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Walking a Fine Line
In Shoe Spat

EU Weighs Interests
Of Cobblers, Retailers
As It Ponders Tariffs

By JULIANE VON REPPERT-BISMARCK 
DOW JONES NEWSWIRES
January 10, 2006; Page A12
BRUSSELS – Just months after criticism over its handling of Chinese textile quotas, the European Union faces a trade dispute over inexpensive shoes from China and Vietnam.

A charge that manufacturers in the two countries are "dumping" shoes in Europe -- selling for less than the cost of production, an illegal act under international trade rules -- is placing the EU between the competing interests of European producers and retailers, as Asia emerges as an exporting powerhouse.

On the one hand, the EU faces calls from cobblers in France, Italy and Spain to increase duties on footwear from China and Vietnam. At the same time, European importers and retailers fear additional tariffs will squeeze slender profit margins and bump up price tags for consumers. Moreover, the EU is seeking to avoid conflicts with important trade partners.

Europe's case against Asia is tightening, with increasing evidence that there is illegal pricing in China and Vietnam, according to EU officials and people close to the case. But as the European Commission, the EU's executive arm, tries to balance conflicting interests and prop up its retailers, the question now is whether a large part of shoe imports can be excluded from higher tariffs.

EU investigators and governments late last year turned down Vietnam's claim that its shoes are produced under free-market conditions, according to people familiar with the situation. Regulators have dismissed the same plea by about 300 Chinese companies, though this finding remains subject to ratification by EU member governments.
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Europe's traditional shoemakers, faced with
daunting competition from China and Vietnen, are
pushing the EU to raise tariffs on imported
footwear. But big European producers that
outsource production to Asia argue against them.
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"This makes the finding of dumping inevitable, and it is now up to the commission to calculate the injury margin and from there, it will calculate the duty applied to footwear imports," Alisdair Gray, Brussels director of the British Retail Consortium, said in an interview.

In a letter to the retailers' organization dated Dec. 20, EU trade chief Peter Mandelson wrote, "I share with you the aim of fostering growth in Europe by opening up our markets to competition." But the letter to consortium Director General Kevin Hawkins added, "Dumping practices destroy wealth by putting at risk manufacturers that may otherwise be successful."

Already, the issue has taken on similar shades to last summer's row over low-price Chinese textiles, when millions of sweaters, trousers and underwear piled up at European borders and in Chinese factories after Chinese exports to the EU overshot their accepted limits. That controversy, which strained Sino-European relations, eased only when European trade negotiators eventually allowed about 100 million extra sweaters, trousers and bras into Europe.

Mr. Mandelson has been urged by Swedish, Danish and Dutch politicians to avoid new shoe duties. Last month 13 major U.K. retailers joined the chorus with a letter warning they shouldn't be made to pay for uncompetitive European producers. At a meeting in Brussels Thursday, government representatives championing the interests of European retailers could argue that, contrary to regulators' findings, Chinese cobblers do operate under market conditions. While such a contention could improve China's chances of avoiding duty increases, it also could deepen tensions within the EU.

In an attempt to defuse tensions among member states, the EU is pushing to lift an entire shoe category out of the wrangle: sports shoes, which make up a significant part of shoes imported from China and Vietnam. Exempting these sorts of shoes could appease governments that are being lobbied by powerful companies such as Germany's Adidas-Salomon AG and Puma AG Rudolf Dassler Sport and U.S.-based Nike Inc., which outsource production to Asia and say their competitive edge will suffer if import prices rise.

The EU's hope is that exempting sports shoes will prompt pro-free-trade governments, notably Germany because it is home to Adidas and Puma, to drop their opposition to penalties on other shoes, in turn placating shoemakers in Southern Europe. "The commission is looking for anything that will get [higher duties] through. They've got to do something to satisfy the Southern European flank," said a person close to the case, referring to shoemaking nations such as Italy, Spain and France.

But exempting sports shoes also could raise new concerns from European shoemakers, who fear cheap fashion shoes will enter Europe disguised as trainers and runners. "The problem is that if you have no strict definition of a sport shoe, then any kind of shoe can be imported pretending it's a sport shoe," said Roland Smets, director of the European Footwear Federation.

Per Haugaard, a member of Mr. Mandelson's senior staff, said the commission wants to push the compromise through. "These [sports] shoes are not made in Europe so we recommend that they be excluded" from extra duties, he said in an interview.

Europe has until early April to impose temporary sanctions. Mid-October is the deadline for imposing tariff increases that could stay in place into 2011. Imported shoes currently carry less than a 10% tariff. The magnitude of duty increases would depend on the level of any dumping found by the European Commission.

As with last summer's textile crisis, shoes are also attracting political attention in China. Officials there warn EU duties could put four million jobs at risk. Today China's chief trade negotiator, Gao Hucheng, will be in Brussels to argue higher duties on Chinese shoes will do more to hurt Europe's retail sector than to protect European shoemakers.

Europe dropped quotas on Chinese shoes at the start of 2005 and since then imports have surged, according to the EU. Imports increased 700% in the first four months of 2005 while prices fell 28%, compared with the same period in 2004.

Rossano Soldini, president of the Italian Footwear Association ANCI, says imports of leather shoes to Italy from China rose more than 900% in the first five months of 2005. ANCI says 720 Italian shoemakers, 10% of the total, closed in 2005 with the loss of 8,000 jobs.

Mr. Soldini says the association has proof some products, notably leather-soled shoes, are being sold below cost. In an interview, he said EU customs data show that Chinese-made leather boots extending above the ankle cost €9.50 ($11.55) a pair on average through European wholesale channels while the material alone for such shoes costs €12 to €14.

"Today if you talk about customs duties or quotas, people look at you as if you are neolithic," acknowledged Mr. Soldini. "But what are you supposed to do if you're facing extinction as a species? We risk becoming a country of unemployed people."

---- Chris Emsden in Milan contributed to this article.
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