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Introduction

The Assembly Committee on Jobs, Economic Development, and the Economy (JEDE) is the policy committee within the California State Assembly responsible for reviewing legislation and providing oversight to the state's trade and foreign investment-related activities.   The Assembly Budget Subcommittee 4 on State Administration is the fiscal committee within the California State Assembly responsible for reviewing and making recommendations on the budgets of state agencies and other entities that provide programs and services related to trade and investment. 

Existing law, the California Trade and Investment Act of 2006, requires the policy and fiscal committees of each house of the Legislature to review and make recommendations on the preliminary California International Trade and Investment Strategy (Strategy), pursuant to Section 13996.55 of the Government Code.

The purpose of this paper is to provide background and identify trends to assist Members during their May 6, 2008, review of the Administration's preliminary Strategy.  A copy of the Strategy is included under Appendix A.  During this review, Members will have an opportunity to hear from the Business, Transportation, and Housing Agency (BT&H) on how the strategy was developed and their purpose in choosing certain actions to implement the goals and objectives.  Members will also hear from key stakeholder groups on how the priorities and recommended actions address how the state can best assist California businesses to be more competitive in the global economy.

For the purpose of this paper, the term "trade program" will be used to represent the final product which encompasses all of the state's policies, programs, services, actions, staffing, and other initiatives that will be used to enhance international trade and foreign investment activities in California. 

Possible Issues for Consideration

The Strategy is based on the findings and other research contained in a 2007 BT&H study, "Toward a California Trade and Investment Strategy – Potential Roles for the State in Global Market Development" (Study), which assessed California's global competitiveness and made recommendations on attracting foreign trade, gaps in necessary business services, workforce development, and infrastructure, among other areas.  A copy of the Study appears under Tab 3 of the hearing binder.  
During the course of the May 6, 2008, hearing, Members may wish to examine whether the preliminary Strategy sufficiently addresses:

· The future competitiveness of California and California businesses within the global economy.

· The need for educating and attracting a quality workforce. 

· California's current and future need to upgrade and modernize the state's transportation and goods movement system.
· The state's economic development needs and opportunities, particularly as they relate to innovation, research and development, and other technology commercialization areas.   
· Import and export opportunities and challenges for California's businesses, in general, and small and medium- sized businesses, in particular.

· California business interests within the context of federal and international trade agreements.
· Attraction of private investment capital to California, in general, and to emerging domestic markets, in particular.
In addition to addressing key issues, a successful Strategy will also need to have sufficient detail in its recommended actions as to provide for effective and efficient implementation.   Members may wish to examine the following questions as part of their evaluation the Strategy's ability to be implemented:
· Are there key areas or issues raised in the Study which are not addressed in the objectives and/or action items?
· Have the appropriate stakeholder groups been identified and has their participation been sufficiently leveraged?

· Are the timelines reasonable given the current budget and staffing constraints?
· Are the objectives and actions reasonably measurable?
· Does the Strategy meet its statutory requirements?
The complexity of the California economy and the changing global business environment makes the development of any Strategy such as this very challenging.  These challenges also underline why having an effective and implementable Strategy is so important.  

Organization of this Paper

This paper is organized into six sections.  The first section, drawing from information in the Study and other resources, provides background on California and the global economy.  The second section outlines and analyzes the proposed Strategy.  
The third section provides background on trade and economic development programs from a variety of states, including California's programs and services.  The fourth section describes government organizations related to international trade, including the World Trade Organization (WTO), the U.S. Trade Representative (USTR), and California's official point of contact for trade.  Collectively, the third and fourth sections also provide a specific cross reference between the background information and the goals, objectives and actions in the Strategy.  
The fifth section discusses the history of California's trade and investment programs, including a brief analysis of how California's trade program got to where it is today.  The sixth section provides a summary list of the proposed recommendations identified in other areas of the paper.
In addition, short, fact-packed lists and summaries of key information have also been winnowed down and included in the Appendix for easy reference including:

· Appendix A includes a copy of the Strategy.
· Appendix B has a list of key facts on California-Mexico trade.

· Appendix C has a list of key facts on California-Canada trade.

· Appendix D includes a summary of key legislation.

· Appendix E describes California's current trade and investment programs.

· Appendix F includes a survey on California's business climate.

· Appendix G compiles key reports and research on the impact of federal trade agreements on California.

· Appendix H has a copy of SB 1513 – the California International Trade and Investment Act (2006).

Section I – California and the Global Economy
As discussed earlier, the purpose of the Strategy is to better align the activities of the state to support California businesses and communities becoming more globally competitive.  This section provides general background on the California economy and how trade and investment issues may affect the state's economic future.  A variety of resources were used to prepare this Section, including the 2007 Study prepared by BT&H on international trade and foreign investment.

The California Economy

California is the eighth largest economy in the world with a state gross product of over $1.7 trillion.  As a global economy, international trade-related commerce represents approximately one-quarter of California's economy.  In 2006, exports of California goods and services totaled between $172 to $190 billion, including $128 billion in merchandise.  California-made exports directly account for about 8% of gross state product (GSP).  
California's significance in the global marketplace results from a variety of factors, including: its strategic west coast location, providing direct access to the growing  markets in Asia; its diverse regional economies; its large, ethnically diverse population, representing both a ready workforce and significant consumer base; its access to a wide variety of venture and other private capital; its broad base of small- and medium-sized businesses; and, its culture of innovation and entrepreneurship, particularly in the area of high technology. 

California's largest industry sector is trade, transportation, and utilities, which encompasses everything from major retail outlets, to import-export businesses, to transportation and warehousing.  Other major nongovernmental industries include professional and business services, educational and health services, and manufacturing.

California leads the nation in export-related jobs.  According to U.S. Department of Commerce estimates, for every one million dollars of increased trade activity, 11 new jobs are supported.  Workers in trade-related jobs earn on average 13% to 28% higher wages than the national average.  One-fifth of all manufacturing workers in California depend on exports for their jobs.  Manufacturing-based, export-related jobs account for approximately 5% of total private sector employment.  Besides the production and/or manufacturing of the product being exported, foreign trade results in numerous jobs related to port activity, wholesale trade, warehousing, and transportation.  
California Competitiveness

Innovation has long been the cornerstone of California's competitive edge.  Innovation, by its very nature, requires constant reassessment and very often reinvestment of public resources to maintain and enhance a creative environment where businesses and financial partnerships can constantly evolve.

In March 2008, JEDE undertook a survey of California's business climate.  Overall, JEDE found that the state's businesses experience higher costs than in many other areas of the nation, consistently ranking in the top 10 highest cost states.  However, the survey also found that even with those costs certain regions of the state remain highly competitive within the national and global marketplace.   A copy of the California business climate survey has been included in Appendix F.
As an example, a 2007 index developed by the Milken Institute and Greenstreet Partners found California metro areas hold four of the top 25 slots for areas that are best to create and sustain innovation-based jobs.  Top California locations include Riverside-San Bernardino (3rd), Bakersfield (17th), Vallejo-Fairfield (22nd), and Sacramento–Arden-Arcade–Roseville (25th).    

California has also consistently been a leader in attracting venture capital, although research shows that other states and regions in the world are beginning to close the gap.   A 2007 report, "Venture Impact:  The Economic Importance of Venture Capital Backed Companies in the U.S. Economy," had the following to report on California's venture position relative to the rest of the nation:
· Impact of Venture Capital:  Nationally, venture-backed companies contributed to 10 million jobs and $2.1 trillion in revenues in 2005.  California was the leader in revenues tied to venture-backed companies with $507 billion, followed by Texas ($274 billion), Washington ($127 billion), Pennsylvania ($113 billion), and Massachusetts ($112 billion).  
The states with the highest employment attributable to venture-backed companies were California (2.2 million jobs), Texas (1.1 million jobs), Pennsylvania (697,000 jobs), Massachusetts (640,000 jobs), and Georgia (604,000 jobs).
· Growth Rate of Venture-Backed Companies:  California had the 2nd highest growth in revenues attributed to venture-backed companies among 50 states during 2003-2005, growing 12.9%.  Other states with high growth rates for revenues include Connecticut (14.5%), Washington (12.6%), Illinois (12.3%), Texas (11.7%), Georgia (11.6%), and Minnesota (11.2%).

· Highest Venture Capital Investments by Region:  California had 4 of the top 18 regions in the nation for venture capital investments, including Silicon Valley (34.22%), San Diego (6.04%), Los Angeles/Orange County (3.62%), and Sacramento (0.7%).  Other top performing regions include New England (12.28%) and the Southeast (6.84%).

Another clear California strength is the state's academic-based research capacity.  In a 2006 survey, the University of California ranked 2nd with Caltech 3rd and Stanford 4th among all universities for biotechnology transfer.  MIT was ranked 1st and the University of Florida ranked 5th.  California also ranks 1st among 50 states for patents issued in 2006, when 25,043 total patents were granted.  Other top performing states include Texas (6,717 patents), New York (6,407 patents), Massachusetts (4,369 patents), and Michigan (4,179 patents).
However, the indexes reviewed by JEDE also identified areas of weakness that threaten California's long-term economic strength.  In particular, the JEDE survey found that the state will need to make long-term investments in infrastructure, K-12 education, and workforce development. If the state does not regain competitiveness in these areas, California's advantages in entrepreneurship, finance, and technology will erode.

The Study made similar findings, especially as they relate to the need to make improvements to infrastructure and workforce development.  More specifically, the Study found that any area where the state "cannot supply high-quality workers – at the right quantity – will tend to encourage industry to outsource, offshore, or move out of state."  The Study also recommended that the state would benefit from improved infrastructure investments including investments in broadband coverage, water infrastructure, energy generation and delivery, as well as road, rail, and port infrastructure.

The following subsections provide more detailed background on foreign investments in California, the different components of the state's export economy, and the role of diversity and infrastructure on the states long-term global competitiveness.

Investing in California

The U.S. is the largest recipient of foreign direct investment (FDI) in the world.  In 2007, the U.S. received $199 billion in FDI. California receives more FDI than any other state in the U.S.  

FDI impacts the California economy in many ways, some of which include assisting in the creation of jobs, boosting worker wages, increasing exports, bringing in new technology and skills, and generally strengthening the state's manufacturing base.  Measures of FDI are generally based on business operations by entities in the U.S. that have more than 10% foreign ownership.  FDI does not include investments in financial instruments, i.e. bonds.  State-level data does not include capital investment structures such as private equity.  Due to time constraints, the Study did not examine the impact of investments by institutional investors, such as state or global pension funds.
The California Chamber of Commerce estimates that over 542,000 California workers benefit from jobs with foreign-owned firms.  Foreign investment in California was responsible for 4.2% of the state's total private-industry employment in 2005.  California has had the highest level of employment in foreign-owned firms since at least 1997.  Along with employment, foreign owned firms own more property, plants, and equipment in California than any other state.

Europe is the largest source of FDI by value; however, Asian and Pacific Rim countries are also important and are becoming increasingly more important.  In 2003, leading sources of FDI in California were investors from the United Kingdom, Japan, Switzerland, Germany, and France.  Europe, in total, is the largest source of FDI in California.  Collectively, Asian Pacific countries have the second highest FDI in California with a higher proportion of manufacturing employment commercial property holdings than Europe.  

According to a study by the Public Policy Institute of California (PPIC), Asian-owned firms in California hold more commercial property than firms from any other region.  The largest share of foreign activity in California is in non-manufacturing industries.  Research by the PPIC found there has been a steady reduction of relative employment in foreign-owned manufacturing since the late 1970s.  In 1979, the peak year, nearly 57% of all California workers in foreign businesses worked in manufacturing.  This figure was down to 35% in 1999.  In 2005, manufacturing employment dropped to about 23% of the 123,900 total jobs related to FDI, the most recent year data is available.  Foreign-controlled companies accounted for 8.2% of total manufacturing employment in California in 2005.  

According to the Organization for International Investment, California ranks first in the U.S. in the number of employees supported by U.S. subsidiaries due to its proven track record as an attractive location for international employers.

Exports and the California Economy

If California were a country, it would be the 11th largest exporter in the world.  California's land and sea ports of entry serve as key international commercial gateways for products entering the U.S.  California exported $134 billion in goods in 2007, ranking only second to Texas with $168 billion in export goods.  
If the value of exported services was added to the value of goods exported, it is likely that California would rank first in the nation in total exports.  Exports from California accounted for more than 14% of total U.S. exports in goods, shipping to 222 foreign destinations in 2007.  Computers and electronic products were California's top exports in 2007, accounting for 32.6% of all state exports, or $43.7 billion.  

Mexico is California's top trading partner, receiving $18.3 billion in goods in 2007.  The state's second and third largest trading partners are Japan and Canada with $16.1 billion and $13.5 billion respectively.  Other top-ranking export destinations include China, South Korea, Taiwan, the United Kingdom, Hong Kong, Germany, and Singapore.  Appendix B and C include additional information on California-Mexico and California-Canada trade relations.
The state's largest growth market in terms of dollars is in China, where exports increased from $4.7 billion in 2001 to $7.9 billion in 2005.  During this same period, exports increased to Canada by $1.4 billion, Mexico by $1.4 billion, South Korea by $1.3 billion, and to Hong Kong by $967 million.

California's fastest growing significant market is Vietnam.  Exports to Vietnam increased 515% from 2001 to 2005.  Other major expanding markets for California products include:  the United Arab Emirates (up 405%), India (up 111%), Israel (up 78%), and Chile (up 78%), during the same five-year period.
Small Businesses and the California Export Economy

Small and medium-sized businesses are an important part of California's export economy.  Of the almost 51,400 companies that exported goods from California in 2005, 95% were small and medium-sized enterprises (SME) with fewer than 500 employees.  These SMEs generated nearly half (43%) of California's exports in 2005.  Nationally, SMEs represented only 29% of total exports.  Again, these numbers include the export of only goods and not services.
According to the U.S. Department of Commerce, evidence shows that exporting SMEs could sharply increase exports by adding new markets.  Nearly three-fifths (59%) of SME exporters posted sales in only one country in 2004.  For large firms, more than half (53%) exported to five or more foreign markets during the same period.

The Study found that SMEs in California were crucial to both the state's international competitiveness and were also an important means for dispersing the positive economic impacts of trade within the California economy.

Services and the California Export Economy

Employment in service industries comprises approximately half of all California employment.  As noted above, the value of the state's export services was at least $45 billion in 2004 and could be as high as $50 billion in 2006.

According to research included in the Study, it is expected that California holds a very dominant position within the U.S. service exports, particularly in the areas of:

· Research

· Development and testing 

· Royalties from books, software, records and tapes

· Air freight

· Information and entertainment services 

· Accounting

· Agricultural services

· International travel and tourism
Key emerging areas for California businesses included educational services for foreign students and professionals; energy; architecture and design services; logistics; software and IT services; finance, banking, and insurance; legal services; and travel and tourism.

Manufacturing and Export Development

Manufacturing is California’s most export-intensive activity.  Overall, manufacturing exports represent 9.4% of California’s GSP, and computers and electronic products constitute 54.3% of the state’s total manufacturing exports.  More than one-fourth (26.3%) of all manufacturing workers in California directly depend on exports for their jobs.  

Manufacturing industries are also among the highest investors in research and development in the nation.  This is very important for an economy whose competitive edge is dependent on innovation and productivity.
Manufacturing employs 1.9 million workers in California and ranks fourth in the nation relative to wages, with an average annual wage of $54,600 compared to the national average of $11,200.  Jobs in computers and machinery pay even higher annual wages, over $102,000 in California.  Based on the direct effect multiplier for manufacturing, California’s 1.9 million manufacturing workers created an additional 3.8 million jobs in non-manufacturing industries in 2001.

Manufacturing in California, however, faces many challenges maintaining global and domestic competitiveness, including providing a skilled workforce to support the changing needs of manufacturing and goods movement, and maintaining cost-effective productivity in the face of lower safety and wage standards in emerging markets.  Since December 2000, California has lost 342,000 manufacturing jobs to other states and countries.  According to the Legislative Analyst's Office, this decline, in part, reflects major reductions in the high-tech jobs sector lost in 2001 and 2002.

From 2003-2005, the California Workforce Investment Board (CWIB), in conjunction with the California Economic Strategies Panel, assessed the manufacturing base of California's five most urban areas, including Greater Sacramento, Bay Area, San Joaquin Valley, Southern California, and the San Diego Border region.  The study, "Logistics and Manufacturing Value Chains: Meeting the Workforce and Infrastructure Demands of a "Real Time' Economy," (Logistics Study) included a focused examination of the role of logistics in stimulating growth in manufacturing.  

Most significantly, the Logistics Study noted that manufacturing is rapidly changing from simply the production of goods into an integrated supply chain uniquely characterized by continual design and innovation improvements being carried out at varying production sites connected by an increasingly high tech logistical system.   

For California, this shift in the manufacturing model has resulted in a decline in the actual number of production jobs and an increase in employment opportunities in design and logistics to support this new value chain of interdependent business functions.  

In California, logistics added 73,000 jobs between 1990 and 2003.  Total employment related to logistics in 2003 was 390,506, paying an average yearly wage rate of $42,475.   California's growth in logistics (25%) outpaced growth in the same sector nationally (20%).  Logistics in California includes four sub-sectors:  transportation services, logistical support, warehousing and storage, and supply chain management.

The California Employment Development Department (EDD) anticipates growth in logistics occupations.  For example, in the area of transportation and materials moving, which represents 45% of the current logistics workforce, EDD estimates an additional 156,000 new jobs between 2002 and 2012.  This projected growth is expected across all skill levels – from entry to higher skill-levels.  Unfortunately, only a handful of California colleges and universities offer training in logistics and funding for logistics training has remained fragmented. 

Goods Movement

Globally, California shipped $134 billion in goods to 224 foreign destinations in 2007.  The state's three major container ports, Long Beach, Los Angeles, and Oakland, carry more than 40% of the nation's total container cargo volume.  Even with these impressive volumes of products moved, California's trade infrastructure is old, in need of rehabilitation, expansion, and updating.  It is a challenge that is both substantial and immediate.

Containerization, just-in-time delivery, package express, and e-commerce are having significant impacts on transportation and supply chain management.  In the early years, globalization benefited from cheap transportation costs and increased access to telecommunications.  Today, transportation costs are rising, long term access to oil is being questioned, and global markets are shifting.  Companies and manufacturers are moving to China and India not only because it is perceived to be cheaper, but because the middle class in these countries is growing and creating its own new market for products and services.

For California, expanded supply chains for manufacturing and product distribution have resulted in congested ports, where cargo ships are often delayed for extended periods of time waiting to unload.  Truck access is often cited for the delays.  At international airports, truck access is also a problem, and expansion of major airports is severely limited by urbanization, ground access, air quality impacts, and local opposition.

Along the Mexico-California border, goods movement traffic has increased dramatically since the passage of the North American Free Trade Agreement (NAFTA).  Approximately 98% of California's trade with Mexico is transported by truck.  Congestion at the border is consistently an issue.

Improving California's ability to move products has repeatedly been a top legislative priority.  In 2000, the Legislature passed the Traffic Congestion Relief Program (TCRP), which authorized nearly $8 billion in infrastructure improvements to ease congestion and increase mobility.  At the time, the TCRP was the single largest infrastructure investment in the state's history.  Among key trade-related projects to receive TCRP funding were grade improvements to the Alameda East Corridor, considered the gateway to the Los Angeles and Long Beach Ports, and installation of freeway access to the Otay Mesa border crossing at the California and Mexico border.  Due to extreme revenue reversals in 2003 and 2004, many of the projects proposed in the TCRP were not funded.

In May 2006, the Legislature, again, approved a $3.1 billion infrastructure financing package.  SB 1266 (Perata) placed an $18.925 million transportation and infrastructure bond on the November 2006 ballot.  Mobility improvements covered under the bond include $4.5 billion for high-priority corridors, $2 billion for trade corridor infrastructure, and $1 billion for improvements along Highway 99.

California's top priority global gateways include:

· Major seaports at Long Beach, Los Angeles, Oakland, Point Hueneme, Sacramento, and Stockton;

· Otay Mesa and Calexico border crossings;

· Key interstate and state highways, including, but not limited to I-5, I-15, I-40, I-80, I-405, I-710, and CA-152;

· Burlington Northern Santa Fe Railway and the Union Pacific Railroad; and,

· Major airports, including Los Angeles, San Francisco, and Ontario.

The 2006 Phase I Goods Movement Action Plan, developed jointly by BT&H and the California Environmental Protection Agency (CalEPA), identified over $47 billion of prospective infrastructure projects for improving and expanding California's four principal goods movement corridors:  Central Valley Region, Los Angeles/Riverside Region, Bay Area Region, and the San Diego/Border Region.  

The January 2007 Phase II Goods Movement Action Plan (Phase II Plan) includes $15 billion of the Administration's $222 billion Strategic Growth Plan that addresses a wide variety of infrastructure needs, including transportation, education, flood control and water supply, public safety, and public service infrastructure.  The Phase II Plan notes that even with full use of the 2006 bond proceeds and aggressive pursuit of federal funding other resources of upwards of $20 billion will be necessary to meet the state's goods movement needs.  

The Administration proposes private sector participation through equity investment financial instruments to help close this gap.  To date, expansion of public-private partnerships on infrastructure development have been controversial.  
California's Diverse Population

California's diverse population is a trade and investment advantage.  Due to strong past 

in-migration from other nations, more than one-in-four of California's current residents (9.5 million people) were born outside the U.S., compared to just over one-in-ten nationally. 

About half of foreign-born Californians are from Latin America, and another third are from Asia.  Net foreign in-migration currently totals approximately 200,000 persons annually.  This represents nearly 40% of California's annual population growth.  For many immigrant groups, California represents the single largest gathering of their brethren outside their native lands.  

The Study found that California's economic and social diversity uniquely positioned the state as a preferred partner for certain regions around the world.  Regionally, 36% of the population in Los Angeles is foreign born, as is 27% of the Bay Area.   It is estimated that 40% of the entrepreneurs in the Silicon Valley are foreign born.

New globally-based models for innovation and technology have brought great changes in how world economies work, and California's dominance as a center of innovation is being challenged.

The newly emerging economies of China, India, and Singapore, just to name a few, have been and are committed to continuing massive investments in research and development to become leaders in innovation and not merely "copycat" economies. Further, because of the speed with which these economies are growing and the wealth of funds that they can commit to the development of new technologies and industry cluster growth, one Massachusetts Institute of Technology (MIT) report states, "It is not out of the question that they may soon be able to 'leapfrog' developed centers of innovation with new innovations of their own."

While these dynamics pose challenges to current leading technology centers, they also offer California new opportunities for collaboration and cooperation.  The state's diversity could be a crucial component to successful global collaboration.  The state is already engaged in academic and research partnerships with China, Canada, and Iceland on renewable energy and other technologies.  The University of California at San Diego has a multi-year manufacturing initiative with Mexico supporting economic growth on both sides of the border.  

These types of partnership efforts, however, have not yet been brought forward into a broader economic development framework and are too often treated as one-off initiatives.  Enormous potential exists in research, development, and product manufacturing by capitalizing on cross-border initiatives if California can successfully transition to the new and more highly connected economic world of the 21st Century.
Concluding Comments
The Study found that California was well positioned to be a "preferred partner" for global engagements, particularly as they relate to technology.  The Study recommended that this was an important role for California government and that by fostering these partnerships it would help sustain California's leadership role in the global economy.   

Section II – Defining California's New Trade Strategy
This section outlines the Administration's preliminary Strategy, including background on its development, content, and identification of areas that may still need to be addressed.
Development of the State's Trade Program
In 2006, the Legislature and the Governor began collaborating on how to develop a new international trade and investment program, which ultimately led to the enactment of SB 1513 (Romero and Figueroa), Chapter 663, Statutes of 2006.  Information on how this collaborative effort came about and the troubles that preceded it are described in Section V – History of California's Trade and Investment Program.   Pursuant to existing law, development of the state's new trade program has five steps:
1. BT&H prepares the international trade and investment study on where California fits within the overall global economy and evaluates how the state could help California businesses be more competitive in the global economy.

2. Based on the Study, BT&H prepares a preliminary international trade and investment strategy to guide future international trade and investment activities and funding.

3. The policy and fiscal committees of the Legislature are required to publicly review the Strategy and provide comments to BT&H prior to the strategy becoming final.

4. The final Strategy is published and forms the foundation for all future BT&H international trade and investment activities.

5. BT&H regularly reports on the funding and programmatic implementation of the Strategy.

To date, BT&H has completed steps one and two by preparing both the Study and the preliminary Strategy.  A hearing has been scheduled to meet the legislative review requirements of step three.   JEDE Committee Members have also introduced AB 3046, currently pending in Assembly Committee on Appropriations, which implements the new organizational structure recommended in the Study.  The Administration will offer its first budget proposal related to the Strategy in conjunction with its submittal of the 2009-10 Budget.
Overview of the Trade and Investment Study

Existing law requires BT&H to provide the Legislature by October 2007 with a study on the role of the state in advancing foreign trade and investment opportunities for California businesses.  To assist in this effort, a statewide business partnership is required to be established to advise BT&H on the needs and priorities of businesses.  This information is to be used not only in the development of the study, but also in the preparation of the Strategy and on other trade and investment activities as BT&H determines appropriate.

In December 2007, BT&H submitted to the Legislature the required study.  The Study found that California's comparative strengths include its economic diversity, the diversity of its people, and the depth of its R&D capacity.  Further, the Study found that the state was uniquely positioned to be a preferred global partner of certain regions of the world, particularly those interested in innovation, science, and technology.  
The Study specifically examined at California's regional economies and identified the state's core and emerging industry clusters.
Primary industry clusters include:  

· Professional business and information services (30% of the economy)

· Diversified manufacturing (17%)

· Wholesale trade and transportation (18%)

· High-tech manufacturing (7%)
Emerging industry clusters include:

· Life science and services
· Value-added supply chain manufacturing and logistics

· Cleantech and renewable energy

· Nanotechnology

While California is doing a number of things right, the Study also found that the state still faces significant challenges from offshoring, the global redistribution of manufacturing and services, and growing talent pools in other countries.  The Study also recommended that special attention be paid to the needs of agriculture and the service industries.  Several specific concerns raised in the Study related to the following:
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· Current deficiencies in workforce investment and infrastructure development.

· Impact of global trade arrangements on California businesses.

· Increased competition for foreign investment from other cities, states, and countries.

In addition to identifying California's strengths and weaknesses, the Study also made a number of recommendations on how the new international trade and investment program should be structured.   As noted earlier, AB 3046 advances the following structural recommendations from the Study:

· Establish, within the Office of the Undersecretary for International Trade, a senior-level core staff group to address trade development, investment development, and intergovernmental and regulatory affairs.

· Provide a process for the trade and foreign investment considerations to be incorporated into key public policy discussions, such as infrastructure, workforce development, and the state's business climate.

· Establish an intra-governmental coordinating body.

· Establish the trade and investment strategy and the institutional capacity to deliver it prior to the consideration of Foreign Offices.

· Prioritize investment attraction and making California a "preferred partner" for foreign investors.  
The Study also recommended that the Strategy be finalized and the administrative structure be in place to address the broader trade priorities in the Strategy prior to the consideration of establishing a foreign trade office.   

The Governor underscored this position when he vetoed SB 515 (Scott) of 2007, which would have extended the term of the Armenia Foreign Trade Office until January 1, 2010.  In his veto message, the Governor wrote that the state's involvement in the foreign trade offices should be determined by the process set forth in SB 1513, which requires, among other items, legislative approval of an oversight and management strategy prior to the opening of any offices.

Overview of the Trade and Investment Strategy

The purpose of the Study and Strategy is to guide future activities and financial investments of the state related to international trade and investment.  Structurally, the Strategy is required to include the policy goals, objectives, and recommendations necessary to implement a comprehensive international trade and investment program for the State of California.  Recommendations in the Strategy are required to prioritized, measurable, and include funding options.
In March of 2008, BT&H submitted the preliminary Strategy to the Legislature for its consideration.  Existing law requires the Legislature to review the preliminary Strategy and make recommendations to the Administration within 60 days of it being submitted to the Legislature.

In developing its preliminary Strategy, the Administration proposes that the overarching policy of the Strategy should be to increase jobs by promoting the export of California products and services, while also promoting foreign direct investment.  In order to achieve this policy goal, five primary objectives have been identified.  

· Objective 1:  Leverage existing services to provide export assistance to companies in prioritized industry clusters;

· Objective 2:  Develop a foreign direct investment program;

· Objective 3:  Promote and leverage the California brand;

· Objective 4:  Monitor and engage the federal government in regards to U.S. trade policy; and,
· Objective 5:  Integrate international trade and investment into the state’s overall economic development strategy.  
The following subsections review the objectives, action items, priorities, and measurement methodologies proposed in the preliminary Strategy.  A copy of the Strategy has been included in Appendix A.
Objective 1 - Leverage Existing Trade Promotion Services
The Strategy proposes to leverage existing trade promotion resources in a manner that fulfils the needs of SMEs with a primary emphasis on the prioritized industries, although services would be available for all California companies.

· Action 1 (priority one):  Expand the California Trade Partnership, the statutorily mandated business partnership, to improve coordination with external partners. Selected actions include, but are not limited to:

· Diversifying the membership of the Partnership.

· Establishing a new committee structure with distinct teams focusing on export services, investment, and policy.  

· Develop a directory of subject matter experts in recognized partner organizations to address the need for industry and country expertise in prioritized areas.

· Action 2 (priority one):  Enter into a memorandum of understanding (MOU) between BT&H and the California Community College System’s Centers for International Trade Development (CITD’s) to, among other items:

· Facilitate international promotion activities.

· Provide export and import training and consultations to companies.

· Generate a comprehensive web-based set of resources on export development services.
· Assist BT&H with information and statistics for an annual report on trends in international trade and foreign investment.  
· Action 3 (priority two):  Work with U.S. Department of Commerce Foreign Commercial Service and Export Assistance Centers to promote export services including access to overseas offices and domestic subject matter experts.

Analysis and Recommendations

Leveraging existing trade promotion resources is important.  There is clearly no need for each state agency and/or department to provide its own program.  In developing an implementation strategy it may be useful to first establish a specific list of priority industry clusters and countries which are either dominant in these fields, biggest markets for California exports, and/or markets with the greatest potential for California exports.  Once industry clusters are identified, many of the other recommended actions from throughout the Strategy will more naturally follow.  
It may also be useful to clarify that the "comprehensive set of export services" the CITD is going to develop is actually a directory of federal, state, and international resources that could reasonably be accessed by California businesses and not the aggregation of the resources themselves.   

Finally, Action 3 could be modified to require BT&H enter into an MOU with the U.S. Commercial Service for the purpose of increasing California businesses access to federal services.  Alternatively, Action 3 could be modified to more generally call for improving California businesses access to existing federal, state, and even global trade- and investment-related programs and services. While this second suggestion would require a slight reorganization of some of the proposed activities it may more concretely align with the overall purpose of Objective 1.    
Objective 2 – Develop a Foreign Direct Investment Program 

The Strategy proposes that a targeted foreign investment strategy be developed and recommends prioritizing Greenfield investment.  Greenfield development refers to development that is entirely new, such as a new manufacturing facility.    
· Action 1 (priority one):  Consider relocating the California Business Investment Services (CalBIS) from the California Labor and Workforce Development Agency to BT&H in order to better coordinate California’s investment services and integrate them into the state’s overarching economic development strategy. 

· Action 2 (priority two):  Working with key stakeholder groups, develop an investment attraction strategy focusing on core and emerging California industry clusters, and on leveraging assets, such as research institutions.

· Action 3 (priority three):  Host incoming foreign delegations in order to promote California products and services, encourage foreign investment, and expand cultural and educational ties.

Analysis and Recommendations

Maintaining and increasing FDI is extremely important to the California economy, representing nearly $200 billion in new investments in 2007.  This objective correctly identifies the opportunities for leveraging federal resources and the strong alignment between California's technology- and innovation-based economy with FDI.

With California's limited experience in systematically attracting FDI, it may be useful to not presuppose a priority for FDI strategy, such as Greenfield development.  It may be more effective to target attracting foreign private equity funds to invest in California or encouraging cross-border business and academic partnerships focused on commercialization of emerging technologies.  The priorities, if any, may best be set as part of the process for developing an FDI strategy.
Given the current condition of the state budget, it may not be a top priority to assess whether CalBIS should be relocated.  This may be a good follow-up step for after the FDI strategy is complete.  Conceptually, there may be a better argument and potential funding options available for the relocation of this state program once a comprehensive strategy is in place.

The FDI program should also leverage and enhance the skills and relationships that are inherent in California's diverse population.  As discussed in the Study and expanded upon in this paper, diversity is a growing issue within capital markets and California has a clear comparative advantage in this area.
It may also be useful to expand the stakeholders engaged in the implementation of the FDI strategy to include the University of California and other world class research facilities, venture and other private equity capital organizations, global development organizations, and industry trade associations from core and emerging industry clusters. The new global landscape of innovation is built upon partnerships and long-term relationships across geographic boundaries.  These suggested new actions could be effective in assisting California companies and universities to remain at the forefront of global innovation.   

Finally, development of the FDI strategy may also benefit from an investor and business advisory group convened just for this purpose and then disbanded after its completion.  Having direct access to industry and finance professionals could help in drafting, as well as promotion and implementation of the final product.

Objective 3 - Promote and Leverage the California Brand

The preliminary strategy proposes that BT&H work with the California Travel and Tourism Commission and the California Department of Food and Agriculture to plan trade missions and trade shows, as well as develop a prominent California web presence. 

· Action 1 and 2 (priority two):  Conduct trade missions and trade shows to promote California products and services and encourage foreign investment in prioritized industries with a focus on SMEs.

· Action 3 (priority two):  Establish a prominent California web presence as a link between state services, domestic and overseas partners, client companies, and the media.   
Analysis and Recommendations

This objective is well focused on California's small businesses and leverages activities which are already planned or would otherwise take place in the absence of the Strategy.  In moving forward with a strong California brand campaign, it may be useful to more clearly define how, what, and by whom the brand will be promoted.  Is the idea of a high-quality and innovative lifestyle the California brand or is it the laid-back surfer image?  As the new trade and investment program is being established, an additional recommended action on these issues could be valuable.   
Objective 4:  Engage the Federal Government on U.S. Trade Policy

The preliminary strategy proposes BT&H advance California’s interests in international trade policies with the USTR, engage the California Chamber as an advisory body, and join the State International Development Organization.  More specifically, the Strategy calls for:
· Action 1 (priority one):  Actively monitor and articulate California’s interests in international trade policies including participation in the Office of the USTR's Intergovernmental Policy Advisory Committee and work with the Governor’s Washington D.C. Office to further California’s presence at the federal level.  

· Action 2 (priority two):   Engage the California Chamber of Commerce’s Council for International Trade as an advisory body on trade and investment policy through attendance at their meetings and informal discussions with their members.
· Action 3 (priority three):  Join the State International Development Organizations, which would allow California to learn and share best practices with other member states and international trade officers, collaborate on regional trade events and participate in joint advocacy programs.

Analysis and Recommendations

Implementation of this objective would break new ground for California's trade and investment program.  California has not, in recent years, had a fully mature policy on advocating for California businesses before federal trade representatives.  
Historically, these activities have been done, if at all, on an ad hoc basis.  Effectively implementing this objective should be of great assistance to California businesses by reinforcing their industry association activities.

The Study specifically highlighted several areas where California business needed assistance, including federal actions that affect agriculture and services.  As a specialty-crop state, many of the farm bill programs have minimal benefit for the state's agricultural economy.  The Study suggested that California support initiatives that reduce domestic farm subsidies in return for lower tariffs.  Further, the Study recommended that California, at a minimum, begin assessing the impact of free trade agreements on California businesses.

Unlike many other states, California has an ever increasing proportion of service-related businesses and industries.  It is estimated that California exported $45 billion in services in 2004.  Initially, offshoring typically included manufacturing or low-wage call centers.  Today, however, the composition of international trade-related services is moving toward higher skills including technical, legal, financial, and management consulting businesses.  

It may be useful to engage a broader group of stakeholders in implementing this highly technical area of trade and investment activities.  Stakeholders to consider include universities, the State Bar Association, trade associations, and foundations and think tanks.  It will be important that evolving global business practices are not inhibited due to out-of-touch trade agreements.
Finally, SB 1513 also required a new level of coordination between the Administration and the Legislature relating to the sharing of information from the USTR on international trade agreements.  This Objective should be enhanced to include how those statutory requirements will be met.

Objective 5 - Integrate Trade and Investment into State’s Economic Strategy.  

The preliminary Strategy proposes integrating international trade into the state's overall economic activities.
· Action 1 (priority one):  Add international trade discussions to the California Economic Development Partnership.   
· Action 2 (priority one):  Establish an intra-governmental coordinating body modeled on the federal government’s Trade Policy Coordinating Committee and chaired by the Undersecretary for International Trade, to facilitate coordination at the staff level between state agencies with trade and investment-related responsibilities. 

Analysis and Recommendations

The Strategy emphasizes the need for the state economic development plan to be comprehensive and implemented across all programs and agencies.  Section III of this paper includes an extended discussion of state economic development programs that could benefit from better coordination on program delivery.  Historically, the state has been challenged in coordinating its programs.  "Silo thinking" has plagued program deliveries even before the demise of the California Technology, Trade and Commerce Agency in 2003.

Most recently, in March of 2007, JEDE and the Budget Subcommittee 4 on State Administration held a joint hearing to examine the state's workforce investment and economic development programs. A copy of the white paper prepared for the hearing, California's Economic Development Programs:  Meeting the Challenges of Today's Economy, may be found at www.assembly.ca.gov under JEDE in the Committee Directory.

The white paper reported that existing economic and workforce development policies and programs in California are fragmented.  And, that these fragmented policies and programs have resulted in local community developers having to package increasingly complex deals that blend multiple funding sources without necessarily adding any additional value to the project.   

The white paper concluded that the state needs a more comprehensive and streamlined approach to economic and workforce development to reduce unnecessary administrative burdens while increasing program dollars for project delivery.  Recommendations from the hearing include, but are not limited to, the following actions:

· Develop a state policy and strategy for attracting private investment in California's emerging domestic markets which is integrated into the state economic development plan and the pending state international trade policy and strategy.

· Streamline state regulatory, licensing, and permitting requirements for small business and microenterprise start-ups.

· Begin a dialogue with the private sector on how to encourage the development of products to meet the state's greenhouse gas emission reduction targets.

· Develop an integrated strategy on the delivery of state and local workforce and economic development programs to provide skilled workers for emerging industries, such as cleantech, and to meet the workforce demands of emerging economic trends, such as the manufacturing value chain.
The Strategy already addresses several of these recommendations.  One area not addressed and one that is raised in the trade Study is that of regulatory reform.  It may be appropriate to include actions under Objective 5 related to streamlining the regulatory process to support small and emerging business development.  In the fall 2008, the Office of the Small Business Advocate will release a report on the cost of regulation of businesses [AB 2330 (Arambula), Chapter 232, Statutes of 2006].  California will be the first state in the nation to prepare such a report.  With this information, state regulators could, through these new collaborative relationships, streamline regulations.

 A more positive regulatory environment that meets the same policy standards but does not place unnecessary burdens on small business, could be a very strong comparative advantage in attracting FDI and helping existing California businesses compete in the global economy.
Overall Comments

Developing an outcome oriented strategy can be very challenging, especially when resources are tight and will likely remain so in the next two fiscal years.  Overall, the preliminary Strategy is sound and generally meets the requirements of its related statute.

There are, however, several areas that the Committee may wish to explore with BT&H and potentially make recommendations.  The first two areas relate to implementation of the Strategy and the third relates to areas that most likely need to be covered.
Add and Upgrade Measurements

A number of the recommended actions will need to be modified so that they can more easily be measured.  In most cases, the number of target events or percentage of increased activities can be easily added.  In other cases, the action item would need to be revised so that it defines a specific action, such as an agreement is signed rather than stating interaction will be ongoing.  
In other cases, the recommended action does not have any proposed measurement and, instead, states that no traditional measurements are available and that BT&H is continuing to search for reasonable measures.  This is clearly a place where Committee Members and legislative staff may be helpful.

Adding to the measurement challenge is the lack of baselines for current activities.   As an example, the Strategy proposes that BT&H enter into an MOU with the California Community College System's CITDs to help provide technical assistance and consultation to businesses.  As this is currently the core business of the CITDs, without a baseline measure, it will be difficult to measure the value the MOU added to the CITD's overall program.

When there are multiple priorities being proposed, being more specific on what is required to be successful can be very helpful in ensuring that activities are actually undertaken, or purposefully postponed, until real resources can be applied.

The study also recommends the use of an independent audit of the program's performance, which could be useful given the history of the program and the need to demonstrate specific results for drawing sufficient levels of ongoing funding.

Finally, although existing law does not require an annual report on the implementation of the strategy, Members may wish to add one.
Clarify the Role of Local Economic Developers

The Strategy does a good job of idenitifing many of the key state- and national-level stakeholders.  The Strategy does, however, lack any specific connection to activities at the local level except those taken through the CITD network.  
As California is a global economy and the international trade model put forward in this Strategy is based on enhancing industry clusters, it would be beneficial to more closely link the Strategy with the economic development activities of local and regional governments.  Members may wish to consider modifying the recommended actions to include specific roles for industry trade associations and local and regional economic development organizations.

Expand Strategy to Address Other Priority Areas

There are several areas that have not been addressed in the Strategy, which were identified in statute and effectively addressed in the Study, including workforce development, infrastructure, and imports.  Several sections of this paper discuss the importance of these areas.  While the Undersecretary for International Trade and Foreign Investment (UITFI) is not the lead government official for these two policy areas, their office and the Strategy should reflect the significant importance of workforce development, infrastructure, and imports within California's overall global competitiveness.

As discussed earlier, the purpose of the Study and Strategy is intended to guide and coordinate future activities and expenditures of the state related to trade and foreign investments.  By not specifically including these areas within the Strategy, the document reinforces the silo thinking that has historically weakened the state's comparative advantage.  

As an example, the UITFI could contribute expertise and key contacts on foreign market development and skill sets necessary to be successful globally.  Other suggestions may include maximizing the relationships with foreign student and/or entrepreneurship organizations on California university campuses.  These types of activities could help U.S. students be more globally competitive and help retain foreign students who have come to California for the state's world class higher education system.  Contributing to the effort to prepare California students and workers to be globally competitive is entirely consistent with the primary mission of the Strategy, i.e. creating high-quality jobs.
Imports are also very important to the California economy.  One of California's comparative advantages is the size and diversity of the market.  According to the Study, 84% of waterborne trade through California was due to imports in 2006.  Further, new global business models call for expanded cross-border supply chains.  Finally, imports for the California market or for other markets across the nation have significant job and infrastructure impacts on the state. 

It is suggested that the Members explore the areas of imports and workforce and infrastructure development with the Administration for the purpose of developing mutually acceptable recommended actions.   
The Path Forward

Following the finalization of the Strategy, BT&H is authorized to move forward on its implementation.  According to the Strategy, the Administration plans to consider and include a budget proposal on the Strategy in its 2009-10 budget.

The JEDE Committee has introduced AB 3046, which would implement the organizational framework proposed by the Administration in the Study.  Reflecting the state's current budget constraints, AB 3046 does not set any specific timeline for the implementation of the bill.

If the Administration has finalized the Strategy by the close of the year, in March 2009, BT&H is required to report, and annually thereafter, on how the Strategy would be implemented in the Governor's proposed budget.  Should BT&H fail to make such a report, the State Controller is directed to stop all funding for international trade and foreign investment activities.
Besides monitoring the fiscal side of the Strategy, the Legislature will also have the ability to review the implementation of the Strategy.  As discussed above, the Strategy has been developed in such a way that it can easily be monitored and assessed.

Existing law also requires that the statewide business partnership remain in place to advise BT&H on the implementation of the Strategy.  Also, the Study and the Strategy must be updated no less than every five years in order to remain relevant in the ever-changing global economy.
Section III – State Trade and Investment Programs

As California looks to develop new trade activities within state government, it is important to evaluate the ways other states operate trade promotion programs.  This section provides information on state and national trade and investment programs, with a special emphasis on California's programs.  
With the demise of the TTCA in 2003, numerous trade related programs and services were eliminated.  Today, California still offers some assistance to business interested in opening new markets for their products; however the state has no comprehensive economic strategy, nor a specific strategy for attracting private capital from other areas in the world.  In general, business services are provided through broader focused business assistance programs administered through an array of government entities.
Trade and Investment Programs in Other States

In most states, a division within that state’s commerce department or economic development agency runs trade promotion and foreign investment recruitment programs.  While specific services vary, most states provide export-related counseling; trade exhibitions and catalog shows; trade missions; agent/distributor searches; and, seminars, workshops, and classes.  This subsection includes information from the Study and other resources on programs and services being utilized for trade and investment activities.  
In developing the Study, BT&H used three methods for soliciting information on the trade activities of other states including a formal survey of state trade directors, an extensive World Bank survey of national export promotion agencies, and direct interviews of selected state officials.  Their findings are summarized below:
· Competition from other states is strong.  With the closure of the TTCA, California remains the only state in the nation without a broad-based international trade and investment development program.

· Other states and countries are implementing significant foreign investments, R&D and innovation growth initiatives.

· The most successful programs include both public and private funding.  A handful of states have active public private entities, with Florida being the most advanced.

· Assisting larger businesses, rather than small businesses, seems to have the largest impact on export sales.

· Foreign Offices are popular, but contract or partner offices are being used to reduce costs.

· Establishing measurements is very important and must recognize that international deals can take 12 to 24 months to come to fruition.

The following are highlights of some of the activities of state trade programs which have contributed to trade promotion.

New Mexico - The International Trade Division, housed within the New Mexico Economic Development Department, offers export assistance, consultations on business practices, and general knowledge in doing business internationally.  Specifically, the Division hosts trade missions at low costs and provides information regarding overseas trade exhibitions.  The Division also offers services in Japan and Israel through their overseas trade offices that help identify target markets, maneuver the local environment, and provide linguistic support.  The New Mexico Economic Development Department also partners with the U.S. Export Assistance Centers, which is a part of an international network of global professionals offering services through 100 offices in the U.S. and in more than 80 countries.

New York - The Empire State Development Department (ESD) is New York's lead economic development agency, and offers a range of export assistance services to increase international sales.  Specifically, ESD offers export counseling, market location assistance services, export market execution services, assistance with trade shows and missions, and services through trade offices located in Canada, Mexico, China (three offices), South America (Brazil and Chile), Europe (United Kingdom), Japan, Israel, and South Africa.  Staff within the ESD also monitor international trade negotiations, provide related information to various departments within state government, and provide recommendations to the USTR.  Budget was increased in 2008 from $1 million for overseas offices, minus staffing, to $3.5 million.
Oklahoma - The Oklahoma Department of Commerce works to strengthen the state's economy through business assistance in exporting and attracting foreign investment.  The Department also provides one-on-one counseling to businesses looking to expand into global markets.  The Department supports businesses with basic exporting information and tools, workshops and seminars, referrals for financial and governmental assistance, market research, and protocol issues.   Oklahoma also offers assistance through their foreign trade offices in the Middle East, Southeast Asia, China, and Mexico.
Texas - The International Business and Recruitment (IBR) Program within the Governor’s Office of Economic Development and Tourism is designed to help Texas companies expand into foreign markets and to assist in recruiting foreign companies to Texas.  The IBR offers Texas companies trade missions, trade shows, seminars, and inbound buyer missions.  Several counseling programs are available through the International Small Business Development Centers and partnerships with the U.S. Department of Commerce Export Assistance Centers.
Washington - The Washington Department of Community, Trade and Economic Development houses the International Trade Division, which provides export promotion services, including information on how to start an export business, how to grow export sales, how to research international markets, and find overseas buyers.  Washington oversees 10 trade offices in China (3), EU (2), Taiwan, Japan, Mexico, and South Korea.  Further, Washington has created a statutory position on trade within the Governor’s office; this individual monitors trade negotiations, reports to various state agencies and departments, and provides recommendations to the U.S. Foreign Trade Representative.

In addition to state-run trade divisions, many states have enlisted in regional groups, which seek to strengthen state and regional economic competitiveness in the global marketplace by sharing trade development information, jointly promoting regional products, and collectively advocating for federal trade promotion programs and policies which will benefit the region. An example is the Council of Great Lakes Governors.

The Council of Great Lakes Governors (CGLG) encourages and facilitates environmentally responsible economic growth through a cooperative effort between the public and private sectors among the eight Great Lakes States and with Ontario and Québec.  Through the CGLG, Governors work collectively to ensure that the entire Great Lakes region is both economically sound and environmentally conscious in addressing today's problems and tomorrow's challenges.  There are currently six overseas CGLG shared trade offices including Sydney, Australia; São Paulo, Brazil; Toronto, Canada; Santiago, Chile; Shanghai, China; and, Johannesburg, South Africa.
As part of its review, the Study examined state budgets for international trade promotion.  In 2006, state promotion budgets ranged from Nebraska's $315,000 budget to $20.7 million budgeted in Pennsylvania.  The mean state budget expenditure was over $2.5 million and the median budget was $1.6 million.  Based on export promotion budgets from all OECD (developed nations) countries, the median budget was 0.08% of total exports.  The Study reports that if California used 0.08% of exports, the state's budget would be approximately $137 million. 
California Trade and Investment Programs

This subsection examines current trade and investment programs and services available to California businesses and companies seeking to conduct business in California.  This discussion focuses on state-level programs, because it is these programs over which the Legislature has the most influence and policy interest.  

While California offers a variety of trade and investment related programs, these programs are not consolidated under any single or coordinated administration structure.  The Strategy proposes to more directly link the state's more specific trade and investment services within the broader framework of the state's overall economic development strategy.  Further, the Strategy proposes to provide a web-based link of trade related resources through its strategic partnership with the CITDs.
The following is an extended discussion on the current types of programs and services available in California.  More information on the programs noted below and other trade and investment programs may be found in Appendix E.
CalBIS, administered through the California Labor and Workforce Development Agency, states its purpose as serving “employers, corporate real estate executives, and site location consultants considering California for new business investment and expansion.”  

The International Business Relations Program, within the Secretary of State’s Office, “was established to develop stronger connections between the international business community and the State of California by assisting foreign business entities with various filing processes and procedures in California.”  The Agricultural Export Program, within the California Department of Food and Agriculture, has a mission “to foster the growth of California exports of food and agricultural products by creating and expanding global market opportunities.”  

The Energy Technology Export Program, within the California Energy Commission, administers several programs each with the objective of assisting California businesses access foreign energy markets.  
These four different programs are being administered by four different state government entities, and lack coordination or reference to a common California trade and investment policy; other programs have some level of coordination, such as the CITD associated with the California Community Colleges.  The 10 WTCs in California are connected to a worldwide network of 282 Centers.  Additionally, the Monterey Bay International Trade Association (MBITA) administers the TradePort.org “click and mortar” Internet website, in addition to its own programs and services.

In general, available trade and investment programs provide market research, technical assistance, opportunities to meet potential investors and business contacts, and other services, including financial and logistics assistance.  However, the services and programs described above do not constitute the entirety of California’s efforts to improve trade and investment.  California’s infrastructure and workforce are integral components to the state’s trade and investment activities.  In order to expand, a company must have a properly trained workforce with the skills to produce marketable services and products.  Furthermore, California businesses must be able to access an efficient and reliable transportation network to deliver goods to market.  Without these key components, California trade policy does not sufficiently serve the needs of companies, employees, or investors.

As discussed earlier, BT&H and CalEPA are the lead agencies on the development of a Goods Movement Action Plan.  This Plan is intended to improve the transport of goods in and out of California, with “a focus on the entire ‘coast to border’ system of facilities, including seaports, airports, railways, dedicated truck lanes, logistics centers, and border crossings.”  The Draft Phase II Action Plan was released in March 2006 and work on finalizing and implementing the Plan is continuing.

In addition, workforce development, particularly efforts to match employees’ skills with employer needs, is a critical component to trade and investment policies.  Among the workforce development programs in California, the CWIB administers programs, working with local boards, to “achieve sustainable economic growth, meet the demands of global competition in the modern economy, and improve the quality of life for all Californians.”  The CWIB also states that its vision is to provide employment training with strong job prospects and to connect employers with job-seekers.

At the state-level, California has a limited number of programs to promote trade and investment for California businesses.  While these programs lack an explicitly stated common mission, they provide services consistent with each other.  However, the more traditional trade and investment programs do not reference, or appear to be coordinated with, other key components to improving the state’s trade environment, such as goods movement and workforce training.  This is one of the areas where the Strategy is weak in that it does not specifically define activities that will link infrastructure and workforce development with other core trade and investment activities.
Section IV.  Federal and State Trade Relations
This section provides general background on the structure and activities of trade agreements, including a discussion on international trade agreements, how the U.S. engages in its negotiations, and the limited options California has in influencing the final outcomes of international trade agreements.
The Federal and State Players
The U.S. Constitution grants the federal government the power to enter into treaties and trade agreements and provides that these treaties and agreements are laws of the U.S. and, as such, are supreme over the laws of states.  By Executive Order, the Office of the U. S. Trade Representative (USTR) is created as an agency within the Executive Office of the President and is responsible for international trade negotiations.  
By Congressional directive, the USTR is required to secure advice from states on trade negotiations through the Intergovernmental Policy Advisory Committee (IGPAC), comprised entirely of state and local officials.  Despite repeated requests in 2005 and 2006, no Members of the California State Legislature have been appointed to IGPAC.  
The USTR also maintains a State Point of Contact (SPOC) system in which the governor of each state designates a single point of contact within the state that is responsible for transmitting information to the USTR and disseminating information from the USTR to state officials.  California’s current SPOC is BT&H Undersecretary Garrett Ashley.
Pursuant to the new statutory provisions in SB 1513, the SPOC is the official liaison between the USTR, the Administration, and the Legislature.  The SPOC is required to "promptly disseminate correspondence or information" from the USTR to the relevant state agencies, departments, and legislative policy committees in the Senate and the Assembly.  The SPOC is also required to work with the Administration and the relevant state committees to review the effects of proposed and enacted trade agreements.
U.S. Trade Agreements: A Historical Perspective
Until the early 1950’s, global trade was primarily regulated through single country-to-country agreements.  Following the devastation after WWII, in July 1944, 730 delegates from all 45 Allied nations gathered in Bretton Woods, New Hampshire to design a system that would end economic nationalism and open the world’s markets.  To achieve this goal, the world's leaders signed the Bretton Woods Agreements, creating the International Monetary Fund (IMF), the World Bank, and the General Agreement on Trade and Tariffs (GATT).  
The IMF and the World Bank provided loans for development, and the GATT regulated trade, which, at that time, was mostly in manufactured goods.  From time to time, the countries participating in the GATT would come together for “rounds of negotiations” (Round).  Each Round is generally named after the locale where the Round began.  For the next 50 years, the GATT was expanded significantly.  

The 1990’s saw a major shift in U.S. engagement in the global trading system.  NAFTA was negotiated among Mexico, Canada and the U.S. and took effect in 1994.  NAFTA sought to eliminate all trade restrictions between the three countries and create a single trade region.  
In 1995, during the Uruguay Round of GATT negotiations, the World Trade Organization (WTO) was established.  The WTO was created to administer the 18 different trade agreements that were folded into the WTO.  The WTO and NAFTA signified a major shift in the relationship of international law to national and sub-national law.  While GATT was voluntary, NAFTA and the WTO agreements contain measures that render them binding and enforceable, providing for enforcement, administration, and continuing negotiations by participating countries on the agreements.  Below are two other important trade rules.  
· Most-Favored Nation (MFN) refers to the principle of nondiscriminatory treatment in the granting of trading privileges.  Simply put, a member of the WTO or NAFTA cannot grant a trade privilege, such as a lower tariff, to any other member without offering the same deal to all members.  Conversely, a member cannot discriminate against another member by imposing a trade restriction against it without imposing it on all other members.  All members, then, treat all other members as "most-favored nations."

· National Treatment is the principle that in both domestic and foreign arenas "like" goods and services must be treated equally.  Products are considered "like" by taking into account only their end characteristics; methods of production cannot be considered.  Thus, products produced under deplorable labor and environmental conditions cannot be distinguished from those that are produced by more globally accepted practices. 

Trade Institutions:  The World Trade Organization (WTO)
As discussed above, the WTO was approved by Congress in 1993 and went into effect on January 1, 1994.  WTO agreements contain measures that were negotiated and approved by the majority of the world’s trading nations, guaranteeing countries important trade privileges.  The WTO enforces 18 different agreements, including:

· The General Agreement on Trade in Services (GATS) is designed to liberalize trade in services by limiting governmental regulations that affect the services trade.  GATS works on a positive list basis, meaning that each government chooses what service sectors to commit.  The U.S. has already committed several sectors, including financial services, health care services, and retail and wholesale distribution services, and, is currently looking to add more service sectors to this list.  
· The Agreement on Agriculture (AOA) sets rules on the international food trade and restricts certain domestic agriculture policies.  AOA issues include, but are not limited to, the level of support for farmers, food safety rules, the ability to maintain emergency food-stocks, and other issues designed to ensure a secure food supply.   

· Trade Related Intellectual Property Rights (TRIPS) is designed to create enforceable global rules on patents, copyrights, and trademarks to protect inventions or artistic products; however, critics point out that the agreement extends far beyond this scope by including the practice of patenting plant and animal forms as well as seeds.

· The Government Procurement Agreement (GPA) was signed in 1994.  This agreement sets limits on the criteria permitted for decisions regarding government purchase of goods.  Government procurement has traditionally been a tool for the promotion of social goals, e.g. investing in local businesses or placing requirements on the way goods are produced (as in recycled content laws, local content laws, or anti-sweatshop laws).  Unlike other WTO agreements, not all WTO countries are bound by the GPA, rather, only those who have signed the GPA.  

Currently, 39 countries (including the U.S.) have signed the agreement. Additionally, a majority of U.S. states have signed the agreement, as well as seven cities.  Decisions to sign the agreement at the state and local level have generally been made by the respective governor or mayor and have not been debated by state legislatures or city councils, though the impact of the GPA on the authority of these bodies is substantial.  The USTR continues to use this process of seeking approval from only state Governors as procurement rules are incorporated into additional trade agreements.  In the next round of negotiations, the U.S. will likely try to increase the number of countries signing the agreement.

Under the WTO’s dispute settlement mechanism, member countries, often acting on the behalf of their business sector, can challenge the laws, policies, and programs of any other member country as being in violation of WTO rules.  Panels of trade experts have the power to adjudicate claims of alleged violations of these rules and to hand out punishments.  Generally, the losing country has three choices or any combination thereof, as follows:  (1) change its law to conform to the WTO ruling; (2) face harsh economic sanctions; or, (3) pay compensation to the winning country.  

As their task is to only determine whether or not the policy in question is a “barrier to trade,” the panels do not have to consider other factors, such as public health, economic justice, or economic sovereignty.  The design and operation of the WTO’s dispute resolution system is established in the Uruguay Rounds Dispute Resolution Understanding (DRU).  The DRU provides only one specific operating rule: all panel activities and documents are confidential. 

Trade Agreements:  The North American Free Trade Agreement (NAFTA) 

NAFTA was approved by Congress in 1993 and went into effect on January 1, 1994.  NAFTA is based on a model and philosophy very similar to that underlying the WTO; the agreement eliminates most trade and investment barriers between Canada, U.S., and Mexico.  Under this agreement, more than half the duties on American exports to Canada and Mexico were eliminated.  Other barriers were gradually phased out over either five-, 10-, or 15-year periods.  NAFTA goes a step further than the WTO by empowering corporations to sue governments directly, and authorizes corporations to seek monetary damages for loss to their property or profits caused by governmental actions.  This authority is known as Chapter 11. 

· NAFTA Chapter 11 grants new rights to private foreign investors, allowing investors to directly sue national governments for financial losses due to federal, state, or local government actions.  In contrast, the 1989 Free Trade Agreement between Canada and the U.S. required investor complaints to be screened for merit by government representatives before moving forward, and under the WTO only governments can launch challenges against other governments.  The agreements provide private foreign companies an alternative court system with which to challenge, and seek compensation for, any government action that results in an “indirect expropriation” or is “tantamount to expropriation”; leaving these terms largely open to interpretation by NAFTA tribunals during dispute settlement proceedings.  Investment tribunal decisions are afforded no precedential value; therefore, even a positive ruling provides no assurances for the future.  There are several Chapter 11 cases of interest to California, two of which directly challenging California actions:
· In the Metalclad case, a U.S. company brought action against a Mexican local government land use policy.  A NAFTA tribunal interpreted an “indirect expropriation” to be any government action that interferes with any part of the economic benefit of a property and required Mexico to pay Metalclad $16 million.  
· In the Methanex challenge to California’s Methyl tert-butyl ether ban, a NAFTA tribunal defined the expropriation terms much more narrowly, finding that a non-discriminatory regulation for a public purpose, which is enacted with due process, cannot constitute an expropriation.

· In the pending claim against a California law requiring backfilling of open-pit gold mines, Glamis Gold Ltd. is seeking no less than $50 million in compensation because of California’s actions aimed at protecting Native American sacred sites.
Several trade agreements modeled on NAFTA have been negotiated by the USTR and approved by Congress; these include the Central American Free Trade Agreement (CAFTA) and bilateral agreements including those with Australia, Chile, Singapore, and Jordan.  

Under the WTO, NAFTA and additional bilateral and regional trade agreements, if a state law is in question, the state is not allowed to represent itself, and instead must be represented by an arbitrator chosen by the USTR.  If a state law is found to be inconsistent with U.S. trade obligations, it would not be automatically preempted by the international ruling; rather, the state would be urged by the U.S. government to voluntarily change its law or enforcement practices to comply with the ruling.  The U.S. government is authorized to use persuasion, including withholding federal funding or initiating a lawsuit in order to ensure state compliance with trade rules.

The Role of the State in Trade Policy

The Study reports that the state can play an important role in leveling the global playing field for California businesses relative to international trade policies.  The state has an opportunity to advocate with a single voice through established intergovernmental channels, as well as using its political and economic power to effect policies that open markets.  The Study notes five emerging trends in trade policies:

1. Limit on use of Multilateral Agreements:  Progress in multilateral negotiations is likely to be limited in the near future given the current deadlock between the U.S., the European Union, and developing countries.  Each of these players has the ability to block progress.  These challenges are only expected to become greater as the economies of the BRIC – Brazil, Russia, India, and China grow and become more dominant players in the global markets.
2. Expansion of Regional Agreements:  Given the challenges of multilateral agreements, it is expected that more bilateral and regional trade agreements will be pursued.  This trend is also being driven as promotional tools by the U.S. and EU, each working to expand their markets as the middle class expands in developing countries.

3. Increase in the use of Dispute Resolution Mechanisms:  As discussed above, both the WTO and all U.S. bilateral trade agreements contain mandatory dispute settlement mechanisms.  As with most policies that open access to the courts, there is a good and bad side.  While California business may have a greater ability to win access to new markets, it is also now easier to challenge California policies.
4. Increased Applicability of Sustainability Issues:  There is a growing interest among nations and investors as to the environmental and social, as well as the economic policies and practices of a trade partner.  As a trend setter, California can be particularly at risk for having policies challenged, thus making advocacy even more important.

5. Impact of Open Borders:  Globalization brings greater economic integration.  These more open markets also yield unintended consequences, such as concerns over homeland security, money laundering, drug trafficking, and illegal immigration.  These impacts can be costly and potentially overwhelm certain government agencies ability to act.
Appendix G compiles significant reports and research on the impact of federal trade agreements on California.  
California’s International Agreements

While California’s various agencies, departments, and public-private partnerships have signed on to an array of agreements with foreign governments, prior to the enactment of SB 1513 there was no single listing of agreements with foreign governments.  SB 1513 requires the Governor's Office of Planning and Research to prospectively maintain and update a list of these types of agreements.  Below is a sampling of international agreements identified by Committees staff.   
· Sweden-California: Agreement on Use of Renewable Fuels:  Signed in June 2006, in connection with the California Energy Commission, this agreement is designed to advance the use of renewable fuels, including using bio-gas to run motor vehicles.  The agreement envisions an extensive exchange of technologies and ideas to promote alternative fuels.

· California-Brazil: International Trade Promotion:  In October 2004, during a delegation arranged by the California State University at Hayward, the Bay Area Northern California World Trade Center and the Brazil-based Chamber of International Business signed an agreement to increase international commerce between Brazil and California.

· California-Mongolia: International Trade Promotion:  In May 2006, Lt. Governor Cruz Bustamante signed an agreement to establish a public-private partnership to promote trade between California and Mongolia.  The partnership is known as the California-Mongolia Business Forum-Ulaanbaatar.

· California-Tijuana: International Trade Promotion:  In March 2005, Lt. Governor Cruz Bustamante signed an agreement to establish a public-private partnership to promote trade between California and Tijuana.  Tijuana's Business Forum is designed to fill the gap left by the closure of the California trade office.
· California-Taiwan: International Trade Promotion:  Lt. Governor Cruz Bustamante signed an agreement to establish a public-private partnership to promote trade between California and Taiwan.  The agreement establishes the California-Taiwan Business Forum, an industry-funded, public-private partnership in Taipei.

· California-Hong Kong/Taipei/Beijing: International Trade Promotion:  In October 2004, Lt. Governor Cruz Bustamante finalized agreements with three business associations based in Taipei, Hong Kong, and Beijing to establish a new public-private partnership model to promote trade with California.
· California-United Nations:  Climate Change:  Singed in April 2008 during an official visit by the Secretary of the California Environmental Protection Agency to China, is an agreement with the United Nations Environmental Program to have California share information, such as academic research, effective policy initiatives, lessons learned, and technological innovation with the provincial governments of China.
Section V – History of California's Trade and Investment Program

This section provides general background on the recent history of California's trade and investment programs, including the elimination of the Technology, Trade and Commerce Agency (TTCA) in 2003.
Legislative Context and History 

The first Department of Economic and Business Development and the Office of International Trade were created in 1977.  This was followed in 1982 with the creation of the California State World Trade Commission.  In 1992, the California Trade and Commerce Agency was established, and then in 2001, its name and mission was expanded to include technology.
As part of its mission, TTCA's International Trade Division worked to promote international trade and foreign investment through trade missions, trade shows, loan guarantees, and technical assistance.  Additionally, TTCA was charged with overseeing the state's foreign trade offices, which by 2003 included five contract offices and seven state-staffed offices throughout the world.

As early as 1987, the Little Hoover Commission called into question the administration, configuration, accountability, and purpose of the international trade programs.  These criticisms were echoed in academic studies, state audit reports, and the LAO Budget Analysis, until the ultimate dissolution of California's international trade and investment offices in 2003.   
A State Auditor report from 1996, "Trade and Commerce Agency: More Can Be Done to Measure the Return on the State's Investment and to Oversee Its Activities," found that TTCA did not sufficiently assess the success of its programs.  With no proper mechanism to determine the state’s return on its investment, TTCA's programs, including international trade and investment offices, were open to widespread criticism.

In November 1999, the California Research Bureau (CRB) prepared a report, "California Trade Policy," at the request of Lon Hatamiya, Agency Secretary, TTCA.  The report stated the typical promotional approach to international trade undertaken by state governments "does not work well in today's changing, high speed, and complex global marketplace."

The November 1999 report summarized the main areas of concern having arisen regarding California's international trade offices.  The issues included, but were not limited to:

· Lack of an overall state foreign trade policy;

· Lack of a formal method to determine the location of trade offices;

· Competency of state foreign trade office staff;

· Accuracy of cost-benefit estimates of office activities;

· Appropriate level of trade office staff, salaries, and benefits;

· Value and purpose of state-sponsored foreign trade missions; and,
· Appropriateness of private funding for state trade missions.

A second State Auditor report of the TTCA, in 2001, found that the agency's "International Trade and Investment Division has done an uneven job of coordinating with other entities working in the international arena.  Without effective coordination, the agency cannot ensure that it has fully leveraged the State's resources and addressed possible gaps and redundancies in the delivery of services."  The report also stated that six of the trade offices did not include targets to allow a successful evaluation of their performance or value.

The LAO's Analysis of the Budget Bill (2003-04) recommended the Legislature abolish all 12 international trade and investment offices due to their questionable effectiveness.  As part of its budget negotiations, the Legislature took the advice of the LAO and eliminated the Foreign Offices, as well as its administering agency, the TTCA.  While poor performance of the Foreign Offices was not the only reason for the demise of TTCA, it was one of the most publicly visible reasons.

A 2004 Public Policy Institute of California (PPIC) paper noted that a thorough review of California's international trade and investment programs and services currently offered may help clarify California's policy options, especially in light of the differences between today's globalized economy and the focus in the 1980s of increasing California's exports to close a trade imbalance.  The PPIC paper concluded that a discussion of the creation of a new foreign office network may be premature if it takes place prior to the state addressing the question of whether state government should even offer international business services.

Negotiating a New Trade Program

During the years following the elimination of TTCA, numerous bills were introduced, and failed to pass, which would have reauthorized the state's international trade authority and allow for the designation of additional Foreign Offices.  A full list of bills, descriptions, and their outcomes are presented in Appendix D.
In June 2006, responding to a particularly high volume of trade-related bills introduced that year, JEDE and the Senate Committee on Business, Professions, and Economic Development held a joint hearing to examine how a new international trade policy could assist California businesses to become more globally competitive.  

One outcome from the hearing and subsequent discussion with the Administration was a bipartisan international trade proposal, which was amended into SB 1513 (Romero), Chapter 663, Statutes of 2006.  SB 1513 combines the work and ideas of Assemblymembers Arambula, Aghazarian, Baca, Chan, Garcia, Houston, Liu, Tran, and Yee, and Senators Romero, Figueroa, and Torlakson, and addresses many of the criticisms leveraged against California's previous international trade offices.  

This compromise proposal does not presuppose the state's role in trade activities nor the needs of business. Rather, the bill sets forth a process for establishing how government can best support California business, small businesses in particular.  
The compromise bill specifically responds to the concerns of administration, configuration, accountability, and purpose of trade programs by establishing: an international trade and investment policy, a study on the potential role of the state in global markets, an international trade and investment strategy for the state, a statewide business partnership to document business needs and priorities, and an international trade and investment office strategy.  Appendix H includes a copy of SB 1513.  All of these provisions are aimed at establishing a consumer driven, market-based international trade policy and strategy.

Section VI – Recommendations
This section summarizes the major recommendation regarding the preliminary Strategy.  As noted earlier, a successful Strategy should address key issues and have sufficient detail in its recommended actions as to provide for effective and efficient implementation. The section is divided into two subsections, one relating to specific objectives in the Strategy and another making recommended additions to the Strategy.
Recommendations on Strategy Objectives

1. Establish a specific list of priority industry clusters and countries which are either dominant in their field, biggest current market for California exports, and/or a market with the greatest potential for California exports.  (Objective 1 – Leverage Resources in Prioritized Industry Clusters)

2. Revise the initial work statement in Action 3 under Objective 1 to provide businesses with increased access to existing federal, state, and global resources.  (Objective 1 – Leverage Resources in Prioritized Industry Clusters)

3. Clarify that the MOU with the CITDs include the development of a web-based directory of federal, state, and international resources that could reasonably be accessed by California businesses.  (Objective 1 – Leverage Resources in Prioritized Industry Clusters)

4. Eliminate the priority for Greenfield investment; allow priorities to be set as part of the process of developing the strategy (Objective 2 – Develop a FDI Program)

5. Expand the scope of the FDI strategy to consider how to attract global investors and maximize the use of resources that may be available through the IMF, World Bank, and/or United Nations development programs.  (Objective 2 – Develop a FDI Program)

6. Reduce the priority for considering whether CalBIS should be relocated to BT&H.  (Objective 2 – Develop a FDI Program)

7. Establish a short-term advisory group to consult on the development of the FDI strategy.  (Objective 2 – Develop a FDI Program)

8. Require the FDI program to include a component to leverage and enhance the skills and relationships that are inherent in California's diverse population.  (Objective 2 – Develop a FDI Program)

9. More clearly define how, what, and by whom the California brand will be promoted.   (Objective 3 - Promote the California brand)

10. Expand the group of stakeholders engaged in analyzing foreign trade and investment agreements, including, but not limited to, universities, the State Bar Association, trade associations, and foundations and think tanks.  (Objective 4 – Engage on federal trade policy)

11. Add appropriate actions to implement statutory coordination and consultation requirements between the Administration and the Legislature on issues relating to state point of contacts and the international trade agreements.  (Objective 4 – Engage on federal trade policy)

12. Add an appropriate action to have the California Economic Partnership review the study on the cost regulations on businesses and make recommendations on how to streamline the regulatory process to support small and emerging business development. (Objective 5 – Integrate trade issues in overall state economic development program) 

Recommendations on Overall Content of the Strategy

13. Develop a set of recommended actions, including identification of appropriate stakeholders, to ensure that the needs for a globally competitive workforce are being voiced to and addressed by key education and workforce development decision makers.    

14. Develop a set of recommended actions, including identification of appropriate stakeholders, to ensure that the trade-related infrastructure needs are being voiced to and addressed by key infrastructure decision makers.   
15. Develop additional recommended actions and identify appropriate stakeholders to assist California companies and universities to remain at the forefront of innovation.   

16. Develop a set of recommended actions, including identification of appropriate stakeholders, to maximize the value of imports within the California economy and address the impacts of imports on retail sales, manufacturing, workforce development, finance, and infrastructure.

17. Develop a set of recommended actions to ensure that Strategy-related activities are linked with and relevant to city and county and regional economic development efforts.    

18. Upgrade measurements, including adding baselines, to ensure that each recommended action can be evaluated in an appropriate and cost-effective manner.    

19. Require annual reports on the implementation of the Strategy and an independent audit on the effectiveness of the program at the close of its second year of implementation.
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This International Trade and Investment Strategy was prepared pursuant to the California International Trade and Investment Act of 2006 (Senate Bill 1513), enacted as Government Code Title 2, Division 3, Part 4.7, Chapter 2.5, Section 13996.55.  The Act states that this Strategy include: policy goals, objectives and recommendations necessary to implement an international trade and investment program; measurable outcomes and timelines; impediments for achieving goals and objectives; identification of key stakeholder partnerships; funding options; and, an organizational structure for administration of policies, programs and services.

The Act additionally states that this Strategy be developed in consultation with the California Economic Strategy Panel and other agencies, boards and commissions that have statutory responsibilities related to workforce development, infrastructure, business, and international trade and investment.  This Strategy shall be reviewed in at least one public hearing by the relevant policy and fiscal committees of each house of the Legislature within 60 days of submission; the Secretary of the Business, Transportation, and Housing Agency (BT&H) may then modify this Strategy based on committee recommendations.  This Strategy shall be updated, pursuant to the specifications outlined in the Act, at least once every five years.  

Introduction and Overview 

California, one of the largest economies in the world, is an ideal competitor in an increasingly interdependent global marketplace.  Foreign trade and investment are key to California’s economic strength, and thus their enhancement and promotion is integral to the state’s economy.  Small and medium sized businesses account for the bulk (95% of exporting companies in 2005) of California exporters, and are most likely to benefit from the leverage that a government entity can offer in foreign markets.  

The overarching policy identified in this International Trade and Investment Strategy is to increase jobs by promoting the export of California products and services, while also promoting foreign direct investment.  In order to achieve this policy goal, five primary objectives have been identified: (1) Leverage existing services to provide export assistance to companies in prioritized industry clusters, (2) Develop a foreign direct investment program, (3) Promote and leverage the California brand, (4) Monitor and engage the federal government in regards to U.S. trade policy, and (5) Integrate international trade and investment into the state’s overall economic development strategy.  This Strategy outlines a series of actions needed to move California closer to achieving these objectives and the overall policy.  Many of these actions fit under multiple objectives below; however, each is grouped in the most relevant area. 
This Strategy recommends prioritizing certain industry clusters in order to focus the State’s limited resources on supporting and promoting those areas that are both foundational to the California economy, and demonstrate the greatest potential for export growth.  While some objectives and actions will focus on these prioritized industry clusters, services will be available to all California companies.  Industry clusters will be identified using the “Industry Clusters of Opportunity” methodology developed by the California Economic Strategy Panel.  This process will include two components that will be implemented to the fullest extent possible with available resources. 
The first component will identify priority industry clusters for export.  The California Regional Economies Employment (CREE) Series, which is the non-confidential version of the official employment and wage information reported by employers, is one primary data source.  This information will be compared with export data by industry from the U.S. Department of Commerce.  The second component is qualitative, and will identify small and medium size businesses within a priority industry cluster.  The process will gather information regarding export opportunities and constraints in the global market.  In addition, upon identifying priority industry clusters, BT&H will then work with the U.S. Department of Commerce to consider the effects of foreign markets and global competition on determined clusters.

This Strategy lays out an initial blueprint designed to leverage and enhance existing benefits provided by federal and local entities.  Given current fiscal restraints, it is a document that presents a purposeful step forward rather than a broad plan for expanding the State’s bureaucracy.  By focusing on existing services and resources the State avoids the potentially significant impediment of inadequate funding.  The emphasis on partnerships and collaborations also allows the State to act more quickly and efficiently than creating a new structure.

Finally, while infrastructure is not an individual component of the Strategy, it should be considered during discussions regarding trade expansion.  The potential constraints on trade created by inadequate transportation infrastructure could reduce the efficiency and competitiveness of California as a trade partner (e.g., transportation delays of perishable agricultural products make them unmarketable).  This challenge must also be addressed as part of the overall trade expansion strategy.

Policy 
To increase jobs by promoting the export of California products and services; while also promoting foreign direct investment.
Objectives and Actions 

In order to achieve the above stated policy, the following objectives will be pursued:

1. Leverage existing services to provide export assistance to companies in prioritized industry clusters.
2. Develop a foreign direct investment program.

3. Promote and leverage the California brand.

4. Monitor and engage the federal government in regards to U.S. Trade Policy.

5. Integrate international trade and investment into the State’s overall economic development strategy.

OBJECTIVE 1: 
Leverage existing services to provide export assistance to companies in PRIORITIZED industry clusters
In order to provide export assistance to companies, existing services should be leveraged in a manner that fulfills the needs of California’s small and medium enterprises.  Expanding the existing California Trade Partnership, developing an agreement with the California Community College system’s Center’s for International Trade Development, and utilizing U.S. Commercial Service export services are all actions that will enable this objective.  Regardless of prioritized industry clusters, trade promotion services will be available to all California companies. 
Action 1:  Expand the California Trade Partnership to improve coordination with external partners.

a. Coordinate at minimum one event annually, focused on increasing exports in prioritized industries or countries.

b. Expand and diversify the Partnership by developing a new set of membership criteria.

c. Create a Partnership committee structure with distinct teams focusing on export services, investment, and policy.
d. Develop an annual report on international trade and investment trends.
e. Develop a directory of subject matter experts in recognized partner organizations to address the need for industry and country expertise in prioritized areas.

PRIORITY LEVEL:  I

TIMELINE:  Begin – 1st quarter 2008, Complete – 1st quarter 2009

MEASURABLE OUTCOMES:  Number of events held, number of businesses served at events, and number of new Partnership members.  Inventory of whether or not committee structure, new membership criteria and international trade and investment trends report are completed.
Action 2:  Draft and implement an agreement between the California Business, Transportation and Housing Agency (BT&H) and the California Community College system’s Centers for International Trade Development (CITD’s) that focuses on implementing the following actions geared, when appropriate, to prioritized industry clusters:

a. Facilitate international promotions such as; trade shows, international business matchmaking (inbound and outbound), and other targeted international business promotions. 
b. Provide export and import training and consultations to assist California companies in becoming more globally competitive. 
c. Attract foreign students by working with the University of California, the California State University, the California Community Colleges and private education service providers. 

d. Collaborate on relevant federal, state, and local grant applications. 

e. Generate a comprehensive set of export development services, including online international business resources. 

f. Provide BT&H with information and statistics to assist in the development of an annual report on international trade and investment trends.  

PRIORITY LEVEL:  I

TIMELINE:  Begin – 1st quarter 2008, Complete – 3rd quarter 2008 [agreement], Ongoing [implementation]

MEASURABLE OUTCOMES:  Increase in number of companies assisted, number of grants applied for, and amount of grant monies received.

Action 3:  Work with U.S. Department of Commerce Foreign Commercial Service and Export Assistance Centers to promote focused export services to companies in prioritized sectors, including access to overseas offices and domestic subject matter experts.

a. Incorporate appropriate U.S. Department of Commerce activities into all state sponsored trade missions, trade shows, and other activities. 

b. Promote U.S. Department of Commerce events and services via the BT&H International Trade webpage and other venues as appropriate. 

c. Direct California companies encountering cross-border trade and investment barriers to the appropriate U.S. Department of Commerce Office.

PRIORITY LEVEL:  II

TIMELINE:  Begin – 3rd quarter, 2008 Complete – Ongoing 

MEASURABLE OUTCOMES:  Increase in the number of California companies receiving services, increase in California companies exporting goods, and number of California companies participating in U.S. Department of Commerce activities during state sponsored events.
OBJECTIVE 2: 
Develop a foreign direct investment program 
While the federal government has programs to support foreign direct investment (FDI) broadly to the U.S., attracting investment specifically to California is a task the State must do without federal support.  FDI is critically important to the California economy, and deserves a state-level response and dedicated activities distinct from trade promotion.  The State should prioritize Greenfield investment by foreign individuals and companies, bringing new operational facilities and creating new jobs.  In order to attract this type of FDI, California should develop an investment attraction strategy, and information should be provided to incoming foreign delegations and consider relocating the California Business Investment Services (CalBIS) to BT&H.

Action 1:  Consider relocating the California Business Investment Services (CalBIS) from the California Labor and Workforce Development Agency to the California Business, Transportation and Housing Agency in order to better coordinate California’s investment services and integrate them into the State’s overarching economic development strategy. 

PRIORITY LEVEL:  I

TIMELINE:  Begin – 1st quarter 2008, Complete – 1st quarter 2009  

MEASURABLE OUTCOMES:  Specific measurable outcomes related to foreign investment will be established once CalBIS becomes part of BT&H. 

Action 2:  Pursue an investment attraction strategy focusing on core and emerging California industry clusters, and on leveraging assets such as research institutions.

a. Work with BT&H’s Deputy Secretary for Economic Development, CalBIS, the University of California, the Centers for International Trade Development, and the California Trade Partnership to develop strategy.

PRIORITY LEVEL:  II

TIMELINE:  Begin – 3rd quarter 2008, Complete – 3rd quarter 2009 

MEASURABLE OUTCOMES:  Specific measurable outcomes related to foreign investment will be developed during writing of investment strategy. 
Action 3:  Host incoming foreign delegations in order to promote California products and services, encourage foreign investment, and expand cultural and educational ties.

a. Emphasize investment attraction during future Governor or Secretary led trade missions. 

b. Conduct one inbound, or reverse, trade mission per year, where business leaders from other countries are brought to California in order to demonstrate the network of foreign investment resources available. 

PRIORITY LEVEL:  III

TIMELINE:  Begin – 1st quarter 2009, Complete – 3rd quarter 2009 [in bound mission], Ongoing [other actions]

MEASURABLE OUTCOMES:  Number of inbound trade missions hosted, quality of inbound trade missions measured via participant surveys.
OBJECTIVE 3: 
PROMOTE AND LEVERAGE THE CALIFORNIA BRAND
California is a name brand identifiable worldwide.  Promoting the California brand is an integral component to helping California companies expand their global business development.  It gives enterprises an advantage in the world marketplace as they are immediately associated with the quality, innovation, and lifestyle of California.  In order to promote and leverage the California brand BT&H will work with the California Travel and Tourism Commission and the California Department of Food and Agriculture to plan trade missions and trade shows, as well as the development of a prominent web presence. 
Action 1:  Conduct trade missions to promote California products and services in prioritized industries, encourage foreign investment, and expand cultural and educational ties in a manner that leverages California icons, lifestyle and business strengths. 
a. Develop a recruitment and promotion plan focused on attracting small and medium businesses in prioritized industry clusters.  
b. Integrate a foreign investment component by hosting investment focused meetings and events in destination countries. 

c. Promote exports by incorporating events such as: briefings from U.S. Embassy Commercial staff; industry specific roundtables and breakout sessions; events with business leaders; and, connection to U.S. Department of Commerce matchmaking and other services.

PRIORITY LEVEL:  II 

TIMELINE:  Begin – 3rd quarter 2008, Complete – Ongoing 

MEASURABLE OUTCOMES:  Number of companies participating, amount of follow up with each trade mission participant, business deals created or closed, and participant satisfaction measured via survey.  

Action 2:  Participate in trade shows in identified industries to explore new markets, strengthen business relationships, and strategically market California. 
a. Identify key trade shows where California should have a presence.

b. Develop a recruitment plan focused on attracting small and medium businesses and diversifying participating companies.

c. Host California specific events on-site by working with CITD’s and other partners. 

PRIORITY LEVEL:  II

TIMELINE:  Begin – 3rd quarter 2008, Complete – 2nd quarter 2009 [1st show] 4th quarter 2009 [2nd show]

MEASURABLE OUTCOMES:  Number of California companies participating and quality of participant experience measured via survey.

Action 3:  Establish a prominent web presence as a link between state services, domestic and overseas partners, client companies, and the media.  Website to include:
a. Increased visibility and recognition of existing California branding efforts by coordinating with the California Travel and Tourism Commission and the California Department of Food and Agriculture.
b. Resource materials for California businesses interested in increasing exports.

c. Directory of subject matter experts in partner organizations.

d. California Trade Partnership information.

e. State wide events calendar.
f. News alerts related to international trade and investment events and activities.

g. Information and resources related to foreign investment.

PRIORITY LEVEL: II

TIMELINE:  Begin – 3rd quarter 2008, Complete – 3rd quarter 2009 [website], Ongoing [others]

MEASURABLE OUTCOMES:  Number of visits to website before and after updating.

OBJECTIVE 4: 
Monitor and engage the Federal government WITH regard to U.S. trade policy
The interests of the State and the business community are directly affected by international trade negotiations at the federal level.  In order to better monitor and engage the federal government in regards to trade policy, BT&H will advance California’s interests in international trade policies with the U.S. Trade Representative, engage the California Chamber as an advisory body, and join the State International Development Organizations.
Action 1:  Actively monitor and articulate California’s interests in international trade policies.

a. Participate in the Office of the United States Trade Representative Intergovernmental Policy Advisory Committee. (IGPAC) in order to engage the federal government with regard to trade policy and trade agreements. 

b. Work with the Governor’s Washington D.C. Office in order to monitor, advocate and increase California’s presence at the federal level.  

PRIORITY LEVEL:  I

TIMELINE: Begin – 1st quarter 2008, Complete – Ongoing  

MEASURABLE OUTCOMES: Traditional measures do not apply here.
Action 2:   Engage the California Chamber of Commerce’s Council for International Trade as an advisory body on trade and investment policy.

a. Attendance by the Undersecretary for International Trade at Council for International Trade Committee meetings and consultation with members on issues related to trade policy will occur when appropriate. 
b. Informal communication between the Undersecretary for International Trade and Council for International Trade members will also take place when appropriate. 

PRIORITY LEVEL:  II

TIMELINE:  Begin – 3rd quarter 2008   Complete – Ongoing  

MEASURABLE OUTCOMES: Traditional measures do not apply here.  
Action 3:  Join the State International Development Organizations (SIDO), the only national organization focused exclusively on state international trade development. SIDO allows California to:

a. Share best practices with other member states and international trade officers. 

b. Collaborate on regional trade events.

c. Participate in joint advocacy programs with state and federal governments.

PRIORITY LEVEL:  III

TIMELINE:  Begin – 1st quarter 2009, Complete – 4th quarter 2009, Ongoing

MEASURABLE OUTCOMES:  Traditional measures do not apply here.
OBJECTIVE 5: 
INTEGRATE INTERNATIONAL TRADE AND INVESTMENT INTO THE STATE’S OVERALL ECONOMIC DEVELOPMENT STRATEGY
Economic development strategy in the State should be comprehensive and implemented across programs and agencies. Specifically, international trade and investment programs should not be siloed, but rather directly linked to the State’s broader economic development strategy and mechanisms.  In order to move in this direction BT&H has identified two priority actions; adding an international trade and investment component to the California Economic Development Partnership, and developing a coordinating committee to increase communication across agencies at the staff level. 
Action 1:  Add international trade discussions into the California Economic Development Partnership.  The California Economic Development Partnership is a collaboration between the Agency Secretary’s of the California of Labor and Workforce Development Agency (CLWDA, the California Department of Food and Agriculture (CDFA) and the Business, Transportation, and Housing Agency (BT&H).
PRIORITY LEVEL: I

TIMELINE:  Begin – 1st quarter 2008, Complete – Ongoing  

MEASURABLE OUTCOMES:  Traditional measures do not apply here.  
Action 2:  Establish an intra-governmental coordinating body modeled on the federal government’s Trade Policy Coordinating Committee (TPCC) and chaired by the Undersecretary for International Trade, to facilitate coordination at the staff level between state agencies with trade and investment-related responsibilities. 

a. Trade Policy Coordinating Committee (TPCC) shall include, but not be limited to, representatives from the following State entities:  the California Department of Food and Agriculture, the California Travel and Tourism Commission, the Labor and Workforce Development Agency, and the California Energy Commission.
PRIORITY LEVEL: I

TIMELINE:  Begin – 1st quarter 2008, Complete – Ongoing  

MEASURABLE OUTCOMES: Traditional measures do not apply here.  

*Measurable outcomes are listed for those activities and objectives where a performance measure is readily quantifiable and appropriate. However, many of the recommendations in this International Trade and Investment Strategy are not quantifiable in a manner that allows for accurate evaluation of activity effectiveness. For recommendations without performance measures, BT&H will continue searching for reasonable measures throughout the implementation process, and integrate findings into existing practices and updated versions of this Strategy. 

In order to implement the policy, objectives, and actions outlined within this Strategy several factors must be taken into account.  The International Trade and Investment Act specifies that this Strategy include, in addition to the above:  identification of key stakeholder partnerships; funding options; impediments for achieving goals and objectives; and, an organizational structure for administration of policies, programs and services.  These sections are addressed throughout the remainder of this Strategy.                                                                                            
Stakeholders 
No one organization can meet the State’s international trade and investment needs alone, whether state, federal, non-governmental or private.  Thus, systematic collaboration is necessary in order to accomplish the objectives outlined in this Strategy.  Mobilizing the extensive network of stakeholders outlined below, as well as others, into a more cohesive partnership is essential to continuing the necessary collaborative process.  Partners include, but are not limited to: 
California Department of Food and Agriculture (CDFA):  The CDFA provides a variety of trade services to assist California companies in exporting agricultural products.  Services include:  market information; trade policy advocacy; export documentation; training and education; marketing activities; and, promotional funding to California companies.
California Travel and Tourism Commission (CTTC):  The CTTC focuses on international and new market development.  The CTTC is working to introduce the California brand to far-reaching audiences and establish strategic alliances with trusted in-market brands. 

California Energy Commission (CEC):  The California Energy Commission’s Energy Technology Export Program helps innovative California companies export their technologies, products, and services to international energy markets.  Through the Global Energy Connection, the Export Program provides a clearing house of energy-related events, explains business and financing opportunities, and offers a searchable directory of California-based energy companies.

California Environmental Protection Agency (CalEPA):  CalEPA work’s to restore, protect and enhance the environment, and to ensure public health, environmental quality and economic vitality.  Given the global nature of environmental issues and the potential economic impact of environmental technologies, the CalEPA is a key stakeholder in international trade and investment development. 
California Labor and Workforce Development Agency (LWDA):  LWDA coordinates workforce programs with two primary goals of improving access to employment and training programs, and ensuring that California businesses and workers have a level playing field in which to compete and prosper.
University of California (UC):  The University's fundamental missions are teaching, research and public service.  Through their academic programs, UC helps create an educated workforce that helps keep the California economy competitive.  The UC’s research programs also yield a multitude of benefits for California: including generating billions of tax dollars by helping the economy grow through the creation of new products, technologies, jobs, companies and even industries. 

Centers for International Trade Development (CITDs):  CITD’s are strategically located throughout the State, and staffed with experienced multi-lingual experts.  The CITD’s assist importers, exporters, start-up companies, as well as established traders, regardless of product or country of interest.  There are fourteen CITDs throughout the State. 

U.S. Department of Commerce:  The U.S. Department of Commerce has a network of export and industry specialists located in more than 100 U.S. cities and over 80 countries worldwide. These trade professionals provide counseling, and a variety of products and services to assist small and midsized businesses export their products.  There are 15 U.S. Department of Commerce, Foreign Commercial Service Export Assistance Centers in California.

U.S. Small Business Administration, U.S. Export Import Bank, and U.S. Bureau of Industry and Security:  Specialized federal agencies, all with California offices, that can assist with export financing and U.S. export controls.
Chambers of Commerce:  Membership organizations that provide advocacy at the state and federal level to ensure fair legislation and a pro-business climate.  Provide a full range of products and services to assist business domestically and internationally. 

Trade and Industry Associations:  Individuals and companies in specific businesses or industries are valuable source of information, and excellent potential partners for a multitude of international trade and investment promotion activities. 

World Trade Centers:  Membership organization focused on facilitating trade and business activity by bringing together business leaders from around the world.  Provide services such as international business training, global matchmaking, and customized consulting. 

California Commission for Jobs and Economic Growth:  The Commission works side-by-side with state and local government, business associations, unions, educational institutions and California’s network of regional and local Economic Development Corporations (EDCs) to:  identify, illustrate and suggest ways to remove barriers to increasing employment and doing business in California; identify and assist employers interested in expanding in California or at risk of leaving the State; and, help market California products, services and destinations to national and international audiences.

Funding  
The current budget shortfall calls for a prudent Strategy that postpones significant program expansion.  This is consistent with the International Trade and Investment Study which calls for the development of a program plan and funding structure for recommendation to the Legislature for FY 2009-2014.  This Strategy focuses on an attainable goal within the context of current resources, thus there are few impediments to achieving stated objectives.  The only identifiable impediment that could delay implementation of the Strategy objectives would be a significant loss of funding to one or more state partners. 
Organizational Structure 
The International Trade and Investment Study recommended that an experienced small core staff within BT&H be developed to coordinate and integrate other service providers, and provide direct services in strategic areas.  However, the current budget calls for maintaining existing funding levels.  Thus, the current structure will remain in place until this Strategy can be reevaluated in preparation for FY 2009-2010.  Current international trade and investment staff structure consists of three individuals; an Undersecretary for International Trade, an Assistant Secretary for International Trade, and a program analyst. 

Conclusion 

The cumulative effect of increasing international trade strains our infrastructure, especially transportation infrastructure.  Unless goods movement infrastructure and investment keeps pace with trade expansion, the lack of infrastructure itself will serve to limit expansion opportunities.  Thus, the State’s trade and investment activities should be discussed in the full context of broader economic development goals and infrastructure development.

The International Trade and Investment Act requires that this Strategy to be updated at least once every five years, and the International Trade and Investment Study recommends that this Strategy be updated every two years.  However, BT&H will reevaluate the objectives and actions outlined within this document in time to make appropriate recommendations for budget allocations in FY 2009-2010.  In conjunction with any reevaluation of this Strategy, BT&H shall also reevaluate the identified priority industry clusters.
Appendix B
Fast Facts on California-Mexico Trade Relations
Mexico is the largest market for exports of California-made goods and has been California’s main trading partner since 1999. 
  California ranks third (behind Texas and Michigan, respectively) among United States importer states of Mexican goods, accounting for almost 18% of all Mexican imports. 

California-Mexico Relations

· According to the 2000 census, 8.4 million California residents are of Mexican descent. 

· If Los Angeles were in Mexico, its five million Mexican residents would make it the fourth largest city in the country (after Mexico City, Guadalajara and Monterey). 

· Forty percent of the population in Southern California, between Los Angeles and the Mexican border, speak Spanish. 

California – Mexico Economies
· In 2006, California's total gross state product was $1.7 trillion. 
   Mexico's gross domestic product in 2007 was $1.35 trillion. 
 

· Mexican exports to the United States account for one-fourth of Mexico's gross domestic product.   As a result, Mexico's economy is strongly linked to the U.S. business cycle. 

· The relationship between Mexico and California generates over $159 billion per year for California. 

Mexican Trade Policy
· Mexico is the country with the largest network of Free Trade Agreements (FTAs) in the world.  Mexico's network of FTAs with 42 countries, on three different continents, offers preferential access to a potential world market of more than 870 million consumers. 

· Mexican trade with the United States and Canada has tripled since the implementation of NAFTA in 1994.  Ninety percent of Mexico's trade occurs under free trade agreements. 

Job Creation

· For every $1 billion of California exports to Mexico, 14,000 - 16,000 higher paying jobs are created. 
 
· Export-supported jobs account for more than 1 in 12 jobs, or an estimated 8.6% of California's total private sector employment. 
 

· More than one-fifth (20.2%) of all California manufacturing workers are dependent on exports for their employment. 

· Approximately 177,000 California jobs (17% of all export-supported jobs in California) are related to the commercial relationship with Mexico.  More than half of these jobs are a result of export growth under NAFTA. 

· Commerce, tourism, and foreign direct investment from Mexico support more than 200,000 jobs in California (1.5% of the total number of payroll jobs in California). 

California Exports to Mexico

· California exported $19.6 billion worth of goods to Mexico in 2006, accounting for 15% of California’s overall goods exports. 

· California is the second largest exporter to Mexico among the 50 U.S. states (behind Texas). 

· Computers and electronic products have been California's highest single export (27% in 2006) to Mexico since 2000.  However, as Mexico's economy diversifies, exports of machinery and transportation equipment have grown exponentially. 

2006 Exports from California to Mexico by Industry Sector
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334 _Computers & Electronic Prod.

5,386,372,014

27.4 %
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336 _Transportation Equipment
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333 _Machinery Manufactures

2,014,528,985

10.3 %
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311 _Processed Foods

1,216,386,160

6.2 %
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All Others

8,940,840,985

45.5 %

 Grand Total

19,632,985,365

100 %




Source: TradeStats Express

Goods Movement between California and Mexico

· California has four major international border crossings supporting the movement of both persons and goods:  San Ysidro, Otay Mesa, Tecate, and Calexico.  Of these, San Ysidro handles the lightest volume, while Otay Mesa and Calexico accommodate the largest volume.  Otay Mesa is the largest California crossing, ranking sixth in the nation.

· Most of the California-Mexico trade is two-way within the same commodity class, suggesting extensive production sharing.  Components made in California are assembled or further processed in Mexico and shipped back to California.  Top commodities for this type of trade include machinery, vehicles, instruments, and electronics and electronic equipment. 

Appendix C
Fast Facts on California-Canada Trade Relations

Canada is the second largest market for exports of California-made goods.  In 2006, $14.2 billion in goods were exported from California to Canada and $21.2 billion in goods were imported from Canada to California.

California's Trade Economy

· Exports from California accounted for 12% of total U.S. exports in 2006.

· California's export shipments of merchandise in 2006 totaled $128 billion, ranking California second only to Texas ($151 billion) among the states in terms of total exports in 2006.

· California leads the nation in export-supported jobs; 1 in 7 jobs is related to trade.

· Small- and medium-sized firms generated more than two-fifths (43%) of California's total exports of merchandise in 2005. 

· California exported to 224 foreign destinations in 2006.
· California's largest export markets were its NAFTA trading partners, Mexico ($19.6 billion) and Canada ($14.2 billion), followed by Japan ($14.0 billion).

· In 2006, the state's leading export category was computers and electronic products, representing $44.5 billion (34%) of California's total merchandise exports.   
Profile of Canada

· California and Canada have similar-sized populations, 37 and 33.3 million respectively. 

· Geographically, Canada is the second largest country in world (after Russia), with approximately 90% of the population concentrated within 160 km of the U.S. border.

· In 2006, California's total gross state product was $1.7 trillion (most current data available). 
   Canada's gross domestic product in 2007 was $1.3 trillion. 

Canada's Population based on Language

· Canada's population includes people from all over the world. Their knowledge of various languages, international cultures and business practices gives added value to both domestic and Canadian-based international employers.

	Language
	Canada
	Halifax
	Montreal
	Toronto
	Edmonton
	Vancouver
	Ottawa

	English

	58.5

	92.3

	10.4

	51.8

	72.9

	60.2

	63.6


	French

	22.6

	2.9

	58.3

	1.2

	2.2

	1.3

	15.1


	Italian

	1.6

	0.2

	4.7

	4.0

	0.8

	1.0

	1.4


	Chinese

	2.9

	0.5

	2.1

	9.2

	4.9

	14.9

	3.1


	German

	1.5

	0.3

	0.3

	0.9

	1.9

	1.6

	0.9


	Portuguese

	0.7

	0.1

	1.5

	2.8

	0.6

	0.4

	0.5


	Polish

	0.7

	0.2

	0.5

	1.5

	1.3

	0.6

	0.8


	Spanish

	0.8

	0.2

	3.5

	2.3

	1.1

	1.7

	2.0


	Other

	9.4

	2.9

	16.1

	24.1

	12.7

	17.2

	11.7



	

	


Source: Statistics Canada Census, 2001 (01/2003)

Canada and U.S. Trade Relations

· The U.S. is Canada's top export market, representing 81.6% of all exports in 2006.

· The U.S. is Canada's top import market, representing 54.9% of all imports in 2006.

· Canada is the U.S. top trading partner, representing 18% of all exports in 2007.

· Since 1997, foreign direct investment in Canada grew over 131% to $448.9 billion at the end of 2006.

California Exports to Canada in 2006
· California exported $14.19 billion worth of goods to Canada, accounting for approximately 11% of California’s overall goods exports. 

· Over 832,000 California jobs were supported by Canada–U.S. trade. 
 
· Canada was the number one, single largest foreign buyer of California agricultural products.  California supplied Canadians with $2.4 billion in agricultural products—crops, livestock and processed foods.

2006 Exports from California to Canada by Industry Sector
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334 _Computers & Electronic Prod.

4,605,269,803

32.4 %
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111 _Crop Production

1,618,838,685

11.4 %
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336 _Transportation Equipment

1,480,577,843

10.4 %
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339 _Misc. Manufactures

885,227,171

6.2 %
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All Others

5,604,114,719

39.5 %

 Grand Total

14,194,028,221

100 %



	
	


Source: TradeStats Express

Canada's Exports to California in 2006
Canada's exports to California were substantial, $25.7 billion of merchandise sent to California, a full half of which was comprised of vehicles and parts.
 
· Automobiles ($9,699)


· Trucks ($1,390) 

· Organic chemicals ($679) 

· Medicine, in dosage ($509) 

· Motor vehicle parts, except engines ($289) 

· Newsprint ($287) 

· Containers ($259) 

· Meat ($251) 

· Synthetic rubber & plastics ($251) 

· Precious metals & alloys ($229)

Appendix D
Key Legislation Affecting California’s Trade and 

Investment Programs

Below is a list of bills shaping the development of California’s trade and investment programs.  This is not a comprehensive list, but a partial listing of the most important pieces of legislation since the program’s inception.  

2007-2008 Legislative Session

· AB 89 (Garcia) Vetoed by the Governor
Requires the Business, Transportation, and Housing Agency (BT&H) to prepare a study by January 1, 2010, regarding infrastructure development along the California-Mexico border, including an assessment of whether alternative financing mechanisms may be necessary to meet the development needs of the bi-national region.

· AB 1722 (Arambula) Awaiting a hearing in the Senate Committee on Business, Professions, and Economic Development
Requires the Business, Transportation and Housing Agency to provide the Legislature with a copy of the international trade and investment policy by February 1, 2008.  This policy is a result of the Agency's work on the previously mandated international trade study and strategy.

· AJR 14 (Jeffries) Approved by both Houses, Resolution Chapter 73, Statutes of 2007

Memorializes the President of the United States and Congress to enact legislation to ensure that a substantial increment of new revenues derived from customs duties and importation fees be dedicated to mitigating the economic, mobility, security, and environmental impacts of trade in California and other trade-affected states across the U.S.
· SB 515 (Scott) Vetoed by the Governor

Extends the sunset date by two years (January 1, 2008 to January 1, 2010) for the operation of the California international trade and foreign investment office in Yerevan (YFO), the Republic of Armenia.  Provides intent that any further extension of the operation of the YFO conform, to the extent possible, to the state's general requirements for the operation of state trade and investment offices.

· AB 2311 (Tran) Held in Assembly Committee on Jobs, Economic Development, and the Economy

Requires, regardless of existing statutory prohibitions, the Secretary of Business, Transportation, and Housing Agency to establish international trade and investment offices.

· AB 2312 (Tran) Held in Assembly Committee on Jobs, Economic Development, and the Economy

Establishes the position of a volunteer State Trade Representative, whose duties include promoting investment and trade between California and country in which the State Trade Representative is assigned.

· AB 3046 (JEDE) Pending in Assembly Committee on Appropriations

Establishes the California Office of Trade and Investment for the purpose of implementing the California International Trade and Investment Strategy.  

2005-2006 Legislative Session
· AB 2233 (Chan) Held in Assembly Jobs, Economic Development, and the Economy Committee 
Requires the establishment of four privately funded contract trade offices in Asia, the Middle East, Europe, and Mexico, with a long-term plan for each office and related reporting requirements.
· AB 2546 (Liu) Held in Assembly Jobs, Economic Development, and the Economy Committee 
Requires BT&H to develop an international trade and investment strategy for the state and would authorize the Secretary to accept proposals for the establishment of trade offices from any public, private, or foreign entity.
· AB 2601 (Arambula) Held in Senate Committee on Appropriations 
Provides the Secretary of BT&H the authority to establish an overall state policy on foreign trade and investment. 
· AB 2931 (Aghazarian) Held in Assembly Jobs, Economic Development, and the Economy Committee 
Authorizes BT&H to conduct trade activities and requires BT&H to establish, with private funds on a contract basis, trade offices in Mexico and Asia until January 1, 2009, with related reporting requirements.
· AB 2978 (Houston) Held in Assembly Jobs, Economic Development and the Economy Committee 
Requires BT&H to conduct trade activities and develop a statewide partnership of public-private trade development organizations.
· SB 1513 (Romero and Figueroa) Signed by the Governor, Chapter 663, Statutes of 2006 
Requires BT&H to study the feasibility and desirability of establishing a permanent international trade and investment program.


· SB 1525 (Murray) Held in Assembly Jobs, Economic Development, and the Economy Committee
Requires the establishment of, with private funding on a contract basis, an international trade and investment office in Johannesburg, South Africa.
· SB 1529 (Murray) Held in Assembly Jobs, Economic Development, and the Economy Committee
Requires the establishment of, with private funding on a contract basis, an international trade and investment office in Seoul, Republic of Korea.
· SB 1762 (Figueroa) Held in Assembly Jobs, Economic Development, and the Economy Committee
Requires legislative approval before the Governor voluntarily commits California to trade agreements.
2003-2004 Legislative Session
· AB 804 (Firebaugh) Held in Senate Banking, Commerce and International Trade Committee 
Authorizes the Secretary of BT&H to enter into a memorandum to implement an international trade promotion project until January 1, 2007. 

· AB 1149 (Firebaugh) Held in Senate Banking, Commerce and International Trade Committee 
Authorizes the Secretary of BT&H to enter into a memorandum to implement an international trade promotion project and to utilize existing state resources.  This bill also requires the Secretary to report on the memorandum annually to the Governor and Legislature until January 1, 2008. 
· AB 1911 (Richman) Held in Senate Banking, Commerce and International Trade Committee 
Establishes an international trade and investment office in Israel, with private funding on a contract basis. 

· AB 2206 (Firebaugh) Held in Senate Banking, Commerce and International Trade Committee 
Proposes the establishment of a California Office of Global Trade and Investment under BT&H and the designation of a director by the Secretary of BT&H.  

· AB 2411 (Yee) Held in Senate Banking, Commerce and International Trade Committee 
Proposes conditions for establishing trade and investment offices in foreign countries.
· AJR 91 (Chan) Chapter 163, Statutes of 2004
Calls on Congress and the President to extend the trade adjustment assistance program, which provides assistance during extended periods of unemployment due to an increase in imports.  

· SB 623 (Ducheny) Held on the Assembly Floor 
Requires BT&H to serve as the primary state agency responsible for trade until January 1, 2005.

· SB 1665 (Hollingsworth) Held in Senate Appropriations Committee 
Proposes the establishment of additional overseas trade and investment offices.  This bill further proposes to establish criteria and a process for selecting managers of overseas offices. 


· SB 1857 (Hollingsworth) Held in Senate Banking, Commerce and International Trade Committee 
Authorizes the Secretary of BT&H to establish additional overseas trade offices if a developed business plan and strategy are provided.  Additionally, this bill requires a report on the success and specific information from each overseas office.
2001-2002 Legislative Session
· AB 366 (Oropeza) Vetoed by the Governor 
Proposes the requirement of a detailed business plan be submitted to the TTCA prior to the establishment and funding of new offices. 

· AB 525 (Briggs) Chapter 48, Statutes of 2003 
Proposes the establishment of an overseas trade office in the Caucasuses Region that will serve the Caucasuses, Central Asia, and the Commonwealth of Independent States. 

· AB 627 (Oropeza) Vetoed by the Governor 
Proposes the California State University conduct a two-year study and provide a report to the Legislature on existing delivery systems for export services for in-state businesses.   
· AB 968 (Chan) Chapter 189, Statutes of 2001 
Revises and reshapes the provisions for trade policy within TTCA.  Under this bill, the Office of Foreign Investment, the Office of Trade Policy and Research, the Office of California-Mexico Affairs, the California State World Trade Commission, the International Trade and Investment Offices, the Office of Export Development, and the Export Finance Office would have been converted into the International Trade and Investment Division within TTCA.
· SB 1044 (Kuehl) Vetoed by the Governor
Requires the Department of Industrial Relations to review and report on the impact of international trade organizations and agreements on state labor laws.

· SB 1111 (Kuehl) Vetoed by the Governor
Requires the California Environmental Protection Agency (CalEPA) to review and report on the impact of international trade organizations and agreements on state environmental laws.
· SB 1657 (Scott) Chapter 863, Statutes of 2002 
Establishes an international trade and investment office in Yerevan in the Republic of Armenia.

· SJR 40 (Kuehl) Resolution Chapter 129, Statutes of 2002
Calls on Congress to exclude investment rules from future trade deals, to carve out state and local government actions from the scope of investment agreements, to ensure dispute settlement proceedings are public, and to consult with state lawmakers on trade negotiations.
Appendix E
California’s Current Trade and Investment Programs
Below are brief descriptions of several of California's trade and investment programs available at the state level.  This listing is intended to provide a basic representation of the types of programs and services that are available to businesses in California.  For a complete listing of state programs and services, please refer to the Catalog of State Economic and Workforce Development Programs developed by JEDE in 2007.  The Catalog is available through the JEDE Committee office and from its website located at www.assembly.ca.gov.  California’s trade and investment programs are spread across several governmental agencies and entities.

Workforce Development

California Workforce Investment Board (CWIB):  CWIB was formed to assist the State of California in complying with the federal Workforce Investment Act of 1998.  CWIB’s goals, as described in its strategic plan, are to “achieve sustainable economic growth, meet the demands of global competition in the modern economy, and improve the quality of life for all Californians.”  To meet these goals, CWIB and local workforce investment boards throughout the state work with stakeholder groups consisting of private businesses and public entities.  CWIB’s mission focuses on providing employment training with strong job prospects and to connect employers with job seekers.  More information on the CWIB and its local boards may be found at: www.calwia.org.

California Employment Training Panel (ETP):  Established in 1983, the ETP is a business- and labor-supported state agency that funds job skills training to provide workers with jobs that have good pay potential and long-term usefulness.  ETP is governed by a seven-member panel appointed by the Governor and Assembly and Senate Leadership.  ETP uses the Employment Training Fund for their training programs.  Monies in the Employment Training Fund are provided by one-tenth of 1% of unemployment insurance wages paid by every private, for-profit employer in the state, as well as some non-profits, amounting to no more than $7.00 per covered employee per year.  Research has shown that for every $1.00 invested in the ETP Program $5.00 is returned in economic benefits.  More information regarding the ETP may be found at:  www.etp.ca.gov
Goods Movement

Goods Movement Plan:  This effort, led by BT&H and CalEPA, is intended to improve the movement of goods in California.  This plan aims to facilitate business growth in both the near and long term by promoting infrastructure improvements and developing strategies to maximize the ability of businesses to import, export, and distribute goods using California’s roadways, ports, rails, and other modes of transport.  In January 2007, the Phase II Goods Movement Plan was published which provided a statewide action plan for goods movement.  More information may be found at: www.arb.ca.gov/gmp/gmp.htm.

Trade and Investment

California Business Investment Services (CalBIS):  Contained within the California Labor and Workforce Development Agency, CalBIS “serves employers, corporate real estate executives, and site location consultants considering California for new business investment and expansion.”  Among its services, CalBIS provides site selection services, information on international trade, workforce services, labor market data, and guides for businesses, including “California Investment Guide: an Overview of Advantages, Assistance, Taxes and Permits” and “Setting Up Business in California: a Guide for Investors.”  More information may be found at: www.labor.ca.gov/calBIS/.

Centers for International Trade Development (CITD):  These centers are funded through the California Community Colleges, Economic and Workforce Development Program.  With 14 centers in the state, each hosted by a local community college, the CITD assists companies in doing business abroad with technical assistance, market research, educational programs, and relationship-building opportunities.  In addition, the CITD works closely with the California Commission on Jobs and Economic Growth, Small Business Development Centers, the U.S. Department of Commerce, chambers of commerce, business associations, and the California-Mexico Trade Assistance Centers.  More information may be found at www.citd.org.

California-Mexico Trade Assistance Centers (CMTAC):  CMTAC has 18 centers throughout California to provide assistance for California companies to conduct business in Mexico.  These centers have close ties to the Centers for International Trade Development (CITD), which are run through the California Community Colleges.  Among its services, CMTAC provides technical assistance, trade data, trade missions to Mexico, hosted business events and conferences, and information on investment regulations and transportation logistics.  More information may be found at: www.cmtac.org.

Small Business Development Centers (SBDC):  This program provides free services to business clients to assist them in achieving their global market goals.  SBDC "provide[s] basic foreign trade and other business development assistance at 46 locations throughout the state."  These centers are funded by the U.S. Small Business Administration, the Chancellor's Office of California Community Colleges, and donations from business and other academic institutions.
Monterey Bay International Trade Association (MBITA):  MBITA is a non-profit organization that provides services to the business community to promote international trade.  MBITA manages the TradePort.org website and provides trade promotion services for a fee.  Among its services, MBITA provides market information, market entry strategies, foreign business connections, and translation.  More information may be found at: www.mbita.org.

TradePort:  This Internet Web site provides information and services to assist California businesses with global trade initiatives.  TradePort was launched in 1996 with federal and state funding, is owned by the Bay Area Economic Forum and the Los Angeles Area Chamber of Commerce, and is managed by the Monterey Bay International Trade Association.  This Internet portal provides businesses with information on market research, export strategy, rules of trade, financing, logistics, and trade statistics.  Also, TradePort has a network of affiliates, including service centers in the Bay Area, Los Angeles, Inland Empire, Fresno/Central Valley, Sacramento, and San Diego.  The Internet address is www.tradeport.org.

Agricultural Export Program (AEP):  AEP, administered by the California Department of Food and Agriculture, was established to “assist California’s agricultural producers in foreign market development, leading to increased exports of our agricultural products.”  Among its services, AEP supports trade shows, trade missions, foreign buyer visits, market research, and up-to-date education on international trade policies and regulations.  More information may be found at: calagexports.com.

International Business Relations Program (IBRP):  IBRP, administered by the Office of the Secretary of State, provides information and assistance for out-of-state and foreign companies seeking to conduct business in California.  Their services consist of assistance with filing and reporting requirements for conducting business primarily, but the program also provides access to information on California businesses, foreign consulates, foreign trade offices in California, and other general information about California companies and government.  More information may be found at: www.ss.ca.gov/business/ibrp/ibrp.htm.

Energy Technology Export Program (ETEP):  ETEP, administered by the California Energy Commission, provides financial assistance to California-based companies conducting business on the international market, organizes trade missions, conducts visits by foreign energy decision makers, and provides energy market information.  More information may be found at: www.globalenergyconnection.ca.gov.

Foreign Trade Zones (FTZ):  FTZs are areas where goods may be imported without submitting to all U.S. Customs rules or tariffs and are intended to promote U.S. participation in trade and retain domestic employment that might otherwise go to foreign countries.  These zones are established by the federal government with authorizing state statutes in the California Government Code (sections 6300 to 6305).  California has 17 general purpose FTZs out of 234 zones in the U.S.  More information may be found at: www.labor.ca.gov/calBIS/cbforeigntradezones.pdf and www.cbp.gov/xp/cgov/import/cargo_control/ftz/.

World Trade Centers (WTC):  Part of the network of 282 WTCs throughout the world, California houses 10 WTCs.  These organizations are intended to promote international trade and business relations and provide a range of services, including research and information, educational programs, and business networking opportunities.  The WTCs serve as a “one-stop shopping center” for international business.  California has the following WTCs:  Bay Area WTC, WTC Baja California/Greater Tijuana, WTC Long Beach, WTC Los Angeles, WTC Orange County, WTC Oxnard, WTC Palm Springs, WTC Sacramento, WTC San Diego, and WTC San Francisco.  More information can be found at:  world.wtca.org.

General Business Promotion
California Government:  Online to Desktops (CalGOLD):  Contained within CalEPA, CalGOLD is an Internet portal for businesses to access information about environmental, regulatory, and permitting requirements.  CalGOLD does not issue licenses or permits but provides assistance for businesses in determining permitting and licensing requirements and provides contact information for the appropriate permitting or licensing agency.  More information is available at: www.calgold.ca.gov.

California Business Portal:  This state government website provides links to a wide range of information for businesses, including establishing a business, growing an existing business, exporting goods, foreign investment, doing business with government, key industries information, and Internet links to relevant public and private entities that provide other services to businesses.  The Internet address for the California Business Portal is: www.calbusiness.ca.gov.

California Commission for Jobs and Economic Growth:  This non-state entity was created by Governor Arnold Schwarzenegger as a private non-profit that raises its own funding.  This organization works with state and local governments, businesses, and business and labor associations to organize trade shows and tours, provide connections between business and government, and promote economic growth in California.  More information is available at: www.4cajobs.com.

Appendix F
California Business Climate

Are California's tax rates too high?  Is California a poor place to start and grow a business?  Let's look at the facts.  
This paper presents a number of surveys and indexes that evaluate California's business climate.  While outcomes are swayed based on the different weighting of each component of the different models, overall, it is clear California businesses experience higher costs than in many other areas of the nation.  

It is also clear that even with those costs, certain regions of the state remain highly competitive within the national and global marketplace.  However, the surveys and indexes below demonstrate areas of weakness that threaten California's long-term economic strength.  In particular, the state needs to improve its government fiscal policies so that we can make long-term investments in infrastructure, K-12 education, and workforce development. If the state does not regain competitiveness in these areas, California's advantages in entrepreneurship, finance, and technology will erode.

Businesses' Outlook
A recent survey of California small business owners found that 66% of respondents believe the business climate in California is poor or very poor. The top issues for these small businesses are:
1. The Rising Cost of Health Care (86%)
2. Quality of Education (75%)
3. Infrastructure (71%)
4. Regulations (63%)
5. Energy (62%)
6. Taxes (57%)
7. Procurement (54%)
8. Immigration (53%)
9. Workers Compensation (52%)
10. Access to Capital (50%).

Relatively High Cost of Doing Business

Below is a survey of a number of indexes which score various costs for doing business in California.  In general, California is a high-cost state under all indexes.  However, these indexes measure cost inputs and not production and service outcomes.  These measurements are found in the following section.
· State Competitiveness:  California ranks 22nd among 50 states relative to a 2004 index that scores 8 specific areas of competitiveness.  The following are the areas and California's rank within the individual category:  Business Incubation (6th), Environmental Policy (22th), Government and Fiscal Policy (48th), Human Resources (33rd), Infrastructure (47th), Openness (3rd), Security (24th), and Technology (7th).

· Overall Cost of Doing Business:  California ranks 6th highest among 50 states relative to the cost of doing business, i.e. 45th in the nation. This 2007 index measurers wage costs, taxes, electricity costs, and real estate costs.  States with overall higher costs include Hawaii, New York, Alaska, Massachusetts, and Connecticut.

· Total Tax Climate:  California ranks 13th among 50 states for total state and local tax burden.  In 2005, California state and local governments collected $4,055 per capita in taxes, compared to $3,698 in the nation as a whole.  Comparable rates from other states were $5,752 in New York, $3,849 in Illinois, $3,369 in Florida, and $3,015 in Texas.  Adding in fees, charges, special assessments, and other miscellaneous sources, California's combined "tax" burden is $5,961 per capita, compared to $5,338 nationwide.  Based on total "tax" burden, California ranks 9th in the nation.
 
· Business Tax Climate:  California ranks 4th highest among 50 states as having the worst business tax climate, i.e. 47th in the nation.  The 2008 State Business Tax Climate Index, prepared by the Tax Foundation, is based on a composite score of the state taxes related to income, sales, unemployment, and property.  California ranked worst in the nation for its individual income tax system and 9th worst in its sales tax system.

· Wage Costs: California ranks 4th highest among 50 states relative to wage costs, i.e. 47th in the nation.  This 2007 wage index measurers the average annual wage per employee in all industries.  States with higher wage costs include Connecticut, New York, and New Jersey.

· Tax Burden:  California ranks 10th highest among 50 states relative to state and local taxes, i.e. 41st in the nation.  This 2007 index measures annual state revenues as a share of personal income.  States with higher tax burdens include Vermont, Hawaii, Wyoming, Alaska, West Virginia, New Mexico, Arkansas, Minnesota, and Delaware.

· Electricity Costs:  California ranks 9th highest among 50 states relative to electricity rates, i.e. 42nd in the nation.  This 2007 index measures commercial and industrial electricity cost in cents per kilowatt-hour.  States with higher electricity costs include Hawaii, Massachusetts, New Hampshire, Rhode Island, Connecticut, Alaska, Maine, and New York.

· Industrial Rent Costs:  California ranks 5th highest among 50 states relative to the cost of industrial rents, i.e. 46th in the nation.  This 2007 index measures the cost of renting industrial space on a per square foot basis.  States with higher industrial rents include Hawaii, Alaska, New Jersey, and New York.

· Office Rent Costs:  California ranks 3rd highest among 50 states relative to the cost of office rents, i.e. 48th in the nation.  This 2007 index measures the cost of renting office space on a per square foot basis. States with higher office rents include New York and Massachusetts.

· Highway Construction:  California ranks 48th in investment in highways and 40th in overall infrastructure investment based on personal income.  Despite a 50% increase in population, California has increased the lane capacity of highways by only 7% in the past 20 years. 
  

California Productivity
Below is a survey of indexes that measure California's productivity and overall economic environment.  Following this survey are separate sections detailing how California competes relative to access to venture capital, knowledge-based economy, and its relative domination in a range of industry sectors.

· Best Places to Work:  California metro areas hold 8 of the top 15 slots for areas to do business and advance a career.  California also holds 10 of the top 25 spots.  Top California locations include San Diego (1st), Santa Rosa (2nd), Ventura (4th), San Louis Obispo (7th), Oakland (8th), Orange County (10th), Riverside-San Bernardino (11th), and Vallejo (15th).  This 2002 index evaluates wages and salary growth, jobs growth, high-tech GDP, and job momentum.

· Best Performing Cities:  California metro areas hold 4 of the top 25 slots for areas that are best to create and sustain jobs.  Top California locations include Riverside-San Bernardino (3rd), Bakersfield (17th), Vallejo-Fairfield (22nd), and Sacramento–Arden-Arcade–Roseville (25th).  This 2007 index evaluates job and wage growth as well as several technology indicators.

· Growth in Gross State Product (GSP):  California's percentage increase in Gross State Product exceeds that of the U.S. in 8 of the last 15 years for which data is available.

· Exports:  Exports from California accounted for 12% of total U.S. exports in 2006.
  California's export shipments of merchandise in 2006 totaled $128 billion, ranking California 2nd only to Texas ($151 billion) among the states in terms of total exports.  California leads the nation in export-supported jobs – 1 in 7 jobs is related to trade.

· Manufacturing Strengthening:  California has 4 of the top 5 strongest manufacturing regions in the West, which is comprised of Alaska, California, Hawaii, Oregon, Nevada, and Washington.  California's top regions include:  Yuba City-Maryville, San Diego-Carlsbad-San Marcos, Fresno-Madera, and Stockton.

Access to Venture Capital
Below is a summary of indexes on businesses' access to venture capital.  California has consistently been a leader in attracting venture capital; although other states are beginning to close the gap. 
· Impact of Venture Capital:  California is the leader in revenues tied to venture- backed companies with $507 billion, followed by Texas ($274 billion), Washington ($127 billion), Pennsylvania ($113 billion), and Massachusetts ($112 billion). Venture-backed companies contributed to 10 million jobs and $2.1 trillion in revenues nationally in 2005.  

The 5 states with the highest employment attributable to venture-backed companies were California (2.2 million jobs), Texas (1.1 million jobs), Pennsylvania (697,000 jobs), Massachusetts (640,000 jobs), and Georgia (604,000 jobs).

· Growth Rate of Venture-Backed Companies:  California had the 2nd highest growth in revenues attributed to venture-backed companies among 50 states during 2003-2005, growing 12.9%.  Other states with high growth rates for revenues include Connecticut (14.5%), Washington (12.6%), Illinois (12.3%), Texas (11.7%), Georgia (11.6%), and Minnesota (11.2%).

· Highest Venture Capital Investments by Region:  California had 4 of the top 18 regions in the nation for venture capital investments, including Silicon Valley (34.22%), San Diego (6.04%), Los Angeles/Orange County (3.62%), and Sacramento (0.7%).  Other top performing regions include New England (12.28%) and the Southeast (6.84%).

· Fastest Growing Venture Capital Investments by Region:   Los Angeles ranks 4th among the top 5 fastest growing regions for venture capital investments, representing a 155% increase in investments and a 72% increase in the number of companies over the past 10 years.  Other top performing regions include New Mexico with a 375% increase in investments and a 650% increase in the number of companies, Pittsburgh/Tristate with a 513% growth in investments and a 267% increase in the number of companies, Seattle with a 211% growth in investments and a 103% increase in the number of companies, and the Washington DC Metroplex with a 130% growth rate in investments and a 71% increase in the number of companies.

Knowledge-Based Economy
Below is a summary of indexes on the components of a high technology economy.  While California scores well in most categories, these indexes also provide evidence that other states are becoming increasingly competitive in knowledge-based industries.
· Knowledge-Based Economy:  California ranks 2nd among 50 states related to 12 key criteria Milken Institute has selected as being critical to future high tech growth.  Other top performing states in the index include Massachusetts (1st), Colorado (3rd), Connecticut (4th), and Maryland (5th).  This 2001 index ranks states based on research and development dollars, number of patents issued, venture capital investment, business starts, and IPO proceeds.

· Biotechnology Transfer to Commercialization:  The University of California ranks 2nd with Caltech 3rd and Stanford 4th among all universities for biotechnology transfer.  MIT scores 1st and University of Florida ranks 5th.  

· Educational Attainment:  California ranks 8th among 50 states relative to people over 25 years of age with a bachelor's degree or greater.  Other top performing states in the index include Massachusetts (1st), Connecticut (2nd), Maryland (3rd), Colorado, (4th), New Jersey (5th), Vermont (6th), and New Hampshire (7th).  California ranks 10th among states relative to the percentage of persons over 25 years who have advanced degrees and 14th for the percentage of persons over 25 who are doctoral scientists.
 

· Federal R&D:  California ranks 8th among 50 states relative to the percentage of federal R&D dollars per capita. Other top performing states in the index include Maryland (1st), New Mexico (2nd), Vermont (3rd), Maryland (4th), Georgia (5th), Alabama (6th), and Rhode Island (7th).  California ranks 7th among states for industry dollars expended and 15th for academic dollars expended per capita for R&D.
 

· Patents Issued:  California ranks 1st among 50 states for patents issued in 2006 when 25,043 total patents were granted.  Other top performing states include Texas (6,717 patents), New York (6,407 patents), Massachusetts (4,369 patents), and Michigan (4,179 patents).
  

Depth of the California Economy by Industry Indexes
California's $1.7 billion economy ranks 8th in the world.  The state has the largest population, comprised of over 11% of the total United States population.  Below is a selection of industry sectors and where the state ranks nationally relative to business start-up and expansions.

· Aerospace:  California ranks 1st in start-ups and 1st in new branches in aerospace.  Other top ranking states include Florida, Texas, Washington, and New York for start-ups and Florida, Texas, Washington, and Virginia in new branches.

· Agribusiness/Food Processing:  California ranks 2nd in start-ups and 1st in new branches in agribusiness and food processing.  Other top ranking states include Florida, Texas, Michigan, and New York for start-ups and Texas, Florida, Illinois, and Georgia in new branches.

· Automotive Original Equipment Manufactures (OEMs):  California ranks 1st in start-ups and 5th in new branches in automotive OEMs.  Other top ranking states include Texas, Florida, Michigan, and Indiana for start-ups and Michigan, Texas, Ohio, and Indiana in new branches.

· Auto Suppliers:  California ranks 2nd in start-ups and 3rd in new branches in auto supplies.  Other top ranking states include Michigan, Texas, Indiana, and Ohio for start-ups and Michigan, Texas, Ohio, and Kentucky in new branches.

· Bioscience:  California ranks 1st in start-ups and 1st in new branches in bioscience.  Other top ranking states include Florida, Texas, Massachusetts, and New York for start-ups and Texas, Florida, Pennsylvania, and New York in new branches.

· Health Services:  California ranks 1st in start-ups and 1st in new branches in health sciences.  Other top ranking states include Florida, Texas, New York, and Michigan for start-ups and Texas, Florida, Pennsylvania, and New York in new branches.

· Manufacturing:  California ranks 1st in start-ups and 1st in new branches in manufacturing.  Other top ranking states include Texas, Florida, New York, and Michigan for start-ups and Texas, Illinois, Florida, and Michigan in new branches.

· High-Tech Manufacturing:  California ranks 1st in start-ups and 1st in new branches in high-tech manufacturing.  Other top ranking states include Texas, Florida, New York, and Michigan for start-ups and Texas, Florida, Missouri, and New York in new branches.

· Medical Device Manufacturing:  California ranks 1st in start-ups and 1st in new branches in medical device manufacturing.  Other top ranking states include Texas, Florida, New York, and Ohio for start-ups and Texas, Florida, Ohio, and Massachusetts in new branches.

· Pharmaceuticals:  California ranks 1st in start-ups and 5th in new branches in pharmaceuticals.  Other top ranking states include New Jersey, Florida, Texas, and New York for start-ups and New Jersey, New York, Pennsylvania, and Illinois in new branches.

· Telecom:  California ranks 1st in start-ups and 1st in new branches in telecom.  Other top ranking states include Texas, Florida, New York, and Michigan for start-ups and Texas, Missouri, Florida, and Georgia in new branches.

· Transportation:  California ranks 1st in start-ups and 2nd in new branches in transportation.  Other top ranking states include Florida, Texas, Michigan, and New York for start-ups and Texas, Illinois, Florida, and New York in new branches.

Appendix G

Compilation of Significant Reports on the Impact of 

Federal Trade Agreements on California

The list below is a brief summation of recent reports reviewing the impact of federal trade agreements on California.  The findings and conclusions in these reports are not universally endorsed; however, the sources are considered credible and worth public policy review.

California on the Global High Road: State Trade and Investment Strategy for the 21st Century (Robert Collier, 1999)

· Examines the state’s policies on international trade and investment, compares them with those of other states and nations, and issues policy recommendations falling under five broad categories, which, among others, include state trade promotion and relations with Mexico.

Democracy’s New Challenge: Globalization, Governance, and the Future of American Federalism (Mark C. Gordon, 2001)

· Focuses on one of the most important questions facing American democracy: What is globalization and how is it affecting the ability of Americans to govern themselves through traditional civic processes?

Balancing Democracy & Trade: Assessing the Impact of Trade & Investment Agreements on California Law (Harrison Institute for Public Law, Georgetown University Law Center, 2001)

· Identifies and analyzes 11 categories of state law in California that potentially conflict with trade or investment rules under NAFTA or WTO agreements.

Paying to Regulate: A Guide to Methanex v. United States & NAFTA Investor Rights (William T. Waren, 2001)

· Examines one of the first cases brought against the U.S. under the investment chapter of NAFTA and how NAFTA investment cases raise fundamental issues of state sovereignty and federalism.

Globalization at the Crossroads: Ten Years of NAFTA in the San Diego/ Tijuana Border Region (Environmental Health Coalition, 2004)

· Documents the impacts of NAFTA in the San Diego/Tijuana border region by focusing on a case study on television manufacturers in Tijuana and illustrates the global flow of corporations, goods, and workers.

When Bad Things Happen to Good Laws: How International Trade Pacts Threaten California’s Environmental Laws (Sierra Club, 2004)

· Addresses the concerns of state and local officials with respect to the potential implications trade agreements can have on their ability to govern, especially on environmental issues, at the state level. 

NAFTA Chapter 11 Investor-State Cases: Lessons for the Central America Free Trade Agreement (Public Citizen, 2005)

· Provides a detailed analysis of the 42 cases and claims which foreign investors have filed under NAFTA’s Chapter 11 investor-state rules and offers findings and recommendations for their impact on future free trade agreements.

GATS & LNG Facility Siting in California: A Case Study of Proposed Trade Rules on Domestic Regulation (Orly Caspi, 2006)

· Focuses on anticipated energy shortages in the U.S. and their impact on foreign and U.S. companies’ desire to build liquid natural gas (LNG) facilities on or near U.S. coastlines.  The report analyzes the proposed trade rules or “disciplines” that GATS intermediaries are debating in negotiations and how this will impact these LNG applications.

GATS & Nursing Qualifications: A Case Study of Proposed Trade Rules on Domestic Regulation (Kevin Sinclair, 2006)

· Examines developing countries’ desire for the WTO to promote their ability to export service workers, including health workers to the U.S.  The report analyzes proposed trade rules or “disciplines” that GATS intermediaries are debating in their negotiations.

Appendix H
Senate Bill 1513 – California International Trade and Investment Act
SB 1513, CHAPTER 663, Statutes of 2006

INTRODUCED BY   Senators Romero and Figueroa

(Principal coauthor: Senator Torlakson)

(Principal coauthors: Assembly Members Liu, Aghazarian, Arambula, Baca, Chan, Garcia, Houston, Tran, and Yee)

An act to add Chapter 2.5 (commencing with Section 13996.4) to Part 4.7 of Division 3 of Title 2 of, and to add Title 20 (commencing with Section 99500) to, the Government Code, relating to international trade and investment.

THE PEOPLE OF THE STATE OF CALIFORNIA DO ENACT AS FOLLOWS:

SECTION 1.  This act shall be known and may be cited as the California International Trade and Investment Act.

SEC. 2.  Chapter 2.5 (commencing with Section 13996.4) is added to Part 4.7 of Division 3 of Title 2 of the Government Code, to read:

      CHAPTER 2.5.  International Trade and Investment

13996.4.  The Legislature finds and declares all of the following:

(a) The statutory authority for the Technology, Trade, and Commerce Agency, including the agency's international trade and investment promotion programs, was repealed by Chapter 229 of the Statutes of 2003, thereby reducing the capacity of state government to assist California firms in developing global business opportunities.

(b) The repeal of the statutory authority for the Technology, Trade, and Commerce Agency has increased the importance of strengthening collaborative linkages among remaining California-based international trade and investment promotion programs operated at federal, state, regional, and local levels. These programs include, but are not limited to, the Centers for International Trade Development operated by the California Community Colleges, 15 offices of the United States Commercial Service within the United States Department of Commerce, numerous local and regional World Trade Centers, and public and private economic development and trade associations.

(c) According to data for 2000, international trade and investment activity in the state supports one in every seven California jobs.

(d) According to the Public Policy Institute of California:

(1) Nearly 94 percent of all exporters located in California are small- or medium-sized firms. Over 90 percent of businesses in California are small businesses and over 50 percent of all workers are employed by a small business.

(2) Exporters are more productive and pay higher wages than nonexporters.

(3) Effective state programs supporting export opportunities should identify and respond to differing needs of both export-willing and export-ready firms.

(e) The adequacy of the state's infrastructure, workforce, research facilities, manufacturing and service industries, and access to capital form the foundation of California's global market-related economy.

(f) California's multicultural and ethnic populations offer unique opportunities for international trade and investment.

(g) United States subsidiaries of foreign companies in California employed 561,000 California workers from 2000 to 2005. This is an increase of 15 percent. In comparison to other states, California is an attractive location for international employers, ranking first in the United States in the number of employees supported by United States subsidiaries.

(h) California's trade and investment policy is a living document that should be regularly updated to reflect emerging business trends and the changing needs of California businesses and workers.

13996.45.  (a) (1) Subject to paragraph (2), and subject to Section 13996.75, the Business, Transportation and Housing Agency shall be the primary state agency authorized to do all of the following:

(A) Attract employment-producing foreign investment to the state.

(B) Cooperate in international public infrastructure projects.

(C) Provide support for California business in accessing international markets, including, but not limited to, export assistance.

(D) Engage in other trade or foreign investment related activities specifically assigned by the Governor.

(2) Nothing in this chapter shall be construed to confer powers or impose duties upon the agency in conflict with any powers conferred or duties imposed upon the Department of Food and Agriculture with respect to the promotion of California agriculture, fish, and forest exports.

(b) The international trade and investment activities of the agency shall be monitored by the Legislature, and all public moneys in its budget expended for those purposes, shall be subject to approval by the Legislature.

(c) The Secretary of Business, Transportation and Housing shall develop an international trade and investment policy, which shall be consistent with the economic development strategic plan prepared by the California Economic Strategy Panel pursuant to Section 15570, and shall provide guidance to strategies and plans from other agencies and departments related to workforce and infrastructure development.

(d) California's international trade and investment policy shall be directed through its state strategy, which shall be based on current and emerging market conditions and the needs of investors, businesses, and workers to be competitive in global markets.

13996.5.  (a) Not later than October 1, 2007, the Secretary of Business, Transportation and Housing shall complete a study on the potential roles of the state in global markets.

(b) The study shall include, but not be limited to, all of the following:

(1) A discussion of California's economy and its relationship to global markets, including identification of current and emerging trends, industries, services, and areas of comparative advantage.

(2) An inventory and gap analysis of existing programs and services provided by local, state, federal, and private entities, which serve, or could serve, businesses in opening new foreign markets for their products, attracting foreign investment to their businesses, or generally assisting California businesses in global markets.

(3) An assessment and gap analysis of the current and future physical and human infrastructure related to foreign trade and investment markets, and the appropriate role for state government to improve the infrastructure needs.

(4) The results of a survey of businesses on their needs and priorities related to foreign trade and investment.  The study may rely on current surveys prepared by trade organizations or academic centers dedicated to economic development, or other surveys, as appropriate.

(5) An examination of how best to coordinate and leverage existing local, state, and federal organizations, programs, and services related to international trade and investment.

(6) An assessment of unique opportunities and challenges in developing businesses and attracting investment along the border and in historically underserved urban and rural areas.

(c) (1) The study shall make recommendations on policies, programs, and funding needs for the next three years, seven years, and over the long term.

(2) Recommendations may include infrastructure improvements, workforce training needs, incentives for business or investors, and need for international trade and investment offices in relation to the international trade and investment needs of the state.

(3) To the extent international trade and investment offices are found to be appropriate, the study may make general recommendations on the administration, oversight, and mission or missions of the offices.

(4) The study shall recommend priorities for state activities and funding related to international trade and investment. The priorities shall be based on the assessment of current and emerging market trends, the inventory and gap analysis of programs and services, the assessment of current and future infrastructure and workforce needs, and input by the business community.

(5) The study shall recommend an organizational structure for the state administration of international trade and investment policies, programs, and services.

(d) During the course of the study, the secretary shall consult with other agencies, boards, and commissions that have statutory responsibilities related to workforce development, infrastructure, business, and international trade and investment including, but not limited to, the Economic Strategy Panel, the California Commission on Industrial Innovation, the Office of the Small Business Advocate,

the California Transportation Commission, the California Community Colleges, the University of California, the California State University, the Workforce Investment Board, the Employment Training Panel, and the California Energy Commission.

(e) The results of the study shall be submitted to the Chief Clerk of the Assembly and the Secretary of the Senate. A copy of the study shall be provided to the Speaker of the Assembly, the President pro Tempore of the Senate, and the chairs of the Assembly Committee on Jobs, Economic Development, and the Economy and the Senate Committee on Business, Professions and Economic Development, or the successor committees with jurisdiction over international trade and economic development programs.

13996.55.  (a) Based on the study prepared pursuant to Section 13996.5, the Secretary of Business, Transportation and Housing shall provide to the Legislature, not later than February 1, 2008, a strategy for international trade and investment that, at a minimum, includes all of the following:

(1) Policy goals, objectives, and recommendations necessary to implement a comprehensive international trade and investment program for the State of California. This information shall be provided in a fashion that clearly indicates priority within the overall strategy.

(2) Measurable outcomes and timelines for the goals, objectives, and actions for the international trade and investment program.

(3) Identification of impediments for achieving goals and objectives.

(4) Identification of key stakeholder partnerships that will be used in implementing the strategy.

(5) Identification of options for funding recommended actions.

(6) Identification of an international trade and investment organizational structure for the state administration of international trade and investment policies, programs, and services.

(b) The strategy shall be developed in consultation with the California Economic Strategy Panel. In the course of developing the strategy, the secretary shall also consult with other agencies, boards, and commissions that have statutory responsibilities related to workforce development, infrastructure, business, and international trade and investment including, but not limited to, the California Commission on Industrial Innovation, the Office of the Small Business Advocate, the California Transportation Commission, the California Community Colleges, the University of California, the California State University, the Workforce Investment Board, the Employment Training Panel, and the California Energy Commission.

(c) The strategy shall be submitted to the Chief Clerk of the Assembly and the Secretary of the Senate. A copy of the strategy shall be provided to the Speaker of the Assembly, the President pro Tempore of the Senate, and the chairs of the Assembly Committee on Jobs, Economic Development, and the Economy and the Senate Committee on Business, Professions and Economic Development, or the successor committees with jurisdiction over international trade and economic development programs.

(d) (1) The strategy shall be reviewed in at least one public hearing by the relevant policy and fiscal committees of each house of the Legislature. The hearings shall be held within 60 days of the strategy being submitted to the Legislature. If the strategy is submitted when the Legislature is in recess, the hearings shall occur within 60 days of the members convening.

(2) The legislative committees may make recommendations to the secretary on the strategy, and the secretary may modify the strategy accordingly.

(e) The secretary shall report to the fiscal committees of the Legislature on or before February 1, 2009, and by that date each year thereafter, on how the Governor's proposed budget relates to the strategy.

(f) The strategy shall be updated pursuant to the procedures of this section at least once every five years.

13996.6.  (a) The Secretary of Business, Transportation and Housing shall convene a statewide business partnership for international trade and investment no later than March 1, 2007.

(b) The business partnership shall include representatives from small, medium, and large businesses and industries, as well as nongovernmental organizations and government representatives.

(c) The business partnership shall advise the secretary on business needs and strategy priorities as they relate to international trade and investment. This information shall be used in establishing the needs and priorities in the plan developed pursuant to Section 13996.5 and the strategy developed pursuant to Section 13996.55, and for any other uses as determined by the secretary.

13996.65.  (a) (1) The Secretary of Business, Transportation and Housing is prohibited from establishing any international trade and investment office unless the following conditions are met:

(A) The secretary determines that, based on a review of the international trade and investment policies and the recommendations and priorities established in the international trade and investment strategy developed pursuant to Section 13996.55, it is appropriate to consider establishing international trade and investment offices.

(B) The secretary prepares a separate international trade and investment office strategy, that meets the requirements and conditions of this section.

(C) The international trade and investment office strategy receives statutory authorization pursuant to the requirements and conditions of this section.

(D) The secretary submits a business plan to the Legislature, that meets the requirements of Section 13996.7.

(2) This chapter does not apply to any international trade and investment office established pursuant to Section 13997.1.

(b) If the secretary determines that opening international trade and investment offices is in the best interest of the state, the secretary shall develop a strategy for selecting, opening, and managing international trade and investment offices.

(c) The international trade and investment office strategy shall conform to at least all of the following requirements:

(1) It shall be based on the needs and priorities of California's businesses.

(2) It shall be consistent with the resources and priorities of the overall trade and investment strategy submitted to the Legislature pursuant to Section 13996.55.

(3) It shall define the program's goals, objectives, and timelines for achieving quantifiable targets. Individual offices may have separate missions or play different roles within the overall international trade and investment office strategy. To the extent that the proposed offices are expected to assist businesses in opening new markets, these activities shall be targeted primarily to small- and medium-sized businesses.

(4) It shall outline the Business, Transportation and Housing Agency's management and oversight responsibilities, funding levels, and activities.

(5) It shall outline how international trade and investment office locations will be selected by the secretary and approved by the Governor, including the general geographic locations, number of offices, a process for determining how long an office should remain operational, and duties undertaken by the offices.

(6) It shall define how the offices will be funded, including funding for oversight and monitoring.

(7) It shall consider how offices will be staffed, including staffing levels and types of positions needed to operate the offices proposed in the international trade and investment office strategy.

(8) It shall provide a conflict-of-interest policy and gift policy.

(9) It shall provide for the appointment of a senior level international trade and investment office manager as described in subdivision (c) of Section 99106.

(d) The international trade and investment office strategy shall be submitted to the Chief Clerk of the Assembly and the Secretary of the Senate. A copy of the strategy shall be provided to the Speaker of the Assembly, the President pro Tempore of the Senate, and the chairs of the Assembly Committee on Jobs, Economic Development, and the Economy and the Senate Committee on Business, Professions and Economic Development, or the successor committees with jurisdiction over international trade and economic development programs.

(e) (1) The international trade and investment office strategy shall be reviewed in at least one public hearing by the relevant policy and fiscal committees of each house of the Legislature. The hearings shall be held within 60 days of the strategy being submitted to the Legislature. If the strategy is submitted when the

Legislature is in recess, the hearings shall occur within 60 days of the members convening.

(2) The legislative committees may make recommendations to the secretary on the strategy, and the secretary may modify the strategy accordingly.

(f) The international trade and investment office strategy shall be updated no less than every five years from the date that the first strategy is submitted to the Chief Clerk of the Assembly and the Secretary of the Senate.

(g) The international trade and investment office strategy shall be implemented only upon statutory authorization by the Legislature.

13996.7.  (a) Except as specified in Section 13997.1, international trade and investment offices are prohibited from being established except under the conditions specified in the international trade and investment office strategy described in Section 13996.65. Except as specified in Section 13997.1, no office may be established except as provided in this chapter.

(b) In establishing offices pursuant to this section, the secretary shall submit to the Legislature a business plan for each proposed office, which shall include, but not be limited to, all of the following:

(1) The mission of the office, goals, objectives, and timelines for achieving quantifiable targets.

(2) The level of staffing and staff expertise requirements needed to successfully operate the office.

(3) The proposed terms for the operation of the offices, including the duration and oversight needed for office operations.

(4) How the opening of the office relates to the international trade and investment office strategy and the overall international trade and investment strategy.

(c) (1) The international trade and investment offices shall be under the direction of a manager of international trade and investment offices within the agency, to be designated by the secretary. The manager shall be an individual with experience in management and oversight of public agencies or experience in international trade, investments, or global business.

(2) No international trade and investment office shall be opened until the position of the manager of international trade and investment offices is filled within the agency.

(3) The position of the manager of the international trade and investment offices shall be a state employee position funded and staffed in a manner consistent with the international trade and investment office strategy.

(d) (1) Each office established pursuant to this chapter shall submit a report to the agency by December 1 of each year on meeting its goals, objectives, and timelines as outlined in its business plan.

(2) The secretary shall provide a summary of the reports to the relevant policy committees of each house of the Legislature, as set forth in paragraph (2) of subdivision (f), by the following February 1 of each year.

(e) The agency shall conduct an annual performance review of each office for the first three years of the office's operation. After this term, upon the determination of the secretary, the performance reviews may be undertaken at a longer interval, but not to exceed five years. If the secretary determines that an extended interval is appropriate for a particular office, this shall be clearly indicated in the secretary's annual report to the Legislature on the activities of the offices.

(f) (1) The secretary shall contract for an independent study of the operations and effectiveness of the international trade and investment offices established pursuant to this section at the conclusion of the first two years of operation and at four year intervals after the initial study.

(2) The report on the results of the study shall be submitted to the Chief Clerk of the Assembly and the Secretary of the Senate no later than two years after the opening of the first office pursuant to this chapter. A copy of the report shall be provided to the Speaker of the Assembly, the President pro Tempore of the Senate, and the chairs of the Assembly Committee on Jobs, Economic Development, and the Economy and the Senate Committee on Business, Professions and Economic Development, or the successor committees with jurisdiction over international trade and economic development programs.

(g) International trade and investment offices shall be funded only according to the international trade and investment office strategy authorized pursuant to subdivision (g) of Section 13996.65, except as provided for in Section 13997.1. All nonstate sources of funding shall be identified on the agency Web site by name and the amount contributed. The agency shall be responsible for all state administrative and oversight costs. The agency shall also be responsible for some portion of the costs of each office, not to exceed one hundred thousand dollars ($100,000) per office.

(h) Consistent with the international trade and investment office strategy, the secretary shall make a determination by September 1 of each year that sufficient funds have been appropriated in the annual Budget Act to meet its oversight and management responsibilities related to the proper operation of the offices. If, in the opinion of the secretary, insufficient funding has been provided, the secretary shall notify the Joint Legislative Budget Committee and submit a budget change proposal to request sufficient funding.

13996.75.  The Controller shall not allocate any state funds to the Business, Transportation and Housing Agency for international trade and investment activities if any of the following conditions occur:

(a) The strategy for international trade and investment has not been submitted to the Legislature pursuant to subdivision (a) of Section 13996.55 by May 1, 2008, or the strategy update required by subdivision (f) of that section has not been completed within six years of the completion of the original strategy or the most recent update, as applicable.

(b) The report to the fiscal committees of the Legislature required by subdivision (e) of Section 13996.55 has not been submitted by May 1 of the year in which it is due.

(c) The summary required by paragraph (2) of subdivision (d) of Section 13996.7 has not been submitted to the Legislature by May 1 of the year in which it is due.

(d) The determination required by subdivision (h) of Section 13996.7 has not been made by December 1 of the year in which it is due.

SEC. 3.  Title 20 (commencing with Section 99500) is added to the Government Code, to read:

      TITLE 20.  INTERNATIONAL RELATIONS

99500.  (a) The Governor is the primary state officer representing California's interest in international affairs, to the extent that representation is not in conflict with federal law or the California Constitution, and except as otherwise specified in this title, to the extent this title is not in conflict with federal law or the California Constitution.

(b) The Lieutenant Governor is the Chair of the California Commission for Economic Development, to improve trade opportunities for California. The Legislature finds that the commission has developed international partnerships that provide venues for foreign companies to do business in the state and for California-based companies to access foreign markets.

(c) The Attorney General is the chief law officer of California and as such assists the federal government in defending against international challenges to California laws.

(d) The Secretary of State oversees the International Business Relations Program, which aims to develop stronger connections between the international business community and the state by assisting foreign business entities with the various filing processes and procedures in California.

(e) The Department of Food and Agriculture is the primary state agency for the promotion of California agriculture, fish, and forest exports.

(f) The Resources Agency and the California Environmental Protection Agency are the primary state agencies for the promotion of international exchange of environmental protection technologies, alternative energy technologies, and the promotion of the transfer of environmental technology to and from the state.

(g) The Business, Transportation and Housing Agency is the primary state agency responsible for international trade and investment activities in areas other than those covered by the Department of Food and Agriculture.

(h) Subdivisions (a) to (f), inclusive, are declaratory of, and do not constitute a change in, existing law.

99501.  (a) (1) The state point of contact, within the executive branch, acts, in compliance with federal practice, as the liaison between the state and the Office of the United States Trade Representative on trade-related matters.

(2) The state point of contact who, in compliance with federal practice, receives updates from the federal government on trade policies, is often provided the opportunity to review and comment on ongoing trade negotiations.

(b) The state point of contact shall, in addition to any other duties assigned by the Governor, do all of the following:

(1) Promptly disseminate correspondence or information from the United States Trade Representative to the appropriate state agencies and departments and legislative committees.

(2) Work with the appropriate state agencies and departments, and the Legislature, to review the effects on the California environment, and California businesses, workers, and general lawmaking authority, of any proposed or enacted trade agreement provisions, and communicate those findings to the United States Trade Representative.

(3) Serve as liaison to the Legislature on matters of trade policy oversight.

99502.  (a) The Office of Planning and Research shall maintain and update, a full and comprehensive list of all state agreements made with foreign governments. The list shall be updated within 30 days of the effective date of each new agreement. The list shall include at least all of the following:

        (1) The dates of enactment or approval and termination.

(2) The agency, department, board, commission, or other governmental entity responsible for implementation.

(3) Activities proposed.

(4) Expected outcomes.

(b) Agencies may separately maintain detailed information or reports on these activities as those agencies determine to be appropriate, but that information or those reports shall not be deemed to meet the requirements of this section.

99503.  (a) (1) All state employees working under the jurisdiction of an agency secretary shall, within 30 days of traveling out of the country on official state business provide, to the secretary to whom they report, a memorandum detailing dates of the trip, countries and localities visited, a description of attendees of any official meetings or events, and the goals, outcomes, and followup expected from the trip. However, attendance at formal conferences may be described in more general detail, including dates, location, types of groups represented in the audience, and general topics covered

during the course of the conference.

(2) Except as provided in paragraphs (3) and (4), state employees who do not work within an agency structure shall report the information as described in paragraph (1) to the Governor's office.

(3) Legislative employees shall provide the information as described in paragraph (1) to their respective Committee on Rules.

(4) State employees working under the jurisdiction of a constitutional officer shall provide the information as described in paragraph (1) to the constitutional officer to whom they report.

(5) Except as provided in paragraphs (3) and (4), state employees who undertake official state business that could impact California international trade or investment shall also provide a copy of the memorandum to the Secretary of the Business, Transportation and Housing Agency.

(b) Travel out of the country on official state business when the Governor, a Member of the Legislature, or a constitutional officer, or all of these persons, is present, is exempt from the requirements of subdivision (a).
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End Notes

Objective 5:  Integrate trade and investment into the state's overall economic strategy.  





Action 1 – Add trade discussions to the work of the California Economic Development Partnership.





Action 2 – Establish an intra-governmental coordinating body of trade and investment programs and services.


Source:  Preliminary Strategy





Proposed State Policy:


To increase jobs by promoting the export of California products and services; while also promoting foreign direct investment.


Source:  2008 Preliminary Strategy











Global Competitiveness


Education, skills, and flexibility of the state's workforce are important factors in the state's global competitiveness.


Source:  2007 Study





California Business, Transportation & Housing Agency








 





Objective 1:  Leverage existing trade promotion services.





Action 2 - Establish online list of international business resources.


Source:  Preliminary Strategy





Objective 4:  Engage federal government on U.S. trade policy.


Source:  Preliminary Strategy





Expired Fast Track Authority:


Under “Fast Track”, which expired on July 1, 2007, the President was authorized (through the office of the USTR) to negotiate trade agreements.  These agreements would then be submitted to Congress, which has only the authority to approve or reject the agreements – no changes can be made to the submitted trade agreement.  Fast Track severely limits Congressional and public input in the negotiation process.  However, several Industry Trade Advisory Committees (ITACs) have been established to make recommendations to the USTR and to ensure trade negotiation objectives adequately reflect U.S. commercial and economic interests.











Objective 4:  Engage federal government on U.S. trade policy.





Action 1 – Advocate for California's business interests before IGPAC.


Source:  Preliminary Strategy





Objective 4:  Engage federal government on U.S. trade policy.





Action 1 – Advocate for California's business interests before IGPAC.





Action 2 – Use California Chamber's Council for International Trade as advisors.





Action 3 – Join State Trade Organization. 


Source:  Preliminary Strategy
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