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Section 301 Investigation

PUBLI C HEARI NG,

was hel d on Tuesday, March 11, 2025, commencing at 10: 05
a.m, at Ofice of the U S. Trade Representative, U S.

I nternational Trade Comm ssion (USITC), 500 E Street,

SW Washington, District of Colunbia 20436, reported by

Jeani nn Al exi s, Stenographic Reporter and Notary Public

in the State of Maryland and District of Col unbia.
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1 A-P-P-E-A-RA-NGCE-S: 1 P_R_OC_E_E_D_|_N_GS
2 2 MR BUTLER Good norning and wel cone.  The
3  SONJA SCHAEFER - U.S. Departnent of Labor 3 fice of the United States Trade Representative in
4 SARAH BONNER - U.S. Smal| Business Administration 4 conjunction with the interagency Section 301 Committee
5 VYIFAN CHEN - U S Department of Treasury 5 is holding this public hearing in connection with the
6  KYWAIl LAVRENCE- JACKSON - U.S. Department of Defense 6 Section 301 investigation of China's acts, policies, and
7 BECXI SANCHEZ - U.S. Department of Transportation 7 practices related to targeting of the seniconductor
8 PHI LI P BUTLER - Chair of Section 301 Conmittee 8 | ndust ry for dom nance.
9 LWKE MYERS - U.S. Department of Commerce 9 The Whited States Trade Representative
10 ACE GAZIS - U.S. Departnent of State 10 initiated this investigation on Decenber 23rd, 2024,
11 TYRELL BURCH - USITC 11 pursuant to Section 302(h)(1)(A) of the Trade Act of
12 PHLIP BUTLER - USTR 12 1974 as amended. In the Federal Register notice
13 TIMITHY WNELAND - USTR 13 published on Decenber 30th, 2024, announcing the
14 ERNBIE - USTR 14 initiation, USTRa so invited witten comments and
15  REBECCA GUDI CELLO - USTR 15 announced this hearing.
16 RACHHL HOAE - USTR 16 The Decenber 30 notice invited conment on
17 17 whether the issues covered by the investigation are
18 18 actionable under the statute. Actionable matters under
19 19 Section 301 include acts, policies, and practices of a
20 20 foreign country that are unreasonabl e or discrimnatory
21 21 and burden or restrict US comerce. The Decenber 30
22 22 notice is available on the USTR website under the
Page 3 Page 5
1 I-N-D-EX 1 Section 301 Investigation page, and is published in the
2 Initiati f Section 301 | tigati .
: O reh 11 2005 e 2 Federal Register at 89 Fed. Reg. 106725.
4  PANEL ONE PANELI ST NAME: PAGE: | 3 The purpose of this hearing is to receive
Venjia Cao ® | 4 public testinony regarding the issues raised in the
5 Xi mng Xu 13 : ] . )
Mark McKechni e 19 | 5 Decenber 30 notice. The Section 301 Cormittee will
6 Joe MReynol ds 24 | 6 carefully consider today's testinony and all witten
7 . . .
8 PANEL TVO PANELI ST NAME: page: | [ comments in response to the Federal Register notice
George Landrith 38 | 8 including post-hearing rebuttal coments. Post-hearing
9 Jeff Ferry 421 9 comments are due March 18th, 2025 and shoul d be Iinited
Evan Swar zt r auber 49 ) . ) ) )
10 Tinothy Lee 53 |10 to rebutting or supplenenting testinony at this hearing.
John Mol enaar 62 111 Ater the Section 301 Cormittee has conpl eted
11 L . . .
12 PANEL THREE PANELIST NAME: pace: |12 itsinvestigation, the Cormttee wll nake a
Ed Brzytwa 71 |13 recommendation to the US Trade Representative on
13 Kyl e Johnson 75 .o . .
Gabri el Dol Sol 80 14 whether the acts, policies, and practices are actionabl e
14  Fred Fischer g5 |15 under the statute. If it is determned under the
15 16 statute institute that acts, policies, and practices are
16 PANEL FOUR PANELI ST NAME: PAGE: . . . .
Nat han Pi carsic 9s |17 actionable, the US Trade Representative will determne
17 Mke Pollard 98 |18 whether action is appropriate. And if so, what action
Ri chard O emmer 103 . .
18 Sarah Stewart 108 19 to take under Section 304 of the Trade Act, which woul d
19 20 involve an additional notice and conment period.
i;’ 21 V¢ are pleased to have international trade and
22 22 economc experts froma range of U S governnent
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1 agencies with us at the hearing today. So why don't we 1 fromagency representatives. There will be no questions
2 start, please, by having those individual s introduce 2 accepted fromthe floor. Conmittee representatives wll
3 thensel ves starting with the Departnent of Labor. 3 generally direct their questions to one or nmore specific
4 US DEPARTMENT CF LABBR  Sonja Schaefer, 4 witnesses.
5 Department of Labor. 5 Again, post-hearing coments including witten
6 US SWVALL BUSINESS ADM N STRATION  Sarah 6 responses to questions fromthe Section 301 Conmittee
7 Bonner, US Small Business Adninistration. 7 are due March 18, 2025. The rules and procedures for
8 US DEPARTMENT CF THE TREASLRY: Yifan Chen, 8 witten submssions are set out in Decenber 30 Federal
9 USDepartnent of Treasury. 9 Register notice. Qdven the nunber of witnesses and the
10 US DEPARTMENT CF DEFENSE  Kywai i 10 schedule, we request that witnesses, when responding to
11 Lawence-Jackson, Departnent of Defense. 11 questions, be as concise as possihl e.
12 U S DEPARTMENT CF TRANSPCRTATICON  Becxi 12 V¢ |ikew se ask witnesses to be understanding
13 Sanchez, Department of Transportation. 13 if and when the Chair asks that a wtness conclude a
14 US TRADE REPRESENTATVE  Rachel Howe, USTR 14 response. In this regard, wtnesses should recall that
15 US DEPARTMENT OF COWERCE:  Luke Mers, 15 they have a full opportunity to provide extensive
16  Departnent of Conmerce. 16 responses in their post-hearing subm ssions.
17 US DEPARTMENT CF STATE Ace Gazis, 17 No cameras or video or audio recording wll be
18  Departnent of State. 18 allowed during the hearing. Awitten transcript of
19 M BULER And | amPhilip Butler, Chair of |19 this hearing will be posted on the USTR website as soon
20 the Section 301 Conmittee for USTR V¢ are also honored |20 as possible after the conclusion of this hearing. A
21 to have the participation of a menber of Congress in 21 this time, we are ready to proceed wth Panel 1.
22 this hearing. Later this norning at 11:45 we wll 22 And | apol ogize in advance if | get any names
Page 7 Page 9
1 receive testinony from Congressnan John Mol enaar, the 1 wong. Let's start with Panel 1. Can we start with M.
2 (hairman of the House Select Conmittee on the strategic 2 Cao.
3 conpetition between the Lhited States and the Chinese 3 VENJI A CAQ
4 Conmuni st Party. 4 China Chanber of Conmerce for Inport and Export of
5 Before we proceed with Panel 1, | will provide | 5 Machi nery and H ectroni ¢ Products, OOCOME
6 some procedural and admnistrative instructions: The 6 M. CAQ Thank you. Good norning. Thank you
7 hearing is scheduled for one day, today March 11th. The | 7 for the opportunity to attend today's hearing. | amCao
8 Decenber 30 notice indicated that post-hearing conments 8 Wenjia fromChina Chanber of Conmerce for Inport and
9 will be due seven days after the public hearing. 9 Export of Machinery and Hectronic Products, COOME
10 Post-hearing coments are due on March 18, 2025. 10 The QOOME has been conrmitted to promoting
11 Today we will have four panels of witnesses 11 trade, investnents, and bilateral exchanges. In My
12 with 16 individual s scheduled to testify. The 12 last year, under the Joint Wrking Goup Mechani sm of
13 provisional schedul e has been posted on USTR s website. 13 China provinces and the US Sates, we led a group of
14 Ve wll have a brief break between panels and will take |14 nearly 100 business representatives to visit the U S and
15 a 50-ninute lunch break. Each witness appearing at the |15 carried out a nunber of trade activities. The QOOME and
16 hearing is linmted to five mnutes of oral testinony. 16  our menber conpanies are always strong supporters and
17 The light before you will be green when you start your 17 active participants in global trade.
18 testinony, yellow neans you have one mnute |eft, and 18 As regard to the semconductor industry, it is
19  red neans your time has expired. 19  well acknow edged that the industry has |ong operated as
20 After the testinony fromeach panel of 20 a global supply chain, benefiting fromglobalization,
21 witnesses, the Section 301 Conrmittee will have an 21 international division of labor, and worldw de
22 opportunity to ask questions. Al questions will be 22 cooperation, playing an essential role in global
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1 technol ogical innovation. 1 nore than 90 projects across 28 states are announced in
2 China, as the world s largest consuner of 2 fabrication and packaging, equiprent and materials
3 semconductors, accounts for over half of the gl obal 3 mnufacturing, and ReD facilities.
4 chip sales which relies heavily on inports, in 2020, 4 Fromthese data, it can be found that there
5 inports consisted of 83 percent of the total chip sales 5 are no signs showing the U S sem conductor conpanies
6 wthinthe country. If we look at the revenue history 6 are exposed to burdens or restrictions or suffer from
7 of ngjor semconductor conpanies, you will find that the | 7 injuries. Aso, COOME would |ike to recall research and
8 sales of Chinese market accounts for a considerable part | 8 studies on Section 301 measures that the negative i npact
9 of the US semconductor conpanies' revenue, such as 9 of increased tariffs primarily shown as higher prices
10 Texas Instruments and Intel. 10 and costs for U S conpanies and househol ds.
11 As stated in QOOME s coment, the 11 And especially with US. inflation accel erated
12 semconductor industry is highly dependent on gl obal 12 in January, a newround of tariffs or restrictions would
13  collaboration. However, in recent years Chinese 13 only worsen the situation. V& sincerely hope that,
14 conpanies are faced with nore restrictive controls that |14 instead of owing every potential problemto its Chinese
15 prevent the sales of semconductor products to themfrom |15 peers, the USTR can conprehensively investigate the real
16  countries including the US. 16 challenges faced by the US senconductor conpanies.
17 Such unpredi ctabl e policies create great 17 In sumary, the COOME real |y appreciates the
18 uncertainty and have greatly pushed Chinese conpanies to |18 opportunity to testify. \é hope that the USTR can
19 re-examne and adjust their decision-making strategy in |19 consider voices fromdifferent interest parties and to
20 fields such as procurenent and production, so as to 20 approach this investigation prudently. QOOME al so
21 avoid the risk of using chips fromthe U S conpanies. 21 sincerely reconmends terminating this investigation and
22 Hence, COOME would like to highlight that the |22 avoiding undertaking any unreasonabl e neasures that

Page 11 Page 13
1 evidence alleged in the formal notice of this 1 would bring harmto the U S and gl obal sem conduct or
2 investigation is unsubstantiated and biased, and the 2 industry. W& advocate mutual devel opment between the
3 investigating scope is overly broad, and we al so noted 3 US and Chinese conpanies, and are always wlling to
4 that the launch of this investigation has caused 4 contribute to close connection and cooperation between
5 concerns inthe US. donestic industry. 5 conpani es fromboth countries and nore sustained growth
6 In addition, the GCOCME i s perpl exed about the 6 of the global econony. Thank you.
7 previous admnistration's initiation of the 7 MR BUTLER  Thank you.
8 investigation as we found the evidence listed is 8 M. Xu, the floor is yours.
9 contradictory. For instance, statistically the US. 9 XIMNG XU
10 semconductor industry maintains its |eadership in the 10 Chi na Associ ation of Autonobile Manufacturers
11 global market and continues its trend to thrive. 11 M XU Good norning, 301 Conmittee. M nane
12 In 2023, the U 'S industry accounts for 50.2 12 is Ximing Xu, and |"mhere on behal f of CAAM Chi na
13 percent of global sales revenue, up from46 percent in 13 Association of Automobile Manufactures. Founded in
14 2018, and in R&D, design, and manufacturing process 14 1990, CAAMis the nost representative national nonprofit
15 technol ogy, the US semconductor firns also maintains |15 trade organization in the autonobile industry of China.
16 a leading conpetitive position. 16 CAAMis a self-disciplined, non-profit social
17 QOOME | earned that the US admnistration has |17 organization and by the end of 2024, CAAM has nai ntai ned
18 heavily subsidized its domestic semconductor industry 18 over 3,700 nenbers.
19 and projects. For instance, quote, the CHPS and 19 China's auto market is one of the largest in
20 Science Act provides $52.7 billion for American 20 the world, with total auto sales reaching 26.282 nillion
21 semconductor research, devel opment, manufacturing, and |21 units in 2024. It is an open, transparent, fair, and
22 workforce devel opment, and since the CHPS introduction, |22 free conpetition market. The world's najor autonobile
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1 mnufacturers have set up production and sal es networks 1 hina mainland, most of the automotive gauge chips are
2 in China. The ngjor brands in the Chinese market 2 mnufactured by wafer factories in Taiwan Province,
3 include Mercedes-Benz, BMW Vol kswagen, Toyota, Tesla, 3  South Korea, Singapore, and China's dependence on
4  Ceneral Mtors, Ford, Jeep, Peugeot, CGtreon, Vol vo, 4 overseas foundry is very high.
5 Isuzu, Mazda, and more. 5 The gl obal automotive supply chainis
6 They sell both local ly produced nodel s and 6 interconnected and highly Integrated. The global narket
7 inported ones in China. Al the ngjor car lines have a 7 share of autonotive chips eventual ly outputted from
8 share in the Chinese market. In 2024, 14.6 percent of 8 Chinais very low Athough donestic chips are exported
9 passenger cars sole are German brands, 11.2 percent 9 overseas fromChina, after those chips are forned into
10 Japanese, and 6.4 percent are Anerican. 10 products such as controllers, nost of those chips would
11 In addition, the world s nmgjor auto parts 11  be sold back into China as parts of assenblies.
12 conpani es are al so conducting sal es and production 12 The electrification, intelligence, and
13 layout in China, including the US. -funded conpani es 13 networking of automotive products as well as the gl obal
14 such as Lear, Aptiv, Venture, Visteon, Bog Vérner, 14 supply shortage, have driven the devel opnent of | ocal
15 Qurmins, Magna, and many other international Iy renowned |15 research and devel opment and nanufacturing or autonotive
16  conpani es. 16 chips in Cina.
17 An autonotive chip is one of the product forns |17 The Qobal chip supply shortage during the
18 of the semiconductor industry. Each vehicle currently 18 epidenic has driven the growth of China's local chip
19 uses hundreds to thousands of chips according toits 19 industry. A the end of 2020, due to the inpact of the
20 intelligence level. In China, auto and parts-related 20 epidenmic on the world s najor chip manufacturers, there
21 enterprises treat chips fromChinese and foreign 21 was a global shortage of automotive chips, resulting in
22 conpanies inported chips and I ocal chips equally when 22 continued supply chain problens. Therefore, China as a
Page 15 Page 17
1 purchasing and using chips. 1 nmajor automotive production country, was seriously
2 The CAAM has al so never received conplaints 2 affected by that. This background has pushed Chinese
3 fromits nenbers, especially joint ventures or 3 chip conpanies to strengthen technol ogi cal innovation
4 foreign-funded enterprises that they are subject to 4 and capacity expansion to neet the demand of the
5 unreasonabl e, inproper, or discrimnatory restrictions 5 domestic narket.
6 when purchasing chips for vehicles nor has it received 6 A gl obal chip shortage forces a reshaping of
7 or seen any conplaints fromchip conpanies about 7 the chip supply chain. This shift has not only promoted
8 unreasonabl e, inproper, or discrimnatory restrictions 8 the devel opnent of China's automotive chip suppliers,
9 on the purchase of in-process chips by auto conpanies. 9 but it also pronoted the synergy and cooperation between
10 Chi nese enterprises always adhere to an open 10 upstreamof the entire industrial chain.
11 attitude towards foreign chips, and it has becone normal |11 The huge denand of China's autonotive narket
12 for Chinese enterprises to purchase autonotive chips 12 al'so provides a broad space for devel opment and narket
13 globally. Inrecent years with the rapid devel opment of |13 opportunities for chip conpanies. Wth the rapid
14 China's autonobile industry, the demand for autonotive 14 devel opnent of China's new energy vehicles and
15 chips has increased sharply. The supply of donestic 15 intelligent connected vehicles, the demand for
16 autonotive chips in Chinais far fromneeting the 16 autonotive chips has further increased. The growh of
17  nmarket's demand, so Chinese enterprises purchased a 17  nmarket demand is also an inportant factor to pronote the
18 large nunber of foreign autonotive chips. 18  devel opnent of the automotive chip industry.
19 Satistics showthat nore than 90 percent of 19 Wth the continuous inprovements of consumers'
20 the chips for China's autonobile industry were inported |20 requirenents for vehicle safety, confort, energy
21 fromabroad in 2023. At present, although sone 21 savings, and intelligence |evel, the demand for
22 autonotive chips are designed by domestic conpanies in 22 autonotive chips woul d al so strongly increase annually.
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1 In summary, CAAMbelieves that China' s 1 NASDAQ revenue alnost $800 million and the current
2 automotive chip industry does not enploy 2 market capitalizationis nore than 1.6 mllion.
3 anti-conpetitive and non-narket means to achieve its 3 Qur founder Dr. David Wng immgrated to the
4 objectives and that China's |aws, policies, and 4 US intheearly '90s and became a US. citizen and
5 practices are not unreasonable or discrimnatory in 5 pursued his vision of building a world-class gl obal
6 accordance with Section 301 (b) of the Trade Act. 6 semconductor equi pnent conpany on Anerican soil. He
7 The devel opnent of China' s automotive chip 7 holds numerous U S. patents in sem conduct or
8 industry is aninevitable result of market-driven 8 fabrication, he deliberately established AVMin the US.
9 changes in the global nmarket structure. If the Section 9 toleverage the ingenuity and economc opportunity of
10 301 investigationinitiated by the Lhited Sates 10 this great country.
11 eventual |y adopts neasures such as increasing tariffs 11 AM doesn' t make seni conduct or chips, rather
12 and supply chain restrictions, it will certainly danage |12 we devel op and produce tool s and equi pnent that are
13 the global automobile industry, disrupt the 13 essential to the fabrication of the semconductor chips.
14 semconductor industry and market pattern, |ead to the 14 Qur technol ogies report critical processes including
15 rise of global chip costs, increase the costs of the 15 single wafer, batch wet cleaning, electro-plating, and a
16 autonotive supply chain, and harmthe interests of 16 fewnore product |ines under devel opnent. The very nane
17 gl obal automotive consurmers including China and the 17 AMstands for advance cl eaning nachines reflects our
18 United Sates. 18 leading role in the technol ogies field in which no
19 V¢ hope that the USTR can have a conprehensive |19 conparable U S firmexists.
20 and objective understanding of the gl obal automotive 20 Let ne be clear, AOMis the only American
21 chip industry and make better judgment. China's 21  conpany with top-to-bottomcleaning tools for
22 autonotive industry and autonotive chip industry have 22 semconductors. V¢ note that our main conpetition in
Page 19 Page 21
1 always upheld an open and cooperative attitude, hoping 1 cleaning tools is fromJapan. Qur global headquarters
2 to engage in dialogue and cooperation with the United 2 arein Fremont, Californiainthe Slicon Valley. W
3 Sates in technol ogical innovation, industrial 3 manage our global operations including our finance team
4 collaboration, supply chain and services, and avoid 4 ReD customer sales and services, and other activities.
5 unilateral trade actions. Thank you. 5 V¢ al so operate several facilities in
6 MR BUTLER  Thank you. 6 Hllshoro, Qegon including a 40,000 square foot
7 M. McKechni e. 7 building we bought just last year to serve as a
8 MARK MKECHN E, 8 launching pad to bring production and advance R&D back
9 ACOM Resear ch 9 totheUS Qur customers are mgjor sem conductor
10 MR MKECNE Hello, | amnmark MKechnie, 10 nmanufacturers based in the US., Europe, and Asia.
11  CFOof AOMResearch Incorporated. V¢'re a conpany that |11 Like many other U S tech firns, the ngjority
12 supplies world-class equi pnent manufacturer and ngj or 12 of our firmproduction is through our manufacturing
13 producer of semconductor chips. First, | want to thank |13 subsidiaries. For us, in China and Korea. V¢ have
14 the admnistration for its dedication to the national 14 found it inportant to |ocate our production and
15 security of the country and the wellbeing of American 15 engineering teamas close to our custoners, which allows
16 conpanies. |'mgrateful for the opportunity to discuss |16 us to adapt our tools to meet our customers'
17 the inpact that potential tariffs wll have on our 17 requirenents.
18 conpany and al so the Anerican senconductor industry. 18 V¢ have planned to bring our tool technol ogy
19 AMresearch is a conpany that enbodies the 19 developed in Asia back to the US where we plan to
20 American dream \¢ were founded in 1998 in Frenont, 20 scale it in mass production to support the historic
21 California as a Slicon Valley startup. ACM Research 21 process back to Averica. ACMfully supports the
22 has since grown into a publicly traded conpany on the 22 admnistration's commtnent to strengthen the
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1 semconductor industry. To alignwththis goal, weare | 1 like ACMcan continue to invest, innovate, and create
2 actively expanding our U S manufacturing footprint and 2 jobsinthe US Thank you.
3 ensuring our manufacturing operations to the United 3 MR BUTLER  Thank you.
4 Sates. 4 M. MReynol ds.
5 For exanpl e, we have made substantial 5 JCE MREYNOLDS,
6 investments to expand our production at our O egon 6 Panmir Consul ting
7 facilities where all of our enployees are in the | ocal 7 MR MREYNOLDS: Thank you for the opportunity
8 comunities. ACMis conmitted to bringing nore 8 totestify today. \& at Panir cone to this issue as
9 manufacturing and jobs and products to the U S 9 experts on China's defense industrial S&T devel oprent
10 This is where we need your help. The process |10 and China's trade practices aimed at donnating the
11  of reassuring, establishing, and scaling the production |11 global technol ogy econony. And we believe at Panmr that
12 for our specialized tools is, of course, conplex, and 12 USTRis correct to be investigating this silicon carbide
13 our customers demand copy-exact tools for the 13 wafer market for potential unfair conpetition practices
14 multi-billion dollar production lines. For this, we 14 by (hinese manuf act ures.
15 will require atransition period measured in years, not |15 A though silicon carbide chips are not at the
16  nonths. 16 cutting edge of technological possibility with a sense
17 The end gane is clear. Thousands of Anerican |17 that chips targeted by sanctions usually are, they do,
18 jobs and domestic investnent, but AOMand | suspect the |18 in fact, forma crucial part of the gl obal technol ogical
19 entire industry wll need a bridge to transition from 19 supply chain. And inthe Qand A we can go into detail
20 Point Ato Point B. So our answer is sinple: To 20 inany direction that you all like, but to start, |
21 support the goal of revitalizing Arerican semiconductor |21 would like to offer three main points: Qe is that
22 production, we respectfully request that ACMand its 22 silicon carbide wefers are essential to US national
Page 23 Page 25
1 equipnent use for domestic sem conductor manufacturing 1 security. For the autonotive industry, renewable energy
2 be exenpt fromany tariffs or trade restrictions that 2 sector, areas where China hopes to considerably expand
3 my result fromthis investigation. 3 their global narket share in the conming years and do
4 Thi's woul d i nclude subsystens, modul es 4 have a degree of dual mlitary civilian use.
5 conponents currently made by our factories in China 5 And the established narket |eaders in these
6 until we transition to production hereinthe US 6 sectors, both Vestern multi-national s and Japanese firns
7 US Trade Representative has previously 7 now face growi ng conpetitive pressure from China, and
8 recogni zed the necessities of such exceptions followng 8 that is coming fromartificially boosted national
9 the prior Section 301 investigation concerning China's 9 chanpions rather than fromorganical ly conpetitive
10 acts and policies on technol ogy transfer, USTR did 10  Chinese producti on.
11 recommend duty exclusions for nachinery used for 11 According to industry analysts, Chinais now
12 domestic manufacturing. 12 within two years of constituting the majority in gl obal
13 Smlar exclusion for machinery and equi pment |13  silicon carbide wafer production, whichis a trend
14 use for domestic semconductor manufacturing is 14 driven heavily by the PRC s coordinated governnent
15 warranted here to further the adnnistration's goals to |15 supportive industrial policy in this sector. And under
16  prevent disruptions in operations and investments, this |16 these circunstances, | think taking Section 301 actions
17 exenption fromadditional duties should exist in the 17 against Chinese firnms that are receiving these heavy
18 first place rather than later providing for exclusion. 18 subsidies is sinply a prudent option to restore a nore
19 Thank you again for this opportunity to 19 level playing field.
20 present ACMs perspective. V¢ look forward to working 20 M second point is that inports conprising of
21 with the adnministration to strengthen the American 21 silicon carbide wafers fromChina pose a real threat to
22 sem conductor industry while ensuring that conpanies 22 US national security. Go back to 2015 when China
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1 released its Made in 2025 policies. There they 1 silicon carbide in an electric vehicle is atiny
2 identified silicon carbide as a quote, unquote, next 2 fraction of the total cost of the car.
3 generation material that they believe will be 3 So finally | will sinply say that this rapid
4 increasingly promnent after 2020. And, indeed, their 4 artificial subsidy driven expansion is happening because
5 share of the global market is going to be north of 5 China understands this is national security relevant and
6 50 percent by 2026, we're looking at. 6 we should take action. Thank you.
7 Driven by PRCfirns such as TankeB ue, SICC 7 MR BUTLER  Thank you, M. MReynol ds.
8 they are winning narket share through these 8 Ckay. | thank the panelists for their
9 subsidy-driven low prices. And TankeB ue in particular, 9 testinony. V¥'re going toturnto questions now First
10 they are the largest of China's firms. They have been 10 questions are going to be for M. Cao. And the first
11 designated as both a national high tech enterprise and a |11 question is fromUSTR
12 quote, unquote, little giant enterprise as a specific 12 U S TRADE REPRESENTATVE H. Good norning,
13 PRC designation of national chanpion status for a small, |13 M. Cao. Thank you for your testinony. M questionis
14 nedi umsize technol ogy firns. 14 about the COOME itself. | want to know whether it's
15 So they participated in numerous defense 15 affiliated with any governnent? For exanple, does your
16 industrial 863 projects which are ained at indi genous 16 organization, does it have a Chinese Communist Party
17 PRC devel opment of dual use geo-strategically rel evant 17 cell? And are any of your menbers Chinese state- owned,
18 technol ogi es, and then TanKeBl ue, through their Xinjiang |18 invested, or controlled?
19 subsidiary is also conducting a nmajor research project 19 M. CAQ Thank you for your question. COOME
20 with the XPQC Xinjiang Production & Construction Corps. 20 was established in 1988. QOOME is a national nonprofit
21 And XPCCis a state-run para-nilitary 21 and we are not affiliated with any government agencies.
22 corporate conglonerate that's actually been sanctioned 22 And actual ly, our conpanies are voluntarily joined so we
Page 27 Page 29
1 by US foritsroleinhorrific human rights violation 1 operate independently, thank you.
2 against the Uyghur popul ation. 2 US DEPARTMENT CF THE TREASLRY:  (ood
3 S0 you have a situation where TanKeBl ue, the 3 norning. Can you explain your role that COOME pl ays
4 market |eader for the PRCand is poised to becone a 4 coordinating industry interests in China and interacting
5 global |eader not only is a prine target for Section 301 | 5 with the Chinese government and the Chinese Communi st
6 action but it's -- their collaboration wth the XPCC 6 Party? Wat is your role, if any, in shaping and
7 raises the possibility that their technol ogy supports 7 inplenenting Chinese government policy in the
8 the Ughur genocide, and for them the sanctions nay 8 semconductor sector?
9 also be appropriate. 9 M. CAQ Is that a question for OOOME?
10 So because of the conmprehensive threat of the |10 U S TRADE REPRESENTATVE It's for you, yes.
11 Chinese nonopoly in the sector as well as the defense 11 M. CAQ Interns of the QOOME, as mentioned
12 industrial ties of key national chanpions, we believe 12 earlier, and in our coments, we are an organi zation.
13 that there is athreat to US national security here. 13 And regarding your question about Chinese or Chinese
14 And the current 10 percent tariffs on inports fromChina |14 government policies, as mentioned in our coment that
15 isjust insufficient to protect US. capacity. 15 those plans or industrial policies was subnmtted that
16 There's been a I ot of analyses on these and we |16 the policies be documented which picture the future
17 can talk about themin the Qand A but fundanentally 17 devel opnent .
18 silicon carhide chips are only a small percentage of the |18 Furthernore, it's not uncomon that devel oped
19 input into a finished product whether that's mlitary 19 countries including the US or European countries to
20 equi pment, power grid conponents, you nane it. And so 20 have industrial policies, so not only in China. Thank
21 tariffs will have to be applied to the final products to |21 you.
22 be an effective deterrent. The total cost of all the 22 US DEPARTMENT GF COWERCE  (ne nore
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1 question, M. Cao. QCOME s public conments state that 1 released in April 2024?
2 industrial cooperation and trade in sem conductor 2 MR X4 For this questions, honestly I'm
3 industries between China and the Lhited States is a 3 suffering froma bit of jet lag right now And about
4  narket-oriented choice under the global division of 4 that part, I'mpersonally -- ny work doesn't associate
5 labor. However, it is reported that Chinese silicon 5 with themthat mich. And nostly, we just focus on the
6 carbide suppliers are offering a price as lowas 500 USD | 6 automakers and the industry. And if you want ne to
7 per wafer when historically the sane wafer was about 7 provide further information, |'mmnore willing to submt
8 1500 USD. Chinese silicon carbide suppliers are 8 more as much as | can after. Thank you.
9 reportedly providing this price while operating at a 9 MR BUTLER Next set of questions are for
10 loss. 10 M.MKechnie. And ve will start with State.
11 Wat are the factors behind this major cost 11 U S DEPARTMENT OF STATE  Good morning.  Has
12 differential ? 12 AOM Research experienced any pressure to formjoint
13 MS. CAQ | think we will articulate in nore 13 ventures in China? And have China's acts, policies, and
14 detail in our post-hearing coments. And can | add one |14 practices inpacted AOMs sales or operations in China or
15 nore. | think we provide services for Chinese conpanies |15 third narkets?
16  but we al so provide services to conpanies fromforeign 16 M MKECHNE Thank you for the questions.
17  countries that opened in China. And if you are looking |17 Wich policies did you ask?
18 for nore information, we are nore than willing to 18 U S DEPARTMENT CF STATE (hina's acts,
19 provide that information in our post-hearing coments, 19 policies, and practices inpacted AOMs sales or
20 thank you. 20 operations in China or third markets?
21 MR BUTLER Next we are going to turnto 21 M MKECGHNE To ny know edge, and we can
22 M. Xu 22 give more conments on that post-testinony witeup, but,
Page 31 Page 33
1 US TRADE REPRESENTATVE  Good morning, M. 1 you know, we are controlled by market forces generally.
2 Xu. Could you explain what role, if any, CAAMplays 2 V¢ nmake our investrments on the production forecasts and
3 coordinating industry interests in China and interacting | 3 we don't feel a tremendous amount of influence.
4 with the Chinese government and Chinese Conmunist Party? | 4 U S TRADE REPRESENTATVE How, if at all,
5 Wat is your role, if any, in shaping and inplenmenting 5 have China's acts, policies, and practices related to
6  Chinese government policy in the semconductor sector? 6 silicon carbide wafers affected the conpetitiveness of
7 MR XU Good norning. The status of commerce | 7  your business?
8 is basically just organization. \¢ are funded and a 8 M MKECHNE Thanks for asking that. Vé're
9 national, nonprofit and trade organization so only 9 a broad-based supplier of tools across the range of
10 focused on automotive industry in China. And we host 10 semiconductors fromfront end, back end. Slicon
11  conferences and make social events for autonakers in 11 carbide probably a pretty small part of our overall
12 China, also the auto parts suppliers and al so sone 12 hbusiness, so | have not devel oped a significant inpact
13 software service providers and we are independent 13 on that.
14 operating fromthe states and the government. And, of 14 MR BUTLER Next. we'll turn to questions for
15 course, we obey the laws. Thank you. 15 M. Reynol ds, please.
16 U 'S DEPARTMENT OF TRANSPCRTATION  How, if at | 16 U S DEPARTMENT CF DEFENSE  Good norning, M.
17 all, has your association nenbership collaborated with 17 MReynol ds. Can you el aborate on the nunerous defense
18 China Autonotive Chip industry Innovation Strategic 18 industrial 863 projects ained at indigenous PRC
19 Aliance CAOISA established by China's Mnistry of 19  devel opnent of dual -use and geo-strategically rel evant
20 Industry and Infornation Technol ogi es? And what 20 technologies that you referenced in your sunmary of
21 feedback, if any, did your association contribute to the |21 testinony? To your understanding, what are those
22 white list of Chinese Autonotive Chips that CAQISA 22 projects pursuing?
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1 MR MREYNOLDS. So 863 projects are across 1 norning. Are you aware of exanples of Chinese policies

2 the entire range of Chinese science and technol ogy 2 leading to forced technol ogy transfer in the

3 devel opnent, and they are part of a broader process that | 3  seniconductor sector?

4 the Chinese governnent has termed military civil fusion 4 MR MREYNOLDS: ['mnot aware. | couldn't

5 or MF that they are |ooking not just at civil mlitary 5 speak to the semconductor specifically on forced

6 integration, not just at end step procurement for 6 technology transfer, but that is very frequently across

7 defense purposes but bringing civilian conpanies into 7 industry policy, a policy of the PRCto force technol ogy

8 every step of devel opnent. 8 transfer into industry.

9 And so to see like merely 400 separate, 9 | will say in the semconductor and silicon
10 designated key projects for scaling China's SIC 10 carbide industry specifically, | can't speak to whether
11  production and the projects and the TankeB ue 11 it's forced or not but there is a huge push
12 specifically participating in, | wll believe they are 12 strategically to try and get technol ogy transfer from
13 focused on nilitary applications of both autonotive 13 Western firns into these Chinese designated national
14 technol ogy and then al so energy storage technol ogy, 14 chanpion firns for the transition from6-inch to 8inch
15 which are there are nunerous. 15 wafers because the Chinese government has identified
16 That's sonething certainly if youwould like a |16 this as a | eapfrog nonent where they can real ly cenment
17 nore detailed breakdown of the program |'mhappy to 17  thensel ves as the |eaders of the next generation the
18 provide that in post-testinony. 18 silicon carbides of the mobile supply chain are
19 U S DEPARTMENT CF LABC(R  Can you pl ease 19 significantly nore efficient for production rated.

20 elaborate on TanKeB ue's all eged coordination with the 20 | woul d say the national security concern from
21  Xinjiang Production and Construction Corps and sources 21  (hinese donination woul d be identical whether these
22 for this information, if possible? 22 conpanies are doing it out of narrow, short-term

Page 35 Page 37

1 MR MREYNADS Certainly. | will -- the 1 interest or whether they are doing it as conpelled hy

2 source | have right here is actually for specifically 2 the Chinese governnent.

3 for their research project with the XPCC was froman 3 | amconcerned with the US national interest

4 industrial catal og provided by TankeB ue publicly. So 4 inwhether trying to domnate the next generation of

5 that's actual |y something we encounter a lot with 5 this technol ogy nmore than |'mconcerned with the exact

6 sourcing for things that alnost by definition can easily | 6 degree of coercion of short-terminterest that these

7 trigger 301 action, things |ike that. 7 conpani es are causing these conpanies to transfer that

8 It's that China tends to treat the Chinese 8 next generation of technol ogy.

9 language as their first layer of encryption because a 9 MR BUTLER  Thank you. In your post-hearing
10 source is in Chinese language, there's not really often |10 coments, any additional information you can provide in
11 even after effort make of this kind of collaboration of |11 response to that first question on the 863 woul d be
12 participation and certainly with regard to the Xinjiang |12 helpful.

13 pressures of the Chinese government trying to pretend, 13 Are there any other questions for the
14 oh, nothing's going wong. V@ are not committing 14 panelist? Ckay. Thank you very much. | appreciate
15 depression there so you are required to participate in 15  everyone providing testinony.

16 and you can't shy away fromit. 16 | believe it is about eight minutes to 11:00
17 And then obviously the act and actions abroad |17 now So why don't we plan to come back at ten minutes
18 trying to hold China accountabl e for those very real 18 after 11:00 for the second hal f. Thank you.

19 hunan rights abuses, so TankeBl ue has not shied away 19 (Short recess taken.)

20 fromacknow edging in China's | anguage that they are 20 MR BUTLER ¢ ask and remnd everyone to
21 conducting this research. 21 speak slowy and loudly enough so we can understand you.
22 U S DEPARTMENT GF TRANSPCRTATICN  Good 22 Ve will start off with M. Landrith, please.
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1 GEORGE LANDR TH, 1 that's the mstake. It's a mistake of significance
2 Frontiers of Freedom 2 Dbecause these are used to power, as | said, everything
3 M LANDRTH Good norning. | am George 3 you can inagi ne: autonobiles, nedical devices, even
4 landrith. I'mthe president of Frontiers of Freedom 4 nmlitary systens, among other things. Despite the nane,
5 founded by former U S Senator MalcolmVéllup. And we 5 legacy chips are not stale, old technology. they are
6 are supportive of this investigation and we encourage 6 constantly updated, and it's inportant to recognize
7 the U S Trade Representative to inplenent trade 7 that.
8 restrictions to prevent the People' s Republic of China 8 A'so, it's inportant to recognize China has
9 fromdomnating the world and using chip manufacturing 9 grown its share in the legacy chip narket creating a
10 as one of its tools. 10 great dependence on Chinese-nade semconductors. Just a
11 The Peopl e's Republic of Chinais nerely 11 fewshort years ago, they produced 17 percent of these
12 another conpetitor in a global narketplace. Chinais 12 chips and now they are over 40 percent, and it is
13 not sending fair, economc conpetition. They are using |13 projected that they will be over 60 percent by the end
14 econonic tool s as weapons to expand its influence and 14 of this decade.
15 ultimately pave the way for mlitary domnation. The 15 And they are al so trenmendously expanding their
16  Chinese Conmuni st Party enpl oyes state-controlled 16 capacity right now because they see this as a w ndow of
17 enterprises, forced technol ogy transfers, and supply 17 opportunity. And they are stiff, of course, to |egacy
18  chain mani pul ation, economc coercion, all of it is part |18 chips and it is our own fault because our policy
19 of its strategy. 19 encouraged that we had -- we exenpted ot her processes of
20 Not just to get an edge in trade but to secure |20 technol ogy fromvarious rules and they junped al | over
21 the ability to dictate terns to the rest of the world. 21 that.
22 And this is not capitalism this is economc warfare. 22 And in March, a year ago, they produced in one
Page 39 Page 41
1 The end goal of the Chinese Communist Party is pretty 1 nonth 32 billion units. So | think we have to wake up
2 clear: By achieving economc supremacy, they intend to 2 and realize we better take this seriously because as we
3 extend the totalitarian authoritarian control it 3 discussed, silicon carbide substrates offer a nore
4 exercises over its own peopl e throughout the world. 4 versatile, durable sem conductor based on the state of
5 | also think that we have to be careful that 5 traditional silicon chip due toits inproved efficiency,
6 we don't allowand undermne American innovation and 6 thermal conductivity, high power, |oad bearing, and its
7 that they, for exanple, get rid of things |ike 7 resilience in harsh conditions. And so as a result,
8 denocratic governnents, national sovereignty, even the 8 they are critical inthings like power grids, defense
9 basic elenments of human rights because that is the goal. 9 systens, electrical vehicle manufacturing, and a great
10  And we have seen that around the globe in many different |10 deal nore.
11  arenas. 11 And silicon carbide strips are used also in
12 So investigation is warranted and that trade 12 heal thcare equi prent, renewabl e energy systens, heavy
13 restrictions are necessary. And, of course, there are 13 nmachinery, and in, of course, challenging environnents,
14 specific reasons beyond the generalized one | just gave. |14 and as a result of that, they are viewed as very useful
15 Semconductors are used in a variety of varying ways and |15 in future defense sector issues. | recognize the
16 alnost everything you can imagine i s electronic. 16 inportance of silicon carbide wafer sem conductors.
17  Everything fromour phones, conputers but even the 17 China has quickly begun to reel in on the production
18 nmlitary things. 18 capacity.
19 And one of the things we often do is focus 19 They have expanded their share of global -- in
20 nmore on the advanced chips for US. policy. And things |20 the market by |everagi ng governnent subsidies,
21 like legacy chips are often not given much attention 21  depressing wages, creating artificial and cheap |abor,
22 because they are seen as not that inportant, but | think |22 and favoring the industry production to overcapacity and
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1 flooded the market and repressed prices across the globe | 1  China brings us 25 mllion autonobiles a year. Two and
2 todrive out conpetition. 2 ahalf times the Nunber Two producer inthe US A For
3 And it looks like ny time is up. 3 China, the electric vehicle sector is strategic. China
4 MR BUTLER If you want to wap it up, that's | 4 already domnates gl obal EV production and production of
5 fine. 5 thelithiumion batteries that power them but that is
6 M LANDRTH | will wapit up by saying 6 not enough. They want to dom nate production of every
7 that that price collapse has caused real problens and we | 7 key conponent of EV.
8 need to wake up and recogni ze that. And | think the 8 Silicon carbide chips are one of those
9 other thing we have to nake sure we do is to recogni ze 9 conponents. Semconductors of a silicon carbide can
10 thisis not sinply an economc issue; it's a national 10 carry electric current at nuch higher voltages. This
11 security issue. And as aresult, | hope that the US. 11  nakes themextrenely useful for EVs. Today, most of
12 Trade Representative wll conplete this investigation 12 which run at 400 volts, but are transitioning to run 800
13 and nove inmediately to inplenent restrictions to 13 volts and perhaps even higher in the future.
14 protect the free-market conpetition of the Uhited States |14 H gher voltages will be seen in many areas of
15 and nake sure that we have the national security 15 the econony as electrification grows. And all of this
16 elenments that we need because chips will be anong those. |16 favors wder use of silicon carbide chips. The first
17 Thank you. 17 use of silicon carbide chips in an EV was in the Tesla
18 M BUTLER M. Ferry. 18 Mdel 3 in 2017. Last year, the silicon carbide
19 JEFF FERRY, 19 industry was a 2.5 billion-dollar industry with an
20 Qoalition for a Prosperous Anerica 20 annual growth rate of about 18 percent.
21 MR FERRY: Thank you. Thank you. Can you 21 Last year, the industry was domnated by
22 hear ne? 22 silicon carbide wafer makers in the US and Taiwan and
Page 43 Page 45
1 MR BUTLER  Yes. 1 chip makers in the US., Europe, and Japan. But |ast
2 MR FERRY: Thank you for the opportunity to 2 year, the Chinese government woke up to silicon carbide.
3 testify here today. Anerican silicon carhide 3 Chinese investnent in the industry shot up fromunder a
4 semconductor industry -- 4 billion dollars to 2.9 hillioninthe |ast year.
5 MR BUTLER Can you pul | your nmic closer to 5 Several dozen Chinese conpani es have been incentivized
6 your nouth, please. 6 toenter the industry making either the wafers or the
7 MR FERRY: Anerican silicon carhide 7 finished chips.
8 semconductor industry is under threat from Chinese 8 As we know from past experience, nost of those
9 overproduction. In afewyears, the US night have no 9 new conpanies wll fail but some will succeed and grow
10 silicon carbide industry. V¢'ve all seen this novie 10 into billion-dollar conpanies, and ultinmately China may
11 before. Mde in China 2025 was published 10 years ago. 11  succeed in domnating the global industry unless we take
12 The Chinese governnent told us what they were going to 12 action now
13 do and now they are doing it. 13 Capacity of silicon carbide wafers is
14 They intended to establish self-sufficiency in |14 estinated to have shot up fromabout half a mllion --
15 what they deemkey strategic industries of the future 15 hillion units a couple of years ago to 3.9 hillion |ast
16 including each industry's entire supply chain. Snce 16 year and will be nore this year. The surge in capacity
17 China's today is the largest manufacturer nation on 17 is driving prices down. Cne recent estinate says that
18 earthwith atrillion-dollar trade surplus, their ideas |18 the price of an 8-inch silicon carbide wafer fell by
19  of self-sufficiency includes wping out nost, if not 19 60 percent last year. The sudden collapse in pricing is
20 all, of the foreign conpetition. 20 already hitting American chip nakers.
21 Since then, they have been busy doing j ust 21 V@l fspeed is the U S leader in silicon
22 that and they have a pretty high success rate. Today 22 carhide chips. Wolfspeed was an early pioneer in
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1 silicon carbide and has historically been an old systens | 1 the dash or the headlights. You can't use the 5G phone
2 growh conpany. Last year though, the reality of 2 network without the chips and the wireless transmtter.
3 falling prices hit hone. The conpany announced a layoff | 3 China has already doninated and controlled the export of
4 of 10 percent of its staff, canceled its facility in 4 galliumor germanium two essential naterials for
5 North Carolina and halted a planned expansion in 5 sem conductors.
6 Germany. 6 It may not sound inpressive but if | told you
7 I'n Novenber, it swapped out its CEO and 7 the turn signal in your car is controlled by a chip that
8 replacing himwith TomWrner, a Silicon Valley veteran 8 costs a quarter, but if there are only ten places in the
9 inthe solar power industry, another industry that is 9 world that can make that chip and if they all end up in
10 battling with subsidized Chinese dom nation. 10 China, then China can stop our entire auto industry with
11 Qrvo is a North Carolina chip naker and a 11  one decision by the Communist Party Central Comrmittee.
12 major supplier to Apple. In 2021, it acquired a New 12 | have friends and forner col | eagues in
13 Jersey manufacturer of silicon carbide chips for $260 13 Silicon Valley and nany of these businesses that tell me
14 nillion as part of a planto build a big silicon carbide |14 about the difficulty of doing business when China hol ds
15 business. Two months ago, it announced it was exiting 15 all the cards. It's time to be proactive instead of
16 the silicon carhide business and sold that New Jersey 16 reactive.
17 business to another chip naker for $115 mllion. In 17 The US. needs to take a holistic view of
18 just over three years, the value of that business fell 18 supporting, manufacturing, and defending its entire
19 by nore than 50 percent. 19  technol ogy food chain fromthe mnerals to the
20 V@l f speed, Qorvo, and others have great 20 semconductors to the finished smart phone and the
21 technol ogy but they cannot survive against China's 21 finished fighter jet. Thank you.
22 deadly formula conbining massive Chinese Government 22 MR BUTLER  Thank you.
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1 subsidies, widespread IP theft, and favoring |ocal 1 M. Swarztrauber.
2 conpanies wthin the Chinese narket. The prof essi onal 2 EVAN SWARZTRAUBER
3 investnment community sees the witing on the wall. 3 Foundation for Arerican Innovation
4 That's why V¥l fspeed' s stock is down 4 MR SWARZTRALBER  Good norning, Agency
5 82 percent fromthe past year now trading for about 5 Representatives. Thank you for the opportunity to
6 $5.75. Too often in the last 20 years, \éshington has 6 testify today. M name is Evan Swarztrauber. 1'm
7 been relaxed to wake up to trends that industrialists 7 senior fellowat the Foundation for American Innovation.
8 and investors are fighting with daily and we have | ost 8 The technol ogy policy is maintained and based here in
9 entireindustries before the government got its act 9 Véshington. Qur organization believes that technol ogy
10 together to do sonething. 10 shoul d serve humanity, individual freedom US. national
11 The solution is to act now W nust put high |11 security.
12 tariffs on all inports of silicon carbide chips from 12 To that end, | testify in support of USTR's
13 China but that is not sufficient. V@ should put tariffs |13 Section 301 investigation into China and the Chinese
14 on downstream products that contain silicon carbide 14 government's predatory subsidies and other market
15 chips especial |y EV notors. 15 distortions in the semconductor industry. USTR should
16 | would like toclose, if | may, wtha 16  take decisive action to investigate and address China's
17  broader picture. Wen the CHPS Act passed in 2022, 17 aggressive efforts to domnate the global silicon
18 there was a lot of talk in Washington about advanced 18 carbide wafer or SIC market.
19 logic chips. Those are great products but every kind of |19 These wafers are key inputs in a wde range of
20 chipis essential to build most products, civilian and 20 critical areas including EVs, power grids radar systens,
21 nmlitary. 21 and mssile defense. The US. nust not loseits
22 You can't drive your car without the LEDs in 22 capacity to produce SIC donestically. It should be
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1 obvious: China does not subsidize industries out of 1 like SSIC USTR shoul d consider a significantly higher
2 generosity. They do so with a clear deliberate strategy | 2 tariff for these PRC produced wafers as vell as final
3 to undercut foreign conpetitors, nonopolize critical 3 products that used PRC produced SIC
4 supply chains, and gain |everage to support the economc | 4 Second, USTR shoul d investigate how Chi nese
5 and security goals for the Chinese Communist Party. 5 state-owned and state-affiliated firns use third
6 V&' ve seen this playbook before, as you've 6 countries as a | oophol e to evade trade restrictions to
7 heard, fromsolar panels, LED screens, lithium 7 hide their ownership interest.
8 batteries. Now China is deploying the same tactics in 8 Wi le nore facts are yet to cone, the
9 the SICwafer sector. Their massive governnent 9 advancenent of the Chinese Al startup DeepSeek is a
10  subsidies, bel owcost pricing, market manipul ation, 10 potential exanple of how China uses shell ganes in
11  Chinese firms are working to drive American and ally 11 Singapore and other nations to avoid sanctions, exploit
12 producers out of business |eaving the US and its 12 US technology, and steal intellectual property.
13 partners dependent upon Chinese supplies. 13 Third, the US. governnment should use its
14 Inny view this behavior is unreasonabl e, 14 purchasing power to prioritize domestically produced SIC
15 discrimnatory, and burdens U 'S comerce and shoul d 15 wafers and seniconductors especially for mlitary
16 nerit an actionable determnation by the USTR For too |16 purposes. There is no reason that Anerican taxpayers
17 long, the US government had in the past been |argely 17 shoul d be subsidizing the rope to hang us when they can
18 content to let foreign adversaries flood our markets 18 instead help us. Wen it cones to China's trade
19 with goods. US. trade policies had prioritized 19 practices, we may have |earned our |esson.
20 short-termsavings and consuneri smover |ong-term 20 V¢ nust act decisively to protect our capacity
21 economic national security. 21 to build S Cdomestically both for current use cases and
22 As aresult, Anericans watched entire 22 those we cannot yet imagine. Thank you all for your
Page 51 Page 53
1 industries collapse. That outdated approach ended when 1 leadershipin public service on this and other val uable
2 President Trunp was first elected in 2016 and there is 2 issues, and | wel cone any questions.
3 now substantial bipartisan support for protecting high 3 MR BUTLER Thank you.
4 tech Anerican nmanufacturing. 4 Timothy Lee.
5 The CHPS Act represents a major effort to 5 TIMOTHY LEE,
6 atone for these, which is especially inportant given 6 Center for Individual Freedom
7 China's increasing aggression toward Taiwan and 7 MR LEE Good norning. M name is Tinothy
8 elsewhere inthe Pacific. Yet unsurprisingly, China has | 8 Lee fromGCenter for Individual Freedom V¢ are in
9 taken steps to undermne the progress specifically by 9 support of free-market conpetition and prevent China
10 flooding the market with heavily subsidized Sl C wafers. 10 fromgaining advantage in this inportant industry. By
11 These wafers enabl e hi gh performance 11 now it's clear that the People's Republic of China or
12 electronics, use in electric vehicles, power grids, 12 PRCis to beconme the world s |eader in energing
13 tel ecomunications, advanced military systens. Wthout |13 technologies in the sem conductor and sem conduct or
14 a secure domestic supply, United States risks following |14 conponent in nmanufacturing constitutes a central pillar
15 behind these strategic industries |eaving us vulnerable |15 of that goal.
16 to supply disruptions, especially in the event of war. 16 (hi nese governnent understands that by
17 USTR shoul d conduct a thorough and robust 17 controlling each segnent of chip production, it can
18 investigationinto China's actions inthe SICmarket and |18 create a dependence on Chi nese manufacturers and pursue
19 take any and all necessary measures to counteract these |19 dominance to inprove that strategy in devel opi ng over
20 distortions. Wiile a blanket 20 percent tariff on China |20 capacity, saturating the markets with underpriced
21 is welcomed, it is insufficient to correct China's 21 products, and pushing out conpetitors.
22 excess subsidies and distortions on particular products |22 And OCP expl oits unfair advantages includi ng
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1 governnent subsidies, cheap |abor and wage suppression, 1 technol ogy, and high speed rail and shi p-naking

2 and state technol ogy and intellectual property theft to 2 capabilities, among other industries.

3 achieve that dominance. In terns of state directed 3 Aarmngly the Chinese governnment understands
4 technol ogi es and subsidies, OOP has invested nore than 4 that reality and changed its policy accordingly. Qur

5 $150 billion in Chinese indigenous sem conduct or 5 continued | eadership in energing technol ogies thus

6 mnufacturing since 2015, nore than any other country. 6 depends on reliable access to chips made by U S

7 Last year, the state investment fund or, 7 conpani es and by conpani es headquartered i n denocratic

8 quote, big fund, unquote, conpleted a third round of 8 nations, which could shape future relationships.

9 fundraising which produced $48 billion of capital to 9 For that reason we ask USTR to conduct a
10 increase China's chip nmaking capabilities. That 10 thorough investigation of the policies and practices and
11 continued investnent by the Chinese governnment into the |11 inplenent appropriate trade restrictions to stop China
12 country's semconductor industry creates an unfair 12 and its state-sponsored industry to undermne free
13 advantage for its state sponsored manufacturers and 13 nmarket conpetition.

14 suggests the Lhited States cannot naintain through 14 Thank you very much for your tine and

15 donestic investrment al one. 15  consi deration.

16 Wil e wel | intentioned, the CHPS Act, the 16 MR BUTLER  Thank you.

17 US initiative to resure semconductor nmanufacturing 17 Ve will nowturn to questions. Just a

18 and sem conductor supply chains has been undernined by 18 reminder, we expect John Mol enaar to join us at 11:45,

19 nmisnmanagenent and social activismrequirenents. 19 so we may need to pause questions for a few minutes.

20 Accordingly, the strategy that incorporates trade 20 But why don't we start with questions with M. Landrith.

21 policies such as export restrictions on U S -nade 21 U S. DEPARTMENT CF COMERCE:  Good nor ni ng,

22 products and tariffs on Chinese-nmade products offers 22 M. Landrith. Can you expand on your testinony about
Page 55 Page 57

1 inportant neasures to help stop the PRCfor the 1 the evidence of China favoring indigenous industries and

2 semconduct or market. 2 theinpact it has on US. comrerce?

3 As one specific neasure to advance that 3 M LANDRTH \éll, there is alot of various
4 broader strategy, CHF comrends the USTR for including 4 evidence. For exanple, they're a totalitarian regine,

5 silicon carbide production in this 301 investigation and | 5 they, of course, can keep |abor costs down and

6 urges action to protect that inportant industry. SIC 6 essentially have, in sone regards, slave |abor.

7 substrates efficiency, capacity for handling high power 7 Something that, you know, places like the Lhited States

8 loads, and performance in severe conditions nake SIC 8 and nost of the Western world don't pernit.

9 wafers preferred base for chips. 9 But then on top of that, | use alot of the --
10 SICwafers and chips are an essential 10 well, essentially government funding to expand things
11 conponent of many mlitary systens such as the mssile 11 and do things that gives them-- as we've seen, they've
12 defense system Ternminal Hgh Atitude Area Defense or 12 radically increase their capacity. And, again, it's not
13 THAD systens, and the Patriot Mssile Defense System 13 for economc reasons because they' ve driven the prices
14 SICwafer chips are al so used in nunerous 14 down to the point where they are | osing noney too. But
15 domestic applications including EVs and hybrid vehicle 15 they're happy to | ose noney because they can drive out
16 batteries, communications, and renewabl e energy 16 all their conpetitors.

17 resources. Chinese governnent understands the inportant |17 They have a source of Chinese Communist Party
18 applications of SICwafer chips whichis growth. The 18 noney coming, they' Il survive that. And the goal is to
19 global SICmarket is projected to grow nore than 600 19  nmake us dependent upon them

20 percent between 2021 and 2027 according to an anal ysis 20 US SVALL BUSINESS ADM N STRATION  I'n your
21 just a year ago, and attenpting to corner that market as |21 summary of testinony, you state that publicly available
22 it didwth solar panels, lithiumbatteries, automotive |22 information broadly supports that China has expanded its
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1 share of global chip and chip-input markets by 1 onascaleandwighit, it would weigh heavily.
2 suppressing wages and creating artificially cheap | abor. 2 US SVALL BUSINESS ADM N STRATI QN Thank
3 Thisis atwo-part question. 3 you.
4 Can you first please describe how China has 4 MR BUTLER Thank you. The next question is
5 suppressed wages and created artificially cheap |abor 5 for M. Ferry.
6 and point us to the nost relevant sources of this 6 U S TRADE REPRESENTATVE In your witten
7 information. 1'Il have a fol l owup question. 7 testinony, you noted a 60 percent increase in Chinese
8 M LANDRTH |I'mtrying tothink if | had-- | 8 silicon carbide patents between 2021 and 2023 and t hat
9 off the top of ny head, | can't give you the source, but | 9 70 percent of the global silicon carbide patent
10 we did research to find out and | can certainly foll ow 10 applications in 2023 were assigned to Chinese entities.
11 up to answer that part of your question. But the -- 11 And woul d like to ask how, if at all, youin
12 again, | think part of the issue here is -- and as an 12 your viewwoul d do these data points suggest that
13 Amwrican, it's hard to inmagine a totalitarian regine but |13 China's acts, policies, or practices in this area are
14 they actual |y have slave |abor there and they have -- 14 unreasonabl e or coul d burden or restrict US comerce.
15  you know, the governnent is a totalitarian regine that 15 MR FERRY: These policies are pronpted by
16 controls everything it wants to. 16 governnent subsidy by the Chinese governnent on a
17 | would argue that the Chinese people are the |17 multi-billion dollar scale and we know that. You have
18 biggest victins of the Chinese government. Kind of like |18 the conbination of massive governnent subsidies, the
19 the people of Iran. The people of Iran are the biggest |19 deliberate policy targeting markets and running |arge
20 victins of the Iranian regime. C course, the rest of 20 trade surpluses, |IP theft which has been w de spread.
21 the world is too because they fund terrorism but at 21 It's been wide spread for along time and notorious
22 least that is aside as opposed to every single day of 22 since 2003 where the Chinese government actually lifted
Page 59 Page 61
1 your life being repressed. 1 entire sections of routing software code including
2 That is part of the problem It is hard for 2 coments and jokes by executives.
3 us to imagine because we don't real |y experience that 3 Their |abor costs are conpetitive because they
4 and we don't visualize that and when we travel to other 4 have a billion people in their popul ation. The
5 places |ike Europe that have nore of a \stern approach, 5 government wll finance any conpany in target sectors
6 which includes the idea of human right. 6 and does on a national level, and secondly cheap energy
7 But, the Communist Party of China doesn't 7 where they do profit fromslave labor and the cheap
8 believe any of that. The individual exists to benefit 8 energy gives thema conpetitive edge in those
9 the state and the state alone, and if they don't benefit | 9 industries.
10 the state, they will be killed. 10 And all silicon and all forns of
11 US SWVALL BUSINESS ADM N STRATION  So ny 11 semiconductors are energy intensive at the point where
12 followup question is in what segments of the 12 you manufacture the wafer, and that gives thema huge
13 sem conductor supply chain is the nost preval ent? 13 conpetitive advant age.
14 MR LANDRTH Pretty prevalent in the area 14 V¢ can accept this if they kept it within
15 where they have radically increased their production. 15 their own country. V& wouldn't like it but we woul d
16 It may be preval ent everywhere but the state puts its 16 accept it, but the fact they are using that systemto
17  enphasis on things where it sees an advantage. And it's |17 destroy industries in the Wst and that is dangerous for
18 asolid advantage inthis -- if youall would like chip |18 us both econonically and national security tech terns.
19 area, that is -- perhaps we in the past admnistration 19 Sorry, a bit of along answer.
20 sawit as not that inportant and that turns out to be a |20 MR BUTLER Thank you. Ve are actually going
21 mstake. And as a result of that, | think that's 21 to pause to allowfor Chairman Mol enaar to testify.
22 probably certainly an area where if you were to put it 22 Chai rman, thank you very much for joining us.
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1 Can you hear us okay? 1 donestic market access when a domestic conpetitor
2 MR MOCLENAAR  Yes, | can. Can you hear ne 2 exists.
3 okay? 3 V¢ see the results of these distortions. The
4 MR BUTLER Yes. Thank you. 4 Chinese Investment Fund has raised over 100 billion
5 JCHN MOOLENAAR 5 since 2014 with a new 40 billion-dol | ar state-backed
6 Chai rman of House Sel ect Conmittee on the OCP 6 fund lunched in 2023. PRC accounts for nearly
7 MR MOCLENAAR  Thank you so nuch. And 7 50 percent of all global seniconductor manufacturing
8 Menbers of the Conmittee and Representatives from USTR 8 equi pnent purchases ensuring its supply chains while
9 | want to appreciate the opportunity to testify today. 9 other nations fall behind.
10 And | cone before you to strongly support USTR's Section |10 This is not conpetition. It is
11 301 investigation into China's predatory practices in 11 state-sponsored econonmic warfare designed to domnate
12 the semconductor industry and urge imrediate action to |12 cutting edge and foundational sem conductor production
13 protect America' s economic and national security. 13 and drive conpetitors out of the market. The chips data
14 Seni conduct ors are essential to the nodern 14 nmakes this clear. Analyzing current and announce PRC
15 econony and mlitary. And these tiny chips power 15 capacity by 2030, the PRCwill control 60 percent of
16  everything fromautonobiles, nedical devices, broadband |16 capacity highlighting howinportant action in both
17 networks to defenses systens and factory autonation. 17 cutting edge and foundational action is necessary.
18 Yet today, we face an urgent and growing threat. The 18 The consequences of PRC domi nance in the
19 People's Republic of Chinais flooding the gl obal 19 semconductor industry are existential. Supply chain
20 markets with basic semconductors while rapidy 20 dependency, if US. nanufacturers becone reliant on
21 expanding its production of advanced chips. 21 PRGnade chips, China can weaponi ze these supply chains
22 This nove threatens Arerican conpani es and 22 restricting exports at times of crisis, as we've seen
Page 63 Page 65
1 weakens the US. industrial base. V¢'ve seenthis 1 this already with critical mnerals in just the past few
2 dangerous playbook before. It is straight out of 2 nonths.
3 Chinese Conmuni st Party's playbook. They start by 3 Econonmi ¢ and industrial collapse. US. firns
4 creating a governnment subsidized monopoly that starts in | 4 are struggling to conpete against artificially | ow PRC
5 a protected domestic market, produces products at 5 chip prices. Anerican semconductor manufacturing will
6 Dbel owmarket prices, exponentially scales production 6 shrink wthout decisive action |eaving us vulnerable to
7 capacity, then dunps that overcapacity in global markets | 7 foreign control. There are also mlitary defense risks.
8 totank prices and drive conpetitors out of the market. 8 Qur defense systens rely on foundational sem conductors
9 Wat's left is a QP controlled chokehold ina | 9 infighter jets to mssile guidance and secure
10 critical supply chain. China' s semconductor push is 10  communi cati ons.
11 part of a long-termstate-backed industrial strategy 11 [f we allowChinato drive out all conpetitors
12 targeted at the entirety of the semconductor supply 12 fromthe nmarket, we jeopardize our defense industrial
13 chain. 13 base. Aso in energing technol ogy, semconductors are
14 As outlined in Made in China 2025 and the 14th |14  sone of the nost basic capabilities enabling cutting
15 five-year plan, the PRC has funneled tens of billions of |15 edge U S conpanies to devel op the technol ogies of
16 dollars in subsidizing its semconductor industry. 16 tonorrow
17 PRCs state-owned entities have received billions to 17 And seeing with sem conductor manufacturing,
18 expand production while also stealing intellectual 18 the US nmay lose the |ead in a nunber of technol ogy
19  properties fromUS conpanies. There was a Chinese 19 sectors and that are still in devel opment. The US
20 chip conpany that was indicted for stealing IP. 20 cannot afford to wait while China moves to domnate
21 Meanwhile, the OCP makes it nearly inpossible for US. 21 another global supply chain. The adnministrationis
22 firms to conpete on level playing field by denying 22 rightly taking steps to lint PRC access to advanced
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1 seniconductor technol ogy but we must al so protect our 1 its face but just demonstrates there's huge governnent
2 foundational chip industry. 2 interest in China in the sector because the econony
3 | urge the USTRto act decisively by Nunber 1, 3 there does not operate without the heavy hand of
4 inplenenting tariffs to ensure that specific tariffs 4 governnent invol venent.
5 apply to any chip fabricated in the PRC and integrated 5 So | think that coupled with the historically
6 intoafinal product entering the US preventing China 6 lowprices, the dramatic increase in market share, and
7 fromexploiting |oophol es. 7 then, of course, the fact that silicon carbide wafers
8 Coordinating with allies. Wrking closely 8 Dbeats other industries that China has cornered after we
9 with Japan, South Korea, and Taiwen to prevent China 9 innovated those industries, | think there's plenty
10 fromdunpi ng subsidized chips in the global market. A 10 circunstantial evidence on its face, but |'mhappy to
11 united front would be critical in ensuring a | evel 11 followup with specific information in ny post-hearing
12 playing field. 12 coments.
13 The Lhited States nust act to counter's 13 U S. DEPARTMENT CF LABCR  This question is
14 China's attenpt to dominate the semconductor industry. 14 for M. Lee. In your testinony, you mentioned that the
15 If PRCover capacity is allowed to persist, we risk 15  Chinese government exploits unfair advantages including
16 losing a key pillar of our technol ogical |eadership. | 16 cheap | abor and wage suppression to achi eve dom nance.
17 strongly support USTR Section 301 investigation and call |17 Can you provide additional detail on the unfair
18 onthis admnistration to use every available tool to 18 advantages related to cheap |abor and wage suppression
19  defend our sem conductor industry fromunfair PRC 19 that you're aware of? And then in what segnents of the
20  conpetition. 20 semconductor supply chainis this nost preval ent?
21 Thank you very nuch. 21 M LEE Sure. V¢'ve all testified and
22 MR BUTLER Thank you, Chairnan. Thank you 22 obviously China conmands they systemso when we tal k
Page 67 Page 69
1 for your testinony and taking the tinme to appear with us | 1 about cheap labor, they are able to conmand prices that
2 for this hearing. 2 they will pay for any of those products that are
3 Ckay. V& will now continue with questioning. 3 extracted made into conponents. And so that goes from
4 The questions for M. Swarztrauber. 4 end to end, which point is most dominant. % can talk
5 US DEPARTMENT OF THE TREASLRY: As a 5 about that. | wll be happy to provide furtherer
6 Dbroadband and tel ecommuni cations expert, have you 6 information, but frombeginning to end, it's an issue
7 identified evidence of China's acts, policies, and 7 and they are able to do that.
8 practices in foundational sem conductors burdeni ng or 8 So interns of talking about subsidies and in
9 restricting US. conmerce in technol ogy industries |ike 9 terns of wage suppression, | amcertainly happy to
10 tel ecommuni cations? 10 provide nore specific evidence of that. In our witten
11 MR SWARZTRAUBER  Thank you for that 11 testinony, we did provide hyperlinks for all the
12 question. | think the evidence we have heard today is 12 sourcing on the information we gave, so | can happily
13 pretty conpel ling about specific data from China which 13 followup with that as well.
14 is, of course, difficult to obtain. The Qctober 2024 14 U S DEPARTMENT OF STATE  Thank you.
15 reporting that prices had plumeted to unprecedented 15 MR BUTLER (kay. | think that concludes our
16 levels and report in Times Asia, which | can refer toin |16 norning panel. Thank you very mich to the w tnesses.
17  follow up described the prices as irrational, which 17 VW wll take a break nowfor lunch. It's just about
18 conports with the conments earlier fromthe Depart ment 18 noon so why don't we come back here at ten to 1:00, that
19 of Commerce showing that silicon carbide wafers were 19 would be great. And we will start with the third panel.
20 going for $500 a pop where before it was 1500. 20 Thank you.
21 So | think that coupled with the dramatic 21 (Whereupon a recess was taken for |unch.)
22 increase in patents, which | don't think is nefarious on |22 M5 BIEL: Good afternoon, everyone. Let's
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1 take another two mnutes and we will get started. 1 pose disruptive barriers to trade unfairly manipul ate
2 Good afternoon, everyone. V@ wll proceed now | 2 the conpetitive |andscape including in the sem conductor
3 with the third panel of the day. Before we do that, | 3 sector. V¢ agree that nitigating risks such as
4 would like to introduce nyself along with ny colleagues. | 4 single-narket dependencies is an inportant objective.
5 Mnaneis EinBel. | amat USTR |'ve likely 5 But lowering the cost of trade for US.
6 corresponded with many of you in advance of today, soit | 6 business to strengthen their supply trade and
7 isnicetoseeyouall today. Ve wll go around and 7 diversification efforts is even nore inportant. Inthis
8 reintroduce ourselves for the audience. 8 regard, we urge USTRto be mindful of the linitations
9 US DEPARTMENT CF LAB(R |'m Sonja Schaef er 9 and consequences of even targeted unilateral action as
10 with the Department of Labor. 10 it considers possible proposed actions resulting from
11 US SVALL BUSINESS ADM N STRATION  Sarah 11 this investigation.
12 Bonner with the US Small Business Admnistration. 12 Inflation continues to undernine our economc
13 US DEPARTMENT OF THE TREASLRY: Yifan Chen 13 potential and increase costs for US. businesses and
14 with the Departnment of Treasury. 14 workers. Tariffs which are taxes on Anerican busi nesses
15 US DEPARTMENT CF DEFENSE  Kywai i 15 and consuners nay increase the cost of technol ogy
16  Lawence-Jackson, Departnent of Defense. 16 products in the Uhited States, which woul d undernine the
17 US. DEPARTMENT CF TRANSPCRTATICN  Becxi 17 goal of reducing inflation.
18 Sanchez with the Department of Transportation. 18 According to the CTA research, 55 percent of
19 US TRADE REPRESENTATVE  Rebecca Qudicel | o, 19 the industry experts indicate tariffs wll increase
20 I'mwith USTR 20 retail prices for consumers. Utimately, trade barriers
21 US DEPARTMENT OF COWERCE:  Luke Mers, 21 such as tariffs do not shift supply chains or pronote
22 Departnent of Conmerce. 22 resilience. Instead they decrease productivity anong
Page 71 Page 73
1 US DEPARTMENT CF STATE Ace Gazis, 1 US industries, fails wdespread job creation, and do
2 Departnment of Sate. 2 not create or lead to significant donestic investnents
3 Ms. BIEL: Thank you. Please |et's proceed 3 and manufacturing.
4 with Panel Three starting with M. Brzytwa. Thank you. 4 Legacy chips are crucial inputs for consuner
5 ED BRZYTWW, 5 technol ogy products and a gl obal econony. In fact, CTA
6 Consuner Technol ogy Associ ation (CTA) 6 research found that 72 percent of industry experts
7 MR BRZYTWA Good afternoon. M nanme is Ed 7 indicate their conpany will continue to source |egacy
8 Brzytwa and | amvice president of international trade 8 semconductor fromChina stating that perfornance and
9 at the Consumer Technol ogy Association. Thank you to 9 quality overall -- sources and supply chain reliability
10 USTR and the agency nenbers of the Section 301 committee |10 are main factors for continued use.
11 for the opportunity to testify today. 11 Uhilateral action through a Section 301
12 CTA represents nore than 537 nillion dollars 12 investigation even though focused on Chi nese
13 in US consurer technol ogy industry who supports nore 13 semconductor products and practices could harmpart of
14 than 18 mllion US jobs. Qur nenbers include over 14 the US industry downstreamusers in action it ains to
15 1200 conpani es fromevery facet of the consuner 15 protect. V& are particularly concerned about the
16  technol ogy industry with 80 percent being start-ups or 16 references in the Biden admnistration's notice of
17 small and nedi umsized conpanies. V¢ also own, produce |17 initiation to downstreamproducts, which risks bringing
18 CES, the nost powerful technol ogy event in the world, 18 an undefined and expansive universe of products into the
19 which showcases international policies concerning 19  scope of the investigation.
20 existing and new technol ogy. 20 Wth these factors in mnd, we encourage the
21 CTA's inportant to USTR s efforts to identify |21 Section 301 Conmittee to consider a wde range of
22 and investigate nonmarket policies and practices that 22 potential renedies and avoid focusing exclusively on
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1 tariffs. Instead we recomend pursuing remedies inline | 1 practices in China and the Chinese government continues
2 withexisting lists and actions fromSection 5949 of the | 2 to pursue policies intended to fulfill its goals for
3 2023 NDAA focusing on Chi nese chip nakers and foundries 3 self-sufficiency inindustry sectors.
4 of concern. 4 Further, China's 2014 National |C P an, Made
5 Furthernore, we believe that a multi-geography | 5 in China 2025, and other policies sought to encourage
6 teamapproach is best suited to counter non-narket 6 the devel opnent of Chinese sem conductor conpani es
7 policies and practices. Acting with the support of and 7 oftentines |everaging significant state support to
8 coordinating neasures with allies and |ike-n nded 8 conpete with US and other nations.
9 trading partners is a force when confronting such 9 Governnment intervention in the sector can
10 challenges. This approach nust also include the 10 create undesirable effects for the gl obal seniconductor
11 interagency, which is here in force today. 11  supply chain and distort fair trade, investments, and
12 US industries and U S allies working 12 practices. As policymakers conduct this investigation,
13 together to support the conpetitiveness and resilience 13 1'dlike to briefly summarize sone of the
14 of the seniconductor sector and related supply chains. 14 recomendations we included in our witten coments: To
15 After all, private sector conpanies create and operate 15 increase engagenent, clarify the scope of the
16  supply chains, not governnents. 16 investigation, to develop conprehensive policy approach,
17 To concl ude, we urge USTR to take a whol e 17 toincrease international engagenent, and to create an
18 government approach and engage |ike-nminded countries to |18 effective, strategic approach for any trade.
19 address the chal | enges posed by China. \é look forward |19 Gven the inportance of the topics under this
20 to providing more detailed feedback in the post-hearing |20 investigation, the significant breath conpanies and
21 witten comments. Thank you for your tine and 21 industry reliant on semconductor, the governnent nust
22 consideration. 22 increase analysis and engagenent with stakehol ders
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1 MS. BIEL: Thank you. 1 inside and outside of the industry. This will help the
2 M. Johnson, please proceed with your 2 government to gain a nore conprehensive understanding of
3 testinony. 3 the ecosystemand issues that will help themavoid
4 KYLE JCH\NSON 4 taking actions have severe negative consequences for the
5 Information Technol ogy Industry Gouncil (ITl) 5 econony or US. technol ogy conpanies' conpetitiveness.
6 MR JOHNSON  Thank you for the opportunity to | 6 Government shoul d al so further clarify the
7 testify today. M nane is Kyle Johnson and | amthe 7 scope of intent of this investigation and should take a
8 director of trade policy at Information Technol ogy 8 risk-based approach to assessing national security
9 Industry Council. Ve provide policymakers with the 9 concerns. ¢ are concerned that this effort signals the
10 broad perspective in technol ogy hardware, software 10 broadening of U S action beyond China's access to
11 services and related industries. Semconductors are 11 cutting edge technol ogy.
12 vital tothe U S economc conpetitiveness and security |12 Inplications of potential to place
13 as well as many technol ogies that rely on these chips. 13 semconductor renedies for a wde range of consuner
14 The semi conductor industry i s unique from 14 products woul d we significant. Further, many of these
15 other industries in terns of supply chain conplexity, 15 products do not have national security inplications. In
16  foundational and econonic role, and the breath of 16 the event that the USTR decides to inpose renedies, we
17  stakehol ders involved in the industry. Governnent and 17 urge the USTR and the inter-agencies to naintain a
18 private sector collaboration is essential. 18 narrow focus on the critical products with a clear,
19 V¢ al so encourage the devel opnent of a 19 national security risk to mnimze the inpact on US
20  conprehensi ve approach to address China's unfair trade 20  businesses, manufacturers, and consumers.
21 practices. Milti-national conpanies face |arge 21 V¢ al so encourage the governnent to nore
22 challenges fromanti-conpetitive and non- market 22 clearly define the foundational semconductors for this
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1 investigation consistent with other policies while 1 GABR EL DELSQL,
2 keeping innind there are a range of different types of 2 Conputer & Communications Industry Association (CJA)
3 chips, each with its own dynam cs. 3 MR DELSQL: Thank you for the opportunity to
4 Further, USTR should clarify the scope of 4 provide toinput inthis investigation to the People's
5 semconductor production for this investigation to 5 Republic of China PRCs acts, policies, and practices
6 exclude back end processes such as testing and advance 6 related to the targeting of the sem conductor industry.
7 packaging particularly for sem conductors nade by 7 I"mGabriel Delsol with the Conputer &
8 foreign firns and industries. For the US to maintain 8 Communi cations Industry Association GO A a trade
9 its technol ogy |eadership, the whole government approach | 9 association of internet technology firns. Many include
10 in close partnership with the industry is needed. 10 foundational semconductor also known as |egacy chips as
11 This includes policies that build on the 11 inputs.
12 significant investments and progress nade in recent 12 Q0 A recogni zes the inportance of these chips
13 years by the private sector and the US. governnent such |13 to US econonic and national security and wel cones the
14 as devel oping a national sem conductor R&D strategy, 14 opportunity to cooperate with the US. government on
15 ensuring sufficient funding is provided for critical RRD |15 efforts to address foreign practices that distort this
16  assigned focused work and extendi ng and expandi ng the 16 critical market while ensuring the continued
17  advanced manufacturing i nvestigation. 17 conpetitiveness of leading US. firns.
18 The governnment shoul d al so focus on preserving | 18 In our conpany witten submssion, the range
19 and expanding opportunities for US firns to sell to 19 of acts and policies in this sector, and the
20 other markets. The international trade is crucial to 20 recommendation for best policy responses where such
21  American conpetitiveness and innovation, businesses of 21 neasures are unreasonable, discrimnatory or burden US
22 all sizes, workers, and consuners. 22 conmerce. M conments today will address the
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1 If the admnistration determnes that there 1 actionability and determnation as requested fromthe
2 areunfair acts, policies, and practices that are 2 perspective of industry players that integrate |egacy
3 actionable under Section 301, we encourage policy makers | 3 chips as conponents into various products.
4 to develop an effective strategic approach by assessing 4 The first topic I'd like to address is the
5 the effectiveness of existing trade actions. 5 notion that the PRC adopts act, policies, and practices
6 First, identify a clear objective and ensure 6 related to targeting the semconductor industry for
7 any trade actions are enployed strategically, study 7 export dominance. ¥ have a need for this investigation
8 potential domestic harns when considering actions, 8 to further specify the nature of evidence relevant to
9 establishing a permanent and robust execution process 9 rmake a determination. The notice for this investigation
10 ensuring that any trade actions are able to be 10 cites the PRCs Made in China 2025 national strategy
11 effectively applied by the governnent and of fsets are 11 plan as prelininary evidence.
12 considered to reduce the burden on business, aligning 12 However, this document seeks Chinese donestic
13 policies with other related US governnent activities, 13 content of core materials including |egacy chips
14 and conducting transparent and in depth stakehol der 14 suggesting an attenpt at inport substitution rather than
15 engagenent before, during, and after any political 15 export dominance, the latter of which is more focused of
16  actions. 16 this investigation. The notice of this investigation
17 To close, we appreciate the opportunity to 17 also cites Chinese efforts to achi eve self-sufficiency
18 provide comments on this investigation and look forward |18 as a potential qualifier to indicate an attenpt to
19  to working and partnering wth the USTRin the Trunp 19  export dom nance.
20 Admnistration to support. Thank you. 20 @ ven that numerous countries including the
21 MS. BIEL: Thank you, M. Johnson. 21 US government and key trade partners adopt simlar
22 M. Delsol, please proceed. 22 policy goal's, GO A recomends this investigation further
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1 qualifies the PRCs efforts are uniquely different and 1 production relate to capital costs, labor ability, and
2 harnful. If USTRis to establish actionability and 2 other domestic factors. As aresult, it costs up to 30
3 determnation of this investigation, we recomend that 3 percent nore to build a newfactory inthe US thanit
4 it do soonthe basis that the identified policies are 4 istobuildsimlar facilities in Sngapore, South
5 clearly intended to achieve export dominance and in a 5 Korea, or Taiwan.
6 mnner distinct fromthose being undertaken by the US. 6 Moreover, in the context of downstream
7 government and the key trading partners. 7 industries, the risk of dependence by US. firns on
8 The second topic | would like to address is 8 Chinese suppliers is low The use of Chinese fabricated
9 the topic of anti-conpetitive and nonmarket policies 9 chipsinUS supply chains already faces linits and is
10 enployed by the PRCfor the purpose of targeting the 10 likely to decline further. There is also the case of
11 legacy chip sector. To that end, | would like to note 11 the current presence of Chinese fabricated chips in the
12 that the ngjority of the policies enployed by the PRCin |12 US supply chains is exceedingly |owindicating the PRC
13 this regard are neither unique to China nor the | egacy 13 source semconductors are not in the position to create
14 chip sector. 14 vulnerabilities for the US
15 First, as nentioned, multiple governnents 15 Therefore QO A reconmends that U S. devel ops
16 including the US and key trading partners have 16 actionability termnation for dependence within the
17 enpl oyed market access barriers and nontariff trade 17 legacy chip sector based on a clear indication that the
18 barriers to support the donestic semconductor industry. |18 lack of domestic production of such chips is due to
19 Moreover, of the policies that do inhibit 19 policies by the PRC and not largely due to market
20 foreign firms' ability to operate in China such as the 20 factors within the US, and specific to downstream
21 forced transfer of intellectual property, nost of these |21 products, that PRC chips represent a significant amount
22 are nonspecific to the semconductor industry and 22 of chips by unit and by value as to induce a risk of
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1 instead represent market-w de barriers that shoul d be 1 dependence.
2 addressed accordingly as they were in the first Trunp 2 | hope these coments assist with US.
3 Admnistration's US China agreenent. 3 actions, abilities, and determnations in this
4 Therefore, OO A recomends that any 4 investigation and we | ook forward to the opportunity to
5 actionability determnation on this topic be based on 5 contribute further to this investigation. And |
6 identifying specific strategies pursued by the PRC that 6 appreciate your consideration. Thank you.
7 undermnes the legitinateness of foreign firns specific 7 M5 BIEL: Thank you, M. Delsol, for your
8 to the semconductor sector to contribute any subsequent | 8 testinony.
9 renedies are appropriately tailored. 9 M. Fischer, please proceed.
10 The third topic | will address is the question |10 FRED FI SCHER
11  of whether the PRCs policies burden or restrict US 11 National Hectrical Manufacturers Association (NEMVR)
12 commerce in |egacy chips and related downstream 12 M FHSCHR Thank you. M nane is Fed
13 industries. There are several reasons why devel opments |13 Fischer and |'mthe managing director of global policy
14 in China's semconductor sector are likely to have a 14 at the National Hectrical Mnufacturers Association.
15 limted inpact on the pricing ability in comercial 15 NEMAis the leading trade association representing US.
16  performance on producers outside of China, particularly |16 rmanufacturing of electrical goods. V¢ are a more than
17 those in the US 17 300-nenber conpany directly enploying nearly half a
18 Notably, the nost significant factors 18 nmllion workers across 12,500 facilities across 50
19 inpacting the health viability of the US semconductor |19 states contributing nore than $270 hillion to US
20 industry emanate fromwithin the US itself rather than |20 econony and | eadi ng producers and manufactures for the
21 the development in China. The U S governnent's 21 grid, industrial, and nobility sectors, the US
22 estimation of challenges to the growth of semconductor |22 consunption exceeds $340 billion annually.
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1 Bectrical manufacturers played a pivotal role | 1 nowbegin wth questions fromthe 301 Conmittee starting
2 in securing Arerican energy independence and ensuring a 2 wth M. Brzytwa wth the US Departnent of Cormmerce.
3 secure grid. Investing tens of billions of dollars in 3 U S DEPARTMENT OF COWERCE:  Can you
4 US manufacturing and creating thousands of new jobs 4 elaborate on how if at all, China's acts, policies, and
5 for the Arerican workers across the country. 5 practices on semconductors affect downstream products
6 W are the second largest U S exporter and 6 such as consuner technol ogy products?
7 the second largest US. inporter of manufactured goods. 7 MR BRZYTWA  Thank you for the question.
8 In 2014, US. exported $143, 000,000,000 and inported 8 Consuner technology is a very broad industry.
9 $286.5 billion. Since 2018, the electrical industry has | 9 Everything that consuners use that has some el ectrical
10 taken significant steps to reduce reliance on Chi nese 10 conponents, to reference ny colleague's Fred's
11 materials decreasing China's share of US inports from |11 testinony, likely has achipinit. Itens that we use
12 27 percent to 17.8 percent while significantly grow ng 12 in-house every single day, itens that we're using right
13 its electrical industry trade across North Anerica by 36 |13 nowin this hearing.
14 percent. 14 Soit's -- wearetrying to do research. W
15 The US. electrical industry is a ngjor 15 wll have research to share in more detail in
16  consuner of foundation as well as one of the |argest 16  post-hearing comments given the tineline of putting this
17 mnufacturers of semconductors in the US. econony, the |17 together, we wanted to make sure you have good data but
18 electrical industry is one of the largest purchasers of |18 it was tough to get it into the pre-hearing coments.
19  foundational seniconductors. 19 MS. BIEL: Thank you. The Departnent of
20 These | egacy chips are incorporated into tens |20 Treasury has a question for M. Johnson.
21 of nillions of dollars of the electrical industry 21 US DEPARTMENT CF THE TREASLRY: ITI's public
22  manufactured in the United States for use in the 22 conments state that multinational conpanies face i mense
Page 87 Page 89
1 industrial, electrical, and mobility sectors. And their | 1 challenges fromanticonpetitive and non-narket practices
2 useis growing. Legacy chips are critical and function 2 inChina. Can you elaborate on how these chal | enges in
3 mny types of electrical goods that we use today. 3 the semconductor sector affect the businesses of your
4 NEMA supports the policy bills in Section 301 4 nenber conpani es.
5 and the investigation on China's acts, policies, and 5 M JOHNSON  Sure. Certainly thisis atopic
6 practices related to targeting the sem conductor 6 that's been investigated and | ooked into with great
7 industry for domnance. V& would like to work with USTR | 7 depth by the U'S. government. There's a whol e range of
8 and share the electrical industry's extensive experience | 8 issues that have been investigated previously, so that's
9 and know edge of gl obal supply chains, our know edge of 9 --it's clear nore work needs to be done and nore
10 China's legacy chip suppliers, and the organization of 10 research to really conprehensively answer the question
11 legacy chips inthe US and global nanufacturing. 11 you're asking. What exactly are the practices happening
12 Any significant disruption in legacy chip 12 and what are the inpact on stakehol ders on U S
13 supply will have a negative inpact on production of 13 industry. So | want to enphasize that aspect of our
14 electrical goods and many other nmanufactured goods in 14 recomendations as well. | think there's a lot nore
15 the Whited States. And it is critical tothe electrical |15 work to be done to really understand the set of issues
16 industry that there be no |apse in the availability of 16 here and howto potential |y proceed.
17  foundational semconductors on conpetitive terns inany |17
18 proposed remedy neasures. 18 U S TRADE REPRESENTATVE  Thank you. During
19 NEMA appreci ates the opportunity to testify 19 your public comrents and testinony today, ITl stated
20 today and we look forward to working with the USTR staff |20 that mature-node sem conductors are ubiquitous and found
21 inthis investigation. Thank you. 21 inalnmost all technology products. To your know edge,
22 MS. BIEL: Thank you, M. Fischer. V¢ will 22 which industry or products have the highest demand for
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1 mature-node senconductors? 1 M HSCHER So thank you for your question.
2 MR JOHNSON | don't know offhand. | do know | 2 So the electrical industry is roughly about 10 percent
3 just generally | would say there's an industry and | 3 of manufacturing inthe US so !l don't have an exact
4 think we all have a very good practical exanple of that. | 4 nunber on the | egacy chips.
5 During the pandem c when we saw foundati onal 5 Just to followup on a previous question, we
6 semconductors across many different sectors. So-- and | 6 also represent about 40- to 50 percent of the electrical
7 | would say that this is not specific but generally they | 7 vehicles via chargers, motors, electronic equipnent, et
8 are used across the econony, they are inportant across 8 cetera, and according to our know edge, those vehicles
9 the econony. 9 have about a hundred | egacy chips on each vehicle tinmes
10 There is a lot of stakehol ders that are 10  how many vehicles we're talking about, so | think the
11 involved like the questions that you are investigating. 11 autonotive industry are the largest consumer of these
12 So | would just say it's quite broad. There's lots of 12 particular products.
13 different stakehol ders, and | can happily ook to find 13 And al so on the certification question, we
14 nore specifics. 14 have just established that our association, a
15 MS. BIEL: Thank you. M. Delsol, the 15 certification conpliance programand it's going through
16  Departnent of Transportation has a question for you. 16 asmll, nedium and large suppliers to understand their
17 US DEPARTMENT CF TRANSPCRTATICN QO A 17 supply chain so they can conply. | thinkit is
18 stated inits public coments that sem conduct or 18 inportant for our menbers to make these adj ustnents.
19  capacity for specific nodes or uses is not fungible. 19 As far as China's practices, | think we are
20 Can you please elaborate on this point? Are there 20 aware that the chips that are coming from China have
21 specific nodes or end uses where Chinese capacity is 21 certain advantages and there is a cost advantage. That
22 predoninant ? 22 is one of the higgest advantages.
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1 MR DELSQL: The definitionis fairly broad, 1 U S DEPARTMENT OF COWERCE:  Wiat practices
2 and many of ny col | eagues have pointed this out as well. | 2 could downstream conpanies enploy to inprove their
3 Menbers of the industry in general coul d specify which 3 tracing of semconductors in their products?
4 conponent we are speaking about and with that, | think 4 MR FISGHER So what we have is a conpliance
5 it has different inplications in China's acts and 5 process certification so that's how we go about. The
6 policy. 6 point is howdo you go about setting the supply chain.
7 As to the second question, | can't speak to 7 Wat are the best practices, and al so product
8 that. Again, that is based off of finding -- and 8 certification. So both the process and the product and
9 nmenbers of this industry to determne exactly where they | 9 we are just -- we've just established this. V¢ just
10 are but | would be happy to provide nore detailed inny |10 established those product specifications and we are
11  post-coments. Thank you. 11 working not just within our industry but al so applying
12 MS. BIEL: Thank you, M. Delsol. 12 this certification beyond our specific industry perhaps
13 Now we will proceed with questions for M. 13 to others and other cities inthe US
14 Fischer starting with The Departnent of Treasury. 14 U S DEPARTMENT OF COMERCE:  Thank you.
15 U S DEPARTMENT CF THE TREASLRY: In your 15 M5 BIEL: Wth that, we conclude Panel Three.
16  prehearing sumary testinony, you wote that the 16 V¢ can take a 15-mnute break. Let's say 1:50. Thank
17 electrical industry is a major consuner of |egacy 17 you.
18 semconductor. Do you have an estinmate of what portion |18 (Short recess taken.)
19  of legacy chips used in the electrical industry sourced |19 MR BUTLER (kay. W're going to start Panel
20 fromhina versus el sewhere? And how if at all, 20 Four, the last panel today. V¢ will start the testinony
21 China's acts, policies, and practices related to legacy |21 with M. Ficarsic, please.
22 semconductors affected the electrical goods industry? 22 NATHAN PI CARSI C
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1 Horizon Advisory & Foundation for Defense of Denocracies | 1 security in these cases. The Chinese governnent's
2 M PICARSC M nane is Nathan Picarsic. 2 enphasis are reflected in PRCpolicy at the highest
3 I'mthe co-founder of Horizon Advisory, it's a supply 3 national level as well as on down to the nunicipal
4 chain. Thank you for the opportunity tojoin this 4 plans.
5 public hearing and thank you to USTR for initiating the 5 Beijing' s plan for econonc and social
6 investigation and hearing, and to all of you here today. 6 devel opnent, explicitly elevated wide bandgap
7 The initiation of the Section 301 7 semconductor materials, including those in the silicone
8 investigationinto China's acts, policies, and practices | 8 carbide track. These can elevate to the Ievel of
9 related to the devel opnent of dominance in the 9 national security calling for the devel opnent of silicon
10  semconductor industry is a critical step in bringing 10 carbide and other w de bandgap sem conductors.
11 awareness to the PRC s nonnarket needs for overtaking 11 They al so nade clear about the objective to
12 critical, technol ogical sectors more broadly. These 12 national policy. It's to establish Chinese dom nance.
13 nonmarket neans have harned the US. industry and the 13 And wide bandgaps in the industry or per an action plan
14 use of trade remedies in the foreign market as well as 14 to develop circuit industry clusters, the goal is to
15 US is both necessary and appropriate. 15 seize the conmunity heights of the industry. These
16 But it cannot be overstated that the Chinese 16 exanples represent a broader and consi stent
17  approach for market dominance in the technol ogy sectors |17 prioritization in Chinese government industrial
18 like the focus here is enduring and adaptive. Measures |18 planning.
19 to protect US industry and US conmercial actors need |19 The application of third-generation of
20 to be taken. 20 seniconductors to prior use cases including mlitary
21 Inny submtted testimony, | focus onsilicon |21 platforns and data centers guarantees that China
22 carbides as well as third generation conpound 22 prioritization is set to continue and expand noving
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1 senmiconductors, and more generally, as exanples of where | 1 forward. These exanpl es constitute just one slice of
2 this state-led cross-streamapproach applies. China 2 (hina's policies and plans outlining prioritization of
3 uses nonnmarket neans to protect conpetition. Its 3 widening the gap of semconductors. Additional cases
4 prioritiesis aclear intent to harmUS. industry and 4 can readily be document, so can nore concrete cases of
5 prohibit US comerce. 5 the -- of Chinese support.
6 The Chinese governnent industrial, scientific, | 6 Those include direct subsidies to conpanies,
7 and technol ogical policy prioritizes the sem conductor 7 participation in government funded R&D as well as
8 sector. Beijing's research and devel opnent directly 8 activities of governnent-supported manufacturing and
9 supports conpanies and al so restricts access to the 9 innovation in the zones and centers that prom se
10 Chinese market. This playbook including governnent 10 additional concrete evidence of the preferential
11 guided policies and acts shoul d sound famliar. 11 policies that the governnent uses to afford nonmarket
12 Chi nese sees silicon carbide in the third 12 advantage for the Chinese players.
13 generation sector, nore generally, as an area in which 13 Thi's review of supply chains is commendabl e
14 to overtake international conpetitors. China diagnosis |14 hut it should be informed by the need for an appropriate
15 that their application, which include everything from 15 response. That should include tariffs on silicon
16 EVs to telecons to defense in these cases, carry high 16  carbide conponents as wel|l as conpound sem conduct or
17 value in energing technol ogy in conpetition with the 17 inputs including those that feed into downstream
18 U'S noving forward. 18 applications in these cases.
19 Silicon carbides anong pertinent naterials 19 US policy today will deliver a level playing
20 leveraged for these third-generation semconductors and |20 field by placing tariffs on finished goods on products
21 materials used to control thermal electrical power is an |21 that use Chinese-origin inputs. These downstream
22 increasing, critical step of comercial and national 22 reviews and actions are needed to review the actions

www.huseby.com

Huseby Global Litigation

800-333-2082


http://www.huseby.com

SECTION 301 INVESTIGATION
Public Hearing on 03/11/2025

Page 98 Page 100
1 like and localization of the assenbly of Chinese 1 It took Vol fspeed and other Anerican conpanies
2 production. Don't allowfor continued exploitive 2 several decades to achieve current wafer quality and
3 exporting of distortive affects in China. Thank you. 3 volume levels. It appears that China got there in less
4 MR BUTLER  Thank you. 4 than five. Chinese seniconductor equi pnent conpani es
5 M. Pollard. 5 promote conplex crystal growth and Epi nachines that
6 M KE PQLLARD, 6 appear sinilar, and in sone cases, identical to
7 Vel f speed 7 proprietary Western tooling and equi prent.
8 M POLLARD (ood afternoon. M name is Mke | 8 Wien it comes to wafer dianeter, China
9 Pollard, deputy general counsel and chief of Wl fspeed 9 progressed with 100 nmillion to 150 mllion in about two
10 Incorporated | ocated Durham North Carolina. As aworld |10 years and from150 to 200 mllion a year in less than
11 leader insilicon carbide materials and devices, | 11 two years. It took Vstern conpanies approxinmately 15
12 appreciate the opportunity to attend this hearing. W 12 years to make these |leaps. This indicates a non-1inear
13 will need to mintain US leadershipin this rapidy 13 know edge accumul ation conpl emented, of course, by
14 evolving industry is paramount and U 'S. seniconduct or 14 massive state-sponsored invest ments.
15 self-reliance is necessary to conplete this goal . 15 Lastly, intellectual property theft is real.
16 V6l f speed pi oneered the commercialization of 16 Wl fspeed has experienced it, and we encourage the
17 silicon carbide for the sem industry nearly 40 years 17 comittee to continue its engagenent for further
18 ago and acutely understands the role semconductors play |18 details. China's policies and actions including
19 in solving tomorrow s conpl ex technol ogi cal chal | enge. 19 seeningly unlimted governnent financial support, market
20 This is especially true and unique for silicon |20 access restriction, industrial subsidies, and resulting
21  carbide semconductors. As silicon carbide devices gain |21 decreases in donestic and gl obal prices have led to
22 traction in advanced applications including defense, 22 significant capacity expansion creating an inbal ance in
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1 energy generation, industrial applications, and the Al 1 global narket and an over-concentration in production
2 data centers, the need for |ow defect, high quality 2 capacity in China.
3 semconductor materials is crucial. Al to achieve the 3 [f left unchecked, China's rapid expansionin
4 performance and reliabilities demanded by tomorrow s 4 silicon carbide conbined with the aggressive pricing
5 advanced applications and for U 'S national and economic | 5 strategies only nmade possible by unfair trade practices
6 security. 6 wll result inthe -- of global conpetition, thereby
7 V¢ believe that China is pursuing silicon 7 jeopardizing the ongoing viability of US senconductor
8 carbide market dom nance through various net hods 8 manufacturers.
9 including unfair practices and believe that Chinais 9 Through a conbination of public and private
10 well onits way to achieving its goal. V¥ experienced 10 efforts, the US is investing across senconductor
11 it firsthand. China's growh in the silicon carhide 11 industry including through the CHPS and Science Act but
12 devel opment in technol ogy advancenent has no 12 nore must be done. To effectively level the playing
13 market-oriented explanation and appears to bend the laws |13 field and safeguard the U 'S, seniconductor industry,
14 of science. 14\l fspeed urges the US. to consider tariff and
15 Chi nese silicon carbide conpanies are so far 15 nontariff actions across a full range of authorities set
16 renoved fromtraditional market forces, they conduct a 16 out in Section 301C of the Trade Act.
17 nmgjority of their output into landfill and still 17 Efforts must be focused on full usage of
18 survive. A few observations: The Chinese has nore 18 existing affirmative policy tools including those
19 conpani es dedicated to silicon carbide. Less than ten 19 established by the CHPS Act. Industrial policies
20 years ago, China had few if any. Today, the nunber of |20 encourage repatriation of semconductor manufacturing
21  conpani es producing silicon carbide in China approaches |21 back intothe US and tariffs on products destined
22 40 22 fromthe U 'S donestic market including Chinese silicon
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1 carbide substrates and the devices containing silicon 1 industry, which the U S has created and | ed since over
2 carbide. 2 the last six decades. The PRC has provided nassive
3 V¢ recogni ze that with pertinent downstream 3 subsidies to local manufacturing enabling themto nake
4 products conming into the Lhited States frommiltiple 4 massive investnents to rapidly expand their capacity for
5 countries of export designing an effective remedy 5 silicon carbide wafers, even though the -- even though
6 including tariff elements will be nore than usual ly 6 their production costs are unfavorable to the US and
7 conplex. V¢ look forward to engaging in nore depth at 7 \eéstern suppliers.
8 the appropriate time with the USTR on potenti al 8 These subsi di es include direct capital
9 renedies. 9 injections, favorable land and energy credits and nore,
10 Further, thisis not solely a US. issue. It |10 all of which are unavailable to the Véstern conpanies.
11 is a global concern requiring a coordinated gl obal 11 This creates an unfair cost advantage that has al | owned
12 response. The supply chain dependency that results with |12  Chinese conpanies to flood the market with products at
13 China over capacity poses a devel oping threat to 13 prices well belowthat established market value for
14 national security due to the critical role of advanced 14 \Veéstern conpanies.
15 semconductors and in particular silicon carbide 15 Pal i dus, as you know is a conpany and as a
16  semconductors play in defense and other key strategic 16 result the silicon carbide market, especially 6-inch
17 sectors. 17 wafers, which are critical for electric vehicles and all
18 If the Uhited States or allied countries 18 pover-relate applications such as Al data centers, had
19  becone too reliant on China, military preparedness and 19  been severely destabilized. In fact, Pallidus was
20 critical infrastructure including 1A -- artificial 20 forced to abandon a $650 nllion expansion plan due to a
21 intelligence systens could be heavily inpacted. 21 60 percent reduction in the market price over only a few
22 O behal f of VWl fspeed, | want to thank you 22 short nonths driven by this unfair conpetition.
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1 for all your tinme and | ook forward to continued 1 Qher industry |eaders such as Wl fspeed have
2 engagerment with the USTR 2 also been forced to lay off workers, delay investnents,
3 MR BUTLER Thank you. 3 and reduce costs as a result of the PRCs action. Al
4 M. denmer. 4 of these conpanies are clearly at risk of survival based
5 R CHARD OLEWMER 5 onthe artificial econonics being driven by the
6 Pallidus, Inc. 6 conpetition fromthe PRC  These practices are not only
7 MR CLEWER Thank you. Good afternoon. | 7 harnful to the economcs of the silicon wafer market but
8 ampleased to be here today as chairman of Pallidus, a 8 also have negatively inpacted val uation in capital
9 US -based science start-up conpany headquartered in 9 nmarkets making it nearly inpossible for energing
10 Abany, New York. Pallidus has a unique patented 10 conpanies like Pallidus to raise funds to continue to
11 process for producing silicon carbide substrates, a 11  support this research and devel opnent.
12 technology that's derived fromNASA s pol ymer conversion |12 The situation demands i nmediate action. And
13 process. Wth over 78 patents and application globally, |13 the same tine, we nust | ook forward to the future of
14 Pallidus is at the forefront of innovation and its 14 this critical industry. Wth the US energy denands
15 critical space in power managenent and reduction, and we |15 set to expand by nore than 200 percent in the next five
16  appreciate the opportunity to provide our input in 16 years driven by electric vehicles, defense, and nore,
17 response to the request. 17 the need for next generation sem conductor technol ogy
18 V¢ are deeply concerned about the unfair trade |18 has never been greater.
19  practices of the People's Republic of China and that it |19 This is an opportunity for new | eadership
20 clearly targets the semconductor industry. These 20 technol ogy such as silicon carhide substrates that are
21 actions are putting American conpanies including 21 essential for advancing ultrahi gh wafer devices |ike
22 Pallidus at a significant disadvantage in this inportant |22 |1@Ts which play a key role in power generation
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1 transmssion and high performance applications such as 1 investnent of Al data centers as well as protecting our
2 A and defense technol ogy. 2 critical defense industry.
3 Pal lidus has devel oped a unique PVT growth 3 Thank you for the opportunity to share these
4 nethod that sets it apart fromother substrate 4 insights and we | ook forward to continuing the dial ogue
5 providers. Qur tradenarked technol ogy enables us to 5 across the industry.
6 produce silicon carbide substrates with unprecedented 6 MR BUTLER Thank you.
7 precision addressing the linmtations of traditional 7 M. Stewart.
8  nethods. 8 SARAH STEWART,
9 Moreover, the PRCs flooding of the market 9 Silverado Policy Accel erator
10 with substrates has severely hanpered our ability to 10 MB. STEWART:  Thank you so much to the chairs
11  conpete or raise additional funds for new key 11 and to the broader teans working on this issue. M nanme
12 technol ogy. Despite this, Pallidus continues to pitch 12 is Sarah Stewart. | amthe CEO of Silverado Policy
13 forward in the devel opnent of this technol ogy, which has |13 Accelerator. W& are a bipartisan geopolitical think
14 already garnered interest frompromnent institutions 14 tank here in DC focused on national security and
15 including the Arny and Navy research | abs. 15 econonic security. |'mhonored to provide this
16 To ensure Anrerican | eadership in these next 16 testinony today to China's predatory acts, policies, and
17 generation powered el ectronics, we nust protect the US |17 practices to donnate the gl obal semconductor industry.
18  supply chain and take decisive action to counter the 18 V@' ve provided extensive coments to USTR and
19 PRCs unfair trade practices. Tariffs for China such as |19 both the actionability of moving forward with this
20 50 percent tariffs are a stepinthe right direction but |20 investigation as well as a proposed remedy and have
21 additional measures are required. The sem conduct or 21  published a nunber of reports on the sem conduct or
22 industry is at risk of facing the sane supply shortage 22 industry that you can access on our website.
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1 that all -- that we've seen in all cases such as sol ar 1 | would like to start with a foundational
2 as well asrare earth materials where over 90 percent of | 2 premise. US manufactures of sem conductors and ot her
3 production is now controlled by China. 3 products have a right to conpete on a level playing
4 If we don't act now we risk losing our US. 4 fieldwith Chinese firns. | didn't actually say this.
5 conpetitive edge in this global market. In conclusion, 5 This was said approxinately 20 years ago by then USTR
6 Pallidus believes that US nust take a proactive stance | 6 Zoellick who made the statement when USTR initiated its
7 and defend its technol ogi cal |eadership particularly in 7 dispute against China at the WQ
8 thecritical area of silicon carhide substrates. During | 8 At that time, China's semconductor narket was
9 the decades that |'ve spent in the industry |eading 9 valued at $19 billion and was the world's third |argest.
10 ngjor semconductor conpanies, | personally have 10 Since that tine, China's nonnarket policies and
11  observed the actions taken by China to dominate the 11 anbitions to become sem conductor self-sufficient have
12 sem conductor industry, which they have prioritized in 12 drivenit to nowhold the title of the country with the
13 the last few years through massive investments and 13 largest sem conductor nanufacturing capacity of any
14 others supports actions. 14 other in the world by orders of nagnitude.
15 Wile the US has recognized the rising 15 | urge USTRto take note of China's
16 threat and reacted with sone initial actions, thisis 16  unprecedented growth and undeterred activity in the
17 clearly not sufficient to defend against the aggressive |17 sector despite decades of the U 'S acknow edging the
18 PRCactions. Pallidus stands ready to collaborate with |18 problem China's use of a famliar blueprint of
19 our government and industry partners to ensure that we 19 governnent subsidization to drive overcapacity and
20 not only protect our interest but also establish our 20 export of production to depress prices, gain narket
21 foundation for the next generation of powered 21 share pursuant to its stated targets and assert |everage
22 electronics that are so critical to support the huge 22 over the supply chains.
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1 I'd like to highlight three key points today. 1 critical mnerals are a key input to sen conductor
2 Wile the scope at USTIR notice applies to the 2 fabrication process.
3 semiconductor industry at large, | want to draw your 3 Finally, all of these measures are propping up
4 attention to what is happening with the foundational 4 Chinese conpanies to the detrinent of U S conpanies.
5 semconductors. Wile the US and other countries have | 5 US conpanies are not -- conpeting not only private
6 focused on preventing China fromacquiring advanced chip | 6 Chinese conpanies benefiting fromgovernment subsidies
7 technol ogy, China has been doubling down on dom nating 7 but with conpanies |ike SMCand YMIC that all have
8 foundational chips which accounted for approxinately 8 substantial Chinese and grow ng government owner ship.
9 76 percent of global semconductor production in 2024. 9 Itisnot --itissinply not fair.
10 Inportantly, Chinais ontrack tolead in 10 Wth aleg up, Chinese firns are able to
11  foundational chip production and install three times as |11 export the global market of unfairly set prices
12 much capacity during 2024 to 2027 than any ot her 12 sonetimes up to 20 to 30 percent |ower, sometines nore.
13 country. So why should we care? Aren't these commodity |13 This is not a conpetitive environnent where U S
14 chips anyway? The answer is no. Foundational chips are |14 innovation and | eadership can flourish. Rather the
15 necessary for every application that al so uses an 15 lower prices and | oss of market share make fewer narket
16 advanced chip and they' re essential for a range of end 16 segnents for U S producers to conpete, higher per unit
17 uses includi ng defense. 17 production costs, a loss of revenue, more conpetition in
18 They are fit for a purpose, they can be 18 high-end segnents, and danger to supply chain security.
19 commodity or technol ogical ly innovative. Seeing 19 Acting now woul d help stemthe tie and to
20 foundational chip narket to China neans that it has 20 allowthe US to conpete on fair footing. There are
21 control of whether itens are ultimately built. It can 21 ways to address this including tariffs that not only
22 hold back a supply fromthe U'S and the rest of the 22 cover the wafer but any Chinese designed and fabricated
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1 world, it can depress prices to gain market share from 1 semiconductor that is a conponent in another product.
2 US conpanies, and it can use this leverage to push 2 | will stop there and | appreciate your
3 back on other US. nmeasures to prevent IP theft and 3 attention today and | wel cone any questions. Thank you.
4 technol ogy transfer of advance nodes. 4 MR BUTLER Thank you, M. Stewart.
5 China knows this, which is why its investing 5 Ve will nowturn to questions beginning wth
6 enormous amounts of resources into dominating this 6 M. Picarsic.
7 segnent of the market. Second, China's nonmarket 7 U S TRADE REPRESENTATVE  Good afternoon, and
8 practice and industrial policiesis driving its capacity | 8 thank you, M. Picarsic. You identify a nunber of PRC
9 expansion orientation that is already undercutting U S. 9 policies and plans prioritizing and supporting wide
10 producers. As we are hearing, China is acconplishing 10 bandgap sem conductors. Can you pl ease el aborate how,
11 this through many policies including the Made in China 11 if at all, inyour viewChina's acts, policies, and
12 2025 and the big measures that are punping tens of 12 practices related to wde bandgap semconductors are
13 billions of dollars in subsidies to Chinese 13 unreasonabl e or discrim natory?
14 sem conductor conpanies, equity investnents, and joint 14 M PICARSIC They are applicable only to
15 ventures in Chinese firnms, lowprice land, reduced 15  Chinese conpanies and those that conply with the
16 taxes, and nore. 16 industrial policy mandates of the Chinese ecosystem so
17 Chinais not just looking to advance its role |17 clearly discrimnating against conpanies that are not
18 inthis sector but to donmnate it and these measures are |18 interested in follow ng through the nonmarket tools that
19 spread across the entire semconductor val ue chain. 19 are afforded by the Chinese Communist Party led, state
20 Indeed, China's repeated weaponization of critical 20 led driven nodel .
21 mneral supply chains in response to U 'S export 21 And those policies, specific acts and policies
22 controls and tariffs is well documented. They knowthat |22 submitted in ny witten subnission that are just
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1 exanples of PRC such policies clearly afford access to 1 andit is-- theinpacts are real and we're feeling them
2 support that is not reflected el sewhere in the gl obal 2 and we have to do something to stop this now
3  mrkets. V¢ heard exanples of these cited here today 3 U S DEPARTMENT CF DEFENSE V@l fspeed' s
4 but they include everything fromdirect subsidies and 4 summary of testinony references sub-standard PRC
5 preferential support for subsidizing the purchase of 5 mterials that can introduce significant risks to
6 equipnent as well as softer subsidies that touch 6 critical US supply chains. Can you please describe
7 everything fromhuman capital to litigation support for 7 how Chinese silicon carbide naterial s are sub-standard
8 supporting conpanies that get in the crosshairs of 8 inyour view Aso, what sort of vulnerabilities can
9 intellectual properties. 9 result fromuse of these materials?
10 It's clearly demonstrated both through the 10 MR PCLLARD  Sure. So silicon carbide is not
11 policies and plans and al so the contradiction received 11 the easiest material to produce. It's conplex and takes
12 fromconpanies that there is a strategic intent executed |12 time, takes time to perfect. V@l fspeed has done nothi ng
13 fromthe government and it is afforded only to conpanies |13 but silicon carbide for 40 years. \¢ have hundreds and
14 on the Chinese side of a certain nature. 14 hundreds of patents not only in the silicon carbide
15 There is also an escal ation of this support so |15 itself but numerous trade secrets on howthe silicon
16 as conpanies are able to work their way through the 16 carbide is nade.
17 Chinese industrial policy system denonstrate 17 And, you know, you talk about the quality of
18 technologically but alsointerns of willingness to 18 China's silicon carbide. (e of the things we noticed
19 capture global market share, they received additional 19 in Chinais that there's so many conpani es popping up
20  support. 20 and they can attenpt to grow silicon carbide, throw nore
21 So | think that escalation further 21 than half of it, 80 percent of it away, but it's a
22 denonstrates the discrimnatory nature of the support 22 volune game to them And if they can just keep
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1 that China affords it. 1 producing it, they will have enough to flood the market
2 MR BUTLER Thank you. The next question 2 of silicon carbides that is acceptable for some uses to
3 wll befor M. Pollard. 3 flood the narket.
4 US DEPARTMENT CF COWERCE  Good aft er noon. 4 The problemis if silicon carbide, if poor
5 Can you pl ease el aborate on how the silicon carbhide 5 quality of silicon carbide gets into the market, it can
6 industry has changed in recent years, including changes 6 cause problens in the applications. So | would not want
7 to the conpetitive environment? Have these changes 7 Chinese silicon carbide innilitary equi pment for
8 inpacted Wl fspeed s ability to invest in or maintain 8 supporting the US defense for reliability reasons.
9 its operations in the Uhited States? 9 W' ve at Wl fspeed has spent years focusing on
10 M POLLARD So it has changed. Wat was a 10 the quality of our silicon carbide and the material s
11 traditional path was overtaken by Chinese conpetitors 11 fromChina are not close. They are getting closer very
12 who have seem ngly endl ess or botton ess pockets to 12 quickly but it's -- the quality is what matters. And
13 produce silicon carbides. And the result of that is 13 then, you know for applicationis in A data centers
14 heard frommany panelists here today is a dunping inthe |14 and that's even nore inportant because Al data centers
15 market artificially lowering prices. That, of course, 15 require they put out a lot of heat, silicon carbide
16 inpacts VWl fspeed as an exanple, but other semconductor |16 helps in that aspect by reducing the heat generated from
17  conpanies' ability to conpete, |ose narket share, and 17 that nassive technol ogy working and, you know, failure
18 that all contributes to what we're able to do as far as |18 there coul d be catastrophic.
19 building infrastructure, building additional capacity, 19 So, you know, the quality in the silicon
20 building advanced facilities. 20 carbide is key and | would not want to put the US key
21 So the practice is that we are seeing out of 21 sectors in the hands of inferior silicon carhide.
22 China are inpacting the semconductor industry at large |22 U S. DEPARTMENT CF THE TREASLRY:  The next
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1 sets of questions is for M. Qemer. 1 knock-on effects to your business fromintense PRC
2 I'n your pre-haring summary of testinony, you 2 pricing pressure?
3 wote that the PRC provides substantial subsidies to 3 M CLEWER Sure. V¢ had a plan to expand
4 support local wafer manufacturers to significantly 4 today. V¢ have a facility in Abany, New York that work
5 expand capacity for S Cwafers despite unfavorable 5 on the devel opnent of that. W& had a planto do a
6 production cost points. 6 production facility with a $650 nmillion dol | ar
7 Can you el aborate on what you mean by 7 investment but that was based on the market pricing in
8 unfavorabl e production cost points in the sem conductor 8 the silicon carbide market, which was about a thousand
9 industry? 9 dollars away for it at the time and has now since cone
10 M CEWER Soit is a common practice, not |10 down to $400 or |ess per wafer.
11 just insilicon carbide, but across the industry as 11 Basi cal |y bel ow the variable cost of producing
12 China has prioritized semconductor production in a 12 the wafer associated with it, so we chose to abandon the
13 five-year plan that they have all forns of subsidies 13 investnent associated with that site and really focus
14 including investnents, land availability, funding of new |14 our technol ogy and devel op on the next generation of
15 production capacity. Soit's broad based prioritized by |15 technol ogy which will give the ability to establish a
16 the governnent such that the capacity is expanded in a 16 leadership for US industry that will be able to defend
17 very easy fashion, which lead to their focus on silicon |17 it against the technol ogy being devel oped by China.
18  carbide where they generated significant investments and |18 US SVALL BUSINESS ADM N STRATION  Thank
19 flooded the market with capacity at a fraction of cost 19  you.
20 before it's been shipped fromthe Véstern worlds. 20 U S. DEPARTMENT CF DEFENSE In Silverado's
21 Artificially through the artificial economics |21 public coments, you wite that China's mlitary-civil
22 associated with the subsidies fromthe governnent, we 22 fusion strategy wth mature node sem conductors woul d
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1 knowfor afact this takes place and it's taking place 1 exploit the dual-use of semconductors. Can you pl ease
2 broadly but more recently focused on silicon carbide. 2 elaborate on what you perceive to be potential risks to
3 They've chosen to see how they can doninate the silicon 3 the Lhited States?
4 carbide industry seeing the opportunity for the growth 4 MB. STEWART: Sure. Thank you. China has
5 associated with the power requirenents for A data 5 been pursuing a strategy that is focused on not just
6 centers as well as all the other significant power 6 domnating the advance nodes which it can't yet. V¢ ve
7 requirenents that are going to be factored for the US. 7 been preventing it, but in pursuing a strategy of
8 where data centers today deliver less than 3 percent of 8 dominating these foundational nodes, they gointo
9 the overall electric usage by 2030 is projected to be 9 dual-use itens, and so we know, it's been well
10  over 10 percent. 10 docunented that China has a very blurred line between
11 So silicon carhide becones a very critical 11 civil, nilitary uses and so as they are putting, you
12 material to be able to provide the technol ogy and 12 know, nore enphasis on all of the chips that are going
13 capability to help reduce sone of that and yet the 13 into basically every itemthat you can inagine, whether
14 investnents that are being made in silicon carbide will 14 it's a defense nissile systemor a smart phone or a
15 not be able to be done with the pricing that's currently |15 satellite comunication, they are creating an ability to
16 available. Thank you. 16 domnate in a segnent of the market that serves the dual
17 US SWVALL BUSINESS ADM N STRATION  Your 17 use, serves the mlitary and, you know gives thema leg
18 summary of testinony indicates that Pallidus was forced |18 up on, you know defense uses that we mght have. And
19 to abandon a $650-nillion dollar expansion plan due to 19 the ability to weaponi ze those against us.
20 the nore than 50 percent reduction in nmarket prices amd |20 MR BUTLER Thank you. | just want to check
21 capacity expansion driven by the unfair trade practices |21 with ny colleagues if anyone has any additional
22 fromthe PRC Can you please further explain the 22 questions.
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1 Ckay. That concludes our final panel for the
2 day. On behalf of this comttee, | want to thank all
3 the witnesses that appeared today. | want to thank
4 S TCfor hosting us. A renminder that post-hearing
5 comments are due March 18th. And with that, we are
6 adj ourned.
7 (This Public Meeting concluded at 2:30 p.m)
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
Page 123
1 REPORTER S CERTI FI CATE
2 DI STRI CT OF COLUMBI A
3 I, Jeaninn Y. Alexis, a Notary Public of the
4 District of Colunbia, do hereby certify that the
5 wi t h-naned witness personal |y appeared before ne at the
6 time and place herein set out, and after having been
7 duly sworn by nme, according to |law, was exam ned by
8 counsel.
9 | further certify that the examination was
10 recorded stenographically by nme, and that this
11 transcript is a true record of the proceedings.
12 | further certify that I amnot of counsel to
13 any of the parties, nor an enployee of counsel, nor
14 related to any of the parties nor in any way interested
15 in the outcome of the action.
16 As witness ny hand and seal this 13th day of
17 Mar ch, 2025.
19 A
19
JEANI NN ALEXI S
20 My Conmi ssi on Expires: 1/14/2029
21
22
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 1                    P-R-O-C-E-E-D-I-N-G-S

 2             MR. BUTLER:  Good morning and welcome.  The

 3   Office of the United States Trade Representative in

 4   conjunction with the interagency Section 301 Committee

 5   is holding this public hearing in connection with the

 6   Section 301 investigation of China's acts, policies, and

 7   practices related to targeting of the semiconductor

 8   industry for dominance.

 9             The United States Trade Representative

10   initiated this investigation on December 23rd, 2024,

11   pursuant to Section 302(b)(1)(A) of the Trade Act of

12   1974 as amended.  In the Federal Register notice

13   published on December 30th, 2024, announcing the

14   initiation, USTR also invited written comments and

15   announced this hearing.

16             The December 30 notice invited comment on

17   whether the issues covered by the investigation are

18   actionable under the statute.  Actionable matters under

19   Section 301 include acts, policies, and practices of a

20   foreign country that are unreasonable or discriminatory

21   and burden or restrict U.S. commerce.  The December 30

22   notice is available on the USTR website under the
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 1   Section 301 Investigation page, and is published in the

 2   Federal Register at 89 Fed. Reg. 106725.

 3             The purpose of this hearing is to receive

 4   public testimony regarding the issues raised in the

 5   December 30 notice.  The Section 301 Committee will

 6   carefully consider today's testimony and all written

 7   comments in response to the Federal Register notice

 8   including post-hearing rebuttal comments.  Post-hearing

 9   comments are due March 18th, 2025 and should be limited

10   to rebutting or supplementing testimony at this hearing.

11             After the Section 301 Committee has completed

12   its investigation, the Committee will make a

13   recommendation to the U.S. Trade Representative on

14   whether the acts, policies, and practices are actionable

15   under the statute.  If it is determined under the

16   statute institute that acts, policies, and practices are

17   actionable, the U.S. Trade Representative will determine

18   whether action is appropriate.  And if so, what action

19   to take under Section 304 of the Trade Act, which would

20   involve an additional notice and comment period.

21             We are pleased to have international trade and

22   economic experts from a range of U.S. government
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 1   agencies with us at the hearing today.  So why don't we

 2   start, please, by having those individuals introduce

 3   themselves starting with the Department of Labor.

 4             U.S. DEPARTMENT OF LABOR:  Sonja Schaefer,

 5   Department of Labor.

 6             U.S. SMALL BUSINESS ADMINISTRATION:  Sarah

 7   Bonner, U.S. Small Business Administration.

 8             U.S. DEPARTMENT OF THE TREASURY:  Yifan Chen,

 9   U.S Department of Treasury.

10             U.S. DEPARTMENT OF DEFENSE:  Kywaii

11   Lawrence-Jackson, Department of Defense.

12             U.S. DEPARTMENT OF TRANSPORTATION:  Becxi

13   Sanchez, Department of Transportation.

14             U.S. TRADE REPRESENTATVE:  Rachel Howe, USTR.

15             U.S. DEPARTMENT OF COMMERCE:  Luke Myers,

16   Department of Commerce.

17             U.S. DEPARTMENT OF STATE:  Ace Gazis,

18   Department of State.

19             MR. BUTLER:  And I am Philip Butler, Chair of

20   the Section 301 Committee for USTR.  We are also honored

21   to have the participation of a member of Congress in

22   this hearing.  Later this morning at 11:45, we will
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 1   receive testimony from Congressman John Moolenaar, the

 2   Chairman of the House Select Committee on the strategic

 3   competition between the United States and the Chinese

 4   Communist Party.

 5             Before we proceed with Panel 1, I will provide

 6   some procedural and administrative instructions:  The

 7   hearing is scheduled for one day, today March 11th.  The

 8   December 30 notice indicated that post-hearing comments

 9   will be due seven days after the public hearing.

10   Post-hearing comments are due on March 18, 2025.

11             Today we will have four panels of witnesses

12   with 16 individuals scheduled to testify.  The

13   provisional schedule has been posted on USTR's website.

14   We will have a brief break between panels and will take

15   a 50-minute lunch break.  Each witness appearing at the

16   hearing is limited to five minutes of oral testimony.

17   The light before you will be green when you start your

18   testimony, yellow means you have one minute left, and

19   red means your time has expired.

20             After the testimony from each panel of

21   witnesses, the Section 301 Committee will have an

22   opportunity to ask questions.  All questions will be
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 1   from agency representatives.  There will be no questions

 2   accepted from the floor.  Committee representatives will

 3   generally direct their questions to one or more specific

 4   witnesses.

 5             Again, post-hearing comments including written

 6   responses to questions from the Section 301 Committee

 7   are due March 18, 2025.  The rules and procedures for

 8   written submissions are set out in December 30 Federal

 9   Register notice.  Given the number of witnesses and the

10   schedule, we request that witnesses, when responding to

11   questions, be as concise as possible.

12             We likewise ask witnesses to be understanding

13   if and when the Chair asks that a witness conclude a

14   response.  In this regard, witnesses should recall that

15   they have a full opportunity to provide extensive

16   responses in their post-hearing submissions.

17             No cameras or video or audio recording will be

18   allowed during the hearing.  A written transcript of

19   this hearing will be posted on the USTR website as soon

20   as possible after the conclusion of this hearing.  At

21   this time, we are ready to proceed with Panel 1.

22             And I apologize in advance if I get any names
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 1   wrong.  Let's start with Panel 1.  Can we start with Ms.

 2   Cao.

 3                         WENJIA CAO,

 4     China Chamber of Commerce for Import and Export of

 5           Machinery and Electronic Products, CCCME

 6             MS. CAO:  Thank you.  Good morning.  Thank you

 7   for the opportunity to attend today's hearing.  I am Cao

 8   Wenjia from China Chamber of Commerce for Import and

 9   Export of Machinery and Electronic Products, CCCME.

10             The CCCME has been committed to promoting

11   trade, investments, and bilateral exchanges.  In May

12   last year, under the Joint Working Group Mechanism of

13   China provinces and the U.S. States, we led a group of

14   nearly 100 business representatives to visit the U.S and

15   carried out a number of trade activities.  The CCCME and

16   our member companies are always strong supporters and

17   active participants in global trade.

18             As regard to the semiconductor industry, it is

19   well acknowledged that the industry has long operated as

20   a global supply chain, benefiting from globalization,

21   international division of labor, and worldwide

22   cooperation, playing an essential role in global
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 1   technological innovation.

 2             China, as the world's largest consumer of

 3   semiconductors, accounts for over half of the global

 4   chip sales which relies heavily on imports, in 2020,

 5   imports consisted of 83 percent of the total chip sales

 6   within the country.  If we look at the revenue history

 7   of major semiconductor companies, you will find that the

 8   sales of Chinese market accounts for a considerable part

 9   of the U.S. semiconductor companies' revenue, such as

10   Texas Instruments and Intel.

11             As stated in CCCME's comment, the

12   semiconductor industry is highly dependent on global

13   collaboration.  However, in recent years Chinese

14   companies are faced with more restrictive controls that

15   prevent the sales of semiconductor products to them from

16   countries including the U.S.

17             Such unpredictable policies create great

18   uncertainty and have greatly pushed Chinese companies to

19   re-examine and adjust their decision-making strategy in

20   fields such as procurement and production, so as to

21   avoid the risk of using chips from the U.S. companies.

22             Hence, CCCME would like to highlight that the
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 1   evidence alleged in the formal notice of this

 2   investigation is unsubstantiated and biased, and the

 3   investigating scope is overly broad, and we also noted

 4   that the launch of this investigation has caused

 5   concerns in the U.S. domestic industry.

 6             In addition, the CCCME is perplexed about the

 7   previous administration's initiation of the

 8   investigation as we found the evidence listed is

 9   contradictory.  For instance, statistically the U.S.

10   semiconductor industry maintains its leadership in the

11   global market and continues its trend to thrive.

12             In 2023, the U.S. industry accounts for 50.2

13   percent of global sales revenue, up from 46 percent in

14   2018, and in R&D, design, and manufacturing process

15   technology, the U.S. semiconductor firms also maintains

16   a leading competitive position.

17             CCCME learned that the U.S. administration has

18   heavily subsidized its domestic semiconductor industry

19   and projects.  For instance, quote, the CHIPS and

20   Science Act provides $52.7 billion for American

21   semiconductor research, development, manufacturing, and

22   workforce development, and since the CHIPS introduction,
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 1   more than 90 projects across 28 states are announced in

 2   fabrication and packaging, equipment and materials

 3   manufacturing, and R&D facilities.

 4             From these data, it can be found that there

 5   are no signs showing the U.S. semiconductor companies

 6   are exposed to burdens or restrictions or suffer from

 7   injuries.  Also, CCCME would like to recall research and

 8   studies on Section 301 measures that the negative impact

 9   of increased tariffs primarily shown as higher prices

10   and costs for U.S companies and households.

11             And especially with U.S. inflation accelerated

12   in January, a new round of tariffs or restrictions would

13   only worsen the situation.  We sincerely hope that,

14   instead of owing every potential problem to its Chinese

15   peers, the USTR can comprehensively investigate the real

16   challenges faced by the U.S. semiconductor companies.

17             In summary, the CCCME really appreciates the

18   opportunity to testify.  We hope that the USTR can

19   consider voices from different interest parties and to

20   approach this investigation prudently.  CCCME also

21   sincerely recommends terminating this investigation and

22   avoiding undertaking any unreasonable measures that
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 1   would bring harm to the U.S. and global semiconductor

 2   industry.  We advocate mutual development between the

 3   U.S. and Chinese companies, and are always willing to

 4   contribute to close connection and cooperation between

 5   companies from both countries and more sustained growth

 6   of the global economy.  Thank you.

 7             MR. BUTLER:  Thank you.

 8             Mr. Xu, the floor is yours.

 9                         XIMING XU,

10        China Association of Automobile Manufacturers

11             MR. XU:  Good morning, 301 Committee.  My name

12   is Ximing Xu, and I'm here on behalf of CAAM China

13   Association of Automobile Manufactures.  Founded in

14   1990, CAAM is the most representative national nonprofit

15   trade organization in the automobile industry of China.

16   CAAM is a self-disciplined, non-profit social

17   organization and by the end of 2024, CAAM has maintained

18   over 3,700 members.

19             China's auto market is one of the largest in

20   the world, with total auto sales reaching 26.282 million

21   units in 2024.  It is an open, transparent, fair, and

22   free competition market.  The world's major automobile
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 1   manufacturers have set up production and sales networks

 2   in China.  The major brands in the Chinese market

 3   include Mercedes-Benz, BMW, Volkswagen, Toyota, Tesla,

 4   General Motors, Ford, Jeep, Peugeot, Citreon, Volvo,

 5   Isuzu, Mazda, and more.

 6             They sell both locally produced models and

 7   imported ones in China.  All the major car lines have a

 8   share in the Chinese market.  In 2024, 14.6 percent of

 9   passenger cars sole are German brands, 11.2 percent

10   Japanese, and 6.4 percent are American.

11             In addition, the world's major auto parts

12   companies are also conducting sales and production

13   layout in China, including the U.S.-funded companies

14   such as Lear, Aptiv, Venture, Visteon, Bog Warner,

15   Cummins, Magna, and many other internationally renowned

16   companies.

17             An automotive chip is one of the product forms

18   of the semiconductor industry.  Each vehicle currently

19   uses hundreds to thousands of chips according to its

20   intelligence level.  In China, auto and parts-related

21   enterprises treat chips from Chinese and foreign

22   companies imported chips and local chips equally when
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 1   purchasing and using chips.

 2             The CAAM has also never received complaints

 3   from its members, especially joint ventures or

 4   foreign-funded enterprises that they are subject to

 5   unreasonable, improper, or discriminatory restrictions

 6   when purchasing chips for vehicles nor has it received

 7   or seen any complaints from chip companies about

 8   unreasonable, improper, or discriminatory restrictions

 9   on the purchase of in-process chips by auto companies.

10             Chinese enterprises always adhere to an open

11   attitude towards foreign chips, and it has become normal

12   for Chinese enterprises to purchase automotive chips

13   globally.  In recent years with the rapid development of

14   China's automobile industry, the demand for automotive

15   chips has increased sharply.  The supply of domestic

16   automotive chips in China is far from meeting the

17   market's demand, so Chinese enterprises purchased a

18   large number of foreign automotive chips.

19             Statistics show that more than 90 percent of

20   the chips for China's automobile industry were imported

21   from abroad in 2023.  At present, although some

22   automotive chips are designed by domestic companies in
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 1   China mainland, most of the automotive gauge chips are

 2   manufactured by wafer factories in Taiwan Province,

 3   South Korea, Singapore, and China's dependence on

 4   overseas foundry is very high.

 5             The global automotive supply chain is

 6   interconnected and highly Integrated.  The global market

 7   share of automotive chips eventually outputted from

 8   China is very low.  Although domestic chips are exported

 9   overseas from China, after those chips are formed into

10   products such as controllers, most of those chips would

11   be sold back into China as parts of assemblies.

12             The electrification, intelligence, and

13   networking of automotive products as well as the global

14   supply shortage, have driven the development of local

15   research and development and manufacturing or automotive

16   chips in China.

17             The Global chip supply shortage during the

18   epidemic has driven the growth of China's local chip

19   industry.  At the end of 2020, due to the impact of the

20   epidemic on the world's major chip manufacturers, there

21   was a global shortage of automotive chips, resulting in

22   continued supply chain problems.  Therefore, China as a
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 1   major automotive production country, was seriously

 2   affected by that.  This background has pushed Chinese

 3   chip companies to strengthen technological innovation

 4   and capacity expansion to meet the demand of the

 5   domestic market.

 6             A global chip shortage forces a reshaping of

 7   the chip supply chain.  This shift has not only promoted

 8   the development of China's automotive chip suppliers,

 9   but it also promoted the synergy and cooperation between

10   upstream of the entire industrial chain.

11             The huge demand of China's automotive market

12   also provides a broad space for development and market

13   opportunities for chip companies.  With the rapid

14   development of China's new energy vehicles and

15   intelligent connected vehicles, the demand for

16   automotive chips has further increased.  The growth of

17   market demand is also an important factor to promote the

18   development of the automotive chip industry.

19             With the continuous improvements of consumers'

20   requirements for vehicle safety, comfort, energy

21   savings, and intelligence level, the demand for

22   automotive chips would also strongly increase annually.
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 1             In summary, CAAM believes that China's

 2   automotive chip industry does not employ

 3   anti-competitive and non-market means to achieve its

 4   objectives and that China's laws, policies, and

 5   practices are not unreasonable or discriminatory in

 6   accordance with Section 301 (b) of the Trade Act.

 7             The development of China's automotive chip

 8   industry is an inevitable result of market-driven

 9   changes in the global market structure.  If the Section

10   301 investigation initiated by the United States

11   eventually adopts measures such as increasing tariffs

12   and supply chain restrictions, it will certainly damage

13   the global automobile industry, disrupt the

14   semiconductor industry and market pattern, lead to the

15   rise of global chip costs, increase the costs of the

16   automotive supply chain, and harm the interests of

17   global automotive consumers including China and the

18   United States.

19             We hope that the USTR can have a comprehensive

20   and objective understanding of the global automotive

21   chip industry and make better judgment.  China's

22   automotive industry and automotive chip industry have
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 1   always upheld an open and cooperative attitude, hoping

 2   to engage in dialogue and cooperation with the United

 3   States in technological innovation, industrial

 4   collaboration, supply chain and services, and avoid

 5   unilateral trade actions.  Thank you.

 6             MR. BUTLER:  Thank you.

 7             Mr.McKechnie.

 8                       MARK McKECHNIE,

 9                         ACM Research

10             MR. McKECHNIE:  Hello, I am mark McKechnie,

11   CFO of ACM Research Incorporated.  We're a company that

12   supplies world-class equipment manufacturer and major

13   producer of semiconductor chips.  First, I want to thank

14   the administration for its dedication to the national

15   security of the country and the wellbeing of American

16   companies.  I'm grateful for the opportunity to discuss

17   the impact that potential tariffs will have on our

18   company and also the American semiconductor industry.

19             ACM research is a company that embodies the

20   American dream.  We were founded in 1998 in Fremont,

21   California as a Silicon Valley startup.  ACM Research

22   has since grown into a publicly traded company on the
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 1   NASDAQ, revenue almost $800 million and the current

 2   market capitalization is more than 1.6 million.

 3             Our founder Dr. David Wang immigrated to the

 4   U.S. in the early '90s and became a U.S. citizen and

 5   pursued his vision of building a world-class global

 6   semiconductor equipment company on American soil.  He

 7   holds numerous U.S. patents in semiconductor

 8   fabrication, he deliberately established ACM in the U.S.

 9   to leverage the ingenuity and economic opportunity of

10   this great country.

11             ACM doesn't make semiconductor chips, rather

12   we develop and produce tools and equipment that are

13   essential to the fabrication of the semiconductor chips.

14   Our technologies report critical processes including

15   single wafer, batch wet cleaning, electro-plating, and a

16   few more product lines under development.  The very name

17   ACM stands for advance cleaning machines reflects our

18   leading role in the technologies field in which no

19   comparable U.S. firm exists.

20             Let me be clear, ACM is the only American

21   company with top-to-bottom cleaning tools for

22   semiconductors.  We note that our main competition in
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 1   cleaning tools is from Japan.  Our global headquarters

 2   are in Fremont, California in the Silicon Valley.  We

 3   manage our global operations including our finance team,

 4   R&D, customer sales and services, and other activities.

 5             We also operate several facilities in

 6   Hillsboro, Oregon including a 40,000 square foot

 7   building we bought just last year to serve as a

 8   launching pad to bring production and advance R&D back

 9   to the U.S.  Our customers are major semiconductor

10   manufacturers based in the U.S., Europe, and Asia.

11             Like many other U.S. tech firms, the majority

12   of our firm production is through our manufacturing

13   subsidiaries.  For us, in China and Korea.  We have

14   found it important to locate our production and

15   engineering team as close to our customers, which allows

16   us to adapt our tools to meet our customers'

17   requirements.

18             We have planned to bring our tool technology

19   developed in Asia back to the U.S. where we plan to

20   scale it in mass production to support the historic

21   process back to America.  ACM fully supports the

22   administration's commitment to strengthen the
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 1   semiconductor industry.  To align with this goal, we are

 2   actively expanding our U.S. manufacturing footprint and

 3   ensuring our manufacturing operations to the United

 4   States.

 5             For example, we have made substantial

 6   investments to expand our production at our Oregon

 7   facilities where all of our employees are in the local

 8   communities.  ACM is committed to bringing more

 9   manufacturing and jobs and products to the U.S.

10             This is where we need your help.  The process

11   of reassuring, establishing, and scaling the production

12   for our specialized tools is, of course, complex, and

13   our customers demand copy-exact tools for the

14   multi-billion dollar production lines.  For this, we

15   will require a transition period measured in years, not

16   months.

17             The end game is clear.  Thousands of American

18   jobs and domestic investment, but ACM and I suspect the

19   entire industry will need a bridge to transition from

20   Point A to Point B.  So our answer is simple:  To

21   support the goal of revitalizing American semiconductor

22   production, we respectfully request that ACM and its
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 1   equipment use for domestic semiconductor manufacturing

 2   be exempt from any tariffs or trade restrictions that

 3   may result from this investigation.

 4             This would include subsystems, modules

 5   components currently made by our factories in China

 6   until we transition to production here in the U.S.

 7             U.S. Trade Representative has previously

 8   recognized the necessities of such exceptions following

 9   the prior Section 301 investigation concerning China's

10   acts and policies on technology transfer, USTR did

11   recommend duty exclusions for machinery used for

12   domestic manufacturing.

13             Similar exclusion for machinery and equipment

14   use for domestic semiconductor manufacturing is

15   warranted here to further the administration's goals to

16   prevent disruptions in operations and investments, this

17   exemption from additional duties should exist in the

18   first place rather than later providing for exclusion.

19             Thank you again for this opportunity to

20   present ACM's perspective.  We look forward to working

21   with the administration to strengthen the American

22   semiconductor industry while ensuring that companies
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 1   like ACM can continue to invest, innovate, and create

 2   jobs in the U.S. Thank you.

 3             MR. BUTLER:  Thank you.

 4             Mr. McReynolds.

 5                       JOE McREYNOLDS,

 6                       Pamir Consulting

 7             MR. McREYNOLDS:  Thank you for the opportunity

 8   to testify today.  We at Pamir come to this issue as

 9   experts on China's defense industrial S&T development

10   and China's trade practices aimed at dominating the

11   global technology economy.  And we believe at Pamir that

12   USTR is correct to be investigating this silicon carbide

13   wafer market for potential unfair competition practices

14   by Chinese manufactures.

15             Although silicon carbide chips are not at the

16   cutting edge of technological possibility with a sense

17   that chips targeted by sanctions usually are, they do,

18   in fact, form a crucial part of the global technological

19   supply chain.  And in the Q and A, we can go into detail

20   in any direction that you all like, but to start, I

21   would like to offer three main points:  One is that

22   silicon carbide wafers are essential to U.S. national
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 1   security.  For the automotive industry, renewable energy

 2   sector, areas where China hopes to considerably expand

 3   their global market share in the coming years and do

 4   have a degree of dual military civilian use.

 5             And the established market leaders in these

 6   sectors, both Western multi-nationals and Japanese firms

 7   now face growing competitive pressure from China, and

 8   that is coming from artificially boosted national

 9   champions rather than from organically competitive

10   Chinese production.

11             According to industry analysts, China is now

12   within two years of constituting the majority in global

13   silicon carbide wafer production, which is a trend

14   driven heavily by the PRC's coordinated government

15   supportive industrial policy in this sector.  And under

16   these circumstances, I think taking Section 301 actions

17   against Chinese firms that are receiving these heavy

18   subsidies is simply a prudent option to restore a more

19   level playing field.

20             My second point is that imports comprising of

21   silicon carbide wafers from China pose a real threat to

22   U.S. national security.  Go back to 2015 when China
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 1   released its Made in 2025 policies.  There they

 2   identified silicon carbide as a quote, unquote, next

 3   generation material that they believe will be

 4   increasingly prominent after 2020.  And, indeed, their

 5   share of the global market is going to be north of

 6   50 percent by 2026, we're looking at.

 7             Driven by PRC firms such as TanKeBlue, SICC,

 8   they are winning market share through these

 9   subsidy-driven low prices.  And TanKeBlue in particular,

10   they are the largest of China's firms.  They have been

11   designated as both a national high tech enterprise and a

12   quote, unquote, little giant enterprise as a specific

13   PRC designation of national champion status for a small,

14   medium size technology firms.

15             So they participated in numerous defense

16   industrial 863 projects which are aimed at indigenous

17   PRC development of dual use geo-strategically relevant

18   technologies, and then TanKeBlue, through their Xinjiang

19   subsidiary is also conducting a major research project

20   with the XPCC Xinjiang Production & Construction Corps.

21             And XPCC is a state-run para-military

22   corporate conglomerate that's actually been sanctioned
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 1   by U.S. for its role in horrific human rights violation

 2   against the Uyghur population.

 3             So you have a situation where TanKeBlue, the

 4   market leader for the PRC and is poised to become a

 5   global leader not only is a prime target for Section 301

 6   action but it's -- their collaboration with the XPCC

 7   raises the possibility that their technology supports

 8   the Uyghur genocide, and for them, the sanctions may

 9   also be appropriate.

10             So because of the comprehensive threat of the

11   Chinese monopoly in the sector as well as the defense

12   industrial ties of key national champions, we believe

13   that there is a threat to U.S. national security here.

14   And the current 10 percent tariffs on imports from China

15   is just insufficient to protect U.S. capacity.

16             There's been a lot of analyses on these and we

17   can talk about them in the Q and A, but fundamentally

18   silicon carbide chips are only a small percentage of the

19   input into a finished product whether that's military

20   equipment, power grid components, you name it.  And so

21   tariffs will have to be applied to the final products to

22   be an effective deterrent.  The total cost of all the
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 1   silicon carbide in an electric vehicle is a tiny

 2   fraction of the total cost of the car.

 3             So finally I will simply say that this rapid

 4   artificial subsidy driven expansion is happening because

 5   China understands this is national security relevant and

 6   we should take action.  Thank you.

 7             MR. BUTLER:  Thank you, Mr. McReynolds.

 8             Okay.  I thank the panelists for their

 9   testimony.  We're going to turn to questions now.  First

10   questions are going to be for Ms. Cao.  And the first

11   question is from USTR.

12             U.S. TRADE REPRESENTATVE:  Hi.  Good morning,

13   Ms. Cao.  Thank you for your testimony.  My question is

14   about the CCCME itself.  I want to know whether it's

15   affiliated with any government?  For example, does your

16   organization, does it have a Chinese Communist Party

17   cell?  And are any of your members Chinese state-owned,

18   invested, or controlled?

19             MS. CAO:  Thank you for your question.  CCCME

20   was established in 1988.  CCCME is a national nonprofit

21   and we are not affiliated with any government agencies.

22   And actually, our companies are voluntarily joined so we
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 1   operate independently, thank you.

 2             U.S. DEPARTMENT OF THE TREASURY:  Good

 3   morning.  Can you explain your role that CCCME plays

 4   coordinating industry interests in China and interacting

 5   with the Chinese government and the Chinese Communist

 6   Party?  What is your role, if any, in shaping and

 7   implementing Chinese government policy in the

 8   semiconductor sector?

 9             MS. CAO:  Is that a question for CCCME?

10             U.S. TRADE REPRESENTATVE:  It's for you, yes.

11             MS. CAO:  In terms of the CCCME, as mentioned

12   earlier, and in our comments, we are an organization.

13   And regarding your question about Chinese or Chinese

14   government policies, as mentioned in our comment that

15   those plans or industrial policies was submitted that

16   the policies be documented which picture the future

17   development.

18             Furthermore, it's not uncommon that developed

19   countries including the U.S. or European countries to

20   have industrial policies, so not only in China.  Thank

21   you.

22             U.S. DEPARTMENT OF COMMERCE:  One more
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 1   question, Ms. Cao.  CCCME's public comments state that

 2   industrial cooperation and trade in semiconductor

 3   industries between China and the United States is a

 4   market-oriented choice under the global division of

 5   labor.  However, it is reported that Chinese silicon

 6   carbide suppliers are offering a price as low as 500 USD

 7   per wafer when historically the same wafer was about

 8   1500 USD.  Chinese silicon carbide suppliers are

 9   reportedly providing this price while operating at a

10   loss.

11             What are the factors behind this major cost

12   differential?

13             MS. CAO:  I think we will articulate in more

14   detail in our post-hearing comments.  And can I add one

15   more.  I think we provide services for Chinese companies

16   but we also provide services to companies from foreign

17   countries that opened in China.  And if you are looking

18   for more information, we are more than willing to

19   provide that information in our post-hearing comments,

20   thank you.

21             MR. BUTLER:  Next we are going to turn to

22   Mr. Xu.
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 1             U.S. TRADE REPRESENTATVE:  Good morning, Mr.

 2   Xu.  Could you explain what role, if any, CAAM plays

 3   coordinating industry interests in China and interacting

 4   with the Chinese government and Chinese Communist Party?

 5   What is your role, if any, in shaping and implementing

 6   Chinese government policy in the semiconductor sector?

 7             MR. XU:  Good morning.  The status of commerce

 8   is basically just organization.  We are funded and a

 9   national, nonprofit and trade organization so only

10   focused on automotive industry in China.  And we host

11   conferences and make social events for automakers in

12   China, also the auto parts suppliers and also some

13   software service providers and we are independent

14   operating from the states and the government.  And, of

15   course, we obey the laws.  Thank you.

16             U.S. DEPARTMENT OF TRANSPORTATION:  How, if at

17   all, has your association membership collaborated with

18   China Automotive Chip industry Innovation Strategic

19   Alliance CACIISA established by China's Ministry of

20   Industry and Information Technologies?  And what

21   feedback, if any, did your association contribute to the

22   white list of Chinese Automotive Chips that CACIISA
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 1   released in April 2024?

 2             MR. XU:  For this questions, honestly I'm

 3   suffering from a bit of jet lag right now.  And about

 4   that part, I'm personally -- my work doesn't associate

 5   with them that much.  And mostly, we just focus on the

 6   automakers and the industry.  And if you want me to

 7   provide further information, I'm more willing to submit

 8   more as much as I can after.  Thank you.

 9             MR. BUTLER:  Next set of questions are for

10   Mr.McKechnie.  And we will start with State.

11             U.S. DEPARTMENT OF STATE:  Good morning.  Has

12   ACM Research experienced any pressure to form joint

13   ventures in China?  And have China's acts, policies, and

14   practices impacted ACM's sales or operations in China or

15   third markets?

16             MR. McKECHNIE:  Thank you for the questions.

17   Which policies did you ask?

18             U.S. DEPARTMENT OF STATE:  China's acts,

19   policies, and practices impacted ACM's sales or

20   operations in China or third markets?

21             MR. McKECHNIE:  To my knowledge, and we can

22   give more comments on that post-testimony writeup, but,
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 1   you know, we are controlled by market forces generally.

 2   We make our investments on the production forecasts and

 3   we don't feel a tremendous amount of influence.

 4             U.S. TRADE REPRESENTATVE:  How, if at all,

 5   have China's acts, policies, and practices related to

 6   silicon carbide wafers affected the competitiveness of

 7   your business?

 8             MR. McKECHNIE:  Thanks for asking that.  We're

 9   a broad-based supplier of tools across the range of

10   semiconductors from front end, back end.  Silicon

11   carbide probably a pretty small part of our overall

12   business, so I have not developed a significant impact

13   on that.

14             MR. BUTLER:  Next. we'll turn to questions for

15   Mr.Reynolds, please.

16             U.S. DEPARTMENT OF DEFENSE:  Good morning, Mr.

17   McReynolds.  Can you elaborate on the numerous defense

18   industrial 863 projects aimed at indigenous PRC

19   development of dual-use and geo-strategically relevant

20   technologies that you referenced in your summary of

21   testimony?  To your understanding, what are those

22   projects pursuing?
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 1             MR. McREYNOLDS:  So 863 projects are across

 2   the entire range of Chinese science and technology

 3   development, and they are part of a broader process that

 4   the Chinese government has termed military civil fusion

 5   or MCF that they are looking not just at civil military

 6   integration, not just at end step procurement for

 7   defense purposes but bringing civilian companies into

 8   every step of development.

 9             And so to see like merely 400 separate,

10   designated key projects for scaling China's SIC

11   production and the projects and the TanKeBlue

12   specifically participating in, I will believe they are

13   focused on military applications of both automotive

14   technology and then also energy storage technology,

15   which are there are numerous.

16             That's something certainly if you would like a

17   more detailed breakdown of the program, I'm happy to

18   provide that in post-testimony.

19             U.S. DEPARTMENT OF LABOR:  Can you please

20   elaborate on TanKeBlue's alleged coordination with the

21   Xinjiang Production and Construction Corps and sources

22   for this information, if possible?
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 1             MR. McREYNOLDS:  Certainly.  I will -- the

 2   source I have right here is actually for specifically

 3   for their research project with the XPCC was from an

 4   industrial catalog provided by TankeBlue publicly.  So

 5   that's actually something we encounter a lot with

 6   sourcing for things that almost by definition can easily

 7   trigger 301 action, things like that.

 8             It's that China tends to treat the Chinese

 9   language as their first layer of encryption because a

10   source is in Chinese language, there's not really often

11   even after effort make of this kind of collaboration of

12   participation and certainly with regard to the Xinjiang

13   pressures of the Chinese government trying to pretend,

14   oh, nothing's going wrong.  We are not committing

15   depression there so you are required to participate in

16   and you can't shy away from it.

17             And then obviously the act and actions abroad

18   trying to hold China accountable for those very real

19   human rights abuses, so TanKeBlue has not shied away

20   from acknowledging in China's language that they are

21   conducting this research.

22             U.S. DEPARTMENT OF TRANSPORTATION:  Good
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 1   morning.  Are you aware of examples of Chinese policies

 2   leading to forced technology transfer in the

 3   semiconductor sector?

 4             MR. McREYNOLDS:  I'm not aware.  I couldn't

 5   speak to the semiconductor specifically on forced

 6   technology transfer, but that is very frequently across

 7   industry policy, a policy of the PRC to force technology

 8   transfer into industry.

 9             I will say in the semiconductor and silicon

10   carbide industry specifically, I can't speak to whether

11   it's forced or not but there is a huge push

12   strategically to try and get technology transfer from

13   Western firms into these Chinese designated national

14   champion firms for the transition from 6-inch to 8-inch

15   wafers because the Chinese government has identified

16   this as a leapfrog moment where they can really cement

17   themselves as the leaders of the next generation the

18   silicon carbides of the mobile supply chain are

19   significantly more efficient for production rated.

20             I would say the national security concern from

21   Chinese domination would be identical whether these

22   companies are doing it out of narrow, short-term
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 1   interest or whether they are doing it as compelled by

 2   the Chinese government.

 3             I am concerned with the U.S. national interest

 4   in whether trying to dominate the next generation of

 5   this technology more than I'm concerned with the exact

 6   degree of coercion of short-term interest that these

 7   companies are causing these companies to transfer that

 8   next generation of technology.

 9             MR. BUTLER:  Thank you.  In your post-hearing

10   comments, any additional information you can provide in

11   response to that first question on the 863 would be

12   helpful.

13             Are there any other questions for the

14   panelist?  Okay.  Thank you very much.  I appreciate

15   everyone providing testimony.

16             I believe it is about eight minutes to 11:00

17   now.  So why don't we plan to come back at ten minutes

18   after 11:00 for the second half.  Thank you.

19             (Short recess taken.)

20             MR. BUTLER:  We ask and remind everyone to

21   speak slowly and loudly enough so we can understand you.

22   We will start off with Mr. Landrith, please.

0038

 1                       GEORGE LANDRITH,

 2                     Frontiers of Freedom

 3             MR. LANDRITH:  Good morning.  I am George

 4   Landrith.  I'm the president of Frontiers of Freedom

 5   founded by former U.S. Senator Malcolm Wallup.  And we

 6   are supportive of this investigation and we encourage

 7   the U.S. Trade Representative to implement trade

 8   restrictions to prevent the People's Republic of China

 9   from dominating the world and using chip manufacturing

10   as one of its tools.

11             The People's Republic of China is merely

12   another competitor in a global marketplace.  China is

13   not sending fair, economic competition.  They are using

14   economic tools as weapons to expand its influence and

15   ultimately pave the way for military domination.  The

16   Chinese Communist Party employes state-controlled

17   enterprises, forced technology transfers, and supply

18   chain manipulation, economic coercion, all of it is part

19   of its strategy.

20             Not just to get an edge in trade but to secure

21   the ability to dictate terms to the rest of the world.

22   And this is not capitalism; this is economic warfare.
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 1   The end goal of the Chinese Communist Party is pretty

 2   clear:  By achieving economic supremacy, they intend to

 3   extend the totalitarian authoritarian control it

 4   exercises over its own people throughout the world.

 5             I also think that we have to be careful that

 6   we don't allow and undermine American innovation and

 7   that they, for example, get rid of things like

 8   democratic governments, national sovereignty, even the

 9   basic elements of human rights because that is the goal.

10   And we have seen that around the globe in many different

11   arenas.

12             So investigation is warranted and that trade

13   restrictions are necessary.  And, of course, there are

14   specific reasons beyond the generalized one I just gave.

15   Semiconductors are used in a variety of varying ways and

16   almost everything you can imagine is electronic.

17   Everything from our phones, computers but even the

18   military things.

19             And one of the things we often do is focus

20   more on the advanced chips for U.S. policy.  And things

21   like legacy chips are often not given much attention

22   because they are seen as not that important, but I think
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 1   that's the mistake.  It's a mistake of significance

 2   because these are used to power, as I said, everything

 3   you can imagine: automobiles, medical devices, even

 4   military systems, among other things.  Despite the name,

 5   legacy chips are not stale, old technology. they are

 6   constantly updated, and it's important to recognize

 7   that.

 8             Also, it's important to recognize China has

 9   grown its share in the legacy chip market creating a

10   great dependence on Chinese-made semiconductors.  Just a

11   few short years ago, they produced 17 percent of these

12   chips and now they are over 40 percent, and it is

13   projected that they will be over 60 percent by the end

14   of this decade.

15             And they are also tremendously expanding their

16   capacity right now because they see this as a window of

17   opportunity.  And they are stiff, of course, to legacy

18   chips and it is our own fault because our policy

19   encouraged that we had -- we exempted other processes of

20   technology from various rules and they jumped all over

21   that.

22             And in March, a year ago, they produced in one
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 1   month 32 billion units.  So I think we have to wake up

 2   and realize we better take this seriously because as we

 3   discussed, silicon carbide substrates offer a more

 4   versatile, durable semiconductor based on the state of

 5   traditional silicon chip due to its improved efficiency,

 6   thermal conductivity, high power, load bearing, and its

 7   resilience in harsh conditions.  And so as a result,

 8   they are critical in things like power grids, defense

 9   systems, electrical vehicle manufacturing, and a great

10   deal more.

11             And silicon carbide strips are used also in

12   healthcare equipment, renewable energy systems, heavy

13   machinery, and in, of course, challenging environments,

14   and as a result of that, they are viewed as very useful

15   in future defense sector issues.  I recognize the

16   importance of silicon carbide wafer semiconductors.

17   China has quickly begun to reel in on the production

18   capacity.

19             They have expanded their share of global -- in

20   the market by leveraging government subsidies,

21   depressing wages, creating artificial and cheap labor,

22   and favoring the industry production to overcapacity and
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 1   flooded the market and repressed prices across the globe

 2   to drive out competition.

 3             And it looks like my time is up.

 4             MR. BUTLER:  If you want to wrap it up, that's

 5   fine.

 6             MR. LANDRITH:  I will wrap it up by saying

 7   that that price collapse has caused real problems and we

 8   need to wake up and recognize that.  And I think the

 9   other thing we have to make sure we do is to recognize

10   this is not simply an economic issue; it's a national

11   security issue.  And as a result, I hope that the U.S.

12   Trade Representative will complete this investigation

13   and move immediately to implement restrictions to

14   protect the free-market competition of the United States

15   and make sure that we have the national security

16   elements that we need because chips will be among those.

17   Thank you.

18             MR. BUTLER:  Mr. Ferry.

19                         JEFF FERRY,

20              Coalition for a Prosperous America

21             MR. FERRY:  Thank you.  Thank you.  Can you

22   hear me?
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 1             MR. BUTLER:  Yes.

 2             MR. FERRY:  Thank you for the opportunity to

 3   testify here today.  American silicon carbide

 4   semiconductor industry --

 5             MR. BUTLER:  Can you pull your mic closer to

 6   your mouth, please.

 7             MR. FERRY:  American silicon carbide

 8   semiconductor industry is under threat from Chinese

 9   overproduction.  In a few years, the U.S. might have no

10   silicon carbide industry.  We've all seen this movie

11   before.  Made in China 2025 was published 10 years ago.

12   The Chinese government told us what they were going to

13   do and now they are doing it.

14             They intended to establish self-sufficiency in

15   what they deem key strategic industries of the future

16   including each industry's entire supply chain.  Since

17   China's today is the largest manufacturer nation on

18   earth with a trillion-dollar trade surplus, their ideas

19   of self-sufficiency includes wiping out most, if not

20   all, of the foreign competition.

21             Since then, they have been busy doing just

22   that and they have a pretty high success rate.  Today
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 1   China brings us 25 million automobiles a year.  Two and

 2   a half times the Number Two producer in the U.S.A.  For

 3   China, the electric vehicle sector is strategic.  China

 4   already dominates global EV production and production of

 5   the lithium ion batteries that power them, but that is

 6   not enough.  They want to dominate production of every

 7   key component of EV.

 8             Silicon carbide chips are one of those

 9   components.  Semiconductors of a silicon carbide can

10   carry electric current at much higher voltages.  This

11   makes them extremely useful for EVs.  Today, most of

12   which run at 400 volts, but are transitioning to run 800

13   volts and perhaps even higher in the future.

14             Higher voltages will be seen in many areas of

15   the economy as electrification grows.  And all of this

16   favors wider use of silicon carbide chips.  The first

17   use of silicon carbide chips in an EV was in the Tesla

18   Model 3 in 2017.  Last year, the silicon carbide

19   industry was a 2.5 billion-dollar industry with an

20   annual growth rate of about 18 percent.

21             Last year, the industry was dominated by

22   silicon carbide wafer makers in the U.S. and Taiwan and
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 1   chip makers in the U.S., Europe, and Japan.  But last

 2   year, the Chinese government woke up to silicon carbide.

 3   Chinese investment in the industry shot up from under a

 4   billion dollars to 2.9 billion in the last year.

 5   Several dozen Chinese companies have been incentivized

 6   to enter the industry making either the wafers or the

 7   finished chips.

 8             As we know from past experience, most of those

 9   new companies will fail but some will succeed and grow

10   into billion-dollar companies, and ultimately China may

11   succeed in dominating the global industry unless we take

12   action now.

13             Capacity of silicon carbide wafers is

14   estimated to have shot up from about half a million --

15   billion units a couple of years ago to 3.9 billion last

16   year and will be more this year.  The surge in capacity

17   is driving prices down.  One recent estimate says that

18   the price of an 8-inch silicon carbide wafer fell by

19   60 percent last year.  The sudden collapse in pricing is

20   already hitting American chip makers.

21             Wolfspeed is the U.S. leader in silicon

22   carbide chips.  Wolfspeed was an early pioneer in
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 1   silicon carbide and has historically been an old systems

 2   growth company.  Last year though, the reality of

 3   falling prices hit home.  The company announced a layoff

 4   of 10 percent of its staff, canceled its facility in

 5   North Carolina and halted a planned expansion in

 6   Germany.

 7             In November, it swapped out its CEO and

 8   replacing him with Tom Werner, a Silicon Valley veteran

 9   in the solar power industry, another industry that is

10   battling with subsidized Chinese domination.

11             Qorvo is a North Carolina chip maker and a

12   major supplier to Apple.  In 2021, it acquired a New

13   Jersey manufacturer of silicon carbide chips for $260

14   million as part of a plan to build a big silicon carbide

15   business.  Two months ago, it announced it was exiting

16   the silicon carbide business and sold that New Jersey

17   business to another chip maker for $115 million.  In

18   just over three years, the value of that business fell

19   by more than 50 percent.

20             Wolfspeed, Qorvo, and others have great

21   technology but they cannot survive against China's

22   deadly formula combining massive Chinese Government
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 1   subsidies, widespread IP theft, and favoring local

 2   companies within the Chinese market.  The professional

 3   investment community sees the writing on the wall.

 4             That's why Wolfspeed's stock is down

 5   82 percent from the past year now trading for about

 6   $5.75.  Too often in the last 20 years, Washington has

 7   been relaxed to wake up to trends that industrialists

 8   and investors are fighting with daily and we have lost

 9   entire industries before the government got its act

10   together to do something.

11             The solution is to act now.  We must put high

12   tariffs on all imports of silicon carbide chips from

13   China but that is not sufficient.  We should put tariffs

14   on downstream products that contain silicon carbide

15   chips especially EV motors.

16             I would like to close, if I may, with a

17   broader picture.  When the CHIPS Act passed in 2022,

18   there was a lot of talk in Washington about advanced

19   logic chips.  Those are great products but every kind of

20   chip is essential to build most products, civilian and

21   military.

22             You can't drive your car without the LEDs in
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 1   the dash or the headlights.  You can't use the 5G phone

 2   network without the chips and the wireless transmitter.

 3   China has already dominated and controlled the export of

 4   gallium or germanium, two essential materials for

 5   semiconductors.

 6             It may not sound impressive but if I told you

 7   the turn signal in your car is controlled by a chip that

 8   costs a quarter, but if there are only ten places in the

 9   world that can make that chip and if they all end up in

10   China, then China can stop our entire auto industry with

11   one decision by the Communist Party Central Committee.

12             I have friends and former colleagues in

13   Silicon Valley and many of these businesses that tell me

14   about the difficulty of doing business when China holds

15   all the cards.  It's time to be proactive instead of

16   reactive.

17             The U.S. needs to take a holistic view of

18   supporting, manufacturing, and defending its entire

19   technology food chain from the minerals to the

20   semiconductors to the finished smart phone and the

21   finished fighter jet.  Thank you.

22             MR. BUTLER:  Thank you.
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 1             Mr. Swarztrauber.

 2                      EVAN SWARZTRAUBER,

 3             Foundation for American Innovation

 4             MR. SWARZTRAUBER:  Good morning, Agency

 5   Representatives.  Thank you for the opportunity to

 6   testify today.  My name is Evan Swarztrauber.  I'm

 7   senior fellow at the Foundation for American Innovation.

 8   The technology policy is maintained and based here in

 9   Washington.  Our organization believes that technology

10   should serve humanity, individual freedom, U.S. national

11   security.

12             To that end, I testify in support of USTR's

13   Section 301 investigation into China and the Chinese

14   government's predatory subsidies and other market

15   distortions in the semiconductor industry.  USTR should

16   take decisive action to investigate and address China's

17   aggressive efforts to dominate the global silicon

18   carbide wafer or SIC market.

19             These wafers are key inputs in a wide range of

20   critical areas including EVs, power grids radar systems,

21   and missile defense.  The U.S. must not lose its

22   capacity to produce SIC domestically.  It should be
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 1   obvious:  China does not subsidize industries out of

 2   generosity.  They do so with a clear deliberate strategy

 3   to undercut foreign competitors, monopolize critical

 4   supply chains, and gain leverage to support the economic

 5   and security goals for the Chinese Communist Party.

 6             We've seen this playbook before, as you've

 7   heard, from solar panels, LED screens, lithium

 8   batteries.  Now China is deploying the same tactics in

 9   the SIC wafer sector.  Their massive government

10   subsidies, below-cost pricing, market manipulation,

11   Chinese firms are working to drive American and ally

12   producers out of business leaving the U.S. and its

13   partners dependent upon Chinese supplies.

14             In my view, this behavior is unreasonable,

15   discriminatory, and burdens U.S. commerce and should

16   merit an actionable determination by the USTR.  For too

17   long, the U.S. government had in the past been largely

18   content to let foreign adversaries flood our markets

19   with goods.  U.S. trade policies had prioritized

20   short-term savings and consumerism over long-term

21   economic national security.

22             As a result, Americans watched entire
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 1   industries collapse.  That outdated approach ended when

 2   President Trump was first elected in 2016 and there is

 3   now substantial bipartisan support for protecting high

 4   tech American manufacturing.

 5             The CHIPS Act represents a major effort to

 6   atone for these, which is especially important given

 7   China's increasing aggression toward Taiwan and

 8   elsewhere in the Pacific.  Yet unsurprisingly, China has

 9   taken steps to undermine the progress specifically by

10   flooding the market with heavily subsidized SIC wafers.

11             These wafers enable high performance

12   electronics, use in electric vehicles, power grids,

13   telecommunications, advanced military systems.  Without

14   a secure domestic supply, United States risks following

15   behind these strategic industries leaving us vulnerable

16   to supply disruptions, especially in the event of war.

17             USTR should conduct a thorough and robust

18   investigation into China's actions in the SIC market and

19   take any and all necessary measures to counteract these

20   distortions.  While a blanket 20 percent tariff on China

21   is welcomed, it is insufficient to correct China's

22   excess subsidies and distortions on particular products

0052

 1   like SIC.  USTR should consider a significantly higher

 2   tariff for these PRC produced wafers as well as final

 3   products that used PRC produced SIC.

 4             Second, USTR should investigate how Chinese

 5   state-owned and state-affiliated firms use third

 6   countries as a loophole to evade trade restrictions to

 7   hide their ownership interest.

 8             While more facts are yet to come, the

 9   advancement of the Chinese AI startup DeepSeek is a

10   potential example of how China uses shell games in

11   Singapore and other nations to avoid sanctions, exploit

12   U.S. technology, and steal intellectual property.

13             Third, the U.S. government should use its

14   purchasing power to prioritize domestically produced SIC

15   wafers and semiconductors especially for military

16   purposes.  There is no reason that American taxpayers

17   should be subsidizing the rope to hang us when they can

18   instead help us.  When it comes to China's trade

19   practices, we may have learned our lesson.

20             We must act decisively to protect our capacity

21   to build SIC domestically both for current use cases and

22   those we cannot yet imagine.  Thank you all for your
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 1   leadership in public service on this and other valuable

 2   issues, and I welcome any questions.

 3             MR. BUTLER:  Thank you.

 4             Timothy Lee.

 5                         TIMOTHY LEE,

 6                Center for Individual Freedom

 7             MR. LEE:  Good morning.  My name is Timothy

 8   Lee from Center for Individual Freedom.  We are in

 9   support of free-market competition and prevent China

10   from gaining advantage in this important industry.  By

11   now, it's clear that the People's Republic of China or

12   PRC is to become the world's leader in emerging

13   technologies in the semiconductor and semiconductor

14   component in manufacturing constitutes a central pillar

15   of that goal.

16             Chinese government understands that by

17   controlling each segment of chip production, it can

18   create a dependence on Chinese manufacturers and pursue

19   dominance to improve that strategy in developing over

20   capacity, saturating the markets with underpriced

21   products, and pushing out competitors.

22             And CCP exploits unfair advantages including
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 1   government subsidies, cheap labor and wage suppression,

 2   and state technology and intellectual property theft to

 3   achieve that dominance.  In terms of state directed

 4   technologies and subsidies, CCP has invested more than

 5   $150 billion in Chinese indigenous semiconductor

 6   manufacturing since 2015, more than any other country.

 7             Last year, the state investment fund or,

 8   quote, big fund, unquote, completed a third round of

 9   fundraising which produced $48 billion of capital to

10   increase China's chip making capabilities.  That

11   continued investment by the Chinese government into the

12   country's semiconductor industry creates an unfair

13   advantage for its state sponsored manufacturers and

14   suggests the United States cannot maintain through

15   domestic investment alone.

16             While well intentioned, the CHIPS Act, the

17   U.S. initiative to resure semiconductor manufacturing

18   and semiconductor supply chains has been undermined by

19   mismanagement and social activism requirements.

20   Accordingly, the strategy that incorporates trade

21   policies such as export restrictions on U.S.-made

22   products and tariffs on Chinese-made products offers
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 1   important measures to help stop the PRC for the

 2   semiconductor market.

 3             As one specific measure to advance that

 4   broader strategy, CFIF commends the USTR for including

 5   silicon carbide production in this 301 investigation and

 6   urges action to protect that important industry.  SIC

 7   substrates efficiency, capacity for handling high power

 8   loads, and performance in severe conditions make SIC

 9   wafers preferred base for chips.

10             SIC wafers and chips are an essential

11   component of many military systems such as the missile

12   defense system, Terminal High Altitude Area Defense or

13   THAAD systems, and the Patriot Missile Defense System.

14             SIC wafer chips are also used in numerous

15   domestic applications including EVs and hybrid vehicle

16   batteries, communications, and renewable energy

17   resources.  Chinese government understands the important

18   applications of SIC wafer chips which is growth.  The

19   global SIC market is projected to grow more than 600

20   percent between 2021 and 2027 according to an analysis

21   just a year ago, and attempting to corner that market as

22   it did with solar panels, lithium batteries, automotive
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 1   technology, and high speed rail and ship-making

 2   capabilities, among other industries.

 3             Alarmingly the Chinese government understands

 4   that reality and changed its policy accordingly.  Our

 5   continued leadership in emerging technologies thus

 6   depends on reliable access to chips made by U.S.

 7   companies and by companies headquartered in democratic

 8   nations, which could shape future relationships.

 9             For that reason we ask USTR to conduct a

10   thorough investigation of the policies and practices and

11   implement appropriate trade restrictions to stop China

12   and its state-sponsored industry to undermine free

13   market competition.

14             Thank you very much for your time and

15   consideration.

16             MR. BUTLER:  Thank you.

17             We will now turn to questions.  Just a

18   reminder, we expect John Moolenaar to join us at 11:45,

19   so we may need to pause questions for a few minutes.

20   But why don't we start with questions with Mr. Landrith.

21             U.S. DEPARTMENT OF COMMERCE:  Good morning,

22   Mr. Landrith.  Can you expand on your testimony about
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 1   the evidence of China favoring indigenous industries and

 2   the impact it has on U.S. commerce?

 3             MR. LANDRITH:  Well, there is a lot of various

 4   evidence.  For example, they're a totalitarian regime,

 5   they, of course, can keep labor costs down and

 6   essentially have, in some regards, slave labor.

 7   Something that, you know, places like the United States

 8   and most of the Western world don't permit.

 9             But then on top of that, I use a lot of the --

10   well, essentially government funding to expand things

11   and do things that gives them -- as we've seen, they've

12   radically increase their capacity.  And, again, it's not

13   for economic reasons because they've driven the prices

14   down to the point where they are losing money too.  But

15   they're happy to lose money because they can drive out

16   all their competitors.

17             They have a source of Chinese Communist Party

18   money coming, they'll survive that.  And the goal is to

19   make us dependent upon them.

20             U.S. SMALL BUSINESS ADMINISTRATION:  In your

21   summary of testimony, you state that publicly available

22   information broadly supports that China has expanded its
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 1   share of global chip and chip-input markets by

 2   suppressing wages and creating artificially cheap labor.

 3   This is a two-part question.

 4             Can you first please describe how China has

 5   suppressed wages and created artificially cheap labor

 6   and point us to the most relevant sources of this

 7   information.  I'll have a follow-up question.

 8             MR. LANDRITH:  I'm trying to think if I had --

 9   off the top of my head, I can't give you the source, but

10   we did research to find out and I can certainly follow

11   up to answer that part of your question.  But the --

12   again, I think part of the issue here is -- and as an

13   American, it's hard to imagine a totalitarian regime but

14   they actually have slave labor there and they have --

15   you know, the government is a totalitarian regime that

16   controls everything it wants to.

17             I would argue that the Chinese people are the

18   biggest victims of the Chinese government.  Kind of like

19   the people of Iran.  The people of Iran are the biggest

20   victims of the Iranian regime.  Of course, the rest of

21   the world is too because they fund terrorism, but at

22   least that is aside as opposed to every single day of
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 1   your life being repressed.

 2             That is part of the problem.  It is hard for

 3   us to imagine because we don't really experience that

 4   and we don't visualize that and when we travel to other

 5   places like Europe that have more of a Western approach,

 6   which includes the idea of human right.

 7             But, the Communist Party of China doesn't

 8   believe any of that.  The individual exists to benefit

 9   the state and the state alone, and if they don't benefit

10   the state, they will be killed.

11             U.S. SMALL BUSINESS ADMINISTRATION:  So my

12   follow-up question is in what segments of the

13   semiconductor supply chain is the most prevalent?

14             MR. LANDRITH:  Pretty prevalent in the area

15   where they have radically increased their production.

16   It may be prevalent everywhere but the state puts its

17   emphasis on things where it sees an advantage.  And it's

18   a solid advantage in this -- if you all would like chip

19   area, that is -- perhaps we in the past administration

20   saw it as not that important and that turns out to be a

21   mistake.  And as a result of that, I think that's

22   probably certainly an area where if you were to put it
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 1   on a scale and weigh it, it would weigh heavily.

 2             U.S. SMALL BUSINESS ADMINISTRATION:  Thank

 3   you.

 4             MR. BUTLER:  Thank you.  The next question is

 5   for Mr. Ferry.

 6             U.S. TRADE REPRESENTATVE:  In your written

 7   testimony, you noted a 60 percent increase in Chinese

 8   silicon carbide patents between 2021 and 2023 and that

 9   70 percent of the global silicon carbide patent

10   applications in 2023 were assigned to Chinese entities.

11             And would like to ask how, if at all, you in

12   your view would do these data points suggest that

13   China's acts, policies, or practices in this area are

14   unreasonable or could burden or restrict U.S. commerce.

15             MR. FERRY:  These policies are prompted by

16   government subsidy by the Chinese government on a

17   multi-billion dollar scale and we know that.  You have

18   the combination of massive government subsidies, the

19   deliberate policy targeting markets and running large

20   trade surpluses, IP theft which has been wide spread.

21   It's been wide spread for a long time and notorious

22   since 2003 where the Chinese government actually lifted
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 1   entire sections of routing software code including

 2   comments and jokes by executives.

 3             Their labor costs are competitive because they

 4   have a billion people in their population.  The

 5   government will finance any company in target sectors

 6   and does on a national level, and secondly cheap energy

 7   where they do profit from slave labor and the cheap

 8   energy gives them a competitive edge in those

 9   industries.

10             And all silicon and all forms of

11   semiconductors are energy intensive at the point where

12   you manufacture the wafer, and that gives them a huge

13   competitive advantage.

14             We can accept this if they kept it within

15   their own country.  We wouldn't like it but we would

16   accept it, but the fact they are using that system to

17   destroy industries in the West and that is dangerous for

18   us both economically and national security tech terms.

19             Sorry, a bit of a long answer.

20             MR. BUTLER:  Thank you.  We are actually going

21   to pause to allow for Chairman Moolenaar to testify.

22             Chairman, thank you very much for joining us.
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 1   Can you hear us okay?

 2             MR. MOOLENAAR:  Yes, I can.  Can you hear me

 3   okay?

 4             MR. BUTLER:  Yes.  Thank you.

 5                       JOHN MOOLENAAR,

 6        Chairman of House Select Committee on the CCP

 7             MR. MOOLENAAR:  Thank you so much.  And

 8   Members of the Committee and Representatives from USTR,

 9   I want to appreciate the opportunity to testify today.

10   And I come before you to strongly support USTR's Section

11   301 investigation into China's predatory practices in

12   the semiconductor industry and urge immediate action to

13   protect America's economic and national security.

14             Semiconductors are essential to the modern

15   economy and military.  And these tiny chips power

16   everything from automobiles, medical devices, broadband

17   networks to defenses systems and factory automation.

18   Yet today, we face an urgent and growing threat.  The

19   People's Republic of China is flooding the global

20   markets with basic semiconductors while rapidly

21   expanding its production of advanced chips.

22             This move threatens American companies and
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 1   weakens the U.S. industrial base.  We've seen this

 2   dangerous playbook before.  It is straight out of

 3   Chinese Communist Party's playbook.  They start by

 4   creating a government subsidized monopoly that starts in

 5   a protected domestic market, produces products at

 6   below-market prices, exponentially scales production

 7   capacity, then dumps that overcapacity in global markets

 8   to tank prices and drive competitors out of the market.

 9             What's left is a CCP controlled chokehold in a

10   critical supply chain.  China's semiconductor push is

11   part of a long-term state-backed industrial strategy

12   targeted at the entirety of the semiconductor supply

13   chain.

14             As outlined in Made in China 2025 and the 14th

15   five-year plan, the PRC has funneled tens of billions of

16   dollars in subsidizing its semiconductor industry.

17   PRC's state-owned entities have received billions to

18   expand production while also stealing intellectual

19   properties from U.S. companies.  There was a Chinese

20   chip company that was indicted for stealing IP.

21   Meanwhile, the CCP makes it nearly impossible for U.S.

22   firms to compete on level playing field by denying
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 1   domestic market access when a domestic competitor

 2   exists.

 3             We see the results of these distortions.  The

 4   Chinese Investment Fund has raised over 100 billion

 5   since 2014 with a new 40 billion-dollar state-backed

 6   fund lunched in 2023.  PRC accounts for nearly

 7   50 percent of all global semiconductor manufacturing

 8   equipment purchases ensuring its supply chains while

 9   other nations fall behind.

10             This is not competition.  It is

11   state-sponsored economic warfare designed to dominate

12   cutting edge and foundational semiconductor production

13   and drive competitors out of the market.  The chips data

14   makes this clear.  Analyzing current and announce PRC

15   capacity by 2030, the PRC will control 60 percent of

16   capacity highlighting how important action in both

17   cutting edge and foundational action is necessary.

18             The consequences of PRC dominance in the

19   semiconductor industry are existential.  Supply chain

20   dependency, if U.S. manufacturers become reliant on

21   PRC-made chips, China can weaponize these supply chains

22   restricting exports at times of crisis, as we've seen
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 1   this already with critical minerals in just the past few

 2   months.

 3             Economic and industrial collapse.  U.S. firms

 4   are struggling to compete against artificially low PRC

 5   chip prices.  American semiconductor manufacturing will

 6   shrink without decisive action leaving us vulnerable to

 7   foreign control.  There are also military defense risks.

 8   Our defense systems rely on foundational semiconductors

 9   in fighter jets to missile guidance and secure

10   communications.

11             If we allow China to drive out all competitors

12   from the market, we jeopardize our defense industrial

13   base.  Also in emerging technology, semiconductors are

14   some of the most basic capabilities enabling cutting

15   edge U.S. companies to develop the technologies of

16   tomorrow.

17             And seeing with semiconductor manufacturing,

18   the U.S. may lose the lead in a number of technology

19   sectors and that are still in development.  The U.S.

20   cannot afford to wait while China moves to dominate

21   another global supply chain.  The administration is

22   rightly taking steps to limit PRC access to advanced
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 1   semiconductor technology but we must also protect our

 2   foundational chip industry.

 3             I urge the USTR to act decisively by Number 1,

 4   implementing tariffs to ensure that specific tariffs

 5   apply to any chip fabricated in the PRC and integrated

 6   into a final product entering the U.S. preventing China

 7   from exploiting loopholes.

 8             Coordinating with allies.  Working closely

 9   with Japan, South Korea, and Taiwan to prevent China

10   from dumping subsidized chips in the global market.  A

11   united front would be critical in ensuring a level

12   playing field.

13             The United States must act to counter's

14   China's attempt to dominate the semiconductor industry.

15   If PRC over capacity is allowed to persist, we risk

16   losing a key pillar of our technological leadership.  I

17   strongly support USTR Section 301 investigation and call

18   on this administration to use every available tool to

19   defend our semiconductor industry from unfair PRC

20   competition.

21             Thank you very much.

22             MR. BUTLER:  Thank you, Chairman.  Thank you
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 1   for your testimony and taking the time to appear with us

 2   for this hearing.

 3             Okay.  We will now continue with questioning.

 4   The questions for Mr. Swarztrauber.

 5             U.S. DEPARTMENT OF THE TREASURY:  As a

 6   broadband and telecommunications expert, have you

 7   identified evidence of China's acts, policies, and

 8   practices in foundational semiconductors burdening or

 9   restricting U.S. commerce in technology industries like

10   telecommunications?

11             MR. SWARZTRAUBER:  Thank you for that

12   question.  I think the evidence we have heard today is

13   pretty compelling about specific data from China which

14   is, of course, difficult to obtain.  The October 2024

15   reporting that prices had plummeted to unprecedented

16   levels and report in Times Asia, which I can refer to in

17   follow up described the prices as irrational, which

18   comports with the comments earlier from the Department

19   of Commerce showing that silicon carbide wafers were

20   going for $500 a pop where before it was 1500.

21             So I think that coupled with the dramatic

22   increase in patents, which I don't think is nefarious on
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 1   its face but just demonstrates there's huge government

 2   interest in China in the sector because the economy

 3   there does not operate without the heavy hand of

 4   government involvement.

 5             So I think that coupled with the historically

 6   low prices, the dramatic increase in market share, and

 7   then, of course, the fact that silicon carbide wafers

 8   beats other industries that China has cornered after we

 9   innovated those industries, I think there's plenty

10   circumstantial evidence on its face, but I'm happy to

11   follow up with specific information in my post-hearing

12   comments.

13             U.S. DEPARTMENT OF LABOR:  This question is

14   for Mr. Lee.  In your testimony, you mentioned that the

15   Chinese government exploits unfair advantages including

16   cheap labor and wage suppression to achieve dominance.

17   Can you provide additional detail on the unfair

18   advantages related to cheap labor and wage suppression

19   that you're aware of?  And then in what segments of the

20   semiconductor supply chain is this most prevalent?

21             MR. LEE:  Sure.  We've all testified and

22   obviously China commands they system so when we talk
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 1   about cheap labor, they are able to command prices that

 2   they will pay for any of those products that are

 3   extracted made into components.  And so that goes from

 4   end to end, which point is most dominant.  We can talk

 5   about that.  I will be happy to provide furtherer

 6   information, but from beginning to end, it's an issue

 7   and they are able to do that.

 8             So in terms of talking about subsidies and in

 9   terms of wage suppression, I am certainly happy to

10   provide more specific evidence of that.  In our written

11   testimony, we did provide hyperlinks for all the

12   sourcing on the information we gave, so I can happily

13   follow up with that as well.

14             U.S. DEPARTMENT OF STATE:  Thank you.

15             MR. BUTLER:  Okay.  I think that concludes our

16   morning panel.  Thank you very much to the witnesses.

17   We will take a break now for lunch.  It's just about

18   noon so why don't we come back here at ten to 1:00, that

19   would be great.  And we will start with the third panel.

20   Thank you.

21             (Whereupon a recess was taken for lunch.)

22             MS. BIEL:  Good afternoon, everyone.  Let's
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 1   take another two minutes and we will get started.

 2             Good afternoon, everyone.  We will proceed now

 3   with the third panel of the day.  Before we do that, I

 4   would like to introduce myself along with my colleagues.

 5   My name is Erin Biel.  I am at USTR.  I've likely

 6   corresponded with many of you in advance of today, so it

 7   is nice to see you all today.  We will go around and

 8   reintroduce ourselves for the audience.

 9             U.S. DEPARTMENT OF LABOR:  I'm Sonja Schaefer

10   with the Department of Labor.

11             U.S. SMALL BUSINESS ADMINISTRATION:  Sarah

12   Bonner with the U.S. Small Business Administration.

13             U.S. DEPARTMENT OF THE TREASURY:  Yifan Chen

14   with the Department of Treasury.

15             U.S. DEPARTMENT OF DEFENSE:  Kywaii

16   Lawrence-Jackson, Department of Defense.

17             U.S. DEPARTMENT OF TRANSPORTATION:  Becxi

18   Sanchez with the Department of Transportation.

19             U.S. TRADE REPRESENTATVE:  Rebecca Gudicello,

20   I'm with USTR.

21             U.S. DEPARTMENT OF COMMERCE:  Luke Myers,

22   Department of Commerce.
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 1             U.S. DEPARTMENT OF STATE:  Ace Gazis,

 2   Department of State.

 3             MS. BIEL:  Thank you.  Please let's proceed

 4   with Panel Three starting with Mr. Brzytwa.  Thank you.

 5                         ED BRZYTWA,

 6            Consumer Technology Association (CTA)

 7             MR. BRZYTWA:  Good afternoon.  My name is Ed

 8   Brzytwa and I am vice president of international trade

 9   at the Consumer Technology Association.  Thank you to

10   USTR and the agency members of the Section 301 committee

11   for the opportunity to testify today.

12             CTA represents more than 537 million dollars

13   in U.S. consumer technology industry who supports more

14   than 18 million U.S. jobs.  Our members include over

15   1200 companies from every facet of the consumer

16   technology industry with 80 percent being start-ups or

17   small and medium-sized companies.  We also own, produce

18   CES, the most powerful technology event in the world,

19   which showcases international policies concerning

20   existing and new technology.

21             CTA's important to USTR's efforts to identify

22   and investigate nonmarket policies and practices that
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 1   pose disruptive barriers to trade unfairly manipulate

 2   the competitive landscape including in the semiconductor

 3   sector.  We agree that mitigating risks such as

 4   single-market dependencies is an important objective.

 5             But lowering the cost of trade for U.S.

 6   business to strengthen their supply trade and

 7   diversification efforts is even more important.  In this

 8   regard, we urge USTR to be mindful of the limitations

 9   and consequences of even targeted unilateral action as

10   it considers possible proposed actions resulting from

11   this investigation.

12             Inflation continues to undermine our economic

13   potential and increase costs for U.S. businesses and

14   workers.  Tariffs which are taxes on American businesses

15   and consumers may increase the cost of technology

16   products in the United States, which would undermine the

17   goal of reducing inflation.

18             According to the CTA research, 55 percent of

19   the industry experts indicate tariffs will increase

20   retail prices for consumers.  Ultimately, trade barriers

21   such as tariffs do not shift supply chains or promote

22   resilience.  Instead they decrease productivity among
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 1   U.S. industries, fails widespread job creation, and do

 2   not create or lead to significant domestic investments

 3   and manufacturing.

 4             Legacy chips are crucial inputs for consumer

 5   technology products and a global economy.  In fact, CTA

 6   research found that 72 percent of industry experts

 7   indicate their company will continue to source legacy

 8   semiconductor from China stating that performance and

 9   quality overall -- sources and supply chain reliability

10   are main factors for continued use.

11             Unilateral action through a Section 301

12   investigation even though focused on Chinese

13   semiconductor products and practices could harm part of

14   the U.S. industry downstream users in action it aims to

15   protect.  We are particularly concerned about the

16   references in the Biden administration's notice of

17   initiation to downstream products, which risks bringing

18   an undefined and expansive universe of products into the

19   scope of the investigation.

20             With these factors in mind, we encourage the

21   Section 301 Committee to consider a wide range of

22   potential remedies and avoid focusing exclusively on
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 1   tariffs.  Instead we recommend pursuing remedies in line

 2   with existing lists and actions from Section 5949 of the

 3   2023 NDAA focusing on Chinese chip makers and foundries

 4   of concern.

 5             Furthermore, we believe that a multi-geography

 6   team approach is best suited to counter non-market

 7   policies and practices.  Acting with the support of and

 8   coordinating measures with allies and like-minded

 9   trading partners is a force when confronting such

10   challenges.  This approach must also include the

11   interagency, which is here in force today.

12             U.S. industries and U.S. allies working

13   together to support the competitiveness and resilience

14   of the semiconductor sector and related supply chains.

15   After all, private sector companies create and operate

16   supply chains, not governments.

17             To conclude, we urge USTR to take a whole

18   government approach and engage like-minded countries to

19   address the challenges posed by China.  We look forward

20   to providing more detailed feedback in the post-hearing

21   written comments.  Thank you for your time and

22   consideration.

0075

 1             MS. BIEL:  Thank you.

 2             Mr. Johnson, please proceed with your

 3   testimony.

 4                        KYLE JOHNSON,

 5        Information Technology Industry Council (ITI)

 6             MR. JOHNSON:  Thank you for the opportunity to

 7   testify today.  My name is Kyle Johnson and I am the

 8   director of trade policy at Information Technology

 9   Industry Council.  We provide policymakers with the

10   broad perspective in technology hardware, software

11   services and related industries.  Semiconductors are

12   vital to the U.S. economic competitiveness and security

13   as well as many technologies that rely on these chips.

14             The semiconductor industry is unique from

15   other industries in terms of supply chain complexity,

16   foundational and economic role, and the breath of

17   stakeholders involved in the industry.  Government and

18   private sector collaboration is essential.

19             We also encourage the development of a

20   comprehensive approach to address China's unfair trade

21   practices.  Multi-national companies face large

22   challenges from anti-competitive and non-market
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 1   practices in China and the Chinese government continues

 2   to pursue policies intended to fulfill its goals for

 3   self-sufficiency in industry sectors.

 4             Further, China's 2014 National IC Plan, Made

 5   in China 2025, and other policies sought to encourage

 6   the development of Chinese semiconductor companies

 7   oftentimes leveraging significant state support to

 8   compete with U.S. and other nations.

 9             Government intervention in the sector can

10   create undesirable effects for the global semiconductor

11   supply chain and distort fair trade, investments, and

12   practices.  As policymakers conduct this investigation,

13   I'd like to briefly summarize some of the

14   recommendations we included in our written comments:  To

15   increase engagement, clarify the scope of the

16   investigation, to develop comprehensive policy approach,

17   to increase international engagement, and to create an

18   effective, strategic approach for any trade.

19             Given the importance of the topics under this

20   investigation, the significant breath companies and

21   industry reliant on semiconductor, the government must

22   increase analysis and engagement with stakeholders
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 1   inside and outside of the industry.  This will help the

 2   government to gain a more comprehensive understanding of

 3   the ecosystem and issues that will help them avoid

 4   taking actions have severe negative consequences for the

 5   economy or U.S. technology companies' competitiveness.

 6             Government should also further clarify the

 7   scope of intent of this investigation and should take a

 8   risk-based approach to assessing national security

 9   concerns.  We are concerned that this effort signals the

10   broadening of U.S. action beyond China's access to

11   cutting edge technology.

12             Implications of potential to place

13   semiconductor remedies for a wide range of consumer

14   products would we significant.  Further, many of these

15   products do not have national security implications.  In

16   the event that the USTR decides to impose remedies, we

17   urge the USTR and the inter-agencies to maintain a

18   narrow focus on the critical products with a clear,

19   national security risk to minimize the impact on U.S.

20   businesses, manufacturers, and consumers.

21             We also encourage the government to more

22   clearly define the foundational semiconductors for this
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 1   investigation consistent with other policies while

 2   keeping in mind there are a range of different types of

 3   chips, each with its own dynamics.

 4             Further, USTR should clarify the scope of

 5   semiconductor production for this investigation to

 6   exclude back end processes such as testing and advance

 7   packaging particularly for semiconductors made by

 8   foreign firms and industries.  For the U.S. to maintain

 9   its technology leadership, the whole government approach

10   in close partnership with the industry is needed.

11             This includes policies that build on the

12   significant investments and progress made in recent

13   years by the private sector and the U.S. government such

14   as developing a national semiconductor R&D strategy,

15   ensuring sufficient funding is provided for critical R&D

16   assigned focused work and extending and expanding the

17   advanced manufacturing investigation.

18             The government should also focus on preserving

19   and expanding opportunities for U.S. firms to sell to

20   other markets.  The international trade is crucial to

21   American competitiveness and innovation, businesses of

22   all sizes, workers, and consumers.
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 1             If the administration determines that there

 2   are unfair acts, policies, and practices that are

 3   actionable under Section 301, we encourage policy makers

 4   to develop an effective strategic approach by assessing

 5   the effectiveness of existing trade actions.

 6             First, identify a clear objective and ensure

 7   any trade actions are employed strategically, study

 8   potential domestic harms when considering actions,

 9   establishing a permanent and robust execution process

10   ensuring that any trade actions are able to be

11   effectively applied by the government and offsets are

12   considered to reduce the burden on business, aligning

13   policies with other related U.S. government activities,

14   and conducting transparent and in depth stakeholder

15   engagement before, during, and after any political

16   actions.

17             To close, we appreciate the opportunity to

18   provide comments on this investigation and look forward

19   to working and partnering with the USTR in the Trump

20   Administration to support.  Thank you.

21             MS. BIEL:  Thank you, Mr. Johnson.

22             Mr. Delsol, please proceed.
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 1                       GABRIEL DELSOL,

 2    Computer & Communications Industry Association (CCIA)

 3             MR. DELSOL:  Thank you for the opportunity to

 4   provide to input in this investigation to the People's

 5   Republic of China PRC's acts, policies, and practices

 6   related to the targeting of the semiconductor industry.

 7             I'm Gabriel Delsol with the Computer &

 8   Communications Industry Association CCIA, a trade

 9   association of internet technology firms.  Many include

10   foundational semiconductor also known as legacy chips as

11   inputs.

12             CCIA recognizes the importance of these chips

13   to U.S. economic and national security and welcomes the

14   opportunity to cooperate with the U.S. government on

15   efforts to address foreign practices that distort this

16   critical market while ensuring the continued

17   competitiveness of leading U.S. firms.

18             In our company written submission, the range

19   of acts and policies in this sector, and the

20   recommendation for best policy responses where such

21   measures are unreasonable, discriminatory or burden U.S.

22   commerce.  My comments today will address the
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 1   actionability and determination as requested from the

 2   perspective of industry players that integrate legacy

 3   chips as components into various products.

 4             The first topic I'd like to address is the

 5   notion that the PRC adopts act, policies, and practices

 6   related to targeting the semiconductor industry for

 7   export dominance.  We have a need for this investigation

 8   to further specify the nature of evidence relevant to

 9   make a determination.  The notice for this investigation

10   cites the PRC's Made in China 2025 national strategy

11   plan as preliminary evidence.

12             However, this document seeks Chinese domestic

13   content of core materials including legacy chips

14   suggesting an attempt at import substitution rather than

15   export dominance, the latter of which is more focused of

16   this investigation.  The notice of this investigation

17   also cites Chinese efforts to achieve self-sufficiency

18   as a potential qualifier to indicate an attempt to

19   export dominance.

20             Given that numerous countries including the

21   U.S. government and key trade partners adopt similar

22   policy goals, CCIA recommends this investigation further

0082

 1   qualifies the PRC's efforts are uniquely different and

 2   harmful.  If USTR is to establish actionability and

 3   determination of this investigation, we recommend that

 4   it do so on the basis that the identified policies are

 5   clearly intended to achieve export dominance and in a

 6   manner distinct from those being undertaken by the U.S.

 7   government and the key trading partners.

 8             The second topic I would like to address is

 9   the topic of anti-competitive and nonmarket policies

10   employed by the PRC for the purpose of targeting the

11   legacy chip sector.  To that end, I would like to note

12   that the majority of the policies employed by the PRC in

13   this regard are neither unique to China nor the legacy

14   chip sector.

15             First, as mentioned, multiple governments

16   including the U.S. and key trading partners have

17   employed market access barriers and nontariff trade

18   barriers to support the domestic semiconductor industry.

19             Moreover, of the policies that do inhibit

20   foreign firms' ability to operate in China such as the

21   forced transfer of intellectual property, most of these

22   are nonspecific to the semiconductor industry and
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 1   instead represent market-wide barriers that should be

 2   addressed accordingly as they were in the first Trump

 3   Administration's U.S. China agreement.

 4             Therefore, CCIA recommends that any

 5   actionability determination on this topic be based on

 6   identifying specific strategies pursued by the PRC that

 7   undermines the legitimateness of foreign firms specific

 8   to the semiconductor sector to contribute any subsequent

 9   remedies are appropriately tailored.

10             The third topic I will address is the question

11   of whether the PRC's policies burden or restrict U.S.

12   commerce in legacy chips and related downstream

13   industries.  There are several reasons why developments

14   in China's semiconductor sector are likely to have a

15   limited impact on the pricing ability in commercial

16   performance on producers outside of China, particularly

17   those in the U.S.

18             Notably, the most significant factors

19   impacting the health viability of the U.S. semiconductor

20   industry emanate from within the U.S. itself rather than

21   the development in China.  The U.S. government's

22   estimation of challenges to the growth of semiconductor

0084

 1   production relate to capital costs, labor ability, and

 2   other domestic factors.  As a result, it costs up to 30

 3   percent more to build a new factory in the U.S. than it

 4   is to build similar facilities in Singapore, South

 5   Korea, or Taiwan.

 6             Moreover, in the context of downstream

 7   industries, the risk of dependence by U.S. firms on

 8   Chinese suppliers is low.  The use of Chinese fabricated

 9   chips in U.S. supply chains already faces limits and is

10   likely to decline further.  There is also the case of

11   the current presence of Chinese fabricated chips in the

12   U.S. supply chains is exceedingly low indicating the PRC

13   source semiconductors are not in the position to create

14   vulnerabilities for the U.S.

15             Therefore CCIA recommends that U.S. develops

16   actionability termination for dependence within the

17   legacy chip sector based on a clear indication that the

18   lack of domestic production of such chips is due to

19   policies by the PRC and not largely due to market

20   factors within the U.S., and specific to downstream

21   products, that PRC chips represent a significant amount

22   of chips by unit and by value as to induce a risk of
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 1   dependence.

 2             I hope these comments assist with U.S.

 3   actions, abilities, and determinations in this

 4   investigation and we look forward to the opportunity to

 5   contribute further to this investigation.  And I

 6   appreciate your consideration.  Thank you.

 7             MS. BIEL:  Thank you, Mr. Delsol, for your

 8   testimony.

 9             Mr. Fischer, please proceed.

10                        FRED FISCHER,

11     National Electrical Manufacturers Association (NEMA)

12             MR. FISCHER:  Thank you.  My name is Fed

13   Fischer and I'm the managing director of global policy

14   at the National Electrical Manufacturers Association.

15   NEMA is the leading trade association representing U.S.

16   manufacturing of electrical goods.  We are a more than

17   300-member company directly employing nearly half a

18   million workers across 12,500 facilities across 50

19   states contributing more than $270 billion to U.S.

20   economy and leading producers and manufactures for the

21   grid, industrial, and mobility sectors, the U.S.

22   consumption exceeds $340 billion annually.
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 1             Electrical manufacturers played a pivotal role

 2   in securing American energy independence and ensuring a

 3   secure grid.  Investing tens of billions of dollars in

 4   U.S. manufacturing and creating thousands of new jobs

 5   for the American workers across the country.

 6             We are the second largest U.S. exporter and

 7   the second largest U.S. importer of manufactured goods.

 8   In 2014, U.S. exported $143,000,000,000 and imported

 9   $286.5 billion.  Since 2018, the electrical industry has

10   taken significant steps to reduce reliance on Chinese

11   materials decreasing China's share of U.S. imports from

12   27 percent to 17.8 percent while significantly growing

13   its electrical industry trade across North America by 36

14   percent.

15             The U.S. electrical industry is a major

16   consumer of foundation as well as one of the largest

17   manufacturers of semiconductors in the U.S. economy, the

18   electrical industry is one of the largest purchasers of

19   foundational semiconductors.

20             These legacy chips are incorporated into tens

21   of millions of dollars of the electrical industry

22   manufactured in the United States for use in the
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 1   industrial, electrical, and mobility sectors.  And their

 2   use is growing.  Legacy chips are critical and function

 3   many types of electrical goods that we use today.

 4             NEMA supports the policy bills in Section 301

 5   and the investigation on China's acts, policies, and

 6   practices related to targeting the semiconductor

 7   industry for dominance.  We would like to work with USTR

 8   and share the electrical industry's extensive experience

 9   and knowledge of global supply chains, our knowledge of

10   China's legacy chip suppliers, and the organization of

11   legacy chips in the U.S. and global manufacturing.

12             Any significant disruption in legacy chip

13   supply will have a negative impact on production of

14   electrical goods and many other manufactured goods in

15   the United States.  And it is critical to the electrical

16   industry that there be no lapse in the availability of

17   foundational semiconductors on competitive terms in any

18   proposed remedy measures.

19             NEMA appreciates the opportunity to testify

20   today and we look forward to working with the USTR staff

21   in this investigation.  Thank you.

22             MS. BIEL:  Thank you, Mr. Fischer.  We will
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 1   now begin with questions from the 301 Committee starting

 2   with Mr. Brzytwa with the U.S. Department of Commerce.

 3             U.S. DEPARTMENT OF COMMERCE:  Can you

 4   elaborate on how, if at all, China's acts, policies, and

 5   practices on semiconductors affect downstream products

 6   such as consumer technology products?

 7             MR. BRZYTWA:  Thank you for the question.

 8   Consumer technology is a very broad industry.

 9   Everything that consumers use that has some electrical

10   components, to reference my colleague's Fred's

11   testimony, likely has a chip in it.  Items that we use

12   in-house every single day, items that we're using right

13   now in this hearing.

14             So it's -- we are trying to do research.  We

15   will have research to share in more detail in

16   post-hearing comments given the timeline of putting this

17   together, we wanted to make sure you have good data but

18   it was tough to get it into the pre-hearing comments.

19             MS. BIEL:  Thank you.  The Department of

20   Treasury has a question for Mr. Johnson.

21             U.S. DEPARTMENT OF THE TREASURY:  ITI's public

22   comments state that multinational companies face immense
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 1   challenges from anticompetitive and non-market practices

 2   in China.  Can you elaborate on how these challenges in

 3   the semiconductor sector affect the businesses of your

 4   member companies.

 5             MR. JOHNSON:  Sure.  Certainly this is a topic

 6   that's been investigated and looked into with great

 7   depth by the U.S. government.  There's a whole range of

 8   issues that have been investigated previously, so that's

 9   -- it's clear more work needs to be done and more

10   research to really comprehensively answer the question

11   you're asking.  What exactly are the practices happening

12   and what are the impact on stakeholders on U.S.

13   industry.  So I want to emphasize that aspect of our

14   recommendations as well.  I think there's a lot more

15   work to be done to really understand the set of issues

16   here and how to potentially proceed.

17

18             U.S. TRADE REPRESENTATVE:  Thank you.  During

19   your public comments and testimony today, ITI stated

20   that mature-node semiconductors are ubiquitous and found

21   in almost all technology products.  To your knowledge,

22   which industry or products have the highest demand for
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 1   mature-node semiconductors?

 2             MR. JOHNSON:  I don't know offhand.  I do know

 3   just generally I would say there's an industry and I

 4   think we all have a very good practical example of that.

 5   During the pandemic when we saw foundational

 6   semiconductors across many different sectors.  So -- and

 7   I would say that this is not specific but generally they

 8   are used across the economy, they are important across

 9   the economy.

10             There is a lot of stakeholders that are

11   involved like the questions that you are investigating.

12   So I would just say it's quite broad.  There's lots of

13   different stakeholders, and I can happily look to find

14   more specifics.

15             MS. BIEL:  Thank you.  Mr. Delsol, the

16   Department of Transportation has a question for you.

17             U.S. DEPARTMENT OF TRANSPORTATION:  CCIA

18   stated in its public comments that semiconductor

19   capacity for specific nodes or uses is not fungible.

20   Can you please elaborate on this point?  Are there

21   specific nodes or end uses where Chinese capacity is

22   predominant?
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 1             MR. DELSOL:  The definition is fairly broad,

 2   and many of my colleagues have pointed this out as well.

 3   Members of the industry in general could specify which

 4   component we are speaking about and with that, I think

 5   it has different implications in China's acts and

 6   policy.

 7             As to the second question, I can't speak to

 8   that.  Again, that is based off of finding -- and

 9   members of this industry to determine exactly where they

10   are but I would be happy to provide more detailed in my

11   post-comments.  Thank you.

12             MS. BIEL:  Thank you, Mr. Delsol.

13             Now we will proceed with questions for Mr.

14   Fischer starting with The Department of Treasury.

15             U.S. DEPARTMENT OF THE TREASURY:  In your

16   prehearing summary testimony, you wrote that the

17   electrical industry is a major consumer of legacy

18   semiconductor.  Do you have an estimate of what portion

19   of legacy chips used in the electrical industry sourced

20   from China versus elsewhere?  And how, if at all,

21   China's acts, policies, and practices related to legacy

22   semiconductors affected the electrical goods industry?
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 1             MR. FISCHER:  So thank you for your question.

 2   So the electrical industry is roughly about 10 percent

 3   of manufacturing in the U.S. so I don't have an exact

 4   number on the legacy chips.

 5             Just to follow up on a previous question, we

 6   also represent about 40- to 50 percent of the electrical

 7   vehicles via chargers, motors, electronic equipment, et

 8   cetera, and according to our knowledge, those vehicles

 9   have about a hundred legacy chips on each vehicle times

10   how many vehicles we're talking about, so I think the

11   automotive industry are the largest consumer of these

12   particular products.

13             And also on the certification question, we

14   have just established that our association, a

15   certification compliance program and it's going through

16   a small, medium, and large suppliers to understand their

17   supply chain so they can comply.  I think it is

18   important for our members to make these adjustments.

19             As far as China's practices, I think we are

20   aware that the chips that are coming from China have

21   certain advantages and there is a cost advantage.  That

22   is one of the biggest advantages.
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 1             U.S. DEPARTMENT OF COMMERCE:  What practices

 2   could downstream companies employ to improve their

 3   tracing of semiconductors in their products?

 4             MR. FISCHER:  So what we have is a compliance

 5   process certification so that's how we go about.  The

 6   point is how do you go about setting the supply chain.

 7   What are the best practices, and also product

 8   certification.  So both the process and the product and

 9   we are just -- we've just established this.  We just

10   established those product specifications and we are

11   working not just within our industry but also applying

12   this certification beyond our specific industry perhaps

13   to others and other cities in the U.S.

14             U.S. DEPARTMENT OF COMMERCE:  Thank you.

15             MS. BIEL:  With that, we conclude Panel Three.

16   We can take a 15-minute break.  Let's say 1:50.  Thank

17   you.

18             (Short recess taken.)

19             MR. BUTLER:  Okay.  We're going to start Panel

20   Four, the last panel today.  We will start the testimony

21   with Mr. Picarsic, please.

22                       NATHAN PICARSIC,
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 1   Horizon Advisory & Foundation for Defense of Democracies

 2             MR. PICARSIC:  My name is Nathan Picarsic.

 3   I'm the co-founder of Horizon Advisory, it's a supply

 4   chain.  Thank you for the opportunity to join this

 5   public hearing and thank you to USTR for initiating the

 6   investigation and hearing, and to all of you here today.

 7             The initiation of the Section 301

 8   investigation into China's acts, policies, and practices

 9   related to the development of dominance in the

10   semiconductor industry is a critical step in bringing

11   awareness to the PRC's nonmarket needs for overtaking

12   critical, technological sectors more broadly.  These

13   nonmarket means have harmed the U.S. industry and the

14   use of trade remedies in the foreign market as well as

15   U.S. is both necessary and appropriate.

16             But it cannot be overstated that the Chinese

17   approach for market dominance in the technology sectors

18   like the focus here is enduring and adaptive.  Measures

19   to protect U.S. industry and U.S. commercial actors need

20   to be taken.

21             In my submitted testimony, I focus on silicon

22   carbides as well as third generation compound
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 1   semiconductors, and more generally, as examples of where

 2   this state-led cross-stream approach applies.  China

 3   uses nonmarket means to protect competition.  Its

 4   priorities is a clear intent to harm U.S. industry and

 5   prohibit U.S. commerce.

 6             The Chinese government industrial, scientific,

 7   and technological policy prioritizes the semiconductor

 8   sector.  Beijing's research and development directly

 9   supports companies and also restricts access to the

10   Chinese market.  This playbook including government

11   guided policies and acts should sound familiar.

12             Chinese sees silicon carbide in the third

13   generation sector, more generally, as an area in which

14   to overtake international competitors.  China diagnosis

15   that their application, which include everything from

16   EVs to telecoms to defense in these cases, carry high

17   value in emerging technology in competition with the

18   U.S. moving forward.

19             Silicon carbides among pertinent materials

20   leveraged for these third-generation semiconductors and

21   materials used to control thermal electrical power is an

22   increasing, critical step of commercial and national
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 1   security in these cases.  The Chinese government's

 2   emphasis are reflected in PRC policy at the highest

 3   national level as well as on down to the municipal

 4   plans.

 5             Beijing's plan for economic and social

 6   development, explicitly elevated wide bandgap

 7   semiconductor materials, including those in the silicone

 8   carbide track.  These can elevate to the level of

 9   national security calling for the development of silicon

10   carbide and other wide bandgap semiconductors.

11             They also made clear about the objective to

12   national policy.  It's to establish Chinese dominance.

13   And wide bandgaps in the industry or per an action plan

14   to develop circuit industry clusters, the goal is to

15   seize the community heights of the industry.  These

16   examples represent a broader and consistent

17   prioritization in Chinese government industrial

18   planning.

19             The application of third-generation of

20   semiconductors to prior use cases including military

21   platforms and data centers guarantees that China

22   prioritization is set to continue and expand moving
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 1   forward.  These examples constitute just one slice of

 2   China's policies and plans outlining prioritization of

 3   widening the gap of semiconductors.  Additional cases

 4   can readily be document, so can more concrete cases of

 5   the -- of Chinese support.

 6             Those include direct subsidies to companies,

 7   participation in government funded R&D as well as

 8   activities of government-supported manufacturing and

 9   innovation in the zones and centers that promise

10   additional concrete evidence of the preferential

11   policies that the government uses to afford nonmarket

12   advantage for the Chinese players.

13             This review of supply chains is commendable

14   but it should be informed by the need for an appropriate

15   response.  That should include tariffs on silicon

16   carbide components as well as compound semiconductor

17   inputs including those that feed into downstream

18   applications in these cases.

19             U.S. policy today will deliver a level playing

20   field by placing tariffs on finished goods on products

21   that use Chinese-origin inputs.  These downstream

22   reviews and actions are needed to review the actions

0098

 1   like and localization of the assembly of Chinese

 2   production.  Don't allow for continued exploitive

 3   exporting of distortive affects in China.  Thank you.

 4             MR. BUTLER:  Thank you.

 5             Mr. Pollard.

 6                        MIKE POLLARD,

 7                          Wolfspeed

 8             MR. POLLARD:  Good afternoon.  My name is Mike

 9   Pollard, deputy general counsel and chief of Wolfspeed

10   Incorporated located Durham, North Carolina.  As a world

11   leader in silicon carbide materials and devices, I

12   appreciate the opportunity to attend this hearing.  We

13   will need to maintain U.S. leadership in this rapidly

14   evolving industry is paramount and U.S. semiconductor

15   self-reliance is necessary to complete this goal.

16             Wolfspeed pioneered the commercialization of

17   silicon carbide for the semi industry nearly 40 years

18   ago and acutely understands the role semiconductors play

19   in solving tomorrow's complex technological challenge.

20             This is especially true and unique for silicon

21   carbide semiconductors.  As silicon carbide devices gain

22   traction in advanced applications including defense,

0099

 1   energy generation, industrial applications, and the AI

 2   data centers, the need for low defect, high quality

 3   semiconductor materials is crucial.  All to achieve the

 4   performance and reliabilities demanded by tomorrow's

 5   advanced applications and for U.S. national and economic

 6   security.

 7             We believe that China is pursuing silicon

 8   carbide market dominance through various methods

 9   including unfair practices and believe that China is

10   well on its way to achieving its goal.  We experienced

11   it firsthand.  China's growth in the silicon carbide

12   development in technology advancement has no

13   market-oriented explanation and appears to bend the laws

14   of science.

15             Chinese silicon carbide companies are so far

16   removed from traditional market forces, they conduct a

17   majority of their output into landfill and still

18   survive.  A few observations:  The Chinese has more

19   companies dedicated to silicon carbide.  Less than ten

20   years ago, China had few, if any.  Today, the number of

21   companies producing silicon carbide in China approaches

22   40.
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 1             It took Wolfspeed and other American companies

 2   several decades to achieve current wafer quality and

 3   volume levels.  It appears that China got there in less

 4   than five.  Chinese semiconductor equipment companies

 5   promote complex crystal growth and Epi machines that

 6   appear similar, and in some cases, identical to

 7   proprietary Western tooling and equipment.

 8             When it comes to wafer diameter, China

 9   progressed with 100 million to 150 million in about two

10   years and from 150 to 200 million a year in less than

11   two years.  It took Western companies approximately 15

12   years to make these leaps.  This indicates a non-linear

13   knowledge accumulation complemented, of course, by

14   massive state-sponsored investments.

15             Lastly, intellectual property theft is real.

16   Wolfspeed has experienced it, and we encourage the

17   committee to continue its engagement for further

18   details.  China's policies and actions including

19   seemingly unlimited government financial support, market

20   access restriction, industrial subsidies, and resulting

21   decreases in domestic and global prices have led to

22   significant capacity expansion creating an imbalance in
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 1   global market and an over-concentration in production

 2   capacity in China.

 3             If left unchecked, China's rapid expansion in

 4   silicon carbide combined with the aggressive pricing

 5   strategies only made possible by unfair trade practices

 6   will result in the -- of global competition, thereby

 7   jeopardizing the ongoing viability of U.S. semiconductor

 8   manufacturers.

 9             Through a combination of public and private

10   efforts, the U.S. is investing across semiconductor

11   industry including through the CHIPS and Science Act but

12   more must be done.  To effectively level the playing

13   field and safeguard the U.S. semiconductor industry,

14   Wolfspeed urges the U.S. to consider tariff and

15   nontariff actions across a full range of authorities set

16   out in Section 301C of the Trade Act.

17             Efforts must be focused on full usage of

18   existing affirmative policy tools including those

19   established by the CHIPS Act.  Industrial policies

20   encourage repatriation of semiconductor manufacturing

21   back in to the U.S. and tariffs on products destined

22   from the U.S. domestic market including Chinese silicon
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 1   carbide substrates and the devices containing silicon

 2   carbide.

 3             We recognize that with pertinent downstream

 4   products coming into the United States from multiple

 5   countries of export designing an effective remedy

 6   including tariff elements will be more than usually

 7   complex.  We look forward to engaging in more depth at

 8   the appropriate time with the USTR on potential

 9   remedies.

10             Further, this is not solely a U.S. issue.  It

11   is a global concern requiring a coordinated global

12   response.  The supply chain dependency that results with

13   China over capacity poses a developing threat to

14   national security due to the critical role of advanced

15   semiconductors and in particular silicon carbide

16   semiconductors play in defense and other key strategic

17   sectors.

18             If the United States or allied countries

19   become too reliant on China, military preparedness and

20   critical infrastructure including IA -- artificial

21   intelligence systems could be heavily impacted.

22             On behalf of Wolfspeed, I want to thank you
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 1   for all your time and look forward to continued

 2   engagement with the USTR.

 3             MR. BUTLER:  Thank you.

 4             Mr. Clemmer.

 5                       RICHARD CLEMMER,

 6                        Pallidus, Inc.

 7             MR. CLEMMER:  Thank you.  Good afternoon.  I

 8   am pleased to be here today as chairman of Pallidus, a

 9   U.S.-based science start-up company headquartered in

10   Albany, New York.  Pallidus has a unique patented

11   process for producing silicon carbide substrates, a

12   technology that's derived from NASA's polymer conversion

13   process.  With over 78 patents and application globally,

14   Pallidus is at the forefront of innovation and its

15   critical space in power management and reduction, and we

16   appreciate the opportunity to provide our input in

17   response to the request.

18             We are deeply concerned about the unfair trade

19   practices of the People's Republic of China and that it

20   clearly targets the semiconductor industry.  These

21   actions are putting American companies including

22   Pallidus at a significant disadvantage in this important
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 1   industry, which the U.S. has created and led since over

 2   the last six decades.  The PRC has provided massive

 3   subsidies to local manufacturing enabling them to make

 4   massive investments to rapidly expand their capacity for

 5   silicon carbide wafers, even though the -- even though

 6   their production costs are unfavorable to the U.S. and

 7   Western suppliers.

 8             These subsidies include direct capital

 9   injections, favorable land and energy credits and more,

10   all of which are unavailable to the Western companies.

11   This creates an unfair cost advantage that has allowed

12   Chinese companies to flood the market with products at

13   prices well below that established market value for

14   Western companies.

15             Pallidus, as you know, is a company and as a

16   result the silicon carbide market, especially 6-inch

17   wafers, which are critical for electric vehicles and all

18   power-relate applications such as AI data centers, had

19   been severely destabilized.  In fact, Pallidus was

20   forced to abandon a $650 million expansion plan due to a

21   60 percent reduction in the market price over only a few

22   short months driven by this unfair competition.
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 1             Other industry leaders such as Wolfspeed have

 2   also been forced to lay off workers, delay investments,

 3   and reduce costs as a result of the PRC's action.  All

 4   of these companies are clearly at risk of survival based

 5   on the artificial economics being driven by the

 6   competition from the PRC.  These practices are not only

 7   harmful to the economics of the silicon wafer market but

 8   also have negatively impacted valuation in capital

 9   markets making it nearly impossible for emerging

10   companies like Pallidus to raise funds to continue to

11   support this research and development.

12             The situation demands immediate action.  And

13   the same time, we must look forward to the future of

14   this critical industry.  With the U.S. energy demands

15   set to expand by more than 200 percent in the next five

16   years driven by electric vehicles, defense, and more,

17   the need for next generation semiconductor technology

18   has never been greater.

19             This is an opportunity for new leadership

20   technology such as silicon carbide substrates that are

21   essential for advancing ultrahigh wafer devices like

22   IGBTs which play a key role in power generation
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 1   transmission and high performance applications such as

 2   AI and defense technology.

 3             Pallidus has developed a unique PVT growth

 4   method that sets it apart from other substrate

 5   providers.  Our trademarked technology enables us to

 6   produce silicon carbide substrates with unprecedented

 7   precision addressing the limitations of traditional

 8   methods.

 9             Moreover, the PRC's flooding of the market

10   with substrates has severely hampered our ability to

11   compete or raise additional funds for new key

12   technology.  Despite this, Pallidus continues to pitch

13   forward in the development of this technology, which has

14   already garnered interest from prominent institutions

15   including the Army and Navy research labs.

16             To ensure American leadership in these next

17   generation powered electronics, we must protect the U.S.

18   supply chain and take decisive action to counter the

19   PRC's unfair trade practices.  Tariffs for China such as

20   50 percent tariffs are a step in the right direction but

21   additional measures are required.  The semiconductor

22   industry is at risk of facing the same supply shortage
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 1   that all -- that we've seen in all cases such as solar

 2   as well as rare earth materials where over 90 percent of

 3   production is now controlled by China.

 4             If we don't act now, we risk losing our U.S.

 5   competitive edge in this global market.  In conclusion,

 6   Pallidus believes that U.S. must take a proactive stance

 7   and defend its technological leadership particularly in

 8   the critical area of silicon carbide substrates.  During

 9   the decades that I've spent in the industry leading

10   major semiconductor companies, I personally have

11   observed the actions taken by China to dominate the

12   semiconductor industry, which they have prioritized in

13   the last few years through massive investments and

14   others supports actions.

15             While the U.S. has recognized the rising

16   threat and reacted with some initial actions, this is

17   clearly not sufficient to defend against the aggressive

18   PRC actions.  Pallidus stands ready to collaborate with

19   our government and industry partners to ensure that we

20   not only protect our interest but also establish our

21   foundation for the next generation of powered

22   electronics that are so critical to support the huge
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 1   investment of AI data centers as well as protecting our

 2   critical defense industry.

 3             Thank you for the opportunity to share these

 4   insights and we look forward to continuing the dialogue

 5   across the industry.

 6             MR. BUTLER:  Thank you.

 7             Ms. Stewart.

 8                        SARAH STEWART,

 9                 Silverado Policy Accelerator

10             MS. STEWART:  Thank you so much to the chairs

11   and to the broader teams working on this issue.  My name

12   is Sarah Stewart.  I am the CEO of Silverado Policy

13   Accelerator.  We are a bipartisan geopolitical think

14   tank here in DC focused on national security and

15   economic security.  I'm honored to provide this

16   testimony today to China's predatory acts, policies, and

17   practices to dominate the global semiconductor industry.

18             We've provided extensive comments to USTR and

19   both the actionability of moving forward with this

20   investigation as well as a proposed remedy and have

21   published a number of reports on the semiconductor

22   industry that you can access on our website.
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 1             I would like to start with a foundational

 2   premise.  U.S. manufactures of semiconductors and other

 3   products have a right to compete on a level playing

 4   field with Chinese firms.  I didn't actually say this.

 5   This was said approximately 20 years ago by then USTR

 6   Zoellick who made the statement when USTR initiated its

 7   dispute against China at the WTO.

 8             At that time, China's semiconductor market was

 9   valued at $19 billion and was the world's third largest.

10   Since that time, China's nonmarket policies and

11   ambitions to become semiconductor self-sufficient have

12   driven it to now hold the title of the country with the

13   largest semiconductor manufacturing capacity of any

14   other in the world by orders of magnitude.

15             I urge USTR to take note of China's

16   unprecedented growth and undeterred activity in the

17   sector despite decades of the U.S. acknowledging the

18   problem, China's use of a familiar blueprint of

19   government subsidization to drive overcapacity and

20   export of production to depress prices, gain market

21   share pursuant to its stated targets and assert leverage

22   over the supply chains.
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 1             I'd like to highlight three key points today.

 2   While the scope at USTR notice applies to the

 3   semiconductor industry at large, I want to draw your

 4   attention to what is happening with the foundational

 5   semiconductors.  While the U.S. and other countries have

 6   focused on preventing China from acquiring advanced chip

 7   technology, China has been doubling down on dominating

 8   foundational chips which accounted for approximately

 9   76 percent of global semiconductor production in 2024.

10             Importantly, China is on track to lead in

11   foundational chip production and install three times as

12   much capacity during 2024 to 2027 than any other

13   country.  So why should we care?  Aren't these commodity

14   chips anyway?  The answer is no.  Foundational chips are

15   necessary for every application that also uses an

16   advanced chip and they're essential for a range of end

17   uses including defense.

18             They are fit for a purpose, they can be

19   commodity or technologically innovative.  Seeing

20   foundational chip market to China means that it has

21   control of whether items are ultimately built.  It can

22   hold back a supply from the U.S. and the rest of the
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 1   world, it can depress prices to gain market share from

 2   U.S. companies, and it can use this leverage to push

 3   back on other U.S. measures to prevent IP theft and

 4   technology transfer of advance nodes.

 5             China knows this, which is why its investing

 6   enormous amounts of resources into dominating this

 7   segment of the market.  Second, China's nonmarket

 8   practice and industrial policies is driving its capacity

 9   expansion orientation that is already undercutting U.S.

10   producers.  As we are hearing, China is accomplishing

11   this through many policies including the Made in China

12   2025 and the big measures that are pumping tens of

13   billions of dollars in subsidies to Chinese

14   semiconductor companies, equity investments, and joint

15   ventures in Chinese firms, low price land, reduced

16   taxes, and more.

17             China is not just looking to advance its role

18   in this sector but to dominate it and these measures are

19   spread across the entire semiconductor value chain.

20   Indeed, China's repeated weaponization of critical

21   mineral supply chains in response to U.S. export

22   controls and tariffs is well documented.  They know that
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 1   critical minerals are a key input to semiconductor

 2   fabrication process.

 3             Finally, all of these measures are propping up

 4   Chinese companies to the detriment of U.S. companies.

 5   U.S. companies are not -- competing not only private

 6   Chinese companies benefiting from government subsidies

 7   but with companies like SMIC and YMTC that all have

 8   substantial Chinese and growing government ownership.

 9   It is not -- it is simply not fair.

10             With a leg up, Chinese firms are able to

11   export the global market of unfairly set prices

12   sometimes up to 20 to 30 percent lower, sometimes more.

13   This is not a competitive environment where U.S.

14   innovation and leadership can flourish.  Rather the

15   lower prices and loss of market share make fewer market

16   segments for U.S. producers to compete, higher per unit

17   production costs, a loss of revenue, more competition in

18   high-end segments, and danger to supply chain security.

19             Acting now would help stem the tie and to

20   allow the U.S. to compete on fair footing.  There are

21   ways to address this including tariffs that not only

22   cover the wafer but any Chinese designed and fabricated
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 1   semiconductor that is a component in another product.

 2             I will stop there and I appreciate your

 3   attention today and I welcome any questions.  Thank you.

 4             MR. BUTLER:  Thank you, Ms. Stewart.

 5             We will now turn to questions beginning with

 6   Mr. Picarsic.

 7             U.S. TRADE REPRESENTATVE:  Good afternoon, and

 8   thank you, Mr. Picarsic.  You identify a number of PRC

 9   policies and plans prioritizing and supporting wide

10   bandgap semiconductors.  Can you please elaborate how,

11   if at all, in your view China's acts, policies, and

12   practices related to wide bandgap semiconductors are

13   unreasonable or discriminatory?

14             MR. PICARSIC:  They are applicable only to

15   Chinese companies and those that comply with the

16   industrial policy mandates of the Chinese ecosystem so

17   clearly discriminating against companies that are not

18   interested in following through the nonmarket tools that

19   are afforded by the Chinese Communist Party led, state

20   led driven model.

21             And those policies, specific acts and policies

22   submitted in my written submission that are just
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 1   examples of PRC, such policies clearly afford access to

 2   support that is not reflected elsewhere in the global

 3   markets.  We heard examples of these cited here today

 4   but they include everything from direct subsidies and

 5   preferential support for subsidizing the purchase of

 6   equipment as well as softer subsidies that touch

 7   everything from human capital to litigation support for

 8   supporting companies that get in the crosshairs of

 9   intellectual properties.

10             It's clearly demonstrated both through the

11   policies and plans and also the contradiction received

12   from companies that there is a strategic intent executed

13   from the government and it is afforded only to companies

14   on the Chinese side of a certain nature.

15             There is also an escalation of this support so

16   as companies are able to work their way through the

17   Chinese industrial policy system, demonstrate

18   technologically but also in terms of willingness to

19   capture global market share, they received additional

20   support.

21             So I think that escalation further

22   demonstrates the discriminatory nature of the support
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 1   that China affords it.

 2             MR. BUTLER:  Thank you.  The next question

 3   will be for Mr. Pollard.

 4             U.S. DEPARTMENT OF COMMERCE:  Good afternoon.

 5   Can you please elaborate on how the silicon carbide

 6   industry has changed in recent years, including changes

 7   to the competitive environment?  Have these changes

 8   impacted Wolfspeed's ability to invest in or maintain

 9   its operations in the United States?

10             MR. POLLARD:  So it has changed.  What was a

11   traditional path was overtaken by Chinese competitors

12   who have seemingly endless or bottomless pockets to

13   produce silicon carbides.  And the result of that is

14   heard from many panelists here today is a dumping in the

15   market artificially lowering prices.  That, of course,

16   impacts Wolfspeed as an example, but other semiconductor

17   companies' ability to compete, lose market share, and

18   that all contributes to what we're able to do as far as

19   building infrastructure, building additional capacity,

20   building advanced facilities.

21             So the practice is that we are seeing out of

22   China are impacting the semiconductor industry at large
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 1   and it is -- the impacts are real and we're feeling them

 2   and we have to do something to stop this now.

 3             U.S. DEPARTMENT OF DEFENSE:  Wolfspeed's

 4   summary of testimony references sub-standard PRC

 5   materials that can introduce significant risks to

 6   critical U.S. supply chains.  Can you please describe

 7   how Chinese silicon carbide materials are sub-standard

 8   in your view.  Also, what sort of vulnerabilities can

 9   result from use of these materials?

10             MR. POLLARD:  Sure.  So silicon carbide is not

11   the easiest material to produce.  It's complex and takes

12   time, takes time to perfect.  Wolfspeed has done nothing

13   but silicon carbide for 40 years.  We have hundreds and

14   hundreds of patents not only in the silicon carbide

15   itself but numerous trade secrets on how the silicon

16   carbide is made.

17             And, you know, you talk about the quality of

18   China's silicon carbide.  One of the things we noticed

19   in China is that there's so many companies popping up

20   and they can attempt to grow silicon carbide, throw more

21   than half of it, 80 percent of it away, but it's a

22   volume game to them.  And if they can just keep
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 1   producing it, they will have enough to flood the market

 2   of silicon carbides that is acceptable for some uses to

 3   flood the market.

 4             The problem is if silicon carbide, if poor

 5   quality of silicon carbide gets into the market, it can

 6   cause problems in the applications.  So I would not want

 7   Chinese silicon carbide in military equipment for

 8   supporting the U.S. defense for reliability reasons.

 9             We've at Wolfspeed has spent years focusing on

10   the quality of our silicon carbide and the materials

11   from China are not close.  They are getting closer very

12   quickly but it's -- the quality is what matters.  And

13   then, you know, for application is in AI data centers

14   and that's even more important because AI data centers

15   require they put out a lot of heat, silicon carbide

16   helps in that aspect by reducing the heat generated from

17   that massive technology working and, you know, failure

18   there could be catastrophic.

19             So, you know, the quality in the silicon

20   carbide is key and I would not want to put the U.S. key

21   sectors in the hands of inferior silicon carbide.

22             U.S. DEPARTMENT OF THE TREASURY:  The next
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 1   sets of questions is for Mr. Clemmer.

 2             In your pre-haring summary of testimony, you

 3   wrote that the PRC provides substantial subsidies to

 4   support local wafer manufacturers to significantly

 5   expand capacity for SIC wafers despite unfavorable

 6   production cost points.

 7             Can you elaborate on what you mean by

 8   unfavorable production cost points in the semiconductor

 9   industry?

10             MR. CLEMMER:  So it is a common practice, not

11   just in silicon carbide, but across the industry as

12   China has prioritized semiconductor production in a

13   five-year plan that they have all forms of subsidies

14   including investments, land availability, funding of new

15   production capacity.  So it's broad based prioritized by

16   the government such that the capacity is expanded in a

17   very easy fashion, which lead to their focus on silicon

18   carbide where they generated significant investments and

19   flooded the market with capacity at a fraction of cost

20   before it's been shipped from the Western worlds.

21             Artificially through the artificial economics

22   associated with the subsidies from the government, we
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 1   know for a fact this takes place and it's taking place

 2   broadly but more recently focused on silicon carbide.

 3   They've chosen to see how they can dominate the silicon

 4   carbide industry seeing the opportunity for the growth

 5   associated with the power requirements for AI data

 6   centers as well as all the other significant power

 7   requirements that are going to be factored for the U.S.

 8   where data centers today deliver less than 3 percent of

 9   the overall electric usage by 2030 is projected to be

10   over 10 percent.

11             So silicon carbide becomes a very critical

12   material to be able to provide the technology and

13   capability to help reduce some of that and yet the

14   investments that are being made in silicon carbide will

15   not be able to be done with the pricing that's currently

16   available.  Thank you.

17             U.S. SMALL BUSINESS ADMINISTRATION:  Your

18   summary of testimony indicates that Pallidus was forced

19   to abandon a $650-million dollar expansion plan due to

20   the more than 50 percent reduction in market prices amid

21   capacity expansion driven by the unfair trade practices

22   from the PRC.  Can you please further explain the
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 1   knock-on effects to your business from intense PRC

 2   pricing pressure?

 3             MR. CLEMMER:  Sure.  We had a plan to expand

 4   today.  We have a facility in Albany, New York that work

 5   on the development of that.  We had a plan to do a

 6   production facility with a $650 million dollar

 7   investment but that was based on the market pricing in

 8   the silicon carbide market, which was about a thousand

 9   dollars away for it at the time and has now since come

10   down to $400 or less per wafer.

11             Basically below the variable cost of producing

12   the wafer associated with it, so we chose to abandon the

13   investment associated with that site and really focus

14   our technology and develop on the next generation of

15   technology which will give the ability to establish a

16   leadership for U.S. industry that will be able to defend

17   it against the technology being developed by China.

18             U.S. SMALL BUSINESS ADMINISTRATION:  Thank

19   you.

20             U.S. DEPARTMENT OF DEFENSE:  In Silverado's

21   public comments, you write that China's military-civil

22   fusion strategy with mature node semiconductors would
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 1   exploit the dual-use of semiconductors.  Can you please

 2   elaborate on what you perceive to be potential risks to

 3   the United States?

 4             MS. STEWART:  Sure.  Thank you.  China has

 5   been pursuing a strategy that is focused on not just

 6   dominating the advance nodes which it can't yet.  We've

 7   been preventing it, but in pursuing a strategy of

 8   dominating these foundational nodes, they go into

 9   dual-use items, and so we know, it's been well

10   documented that China has a very blurred line between

11   civil, military uses and so as they are putting, you

12   know, more emphasis on all of the chips that are going

13   into basically every item that you can imagine, whether

14   it's a defense missile system or a smart phone or a

15   satellite communication, they are creating an ability to

16   dominate in a segment of the market that serves the dual

17   use, serves the military and, you know, gives them a leg

18   up on, you know, defense uses that we might have.  And

19   the ability to weaponize those against us.

20             MR. BUTLER:  Thank you.  I just want to check

21   with my colleagues if anyone has any additional

22   questions.
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 1             Okay.  That concludes our final panel for the

 2   day.  On behalf of this committee, I want to thank all

 3   the witnesses that appeared today.  I want to thank

 4   USITC for hosting us.  A reminder that post-hearing

 5   comments are due March 18th.  And with that, we are

 6   adjourned.

 7             (This Public Meeting concluded at 2:30 p.m.)
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