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Day 2: Footwear Policy Potpourri

Trade War & the Impact on Footwear
Matt Priest, President & CEO, Footwear Distributors & Retailers of America (FDRA)
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“Don’t play checkers in a chess
world.”
- Ron Vara



“Ride the stock market cycle —
or be run over,”
- Ron Vara



“Only the Chinese can turn a
leather sofa into an acid bath, a
baby crib into a lethal weapon,
and a cellphone battery Into
heart-piercing shrapnel.”

- Ron Vara



“Only the Chinese can turn a
leather sofa into an acid bath, a
baby crib into a lethal weapon,
and a cellphone battery Into
heart-piercing shrapnel.”

- Ron Vara



“You’ve got to be nuts to eat
Chinese food.”
- Ron Vara
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Peter Navarro Invented an Expert
for His Books, Based on Himself

President Trump’s trade adviser frequently cited Ron Vara, a
fictional source who was a critic of China, in his writings.
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August 28, 2019

Thie Honorabde Donald J. Trump
President of the United States
The White House

‘Washington, DC 20500

Dear Mr. President:

On behalf of the American footwear industry, we urge you to cancel the new, added footwear tariffs set
to take effect on September 15t and Decermbeer 15th of this year.

Although tariffs on seme products from China will be delayed wntil December, the majority of footwear
product lines face an added 15 percent tariff on September 15t This American tax is on top of already-
high footwear tariffs that average 11 percent and reach 67 percent on some shoes, The highest tariff
rates generally fall on lower value shoes and children's shoes, driving up costs for hardworking American
families.

There is no doubt that tariffs act as hidden taxes paid by American individuals and families. When
Import costs rise and fall on imported footwear = whether based on the price of materials,
transpertation, labor, or tariffs — those cost increases or savings are almost immediately passed on to
consumers, As U5, Government data in the chant below demonstrates, U5, import taxes directly impact
cOnsUMmer prices.

Retail Footwear Prices Trend with Duty Costs
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As more than 170 foobwear companies stated in our May 20th letter to you, the new tariffs impact every
type of shoe and every single segment of our saciety. This added 15 percent tax will cost U.5. footwear
consumers an additional 54 billion every year, according to our industry’s trade association, the
Foobwear Distributors & Retailers of America (FORA). The September 1st tariffs on footwear will alia
mean these masiive tax increases hit tens of millions of Americans when they purchase shoes during the
holiday season,

‘We understand that delaying some of the tariffs to December was done to avoid the full tax increase on
5300 billion in goods that would hit American consumers during the halidays, and we appreciate your

decision to delay tariffs on certain footwear items. Howewver, impaosing tariffs in September on the
majority of all feotwear products from China — including nearly every type of leather shoe — will make
it impossible for hardworking American individuals and families to escape the harm that comes from
these tax increases. Moreover, the products that have a mone diversified sourcing profile and rely less
on China are hit with punitive tariffs first, as a result of the Office of the United 5tates Trade
Representative’s (USTR) 75 percent impart penetration criteria.

Somee in the Administration have argued that China ultimately pays the tariffs, instead of LS.
consumers, bacause China can just devalue its currency to respond to added costs. This is simply not
true when it comes to our industry, because import prices are almost abways quoted and negotiated in
LS. dollars not RMB. For RMB devaluation alone to offset the 15 percent tariff increase for some shoes,
thir currency would have to drop by more than 40 percent.

We are very concerned that this tariff action will create further economic uncertainty. An economic
dowwmturn will take away disposable income from U.S, consumers, even as they have to pay more for
products. Whin consumers have less money to spend, we sell fewer shoes and this hurts LS,
businesses. The tariff threat on China has the potential to drive up prices in other footwear sourcing
countrigs, as demand has spiked with Bmited production capacity. As a result, LS. consumers could face
higher prices even before the new tariffs ke effect,

This uncertainty the China trade war has brought vo our industry is stifling U.5. growth and halting
capital imvestment in jobs, infrastructure, technologies, and more compatitive pricing for our customars.
On behalf of our hundreds of millions of American footwear consumers and hundreds of thousands of
employees, we aik that you immediately terminabe the schedubed tarff increases on footwear,

Sincarely,
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Assembled in China fcosts paid tn RMB)
Sole of the shoe:

Labaor charges:

(Owverhead charges:

Input Origin: Taiwan (costs paid in NTE)
Laces:

Toaling:

Box & paper:

Profit margin®;

“foctony in Chindovmed by Towonese compay

Input Origin: ULS. jcosts paid in USH)
Leather
Labels:

Imput Crigin: Korea (cosis paid in KRW)

Synthetic materials:

White House Economic Advisor Navarro is '
The recent Chinese currency devaluation does NOT cover the cost of the additional 10% tariffs.

Yuan devaluation only provides a 50.55 benefit on a basic pair of women’s hiking shoes.
A 10% devaluation of the yuan against the U.5. dollar would reduce the final basic hiking shoe manufacturing cost by only 2.75%, or $0.55. This is because only

27.5% of the shoe's cost is paid in yuan, while the remaining cost of the shoe is paid in three other currencies.

FDRA

ACATHEAR DI RRTOR) AT S Tha ERE D MRS

KRW: $0.75
3.75%

RMB: $5.50
27.5%

NT$: $4.375

PSS US$: $9.375

46.875%

Even with the devaluation, the 10% additional tariff increases the landed cost of this shoe by $2.38 and pushes up the retail price by another 57,00,

A 10% yuan depreciation takes this basic shoe down to $19.45 manufactured cost, Add $1.50 for transportation to the U.5., plus the current 11% duty ($2.35),
and the landed cost of this shoe into the .S, would be $23.30. Adding the White House's additional 10% tariff increase, it creates a new cost of $25.68.

Nofe: Using the Whilte House's own methodalogy for thair argument, we ignore offer markefploce foclors ke negotiotions and contracts, fo examine their cloim that Yuaon devaliation covers the

entire cost of the odditional 10% shoe duly:
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U.S. Imports from China Surge over last 20 Years...

mm Year-over-Year % Change
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..Widening the U.S. Trade Deficit with China to a Record
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Timeline of U.S.-China trade dispute (1/2)

The U.S. announces 30% tariff on imported solar panels and large residential washing

January 2018 @ = L 20

March 23, 2018 @ Tariffs of 25% on steel and 10% on aluminum from all nations, including China, take effect

China imposes tariffs on U.S. imports worth $3 billion in response to the U.S. tariffs on steel

April 2, 2018 @ and aluminum

U.S. and China reportedly reach an agreement and put the tariffs on hold while they work

May 20, 2018 @ out the details

Trump imposes tariffs on $50 billion in Chinese goods: duties on $34 billion of goods took
June 15, 2018 . ----- effect on July 6 (list 1), while those on a separate list of products worth $16 billion apply on August
23 (list 2)

China retaliates with tariffs on $50 billion of U.S. goods, targeting U.S. agricultural and
manufactured products

List 3 tariffs take effect: U.S. imposes tariffs on $200 billion of Chinese imports and China
imposes tariffs on $60 billion of U.S. products

Sources: NBC News, Wall Street Journal, CNBC, Vox, Bloomberg, Peterson Institute for International Economics.




Timeline of U.S.-China trade dispute (2/2)

June 1, 2019 . ----- Chinese retaliatory tariff increases on $60 billion of American imports take effect

Presidents Trump and Xi met at the G20 Summit and agreed to cancel planned tariff increases, but
the countries did not reach a trade deal

August 5. 2019 . _____ President Trump labels China a currency manipulator under the authority of the
g ’ International Emergency Economic Powers Act

President Trump delays a planned tariff increase of 10% on certain imports from China,
including toys, cell phones, and computers, until December 15

In response to an announcement from China of additional retaliatory tariffs on $75 billion of US

August 23, 2019 . """ imports, President Trump threatens to raise planned and current tariffs by 5%

US tariffs of 15% on $125 billion in Chinese imports, including clothing, produce, and other

September 1, 2019 . """ goods, take effect; China levies tariffs on products including US crude oil, soybeans, beef, and pork

September 4, 2019 . ----- China and the US agree to hold high-level trade negotiations in October 2019

) _____ President Trump announced on Sept. 11 that his administration would delay a planned tariff

October 15, 2019 C increase of 5% on $250 billion in Chinese imports from Oct. 1 until this date

Decernber 15. 2019 € )+ The US plans to levy 15% tariffs on an additional $160 billion in Chinese imports; after these
' S) tariffs take effect, almost all imports from China will have tariffs in place

Sources: Reuters, NBC News, Wall Street Journal, CNBC, Vox, Bloomberg, PIIE, AP News, Politico, The New York Times, Business Insider, USTR.




Share of U.S. Imports from China Subject to 301 Tariffs
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Trump Promises to Hike Tariffs—again—on almost all Goods from China

Donald J. Trump @

N - Follow J oW
@realDonaldTrump

..during the talks the U.S. will start, on
September 1st, putting a small additional
Tariff of 10% on the remaining 300
Billion Dollars of goods and products
coming from China into our Country.
This does not include the 250 Billion
Dollars already Tariffed at 25%...

10:26 AM - 1 Aug 2019




China Continues to Dominate U.S. Footwear Imports

2.55 Billion Pairs Imported in 2019*

Cambodia_'t8YIndia  Rest of World
20 1%/ 1% / 50
|
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19%

China
67%

Source: USITC. * FDRA forecast. FDRA
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notebook cell phone basketball tablet  water bottle  tote bag
0% 0% 4.8% 0% 3% 6.3%

Already, Tariffs on
Children’s Shoes are
Disproportionately High

girls’ flats girls’ sneakers  hiking boots boys’ sneakers  moccasins
37.5% 48% 37.5% 20% 37.5%
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Impact of Higher Tariffs on Footwear from China

<@=-China Duties/Pair

=¢=China Duty Rate

28%
26%

24%

22%

20%

18%
16%

14%

12%
10%

Average Duty Rate

8%

6%

4%

* FDRA forecasts.

x 2%



240
220
200
180
160
140

Cents per Pair

120
100
80
60

Source: USITC.

Impact of Higher Tariffs on Footwear from China

9.80

<@=-China Duties/Pair

=¢=| anded Cost per Pair from China

9.60
9.40

9.20

9.00
8.80

Dollars per Pair

8.60

8.40

8.20

8.00

* FDRA forecasts.



Hypothetical Example of Impact to Consumers

A popular “skate” canvas sneaker

Current retail price at $49.99.

New 15% Import Tax Retail Price Would be $60.98.

Estimated Avg. Landed Cost $11.47
Current Duty Rate 8.96%
Duty Dollar Amount $1.03

Final Estimated Import Cost* $12.50
Current Retail Price $49.99
Additional Duty by Pres. Trump 15%

New Duty Dollar Amount $2.75
New Final Import Cost $14.22
New Retail Price** $60.98

Source: FDRA
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Duties Paid on Chinese Footwear Imports Poised to Surge with New Duty Hike
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$2.9 Billion



$5.2 Billion



Section 301 Product Exclusion Requests before the USTR
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Section 301 Product Exclusion Requests before the USTR
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Retail Footwear Prices Trend with Import Costs

mm U.S. Footwear CPI -@-Average Landed Cost of Footwear Imports
= 140.0 11.50
= 137.5 11.00
11 -
m I

5 135.0 I 10.50
& 132.5 - 10.00 =
2 i §
= 130.0 - 9.50 5
5 - S
© 127.5 - 9.00 %)
= i 3
Q 125.0 I - 8.50 )
= ()]
o 122.5 - I - 8.00

120.0 - I - 7.50

1175 - I - 7.00

115.0 - - 6.50

Sources: Bureau of Labor Statistics & FDRA analysis of USITC data. FDRA

FrEOTWEAR MRTRIMITORR AND ARTAILERR OF ALIERICA



Retail Footwear Prices Trend with Duty Costs
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Consumer Spending on Footwear Typically Contracts in or Soon After a Recession
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Politics

Six in 10 Americans expect a recession and ~ **~
higher prices as Trump’s approval rating

slips, Washington Post-ABC News poll

a
finds
5:" By Toluse Olorunnipa and Scott Clement P I E K' P “ E KET P R u “ I_\r_;f

e September 10, 2019 at 3:00 a.m. PDT 'I‘RAUEI_WEAR Yl]“ WANT
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President Trump is ending a tumultuous summer with his approval rating slipping

back from a July high as Americans express widespread concern about the trade war
with China and a majority of voters now expect a recession within the next year,

according to a new Washington Post-ABC News poll.

The survey highlights how one of Trump’s central arguments for reelection — the
strong U.S. economy — is beginning to show signs of potential turmoil as voters

express fears that the escalating trade dispute with China will end up raising the price
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Art of the Tease — Will they or won’t they?
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The Office of the US
Trade Representative
released a statement
after the call saying
that the two sides
“made headway on
specific Issues” and
“are close to finalizing
some sections of the
agreement”.




“We are looking probably to be ahead of schedule to sign a very big
portion of the China deal, and we’ll call it phase one but it’s a very big
portion,” Trump said. “That would take care of the farmers. It would
take care of some of the other things. It will also take care of a lot of
the banking needs.

“So we’re about, | would say, a little bit ahead of schedule, maybe a lot
ahead of schedule,” the president said, adding the deal would
“probably” be signed.




South China Morning Post SIGN IN/
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China Economy

Donald Trump, Xi Jinping set for November 17 meeting
in Chile to sign interim trade war deal: source

- Chinese President Xi Jinping and US President Donald Trump set to meet on the sidelines
of the Apec summit in Chile next month, a source says

- The two state leaders are expected to sign an interim trade deal ‘if everything goes
smoothly’

Zhou Xin
) Published: 8:00pm, 29 Oct, 2019 -
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Stay tuned and
stay active!

We need you!



