mr.
Cleaveland. In your testimony, you indicated
that there are regulatory or compliance protocols
that your members would find difficult to meet if
production were moved outside of China. Could
you elaborate on some possible strategies for
overcoming these obstacles it the products were

sourced from outside China?

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com



10

11

12

13

14

15

16

17

18

19

20

21

22

43

MR. CLEAVELAND: Thank you for that
question. OFf course the industry has been
heavily invested for a decade to come up with
compliance with regulatory agencies. Everything
from the Consumer Products Safety Improvement Act
for children®s merchandise, as well as state
regulations, California Prop 65 and all this.
It"s been an enormous task to have the compliance
people conform.

Building this in another country would
take years, and of course put the current
merchandise at risk, about It being non-
compliant.

MS. NAYLOR: Megan Naylor, State
Department. My question®s for Ms. Kolloff. You
indicate i1n your testimony that Chinese cashmere
Is unique and cannot be sourced elsewhere. |
understand that Mongolia is also a leading source
of cashmere wool and cashmere wool products, and
by some accounts the cashmere and cashmere
products produced there are superior to those in

China. Has your firm explored sourcing from
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Mongolia or from other countries that knit
sweaters from Chinese and Mongolian yarn?

MS. KOLLOFF: Thank you for the
question. Actually, Mongolian cashmere i1s subpar
to Inner Mongolia cashmere. 1 can get into the
specifics about the breeding of the goat, but the
Alasan goat, which is a specific breed of
cashmere goat, only thrives in Inner Mongolia and
IS not bred in Mongolia.

Also, the goats iIn Mongolia are
primarily brown and black, and the finest
cashmere that you buy today, if you buy a sweater
or a scarf or a hat, that"s in a brighter color.
Perhaps red or orange or whatever, you must use
white and white i1s really specifically from the
Alasan goat and i1s bred in Inner Mongolia.

That"s why we don"t source in Mongolia. Thank
you for the question.

MR. BLAHA: Chris Blaha, Department
of Commerce. My question is for Ms. Giberson.
You note that the Accessory Council®s members

have already been subject to some additional 301-
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related duties on luggage, handbags, and purses.
I guess I was wondering if you could elaborate on
what the experience has been In regards to those
tariffs and how you have been affected by those
prices.

MS. GIBERSON: Initially, our
wholesalers took the hit. It was ten percent and
then we had the surprise Tweet over the weekend
and got the extra 15 percent, and those orders
were already In process. So while they may have
factored In a ten percent increase, they didn*t
factor In at 25 percent increase.

So short term, our wholesalers are
impacted. Long term, the customer will be
Iimpacted because there®s just no room iIn the
margin, so the prices either need to iIncrease or
the wholesaler gets to a point where they can®t
afford to be In business anymore.

CHAIR TSAO: Actually, ma“am, I have a
follow up question. What are some of the
strategies that your members are adapting with

respect to the ten percent duties and also the
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Increased duties?

MS. GIBERSON: There®"s been a whole lot
of curiosity in exploring manufacturing in other
countries and looking to move production. Some of
their challenges have to do with quality. It has to
do with having the factory inspected by the
retailer. A lot of the larger retailers want to
inspect and make sure that environmental rights,
worker rights, conditions are appropriate, so
iIt"s a very long process.

It takes nine to 18 months before you
can really establish a good source, and even
longer after that before you can determine
whether 1t"s a reliable supplier. So you can"t
just jump and move everything overnight. It
takes a long time.

And then the other processes, the
inspection process, a lot of those countries
don®"t have on-site inspection to be compliant,
and they don"t have the shipping, the
consolidators, or the ability to get i1t here In a

cost-effective manner.
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So i1t"s been a very difficult year for
our, for many of our companies. These additional
proposed tariffs hit the same companies again,
and what I"m worried about is i1t"s like a tree
getting hit with an axe. One hit, It hurts a
little bit, but we"re just getting it from all
over the place. So some of the other places we
woulld go to, like Turkey or India, now we have
Issues there too.

So i1t"s just, it"s going to be the
straw that breaks the camel®"s back for a lot of
our companies, and unfortunately the really small
ones who just can"t afford to explore global
alternatives for their sourcing.

MR. DEVINE: Andrew Devine, from the
Department of Agriculture. My question®s for Mr.
Fischer. 1In your testimony you mentioned a list
of priority products to be removed from the list
of products proposed for 301 duties. Why, and 1
see that list here, why have you selected those
particular products as priorities?

MR. FISCHER: 1In, sort of bottom line
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Is that they"re the most expensive duty rates for
us already. In listening to some of the other
members of the panel and hearing other duty rates
that they talk about as being high, for many of
our products, specifically man-made fiber tops,
we"re already paying a 32 percent duty.

So with the 25 percent on top of 32,
we"re nearing 60 percent, two-thirds for all
intents and purposes on top of what we"re already
paying for the products. It"s that cost-
prohibitive.

MS. VON SPIEGELFELD: This is
Christina von Spiegelfeld from the SBA. This
question is for Mr. Corrado. In your testimony
you had mentioned that in the short term a
tariff, you would increase your prices. Would
you have any, would there be any immediate effect
on your company®s overhead? And a second quick
question i1s, have you already explored
alternative sources or pressed your suppliers for
reductions?

MR. CORRADO: Thank you for the
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question. For the immediate time when we have to
increase the prices, we"re just not sure what the
effect™s going to be. When we have pricing too
high, especially with our new business directly
online to consumers, the consumers don"t buy it.
There"s a price point that they"ll pay, and over
a certain point they won"t pay.

As far as selling to a Walmart or a
big store, we don®"t know what the situation®s
going to be. Will they permit us to pass it on?
We don®"t know, and that"s obviously very, very
important to us whether they will allow it or
not.

The second question iIs, yes, we are
exploring other countries. We are making some
products in Mexico, Bangladesh and Malaysia right
now, but China has a very precise, good sewing
operation that we can"t find anywhere else in the
world for these specific bras, the more
expensive, better garment. We can"t find it at
that price anywhere else in the world but China.

MS. VON SPIEGELFELD: Thank you.
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CHAIR TSAO: Mr. Corrado, I have a
quick follow up. With respect to the passing on
of the proposed, any additional duties, are the
manufacturers, the producers, going to assume
part of the duties? Do you see that iIn your
business?

MR. CORRADO: We don"t know. We
really don"t know. We have two main suppliers
out of China. It hasn"t been discussed with them
yet how we"re going to be, how we"re going to
deal with this. There"s a possibility they may
do that.

When the scare came with the Mexican
duties on things, our Mexican supplier offered to
help us with that. The Chinese, we don"t know.
We just don"t have any clue how this is going to
be dealt with, and we"re very fearful of what"s
going to happen on many fronts.

MR. BLAHA: Sorry, I was wondering if
I could ask him a question, maybe the panel will
more broadly -- 1 understand that there are

certain contracts and time frames that are
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already locked in, but what i1s the flexibility to
negotiate or leverage lower prices from the
Chinese producers more broadly?

MR. CORRADO: Is this for me again?

MR. BLAHA: 1 think for the panel,
more broadly, | guess. Anyone who wants to
answer .

MR. SCHNEIDER: Do you mind if I
Jump? Just a couple things that were questions
about trying to find alternative sourcing. |1
just want to comment that i1t"s been 30 years of
actually producing and manufacturing, and the
skill set 1n footwear where 70 percent i1s being
made i1n other countries. 1 just want to
comfortably state to the commission that as | was
just in China, as we discussed moving with owners
who own factories iIn different countries, they
will move goods there but they are limited in the
amount of production and amount of lines that can
make goods.

Since i1t"s a global economy, they are

smart enough to start raising prices in Viet Nam,
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Cambodia and other places. Supply and demand
really comes into play here, while we think we"re
going to move our goods to Cambodia or to Viet
Nam, so is everyone else and they are smart
enough to recognize, they"ll take the largest
leading brands and capabilities and start to lock
into future agreements so that they can certainly
satisfty their objectives. Prices are going up
elsewhere because of this. They"re not just
waiting.

The second thing we"re seeing 1is,
where people who have a balanced portfolio of
business, so the certain brands, 1 won"t name
brands, which have goods in Europe, 50 percent of
their business i1In Europe and other places and the
footwear industry are moving their goods to China
and the other goods that are being sold to the
U.S. to Viet Nam.

The quality of skill set in China is
better, so we"re going to lower the quality of
our footwear to the U.S. consumer, potentially

raise prices and raise tariffs and accomplish
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nothing by moving goods from my standpoint, with
all this moving around. In footwear where 1t"s
an engineered product, where it has to work, not
just look good, and the lathes and all the other
elements, there®s real potential for quality
Issues coming to the American consumer which 1
really fear, which will lower the quality, raise
the prices, and basically the tax will go to the
American consumer.

So from that standpoint there®s lots
of dimension in this discussion other than just
finding other solutions, other manufacturing
solutions, from that standpoint.

MR. JACKSON: Thank you, Mr.
Schneider. This i1s Bill Jackson, from USDR.
Actually, 1 had a question for you. The first
part of the question is do you currently source
any of your footwear from outside of China?

MR. SCHNEIDER: Yes, we do. We
started manufacturing in India, Viet Nam, and
we"ve started working directly over the four

years that I"ve been there, directly with
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factories that have capability outside of China,
but they"re the same owners that just have moved
factories to Viet Nam, to Cambodia, and other
places.

I also sit on a board with opening
price point product that is trying to find, which
did find a home in Cambodia, but now they"re
being fenced out of Cambodia because other people
with larger orders and higher price points.

The second thing I fear, 1°ve been
dealing in China for 35 years, in the early "80s.
The best thing you can do iIs have consistency
with your partners because if we go there and try
and force the issue of bearing the responsibility
of the iIncreased tariffs, they"ll work with you
but we will find it somehow, someway, in the
product that iIs not the same as what we"ve
negotiated.

I have spent 35 years trying to build
relationships, and so has everybody else on this
panel and 1°"m sure everybody behind me, building

real, responsible relationships with wherever we
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manufacture goods around the world, and doing so
as a fair wage and a fair price, and for our
consumers. I*m fearful that they will find a way
to absorb some of 1t, but 1t will be In the cost
of the goods or in the quality of the goods. We
may not see i1t short term but we will see iIt,
absolutely, unequivocally, over time. 1 hope
that answers your question.

MR. JACKSON: It does. May I ask a
follow up, which Is what trends do you see iIn the
footwear iIndustry in terms of sourcing over the
last five years or so0? Are you sourcing more from
China, less from China, and what do you see the
long term profile of your sourcing to be?

MR. SCHNEIDER: Over the last 20
years in the total industry, China has absolutely
not been growing as far as the sourcing of
footwear. 1It"s gone down to about 69 percent, so
there is capability elsewhere. But the amount of
people and the labor intensive and the
capabilities of the Chinese worker is absolutely

substantial.
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When 18 billion pairs of footwear, 20
billion pairs of footwear are made a year and 12
and a half or 13 of them are made in China, the
next largest, | believe, is India, two billion
pair. The smallest or the one percent is iIn
Turkey at a 175,000,000.

We i1n the U.S. are below that. When
I worked in a previous position at Timberland, we
made shoes, 1t was minor. We were making some
goods in Maine. 1°d say we had a factory in
Newmarket, New Hampshire, and that is now a
condominium. We were not able to compete. We
moved it to the Dominican, and then we had the
majority in China from the amount of workers and
the capabilities.

So again, we are working with India,
we are working in Viet Nam with our owners, and
we actually have a big business in Mexico. We
started looking at Mexico recently but I got
scared off just by the quick five percent out of
nowhere, which threw me for another loop. So

some sort of stability with this type of
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discussion would be really helpful to try and
plan.

As | said the Smoot Act was 1930,
People have worked to figure it out. We can
always work as a group to figure out things, but
this quick, whimsical, you know --- We"re looking
at moving goods because we"re fearful in July for
back-to-school, 1t"s going to have an impact
that"s dramatic. So dramatic. There"s no
preparation for anything.

CHAIR TSAO: 1 have a follow-up
question with Ms. Kolloff. Ma"am, I understand
that a lot of the products discussed by the
witnesses are value products. But cashmere is
probably more on the luxury end. So my question
to you i1s are there any differentiation with
respect to the impact, the effect of the tariffs
to luxury products versus consumer everyday
products?

MS. KOLLOFF: Well, yes. Our product
FOB 1s probably higher than some of the other

products the people on my panel were speaking
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about this morning. However, there iIs a
limitation on price. Even in the luxury market,
there is a barrier to entry, and people want to
pay a certain price for a quality cashmere
sweater.

In the event that our, we are forced
to raise our prices, you know, some of it perhaps
will be absorbed by the factories that we work
with, we have a great relationships with. But
clearly we would have to pass i1t along to the
consumer .

And even though that consumer is going
to buy a garment that would probably be over
$100, the fact is they would still feel it, and
perhaps we®"d just sell less. And I think that
woulld certainly be an impact to the retailers we
sell and to the customers we serve.

MR. JACKSON: 1 can"t remember which
one of you, but 1 think it may have been Mr.
Fischer. You had mentioned that the effect of
the tariffs according to estimates of one of the

trade associations would be an increase of prices
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of 25-50%. And 1 apologize if |1 didn"t get the
person who said that correct, but was it you, Mr.
Schneider?

So what"s the math involved there? IT
the tariffs go up 25%, how does the total cost of
the 1tem go up by as much as 50%7?

MR. SCHNEIDER: You know, there®s
typically markups from the manufacturer through
the retailer to the consumer. We"re all gearing,
you know, trying to make certain margin
percentage. But if something goes up by two to
three dollars on a ten-dollar i1tem, which we"re
paying a 15% tariff on it today or tax on it
today, i1t usually goes up six to seven times
before i1t gets to the consumer.

So there®s been lots written about
where the price points, that that could go
anywhere from 25-33% depending upon the item and
based on the markup.

So certain retailers, typically as a
wholesale, will take anywhere from 45-50%,

depending upon the item. From there, the
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retailer will take, typically go out at a 65%
markup. And so if you just do the math on that,
you will end up with above the 25%, which
ultimately goes with the retail.

So 1 just did a quick calculation on a
ten-dollar item. We could go out at $65 with
everybody making their margin that they need or
perceive to need to run a business. That i1tem
will be at the $82-85 range. So $20 on a $65
item will be a 28-30% increase. So It can vary
from there.

There®s been estimates in the AAFA on
certain goods that would go higher. And there
are certain, I*m only doing i1t on a 15% duty or
tariff product. In footwear, there are some that
go up as high as 50%. So i1t varies on the item,
varies on the materials used.

I think I read from the -- the AAFA
that 1t says 465 different ways components to
make shoes that will impact the tariffs that are
brought in, with uppers, materials, and so forth.

So 1t is lots of variations.
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CHAIR TSAO: Thank you. I did have a
follow-up question for Mr. Fischer. 1 think you
had mentioned in your testimony that, as |
understood 1t, iIn addition to the other concerns
that you expressed, there were some fabrications
that are made only in China. |Is that kind of a,
jJust competitiveness issue, or Is there some
exclusive technical issue related to that?

MR. FISCHER: It"s not really a
technical i1ssue so much as the, iIn many cases the
fibers are in China. And for example, we do
manufacturing in other countries. 1 was just in
India recently. We met with a huge factory that
we"re already doing business with. Completely
vertical, spin their own yarn. But they spin
cotton yarn, and when we spoke about anything
with polyester in 1t, they said we"re not

interested.

You know, I mentioned in the testimony

that we sometimes get orders in excess of a
million pieces. We"re doing a faux Sherpa jacket

that"s 1.7 million pieces. It"s polyester, it"s
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brushed twice, i1t goes through many other
processes to get it to look like it does.

So not only i1s 1t made in China, but
to something that"s as bulky as that, to then
transport that to another country would, just the
transportation alone would be cost-prohibitive.

So not only, you know, to add on to
what some of the other people are saying, not
only do we do already manufacture in some other
countries, we actually have an office in Delhi
with a small satellite office iIn southern India.
We have an office iIn Dhaka in Bangladesh.

But and you know, there®s been talk
long before the tariffs in China of the growing
middle class. So even the Chinese know that
there is a period, a point in time when 1t will
become cost-prohibitive to even manufacture iIn
China. So we*ve been looking for other sources
for years, but they just don"t exist on the scale
that"s necessary for the type of business that we
do. Thank you.

MR. CLEAVELAND: [Important to note,
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too, that most major US retailers require
corporate social responsibility audits on the
factories that they do business with to iInsure
that they"re adhering to child labor laws and
overtime and fair treatment of employees and that
they"re not locking doors and forcing work.

You know, 1t"s a huge effort, and it"s
also, you know, it"s not the kind of things you
can turn over In a day. And it has taken years
to have factories inspected and approved by these
major national retailers.

So of course to just find another
source, that"s the beginning of the process, but
you need to then make sure that the workforce
evolves with the technical ability to service
that need, but 1t also has to be In an approved
factory.

MR. BISHOP: We release this panel
with our many thanks, and we invite the members
of Panel 2 to come forward and be seated.

PANEL 2

MR. BISHOP: Will the room please come
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to order. Mr. Chairman, our Ffirst witness on
this panel is Dr. Erin Mannen with the University
of Arkansas for medical services. Dr. Mannen,
you have five minutes.

MS. MANNEN: Hello, thank you for the
opportunity to talk with you today. Most
importantly, I am mom to four-year-old Jay and
two-year-old Lucy. However, 1 am here today also
representing my other role as a professor in the
Orthopedic Surgery Department at the University
of Arkansas for Medical Sciences iIn Little Rock.

I have a PhD in mechanical engineering
and have over ten years of experience in
biomechanics. My research areas include the
biomechanics of babies, with special iInterests iIn
the benefits of babywearing on musculoskeletal
development.

I am testifying in this matter because
I have concerns about how the imposition of 25%
tariffs on baby carriers, subheading 63079098,
could adversely impact American families and

public health.
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I became interested iIn the
biomechanics of babies when my son was a newborn.
At the time, my husband was a police officer
working the night shift, and 1 was a brand new
mom without family nearby. My son was colicky
and had double hernias, so he cried most of the
time for the fTirst few weeks of his life. It was
physically and mentally exhausting, and nothing
would calm him.

I was gifted a used baby carrier and
decided as a last resort to try it. And that
experience has truly changed my life. My son was
instantly calmed from the physical closeness to
me that the baby carrier provided, and my family
became believers in the magic of babywearing.

But being a scientist, | sought to
learn more about why this particular infant
device, a baby carrier, was so different than all
the other baby gear we had tried. What | found
was a community of academic researchers beginning

to explore the medical benefits of physical

closeness and infant-holding, which babywearing
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promotes.

In particular, researchers have found
that physical closeness of the mother-infant duo
Increases breastfeeding success and decreases
infant distress. While other baby devices
separate the mother and the baby, a baby carrier
promotes physical contact.

A researcher at Arizona State
University recently found that low income
adolescent single mothers who use baby carriers
had a stronger attachment to their babies and had
increased breastfeeding success.

Not only is it well-established that
breastfeeding has numerous benefits for the baby,
mothers who breastfeed also have reduced risks
for some types of cancers. Baby carriers have a
significant positive impact on the mother and
infant bond, something that we know predicts
child success In many different ways.

Whille 1t was exciting for me to learn
about these evidence-based benefits of baby

carriers, | began asking questions that I, as a
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biomechancial engineer, could answer. How do
baby devices impact musculoskeletal development
for my child?

In my most recent study, my team used
high tech motion analysis and muscle activity
monitoring technology to explore how different
baby gear impacts an infant®"s ability to move and
use their muscles.

In orthopedic biomechanics, i1t i1s well
known that motion and muscle activity promote
proper joint development. So my research sought
to understand how various baby gear might impact
the musculoskeletal and motor development of
babies.

What we have found is that Boba baby
carriers promote neck and lower Bimb muscle
activity, which has positive implications for
head control and proper spine and hip health. We
have also found that back-lying baby gear has the
opposite effect on babies, resulting in less
movement and muscle activity.

In our work, supported by the
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International Hip Dysplasia Institute, we found
that Boba baby carriers promote a hip position
and muscle activity profile that is known to
encourage proper hip development in infants. We
are now exploring how baby carriers may become a
medical device or treatment option for babies who
are born with hip problems.

In summary, baby carriers are not the
same as other infant gear on the market. They
not only provide parents with the convenience of
remaining hands-free and the freedom to explore
where strollers cannot, but the evidence-based
medical benefits of baby carriers on the baby®s
health i1s becoming well understood.

I believe that as the body of evidence
supporting the medical benefits of babywearing
grows, there will be a time iIn the future when
baby carriers may be prescribed to new mothers iIn
the same way that breast pumps are. Baby
carrying has clear public health benefits, and I
am happy to play a part in understanding and

disseminating that information to the public.
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Whille tariffs are certainly not within
the realm of my expertise, a 25% increase would
undoubtedly make baby carriers more expensive to
the consumer, who may then decide to purchase a
less expensive infant product without known
health benefits, losing out on that positive
impacts of baby carriers.

I appreciate the opportunity to talk
with you today as a mother and a mechanical
engineering researcher on my own personal
benefits and the academic community®s evidence-
based medical benefits of baby carriers. |
respectfully urge you to remove subheading
63079098 from the final list In this action, or
alternatively include exemptions for child
carriers, child carrying wraps, and other child-
related products classified under this
subheading. Thank you.

MR. BISHOP: Thank you, Dr. Mannen.
Our next witness i1s Timothy Gallogly with Dorel
Juvenile Group. Mr. Gallogly, you have five

minutes.
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MR. GALLOGLY: Thank you. I"m Tim
Gallogly, I*m Director of Legal Affairs for Dorel
Juvenile Group. Dorel i1s a leader in the
juvenile products industry in the United States.
We are headquartered in Foxborough,
Massachusetts, we have a manufacturing facility
in Columbus, Indiana, and a distribution center
in Fontana, California.

I*m here to talk about two products,
child safety seats, 9401.80.6021 and 6023. Now,
as a preliminary matter, Dorel agrees with the US
that China had engaged in unfair trade practices.
We also agree that something needs to be done
about that. We"re not sure tariffs are the right
way to go, we"ll leave that to the discretion of
the Administration.

But we do have an opinion on the issue
of whether a tariff on child safety seats will
cause disproportionate harm to US consumers. And
our opinion i1s that 1t will not.

Now, earlier 1 mentioned we have a

factory in Columbus, Indiana, incidentally the
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hometown of Vice-President Pence. That factory
iIs 1.2 million square feet in size, i1t employs

700 people, of whom 450 are union members. It

produces some three million child safety seats

per year. We have the capacity to expand that

number by 30% overnight.

Now, that facility produces a range of
child safety seats, but i1t focuses on seats
designed for the budget-conscious consumer. We
actually dominate that end of the market with
approximately two-thirds market share. So a 25%
tariff on child safety seats will not impact the
budget-conscious consumer. They will still be
able to go and buy a safe, affordable child
safety seat that"s made in the United States.

Now, there®s one other point I1°d like
to make with respect to tariffs on child safety
seats. Whatever is determined by this committee,
it should be uniform. Right now on List 3, there
Is a tariff on seat pads and covers, so-called
soft goods. So we import some of that, some of

those soft goods, from China, and we pay a
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tariff.

Our competitors import the finished
child safety seat, the entire safety seat, from
China and pay no tariff. Now, what we"ve done in
response to that is we"ve moved a lot of our soft
goods suppliers out of China and moved primarily
to Mexico and Vietnam.

But we"re concerned that other
component parts that we import from China will be
slapped with a tariff, and the finished seat will
not. So the system we have today actually works
to the detriment of the one child seat
manufacturing company in the US.

So our position, we urge this
committee, that if tariffs are imposed, they be
imposed on all component parts of the child
safety seat, as well as the seat, or that there
be no tariffs at all with respect to any of the
components or the seat itself.

I thank you for your time and
consideration, and that concludes my testimony.

MR. BISHOP: Thank you, Mr. Gallogly.
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Our next witness i1s Mark Flannery with Regalo
International LLC. Mr. Flannery, you have five
minutes.

MR. FLANNERY: Okay, that"s Regalo.
Good morning, my name is Mark Flannery, 1 am the
President of Regalo. Our company is a mid-sized
privately owned company in the baby products
industry with corporate offices in Minnesota. We
are a leading supplier in North America of
several necessary safety products for young
children, such as baby gates, bed safety rails,
and portable play yards.

In addition to these three product
categories, we also design and produce several
other products that are important to the parents
of infants iIn the areas of sleeping, bathing,
napping, feeding, and potty training. All our
products are designed and engineered in the US by
our own staff and are proprietary to us.

Our company, which my wife and 1
started from scratch 24 years ago, now employees

approximately 100 full-time individuals working
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in departments such as administration,
engineering, marketing, finance, sales,
logistics, warehouse operations, human resource,
supply chain management, IT, quality control,
legal, and general office staff.

The primary materials used in the
manufacture of our products are steel, plastic,
and to a lesser extent textile. We have produced
our products in China for the past 21 years. Our
products have been specifically designed to
provide a high level of value and affordability
to a broad base of consumers and are sold in
every major retailer in North America.

We know what parents -- we know that
parents today are very informed regarding the
proper care of their infants. However, as young
families, they often struggle to afford all that
IS required iIn the care of their children. As a
company, we have always been extremely sensitive
to these prices these families have to pay for
our products and have worked very hard to

maintain their affordability.
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Periodically over the past 20 years,
we have iInvestigated what opportunities might
exist for us to produce our products within the
US. Fifteen-plus years ago, low tech metal
fabrications such as the process used iIn the
manufactures of our products did in fact have
some presence here in the US, but not now.

Low tech, low cost metal fabrication
no longer exists in the United States. US metal
fabrication companies we communicated with no
longer make the specification of tubing we use,
and quite frankly they have no interest iIn doing
that. | have documentation with me today and you
have attached to your files that give clear
evidence of this.

Instead, metal fabrication in the US
today broadly primarily involves high cost, high
tech i1ndustries such as biomed and aerospace and
other high tech products that use exotic metals.

As the threat of tariffs came on the
horizon approximately 20 months ago, we

immediately acted to investigate and seek out
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alternative production sources outside China.
Our attention was directed to Mexico and Vietnam
as best possible alternative sources.

After multiple trips and many face-to-
face meetings, the results are that both
alternative production options had significantly
higher costs than China, even with the 25%
tariffs built iIn.

Whille wages i1n Mexico and both Vietnam
are slightly lower than that of China®s, the main
hurdle i1s raw material availability and cost.
Vietnam i1s very developed In wood products as
well as textiles, however 1t has a very weak
infrastructure in metal fabrication, which
constitutes 80% of our products.

The factories we met with could not
meet our cost requirements nor our high volume
production demand. It was not even close. | do
have documentation confirming that as well, and
you have i1t in your packet. All the factories
that we met with or inquired into in these

countries stated the exact same point, that it 1is
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very difficult to compete with China when it
comes to low tech, high volume metal fabrication.

The costs we received from Vietnam
were a minimum of 50% higher, and Mexico was even
more higher than that. In the case of US
production, we made 13 in-depth sourcing
inquiries. Nine stated that they no longer
produce or work with the type of steel tubing we
require, and quote unquote, This iIs not a good
fit for our company.

Three never responded. The one
company that did provide a quote gave us a cost
in which the raw material alone was over $45
higher than what the entire finished product
sells for in Walmart today.

At this point, we have no other viable
option other than China to produce our products.
As a result, 1t 1s my firm opinion that by
imposing new or higher tariffs on the HTS codes I
have listed on your sheets, this would In no way
have an impact on eliminating or changing China“s

actions or their current policies.
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However, 1 can say without hesitation
that by raising or imposing these new tariffs,
25% tariffs, there will be disproportionate harm
to our company, as well as to the consumers who
have need of purchasing them. We"ll have no
choice but one of two options.

Option one, freeze hiring or possibly
make cuts in our staffing, as well as decrease
benefits, which currently includes fully paid
healthcare, 401(k) match, profit sharing, and
maternity leave. We would also have to suspend
capital spending.

Option 2, pass on the sizable price
Increase to our retail accounts, which would then
significantly raise the retail prices of our
products, making them much less affordable,
and/or out of range to the lower stratus of our
customer base.

The following are the HTS codes
related to child safety that 1"m urgently
requesting exemptions for, and you can see those

below. There are four HTS codes, I won"t read
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them. Thank you for giving me this opportunity
to speak.

MR. BISHOP: Thank you, Mr. Flannery.
Our next witness iIs Bradley Mattarocci with Baby
Trend, Incorporated. Mr. Mattarocci, you have
five minutes.

MR. MATTAROCCI: Good morning, and
thank you for the opportunity to testify today.
My name is Bradley Mattarocci, Vice President of
Baby Trend.

Baby Trend is a California-based
company producing products such as car seats,
play yards, strollers. We have distinguished our
brand as a leading manufacturer of these types of
products. Throughout our 31-year history, our
American employees have been designing new,
innovative, life-saving products that meet the
ever-increasing demands of parents and
caregivers.

We accomplish this by providing the
safest, more reliable products at affordable

prices. Baby car seats, play yards, and
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strollers are far outside the scope of the
Administration®s focus on the technologies and
industries included in the Made in China 2025
initiative.

Products specifically listed in the
Federal Register Notice will be subject to the
25% tariff, some of which were previously and
correctly excepted from List 3, Part 2, 1iIn
recognition of having such lifesaving products
available to American caregivers at the lowest
cost. Appendix I of our comments lists the HTS
codes that we are requesting exemption, including
car seats, travel systems, and play yards.

An additional 25% tariff specifically
on safety-related baby products is unlikely to
advance the Administration®s objectives,
including the criteria set forth iIn the USTR"s
notice. This increased cost will have to be
passed onto consumers, due to traditionally low
profit margins and their price sensitivity,
making these lifesaving products unaffordable to

much of the country®s population.
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We are confident that implementing the
proposed tariffs on critical, and In some cases
legally required safety products, will endanger
the health and safety of our children.
Specifically, this pertains to child car seats
and play yards that ensure safe transportation
and sleep.

The latest census data has the median
household income in the US at 50,500. Fifty
percent of all baby gear consumers have a annual
household income under 50,000, and 20% of baby
gear consumers have a household income less than
25,000.

As an example with child car seats,
which must meet federal motor vehicle safety
performance standards, parents may choose to use
secondhand or expired seats and have, that have
outdated safety features. Some may have missing
parts, been damaged, or involved in a prior
accident, or they may use no car seat at all.

In lieu of play yards, strollers,

basinets and cribs, which must meet stringent
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safety requirements to assure safe sleep, parents
may have children sleep with them in their beds
or use Improvised sleeping arrangements that put
babies and small children at risk.

These types of tradeoffs are real. We
hear about them every day. We fear that the
increased costs of parents and caregivers for
these products will be putting children®s lives
at even great risk.

For us and many iIn our industry,
adjusting the supply chain to offset the impact
of an additional 25% tariff from our well-
established, mature suppliers would require
significant changes. Those changes would be very
costly, disruptive, take years in some cases, and
create untenable new safety and quality risks.

Our products are uniquely required
under US law to be free market tested and
certified as meeting the extensive array of US
mandatory safety requirements, as required by the
US Consumer Product Safety Commission and the

National Highway Traffic Safety Administration,
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NHTSA.

Additionally, according to NHTSA,
child car seats and boosters provide the best
protection for infants and children in automobile
crashes, which are the leading cause of death for
children ages 1-13. Tariffs do not adequately
account for required testing or certified
materials, components in global supply chains in
our products® production and assembly.

These complex supply chains can take
years to establish. They cannot be easily moved
to different countries or facilities without
compromising contracts, legal and regulatory
compliance, quality, and affordability for
parents and caregivers. A single car seat alone
takes years to design and millions of dollars to
develop, test, and certify for use and sale iIn
the United States.

Based upon the foregoing, we strongly
oppose adding additional tariffs on those and
other baby products that parents and caregivers

depend on for the safety of their infants. We
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reasonably estimate that the net effect of
enacting the tariffs without exclusion would
increase wholesale prices of our products by at
least 20%, 1f not 25.

The product that, a product that costs
70% of 1ts retail price with a 25% duty would
mean that to maintain the same margin on sale,
retail prices would have to increase by 15%.
Baby Trend submits that any tariff that increases
the cost of products that provide for the safety
of our most vulnerable population must be
avoided.

Raising children is a complex and
costly endeavor. Reducing the costs and
increasing the affordability of safe baby
products must remain a priority for everyone.

For these reason, Baby Trend
respectfully requests that child car seats,
travel systems, play yards, et cetera, are all
protective child safety products imported under
the HTS codes in Appendix 1 of our submitted

comments not be subjected to the proposed
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additional tariffs and excluded, as most were
previously, from List 3.

Thank you again for your time and
consideration, 1 welcome any comments or
questions.

MR. BISHOP: Thank you, Mr.
Mattarocci. Our next witness is Russell Torres
with Graco Children®s Products. Mr. Torres, you
have five minutes.

MR. TORRES: Thank you. My name is
Russ Torres, 1"m a group president with Newell
Brands, the parent company of Graco.

I*m here today on behalf of my
company, our suppliers, our retail partners, and
most importantly the parents of millions of
families that purchase baby gear every year. I™m
very grateful for the opportunity to appear
before you today.

We"re also very grateful that the
Administration granted our previous request for
the removal of iInfant and toddler car seats, high

chairs, and infant swings from Lists 1 and 3.
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This decision helped our iIndustry continue to
provide consumers with affordable safety
products.

My message today is simple. We"re
very concerned that implementing the proposed
tariffs on critical, and In some cases legally
mandated, child safety products will have
negative consequences for the safety of American
children.

For background, Graco is the largest
provider of juvenile products and gear in the
United States. For the last 60 years, our
primary mission has been to ensure the highest
quality products that protect the safety and
wellbeing of America®s children.

Our US-based engineering and design
team has a track record of consistently enhancing
safety features for consumers and families of all
income levels. This mission drives our 650
employees every day in Atlanta, Georgia; Exton,
Pennsylvania; Reedsburg, Wisconsin; and

Victorville, California.
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Our iIndustry and parents now face the
potential of a 25% tariff on car seats, car seat
bases, high chairs, and baby swings. The
relevant details of the proposed products are
provided in the appendix.

All the proposed products, as |
testified the last time | was here, are consumer
goods used by parents of infants and young
children every day in all phases of their lives,
like those displayed here by these images.

Many of these product categories are
required by law and subject to rigorous national
safety standards regulated by the Consumer
Product Safety Commission and the National
Highway Traffic Safety Administration.

It is incredibly important to keep in
mind, as my colleague noted, that our consumers
are young parents balancing tight budgets. Fifty
percent of our consumers have household iIncomes
less than $50,000 a year, and about 20% have
household incomes less than $25,000 a year.

We"re deeply concerned that imposing
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the tariffs will add stress to many families as
they agonize over choices to balance tight
budgets while ensuring the safety of their
children. For example, parents may be tempted to
turn to secondhand car seats that have expired
safety features, or prematurely put young
children Into booster seats, or graduating
children too soon entirely out of car seats.

We"re concerned that parents may
exhibit other behaviors like this. These
tradeoffs are real for many young families and
lead to wrong choices that negatively impact
child safety. There is a limited prospect of
adjusting the industry®s supply chain or Graco"s
supply chain to offset the impact of these
tariffs i1n the foreseeable future.

About 90% of all products iIn this
category are imported from China directly
currently. Significant adjustments would take
years and be very disruptive, introduce new
risks, and in many cases would be impractical to

execute In the short term. The bottom line is
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the majority of the supply will still be subject
to 25% ta