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OVERSIGHT OF TRADE ADJUSTMENT ASSIST-
ANCE PROGRAMS AND AUTHORIZATION OF
APPROPRIATIONS FOR U.S. TRADE REPRE-
SENTATIVE, INTERNATIONAL TRADE COMMIS-
SION, AND CUSTOMS SERVICE

THURSDAY, MARCH 17, 1983

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,

COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 2:10 p.m., in room SD-
215, Dirksen Senate Office Building, Hon. John C. Danforth (chair-
man) presiding.

Present: Senators Danforth, Heinz, Long, and Bentsen.
[The press release announcing the hearing and the prepared

statement of Senator Heinz follows:]
(Press Release No. 83-119]

FINANCE SUBCOMMITTEE ON INTERNATIONAL TRADE SETS HEARING ON AUTHORIZATION
OF APPROPRIATIONS FOR USTR, USITC, AND CUSTOMS AND OVERSIGHT OF TRADE
ADJUSTMENT ASSISTANCE PROGRAMS FOR WORKERS AND FIRMS

Senator John C. Danforth (R., Mo.), Chairman of the Subcommittee on Interna-
tional Trade of the Committee on Finance announced today that the Subcommittee
will hold a hearing on Thursday, March 17, 1983 on:

The fiscal year 1984 Budget or the Customs Service.
The fiscal year 1984 Budget for the International Trade Commission.
The fiscal year 1984 Budget for the U.S. Trade Representative.
Senator Danforth announced that testimony would also be received on the worker

and firm adjustment assistance programs established under Title II of the Trade Act
of 1974 (P.L. 93-618). Senator Danforth noted that these programs are scheduled to
expire at the end of fiscal year 1983 and the President's Budget proposal for fiscal
year 1984 does not contain a request for specific reauthorization of the programs.

The hearing will commence at 2 p.m. in room SD-215 (formerly room 2221) of the
Dirksen Senate Office Building.

OPENING STATEMENT OF SENATOR JOHN HEINZ

Today the Committee begins, among other things, its consideration of the Trade
Adjustment Assistance program for workers and firms. Since the authorization for
these programs expires at the end of the current fiscal year, it is important that the
Committee begin its review of them early in the year so that sufficient time will be
available to take up reauthorization legislation, such as that which Senator Moyni-
han and I have proposed.

I am well aware that the Administration does not favor renewing the programs.
In fact, in the case of the assistance program for firms, it had proposed deferral of
the remaining funds for this fiscal year. Fortunately, the House has disapproved
that deferral.

(1)
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What I have difficulty understanding, Mr. Chairman, is why a program on its face
so consistent with this Administration's principles has aroused so much opposition.
Few Presidents have been as articulate and outspoken in defense of free trade as
President- Reagan. That is a position most of us in the Congress also endorse. What
we have learned, however, and the President apparently has not, is that free trade
rapidly accelerates domestic economic change, a process which is leaving a growing
number of victims in its wake. Factories closed and workers laid off because of im-
ports abound. They are the victims of government policy, and the government has a
responsibility to them. That responsibility is not a welfare obligation but an adjust-
ment obligation. It is in their interest and ours to encourage retraining and reloca-
tion to new employment and to provide the necessary income maintenance while
that process is going on. Such a policy will facilitate industrial change by easing the
pain of transition caused by imports.

Not to have an adjustment program leaves our workers with nowhere to go but
the Congress and nothing to ask for but protection. And that is exactly what is hap-
pening in steel, in autos, and in many other industries. The only way to maintain a
policy of free trade is to couple it with a program that helps the victims of free
trade-an adjustment assistance policy.

That is why I cannot understand the Administration's opposition to this program.
The program for workers has had its problems over the years; adjustment is not an
easy process under the best of circumstances. But that should be reason to improve
it, not destroy it. The program for firms, as we will learn today in testimony, has
been characterized by numerous individual successes. Many of them were small suc-
cesses, and nobody in this room read about them in the paper. But there are compa-
nies alive today, and workers employed today, solely because of what this program
has done. Yet the Administration would cut even this modest $28 million program
off without a dime.

As I indicated, Senator Moynihan and I have introduced legislation to extend both
these programs. This hearing is the opening round in that effort. I hope our wit-
nesses will persuade the rest of the Committee not only of the merits of the pro-
grams but of the absolute necessity of continuing them if our free trade policy is to
survive.

Senator DANFORTH. Mr. Whitfield, I understand you have a plane
to catch. I don't know of any particular questions that members of
the committee would have for you, but in order to accommodate
your transportation problem, we will simply receive your state-
ment for the record. Then, any followup questions will be in writ-
ing.

Mr. WHITFIELD. Thank you.
Senator DANFORTH. Thank you, sir.
[The prepared statement of Mr. Whitfield follows:]
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TESTIMONY OF

DENNIS E. WHITFIELD

ASSISTANT U.S. TRADE REPRESENTATIVE

FOR ADMINISTRATION

MR. CHAIRMAN, I AM PLEASED TO APPEAR BEFORE YOU TO PRESENT OUR

RESOURCE NEEDS FOR FISCAL YEAR 1984 AND TO RESPOND TO YOUR QUESTIONS.

WITH ME IS THE DIRECTOR OF OUR OFFICE OF MANAGEMENT, JOHN GIACOMINI,

THE DEPUTY GENERAL COUNSEL, MIKE HATHAWAY, AND OUR DIRECTOR OF

CONGRESSIONAL RELATIONS, BILL MARONI.

MR. CHAIRMAN, IN THE LAST SESSION OF CONGRESS OUR AUTHORIZATION

BILL FOR THIS FISCAL YEAR WAS PASSED. I WISH TO THANK YOU AND YOUR

STAFF FOR YOUR ASSISTANCE IN THIS EFFORT.

THE BILL GAVE US THE AUTHORITY FOR AN ADDITIONAL DEPUTY UNITED

STATES TRADE REPRESENTATIVE. THIS MEANS THAT WE WILL HAVE TWO DEPUTIES

IN WASHINGTON AND ONE IN GENEVA. ONE OF THE DEPUTY POSITIONS IN

WASHINGTON WILL BE FILLED BY AMBASSADOR MICHAEL B. SMITH, WHO HAS BEEN

THE HEAD OF OUR GENEVA OFFICE FOR THE PAST THREE YEARS. HE WILL REPLACE

DAVID MACDONALD WHO HAS RESIGNED EFFECTIVE MARCH 31 AND WHO WILL RETURN

TO PRIVATE PRACTICE. THE BILL ALSO AUTHORIZED AN ADDITIONAL $1 MILLION

DOLLARS OVER OUR CURRENT APPROPRIATION OF $10.1 MILLION FOR FY 1983.
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AS YOU KNOW, WE SUBMITTED AN FY 1903 PAY SUPPLEMENTAL REQUEST

TO OMB FOR $409 THOUSAND DOLLARS. THIS HAS OMB'S FULL SUPPORT AND

IS INCLUDED IN THE FY 1984 PRESIDENTIAL BUDGET. OUR PAY SUPPLEMENTAL

REQUEST IS NEEDED TO COVER THE 4% PAY RAISE, LIFTING OF THE PAY CAP,

AND MEDICARE CONTRIBUTIONS.

SINCE OUR APPEARANCE BEFORE THIS SUBCOMMITTEE AT LAST YEAR'S

BUDGET HEARINGS, WE HAVE REORGANIZED THE AGENCY AS ILLUSTRATED IN THE

ORGANIZATION CHART WHICH IS ATTACHED TO MY STATEMENT. WE HAVE CREATED

UNITS WHICH ARE RESPONSIBLE FOR U.S. TRADE POLICY TOWARD EUROPE AND

JAPAN, EAST/WEST AND NONMARKET ECONOMIES, AND WE HAVE PUT ADDITIONAL

EMPHASIS ON TRADE POLICY DEVELOPMENT AND COORDINATION WHICH INCLUDES

SERVICES AND INTERAGENCY COORDINATION.--THE CHART AGAIN REQUIRES

UPDATING WITH THE ADDITION OF A THIRD DEPUTY.

WE BELIEVE THAT THE ADDITION OF THE THIRD DEPUTY AND OUR

REORGANIZATION WILL MAKE THE BEST USE OF LIMITED PERSONNEL AND FUNDS

SO THAT WE CAN FULFILL OUR PRESIDENTIAL AND CONGRESSIONAL MANDATES.

AND, AS WE INDICATED LAST YEAR, WE ARE USING EVERY MEANS POSSIBLE TO

INCREASE PRODUCTIVITY AND MANAGERIAL EFFECTIVENESS WITH THE RESOURCES
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WE HAVE BEEN GIVEN. IN THIS RESPECT I MIGHT ADD THAT SEVERAL WELCOMED

CHANGES IN USTR'S 1983 AUTHORIZATION WILL BE HELPFUL IN HOLDING DOWN

COSTS THIS YEAR. IN PARTICULAR, WE EXPECT THAT THE NEW PROVISION ALLOWING

FOR REIMBURSEMENT FOR CERTAIN TYPES OF TRAVEL WHICH WOULD POSSIBLY COST

US $30,000-$40,000 MORE, WILL ALLOW US TO ACCEPT SPEAKING INVITATIONS,

AS YOU ARE AWARE, TRAVEL IS ONE OF USTR'S SINGLE LARGEST EXPENDITURES,

AND ONE THAT BY THE NATURE OF THE AGENCY'S MANDATE IS DIFFICULT TO

REDUCE WITHOUT ADVERSELY AFFECTING THE UNITED STATES' EFFECTIVENESS

IN INTERNATIONAL NEGOTIATIONS.

SINCE FY 1980, WE HAVE BEEN HELD TO 131 POSITIONS, COMPOSED

OF TWO CEILINGS -- 113 PERMANENT AND 18 TEMPORARY POSITIONS. BEGINNING

THIS FISCAL YEAR, WE ARE ALLOWED TO OPERATE UNDER ONE CEILING OF

131 PERMANENT POSITIONS OR WORKYEARS, WE WERE GIVEN TWO ADDITIONAL

WORKYEARS FOR THIS FISCAL YEAR ONLY, FOR SPECIAL INTERN/EXCHANGE

PROGRAMS, WHICH RAISED OUR TOTAL TO 133. BY HAVING ONE CEILING, THIS

WILL ALLOW US TO CREATE GREATER PERMANENCE FOR STAFF WHO ARE ESSENTIAL

TO THE AGENCY. THIS WAS THE INTENT OF THE TRADE REORGANIZATION IN LATE

1979. I MIGHT ADD, HOWEVER, THIS "NO GROWTH" TREND MAY CONTINUE THROUGdI

FY 1984 IN SPITE OF RISING WORKLOADS,
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TO SUPPLEMENT OUR PERMANENT STAFF AND TO HOLD DOWN PERSONNEL COSTS,

WE HAVE BEEN SUCCESSFUL IN ESTABLISHING A VOLUNTEER UNIVERSITY INTERN

PROGRAM. AT THIS TIME WE HAVE TWENTY STUDENTS, REPRESENTING NINE

UNIVERSITIES, WHO ASSIST WITH RESEARCH TASKS. ALSO, WE HAVE THREE

PROFESSIONAL-LEVEL VOLUNTEERS. LAST FISCAL YEAR WE ESTIMATE THAT THIS

PROGRAM SAVED US ABOUT $100,000. WE WERE ABLE TO EFFECT OTHER SAVINGS

BY ESTABLISHING A SPEEDY COMPUTER COMMUNICATIONS LINK WITH GENEVA, BY

REDUCING WEEKEND GUARD SERVICE, BY SHARING DATA RESOURCES, AND BY

ACQUIRING DETAILS FROM OTHER AGENCIES ON A NON-REIMBURSABLE BASIS.

FOR FISCAL YEAR 1984, WE ARE REQUESTING A BUDGET OF $11.647

MILLION WHICH IS $1.138 MILLION OR 11% OVER THE FY 1983 BASE LEVEL

BUDGET OF $10.509 MILLION. OUR REQUEST REPRESENTS A MAINTENANCE

BUDGET THAT WILL PARTIALLY OFFSET RISING UNCONTROLLABLE COSTS. FOR

EXAMPLE, $673 THOUSAND OR 59% OF OUR TOTAL REQUESTED INCREASE IS FOR

A RENT INCREASE INITIATED BY GSA. A SUMMARY OF OUR RESOURCE NEEDS

FOR FY 1984 IS ALSO ATTACHED TO THIS STATEMENT.

ANY REDUCTION OF THIS TOTAL REQUEST WILL SERIOUSLY AFFECT OUR

CAPABILITY TO DO THE JOB ASSIGNED TO US.
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I WISH TO ASSURE THE COMIITTEE THAT WE ARE CONTINUING TO EXERCISE

TIGHT CONTROLS OVER EXPENDITURES ESPECIALLY FOR OVERTIME, TRAVEL AND

PROCUREMENT. OUR SENIOR STAFF HAS A DIRECT ROLE IN THIS CONTROL

PROCESS.

IR. CHAIRMAN, WE BELIEVE THAT OUR REQUEST IS A VERY REASONABLE

ONE AND CONFORMS WITH THE NEED FOR NATIONAL BUDGET CONSTRAINTS EVEN

WITH RISING WORKLOADS. WITH THE REQUESTED RESOURCES, WE WILL BE ABLE

TO PURSUE THE ADMINISTRATION'S AND CONGRESS' COMMITTMENTS TO ECONOMIC

GROWTH AND STRENGTHENING THE NATION'S ECONOMY.

I WOULD BE PLEASED TO RESPOND TO YOUR QUESTIONS.

THANK YOU.
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Office of the U.S. Trade Representative
Summary and Description of Requirements by Object Class

(Dollar amount in thousands)

Appropriation: Salaries and Expenses

1983 Appropriations
Object Class Pos. Amount

1984 Estimate
Pos. Amount

Inc.(+) or Dec.(-)
Pos. Amount

I.1 Full-time
permanent positions..........

11.3 Positions other than
full-time permanent ........

(1040s, intermittents, part-time,
consultants, driver-messengers
for Geneva)

11.5 Other personnel compensation.
(overtime, differentials, SES
awards, merit increases)

11.8 Special personal services
payments ...................

(reimbursable details)
Total personnel compens.

12.1 Personnel benefits .........
(health, retirement, insurance,
allowances)

21 Travel and transportation of
persons ..................

(travel, per diem, miscellaneous
expenses)

22 Transportation of things ......
(transport of household and
personal effects to Geneva;
U.S. storage of goods)

115 $4,874

589

166

904

MT $6,53

695

813

10

113 $4,903 -2 +29

589 40

166 0

905 +1

ITI 6 3 +30

699

876

36

+4

+63

+26

(ISTR-62

Emp.
12/31/82

112



Object Class (Continued) 1983 Appropriation 1984 Estimate Inc.(+) or Dec.(-)

23.1 Standard level user charges... 434 1,107 +673
trent for office space in
Washington)

23.2 Communications, utilities
and other rent .............. 695 950 +255

(office and residence rents -
Geneva, utilities, Xerox,
telephone, postage, teletype,
computer time)

24 Printing and reproduction ..... 107 156 +49
(federal register, stationery,
forms, reports)

25.1 Other services ............... 997 966 -(31)
(administrative support - Geneva,
personnel and vendor contracts and
office machine maintenance, tran-
scribing and translation services,
career development, language training,
clearances) 1-4

25.2 Representation ............... 60 60 0 0
26 Supplies and materials ....... 119 160 +41

(office supplies, computer
expendables, supplies)

31 Equipment ....................... 46 74 +28
(office equipment D.C. and
Geneva, computer hardware
and software)

Total requirements ......... $10,509' $11,647 +$1,138

*includes pay supplemental of $409K

US'rR-63

JI'i/ASJAG/I-31-83
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Senator DANFORTH. Now, Mr. Van Raab, you are next. You also
have a-transportation problem, I understand.

Mr. VAN RAAB. I've got to leave at 2:50, but Mr. DeAngelus is
prepared to stay, the Deputy Commissioner, as long as you would
like.

Senator DANFORTH. All right.
Mr. VAN RAAB. As a career member of the Customs Service, he

probably knows more than I do so you may be doing better with
him than you are with me.

Senator DANFORTH. All right. Why don't you go ahead, and then
you leave when you have to. Subsequent to your testimony, any
Senators w!.o have opening statements can make their opening
statements. They will appear at the beginning of the proceeding as
far as the transcript is concerned and as far as the record is con-
cerned, and then we will proceed with the International Trade
Commission.

Mr. VAN RAAB. Thank you very much, Mr. Chairman. I have a
long opening statement which I would like to submit for the
record. And I have a shorter version which I would like to read,
unless, of course, you would like me to give a very short version.
And I think it would be helpful if I read my very short version.

[The prepared statement of Commissioner William Van Raab fol-
lows:]
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U.S. CUSTOMS SERVICE

STATEMENT OF WILLIAM VON RAAB
COMMISSIONER OF CUSTOMS

FOR PRESENTATION TO THE SUBCOMMITTEE ON
INTERNATIONAL TRADE

Mr. Chairman and Members of the Committee, we appreciate

this opportunity to appear before you today to present the U.S.

Customs Service FY 1984 authorization request of $578,749,000

and 11,748 direct average positions.

Customs FY 1984 authorization request represents a net

increase of $7,432,000 over the funds requested in F! 1983.

Included in the F! 1984 authorization request is $50,632,000 for

progXram enhancements and other initiatives, primarily in the law

enforcement area, $35,331,000 for increases necessary to maintain

current operating levels, and savings of $78,531,000.

The substantial savings-to be achieved in PY 1984, primarily

in the area of commercial activities, will result in increased

productivity, streamlined operations, organizational consolida-

tion, abolition of duplicative activities, atd the efficiencies

to be gained from the conversion of labor intensive functions to

more automated processing. In total, these actions will generate

reductions of 2,000 positions.
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MAJOR ACCOMPLISHMENTS

The Customs Service, as you probably know, was once the main

source of federal monies and still continues today to collect

significant revenues as well as assuming the responsibility for

interdicting drugs and other contraband seeking illegal entry

across our borders. Although the primary objective of the Tariff

Act is the protection of American industry, revenue collections

from its enforcement produced during FY 1982 a record level of

$10.0 billion, an increase of almost 10 percent.over the previous(

year and representing a return of more than $19 for every

appropriated dollar spent by Customs in carrying out its respon-

sibilities.

As usual, Customs also had a busy year processing the

enormous volume of traffic and trade generated by the growing

international economy. The dedicated Customs workforce cleared

more than 300 million persons, 4.7 million merchandise entries,

and more than $257 billion in cargo entering the coui.try. In

addition, more than 91 million vehicles, vessels, and aircraft

were processed. Projections for FY 1984-1ndicate renewed growth

and a continuing heavy workload in the future. By FY 1984, we

anticipate an increase of 7.3 percent for total persons arriving,

7.1 percent for carriers, and 9.0 percent for cargo processing.

As I stated on previous occasions, my efforts will be

directed toward strengthening Customs law enforcement programs.

21-492 O---2
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In FY 1982, many of these new programs were fully implemented and

were producing excellent results. I am proud to report that in

FY 1982 Customs seized $6.9 billion worth of street value-drugs

($1.7 billion in domestic whole sale). In terms of quality,

Customs seizures were 290 pounds of heroin; 11,150 pounds of

cocaine, 58,277 pounds of hashish; and, in conjunction with other

agencies, almost 4 million pounds of marijuana. I wish to call

your attention to the tremendous jump in cocaine seizures from

the 3,741 pounds in FY 1981. Many of our current enforcement

efforts were directed to controlling this drug and I believe

these results are a good indicator of Customs accomplishments.

Before discussing specific Customs programs and the

enhancements for which we are requesting funding, I believe it is

useful to fill you in on our cur-rent and future plans. My

initial goal for Customs was to raise law enforcement to our

highest priority. The nation faces two major and dangerous

problems- at its borders. 'The first is massive drug smuggling,

which has been with us for at least a generation and is now about

a $100 billion illegal industry. This past year, as part of the

Vice President's South Florida Task Force, Customs successfully

concentrated its enforcement efforts in the South Florida area

where the major share of illegal narcotics activity is centered,

and huge sums of drug-related currency enter and leave the

country daily to finance this deadly international traffic.
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Secondly, in line with the President's call for closer

cooperation among Federal enforcement agencies, Customs has

become the lead agency in the Administration's program to block

the illegal transfer of critical and high-technology equipment to

Eastern-bloc countries. Customs Operation EXODUS, a highly

effective detection and investigative effort, is deployed at

major ports throughout the country. In addition, Customs is

developing new approaches for improving surveillances and the

cargo inspections directed at uncovering these illegal equipment

shipments.

While enforcement is a top priority, facilitation and

reducing the burden of Government involvement in international

trade are also goals of today's Customs Service. Facilitation of

passengers and cargo is a high priority. We do not believe

that every passenger, vehicle, piece of baggage, or cargo

shipment must be searched. Since the vast majority of Customs

transactions involve law abiding persons and firms, Customs

officers will be directing their primary attention to *high-risk"

passengers and cargo. I am convinced that effective enforcement

and efficient facilitation can go hand-in-hand, without

contradiction or without diminishing our law enforcement.

The enforcement effort is now well on its way to achieving at

least our initial objectives and I will continue to reinforce it

with resources as needed. At this time I am turning Customs
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attention on a high priority basis to the long-awaited and much

needed reform of commercial practices; in essence, how we

implement the tariff laws and how we process the vast quantity of

imported merchandise.

Currently, we have identified numerous improvements which can

be implemented within the current legal environment. Several

important commercial initiatives are on the drawing-boards and

the blueprints will be ready shortly.

If limited to several words to describe our plans for

commercial operations, I believe *centralization," "automation"

and "streamlining" would provide you with an accurate picture of

where we are heading. Centralization is a key to the new

system. In fact, it is almost upon us now, since only 20

locations process 70 percent of all formal entries. Under this

plan, entries would be processed in a central location. Although

entries will continue to be filed at the same ports as before, we

intend to introduce a more selective review processing. I

anticipate a noticeably faster turnaround at most locations.

Furthermore, centralization has several additional advantages.

Automation is most cost-effective where large volume processing

is concerned. Also, appraisement will be more uniform, records

duplication will be minimized and, of course, administrative

overhead will be reduced. Full service to the public will

continue to be provided.
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Simplification of forms, paperwork, and procedures will

reinforce automation and help to speed up the cargo clearance

process. An approach we are exploring is for carriers to provide

Customs with direct access to their own automated inventory

systems. We are revising procedures by eliminating much of the

paperwork previously required for containerized and other forms

of cargo, reducing transit time for some shipments by 24 hours.

And, we are looking at other possible innovations. In Houston,

we are testing a program wherein cargo is processed by teams of

inspectors using post-audit techniques. In Charleston, South

Carolina, we are testing a program which uses a fully automated

manifest inventory control system developed by the Charleston

Port Authority and the Charleston Customs district. In the

latter, we interface with the port authority's own Automated

Manifest System. Both systems seem to meet the needs of the

processing environment of some local ports.

We have underway a major project to consolidate our data

processing functions into a single computer environment. We feel

it will eventually permit us to dramatically improve Customs

import processing and implement new methods of collecting

duties. A major innovation to be used with this new computer is

the so-called Automated Broker Interface System which has been

successfully operating as a pilot project in Baltimore and

Philadelphia.
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I have gone into considerable detail on the projected

improvements in Customs commercial operations because of their

importance, your interest, and the long-term needs of the inter-

national business community. Now that we have built the

necessary law enforcement framework, we are turning our full

attention to the commercial "side of the business."

Finally, this budget continues our efforts to reduce the

overall cost of government business. Inefficient operations will

be replaced by sound management practices and systems. Excessive

overhead, as well as duplicative and marginal operations, have

been specifically targeted for elimination to partially meet the

reduced resource levels reflected in this budget. We are

continuing to- study other proposals to achieve resource savings

and improve operational performance, including possible Regional

and District reorganizations and, the introduction of less labor

intensive approaches to providing service and other means to

increase the percentage of entries that bypass import specialist

review.

INSPECTION AND CONTROL

Customs Inspection and Control programs include the

processing of persons and cargo, as well as the clearance of

carriers, for both revenue and enforcement purposes. Customs

efforts to balance the expeditious processing of persons and

goods will continue in FY 1984. Our objective, considering the

resource reductions requested, is to achieve this balance in the

most economical way possible while still maintaining full

service.
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To meet the challenge of a growing workload, we are, in the

normal course of our inspections, automating and implementing

increased selectivity in the handling of imported merchandise and

in passenger processing. Especially in the cargo processing

system, every step, from manifesting to duty collection, is

subject to time-saving, less resource-intensive procedures. With

regard to enforcement, selectivity is also the major instrument

of increased efficiency. Our special teams of inspectors,

equipped with detector dogs and the best possible intelligence

and analysis we can muster, are searching only high risk cargo.

These teams have already established significant cost-benefit

ratios with noteworthy narcotics seizures from cargo and

baggage.. We intend to expand their use, expertise,

and the equipment available to them.

Passenger Processing

Customs processed more than 300 million persons entering the

United States in fiscal 1982, of which almost 30 million were air

passengers. Although air passengers constitute only about 10

percent of the total number of persons entering the country, they

require a higher than proportionate share of Customs resources

because of the constraints of time and space in their process-

ing. The problem is particularly acute because of the *peaking"

phenomenon at airports and the lag in expanding facilities to

meet the growing workload.

To meet these greater demands and insure that this rapidly

growing workload is efficiently accommodated, both in terms of
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facilitation and enforcement, Customs has developed new

approaches.

We are tailoring our processing systems to the physical

configuration and threat level of each airport and introducing a

system similar to the traditional Red/Green system generally used

at European Airports. Whatever form of Red/Green system is most

effective in a particular airport, that is the system we will

install. We anticipate implementation of a Red/Green processing

system at many of our major airports. Our basic operating

assumption is that the vast majority of passengers are honest and

can select the particular inspection needed. Different versions

of the Red/Green system are being tested in Houston and O'Hare

Airports. A Red/Green system is already operating at Miami

International Airport and it-will be implemented at JFK in March

1983.

The enforcement aspects of passenger processing are being

reinforced by training inspectors in new observational tech-

niques, development of walk-through narcotic detection devices,

passport Oreaders," and other similar innovations. Moreover,

these new techniques will be very useful in our special responsi-

bility of handling security and visitor processing for the Summer

Olympic Games in 1984 at Los Angeles.
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Olympics

Customs is requesting $3.6 million and 31 average positions

(staff-years) in FY 1984 to facilitate and protect the many

foreign visitors expected to attend and participate in the Summer

Olympic Games in Los Angeles. It assuredly will be a great event

and Customs intends to do its part in seeing to it that no unex-

pected activities disrupt the Games.

Customs will be implementing an integrated operation

encompassing passenger and cargo processing, security and law

enforcement, including inspectors, patrol officers, special

agents, and intelligence specialists. All foreign visitors and

participants, as well as the equipment they bring, will be

processed by Customs through various ports of entry. It is pro-

jected that the majority of visitors and equipment will arrive at

Los Angeles International Airport, although other major ports of

entry will be impacted as well.

Customs concern is to insure that the additional workload

does not result in facilitation or security problems at Los

Angeles, or any other port. The security threat to the arriving

visitors, participants and inspection personnel is heightened

because of past world-wide attempts of international terrorist

groups to target events like the Olympics, bringing notoriety to

themselves and their causes. It is estimated that Los Angeles

will experience an additional 15-20 percent workload during the

normally heavy summer tourist season. Customs expects J.F.K.,
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San Francisco, Chicago, Miami, Honolulu and Houston to have 10-15

percent increases in passenger traffic.

Customs plans to provide sufficient manpower and equipment to

insure orderly passenger flow, with minimal delay, while main-

taining the best possible enforcement security. An additional

303 Customs officers will be detailed to impacted airports and

other locations. Communications and security capabilities will

be enhanced and helicopters will assist in surveillance opera-

tions. Our full range of security devices will be employed to

screen passengers so that no weapons or explosives enter the

country.

Cargo Processing

Application of selectivity procedures is ripe for the cargo

processing area. To accomplish this we are expanding existing

cargo selectivity and introducing full-scale automation to cargo

processing systems. I would now like to discuss several systems

which have been specifically designed to facilitate the flow of

cargo while maintaining an effective enforcement.

In cargo processing, the most significant innovation has

been the expanded and enhanced Automated Cargo Clearance and

Enforcement Processing Technique (ACCEPT) system. Rigorous

system testing during FY 1982 showed that regulatory and enforce-

ment efforts could be improved and cargo expedited by intensively

examining only selected shipments identified by automated

intelligence as high risk.
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Customs ACCEPT efforts in FY 83 include conversion to a

central-site computer, and expansion to 10 major ports. At the

same time, a manual version of the system, previously developed

for use at small to medium-sized ports, will be installed at 12

additional locations. The enforcement aspects of ACCEPT were

also strengthened by its "marriage" to Customs Automated Cargo

Transaction Intelligence System (CACTIS) which provides

background data on each shipment.

In the future, ACCEPT is to be incorporated into a larger

automated commercial system, which will control processing of

cargo from its arrival at the docks or airports until release to

the importer. The system is currently in development on a

modular basis. Until that system can be implemented, expansion

of ACCEPT as a stand-alone system will continue at major ports.

In addition, a number of other initiatives will be pursued to

further streamline the entire cargo system.

Contraband Enforcement Teams

The new Contraband Enforcement Teams are reinforcing the

traditional inspectional routine. These Teams, ranging in size

from 2 to 20 officers, gather and disseminate intelligence

perform input document review and analysis and search suspect

cargo. Whenever violations are detected, merchandise, drugs,

contraband, and items in violation of currency reporting and

export laws are seized. Team capabilities will be bolstered by

combining their search efforts for drugs in cargo with thcse of

the Canine Teams.
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TARIFF AND TRADE

Customs Tariff and Trade Program is responsible for

appraisement, classification, duty assessment and collection on

entries of imported merchandise, as mandated in the Tariff Act of

1930. Related and equally important functions include verifica-

tion of import statistics; administering national trade policy by

monitoring quotas, steel import restrictions, various trade

agreements; as well as enforcing merchandise admissibility for

over 40 other Federal agencies and 400 related laws.

We intend to reform and improve the full range of tariff and

trade operations and carefully review the current role of the

import specialist in the processing of entries. Our goal is to

reduce the burden on the importer, especially his costs of doing

business with Customs, while insuring that Customs maintains

required services as resources decline and the volume of

merchandise imports increases. These innovations are already

underway or are in the planning stage. I am including a brief

description of these innovations in order to give you some

measure of the depth and breath of the challenge we are facing

over the next two years.

Automation and Centralized Appraisement

Centralizing merchandi-se appraisement in fewer locations is

a major innovation for increasing productivity and maintaining

service with a reduced staff. Furthermore, centralization will

enhance planned automation, which can be cost-effective only when
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large volumes must be processed, and assist in implementing by-

pass and post-audit systems. These approaches are the core inno-

vations for this system.

Whatever the final configuration of duty assessment

locations, centralization does not mean an end to Customs

presence, nor any curtailment of our service to the public. The

ports not included in the centralized list are not being closed.

Inspectors and other Customs support staff will remain in every

port, only import specialists will be relocated.

Furthermore, entry papers will still be filed at the port of

arrival. Under centralization, these papers will simply be

processed at another location. The presence, or absence of an

import specialist at any particular port will not affect the

initial Customs review of these documents. Similarly,

centralization will not delay merchandise being released to

importers or entered into or withdrawn from either Foreign Trade

Zones or Customs bonded warehouses. These and all other Customs

activities at the port will proceed without disruption.

Maximizing Automation Capabilities

A corollary development to centralized appraisement is the

preparation of a fully integrated and automated data base to meet

Customs and trade community requirements for entry processing,

entry examination, cargo release, duty collection, and

liquidation. Many of our current manual and automated entry

processing functions have evolved as independent activities
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within the Customs Service and are not integrated into a single

system. The automated system, as we now envision it, will

interface the broker community, source data, and Customs

processing procedures.

Automated interface with the broker computers is a key

feature of the system. Currently, about sixty percent of the

entry summaries presented to Customs are prepared on broker

computers, that number is expected to grow to 75 percent by

1986. Customs views this as a unique opportunity fort-both the

trade and Customs to work together. Electronic interchange of

entry data between us has been successfully pilot tested for over

two years. By FY 1984, five Customs ports will be processing

eleven percent of Customs total entry summary workload by the

Automated Broker Interface (ABI). The continued expansion of ABI

will facilitate the implementation of Customs commitment for

streamlined processing and the development of a "paperless entry"

based on a post audit capability.

Selectivity criteria for both cargo examination and import

specialist review will be maintained in a common data base. The

system which will be fully operational in FY 1984, will be

capable of identifying the degree of review required by the

import specialist. Random sampling will maintain system

integrity.
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Finally, in these times of limited resources, each agency

involved with collecting funds must devise the most efficient

means for enhancing debt collections, cash management, and cash

flow. This goal is precisely what Customs is striving for in

this program. Customs is exploring a variety of systems and is

testing new approachs for speeding up debt collections and cash

flow. In fact, new cash flow procedures will assure thai:

estimated duty payments will be in the bank within a day after

collection. Several proposals for improving debt collection are

under consideration, but at this time no decisions have been

reached. Commercial fraud teams also will be operating to insure

that evasion of duties is held to a minimum.

I believe these innovations, and perhaps others, will pay

increasing benefits in the future and will be the means for

eliminating unnecessary paperwork, simplifying processing

methods, and, best of all, making the importation of goods and

payments of duties a more businesslike operation.

TACTICAL INTERDICTION

Customs Tactical Interdiction Program was organized to

detect and apprehend smugglers operating between the ports of

entry, generally those areas where a significant percentage of

today's drug smuggling occurs. Customs maintains a highly mobile

land, sea, and air tactical enforcement force and tailored to

changing smugglirng patterns. Customs tactical units have

introduced new operational approaches, equipment, and technology

to control ard reduce smuggler cptions for choosing the method,

time, and location for crossing our borders.
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Our principal tactical interdiction forces are stationed at

land, sea, and air ports of entry, and supported by airplanes,

helicopters, and boats. Primary emphasis, in the past several

years, has been the Southeast Border, where massive amounts of

drugs enter the country, and associated large flows of currency

enter and leave daily to finance this international drug

trafficking. Customs in cooperation with the Coast Guard and the

Drug Enforcement Administration, has implemented a series of

joint interdiction operations at these critical smuggling border

areas. As a result, during fiscal year 1982, seizures in

which Customs Tactical Interdiction Program was involved amounted

to more than $5 billion, or almost $5 million worth of contraband

per Officer.

This Administration is committed to fighting crime and we in

Customs are in a unique position to contribute since drugs have

become a major illegal and untaxed revenue source for crime

syndicates around the country. Internally, in order to insure a

more effective effort, I realigned the Customs field enforcement

organization. Now, the various enforcement elements are working

together and our programs are integrated at all management

levels.

Current Efforts

Customs Tactical Interdiction Program conducts a variety of

traditional enforcement operations such as surveillances,

patrols, intelligence-gathering, monitoring sensors,

examinations of passengers and crew members, special integrated
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enforcement efforts, and vessel .and aircraft searches. To combat

smuggling by vessels, the Customs Marine Interdiction Program

operates 110 boats, ranging in size from 14 to 57 feet and

stationed at 49 high-risk locations. A new marine module,

concept patterned after the successful Patrol Air Program concept

and utilizing a command and control center, will be tested during

a 6-month trial scheduled for May 1983. A major facet of this

enhanced marine module will be a Servicewide plan for upgrading

the entire vessel fleet. Replacements in the fleet will occur in

stages as resources are available. Exchange/sale provisions and

the traditional seizure/forfeiture routes will be used.

A major interdiction problem for the Marine Program is the

Omothershipm, which is a large fishing or ocean-going vessel

hovering offshore and unloading large amounts of mari4iana.

These "motherships" come from source areas with multi-ton

supplies of marijuana, and head either directly for the United

States or for rendezvous points where the marijuana is either

unloaded at cache sites or off-loaded to smaller boats for

runs to locations along the shoreline. Intelligence reports

indicate that large-scale smuggling by vessel, while still very

active in the southeast, is increasing along the West Coast,

Middle Atlantic, and New England coastal areas.

Some measure of the success of our efforts are the

outstanding seizures achieved. During FY 1982, the Marine

Interdiction Program was responsible for some 4,000 narcotics and

21-492 0-83----3
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non-narcotic seizures, which included 2,600 pounds of cocaine,

and in conjunction with the Coast Guard, over 3.3 million pounds

of marijuana, as well as 2,400 arrests.

A prime concern of the U.S. Customs Service has been the

effectiveness of our Air Interdiction Program as a deterrent

against the smuggling of narcotics and contraband by private air-

craft, a threat that has dramatically increased over the past

several years. In fiscal year 1981, the value of narcotics and

dangerous drugs seized in the Customs Air Program amounted to

$745 million--an increase of 88 percent over 1980, and five fold

over 1979. Seizures during fiscal year 1982 are valued at over

$1.2 billion--an increase of over 60 percent compared to the

previous year.

In an effort to most effectively respond to this serious

problem, Customs air operations use an up-dated strategy. This

strategy, a "module" concept, is now in place in Florida. By

concentrating air personnel and equipment in a high-threat area

and using them in conformance with the new detection,

interception, and tracking strategy, it has been shown that

significant results can be achieved. In addition, because of

your continued interest in Customs achieving the most effective

air interdiction program, I have brought on a consultant to

review our current plans and approaches, and to provide us with

recommendations for developing the most up-to-date air program.
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Customs has invested much of its air enforcement resources

to combat the smuggling of narcotics and dangerous drugs into

Florida. These efforts were intensified in support of the Vice

President's Task Force. Most gratifyingly, the present euforce-

ment posture in Florida has deterred the flow of contraband.

However, as expected, continued intensive operations in Florida

and the assistance of Department of Defense equipment, now avail-

able because of the relaxed Posse Comitatus restrictions, are

forcing smugglers to shift operations to the Gulf and.Southwest

Borders. Also, I wish to thank Chairman, Congressman Glenn L.

English, Committee on Government Operations, for outstanding

assistance in obtaining equipment by Customs in its interdiction

efforts.

A recent seizure in Santa Rosa, New Mexico lends strong

support to the reality of the shift in smuggling. Smugglers

attempted to airdrop 214 pounds of cocaine packed in duffel bags

from a private plane to confederates on the ground. Only the

timely intervention oi enforcement units prevented the drugs from

reaching their destination.

In order to meet this threat, we have requested $18.3 million

for a complete air module for operational use at other critical

air smuggling locations. Recently, because of the easing of

POSSE COMITATUS restrictions and with the invaluable assistance
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of Congressional Committees, we have held discussions with the

Defense Department which may lead to the loan of a number of

aircraft and other air interdiction equipment. This option,

should it materialize, will provide us with an alternative

national air interdiction capability. We will keep the Committee

informed as these discussions with the Defense Department

continue.

INVESTIGATIONS

The Customs Service investigates violations of Customs and

related laws. Included in this broad mandate are currency,

neutrality, fraud, organized crime, white collar crime, smuggl-

ing, cargo theft, and wildlife violations. In accomplishing

these investigative tasks, during the past year, several major

enforcement objectives were emphasized.

Operation El Dorado

Our investigative attack on criminal organizations under the

provisions of the Bank Secrecy Act and through their financial

transactions, Operation El Dorado, has paid excellent dividends

in terms of its impact on the largest smuggling groups operating

in this country. Using multi-agency investigative and prosecu.-

torial teams, Operation El Dorado operates under the leadership

of the local U.S. Attorney. It is currently active in Miami,



33

- 22 -

Los Angeles, Houston and New York - cities with large-scale

currency movements and in the forefront of top-level drug

trafficking and money laundering.

Our Treasury Financial Law Enforcement Center (TFLEC) which

came into full operation in January 1982, is supporting the

nationwide Operation El Dorado and Operation Greenback, our south

Florida version, which also includes IRS, DEA, and the Office of

the U.S. Attorney. The Center is analyzing financial

characteristics of criminal markets and assisting in developing

useable strategies for exploiting criminal financial business

practices. Needless to say, the Center also is the source of

tailored intelligence, both domestic and foreign, developed and

adapted for the investigative field units.

On a national basis, Operation El Dorado resulted in the

indictment of 197 individuals, and over $30 million in currency

has been seized. While civil penalties under the currency

penalty provisions exceed $33 million, the related jeopardy tax

assessments by IRS against these criminals exceeds $112 million.

Recoveries realized by the Government through this initiative far

exceed its costs. Customs is planing for the expansion of

Operation El Dorado to Philadelphia and Chicago. New task forces

will be formed in other cities as criminal cash flow and/or

laundering activities are identified.

Operation Exodus

Operation Exodus was established during FY 1982. Seizures

at numerous ports of aircraft parts, communications electronic
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equipment, computer parts, classified defense items, and lasers

indicate the extent and complexity of the problems Customs

confronts. In addition, and equally serious, is the illegal

transmission of technical data on research, development, and

manufacturing. Our job is not only to detect these shipments,

but also to punish the individual violators; and ultimately, if

we are to be successful, discourage these shadowy activities of

domestic manufacturers, overseas intermediaries, and foreign

operatives. To meet these objectives, the wholehearted support

of American industry is required.

The $10 million expansion requested in FY 1984 will permit

Customs to respond to the sophisticated tactics of the

violators. In addition to equipment, the funds will allow

Customs to implement wide-ranging operations, directed to

specific products, manufacturers, and geographic locations. The

sophisticated equipment will become the means for conducting

long-range investigations, serving as the basis for strong

criminal cases and raising the prosecution and conviction rate

against top-level violators.

By the end of FY 1982, Exodus had accounted for 765

seizures, valued at $55 million, of critical technology. Some

150 violators were arrested and currently 45 indictments are

pending.

Operation Florida

I am proud to inform you of the excellent response by the

entire Customs Service to the President's call to form a

multi-agency task force for controlling the flow of drugs into
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this country through southern Florida. Working on a priority

basis, all functional groups contributed to the planning and

implementation of Operation Florida, which moved into its

operational phase in March 1982. Customs contribution of Special

Agents, Tactical Interdiction Officers, Inspectors, and support

personnel represented about 80 percent of the staffing strength

of the entire operation. By all accounts, Operation Florida has

successfully disrupted and deterred major smuggling activities

along the Florida coast, particularly those involving private

aircraft.

To date, Customs personnel assigned to the Task Force have

provided a concentrated and aggressive interdiction effort.

Intensive investigations have resulted in the disruption and

successful prosecution of major drug smuggling leaders.

Operation Florida has produced more than 800 arrests and almost

3,000 pounds of cocaine seized.

Presidential Drug Task Force Initiative

Responding to the growing crime problem, a Presidential Drug

Task Force initiative was established this year and is now being

implemented throughout the country. Initially, Drug Task Forces

will be operating at 12 high crime locations. Customs will

participate with other Federal Law Enforcement Agencies in these

task forces. As now envisioned, Customs will primarily conduct

financial, internal conspiracy and interdiction/smuggling

investigations. The financial investigations will focus on

large-scale smuggling groups responsible for the laundering of
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large sums of money. We are requesting $15,881,000 and 225

average positions (special agents and support personnel) to join

with other Federal Agencies in assuring the success of this

initiative, which we believe is required to meet this President's

goal of disrupting organized crime throughout the country. The

requested FY 1984 funds will permit continued expansion of the

program.

Drug Interdiction

The primary operational activities of these city-'Task Forces

will not be directed to preventing the illegal importation of

dangerous substances across our borders. However, based on

Customs recent experience in the Operation Florida Task Force,

drug interdiction can be successfully integrated into the

operational approach. Operation Florida was an outstanding

example of a successful approach to the problems of Illegal

importation of dangerous substance. Although the emphasis of the

twelve Task Forces is critical and essential to the fight against

narcotics related crime, we feel that more must be done along the

lines of the Florida appr. ach in order to fulfill our mission of

preventing illegal importations and to round out an overall

effective narcotics enforcement program.

Fraud Emphasis

Over the past year, Customs has recorded several major

accomplishments in the difficult areas of civil and criminal

fraud. Our Special Agents were successful in two highly

publicized Volkswagen and Mitsui cases, which resulted in

$37,500,000 collected for the Government. During the past year,
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the Fraud Program returned over $54 million in revenues that

would have been otherwise lost to the Government. Looking to FY

1984, we hope to build on past successes, targeting major civil

and criminal violations -- with an end-product of high-level

arrests and a return of multi-million dollar revenues lost to the

Government.

INTERNATIONAL COOPERATION

Customs is very active in the international arena and is

committed to improving enforcement against international drug

traffickers and the facilitation and standardization of

international trade and travel. During the past decade, an

international system of nomenclature for international trade has

been our goal. Under the auspices of the Harmonized System

Committee of the Customs Cooperation Council, we have undertaken,

in response to private business and government interests, the

development of a compatible international classification for

Customs tariffs, international trade statistics, and the

facilitation of goods.

Our reorganized international operations, now integrated

under a single International Affairs Office, has been active in

the areas of technical assistance, the Customs Cooperation

Council (CCC), and Customs bilateral agreements. For several

years, Customs has provided technical assistance and training, on

a reimbursable basis, to foreign governments in cooperation with

the Department of State. Jamaica, Haiti, Liberia, Jordan, and
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Saudi Arabia are recent examples of assistance in enhancing or

modernizing of their Services. We are planning to expand both

technical assistance, particularly in the areas of trade policy,

and in enforcement training. An increasing emphasis is now

directed to providing valuation training to developing countries,

which should assist American exports.

Our participation in the work of the CCC as well as the

implementation of Customs bilateral agreements has brought

tangible benefits to both American business and international

trade. Customs enjoys close bilateral ties with foreign Customs

administrations important to our trade and border drug interdic-

tion. In some cases, we have negotiated formal Customs assis-

tance agreements with key countries in order to institute a

formal base of assistance. Currently, we have assistance

agreements with Austria, ?rance, Germany and Mexico. Considera-

tion is being given to additional agreements with Italy, Spain,

Canada, Japan, Great Britain, and the European community. In this

vein of international cooperation, we have submitted the Kyoto

Convention to the Senate for their approval. This convention,

which would simplify customs entry procedures internationally,

has been signed by many countries. If our participation is

ratified, it will augment our position as a leader and innovator

among the nations of the world.

RESEARCH AND DEVELOPMENT

I would like to take a moment to provide you with a brief

description of Customs research and development efforts, which I
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believe are essential for effective enforcement operations

against today's sophisticated smuggler and the highly complex

technical problems encountered in our other activities. In

support of the obviously long-term needs for developing new

technical applications, Customs is requesting in PY 1984

authorization for no-year funding for its R&D activities.

Modern technology is needed to improve the effectiveness of

our interdiction and investigative efforts to facilitate the

flow of passengers, cargo and conveyancesl and to improve

productivity by reducing costs and introducing new work methods.

It is the responsibility of our Research and Development Program

to introduce new applications of modern technology by developing

equipment for meeting unique needs, by identifying commercial

military equipment useful to our mission, and by assisting field

personnel in the use of this equipment.

Significant benefits will accrue in enforcement and

facilitation from the new airport system for automatically

reading U.S. passports and its automatic referral to available

violator data bases. We are working with the Immigration and

Naturalization Service and the State Department on developing

these passport readers. At the land borders a similar system for

license plates-of arriving vehicles is in development. Detecting

narcotics in vehicles and passengers will increase, we believe,

as a result of our present R&D efforts to apply gamma radiation

in hand-held detectors. Technical improvements in our cargo

screening also are in development. Vapor detectors inst lIed in
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walk-through configurations at airports should provide similar

assistance to passenger processing. Operation EXODUS will

benefit from new tagging systems to detecting unlicensed

exportations of critical technology and from tracking systems to

monitor the location of unauthorized shipments. In addition,

several important projects are directed toward improving our

detection of incoming smuggler aircraft more efficiently.

CONCLUS ION

In closing, I wish to reiterate that Customs basic mission

is the collection of revenue and enforcement of Customs and

related laws. Customs must fulfill this mission in a dynamic

environment, important elements of which include the traveling

public, the trade community, American business and the general

public. The activities of Customs in fulfilling its

responsibilities call for increasingly sophisticated operational

and enforcement techniques and the application of a wide variety

of skills and disciplines.

Consistent with Administration determination to crack down

on crime and strengthen the economy, Customs will play an

increasingly important role. In FY 1982, Customs began a series

of new law enforcement initiatives and strengthened all its

ongoing programs. To increase effectiveness, additional

resources were allocated to law enforcement programs and new

approaches were developed and implemented to meet specific

problems. My goal this year, Fiscal Year 1983, is to "fine tune"
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the operations of the law enforcement programs and bolster their

capabilities as new opportunities for effective action occurs.

In essence, we will support successful programs and cutback on

those that are not productive.

Furthermore, in Fiscal Year 1983, Customs will begin a major

reform of its commercial processing of merchandise and introduce

administrative improvements in its programs and organizational

structure. Wherever possible, we intend to introduce more

efficient and selective.,approaches, making full use of automa-

- tion, reduced paperwork and rapid processing techniques. As I

described these efforts earlier, we will be working closely with

the importing community to insure that the final operating system

meets their needs. Similarly, we will be introducing efficien-

cies in administrative support throughout Customs. Streamlined

administrative support for operational programs is our goal. We

are currently reviewing all administrative functions in order to

eliminate excessive overhead and duplicative activities.

I believe the strategy presented here is the direction in

which Customs must move today and in the future. Current indica-

tions are that drug seizures will increase and major trafficking

will be disrupted. Our fraud efforts will assure increasing

revenues. As to our efforts to protect- the national security,

illegal exports of critical technology to Eastern bloc countries

must be cutback sufficiently so they are no longer a threat.

Overallproductivity and efficiency will increase as paperwork is

reduced. We believe the systems already implemeted and on the

drawing boards will improve passenger and cargo processing.
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I have presented an extensive blueprint of improvements we

initiated last year or will be implementing this year. In

P Y1984,- we should begin to see the completion of these efforts.

Many of these innovations will be f,lly operating and producing

successful results by next ;ear. I will be working with the

Congress on ways for Customs to do a better job. At times# I

will be presenting new approaches and proposals for reorganizing

our field structure or for consolidating various functions.

Efficiency# economy, and increased productivity will be the key

objectives in determining these reorganizations.

Although-Customs-is reducing its overall workforce, I still

intend to make real progress on achieving my priorities of

maintaining a strong enforcement posture, improved cost-

effectiveness, better service, and providing the American public

with a modernized Customs Service.

0 This concludes my introductory statement. We are available

to discuss the details of the request and answer your questions

and those of the Subcommittee Members.
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STATEMENT OF WILLIAM VAN RAAB, COMMISSIONER, U.S.
CUSTOMS SERVICE

Mr. VAN RAAB. Mr. Chairman and members of the committee,
we appreciate this opportunity to appear before you today to
present the U.S. Customs Service fiscal 1984 appropriation request
of $578,749,000, and 11,748 direct average positions.

Customs fiscal year 1984 authorization request represents a net
increase of $7,432,000 over the funds requested in fiscal year 1983.
Included in the fiscal year 1984 request is $50,630,000 for program
enhancements and other initiatives, primarily in the law enforce-
ment areas, $35,331,000 for increase necessary to maintain current
operations levels, and savings of over $78 million.

The substantial savings to be achieved in fiscal 1984 primarily in
the area of commercial activities will result from increased produc-
tivity, streamlined and consolidated organizational structures, abo-
lition of overlapping functions, and efficiencies obtained from auto-
mated processing. In total, these actions will generate a reduction
of 2,000 positions. I

I have stressed as a common theme in my efforts as Commission-
er of Customs that increased law enforcement and facilitation of
passengers and cargo can go hand in hand. In stressing law en-
forcemeklt as a top priority, we implemented or expanded a number
of Customs programs. Financial investigations, which are an effec-
tive way to crush the hierarchy of a criminal organization, were
formalized under Operation El Dorado. As a matter of fact, a
member of your committee, Senator Roth, held hearings in which
we explained some of our activities in this area in some detail just
yesterday.

Fraud investigations were redesigned to target primarily major
violators. But as notable were our accomplishments in these areas,
our greatest effort and success was in two programs essential to
our national security-Operation Florida and Operation Exodus.

Operation Florida is a multiagency task force approach imple-
mented in March of 1982, wherein some 250 Customs enforcement
officers were detailed to south Florida. A full air module and other
equipment were also deployed to put a stop to the growing smug-
gling by private aircraft. To date, Operation Florida has recorded
more than 1,000 arrests and seized 3,800 pounds of cocaine.

The Customs Service continues to work with Senator DeConcini,
Congressman English, and the Subcommittee on Government Infor-
mation, Justice and Agriculture to explore ways in which we may
further utilize the recently relaxed Posse Comitatus Act in our in-
terdiction efforts. We appreciate the efforts of all of these people as
well as the Department of Defense.

Operation Exodus is the Customs Service response to this admin-
istration's desire to protect our Nation's critical technology. Mr.
Chairman, I can state unequivocally that Operation Exodus has
been tremendously effective. During the past year, we concentrated
on the first of three stages of implementation by establishing an
export inspection presence at the border. The second stage of the
progriiiiby increasing Customs focus on investigations and intelli-
gence regarding violations of the Export Administration Act, and
the Munitions Control Act, and we are moving rapidly to imple-
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ment stage three by increasing foreign conspiracy investigations
through the Customs attaches already located abroad.

During 1982, we effectively established the Customs' presence at
the border at 12 key locations. And recently we have expanded the
program to include all major ports nationwide. I should like to
stress, Mr. Chairman, that the majority of funds we are requesting
for this program are earmarked for investigations and intelligence
gathering. This stage of Operation Exodus is critical because with-
out intelligence, our inspectional team will be operating with only
limited information, and will not be able to operate as effectively.

Also in the law enforcement area we have taken great strides
toward breaking the financial infrastructures of major money laun-
dering operations. Many of these operations are directly related to
narcotics smuggling, and we have found that by approaching them
through their bank accounts we are able to get closer to the core of
the organization, and therefore cripple it much worse.

As you might gather, in fiscal 1982 I focused much of our effort
on increasing the enforcement mission of the Customs Service. But
during this time in which we were gaining enforcement momen-
tum, I was gathering the best data processing minds in Customs to
begin work on one of the most energetic commercial processing ini-
tiatives ever attempted by us.

The product of this energy will be a completely refashioned state
of the art information system. We call it the automated commer-
cial system, and it will form the skeletal framework for the way
Customs processes imported cargo and collects duty for years to
come. Duty which amounted to over $10 billion in 1982.

I will comment that this exercise is a personal responsibility of
mine and is being run by a small committee over which I have
direct personal control. If it succeeds, I will claim the success. If it
fails, it will be a personal one.

One of the first reforms we will be undertaking is the centraliza-
tion of our appraisement centers. This can be accomplished within
the current legal framework, and based on our past experiences, it
will have no economic impact on the local importing communities.
Currently there are 65 appraisement centers around the country.
Of this, however, only 20 locations-or roughly 30 percent-process
70 percent of all formal entries filed.

Besides the obvious data processing advantages we will gain, the
centralization of these appraisement centers will mean other sig-
nificant benefits to the importing community. Namely, a higher
degree of uniform application of the law, and a greater interchange
of ideas between employees who would otherwise be virtually iso-
lated from one another.

The one common denominator of many of the problems-which we
are attempting to rectify is paper. Literally tons of paper that are
wasting time both with Customs' employees and with brokers and
importers as well.

An intensive effort is currently underway to simplify Customs'
forms, reduce paperwork and streamline numerous procedures. We
are working on new bond procedures which will reduce the number
of forms required from approximately 50 down to 1. We are- also
redesigning the entry summary form which will also incorporate a
number of forms into one. As a matter of fact, I spent almost my
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entire morning trying to bring that form down to a manageable
size.

We are also testing a model seaport cargo processing concept at
the port of Houston, aps well as a similar program in Charleston,
S.C. The new procedures and reduced paperwork embodied in these
programs will probably result in significant cost savings for indus-
try.

Another major innovation made-possible by computerization and
which will fit nicely with the Houston and Charleston programs is
the so-called automated broker interface system, which has already
been successfully operating as a pilot project in Baltimore and
Philadelphia. This system, which has met with favorable response
from the brokerage community, permits direct communication with
Customs' automated- systems. Thereby, eliminating excess paper-
work, messenger delays, and duplication of data input effort. We
plan to have this system fully operational at no less than five loca-
tions by October of this year.

In summary, then, the Customs Service is coming off of an im-
mensely successful 1982, which included significant increases in
drug seizures and major initiatives in areas both familiar and new
to Customs' officers. The men and women of Customs, we believe,
have proven that enforcement can indeed go hand in hand with fa-
cilitation, and I plan to continue this theme in the coming year.

In the past year we have entered into agreements with our Cana-
dian neighbors to help facilitate cargo and passenger traffic be-
tween our countries. We have reduced the form requirements by
quantum amounts. Most important, we have shown that relaxed
examination standards do not necessarily mean decreased enforce-
ment results.

I look forward to continued success in 1983 and 1984 from our
enforcement initiatives such as Operation Exodus and El Dorado,
our inspection initiatives, such as red/green passenger processing,
and selective cargo examination, and our commercial initiatives,
such as the automated commercial system and paperwork reduc-
tion.

To the extent possible, then, we do not intend to search every
passenger, every vehicle, every piece of baggage or every cargo
shipment-only those deemed high risk. But to insure the integrity
of all of our efforts toward these many goals, Customs will main-
tain close control through our Office of Internal Affairs.

Finally, I want to reiterate that I will continue my efforts to seek
every way possible to reduce the administrative excesses which in-
evitably build up and then continue to exist in any bureaucracy.
And I will be ever vigilant in reducing Government's grip on the
day-to-day business and affairs of the general and importing public.
In fact, I have sent letters to Chairman Roybal and the other con-
gressional leaders with oversight of the Customs Service expressing
my desire to work with you and him toward these mutual goals.

This concludes my prepared remarks. Thank you very much. My
staff and I are prepared to discuss the details of this request and
answer your questions and those of the subcommittee members.

Senator DANFORTH. Thank you very much.
Mr. DeAngelus, you didn't have any separate statement, did you?

21-492 0-83--4
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Mr. DEANGELUS. No, sir. Senator Danforth. Let me ask you this:
Your proposal has been to reduce the number of inspectors, import
specialists and other people who are now connected to what could
be called the more traditional functions of the Customs Service.
What effect would that have on the actual operation of the Serv-
ice?

Mr. VAN RAAB. Well, we hope with proper management that the
affect will not be negative.

Senator DANFORTH. Zero affect?
Mr. VAN RAAB. That's hard to say. We will try to prevent it from

having any affect.
Senator DANFORTH. I know, but we have to make a determina-

tion as to what your authorization is going to be, how much money
you are to get. My own view is that I think the other efforts are
very important, and, obviously, have to be pursued. But if there is
a significant impact on the more traditional role of the Customs
Service with respect to passengers coming into ports of entry, goods
coming in, the collection of duties and so on, it seems to me that
we should not be sliding backward in that basic effort. We should
be facing up to our responsibilities in the Congress to make sure
that you are able to do your job involving the traditional functions
of the Customs Service.

Mr. VAN RAAB. I understand. When we look at the traditional
responsibilities of the Customs Service, which involve the adminis-
tration of many laws for not only ourselves but other agencies, we
think of them in three respects. The first is enforcement. Second,
revenue collection or protection, if you will. And, third, is facilita-
tion or ease of passage across the borders.

It is our belief that the budget, as proposed, will not have an
affect on our enforcement posture, which is typically contraband.
In terms of revenue collection or protection, we believe it will have
no noticeable effect on the bottom line of the Customs Service as
viewed from the standpoint of the dollars that we collect.

From the standpoint of facilitation, that's a little more difficult
to respond to because facilitation is not only a question of actual
time clocks put on passengers proceeding or cargo moving across
the border, but the perception of how well it moves versus its
actual moving time. It is our belief that facilitation will be main-
tained with respect to passengers moving through airports when
the different systems that we are planning to use are implemented.
Also, by applying more selectivity to cargo inspection facilitation
will not be adversely affected.

I cannot help but believe that the perception on the part of a lot
of the communities who deal with Customs feel that facilitation
will be affected because they will just not believe that a reduction
of that size will not have an affect on facilitation. So I think from
an objective standpoint the affect should be minimal, if at all. But
from a purely perceived standpoint, I am sure that you will receive
some comments that service in various parts of the country has
been reduced. And that's about the fairest and most straightfor-
ward answer I can give you.

Senator DANFORTH. Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
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Mr. Van Raab. Into what category, among the three you men-
tioned-enforcement, revenue collection, and facilitation-would
you put the monitoring of unfairly traded imports such as steel?

Mr. VAN RAAB. That's enforcement.
Senator HEINZ. Now the number of items subject to careful moni-

toring, as I understand it, is increasing; not decreasing. Is that cor-
rect?

Mr. VAN RAAB. We have received requests to be more vigilant
with respect to more items over the past few months. That's cor-
rect.

Senator HEINZ. And, frankly, that's because the number of un-
fairly traded items found by various Government agencies has been
found to be increasing and not decreasing.

Mr. VAN RAAB. Our investigations have recently turned up, as I
am sure you are aware, a number of illegal schemes on the part of
foreign traders so I suppose we have found more.

Senator HEINZ. And I am concerned that when we have basic in-
dustry such as steel-and I do come from a State that in good
times produces quite a lot of steel-which is in a very depressed
condition, I would like to know if you can give specific assurances
that steel import procedures will be unaffected by any of these or-
ganizational changes.

Mr. VAN RAAB. We have four programs basically. This is a slight-
ly long way around, but I think it will make the point. Basically,

ug interdiction and financial investigations are general crime in-
vestigations largely targeted at narcotics operations, but they also
deal with other activities, Exodus, which is our effort to prevent
the export of critical technology, and last, there is commercial
fraud. This is a new program, largely targeted at major criminal
schemes to defraud the United States of revenue or to disrupt its
economy by violating our import laws.

I do not foresee that any of the budget plans here would adverse-
ly affect our efforts in the criminal fraud area. If anything, you can
regard today's activity in criminal fraud as almost zero, it is at the
low point. Over the next 2 years you should see more and more ac-
tivity. Steel, textiles and a number of other industries are the
major targets of our criminal fraud efforts. So I would hope that
you would see that we will be much more effective in the criminal
fraud area than we have been in the past.

Senator HEINZ. Now you have steel import specialists, do you
not?

Mr. VAN RAAB. Yes, sir.
Senator HEINZ. Can you tell us whether or not there has been a

hiring freeze affecting those specialists for the past 2 years in var-
ious ports as has been unofficially reported?

Mr. VAN RAAB. There has been an administrative hiring freeze
on import specialists in most parts of the country.

Senator HEINZ. Can you indicate what the reduction in the
number of import specialists handling steel products has been as a
result of attrition?

Mr. VAN RAAB. I can't. Perhaps Mr. DeAngelus can. If he
cannot, we would be happy to supply that for the record.

Senator HEINZ. Mr. DeAngelus?
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Mr. DEANGELUS. Senator, the reductions have been across the
board, consequently we have not specifically reduced anyone han-
dling steel. We end up reallocating our priorities to the trouble-
some items, and steel, as you and the Commissioner indicated, is
one of them. Consequently, we have not reduced the number of
people handling steel. And, in fact, by centralization, we've put
more expert people on handling steel items.

Senator HEINZ. So you have offset the kind of reduction that
would have been brought about by attrition by reassigning people
from other import specialist areas?

Mr. DEANGELUS. Correct, Senator. By reemphasizing priorities,
by greater specialization, and by centralizing what is processed and
where it is processed, the import specialists can be more productive
in applying their expertise.

Mr. VAN RAAB. I would also add that in constructing our so-
called commercial fraud teams, which consist of Customs' agents
and import specialists, we have actually detailed import specialists
with the specific responsibility of 'argeting and following up those
major frauds. As I indicated, steel and textiles as two of these
major areas.

Senator HEINZ. Mr. Chairman, I have a list of six questions that
I would like to submit the written responses to.

[Answers to questions of Senator Heinz follow:]
Question. Can you tell us what the status is of the nationwide steel Customs fraud

program that was undertaken by the Customs Service more than 2 years ago?
Answer. Customs steel fraud investigations program was initiated early in 1981

primarily to detect violations involving foreign steel shipments which had been in-
tentionally overvalued to circumvent the Trigger Price Mechanism (TPM) monitor-
ing system. This program resulted from an investigation in San Francisco of fraudu-
lent Ja anese steel importations by Mitsui and Company (USA), Inc. Analysis of evi-
dence developed by the Mitsui investigation pointed to the existence of an industry-
wide scheme to overvalue or falsely describe imported steel to circumvent the TPM.

Customs Office of Investigations continues to pursue steel fraud cases nationwide
as priority investigations. Alleged violations are under investigation in most major
ports of entry. Of the more than 40 active steel investigations, nearly all of them
involve possible TPM violations (primarily overvaluation), and they focus on all
types of steel products covered by the TPM (including pipe, sheet, wire rope, nails,
plate, etc.) The majority of the steel cases involve products from far eastern coun-
tries (mainly Japan and Korea), although European countries are also represented.

The most recent allegation of steel fraud violations involves the possibility that
some European steel producers may be attempting to evade export licensing require-
ments on shipments of steel to the U.S. by transshipping their merchandise through
Canada and thereafter falsely showing country of origin as Canada. The Office of
Investigations has initiated a study to further develop this allegation.

Question. Does there continue to be a separate organization regarding steel Cus-
toms fraud with personnel dedicated solely to this effort?

Answer. The Mitsui steel fraud investigation was worked as a task force oper-
ation. This operation, called "Steel Trap", was staffed by Special Agents from
throughout the country who were assigned on a temporary, rotational basis. The
Special Agent force was augmented by Customs Patrol Officers, Inspectors, Audi-
tors, and Import Specialists from the San Francisc, area.

At the conclusion of the Mitsui case (approxim ately mid-1982) the "Steel Trap"
task force was dissolved. Special Agents who had :articipated in this case carried to
their home offices considerable expertise reger nng the conduct of complex steel
fraud investigations. It has been this group of Special Agents who have for the most
part been responsible for working other steel fraud cases. So, while there is no one
separate organization or centrally located task force working steel fraud cases, there
is that "group" of investigators spread throughout the U.S. who are so employed.
These Special Agents will be assisted in their steel investigations by Customs Com-
mercial Fraud Investigations Center, a recently instituted support group located in
Washington, D.C. The Center will provide support in the areas of research and intel-
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ligence, analysis, major case development, automatic data processing, and program
funding.

Question. What have been the results of the steel Customs fraud program in
terms of developing evidence of Customs fraud in connection with steel imports?

Answer. From the Mitsui steel fraud case, which was initiated in March 1980,
Customs learned that violations like those committed by Mitsui (primarily overval-
uation to circumvent the TPM) had undoubtedly been committed by other large
steel importers and that TPM-related fraud was perhaps even an industry-wide
problem. Evidence of the extent of this problem was on a number of occasions pro-
vided through the grand jury testimony of steel importer employees and customs of
steel importers.

The Mitsui case provided the impetus for a steel fraud program which currently
has more than 40 cases under investigation. These cases involve possible fraudulent
shipments of a full range of steel products manufactured in both far eastern and
European countries.

The Customs suspicions regarding large-scale steel fraud were not unfounded are
supported by the fact that to date five corporations, including Mitsui; VSL Corpora-
tion; Pacific Steel and Supply; Marubeni America Corporation; and the National
Can Corporation, have pleadguilty to fraud changes involving steel imports. A sixth
company, Dallas Pipe and Supply Company, plead guilty to Customs related steel
fraud charges in a mail fraud case investigated jointly by Customs an4 the FBI. A
seventh company is expected to plead to criminal steel fraud charges in the near
future.

Question. To what extent have civil and criminal penalties and fines been sought
in connection with evidence of steel Customs fraud that haa been uncovered?

Answer. Customs steel fraud investigations program has to date generated signifi-
cant results in terms of criminal convictions, criminal fines, and civil penalties. The
Mitsui case, which netted criminal convictions of three corporations and five indi-
viduals; criminal fines totaling $350,000 and an $11 million civil penalty, represents
the largest joint civil/criminal settlement of a fraud case in the history of the Cus-
toms Service. Breda Fucine, S.P.A., an Italian firm, recently paid Customs $306,000
to settle civil claims which results from their false description of shipments of al-
loyed drill pipe.

During February 1983 the Marubeni/National Can steel fraud case was resolved.
This case yielded criminal convictions of two corporations and one individual, crimi-
nal fines totaling $115,000, and a $2 million civil penalty.

Customs and the Department of Justice have received an offer to settle the civil
and criminal issues in one other major steel fraud case. This matter is still under
discussion.

Question. How closely has the Customs Service worked with the Department of
Justice in pursuing criminal Customs fraud uncovered in connection with steel im-
ports?

Answer. From the very beginning of Customs steel fraud program, Customs has
worked closely with the Department of Justice in the development of criminal viola-
tions as well as on the civil and criminal settlement of cases after violations have
been established.

It was clear from almost the onset of the Mitsui case that the potential for crimi-
nal violations was very strong. As such, the Mitsui investigation was at an early
stae coordinated with the U.S. Attorney's Office in San rancisco. Documentary
evidence in the Mitsui case was obtained through the service of a Federal search
warrant, and when the magnitude and significance of Mitsui's involvement was fi-
nally perceived, the Criminal Division of the Department of Justice appointed a spe-
cial prosecutor.

Customs close relationship with Justice in the steel fraud program has been main-
tained through the involvement of the same special prosecutor in the negotiated set-
tlement of the Marubeni/National Case case, as well as through settlement discus-
sions about a third major steel case still under active investigation. Additionally,
the Criminal Division recently appointed a second special prosecutor to assist with
the two other steel fraud cases currently being worked through the U.S. Attorney's
Office in New Orleans.

Question. It is the policy of both Customs and the Justice Department to seek the
maximum civil and criminal penalties provided by law with respect to both individ-
uals and corporations who have engaged in Customs fraud in connection with steel.Imports?

IXnswer. The results achieved in the Mitsui steel fraud case, the largest civil/
criminal settlement of a fraud case in the history of the Customs Service, clearly
indicates that both Customs and the Department of Justice seek maximum fines,
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penalties, and numbers of convictions to come from steel cases. The Marubeni/Na-
tional Can settlement serves to further support this position.

However Customs and Justice take into consideration certain mitigating factors
when arriving at penalty amounts and the number of counts to be included in an
indictment. These factors include the extent of a defendant's cooperation and the
ability of a defendant to pay. Additionally, Customs and Justice generally agree that
no real purpose is served by issuing notices of civil penalty so large that no compa-
ny could possibly pay (even though that company was by statute liable for the full
amount) or by indicating a company (or individual) for hundreds of counts of a
criminal violation.

Senator HEINZ. Mr. Van Raab, I have just one observation. It
may be you are going to be able to do as much or more with less.
From what I hear you are necessarily reassigning import special-
ists, admitting that there has been a freeze on the hiring of special-
ists for quite some time, and noting that clearly people do leave, so
there has to be a reduction in the number of import specialists.

Mr. VAN RAAB. Yes; that has to be true.
Senator HEINZ. And with the number of import problems in-

creasing, not decreasing, it would be something of an understate-
ment to say you have your work cut out for you. And I must ek-
press some skepticism as to whether you-are going to be able to
handle everything that is being thrown at you under those circum-
stances. Good luck.

Mr. VAN RAAB. That's good advice.
Senator HEINZ. You may need some help from us.
Mr. VAN RAAB. Thank you very much.
Senator DANFORTH. Senator Long.
Senator LONG. Mr. Chairman, I want to ask my questions to

people involved in the ITC.
Mr. VAN RAAB. Thank you very much. [Laughter.]
Senator BENTSEN. Well, you have relaxed long enough because I

do want to bother the Customs Service. [Laughter.]
I am deeply concerned by what I hear and what I see in the way

of cuts. I am very sympathetic to the idea that you are going to do
more in trying to assist jobs done and drug interdiction and that
type of thing. I think that is just excellent. I am glad to see that.

It looks to me that you are robbing Peter to pay Paul. When you
are talking about cutting some 2,000 Customs employees, talking
about a flat budget, of those 2,000 Customs' employees you are talk-
ing about 918 inspectors, you are talking about replacing them
with programs, policies, and electronic machines. Some of that
money would go into enforcement equipment and drug task force
primarily supervised by the Department of Justice. Cargo process-
ing is important. So is fighting drugs.

But it seems to me in a country this size we ought-to be able to
do both. You know the numbers better than I do. My understand-
ing is the Customs Service earns about $18 for every $1 appropri-
ated for it. And I would think that we could have a respectable
ratio in titling a government agency to be staffed appropriately to
assure that our fair trade laws, as well as our criminal laws, are
fairly, effectively enforced.

I'm delighted that you are going to try to help us, as I under-
stand it, with a terminal in Houston and staffing that one. I believe
that's some 18 people, if I remember correctly.
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But I'm not sure where they are coming from. I have a sneaking
suspicion you are taking them from somewhere else where we very
much need the service too. I take a look at the port in Laredo. The
port in Laredo handles more people, as I understand it, than JFK
in New York City. Are you going to move some of the Customs'
people from there to other places in Texas? I see us taking approxi-
mately 10 percent of the cut. It's not just Texas I'm concerned
about. I'm concerned about this sort of treatment across the
Nation. I know what it means to stand in those lines down there;
to see the traffic jams because we don't have the personnel to
handle that traffic.

I've got a situation in Laredo where we have unemployment that
ranges well in excess of 25 percent. We have unemployment in
Starr County over 50 percent. The whole Mexican border devastat-
ed because of the peso problem. People that were coming across to
trade are not coming across. Laredo, Tex., on a Saturday, you
would swear it was a Sunday. There is no one there. And then to
say that you are going to do further things to impede commerce as
far as trade across that border by limitations in personnel disturbs
me very much. And I don't understand it, and I just don't agree
with it.

I would like to have you tell me more specifically just what we
are talking about in the way of how this is going to be processed
and how you are going to handle it with programs and machinery.
Could you comment on that?

Mr. VAN RAAB. That's a tall order.
Senator BENTSEN. That's right.
Mr. VAN RAAB. As far as airports are concerned--
Senator BENTSEN. Like us voting over here for one of these cut

out waste. We are all for that. But I want to understand the imple-
mentation a little better.

Mr. VAN RAAB. There are a number of categories of the Customs
Service that can be reduced by various means. There are certain
reductions that can be made by the elimination of unnecessary
functions and activities. There are some reductions that could be
made--

Senator BENTSEN. Like where?
Mr. VAN RAAB. There are some places in the Customs Service

where for historic reasons we have offices or officers and the trade
has changed. And, therefore, the reason for having that office or
officer there is no longer valid given an austere budget environ-
ment.

Second, there are ways to make reductions by changing the role
of various Customs' officers. That's the case with respect to import
specialists. In this period of an enormous number of shipments
coming into the United States our ability and need to review every
document and every piece of cargo is sharply reduced.

Your particular concern is directed at airports and at land
border crossings, I believe; particularly, in Texas.

Senator BENTSEN. Well, New Orleans is a good example.
Mr. VAN RAAB. And New Orleans. As far as Houston is con-

cerned, just as an example, recently by merely changing the way
that we *process passengers by moving to -a so-called red/green
system, which basically allows passengers to determine whether
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they must pay duty and which then is backed up by inspectors who
review those that say they don't have to pay duty, we have been
able to increase the numbers of passengers moving through the
Houston airport from 600 to 1,000 an hour. The new system was
installed without any increase in Custom's personnel, and without
the actual improvement being perceivable to the passengers on
how quickly and easily they moved through. So there is a way that
we can in airports improve the situation without increasing the
numbers.

As far as the land borders are concerned, the same sort of ap-
proaches are feasible-being more selective, being more permissive
with respect to what we think are low risk passengers, and being
more concerned about high risk passengers. We believe that we can
allow more people to move through and not necessarily increase
the staffing.

Senator BENTSEN. Mr. Chairman, you and I have joined together
in expressing our concern for this. And in response to some of the
questions that I have just received, I have not had a chance to
study and understand the full implication, but I would like to put
these questions and these answers in the record.

Senator DANFORTH. Certainly.
[Answers to questions of Senator Bentsen follow:]
Question. Provide for the committee the increases and reductions in staffing by

job category, district offices, and ports for each state represented on the Senate
Committee on Finance.

Answer. Customs will be taking a net reduction of 1,775 positions in fiscal year
1984. At this time, it is not possible to determine how the cuts will be implemented.
Prior to implementing any reductions, Customs will be performing a current work-
load analysis for determining which regions, districts, and/or ports would suffer the
least operational impact.

Question. Describe the electronic data processing system and other administrative
efficiencies, including selectivity in inspection and control and tariff and trade, an-
ticpated to result in savings under the services proposed in fiscal year 1984 budget.

Answer. Customs during the past decade has introduced numerous new ap-
proaches and techniques in order to improve service as well as maintain a highly
effective enforcement effort in its passenger, carrier, and cargo processing systems.
More recently, particularly since 1976, Customs has been faced with significant
workload growth without offsetting increased resource. During this period, major
workload measures rose significantly; cargo entries which reflect our merchandise
and revenue processing, and which account for over half of Customs work years, in-
creased over 40 percent. At the same time, air passenger processing, also a heavily
labor intensive operation, grew by more than 50 percent.

In fiscal years 1983 and 1984, Customs is planning to continue developing more
efficient processing systems. The major focus of these efforts will be to implement
the selectivity approach for all processing, reduce the current level of paperwork re-
quired for most transactions, and support both of these objectives with fully auto-
mated processing methods.

The specific computer and other systems currently under development or in the
implementation stage are as follows:

Seectivity.-Selectivity is the key approach for maintaining efficient passenger
and cargo systems. As part of the selectivity approach, we concentrate our attention
on the small number of suspected violators, transactions, or cargo, which, of course,
expedites the processing of the law-abiding passenger or cargo shipment. To imple-
ment selective enforcement, Customs is developing for its passenger processing a
walk-through narcotics vapor detector device, automatic passport "readers", and
specific inspections of baggage pick-up areas to detect suspicious behavior. In cargo
processing, potential violators will be pinpointed by an automated data base which
provides inspectors with profile information.

Data from our Accelerated Cargo Clearance and Enforcement Processing Tech-
nique [ACCEPT] is currently used to expedite cargo clearance. Augmenting our se-
lective enforcement are special teams of inspectors using profile data to pinpoint
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suspect cargo and baggage. As a result of the selectivity approach, Customs can con-
centrate its efforts more effectively with fewer personnel.

Automated Commercial System [ACS.-Customs Automated Commercial Systems
[ACS] integrates all automated processing systems. The automated commercial
system is designed to eliminate the various stand-alone automated systems, includ-
ing the Automated Broker Interface [ABI], and integrates them into a comprehen-
sive commercial processing system. In addition, the system includes selectivity proc-
essing of both cargo releases and entry summaries with heavy emphasis on post
audit capabilities. The system is comprehensive including such areas of commercial
processing as bonds, release of cargo, anti-dumping and countervailing, duty, entry
processing, liquidations, drawbacks, protests, and quota processing. By integrating
all of these systems, Customs expects to significantly improve the productivity and
efficiency of our employees and expedite processing for the importing public.

Automated Broker Interface [ABI.-Approximately 60 percent of all Customs
formal entries are prepared by processors with automated systems. The Automated
Broker Interface [ABI] project is designed to have those broker/importers transmit
data directly to the Customs computer thereby saving Customs the input costs. A
successful pilot project has ready been conducted in the ports of Baltimore and
Philadelphia. The project will be expanded to include the ports of Buffalo, Houston,
and New Orleans during fiscal year 1984.

Participation by the brokers is voluntary. They electronically transmit the basic
entry data to the Customs computer. Customs edits, validates, and makes selectivity
processing decisions based on their transmissions and transmits the processed re-
sults to the broker/importers. Eventually, these transmissions will permit Customs
to interface directly with Census to expedite statistical processing, which will pro-
vide further cost savings.

Customs has worked closely with the brokers in designing the system. The trade
response has been very favorable. We anticipate rapid expansion to other ports once
the programming has been completed and the initial five port expansion plan imple-
mented.

Pap erless entry.-The "paperless" entry project is designed to work in conjunction
with ABI. With the automated transmission of full-line items entry data to Customs
and our subsequent selectivity determination, Customs will generate a message to
the broker/importers indicating whether or not the actual documents must be
transmitted to Customs. Unless Customs has a need to review the documents, the
entry will liquidate immediately and the broker/importer will store the documenta-
tion. The broker/importer benefits by not having to file and track the documenta-
tion. Customs benefits by not having to process, track, and store the paperwork. All
entries would be subject to post audit review.

Centralized appraisement.--Centralizing merchandise appraisement in fewer loca-
tions is a major innovation for increasing productivity and maintaining service with
a reduced staff. Furthermore, centralization will enhance planned automation,
which can be cost effective only when large volumes must be processed, and assist
in implementing by-pass and post-audit systems. These approaches are the core in-
novations for this system.

Currently, Customs plans to centralize appraisement at 13 port locations. Central-
ization does not mean an end to Customs presence nor any curtailment of our serv-
ice to the public. The centralized ports will not be closed. Inspectors and other Cus-
toms support staff will remain in every port, only import specialists will be relo-
cated. Furthermore, entry papers will still be filed at the port of arrival under cen-
tralization. These papers will simply be processed by Customs at another location.

In addition to the previously discussed items, we are looking into the possibility of
port closings as well as centralizing various administrative functions in order to
generate the projected savings for fiscal year 1984.

Senator BENTSEN. I can't emphasize too strongly to you gentle-
men how my concern about what is happening and the delays that
I have seen, even with an austere budget, where we are ending up
with a substantial trade deficit in this country that we should not
be doing those things that impede trade.

Mr. VAN RAAB. Senator, we agree 100 percent with you. And if
there are specific instances of delays either in your State or in
others which are brought to your attention, we would be prepared
to respond to them immediately.-
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For example, just a few weeks ago I happened to be speaking to
Congressman Coleman and he told me of some problems that exist-
ed in El Paso. I can assure you that we did correct that situation
just as fast as was administratively possible. And that was at least
within a week, which for Government work is pretty good.

Senator BENTSEN. I guess I would have to agree with that.
Thank you very much, Mr. Chairman. I appreciate the com-

ments, and I look forward to studying these answers which I have
just received.

Senator DANFORTH. Thank you, Mr. Commissioner. Thank you,
Mr. DeAngelus.

Mr. VAN RAAB. Thank you very much. --

Senator DANFORTH. Next we have the International Trade Com-
mission. Mr. Eckes. And Mr. Whitlock from the GSA.

STATEMENT OF ALFRED ECKES, CHAIIRMAN, U.S.
INTERNATIONAL TRADE COMMISSION

Mr. ECKES. Thank you, Mr. Chairman. Good afternoon, members
of the subcommittee. Let me introduce those at the front table with
me. On my right and your left, Commissioner Veronica Haggart
and Commissioner Paula Stern. We have all three sitting members
of the ITC before you today. On my left is Lorin Goodrich, our Di-
rector of Administration, and Rick Arnold, our budget officer. And
on his left is Mr. Whitlock from the General Services Administra-
tion.

For the sake of brevity, I will briefly summarize one portion of
the statement you have before you. I will turn not to the substan-
tive issues of international trade, but to one item that is of im-
mense concern to us at the moment-the deplorable condition of
our building, one of the Nation's historic landmarks located at 701
E Street.

This structure is on the very site where Congress met after the
British burned the Capitol in the War of 1812. The current struc-
ture, begun in the 1830's, was designed by the same architect who
planned the Treasury Building and the Washington Monument.
Indeed, when British writer Charles Dickens visited Washington in
the 1840's he described our building as "a very compact and very
beautiful building." Well, if the creator of Ebenezer Scrooge could
return for another look, I think he would be as distressed as we
are. Plaster continues to fall from the ceilings. The roof leaks
badly. Water damage is a serious problem in our library and of-
fices. The electrical system is outmoded. The plumbing is inad-
equate. There are mic. and even rats the size of cats. I supplied the
committee with a picture book of the decaying situation, and I
hope you will have the opportunity to view it.

In February, the General Services Administration Administrator
informed us that his agency would not schedule- a basic renovation,
costing at least $10 million, until fiscal years 1988 and 1989. He ad-
vised us further that hia office would, in the meantime, continue
its current program of preventive maintenance and repairs in the
building. From my vantage point, this is unacceptable. Further
delays in making repairs will threaten the health and safety of our
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staff. The current program of maintenance, we believe, is totally
inadequate.

We recognize that modernizing the building will be costly, per-
haps as much as $10 to $20 million. And maybe alternative solu-
tions such as relocation should be examined. But I personally am
disturbed that the GSA does not consider the ITC building cost-ef-
fective, and apparently wishes to turn it over to the Smithsonian.
We've occupied this building since 1921. We are associated with it.
Those of us with a sense of history love this historic office building
and wish to see it modernized. We think if it is not cost-effective
for GSA to modernize it as an office building, I doubt that it's cost-
effective for Congress to modernize it for the Smithsonian. -

That's a brief summary of our submission, Mr. Chairman. Before
I close I would like to extend W invitation to you and members of
the subcommittee to come over for lunch some day both to see the
historic building and to learn firsthand about our investigations
and the extensive work we do in support of Senate Finance Com-
mittee activities.

Thank you very much. We would be delighted to respond to any
questions you may have.

Senator DANFORTH. Thank you, Mr. Eckes.
[The prepard statement of Mr. Eckes follows:]
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STATFMFN" OF ATPPFD F. FCK S, CHAIP1fAN. IJNITED STATES INTERNATIONAL TRADE
(Y)HISSION BEFORE THE STITCOMITTEE ON INTERNATIONAL TRADE, COMMITTEE ON

FINANCE, U.S. SENATE, MARCH 17, q83.

Mr. Chairman and members of the Subcommittee, I am pleased to

have this opportunity to discuss the Commission's fiscal year 1984 budget

request. I am accompanied today by Lorin Goodrich, our Director of Admini-

stration and Richard Arnold, our Director of Finance and Budget. Other

staff members are also present.

As you know, the International Trade Commission is a uniquely independent

agency with quasi-legislative and quasi-judicial functions. One of our

primary responsibilities is to assist Congress and the Executive on trade-

related issues. To continue our programs at existing levels, the Commission

is requesting S21.241,000 for fiscal. year 1984. Note that I have amended

the request submitted in our Budget Justification to add $138,000 for

annualization of the executive pay cap increase approved in December. This

total represents an increase of $1,360,000 over fiscal year 1983 funding of

$19,881,000 (which includes our FY 1983 appropriation of $19,150,000 plus

requested pay supplementals). Tn brief, our proposal contemplates no change

In programs; and staffing would remain at the level of 438 employee,

the same level of full-time positions approved by our authorizations and

appropriations committees since 1980. The increase in appropriations

requested stems from our need to fully fund that approved staff level and

from nondiscretionary increases in program costs.

Let me explain what underlies our budget request.

I

First, our work loae is largely beyond our control and is expected

to grow over the next several. years. As a service agency, we cannot set
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our own aPenda. Rather we must be ready at a moment's notice to provide

assistance to Congress and the President on trade matters. Also, tinder various

statutes the Commission must handle a variety of requests for import relief

within very strict deadlines.

The experience of the past year vividly illustrates our problem. During

fiscal year 1982, the Commission completed 234 investigations, up from 98 in the

previous year, and worked on 106 more for a total caseload of 340. At the same

time, because of the growing number of trade problems, there were many requests

for assistance from Congress, the President, and other agencies. As our funding

for FY 1982 remained uncertain throughout the year, we could not staff at the

approved level, and our resources were severely overtaxed.

In 1984, we anticipate that our workload will continue to be heavy.

There are several reasons for this. First, there is growing evidence that

there is a link between high budget deficits, high interest rates to finance

those deficits, and a high exchange rate for the dollar caused by investors

moving into dollars to seek high interest. A strong dollar means that U.S.

goods become less competitive in world markets and burgeoning trade deficits

result. During calendar year 1983, the U.S. trade deficit is expected to

increase substantially above the 1982 level of over $40 billion, although

declining oil prices are moderating earlier gloomy forecasts of double the 1982

figure. Nevertheless, declining oil prices could give a competitive boost to

the manufactured exports of some trading partners, and thus present previously

unforeseen problems for import-competing industries in the U.S.

In the face of such a trade imbalance, it is reasonable to expect that

industries will continue to seek relief fron foreign competition. It also is

livelv thnt we will receive many reacuests from Congress and the Executive for

studies and investigations of trade problems.
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An improvement in the U.S. economy in 1983 is unlikely to lighten

our workload in FY 1984. Traditionally, this agency is contracyclical --

our statutory workload varies inversely with the health of the economy --

but it laps changes in the economy significantly. Thus, a quick improvement

in the U.S. economy and a smaller-than-expected trade deficit would probably

not reduce our statutory investigations for some time.

There is another reason for expecting a heavy caseload for the

Commission. With low labor costs and modern industrial facilities, many

newly emerging industrial nations are increasing exports to our market. At

one time this import competition touched only labor-intensive products,

like footwear and textiles. Now the competition has extended to industries

like steel, transportation equipment, and machinery; and there is growing

evidence that chemicals, pharmaceuticals, and high-technology electronics

are experiencing increased pressure from foreign producers.

The expanding scope of import competition will mean new challenges for

the Commission. Much of the caseload in FY 1982 and thus far this year has

involved steel products. We have accumulated a large data base for many of

these products and thus work on the cases could be "packaged" in a way that

will not be possible in the future. The cases we anticipate in FY 1984,

involving new and technologically sophisticated products, will require more

staff research and analysis, and the acquisition of additional technical

expertise. Already we are having to cope with products like CT scanners

and limited-charge cell culture microcarriers.
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Petitions concerning scanners and microcarriers were filed under

Section 337, a highly specialized area involving patents, copyrights and

trademarks. The workload in this area is growing steadily. We anticipate

more trademark cases in FY 1984, along with a continued heavy flow of

patent-related cases.

As you know, one of our most important functions is to assist Congress

and policy-making agencies with technical information. During the past

year, this involved extensive support for other government agencies preparing

for the GATT (General Agreement on Tariffs and Trade) ministerial in

November 1982. Currently we are providing assistance to help develop a

GATT work program in services, and we are heavily involved in preparations

for international trade negotiations on the Harmonized Commodity Code

expected in January 1984.

During fiscal year 1982, the Commission continued to devote large

staff resources to the Harmonized System conversion. This work, involving

public hearings and discussions with industry, in addition to meetings with

the international trade community, is still continuing. The draft conversion

is due to the President in June of this year. Over the next several years,

as the conversion process goes forward, the Commission will need to provide

both Congress and the Executive with much additional assistance on this

complex matter.

Another area where I expect increased activity is in Section 332.

Under this authority, the Commission conducts investigations and research

studies for Congress and the President. We also self-initiate studies on
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timely subjects such as export subsidies, performance requirements, and the

impact of fluctuating exchange rates on U.S. trade competitiveness. In the

future, we anticipate many requests, specifically in the area of high

technology.

Our trade-monitoring efforts have become increasingly valuable to

Congress and the Executive. As the Committee knows, the Commission's

technical affalysts regularly monitor shifting patterns of exports and

imports in specific commodities, and developments in East-West trade. We

provide regular reports on trade in motor vehicles, chemicals, and other

commodities. We have enhanced data-retrieval and reporting capabilities to

make this important technical information available to Congress, other

government agencies, and industry trade associations.

At this point I should note that the technical expertise of our

industry analysts and trade specialists is one of the U.S. government's

prime resources. Private sector analysts (Business Week, January 17, 1983)

have said that the ITC is "the only office in Washington extensively

looking at domestic and international trends and trying to assess the

future of American industries." As this nation confronts changing trade

conditions, the unique capabilities of our specialists will be increasingly

important to the government.

Because it is critical to the nation that we maintain and improve

this expertise, we plan to expand and improve our training and professional

development programs in the future. Among my priorities are: 1) involving

our analysts and researchers increasingly in high technology and service

studies where the Commission already has done some work; 2) expanding
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the use of on-line computer terminals; 3) improving the availability of

data in our Library; and 4) encouraging our managers to expand their own

fields of specialization and to use the new technologies now available.

The Commission has a reputation for fiscal responsibility, a reputation

we value and will strive to maintain. This year and in FY 1984, we will

implement certain administrative improvements to help us balance the

expanding program requirements I have described with the need for fiscal

restraint. These include installing our own computer and additional

word-processing equipment, converting the manual TSUSA publication

system to an automated system, and adopting an in-house accounting system.

The accounting system, scheduled for operation in FY 1984. will allow more

intensive cost analyses than are now possible and thus, better control of

resources. We continually search for ways to reduce expenditures; for

example, we recently determined that we could limit Federal Register

inserts and so lower printing costs.

Economies such as these and productivity increases resulting from

new technology are factored into our budget request for FY 1984. This is a

lean budget--our best estimate of what we need to carry out our increasing

responsibilities. Much is expected of the Commission at a time when

international trade looms as a major concern for the nation. We must have

the resources to respond promptly and effectively to the demands placed upon

US.

One final point: recently I sent a letter to this subcommittee

describing our struggle to rehabilitate the Commission's main building at

701 E Street, N.W. This 140-year-old historic landmark is in a deplorable

physical condition. Although Congress authorized GSA $5.8 million in 1974

21-492 0-83--5
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to repair the building, only $1.2 million was used before the authorization

expired, 56% of that amount for roof repairs that proved unsatisfactory

and for "design and management" costs. We have had to spend $750,000 of

our own funds since 1974 for repairs GSA would not undertake.

Every year rehabilitation is delayed, estimated costs climb higher;

the most recent estimate for basic renovation was $9.9 million. On February

4, GSA Administrator Carmen informed us that GSA would not schedule funding

of this magnitude until fiscal years 1988 and 1989. Mr. Carmen further

advised us that GSA's regional office would in the meantime "continue its

current program of preventive maintenance and repairs in the building." I

subsequently registered our concern with GSA's regional office over the

current inadequate maintenance effort, stating that it must be improved to

keep our facility in operation until a repair and alterations prospectus is

authorized and funded.

Delaying the funding of major repairs to the ITC Building until the

end of this decade is unacceptable and will threaten the health and safety

of our staff. Costs undoubtedly will escalate. We recognize that there

could be alternative solutions, such as relocating to another building in

the Government's space inventory or to a newly leased facility. We are

open to suggestions provided our special requirements as to space and

accessibility can be satisfied. At this point, GSA has not offered a

suitable alternative or a response to our concerns over the present level

of preventive maintenance, and we may have to seek assistance from our

authorization and appropriations committees.

Thank you for giving us the opportunity to discuss the Commission's

budget request with you today. The staff and I will try to answer any

questions you may have.
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Senator DANFORTH. Maybe Mr. Whitlock should proceed. Do you
want to make a comment?

Mr. WHITLOCK. Mr. Chairman, I don't have an opening state-
ment, but I'd be happy to answer any questions you might have.

Senator DANFORTH. All right.
Let me make just one comment. I think that the International

Trade Commission is held in high regard by those who know any-
thing about it. There are Members of the Congress who do. And
there are certainly a lot of people in the trade community who do.
I think that the reputation of the Commission is really very fine. It
is viewed as being professional and as performing a needed and
useful service for our country and for our economy. I regret that I
had not visited the Commission until yesterday. I did visit it yester-
day, and I looked at the building. I think that the impression that
we give by putting a key commission in these circumstances, and
also by having only three out of the six Commissioners actually in
office-there was some controversy about two nominees who were
sent up here last year-is that we don't particularly care about the
International Trade Commission. I really think that that is an un-
fortunate impression to give. So what is involved here is not only
the working conditions in your building, but it's also the image
which you want to have of yourselves and which we should have of
you, and which you should project to everyone who does business
with you.

So I would hope that we could take you up on your invitation.
Senator Long and I were talking about this earlier today, and he
suggested what might be a better approach to it. But I do think
that we should look at the building, and I think that we should
take you up on your offer to spend some time with you and find
out what is going on and how you are operating on a day-to-day
basis, what your daily problems and challenges are.

Senator HEINZ. Mr. Chairman, Senator Long didn't suggest
moving them into the Hart Building instead of the Senators, did
he? [Laughter.]

Senator DANFORTH. We might have a deal for you. [Laughter.]
Senator Heinz.
Senator HEINZ. Mr. Chairman, I have no questions for the Com-

mission, but I want to concur in every respect with what you have
said. I have nothing but the highest respect for the members of the
International Trade Commission. There must be times when theX
feel that the Senate and maybe the Congress as a whole doesn t
take their job as seriously as it should be taken. And even that
some of the people downtown don't take their responsibilities as se-
riously as they should in sending, as I think we are privileged now
to have on the Commission, people who are qualified to be on it.

I hope that the Senate Finance Committee-and I compliment
ou, Mr. Chairman, on your very correct wording of the situation-
hope that all the members of the Senate Finance Committee will

take their responsibilities seriously in the event that names for
nomination to the U.S. International Trade Commission are sent
down to this committee, hopefully soon. But I hope that we don't
just sluff them off as some kind of simple-minded patronage ap-
pointment because the jobs that the USITC has are far too impor-
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tant for any such cavalier approach to the job of government. So I
just salute you in every respect, Mr. Chairman. And I salute the
members of the Commission for the work they do. It is very impor-
tant.

Senator DANFORTH. Thank you.
Senator Bentsen?
Senator BENTSEN. I've been looking at the photographs of the

building. You want us to eat lunch there? [Laughter.]
Mr. ECKEs. Senator, we don't have a dining room. We will have

to send out for something. [Laughter.]
Senator BENTSEN. I think it's outrageous. So that leads me to a

question for the GSA. How much money have we appropriated
over, say, the last 5 years for end allocation and for maintenance
for that purpose?

Mr. WHITLOCK. Senator, I should perhaps review the situation.
Let me give a little of the background of this particular facility.

As you know, the ITC has been in the building for a goodly
number of years. And the last decade has been a continuing debate
between the General Services Administration and the Smithsonian
Institution as to their taking over the facility for museum pur-
poses. Basically, GSA has agreed that it would be appropriate for
the Smithsonian to acquire the facility.

Senator BENTSEN. It would be what.
Mr. WHITLOCK. Appropriate.
Senator BENTSEN. What happens to the ITC?
Mr. WHITLOCK. We would then, of course, make other arrange-

ments for the ITC. We've had a number of discussions with them
on that basis of finding suitable alternative space for their occu-
pancy. And we would not make any adjustment or any conversion
of the space to the Smithsonian until ITC was properly housed.

Senator BENTSEN. Well, I agree with the chairman and with Sen-
ator Heinz as to the importance of this agency, and the neglect of
it, I think. I put a lot higher priority to it than apparently the GSA
does. And I am sympathetic to their concerns. I don't know of
any-this is going to be one of the most serious areas of controver-
sy for this next decade. These folks are going to have that responsi-
bility. I think it is important. Not only the substance, but the
image that is portrayed. And how we in the Congress feel toward
the importance of that. I like the Smithsonian just fine, but this is
something that we have to direct our attention to.

I understand you have not answered my question. I understand
that in 1974 Congress appropriated $5.8 million to repair the build-
ing but the GSA used on ly $1.2 million of that authorization before
it expired. Since fiscal year 1975, $4.9 million has been appropri-
ated for the ITC building. The roof now leaks, inadequate fire and
safety systems, electrical system is inadequate, and there are a lot
of structural repairs that are necessary.

If I looked at that kind of maintenance in the private sector, it
sure would be a low-rent operation.

Mr. WHITLOCK. Sir, it's correct that we spent $1.2 million of the
original prospectus, and then the delays in the decision as to how
to transfer the building to the Smithsonian is what delayed the bal-
ance of the expenditure. We are at a new point at this point in
time. I visited with Mr. Eckes in November and had several conver-
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sations since about correcting some of the short-term problems.
And we have a listing of those problems, and, of course, a schedule
for the solution of each. The ones that are a serious nature, such as
the roof leaks, and the other things that need to be done in the
short run have been programed to be accomplished by contract by
August of this year.

The more long-range program which envisions about a $10 mil-
lion renovation to replace the major systems and closer to $20 mil-
lion if we were to restore the building to its original look would be
deferred until 1989. Within that timeframe we would then finalize
decisions as to disposition of the building with the Smithsonian or
not.

Senator BENTSEN. There are a lot of these photographs that deal
with things like going down and cleaning the drain. It's not a
major construction job.

Mr. WHITLOCK. Yes; that's certainly correct. They are not things
that deal with construction but day to day needs.

Senator BENTSEN. Yes; I look forward to further information that
you can provide us on this.

Senator DANFORTH. Senator Long.
Senator LONG. I just heard you make the statement that you

thought you might start or finish repairing the roof in August.
Mr. WHITLOCK. The project would be awarded as a construction

project to replace the roof in August of this year. It would run sev-
eral months beyond that.

Senator LONG. Now if someone is sitting at a desk underneath
one of those leaks, are they supposed to sit from now until August
before they can go to work to do something about it?

Mr. WHITLOCK. The leaks that we have currently we patch on an
interim basis as soon as they are discovered.

Senator LONG. Are they still leaking? Is the roof still leaking?
Mr. WHITLOCK. You will find that during periods of heavy rain

new leaks will spring up and we will go and patch. You correct
them. And, of course, they reappear very quickly. That's what dic-
tates the-replacement of the entire roof.

Senator LONG. Well, I can recall when we had one of the worst
hurricanes in history hit Louisiana and some of those houses were
just about destroyed. It didn't take but a day to go in there and put
plastic over those roofs where all those shingles had been blown off
so that the roof did not leak until you can get around to doing
something more substantial about it. It took them a day. And do
you mean it is going to take you from now until August to go to
work on keeping the roof from leaking?

Mr. WHITLOCK. Sir, we patch the roof as the leaks are identified
in the manner in which you just described. We are talking about a
project to replace the roof in this August proposal, which is to per-
manently repair the roof.

Senator LONG. Let me ask this of the chairman of the Commis-
sion. As I understand it, you are asking for an authorization of
about $20 million for fiscal year 1984. Can you tell me how does
that figure compare with the annual domestic shipments by all
fifims that were under ITC investigations in 1982 other than the
Section 332 investigation?
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Mr. ECKES. Senator, we estimate that the total amount of ship-
ments was about $100 billion. We estimate that this covered about
25 percent of all manufacturing jobs in the United States; $100 bil-
lion dollars in shipments and about 25 percent of all manufactur-
ing jobs; 3.5 million jobs were probably covered by ITC investiga-
tion in this period of time.

Senator LONG. Well, that works out to a ratio of about $1 for
every $5,000 of responsibility that this Commission is exercising in
a year, it seems to me. Is that about it? Does that square with your
figures?

Mr. ECKES. I hadn't looked at it that way, but it sounds right.
Senator LONG. I just divided $20 million into $100 billion and it

comes out at $5,000. That's what my-arithmetic says. If that is not
right, I would like to be corrected.

Senator DANFORTH. This is how thorough the Commission is.
[Laughter.]

Mr. ECKES. None of us brought a calculator. I will accept that.
Senator LONG. Well, you divided $20 million into $100 billion and

take my' word for it. [Laughter.]
That s where you come out. I just got through doing it with my

old-fashioned pencil. [Laughter.]
Sorry to take you away from your calculator.
Mr. ECKES. I think so.
Senator LONG. Well, I'm tired of revenue sharing. That would in-

dicate that this committee passed a bill where it cost about $1 for
every $1,000 that the Treasury administered under revenue shar-
ing to require compliance with the program and to get the money
in the hands of the people who are supposed to have it; $1 for every
$1,000. And in your area of responsibility iL looks to me like it is
costing you about $1 to monitor $5,000. I guess maybe it's $2 for
every job that is involved in this type of thing, depending upon how
you look at it.

To us it is very important that we get this job done. And I, for
one, down through the years have fought to try to protect the
independence of the Commission. We've had pretty good success.
But having done that, we sort of had the feeling that, well, if we
just leave it up to the executive branch and you don't do what
somebody at the White House indicates that they think you ought
to do that they might cut your budget so we tried to take it away
from the Office of Management and Budget. And then we tried to
see to it that whatever you needed you could have over there. And
we put the responsibility in Congress rather than in the executive
branch. And that gets us down to the building. And it looks today
that the executive branch is clearly not looking after you very well
as far as your building. So I think we had better arrange to try and
take care of that.

I don't know precisely how to do it, but we would welcome any
advice or thought that you might give after you think about it. It
occurs to me that since the Congress once met on that spot after
they burned the Capitol that maybe we could just put that back
under the Archiitect of the Capitol and let the Congress assume the
responsibility for keeping the building up. I'm not saying we are
doing all that good a job on our building, but we sure are doing
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better on this than we are doing with the building you have.
[Laughter.]

Senator LONG. The previous chairman of the Commission was
before this committee testifying some years ago, Mrs. Bedell, and I
asked her about the condition of the building. And-she said that it
was her good fortune that she was out of her office when the ceil-
ing fell in.

Well, the building is older now and I presume in no better condi-
tion than it was then. Is that fair?

Mr. ECKES. In no better condition, and far worse. We've had plas-
ter falling on us. Commissioner Haggart found a dead mouse in her
office a week or so ago. But we understand that there are even rats
exploding in the basement because of some new rat killer the GSA
is using that makes them swell up and explode. [Laughter.]

Senator BENTSEN. I think I'll come around and get us all there
for lunch. [Laughter.]

Senator LONG. I think I will come around and look at that rat
situation. [Laughter.]

I've got a mountain cabin that has a basement and I've become
pretty much of an expert at poisoning rats and mice. [Laughter.]

I will come around and take a look and see what you are doing
and see if your methods are better than mine.

I'm firmly convinced though that I ought to do what I can on a
bipartisan basis to try to provide you with adequate facilities.

And I hope very much, Mr. Chairman, that you will persevere in
this matter and I will do anything I can to see that it is done.

Senator DANFORTH. Thank you, Senator Long.
And let's follow up on the-maybe we could bring our own lunch.

[Laughter.]
Senator DANFORTH. Getting back to the building, and not just the

premises, which I saw yesterday-the situation is truly" ridiculous.
If that amounts to instant patching of the r6of, it's obvious some-
thing is wrong. I mean the windows are falling out, stuffing is
needed between the window panes, and the plaster is falling out. It
is obviously a ridiculous situation. It's demeaning. I think we
should see that.

Also beyond the building, I think we should find out from you
not only what your legal responsibilities are, but some of the things
you do and how you function; what your problems are and what
your challenges are. I think we would look forward to that.

Senator LONG. Could I ask one further question?
Senator DANFORTH. Yes; Senator Bentsen has something he

wants to say.
Senator BENTSEN. I just ask that I put some remarks of my own

and those of Senator Mitchell in the record.
Senator DANFORTH. Right.
[The prepared statements from Senator Bentsen and Senator

Mitchell follows:]
PREPARED STATEMENT OF HON. LLOYD M. BENTSEN

Mr. Chairman, we have an unusually long agenda to cover today, so I want only
to mention two subjects of special interest to Texas and trade policy.
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First, I want to say that the budget presented by the Administration with regard
to the U.S. Customs Service is disturbing. On the one hand, the budget shows an
increased emphasis within the Administration on the enforcement of our laws
against the importation of dangerous drugs. This initiative has been long in coming,
and it is desperately needed in my area of the country. On the otherhand, the Ad-
ministration seems to be proposing to rob Peter to pay Paul. They propose more or
less a flat budget, but they would fire 2,000 Customs employees including 918 inspec-
tors, and replace them essentially with programs, policies, and electronic machines.
Much of the money saved would also go into enforcement equipment and a drug
task force primarily supervised by the Department of Justice.

Cargo processing is important and so is fighting the importation of drugs. We
should be able in a country this size to do both. The Customs Service now earns
about $18 for every $1 appropriated for it, and I think a respectable ratio entitles a
Government agency to be staffed appropriately to assure that our fair trade laws, as
well as our criminal laws, are fairly and effectively enforced. - .

I am also concerned that the Service's ability to serve small communities would
not be equal to the tasks of the 1980's with these cuts. The town of Laredo, Texas
now processes more people each day than JFK Airport in New York City, yet the
only new employees proposed in the commercial service area for Fiscal Year (FY)
1984 are 31 people to help process importations at the Los Angeles Olympics in the
summer of 1984. Senator Danforth and I have asked the Service for the details of
the changes that it proposes to make in its staffing, port-by-port, so that we can
evaluate on a factual basis whether the aims and objectives of the Customs Service
can be carried out under this budget. I hope this hearing and whatever written an-
swers the Service provides to our letter will help us to make those decisions.

Now the other major program change we are seeing in this hearing is the Admin-
istration's recommendation to abolish trade adjustment assistance. This Committee
agreed in 1981 to reduce this program so substantially that it provides very little
assistance to workers, about $54 million in FY 1983. The Administration proposes to
abolish the entire program and replace it with grants to States-and now I am quot-
ing the President's budget-"for programs to meet the needs of workers displaced
from their jobs due to technological and other changes in the economy." Only $240
million is proposed for all such "displaced worker" grants, 70 percent of which goes
to training of various types.

I doubt seriously that such a training program would ever actually inure to the
benefit of workers adversely affected by trade. But more importantly, it seems to me
that this approach to the problem of training dislocated workers does not deal with
what is one of the fundamental problems of trade in this country today.

The U.S. economy is now so integrated with the world economy that we have
nearly as much of our GNP devoted to trade as Japan does. One consequence of that
increasingly integrated world economy is that our industries must face competition
from all over the world, often subsidized and almost inevitably the result of affirma-
tive Government policies to promote specific industries targeted directly at the U.S.
economy. We have literally no policy under the current Administration to adjust
our businesses and workers to this problem of a fully integrated world economy, and
if we do not develop a policy in this Congress, I am afraid we are doomed to see the
list of deceased American industries expand geometrically.

Therefore, I believe that the policy- of abolishing trade adjustment assistance is
really a policy of closing our eyes to the problem that confronts us. I believe that
instead the Committee will have to undertake a searching analysis of the process of
promoting adjustment to import competition, by which I mean becoming competi-
tive. This will mean, I believe, some changes in our basic import relief law, as well
as an aggressive program of outreach to labor and firm and even communities. It
may be that in the next few weeks I will offer legislation on the subject to serve as
a discussion vehicle for the debate which must inevitably come. In any event, I
regard the abolition for adjustment assistance and its replacement with $240 million
for retraining for all types of dislocated workers as an inadequate substitute for
thinking about this fundamental problem.

PREPARED STATEMENT OF SENATOR GEORGE J. MITCHELL

Until the current recession, international trade has traditionally been something
of a stepchild in the American economic picture. Aside from agricultural exports,
most efforts to help our economy or assist various regions have concentrated on the
internal, domestic economic picture.
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But the changing nature of the world has forced us to recognize that this ap-
proach is no longer adequate. Today, trade in a broad variety of fields directly af-
fects our overall Gross Economic Product. It affects jobs for Americans. It affects
their standard of living. And it does so directly. There are estimates .that between
40% and 70% of the GNP drop we experienced during this recession was directly
the result of lowered net exports.

In light of that fact, and in light of the fact that the international recovery from
this recession shows every indication of being a slow and patchy one, we are faced
with several challenges. How we meet those challenges will influence to a great
degree how prosperous and resilient our own economy will be in the coming decade.

Th-re are two primary areas I wish to explore in more detail. One goes to the
challenge of combating unfair trade practices without at the same time creating a
contraction of international trade. The second is the appropriate role-of the federal
government in helping those workers and industries which suffer economic harm
because of our national policy of seeking to open international trade.

I believe that one element of meeting the first challenge is to recognize that our
current procedures and requirements for establishing unfair trade practices place a
huge burden on industry, in terms of both cost and time, and-to question whether a
larger share of that burden could not, perhaps, be assumed by government.

Smaller companies simply cannot afford the lengthy and costly process that is
now required to establish the existence of an illegal subsidy and injury due to im-
ports. I hope the Administration will be sympathetic to the goal of reducing the pro-
cedural burdens in this area, particularly for smaller firms. I hope to take advan-
tage of Chairman Eckes appearance today to solicit his views on possible reforms to
the anti-dumping and countervailing duty laws.

On the second issue, I believe it is important that we maintain some form of trade
adjustment aid for workers and companies harmed by the national policy of open
trade. There are two reasons for this. First, open trade will benefit all the nations
over the long term, but it will do so at the expense of concentrations of people and
companies in the short run. The national benefit will, in this instance, be purchased
at the cost of individuals. In such a circumstance, it is only fair that the nation
lighten the burden of that cost, and there is no more effective method to do so than
through a federal trade adjustment program.

Secondly, I believe an affective trade adjustment program, which focuses on both
workers-and industry can be a valuable counterpoint to the existing trade laws,
most of which force industries into the position of seeking to prove, not just trade
injury, but unfair practices resulting in that injury. If we want to encourage open
trade, we will have to reduce the invitation to litigate that now exists. A good trade
adjustment program would provide an option for industries to seek the help they
need to maintain their competitive standing without forcing them to the additional
task of demonstrating that the trade injury was caused by unfairness.

Because many Maine firms compete against imports, the TAA program has been
used extensively in Maine. Since 1975, over $11 million in benefits has been paid to
more than 10,000 workers. Nearly $12 million in technical and financial assistance
has been -pent on 11 firms in Maine. Since all but one of these firms are still in
operation, I believe the program has served the purpose of helping companies adjust
to import competition well.

This kind of adjustment is routinely provided by the majority of developed nations
to their local industries, and should remain a centerpiece of our- nation s policy as
well. It is in that respect that I will be exploring the Administration's proposal to
allow the Trade Adjustment Act to expire without renewal this year.
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Senator Long. Let me just ask one question about that matter.
Do you think you would prefer simply to let that old building go
and get the GSA to rent you some more modern space? Would you
rather have another building or would you rather just improve the
one you are in?

Mr. ECKES. Senator, that's a difficult question. I wouldn't want to
rule out the other options. My own personal perference is to im-
prove our building-my training has been in history and I love the
old building. I think some of my colleagues agree, but I don't think
any of us would want to rule out another option that might come
up and prove to be a better solution. We know the difficulty of
trying to build a new building. We know the difficulties, given the
problems that occurred in the 1970's with that $6 million appropri-
ation, of getting the building modernized. I think it's important to
find a solution and to find a solution reasonably promptly. I would
prefer to stay where we are if it can be modernized.

Senator LONG. Thank you.
Senator DANFORTH. Thank you all. Thank you for coming.
Mr. ECKES. Thank you very much.

STATEMENT OF MR. WILLIAM SAMUEL, NATIONAL TREASURY
EMPLOYEES UNION

Senator DANFORTH. Mr. Klepner.
Mr. SAMUEL. Thank you, Mr. Chairman. Mr. Klepner was unable

to be here because of the floor debate on social security and he has
asked me to be here in his place.

My name is Bill Samuel. I am legislative liaison with the Nation-
al Treasury Employees Union, the exclusive representative of all
Customs Service employees worldwide. And with me is Mr. Paul
Suplizio, legislative consultant with our union.

We are pleased to appear before you today to discuss the authori-
zation of appropriations for the Customs Service for fiscal year
1984. As the subcommittee knows, Our Nation depends upon the ef-
fective enforcement of our Customs laws both to intercept narcotics
traffic and other contraband crossing our borders and to provide
for the smooth flow of travelers and merchandise through U.S.
ports of entry.

In addition, the Customs Service is a key revenue producing
agency responsible for collecting duties and other taxes which ac-
counted for $10 billion to the U.S. Treasury last year. This repre-
sents a return of approximately $19 for every dollar spent for the
Customs Service budget.
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To achieve these goals, Customs must be provided adequate capa-
bility for enforcing Customs' laws. In recent years, this has re-
quired a gradually increasing level of resources because of the con-
tinued growth in international trade, tourism, and the growing
need to protect our domestic automobile and steel industries, the
escalating drug threat, and our strategic interest in controlling the
export of critical technology to the Soviet Union. And though the
need for sufficient resources is obvious to some and we congratu-
late this subcommittee for its continued awareness of Customs'
budgetary needs, the present administration has been sadly lacking
in foresight in its funding request for the Customs Service.

With this subcommittee in the lead, Congress decisively rejected
the administration's proposed cut of 2,600 positions last year, and
as a result, the total funding level for the present fiscal year will
be $571 million. Though the budget request for fiscal year 1984 con-
tains some welcome increases, such as additional funding for Oper-
ation Exodus, drug enforcements and procurement of a second air
module, these increases are paid for by major offsetting reductions
in personnel, including 820 inspectors, 200 import specialists and
100 patrol officers. A further decrease of 170 inspectors will result
from the Office of Management and Budget's plan to reduce the
Department of Agriculture's reimbursement for inspector positions
devoted to animal and plant inspection.

Overall, this budget represents a net reduction in total staff
years of 15 percent from last year, despite an expected 9-percent
increase in passenger traffic and an 8-percent rise in imports. In
order to provide for the program increases included in the fiscal
year 1984 request and the restoration of the 2,100 positions cut in
the administration's budget, an authorization of $639 million is re-
quired.

However, to provide for the growing workload at our Nation's
air, land and seaports and for improved border enforcement
against the continued threat of drug smuggling and illegal aliens,
we recommend an additional $15 million to provide for 2,200 new
inspectors, 150 import specialists, and 50 patrol officers. Conse-
quently, we strongly recommend that the subcommittee authorize
a budget of $654 mil lion and 14,318 positions.

We would like to turn now to several areas of law enforcement
and revenue collection suffering under this administration's deter-
mination to expedite the clearance of passengers and cargos with-
out adequate concern for enforcement and revenue collections.

The underlying theme of the various experiments designed to
speed clearance is fewer inspectors, but higher quality inspections.
Because of Customs' haste to implement new systems, we believe
we will see the former, but not the latter.

For example, Customs is now moving headlong toward adoption
of a new cargo inspection system known as ACCEPT, without a
proper evaluation of cost and benefits, including the impact on en-
forcement. The purpose of ACCEPT is to enable Customs to use
computer records to identify so-called high risk shipments, or high
risk importers -for spot inspection and to let other merchandise
through without any examination at all.

However, we have seen no evidence that Customs has collected
adequate data or constructed accurate profiles to identify potential
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smugglers, let alone tested them. What we can expect from this
system until Customs demonstrates otherwise is garbage in and
garbage out. The system will be unable to guide inspectors to the
shipments that need checking, and it will ultimately fail to beat
the smuggler who is determined to beat the system.

Similarly, Customs is experimenting with numerous passenger
inspection systems, including new configurations at Miami, Los An-
geles, Chicago, and the eastern international airports. The experi-
ment in Miami and Los Angeles, known as ASSIST, has so far pro-
duced mixed results. While the time it took passengers to enter the
terminals decreased in Miami under the experimental inspection
system, practicing time actually increased in Los Angeles. In
Miami, all enforcement indicators fell, including 32 percent fewer
-arrests, 40 percent fewer drug seizures, 18 percent fewer merchan-
dise seizures and 10 percent fewer currency seizures. In Los Ange-
les, drug seizures fell 6.5 percent and their overall arrests did in-
crease.

Moreover, there was an increase in inspector overtime and an in-
crease in the number of supervisors required. We believe that the
wisest statement in Customs' report on the test is that ASSIST is
no panacea. Customs should resist pressure for its adoption at air-
ports to which it is not suited, and where its implementation satis-
fies the goal of passenger facilitation to the detriment of enforce-
ment.

At the same time, Customs is moving toward a virtual honor
system for importers by placing a greater reliance on automated
processing of import documents and eliminating the role of import
specialists in checking to insure that the proper duty classification
is made and collected by the Treasury. This trend flies in the face
of a recent GAO study which indicates .that it is the very absence
of an import specialist's personal involvement in the classification
and evaluation process that is resulting in very costly errors to
both importers and the Government.

Nonetheless, the administration has proposed reducing the
number of entry processing locations by one-half. And, in addition,
cutting the total number of tariff and trade personnel by almost
700. We believe that the value of the service provided by import
specialists to the importing community is best illustrated by the
overwhelmingly negative response on behalf of the brokers to Cus-
toms' plan to centralize the appraisement function. Though Con-
gress acted through the 1983 continuing appropriations bill to pro-
hibit Customs from implementing the plan in a dozen locations,
Customs has since informed us that it now plans to remove import
specialists from offices in Pennsylvania, South Carolina, North
Carolina, Florida, Texas, California, Arizona, Montana, North
Dakota, Ohio, and Kansas. We believe that the loss of face-to-face
contact with import specialists will deprive the business communi-
ty of an extremely valuable service and hinder the development of
international trade in their communities. We therefore call upon
this subcommittee to explicitly bar the use of appropriated nds
for the implementation of centralization of appraisement p an.

One other action recently taken by Customs deserves the atten-
tion of the subcommittee. On December 17, 1982, Customs sent
instructions to its regional offices to forego the collection of mini-
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mal duties at passenger processing locations. And we are aware
that assessments of under $25 are now being waived in some ports.
Because the Customs' inspector must still calculate the duty owed
under declared merchandise, before the assessment can be waived,
we question Customs' assurance that it will be cost effective to
f rego what will surely amount to millions of dollars worth of reve-
nue each year. As the Congress struggles to control growing defi-
cits, we believe this subcommittee should send a clear signal to the
Customs Service not to relax its collection of duties.

Senator DANFORTH. Are you close to the end?
Mr. SAMUEL. Yes. Final point. We urge this subcommittee to

maintain its opposition to the statutory limit on overtime earnings,
a cap which has become unduly restrictive and expensive to en-
force. We continue to believe that employees willing and able to
work overtime without foregoing family obligations should be per-
mitted to do so. And that the burden of forced overtime created by
the cap should be minimized.

We will be happy to answer any questions you have at this time.
[The prepared statement of the National Treasury Employees

Union follows:]
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Mr. Chairman and distinguished members of the Subco~ittee:

As the exclusive representative of over 125,000 Federal workers,

including all employees of the U.S. Customs Service worldwide,

we are pleased to appear before you today to discuss the authori-

zation of appropriations for the U.S. Customs Service for Fiscal

Year (FY) 1984.

The Trade Subcommittee's annual review of Customs' programs

and resources has proven invaluable to ensuring effective

congressional scrutiny of the Administration's funding requests

for this vital law.enforcement agency. As the Subcommittee well

knows, countless national interests have a stake in effective

enforcement of our Customs laws, including business, labor,

agriculture, and the travel and tourism industry. Moreover, our

country's long-term health and security depends upon effective

policing of our borders, halting the flow of critical technology

to unfriendly nations, and interdicting the illicit drug traffic

that has such a crucial effect upon the level of violent crime.

We cannot prdtect these interests and achieve these goals

without providing Customs with adequate capability for enforcing

the Customs laws. In recent years, this has required a gradually

increasing level of resources, because of the strong growth of

international trade and tourism, the need to protect our domestic

automobile and steel industries, the escalating drug threat, and

our strategic interest in export control. The key question then

is: "How much is enough?" To answer this question, vie need to
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weigh the cost of additional resources against the costs to

society of inadequate enforcement 6f the Customs laws.

Under the Reagan Administration, the Office of Management

and Budget has basically opted to shut its eyes to the growing

Customs workload and the costs of law enforcement to our vital

interests. In each of the Reagan budgets for the Customs Service,

in FY 1982, FY 1983, and sadly FY 1984, OMB has chosen to keep

the total appropriation for the Service at essentially the same

level as the previous year. This has forced OMB to propose huge

personnel reductions in order to maintain essentially constant

outlays.

These Reagan budgets, which called for a decline in the

level of real Customs resources in the face of a growing workload,

were totally unrealistic and were so perceived by Congress and

the travel and trade communities. Last year, OMB recommended a

reduction of 2,600 permanent positions, including 1,200

Inspectors, in or4er to maintain funding at the level of $499

million. With this Subcommittee in the lead, Congress decisively

rejected this budget by restoring all the positions cut and

providing additional funds for export control and narcotics

enforcement, with a funding level of $544 million. Including the

supplemental for pay and the new Medicare tax, the FY 1983 total

funding level is $571 million.

The Administration's request for Customs in FY 1984 is cast

in the same fiscal straitjacket as last year. This budget

contains some welcome increases which we have ling advocated,

such as additional funding for Operation Exodus, drug enforcement,

and procurement of a second air module for air patrol operations.



77

-3 -

However, these increases are paid for by offsetting reductions

in personnel totaling 2,000 positions, including 820 Inspectors,

300 Import Specialists, and 100 Patrol Officers. In addition,

OMB proposes a further cut of 170 Insoectors because of a

decrease in reimbursable funds, which stems mainly from a

reduction in the Department of Agriculture's appropriation (the

Animal and Plant Health Inspection Service of DOA reimburses

Customs for a certain number of Inspector positions used to per-

.form agriculture protection functions). The total FY 1984

funding level requested by OMB is $578 million, a mere $7 million

above the FY 1983 authorized level with supplemental.

We can see in this budget very clearly the effects of a

freeze in the dollar level of this agency's spending. The freeze

requires an actual cut in real resources of $80 million (the

dollar cost of 2,170 positions) or 12 percent. Measured in terms

of the decrease in positions, the real reduction is 15 percent of

total staff-years. In addition, RIF costs totaling $20 million

would be incurred, including funds for severence pay, annual leave

and unemployment compensation.

We have computed that a maintenance budget for FY 1984,

which provides for the program increases proposed by the

Administration, and fully restores the reduction of 2,170

positions, is $60 million above the Administration's request.

This maintenance budget would allow $639 million and 13,918

average positions and would save $20 million in RIF costs.

However, such a budget makes no provision for workload

growth at the nation's air, land, and sea ports, or for impro,,ed

border enforcement against the escalating threat of drug-rmrers

and illegal immigrants. Consequently, NTEU recommends an

21-492 0-83-6
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additional $15 million above the maintenance budget, to provide

for airadditfonal 200 Inspectors, 150 Import Specialists, and 50

Customs Patrol Officers. We believe this budget to be the minimum

essential requirement for effective Customs operations in FY 1984,

and we strongly reconnend that the Subcommittee authorize our

budget of $654 million and 14,318 average positions.

To summarize, the NTEU recommended budget would: -

-- restore the 2,170 positions recommended for elimination by

the Administration;

-- fully fund the program increases for Operation Exodus, the

Sunrner Olympics, organized crime drug enforcement, second air

module, and AD? equipment supported by the Administration;

-- provide for an additional $15 million and 400 average posi-

tions for personnel in critical line functions where there is

presently'a huge gap between workload and resources.

Mr. Chairman, the NTEU recommended budget is $75 million

above the President's budget request for Customs. This is a large

amount. However, we would like to stress that all but $15 million

of this amount would be used to restore 2,170 positions recom-

mended for elimination by the Administration. The seemingly large

increase we have recommended is due to the totally unrealistic

reductions proposed by the Administration -- reductions that were

decisively rejected by the Congress in the FY 1983 Continuing

Resolution passed a scant 60 days ago.

In your deliberations on whether to adopt the NTEU proposal,

or to accept some or all of the cuts proposed by the Administra-

tion, we ask the Subcommittee to keep in mind the following

points.
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First, the FY 1983 budget approved by Congress provided the

first increase in Customs resources in eight years. From FY 1975

to FY 1983, Customs resources remained essentially static (see

Table 1 appended to the end of our testimony) despite a 65-80

percent growth in workload during that period. The increase made

in FY 1983 went almost entirely to two new programs, Operation

Exodus and the South Florida Drug Enforcement Operation.

Second, NTEU has consistently maintained, and the reports of

.this Subcomnittee and the General Accounting Office have confirmed,

that for almost a decade Vustoms has been stretched thin by a

growing imbalance between workload and resources, leading to wide

areas of minimal enforcement or non-enforcement. Examples are

inadequate controls over outbound shipments, only general

supervision of cargo unlading, inspection of barely .3 percent of

containerized shipments which comprise 70 percent of seaborne

cargo, reduced oil import gauging, and a virtual "honor system"

for yachts and boats entering our seaports. These conditions,

which still exist despite the additional resources provided in

FY 1983, are symptomatic of a general breakdown in enforcement

that will require several years of growing resources to correct.

Third, Customs is a revenue-producing agency which collects

an average of $19 for every dollar spent. An incremental increase

in Inspectors or Import Specialists would yield a minimum return

of 3 to I, according to Customs. GAO studies have indicated that

much revenue is lost from inadequate inspection of containerized

cargo and inadequate verification of merchandise entries. The

evidence strongly indicates that Customs is definitely operating

at resource levels where additional staff would yield revenue

increases greater than their cost. -- .
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Fourth, while it may be tempting to make economies, as has

been the practice in recent years, "at the expense of a law

enforcement a;m such as the Customs Service, in the long run this

is extremely unwise because reductions only rebound as increased

costs in other parts of Federal, State, and local budgets.

The Administration's FY 1984 budget proposal would result in

the wholesale dismantling of the protections afforded the American

manufacturer, the American worker, and the public through

effective enforcement of the Customs laws. Once again the burden

is on Congress to formulate a rational policy, and to begin this

year by providing essential resources to eliminate congestion at

our ports of entry, stem the decline in enforcement, and lay the

foundation for a modern, effective Service in the future.

We welcome the opportunity to participate in this task as

the representative of the thousands of dedicated Customs employees

whose service is of inestimable value to the nation, yet who have

been remarkably ill-served by this Administration.

In the remainder of our testimony, we would like to call

attention to the manner in which our society and economy are

dependent upon Customs law enforcement, and the social and

economic costs of inadequate enforcement. We would then like to

discuss each of the principal areas of Customs activity --

Inspection and Control, Tariff and Trade, and Tactical

Interdiction -- in some detail, reviewing major problems and

issues in each. We will conclude with our recommendations for

an al-ternative budget for Fiscal Year 1984.



81

-7-

Social and Economic Costs of Inadequate Enforcement

As the nation's principal border enforcement agency, Customs

is responsible for processing the flow of merchandise and

travelers at over 300 ports of entry, and for interdicting the

movement of illegal narcotics and contraband between these ports.

With approximately 15,000 full- and part-time personnel, Customs

watches over a frontier that is 26,000 miles in length as the

crow flies, and 100,000 miles if measured by the length of the

.tidal shoreline.

In recent years, as the economy has become increasingly open

to foreign trade, international travelers have visited our

country in record numbers, and illegal narcotics traffic and

immigration has risen, the challenge to Customs enforcement has

increased and brought with it a requirement for additional

resources. The question then becomes one of weighing the cost of

the additional resources against the costs to society of not

adequately enforcing the Customs laws. The following are

important national interests protected by Customs, where lax

enforcement would be extremely costly to the economy and society.

1. Controlling the Fxport of Critical Technology

Until recently, one of the largest areas of Customs staffing

deficiency was the outbound clearance of exports. Faced with a

rising tide of imports, the resources for monitoring exports were

gradually withdrawn. Even spot-checks of outbound shipments were

seldom made.

The costs of such negligence have now been driven home by

the discovery by the Federal Bureau of Investigation of a
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pervasive pattern of activity by Soviet agents topry away the

secrets of American high technology by means of bribes and other

inducements to obtain products on our export control lists.

Their targets are lasers, fiber optics, computers, and-

telecommunications equipment.

In addition, the importance of technological competition in

maintaining ascendancy in the world economy has led to cases of

industrial espionage, such as the well-publicized Japanese attempt

to steal the trade secrets of the International Business Machines

Corporation.

In 1980, the president of Spawr Optical was convicted of

shipping about 50 high-energy laser mirrors to a laser research

laboratory in Moscow. After being denied an export license for

shipment of the mirrors, Spawr deliberately understated'their

value to the Customs Service and made the delivery through Swiss

and West German intermediaries.

Two top officials of a California computer firm were

convicted in 1980 of shipping more than millionn worth of

computer machinery to the Soviet Union without a license. The

machinery was crated with air conditioners and washing machines

and sent through Germany and the Netherlands to Moscow.

In January, 1983 a former CIA official and two business

associates were indicted on charges of conspiring to sell a $5

million diesel engine assembly line to the Soviet Union in

violation of U.S. export laws. The charges were the result of an

undercover sting operation run by the Customs Service through a

fictitious Paris-based company, as part of Operation Exodus.

Similar charges have also been filed against a Canadian firm

and two of its executives alleging they conspired to ship tank
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engines to Iran. This investigation was also part of Operation

Exodus, but originated in documents discovered by an alert

Inspector at Dulles Airport.

Operation Exodus was initiated by Customs in late 1981 to

step up enforcement of the export control laws, The Export

Administration Act of 1979 (50 U.S.C. 2401), and The Arms Export

Control Act (22 U.S.C. 2778). The program began as an experiment

with 130 Inspectors, Customs Patrol Officers, and Special Agents

operating as three-person teams to conduct spot-checks of

outbound shipments and follow up investigative leads at ten ports

of entry. The program has proven successful thus far, and has

been expanded through increased funding provided in both the

FY 1983 and 1984 budgets.

Counting the FY 1984 increase, Operation Exodus is now being

funded at the $30 million level, whereas just a year ago outbound

inspection was virtually non-existent. Clearly, the Reagan

Administration has concluded that the cost of providing the

necessary resources Is far outweighed by the cost to the nation

of illegal exports of critical technology.

This conclusion is supported by the findings of the Senate

Permanent Investigations Subcommittee after a two-year inquiry.

The Subcommittee report found that the Soviets are engaged in a

massive effort to acquire Western technology by any meansand

the Soviets have been able to use such technology to modernize

and speed the development of military weapons systems. Naturally,

such advances entail countervailing responses by our own military

establishment, and this increases the size of our defense budget.
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A highly classified Defense Department document, which was

reported on by columnist Jack Anderson in an article, "High-Tech

Pipeline to Moscow" in the December 26, 1982 edition of the

Washington Post, listed notab -s r ies by the Soviet

intelligence community in 13 key technology areas, including

electro-optic sensors, radar, anti-submarine devices, propulsion,

material alloys, energy storage, navigation, lasers, aircraft

and electronic components, signal processing, micro-electronics,

and computers. Given the extensive range of Soviet technological

espionage, it seems reasonable that Ehe loss of such strategic

information could eventually add billions to the U.S. defense

budget.

The Senate Permanent Subcommittee on Investigations has

called for a stronger enforcement effort to halt the export of

high technology to our nation's enemies. We urge the Trade

Subcommittee to take a close look at this area, and provide the

resources for an adequate export control program. Given the huge

dimensions of the problem, and the many ways of obtaining U.S.

military and industrial secrets, it is quite conceivable that a

program on the order of $50 to $100 million would be a bargain

when compared to the additional costs to defense of the loss of

critical technology.

2. Interdicting the Drug Trade

The retail value of illicit drugs supplied to the U.S.

market in 1980 is estimated by the National Narcotics Intelligence

Consumers Committee (a task force of the principle Federal

agencies concerned with the drug problem) to be $70-$90 billion,
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more than the combined profits of the Fortune 500 companies and

double the volume of drug sales two years earlier. Today in

America there are an estimated 492,000 heroin addicts, 25 million

people who use marijuana at least monthly, 10 million cocaine

abusers, and more users of dangerous pills such as quaaludes than

ever before.

Approximately 90 percent of the drugs abused in this country

come from abroad, including all of the heroin, cocaine, hashish,

.and 93 percent of the marijuana. According to the House Select

Committee on Narcotics Abuse and Control, no more than 10 percent

of this drug traffic is interdicted. In 1980, an estimated 44

metric tons of cocaine entered-this country; of this amount, 3.5

metric tons, or 8 percent, was seized by drug enforcement agencies.

Only about 6 percent of the 4 metric tons of heroin entering the

U.S. in 1980 was interdicted.

The regional impact of the illicit drug traffic is

particularly severe in the Southeastern United States. An

estimated 70 percent of the cocaine, 80 percent of the marijuana,

and 90 percent of the quaaludes smuggled into the U.S. come

through Florida, Georgia, and the Carolinas.. In Florida alone,

the drug traffic is the highest in the nation, estimated at $7-

$10 billion annually. Georgia is the third highest state in drug

traffic (ranking Just behind Texas). As Federal and State

enforcement efforts have been stepped up in Florida, drug runners

have shifted their operations to Georgia, the Carolinas, the Gulf

Coast, and Virginia.

When one considers events of the past year, it is no

exaggeration to say that the entire.Southeastern part of the
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country is now in the throes of crime and corruption fostered by

the lucrative profits of the drug trade. Miami's drug wars and

epidemic of violent crime is well known. In Georgia, law officers

have been offered sums up to $50,000 to look the other way when

drug shipments arrive by air or sea. During the past year,

undercover operations by State and Federal agents have led to the

arrests of a Georgia State Senator who promised drug smugglers

carte blanche if they financed his bid for governor, six sheriffs

and ex-sheriffs, two police chiefs, two county commissioners, lix

deputy sheriffs, two state troopers, nine police officers, a

police narcotics squad secretary, one agent with the Georgia

Bureau of Investigation, one county prison warden, two deputy

prison wardens, a state forest ranger, and eight Coast Guard

sailors guarding the coast against smugglers (reported by Art

Harris in the Washington Post, June 15, 1982).

Duriiig last October alone, Georgia authorities recovered

$600 million worth of cocaine in duffel bags dropped from planes

into cow pastures in the Northern part of the State. The large

number of remote landing areas and the dearth of law enforcement

officers in rural parts of the state, combined with the

escalating drug threat, caused Governor George Busbee to order

the Georgia National Guard to use its planes and helicopters as

part of the state's anti-drug smuggling force. The Governor's

order, which went into effect last November, tripled the state's

capability for intercepting illegal drug shipments and made

control of drug trafficking the highest priority for all law

enforcement agencies in the state.
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In North Carolina, the head of the FBI's Charlotte office,

Robert L. Spence, has called narcotics traffic there "the number-

one growth crime today". Virginia, too, has experienced

increased drug traffic by air and sea, prompting Governor Charles

Robb to propose to the state legislature last December that the

National Guard be used in the fight against drug traffickers.

According to the Governor, his proposal was prompted by a state-

wide surge in drug-related crimes caused in part by the growing

.presence of Florida and South American-based smugglers in

Virginia's coastal waterways.

The high rate of drug use in the nation is intimately linked

with the rate of violent crime that has been plaguing our citizens.

According to the Attorney General's Task Force on Violent Crime,

one of the recurrent themes of its hearings was the importance

of more effectively combatting narcotics traffic. "From

Washington to Los Angeles, from Detroit to Miami, we have heard

drug officials and scholars stress the connection between drugs

and violent crime," the Task Force stated. Law enforcement

authorities estimate that between 40 and 60 percent of all serious

crimes occurring in the United States during 1981 are drug-related.

The number of reported crimes in the country increased 9

percent between 1979 and 1980, reaching an all-time high in the

latter year and maintaining this level in 1981. In 1982, it

appears that total reported crime may have receded about 5

percent, but this is no cause for complacency. In an address

last fall at the Justice Department, President Reagan stated that

"crime today is an American epidemic. It touches nearly a third

of the American homes and results in about $8.8 billion a year in

financial losses."
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In addition to the social costs of violent crime, the burden

of drug use has a significant impact on the nation's health care

system, the employment market, and social services. All of these

impose direct costs upon Federal, State, and local budgets. For

example, in 1980 there were 32,000 admissions to Federally-funded

drug treatment programs associated with heroin and cocaine use

alone. In a study completed for the State of New York, former

Health and Human Services Secretary Joseph Califano estimated

last year that the cost of drug addiction in terms of health care

and lost work days was more than $40 billion a year. Califano

also made public the results of a Rand Corporation study that

showed that prison inmates addicted to heroin (a $50-a-day habit)

had committed six times as many robberies, ten times as many

burglaries, and four times as many thefts and assaults as non-

addicted inmates.

In the face of this evidence, there is little doubt that a

much stronger drug enforcement effort is needed if the nation is

to be spared the extraordinary economic and social costs of

rampant drug abuse and violent crime. While evidence indicates

that marijuana use appears to be leveling off, cocaine and heroin

use have risen sharply in the past two years and have reached

epidemic proportions in our Eastern Seaboard States.

The Administration's own Task Force on Violent Crime has

called fot a "clear, coherent, and consistent enforcement policy

with regard to narcotics and dangerous drugs," to include "a

border policy designed to effectively detect and intercept the

illegal importation of narcotics." The Task Force stated:
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"We wish to emphasize that the Federal government's
first priority should be to provide adequate resources
to its own offices which are involved in fighting
violent crime."

Yet the Customs Service, which is on the front line in this

struggle as the nation's principle border enforcement agency, is

to be reduced by 1,436 staff-years in its Inspection and Tactical

Interdiction resources under the Administration's budget proposal.

We believe that to propose a reduction in the number of Customs

Inspectors and Patrol Officers while the drug threat remains

critical is the height of irresponsibility. Considering the huge

costs the drug trade is imposing on our society, we believe the

most prudent course of action would be for the Congress to

completely restore these positions and augment them by a minimum

of 250 additional personnel.

3. Enforcing the Trade Laws

It has become increasingly evident in recent years that the

ready access of foreign manufacturers to markets in this country

is costing American jobs. Imports have added significantly to

unemployment, and rising unemployment has strained the ability

of Federal, State and local budgets to provide needed welfare,

job retraining, and social services.

Enforcement of the nation's trade laws protects the American

economy by preventing the entry of merchandise without payment of

the appropriate duty, or outside an established import quota. By

assessment of countervailing duties, American firms are protected

from unfair (subsidized) foreign competition. Entry is also

barred for products which violate the patents or copyrights of
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American firms, or violate laws designed to protect the public

health and safety or the environment.

U.S. Customs Service Inspectors and Import Specialists have

been a bulwark in protecting our economy against an avalanche of

government-subsidized foreign steel, which surged to record

levels in 1981. Last year, European Common Market countries were

selling carbon steel products in the U.S. at.$500 a ton, with a

government subsidy of $130 a ton. Our domestic steel industry

has been operating at 31 percent of capacity, and 45 percent of

the work force -- 200,000 persons -- were thrown out of jobs.

The Commerce Department estimates that for every 1 million tons

of imported steel, 25,000 to 30,000 jobs are lost.

In January, 1982 U.S. steel companies filed suit for relief

through application of countervailing duties. Last summer, the

International Trade Commxission and Commerce Department agreed,

resulting in the imposition of additional duties of up to $250

a ton on steel imported from seven European countries, South

Africa, and Brazil. The Customs Service collected the data on

which these findings were based, and later implemented collection

of the countervailing duties equal to the estimated subsidy.

This strong enforcement stand strengthened the hand of the

Federal government in negotiations with European steel producers,

and last October the Commerce Department was successful in

concluding a quota agreement that will limit European steel

imports on 11 carbon steel products to 5.12 percent of the

American market until' 1986. This quota agreement will, of

course, be implemented and enforced by Customs.
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However, it should be noted that Europe accounted for only

6 million of the 20 million tons of steel imported to this

country in 1981. If the gap left by the Europeans is not to be

filled by other steel exporters -- chiefly, Japan, Korea, and

Brazil -- Customs will need to continue to monitor steel imports

from these countries. Moreover, the European agreement did not

effectively cover imports on steel pipe and tubing which have

harmed American producers. It will fall to Customs to monitor

.these shipments closely until this problem is resolved.

Protection of our specialty steel producers will also depend

upon Customs' import documenting and fact-finding capability.

If steel shipments are not physically verified, and

documents stating country of origin, price, and quantity are not

examined for accuracy, our trade law enforcement in this vital

area will become a dead letter. Yet this is precisely what the

Administration is proposing with its cut of 820 Inspectors and

300 Import Specialists for FY 1984. What would be the cost of

the jobs lost, and the attendant unemployment, welfare, and

social costs, from law enforcement compared to the $60 million it

would cost to restore these positions?

We must not forget that a similar drama is being enacted in

the American automobile industry, where 280,000 workers are now

unemployed, compared to 213,000 a year ago. Despite a voluntary

quota agreement limiting Japanese imports to 1.68 million

passenger cars, the Japanese share of the U.S. market rose to 22.6

percent last year -- the highest in history. News accounts

indicate that in all probability the present agreement, which

expires on March 31, will be extended for a third year.
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It is still unclear whether additional relief will be

required to save American jobs and rejuvenate the automobile

industry. At the present time, the Customs Service is responsible

for monitoring the volume of automobile imports, classifying

shipments in accordance with U.S. tariff schedules, and

collecting appropriate duties. Should a quota be adopted, it is

clear that the burden. of implementing such a policy will fall

squarely upon the Customs Service. Considering the real possibility

of such action, the shortsightedness of a cutback in the Inspectional

and Classification and Valuation resources of the Service at this

juncture becomes readily apparent.

When important national interests are at stake, protecting

American industries through import restrictions is one of the

many policies that need to be considered. We submit that this

country should not unilaterally disarm itself by cutting 20

percent of its Inqpectors and 28 percent of its Import Specialists,

as the Administration proposes.

4. Serving a Growing Domestic Tourism Industry

One of the maj-r factors affecting Customs resource needs is

our national policy of encouraging foreign visitors to this

country. This has led in recent years to the rapid growth of

passenger arrivals at our land, sea, and air ports of entry,

visibly taxing Customs' processing capabilities. Moreover, as

many of our cities and regions seek to participate in the growing

tourist trade by becoming international gateways, the inability

to provide adequate Customs personnel to staff these new

facilities is becoming painfully apparent.
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This country has too much to lose by allowing Customs to

become a hindrance to the expansioni of our tourism industry.

Foreign visitors are now coming to the U.S. at the rate of 20

million a year, about 8 million from overseas (Canada and Mexico

have consistently accounted for the largest number of foreign

visitors). In 1980, foreign visitors spent an estimated $12

billion in the United States, producing approximately $1.4

billion in Federal, State and local tax revenues. Moreover,

between 197G and 1979 these expenditures grew by more than 250

percent, well ahead of other measures of economic activity.

The travel and tourism industry is now the third largest

industry in the United States, employing more than 6 million

Americans and producing more than $118 billion in annual sales.

Commerce Department statistics show that more than a million

establishments benefit directly from foreign tourists' spending

in this country. More than 95,000 jobs were directly supported

by foreign visitors food purchases alone in 1978.

Nevertheless, 1982 was a lackluster year for international

travel to this country. The overall number of foreign visitors

declined 9 percent. While most of the loss was accounted for

by a drop in visitors from Great Britain, West Germany,

France and Canada declined as well. Since 1982 was a year of

deep recession for the world economy, it can be safely assumed

that international travel growth will resume with economic

recovery.

Even more serious, however, is the fact that the U.S. market

share of international tourism has been falling in recent years.

According to the Travel and Tourism Government Affairs Policy

21-492 0-83---?
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Council, the United States now gets only 8 percent of foreign

tourists, and this figure is still trending down. The reason for

this, according to the Secretary-Treasurer of the Congressional

Tourism Caucus, Representative William H. Boner, is the long

Customs lines that greet foreign visitors, and inadequate travel

promotion.

Both of these causes may be traced to the Reagan

Administration's shortsighted budgetary policy. The proposal to

.cut 820 Customs Inspectors at a time when the Aix Transport

Association, after a thorough survey, found that a minimum of 230

additional Inspectors was needed at airports alone, can only

serve as a deterrent to foreign travel and cost this country

millions of dollars in lost business.

In a demonstration of massive unwisdom, the Administration

has also proposed to zero out in FY 1984 all funding for the U.S.

Travel and Tourism Administration. It is proposing this action

despite the fact that the U.S. gets $18 back for every dollar

spent on overseas travel promotion. We can think of no more

retrograde action, at a time when jobs and income are so important

to our economy, than to turn our back on the sound program of the

National Tourism Policy Act which President Reagan signed into

law in October, 1981. The U.S. Travel and Tourism Administration

should be fully funded at the minimum level of $14 million which

it requires to do an adequate job of promoting travel to this

country.

While travel promotion is the purview of other committees of

the Congress, the Trade Subcommittee has the ability to do

something about the frequent congestion and overtaxing of
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facilities occurring at our air, land and sea ports. This

problem is caused mainly by the lot number of Inspectors

attempting to keep pace with the growing number of visitors over

the past decade.

If the U.S. is to exploit its natural advantages as a Mecca

for foreign visitors, the Customs Service must be provided with

an adequate number of Inspectors to reduce present congestion

and accoodate the expected growth in future traffic. Besides

the 230 additional Inspectors specified by the Air Transport

Association for our airports, many of our land border ports such

as San Ysidro, Laredo, and Niagara Falls are experiencing lines

two to three hours long. Taking matters into its own hands

because of the intolerable situation that exists at some

locations, the House last year voted an additional $5 million

for more Inspectors at our land ports in the Southwest.

This Subcommittee has taken the lead in requiring Customs to

develop new inspectional techniques to facilitate the processing

of travelers while not reducing enforcement. As you are aware,

last year the Federal Inspectional Services (FIS), composed of

Customs, Immigration and Naturalization Service, and the Animal

and Plant Health Inspection Service of the Department of

Agriculture, tested at Miami and Los Angeles International

Airports a new inspection procedure known as ASIST, the

Accelerated Special Inspection System Test. We will discuss the

FIS report of this test in detail in our testimony, but here we

wish to make one point, which is that staff savings failed to

materialize as a result of the new inspection procedure. In fact,

the GAO report on the test found Customs staffing in Miami to be
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inadequate, In our experience, there is simply no way to get

around the problem of adequate staffing if large numbers of

passengers are to be processed while maintaining enforcement.

We strongly urge the Subcommittee to consider the need for

additional Customs Inspectors in light of the contribution of the

travel and tourism industry to the U.S. economy. Certainly, the

advantages to the nation's balance of payments, plus the

additional jobs and tax receipts accruing from tourist

expenditures, would far outweigh the cost of several hundred

additional Inspectors.

5. Safeguarding American Agriculture

One of the principle missions of the U.S. Customs Service is

to prevent the introduction into this country of foreign plant or

animal pests that would endanger American agriculture.

Considering the paramount role of the nation's $500 billion

agriculture industry, and the enormous costs of eradication should

an outbreak of disease occur, an adequate level of baggage

inspection at our ports of entry is an absolute necessity. The

possible introduction by an unwary traveler of pests that'could

seriously damage our ecology is an ever-present danger that our

country has been able to forestall by the sound policy of

passenger baggage inspection at our borders.

For this task, the Department of Agriculture has in the past

reimbursed Customs for the cost of 221 Inspector positions.

Customs Inspectors perform primary inspection of travelers

arriving by air and sea. Based on the declaration form, the

finding of agricultural items, and in some cases, a passenger
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profile provided by the Animal and Plant Health Inspection

Service (APHIS), the Customs Inspector may refer the passenger

to a Plant Protection and Quarantine Officer for secondary

agricultural inspection.

The importance of this task was driven home in 1981 by the

Mediterranean Fruit Fly infestations in California and Florida.

Those infestations cost more than $50 million to eradicate. It

has been estimated that a general infestation by this pest, which

feeds on over 800 different fruits, would cost $200 to $250

million annually in agricultural losses.

The U.S. has not experienced an outbreak of Foot and Mouth

Disease since 1929, though countries as close as Great Britain

and Brazil have not been so fortunate. The Agriculture Department

estimates that it would have a $10 billion impact on the livestock

industry if introduced in this country today. Our system of

agricultural protection must be working if we have thus far kept

out this disease, but we cannot afford to let down our guard.

African Swine Fever, which has recently made an appearance in

Cuba and the Dominican Republic, is another animal disease which

may enter through pork products contained in passenger baggage

or airplane waste. There is no known treatment for the disease,

which would cause $2 billion in losses the first year.

The soil from plants carried by unwary travelers serves as a

means of transport for many pests, which could increase crop

losses from 5-10 percent if introduced into this country.

Passenger-carried meat and meat products also pose a serious

threat. In FY 1980, 123,128 individual lots of meat and meat

products totaling 305,635 pounds were confiscated from arriving
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air travelers. These products represented a potential source of

animal disease that could severely damage our livestock industry.

In light of these facts, one can imagine our dismay when

NTEU was informed by Customs only three months ago that, as a

result of a reduction of $1.8 million in reimbursable funding

from the Department of Agriculture, the Service was immediately

eliminating 95 of the 228 positions devoted to hand baggage

inspection at air and sea ports. As a result, baggage inspection

was to be immediately reduced to the indicated levels at the

following airports:

Anchorage, AK 50%
Atlanta, GA 36%
Boston, MA 27%
Chicago, IL 50%
Dallas, TX 67%
Dulles 45%
Honolulu, HI 47%
Houston, TX 56%
John F. Kennedy 45%
Los Angeles, CA 33%
Miami, FL 25%
New Orleans, LA 33%
San Francisco, CA 34%
Seattle, WA 29%

In addition, all sea passenger hand baggage inspection for

agricultural- purposes was being terminated, and seed sampling on

our Southern border would no longer be performed.

We cannot think of a more shortsighted policy. In the past,

this Subcommittee has taken a firm stand on the importance of

adequate agricultural inspection as a safeguard that must not be

relaxed. This position was forcefully stated in the Subcommittee's

report on the Customs Authorization bill two years ago. We urge

the Subcommittee to persevere in this course, and to restore

Customs funding for these positions in light of Agriculture's

apparent inability to do so.
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6. Halting Illegal Immigration

Customs has been playing an increasingly important role in

- the control of illegal immigration at land border ports and

outpo'rts where no Immigration and Naturalization Service (INS)

Inspector is available, and at airports wher"u-ttoms and INS

Inspectors are cross-trained to perform each other's missions.

The magnitude of illegal immigration into the country, and the

attendant social costs (lost jobs, lower wages, sweatshop

working conditions, and strained community services) are fueling

the call for stronger enforcement at our nation's frontiers. The

problem is not limited to our land borders, but includes the

nation's air and sea ports, where a growing number of aliens are

attempting to-gain entry through use of forged passports.

The Census Bureau estimates that there are currently 5 to 10

million illegal aliens in the U.S., and that 500,000 to 1 million

more enter illegally each year. These illegal immigrants take

American jobs and.contribute significantly to the high rate of

unemployment. The total number of unemployed, which now stands

at 12 million, would be cut in half if the jobs held by

undocumented workers were available to our citizens. This would

relieve the U.S. budget of some $34 million in unemployment and

welfare compensation.

As things now stand, the nation remains wide open to illegal

immigration, and the pressure on our borders is growing every day.

Last year over 800,000 aliens were apprehended attempting to cross

our Southwestern frontier, and arrests were up 20 percent over

1981. In some locations, such as the Chula Vista, California

border section between San Diego and Tijuana, Mexico, the number
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of arrests.last month Jumped 74 percent over the number in the

first half of January, 1982. According to INS Commissioner Alan

C. Nelson, Mexico's peso devaluation and economic difficulties

probably account for much of this movement. But aliens other than

Mexicans, including a significant number from El Salvador, are

also streaming across the Southern border.

According to one estimate, if illegal immigration continues

at current levels it will add 37 to 70 million people to the U.S.

population in the next half-century. This will place an

extraordinary burden on the nation's ability to provide jobs and

an adequate standard of living for our people.

Recent studies by State and Federal authorities have found

that the budgetary costs of illegal aliens are huge. Illinois'

Attorney General estimates that his state loses $66 million a year

in unemployment benefits paid to illegal aliens who use phony

immigration documents when they apply for aid. Similar cases

involving welfare -and food stamps have been uncovered in

California. That state's Department of Social Services discovered

that hundreds of aliens in San Diego, Los Angeles, and San

Francisco had submitted fraudulent forms to qualify for benefits.

The Reagan Administration is seemingly concerned about the

immigration problem, but this has not stopped it from submitting

totally inadequate budgets for Customs, which is on the front line

in this struggle. We urge the Subcommittee to recognize the

joint role of Customs and INS in carrying out this important

mission, and to allocate the resources necessary to secure our

society and economy from this growing burden.
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PROGRAM, BUDGET AND POLICY ISSUES

We turn now to a discussion of the workload and adequacy of

resources in each of Customs' principle functions: Inspection

and Control, Tariff and Trade, and Tactical Interdiction. We

will also focus on tae major issues that deserve consideration

by the Subcommittee.

Inspection and Control

There is a large and growing workload/resource imbalance in

the Inspection and Control function of Customs due to the number

of Inspectors failing to keep pace with the growth of interna-

tional trade and tourism.

Significant indications of workload growth are that:

-- the volume of U.S. merchandise imports has been growing at

an 8 percent annual rate for the past decade, and is projected by

Customs to continue growing at this rate through 1985;

-- Airline passenger arrivals from abroad increased 70 percent

between 1973 and 1981, a 9 percent annual rate;

-- Total persons arriving from abroad will total 340 million in

FY 1984, an increase of 13 million over 1983 and 39 million over

the past two years;

-- Air cargo imports have been growing at a 14 percent rate in

recent years, and are projected to increase to 1.5 million tons

in 1983, double the level of 1978.

In order to place these statistics in perspective, we would

like to note the following points.

Some of o' airports, such as Miami and Atlanta have

experienced a rate of growth far above the national average, and
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have had a totally inadequate number of Inspectors assigned for

the past-three years. Atlanta alone experienced a 523 percent

growth in international passenger traffic in the three-year

period, 1977 to 1980. The advent of wide-body aircraft arriving

at closely spaced intervals has led to peaking and congestion at

all major airports, especially during the tourist season. The

need to handle this traffic has placed a premium on passenger

processing to the detriment of cargo inspection, with increased

opportunities for smuggling.

In fact, the largest cocaine seizure in history, 3,748

pounds valued at $175 million, was made by an Inspector last year

in Miami aboard an air cargo plane, concealed in a shipment of

suits and dresses. Passenger couriers, however, are an equally

significant drug threat. According to the National Narcotics

Intelligence Consumers Committee, passenger couriers transport

virtually all the heroin entering this country, and a large

percentage of the-cocaine continues to arrive through "body-

packing" or ingestion by couriers on air passenger flights.

Last year, the number of travelers arriving from abroad,

most of whom entered at our land border ports, increased by 26

million compared to i Customs estimate (in last year's budget

request) of 13 million. This erroneous estimate contributed to

understaffing and huge congestion at land ports of entry, and

shows the pitfalls of submitting an unrealistic budget. If

Customs had been permitted to plan rationally for anticipated

workload growth, many of the problems that have been occuring on

our Southwestern border could have been avoided, and border

enforcement would not be in a state of near collapse from the
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weight of the traffic our thin line of Customs Inspectors have

had to contend with.

Customs resources in the Inspection and Control area have

remained static between 1978 and 1983. Now the Administration is

proposing to reduce the number of Inspectors to below the level of

1972, despite a 100 percent growth in the number of merchandise

imports and air passenger arrivals since that year. This is

indicated in Table 1, which shows the trend in the number of

Inspectors since 1972, and the Administration's proposal for

FY 1984.

The Customs workload/resource imbalance is further

illustrated by Exhibit I, appended to our testimony. This chart,

taken from the Long-Range Strategic Plan prepared for Customs by

the firm of Peat, Marwick, Mitchell & Company, shows actual and

projected workload to 1985, and compares this workload to Customs

outlays in constant dollars. The results are striking. All the

workload trends are rising, but the real level of Customs outlays

stays at about the 1975 level.

These facts clearly demonstrate the crux of the problem

confronting the Customs Inspectional force today. Customs has

essentially an uncontrollable workload, which continues to rise

while the number of Inspectors has remained stable. As a result

of increased demands from importers and carriers, the static work

force is required to put in longer hours on the job. Overtime

mounts and becomes the principle resource utilized to accommodate

the growing demand for service.

As workload continues to outstrip the capacity of the

Inspectional force, the point is ultimately reached where
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concessions are made in the form of reduced enforcement.

Countless signs of this erosion exist today, providing graphic

evidence of conditions that require immediate correction. Some

prominent examples are:

-- Customs has been inspecting less than 1 percent of all

containerized shipments, which account for over 70 percent of

seaborne cargo, despite clear evidence of increased drug seizures

and revenue collection when the inspection rate is increased.

Last year, the number of containers inspected fell to 0.3 percent

of the total number imported.

-- At many coastal ports, private vessels such as boats and

yachts arriving from foreign destinations have been placed on a

virtual honor system with regard to Customs inspection. Owners

are permitted to notify Customs telephonically within 24 hours of

arrival, and the formalities usually consist of negative replies

to a few questions. Customs attempts to keep this system

functioning through spot-checks, but only a tiny fraction of

arrivals is ever inspected.

- - Customs has gone to a system of general supervision of

vessel unloading. Instead of one Inspector assig&, 2 to a ship,

the Inspector may now be required to perform inspections at do.ks

miles apart. He must frequently leave one site for another, even

though his presence would be a deterrent to smuggling at the

initial location.

-- At many ports, Customs lacks the resources to exercise proper

supervision over the gauging of tankers by representatives of the

oil companies. As a result, Customs' role as the only

independent source of data on crude oil and petroleum product
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imports is abnegated, revenue collections (when import fees are

imposed) are jeopardized, and energy policymaking in times of

emergency is undermined by the lack of reliable data.

-- In many ports and outlying areas, Customs lacks the resources

to ensure the physical security of the Inspectors themselves. It

is rcr unusual for Inspectors at many land border ports, or on

the "graveyard shift" to work alone. Lone Inspectors are exposed

to encounters with narcotics traffickers, fugitives, terrorists,

and other criminals. Help in many instances is two or more hours

away. For these reasons, NTEU has long held that sufficient

numbers of Inspectors should be assigned to each port so that,

for their own security, Inspectors may be teamed on isolated

assignments.

On May 25, 1979 a lone Inspector on duty at the Customs

station in Lynden, Washington was shot and killed while

questioning an escaped felon who was entering the U.S. from

Canada. Despite repeated requests from this union and members of

Congress, Customs to this day has not assigned sufficient

Inspectors to permit greater security at this port of entry. We

strongly urge the Subcouittee to consider these fact& in its

deliberations on the number of Inspectors to be funded for FY 1984.

Mr. Chairman, these conditions are symptomatic of a general

breakdown in enforcement which our union, as a representative of

U.S. Customs Inspectors, has been emphasizing since 1978. The

unvarnished truth is that there are wide areas of minimal

enforcement or non-enforcement of the Customs laws today, and

more are emerging. Surely it is a congressional responsibility
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to provide the dedicated men and women of the Customs Service

with the resources they need to do the job.

Two years ago the Trade Subcommittee directed Customs, in

conjunction with INS and the Department of Agriculture, to test

new methods of passenger processing at our airports, with the

object of minimizing delays to travelers while maintaining

enforcement. In compliance with this directive Customs initiated

ASIST, the Accelerated Specialized Inspection System Test, at the

Miami and Los Angeles International Airports. The principle

characteristic of ASIST, in line with recommendations of both the

General Accounting Office and the Air Transport Association, was

to process passengers through a "one-stop" station where both

Customs and INS primary inspections are performed prior to the

passenger's claiming his checked baggage. It was reasoned that

overall waiting time at the airport could be reduced if Federal

Inspection Services (FIS) processing could begin while passengers

were waiting for their checked baggage, which surveys have shown

takes an average of 24 minutes to arrive.

Under the inspection procedure, primary screening was

performed by either a Customs or INS Inspector, each of whom was

to be cross-trained in the other's job. The primary Inspector

had the option of referring the traveler to either a Customs, INS,

or Agricult'Ure secondary inspection station if a problem was

encountered in the initial screening. Otherwise, the passenger

was free to claim his checked baggage and depart. Roving

Inspectors were posted in the baggage claim area and at exit

control points. These Inspectors could stop passengers and refer

them for baggage inspection if this was deemed warranted.
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This system differed materially from current in-pection

procedures, which require travelers to claim their checked baggage

before reporting for Customs inspection. Since all passengers are

subject to baggage inspection under the current system, it could

be expected that enforcement under ASIST would depend

significantly on the percentage of checked baggage that was

inspected. This could be measured by the number of referrals to

secondary, since all passengers referred to secondary had to

first claim their checked baggage.

The final report of the Federal Inspection Services on ASIST

was submitted last summer. What were the results?

In Miami, 50 percent of the passengers exited the inspection

facility in 33 minutes under ASIST, compared to 44 minutes pre-

ASIST, for a 25 percent gain in speed of processing. Ninety

percent were out the door in 66.5 minutes, compared to 74 minutes

pre-ASIST, or 10 percent faster. To put these times in

perspective, it should be noted that the average time for a

passenger on a domestic flight to exit the terminal at Miami,

from the block time of the aircraft, was 30.5 minutes.

In Los Angeles, 50 percent of the passengers exited the

inspection facility in 43 minutes under ASIST. compared to 40

minutes pre-ASIST, for a 6 percent longer processing time.

Ninety percent of the passengers cleared in 75 minutes, compared

to 66 minutes before ASIST, or 15 percenz longer. The average

time for a passenger on a domestic flight to exit the terminal

from the block time of the aircraft was 26.7 minutes at Los

Angeles.
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In Miami, all enforcement indicators were down under ASIST

for both Customs and INS. Interceptions of agricultural products

increased, due mainly to assignment of additional APHIS staff for

the test. The drop in Customs enforcement included 32 percent

fewer arrests, 40 percent fewer drug seizures, 18 percent fewer

merchandise seizures, and 10 percent fewer currency seizures.

For INS enforcement, one alien out of every 2,000 applicants was

denied admission under ASIST, compared to 1 out of 1,700 for the

same period the year before. This represents a 15 percent drop

in INS enforcement.

In Los Angeles, Customs enforcement measures were mixed,

with some rising and others falling. INS enforcement was down

sharply. As at Miami, APHIS enforcement rose significantly as

additional staff were assigned to the test. Customs enforcement

showed a 45 percent increase in arrests, 44 percent increase in

merchandise seizures, and 85 percent increase in currency seizures.

However, cocaine seizures were down 17 percent, marijuana seizures

dropped 14 percent, and overall drug seizures fell 6.5 percent.

For INS, one alien out of 3,695 was denied entry under ASIST

compared co one out of 2,396 a year earlier. This represents a

35 percent drop in INS enforcement.

In Miami, the number of passengers referred for secondary

inspection was 22.1 percent under ASIST compared to 16.4 percent

pre-ASIST.

Both Customs and INS conducted the test with no increase in

staff, though their resources were merged in accordance with the

test concept. While Customs concludes that ASIST has the

potential for staff savings, this finding is wholly unsubstantiated
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by the repQrt. In fact, what little data appears in the report,

such as a significant increase in Inspector overtime, and an

increase in the number of supervisors required, tends to support

the opposite conclusion.

The report also shows that, based on staffing requirements,

ASIST requires 7.7 percent more personnel than one-stop (Chart

D.28, p. 78 of the Report). Finally, GAO's evaluation of the

test found that the staff in Miami was inadequate for the

inspection system being implemented, particularly due t.o a

shortage of Inspectors at exit control points.

There is, therefore, no reason whatsoever for placing any

confidence in the conclusion that implementation of ASIST will-

lead to staff-savings. The most that can be said is that ASIST

can be implemented with existing staff at some airports.

In its summary evaluation of the test, Customs compares the

results of ASIST with specific criteria of success, such as

passenger processing time, drug and merchandise seizures,

revenue collection, staffing and overtime costs -- 14 criteria

in all. It then renders this judgment: "Had the results of rhe

key indicators been accepted at face value ASIST would be marginal

at best."

However, its final conclusion is that ASIST can provide

meaningful facilitative gains provided a string of conditions are

met with regard to staffing, baggage delivery, and airport

facilities and support services. INS gives unqualified support

to ASIST, and recommends its adoption at ocher airports. In its

report, INS dwells on the impact of recent staff reductions and

finds merit in cross-training Customs personnel to perform INS

21-492 0-83----8
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functions.. APHIS also supports ASIST provided additional staff

are assigned to permit a separate Agriculture secondary, as was

done in the test.

.We believe that the wisest statement in the report is that

ASIST is no panacea. Customs should resist pressure for its

adoption at airports to which it is unsuited, and where its

implementation would aim at the single goal of passenger

facilitation to the detriment of enforcement.

Moreover, ASIST was implemented in such a short time frame

that it is safe to say that it has not yet been adequately

evaluated. Since it has continued in effect at Miami and Los

Angeles, this Subcommittee should request a further evaluation

covering a longer period than the initial test. In light of the

adverse impact on enforcement demonstrated in both Miami and Los

Angeles, ASIST should not be further expanded until evaluation

indicates that Customs compliance levels can be maintained.

Let us turn fow to the subject of cargo processing, which

is an area where Customs is moving headlong toward adoption of

a new inspection system without a proper evaluation of costs and

benefits, including the impact on enforcement. The idea behind

the new system- known as ACCEPT, or Automated Cargo Clearance and

Enforcement Processing Test, is simple. Since Customs can make

only a limited number of inspections, these should be

concentrated on "high risk" shipments where the payoff is

potentially greater for the inspectional resources expended. The

problem is how to determine which are the "high risk" shipments.

It is not possible to set up a computerized system for fingering

the shipments to be checked, as ACCEPT attempts to do, without a
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great deal.of data collection and construction of profiles of the

characteristics of "high risk" shipments and "high risk" importers.

There is no evidence that Customs has collected this data and

constructed the profiles, let alone tested them. What we can

expect from this system, until Customs demonstrates otherwise, is

"garbage in, garbage out". The system will do a less than

adequate job in guiding Inspectors to the shipments that need

checking.

Enforcement is bound to suffer while a system that has been

inadequately prepared and tested is implemented. Enforcement

under ACCEPT depends on the formula, "fewer inspections, but

higher quality inspections". What we believe we will see is the

former, but not the latter.

Moreover, Customs has not come up with an answer to the

question of how to deal with the infinite ingenuity of the

smuggler determined to beat the system. Once it becomes known

that certain importers and shipments are receiving minimal

inspection, how can smugglers be deterred from taking advantage

of this situation?

How can potentially harmful shipments, such as adulterated

foodstuffs and improperly labeled medicines, be prevented from

entering the stream of commerce? With Inspectors taking samples,

such shipments can be stopped at the port. Under ACCEPT, the

burden will increasingly fall on the Import Specialist to make a

determination, based on review of entry documents, that a

shipment is potentially hazardous. But Customs has been reducing

the number of Import Specialists, and those remaining are

severely overworked. Besides, once the Import Specialist gets
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the entry documents, the shipment may already be in the stream of

commerce. So how will ACCEPT protect the public health and

safety?
.Section 499 of the Tariff Act of 1930 requires the

inspection of not less than one package of every invoice and not

less than one of every ten packages of imported merchandise. The

law authorizes the Secretary of the Treasury to provide, by

regulation, that a lesser number of packages may be examined when,

in his opinion, the examination of a lesser proportion will amply

protect the revenue. We believe this provision allows the

Treasury Secretary to reduce the number of inspections required,

but not to totally abrogate the requirement for inspection

contained in the law. However, on September 10, 1981 Customs

issued a regulation which allows the release of merchandise with

no inspection at all.

Last year, we called for public hearings on ACCEPT and the

related Customs regulation of September 10, 1981. We also urged

this Subcommittee to bar any funds for implementation of ACCEPT

until this panel is satisfied that the public interest is

protected. We simply do not believe that the Subcommittee should

accept unsubstantiated assertions that, because this system is

"automated" or "computerized," it is a truly effective enforcement

tool, and not a scheme for minimal enforcement or non-enforcement

through exclusion from Inspection of many goods imported into

this country. We again strongly urge the Subcommittee to act on

this important matter. We will be pleased to assist in any way

possible with your review of the ACCEPT program.
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Another area fraught with danger to the public is the

Customs program to remove its employees from bonded warehouses

and turn the accounting and release of merchandise over to the

warehouse management. In its report on the Customs

authorization for FY 1981, the Trade Subcommittee called upon

Customs to conduct an in-depth national audit of bonded

warehouses. The Subcommittee report noted "incredible" abuses

in the program. The results of several audits that came to the

.Subcommittee's attention amply supported this assertion. Now

Customs is trying to wash its hands of the bonded warehouses.

Its new report will enable Customs to audit the future condition

of the warehouses, but what about the present condition? Without

the national audit called for by this Subcommittee, the potential

for fraud, abuse, and scandal is huge. We urge the Subcommittee

to call an immediate halt to further execution of this program

until you have had an opportunity to thoroughly review Customs'

plans and actions -to date.

Overtime

Last year, the Ways and Means Committee voted to remove the

$20,000 cap on inspectional overtime earnings and the House of

Representatives adopted this committee amendment by a vote of

220 to 178. Similarly, the Senate deleted the overtime limitation

from its version of the FY 1983 Customs authorization bill and,

as a result, the statutory overtime cap was eliminated in the

final version of H.R. 6094, which was signed by the President on

January 12, 1983.
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In a letter to Representative Edward R. Roybal, Chairuan of

the House Subcommittee on Treasury,' Postal Service and General

Government of the Committee on Appropriations, Chairman Gibbons

of the Trade Subcommittee and 15 Members of the Ways and Means

Committee urged the Treasury Subcommittee to remove the overtime

cap in the FY 1983 Customs appropriations bill. Despite the Trade

Subcommittee's argument that the cap had become unduly restrictive

and expensive to enforce, the House and Senate Committees on

Appropriations included an overtime cap of $25,000 in the FY 1983

Continuing Appropriations Resolution and granted the Commissioner

of Customs, or his delegate, authority to waive the cap in

individual cases. Because the overtime cap continues to e a

burden to both the taxpayer and the individual Customs Inspector,

we call upon this Subcommittee once again to take whatever steps

are necessary to ensure that Customs' activities during FY 1984

are not hampered by the existence of a statutory limitation on

overtime earnings..

Though only two Customs Inspectors had exceeded $20,000 in

overtime earnings during FY 1979, the year before Congress first

imposed the $20,000 cap, almost one-third of all Customs

Inspectors neared the statutory limit by the end of FY 1982.

This confirmed for us the fact that overtime had become a

critical resource for meeting the growing demand for clearance of

passengers and cargo. For nearly a decade, a virtually static

number of Inspectors h-as been available at our nation's ports of

entry to meet a steadily growing number of air travelers and

formal entries of goods. On balance, overtime has become a

necessary and cost-effective tool in Customs' strategy for
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meeting its enforcement and revenue collection responsibilities

with a work force limited by Office of Management and Budget

(OMB) personnel ceilings.

An Inspector with overtime earnings of $15,000 to $20,000

a year works an average of 62 hours a week, 52 weeks a year. In

fact, a 1981 Customs' study of overtime showed that, in addition

to a normal 40-hour week, the average Inspector is required to

work three of every four Sundays, one Saturday per month, and

.seven weekday overtime assignments per month. Clearly, the cap

has not reduced the overall amount of overtime necessary to meet

the demand for service. It has merely spread overtime out among

the staff to such an extent that employees who do not want to work

overtime are forced to, while those Inspectors who are willing

to work longer hours are prohibited from doing so.

Forcing Inspectors to work long hours on overtime has driven

many dedicated employees out of the Service. In some cases this

has led to even more tragic consequences. An Inspector in Detroit

died of a heart attack last year after working an overtime shift

from which she had asked to be excused. The Inspector had been

assigned to work 4-12 p.m. on Sunday and then required to return

to work at 7:00 a.m. Monday. She asked to be excused from

overtime Monday night but was ordered to work. There were other

Inspectors who were present and willing to work but were not

allowed to because they had reached the overtime cap. She died

of a heart attack later that evening.

In Houston, where the seaport stretches for 60 miles,

Customs has seen several women Inspectors resign over the past

year after being forced to work late at night on overtime.

f .
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Incidents in which female Inspectors were accosted while working

late in unsafe areas were also reported.

While proponents of the overtime cap claim to be acting in

the employee's interest by limiting the amount of overtime

Inspectors can be compelled to work, the overtime ca> has had the

exact opposite effect by completely eliminating the voluntary

aspect of overtime. Prior to the imposition of the cap,

Inspectors were able to work out an allocation of overtime duty

which took into account their personal needs. Inspectors who

wanted to earn more money and were willing to sacrifice their

free time or work late at night volunteered for overtime, while

Inspectors who had family obligations or other non-work

commitments did not. And although this system led to an imbalance

in earnings, because the Inspectors were able to choose which

assignments they wanted, efficiency and productivity were greatly

enhanced.

We strongly believe that employees willing and able to work

overtime without foregoing family obligations should be permitted

to do so, and that the burden of forced overtime should be

minimized. Morale at the workplace is fostered by allowing

individual.preferences to play a greater role in the assignment

of overtime, not by a rigid policy of eq'-alization of earnings.

For the past two years, Customs itself has urged Congress to

remove the overtime cap. Treasury Department officials have

testified that, in addition to costing $1 million a year to

administer, the cap is preventing Customs from properly allocating

its limited resources among ports experiencing different rates of

growth. Instead of using local Inspectors to clear carriers on
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overtime, Inspectors have been transferred from other ports at

government expense to do the job.

Moreover, the overtime cap is interfering with the accom-

plishment of Customs' mission. Inspectors who exceed the cap are

not available for overtime assignments, and some services are

either being withheld, or they are being provided by less exper-

ienced part-time employees. In some cases, Customs has been

forced to use non-inspectional personnel to clear incoming

flights. In other cases it has had to replace Inspectors who

have reached the cap with higher-salaried supervisory personnel,

at a greater cost to both the carriers and the government. In

light of this cost, we urge the Subcommittee to keep in mind the

fact that over 70 percent of all overtime earnings are reimbursed

to the government by the carrier which requests clearance after

normal port hours.

The $25,000 cap imposed during FY 1983 was intended to avoid

allowing a sizeabre number of Inspectors to reach the cap. But

we would like to remind the Subcommittee that, as Customs

testified last year, it would need to raise the cap to between

$26,000 and $30,UOO to assure that its workload requirement was

met by available personnel during FY 1983. Moreover, with a 4%

pay raise, the $25,000 cap is now effectively $24,000.

This Subcommittee wisely chose to eliminate the cap

altogether and urged Customs to maintain internal controls on the

use of overtime. Customs asked for that kind of administrative

flexibility last year and stated that it would actually save the

government money. We hope the Subcormittee will therefore once

again delete the overtime cap from its authorizing legislation.
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Before we leave the subject of overtime, we would like to

briefly address the rate of overtime pay provided under the Act

of 1911. The most recent data collected by Customs shows that

Inspectors are earning, on the average, 2.1 times the regular rate

of pay on Sundays, and 2.4 times the regular rate on the other

days of the week. The Customs study attributes the 2.4 rate of

pay to the call-back of Inspectors who have left the work site.

Such call-backs frequently occur at night and at irregular hours,

.taking a physical toll on the Inspector. In addition, there is

often a good deal of uncompensated travel time to and from the

port, and waiting time when aircraft or ships are delayed in

arriving. The study also confirms that the average Inspector

works 7 hours on each Sunday assignment, and an average of 8

hours if holidays are included in this figure.

We remain convinced that the frequent call-backs, the late-

night hours spent away from home, and the physically demanding

nature of inspectional duties justify the present rate of over-

time pay. Moreover, these rates of pay conform with the

prevailing overtime rates in the private sector, which normally

establishes double-time premiums for call-back and night work,

and where the typical practice is triple-time for Sunday overtime

and double-time-and-one-half for holiday work.

We urge the Subcommittee to reject any Administration

attempts to change the basic overtime rate of pay for Customs

Inspectors. It would not only be grossly unfair to the Inspectors,

who have a unique role in Federal law enforcement, but it would
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seriously reduce the incentive to continue to work long hours at

a time when the service is stretched thin and already lacks ade-

quate staff.

Tariff and Trade

The Tariff and Trade activities of Customs are responsible

for the collection of over $11 billion a year in revenue to the

U.S. government and for the smooth operation of our nation's

trade programs. Import Specialists are now located in

approximately 65 Customs offices across the country, where they

are in daily contact with representatives of the importing

community, sharing with them their intimate knowledge of product

lines, Customs court rulings, and the technical aspects of their

own commodity specialties. When one considers that there are

over 10,000 categories in the Tariff Schedules, that products

frequently fit more than one classification, and that proper

classifications can make the difference between a duty-free entry

or a 70-percent tariff, the value of this service to both the

import community and the American taxpayer can be understood.

This is confirmed in a Customs survey of rejected entries

conducted in May 1980. The survey found that 16 percent of all

entries reviewed by Import Specialists were rejected due to

errors. Classification errors were the most numerous, amounting

to 32 percent, while valuation errors made up another 15

percent. In addition, 549 entries covering quota merchandise were

erroneously presented as not subject to quota. In commenting on

this finding, the Director of Customs' Office of Trade Operations

stated:
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'"hile this number does not appear to be statistically
significant, the unlawful entry of 549 shipments of

_ quota merchandise would have Had catastrophic
repercussions."

It also noted that the correction of these errors by the

Import Specialists resulted in the collection of an additional

$53 million in import duties. The significance of this figure

is apparent when one considers that the annual salary cost for

the entire Import Specialist work force at that time was $34

million.

The Administration has proposed reducing the number of entry

processing locations by half and, in addition, cutting the total

number of Trade and Tariff personnel by 698 employees as part of

its FY 1984 budget. These cuts will save Customs $26 million in

personnel costs, and if we once again compare this to the $53

million In entry errors found during Customs' 1980 study, the

reasoning behind the proposed budget cuts appears even more

shortsighted.

Even before this year's cuts were proposed, Customs Tariff

and Trade activities were suffering from a growing imbalance

between workload and personnel resources. As shown in Table 2,

the 1,150 Import Specialists on board today are fewer than the

number available during 1974. Yet in 1984, the Administration

projects that the number of entries will continue to climb and

will represent more than a 60 increase over the volume of

imports in 1974. Even allowing for a significant improvement in

productivity, which has increased historically at a 4.3 percent

annual rate, it is evident that Customs has been, and will

continue to be, unable to keep pace with the growth in workload.
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A 1981 GAO report entitled, "Assurance Needed That Import

Classifications are Accurate," belies Customs' claim that

increased computerization and greater reliance on brokers will

make up for this shortfall in personnel. In fact, the GAO study

indicates that it is the very absence of an Import Specialist's

personal involvement in the classification and valuation process

that is resulting in very costly errors to both taxpayers and

the U.S. government.

The report states that:

"Customs Service import specialists have insufficient
time and means to adequately verify Tariff Schedule
classifications assigned by importers or their brokers
to billions of dollars worth of foreign products enter-
ing the United States annually. Proper classification
is essential for determining the appropriate import
duty, treating importers consistently, and compiling
import data for formulating trade policies.

"Verification is hindered, in part, by a cursory entry-
by-entry review of entries, a relatively large number
of incorrect entry documents which are rejected and
must be resubmitted, and the lack of a quality assur-
ance program.

"The Service's problems are intensified by a relatively
unchanging work force and a sharply increased workload."

The report also notes that steps essential to confirming

import classifications -- physical examination of the articles

and, where appropriate, laboratory analysis coupled with applica-

tion of legal principles and prior rulings -- are often not

performed. GAO found that, in a random sample of entries in

three Customs field offices, up to 74 percent of product classi-

ficacions were accepted solely on the basis of reviews of entry

documents. Of products susceptible to laboratory analysis, only

13 of 242, or 5 percent, were analyzed. From 75 to 85 percent

of the products were probably never physically examined, according

to the report.
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As the report points out, a few hours on the importer's

premises, viewing samples and establishing classifications, can

save untold staff hours by permitting Customs to liquidate most

entries upon receipt. In fact, during FY 1981, Import Specialists

made over 8,000 visits to importers' premises. While importers

consider this to be a very valuable service to their business, it

also allows Customs to save the government money by eliminating

the potential for rejected entries, time-consuming post-entry

.ork, and entry backlogs resulting from errors.

The value of the service provided by Import Specialists to

the trading community is best illustrated by the overwhelmingly

negative response of importing agents and brokers to Customs'

plan to centralize the appraisement function in 35 locations,

down from the present 65. A letter from one North Carolina agent

written in response to Customs' proposal to transfer the Import

Specialists stationed in Wilmington, North Carolina to Norfolk,

Virginia, best sums up the problem:

"U.S. Customs personnel in North Carolina have played a
major role in our opinion, in the growth of the North
Carolina ports. U.S. Customs personnel have played a
very major role in the expeditious clearance of imported
cargo through the ports of North Carolina...

"By placing our port under the district in Norfolk, we,
of course, feel left out in the cold. The closest Im-
port Specialist which we would have contact with would
be Norfolk, Virginia. Therefore, each time we had a
question it would be necessary to place a long-distance
call to Norfolk and discuss the problem, whereas now,
within five minutes we can be in the Customs office
discussing our problem face-to-face with an Import Spe-
cialist or with other Customs officials as necessary...

"A few years back, Customs experimented with what was
called centralized appraisement within each region of
the Customs Service. Import Specialists at different
ports were assigned different commodities for which
they would have responsibility for final appraisement
and classifications. Therefore, an importer could
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have his merchandise imported at the port in Wilmington
but have his entry appraised in Miami. Not only did it
take longer to have merchandise appraised, but it
became virtually impossible to have contact with the
Import Specialist who was actually appraising a partic-
ular type of merchandise. We think that this method
proved to be very costly and cumbersome to the U.S.
Customs Service; therefore, this plan or program was
discontinued. Almost immediately, there was a
remarkable improvement in the appraisement of
merchandise. We think that we are headed for another
disastrous experience if the Customs districts are
reorganized as we have heard they would be."

During consideration of the FY 1983 Continuing Appropriations

Resolution, both the House of Representatives and the U.S. Senate

expressed reservations about the Administration's plan to central-

ize Customs' appraisement function and, in a piecemeal fashion,

responded to the objections of importers and their congressional

delegations by prohibiting Customs from eliminating twelve entry

processing locations, including Customs offices in Duluth, Minne-

sota/Superior, Wisconsin; Milwaukee, Wisconsin; Bridgeport,

Connecticut; Portland, Oregon; Miami, Florida; Saint Albans, Ver-

mont; Anchorage, 4laska; and Blaine, Washington.

Since that time, importers and members of Congress from

other ports affected by the centralization program have voiced

strong objections to shutting down appraisement offices and

transferring Import Specialists to distant locations. The most

recent list of ports which will lose their appraisement capability

by April 1 of this year includes the ports of Pittsburgh,

Pennsylvania; Charlotte, South Carolina; Greenville-Spartanburg,

North Carolina; Jacksonville, Florida; Port Everglades, Florida;

Eagle Pass, Texas; San Diego, California; Phoenix, Arizona;

Sweetgrass, Montana; Great Falls, Montana; Portal, North Dakota;

Toledo, Ohio; and Witchita, Kansas.
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Though we have requested detailed information regarding the

centralization plan, Customs has still provided no rationale for

the proposal and no cost-benefit analysis of its supposed

advantages. In addition, Customs has not provided the impact

statements on the affected communities required by executive

order.

Our objection to the plan is based on our belief that it

would break down the Inspector/Import Specialist team that is

vital to the smooth operation of our ports of entry. Ultimately,

the centralization plan will cost the government billions in lost

revenue resulting from entry errors. The range of commodities-

that an Inspector must examine is too great to permit him the

expertise needed for a determination of admissibility.

Consequently, the Inspector calls upon the Import Specialist,

who frequently joins him in the inspection. Such teamwork is

the bedrock of the entire system. It has, for example, prevented

botulism-contamindted foodstuffs from entering the stream of

commerce. By removing the Import Specialist from close contact

with Inspectors, there is a greater likelihood of a shipment

being released before its inadmissability is discovered.

In addition, as we have shown, the loss of face-to-face con-

tact with Import Specialists would deprive the business community

of an extremely valuable service, and cost many firms thousands of

dollars. At the-same time, it would hinder the development of

foreign trade in many municipalities and result in lost revenue

to areas already hard-hit by the recession. We therefore call

upon this Subcommittee to make a clear statement of policy con-

cerning the desirability of Customs' maintaining Import Specialists
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in their present locations by barring the use of appropriated

funds for the implementation of thfs plan.

At the same time, the nation needs a firm commitment to

increase the number of Customs Trade and Tariff personnel to the

level required to meet the growing demands of trade and a rapidly

expanding importing community. Based on the sheer volume of

entries, a minimum of 1,400 Import Specialists is required.

Customs estimates that, in FY 1984, it will collect over $12

billion in import duties, or over $18 for every dollar

appropriated to the Customs Service. Hiring additional Import

Specialists would not only help correct present deficiencies in

the valuations and classifications program, but it would bring

in additional revenue to the U.S. government.

Tactical Interdiction

For several years, this Subcommittee has expressed alarm

over the epidemic-level of narcotics smuggling. In particular,

it has placed a high priority on stemming the flow of drugs into

the U.S. across our Southern border. Given this, we find it

incredible that the Administration has once again submitted a

budget that reduces the number of Customs Patrol Officers, the

dedicated group of men and women who are primarly responsible

for the enforcement efforts of the Customs Tactical Interdiction

function.

Last year, the Administration's proposal for a cut of 70

Patrol Officers was rejected by Congress' and this year OMB has

requested that this corps be reduced by over 100. These cuts in

personnel are even harder to justify in light of the Administra-

21-492 0-83- 9
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tion's request for a second Air Module, a resource package of

aircraft, radar and other electronic gear. Clearly, if Customs

is going to provide the Patrol function with added equipment,

technology which we believe is badly needed in our war against

smuggling, the Administration should be no less committed to

providing the personnel needed to exploit this new equipment to

its .ullest capacity.

Along with the Customs Air Patrol, the Customs Land Patrol

is enlisted in the fight against illegal immigration and narcotics

smuggling. In addition, the Customs Marine Patrol cooperates

with the Coast Guard and Navy and other Federal agencies in

blocking the use of "mother ships" and other vessels used to

bring drugs into the country. An example of the problems facing

Customs Tactical Interdiction personnel is graphically

illustrated by the Director of the Customs Air Support Program,

who last year told the Miami News:

"What we've got is about 150 targets every day
coming in, in the radar environment, and they're not
talking on the radio, they're not displaying a
transponder code and they're not on a flight plan.
And they're not being challenged by anybody...The only
people around to challenge them are us and we can only
pick six to eight a day to chase."

The fact is that, of 7,000 aerial sorties made by drug

traffickers into this country each year, only 1 percent are being

successfully interdicted.

As you are aware, the Administration has launched an effort

in South Florida to attack the drug problemj"and the FY 1984

budget proposes that twelve regional task forces work around the

country to coi- ine the efforts of Federal law enforcement

agencies to fight drug trafficking by organized crime. What the
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Administration seems to be adding on the one hand, it is reducing

on the other. For the reduction in Customs Patrol function is a

net reduction from last year's budget.

We ask that the Subcomittee give very serious consideration

to the priority that should be accorded Customs Tactical

Interdiction, in light of the enormous drug and immigration

problems facing this.country.

•NTEU'S RECOMMENDATIONS FOR AN ALTERNATIVE BUDGET FOR THE CUSTOMS

SERVICE

Table 3 appended to our testimony contains our

recommendations for an alternative budget that will enable the

Customs Service to meet minimum essential requirements for Fiscal

Year 1984. High among these requirements are the need for

additional Inspectors at our ports of entry, the need for an

adequate number of Import Specialists to process a growing volume

of imports, and the need for additional Customs Patrol Officers

to guard our frontiers.

We would like to sumnarize these recommendations.

First, we recommend an additional 200 Inspectors and $7.5

million above the level of the FY 1983 Continuing Resolution.

This necessarily entails restoration of the Administration's

proposed cut of 1,195 Inspection and Control positions and--45.7

million. Also, the 170 positions being lost through decreased

reimbursement would be restored, at a cost of $7.8 million.

The total additional requirement for Inspection and Control would

be $61 million in FY 1984.
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Second, we recommend an additional 150 Import Specialists

and $5.6 million above the level of the FY 1983 Continuing

Resolution. This entails the restoration of the Administration's

proposed cut of 698 Tariff and Trade positions, and $26.9 million.

The total additional requirement for the Tariff and Trade

function would be $32.5 million in FY 1984 under the NTEU

recommendation.

Third, we recommend-an additional 50 Customs Patrol Officers

and $1.9 million above the level of the FY 1983 Continuing

Resolution. This entails restoration of the Administration's

proposed cut of 102 positions and $1.2 million for Tactical

Interdiction. The total additional requirement for Tactical

Interdiction would be $3.1 million for FY 1984.

Fourth, we recommend that the Subcommittee allow 256

positions and $50.7 million above the level of the FY 1983

Continuing Resolution for program additions proposed by the

Administration, namely, $10 million for Operation Exodus, $3.7

million and 31 positions for support of the Summer Olympics, $18.3

million for a second air module for drug interdiction, $15.9

million and 225 positions for the Customs contribution to the

President's new organized crime and drug enforcement task forces,

$2.3 million for new ADP equipment, and $.5 million for toxic

substance control. These amounts are already included in the

Administration's budget request.

In sum, we urg e-a-restoration of Administration cuts in

Customs functions totalling 2,000 average positions and $72.6

million. This restoration would save RIF costs of $20 million,

or a net increase of $52.6 million. We also support the program
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improvements and $15.3 million allowance to maintain programs at

current levels, as proposed by the Administration, totaling $66

million and 256 average positions. Going further, we would add

400 positions and $15 million for essential personnel and 170

positions formerly reimbursed to Customs by the Department of

Agriculture and warehouse proprietors at a cost of $7.8 million.

Thus, our total recommended addition to the Administration's

budget request for FY 1984 is 2,570 positions and $75.4 million.

We appreciate the opportunity to present our views on the

FY 1984 Customs authorization and look forward to working with

the Subcommittee to develop the FY 1984 budget for the Customs

Service.
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Table 1. Number of Customs Inspectors and Total Employment

FY 1972 - 1984

Total Eployment
(Average Positicn~s)

1972 11,116

1973 11,772

1974 11,878

1975 13,076

1976 13,380

1977 13.228

1978 13,854

1979 14,061

1980 13,820

1981 13,316
1982 12,924"

1983 (EST) -13,492-

1984 (EST) 11,748

H&zmber of Osto

3,754

3,700

4,000

4,400

4,300

4,300

4,399

4,174

4,165

4,379

3,9871

4,125

3,305

1972-100 Total

100

106

107

118

120

119

125

126

124

120

116

121

106

CustoMs

100
99

106

117

114

114

117

111

111

116

106

110

88



Table 2

U.S. CUSTOMS SERVICE
Formal Entries of Merchandise and Number of

Fiscal Years 1972-1984

Number of
Formal Entries
of Merchandise

2,866,000
3,240,000
3,206,000

3,015,000
3,264,000
3,690,000
4,017,000
4.384,000
4.374,000
4,588,000
4,753,000
5,090,000
5,395,000

Entries Per
Import

Specialist

2,441

2,650

Number of
Import Specialists

1174

]210

1236
1219
1165
1081
1042
751

3,547
3,588
3,938
4,397
4,885
7,184

Import Specialists

Average Annual
Workload* Growth

1956-1974
4.3%

1974-1984
17.1%

Required Number of Import
Specialists Assuming Prnduc
Growth of 4.3 Per Year3

1174

1210

1361
1320
1331
1330
1390
1410

1. Subcommittee on Trade, Committee on Ways & Means, Background Materials on H.R. 9220, July 14, 1976,
p. 39, gives Import Specialist workload in FY 1974 and average annual growth of workload, 1956-1974.
Workload is measured in number of entries per Import Specialist.

2. Assuming 4.3% productivity growth per annum since 1974, the number of entries each Import Specialist
would be capable of handling in 1984 would be 2650 + (2650 x .043xi0) - 3790. Dividing this into
5,345,000 entries yields 1410 as the required number of Import Specialists.

Fi sca,
Year

1972
1973
1974

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984

(EST)
(EST)

Notes:

0"
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U.S. CUM SDaCE BWM FY 1984

hin'stration Proposal and Raccuendation of
the Nat ional Treasury Epployeems tkiim (NIMJ)

FY 83 appropriations

FY 83 pay suppleet.

FY 1983 BASELM

Amnin.
proposal

$(mil ms)/
staff years

553.7 13,492

+ 17.6

WM recommend.
to restore to
FY 1993 level

$(millions)/SY

N= add-cn
for minimum
enforcement

staffing

$ (Mnillis)/SY

-0-
571.3 13,492 571.3 - 13,492 571.3 13,492

FY 83 program increases:

Op. Exdus +10.0
Olympics + 3.7
Air Module + 18.3
rc. +15.9

ADP Fquipment + 2.3
Toxic substances + .5

SUB TOTAL + 50.7

-0-
+31
-0-

+225
-0-
-0-
+256 +50.7 +256 +50.7 +256

FY 1984 program reductions:

Tactical interdict. - 1.0
Centralization of

Apprais. - 5.7
Bonded warehouse

prog. - 2.0
Region & District

consolidation - 5.7
Inspection & control - 34.4
Trade & Tariff - 16.8
Unspecified - 7.0

SUB TOTAL

- 28 -0- -0- + 1.9 + 50

-156 -0-

-114 -0-

-142 -0-
-193 -0-
-450 -0-
-192 -0-

- 72.6 -2,000

FY 1984 increases to maintain current levels:

RIF costs
Other costs

SUB T=L

bnreturring costs
Decreased

reimbursemet*

FY 1984 BUDGET

+ 20.0
+ 15.3

+ 35.3

- 6.0

-0-
-0-

-0-
-0-
-0-
-0-

+ 7.5
+ 5.6

+ 200
+ 150

-0- -0- +15.0 + 400

-0- -0- -0- -0- -0-
-0- +15.3 -0- +15.3 -0-

-0- +15.3 -0- +15.3 -0-

-0- - 6.0 -0- - 6.0 -0-

(- 7.8) (- 17) + 7.8 + -170 + 7.8 + 170

578.7 11,748 639.0 13,918 654.0 14,318

*reduction in reinbursaet from Department of Agriculture and other programs

Table 3.
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STATEMENT OF MR. JAMES GORSON, AIR TRANSPORT
ASSOCIATION

Senator DANFORTH. Mr. Gorson.
Mr. GORSON. Thank you, Mr. Chairman. I can quickly summarize

my statement.
My name is James R. Gorson. I am director of facilitation of Air

Transport Association of America, which represents the scheduled
airlines of the United States.

Air transportation is a principal mode of transportation to and
from the United States for international travelers. Air transporta-
tion also represents an extensive, increasingly important, and
growing international air freight and mail distribution system.
Customs' requirements impact upon this international air com-
merce where inspections are mandatory at U.S. ports of entry and
preclearance airports. The airlines are, therefore, vitally interested
in budget considerations covering Customs' staffing and procedures
at gateway airports.

The numbers of Customs' inspectors at U.S. gateway and pre-
clearance airports have not kept pace over the past several years
with the growth of international air commerce because of budget
constraints. The fiscal year 1984 Customs budget proposal, for ex-
ample, includes further expenditure reductions which we under-
stand will reduce airport levels roughly by 10 percent. Inspector
staffing levels today for the most part are inadequate to meet cur-
rent airport inspection loads. This situation will deteriorate signifi-
cantly in the coming peak international travel season. Either ade-
quate numbers of Customs' inspectors must be authorized or a high
priority program to reduce inspector workload through continued
modernization and simplification of current practices and proce-
dures must be initiated or both.

In this connection, Mr. Chairman, at a recent joint Government
airline's facilitation conference we were requested to develop an
analysis of how further efficiencies could be realized. The ATA
analysis is being finalized and we will be glad to submit a copy for
the record.

[The analysis from Mr. Gorson follows:]
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1. INTRODUCTION

In order to strengthen air commerce and achieve greater government

productivity, the United States must improve its ability to facilitate the move-

ment of passengers and cargo through its international gateway airports, and

must assure that federal inspection services are performed efficiently and

economically. National policy calls for measures to encourage travel, tourism,

and trade and, concurrently, to prevent the entry of unlawful narcotics, illegal

aliens, contraband, and dangerous plant- animal, and human diseases.

The challenge of accomplishing these objectives is illustrated by an

examination of the scale of activities involved. Twenty-six million air travelers

entered the United States on more than 200,000 scheduled and charter aircraft

in 1982.1/ In the same year, international cargo, with an estimated value of

$31 billion, -arrived by air at United States gateway airports.-2 Federal projections

indicate that substantial increases in both passengers and cargo can be anticipated

in the decade ahead.Y An increasing proportion of international cargo shipments

is comprised of time-sensitive small-package and document express shipments,

for which efficient customs clearance procedures are particularly important.

The economic impact of this international commerce emphasizes the

necessity for modernizing and streamlining the federal inspection services. In

1982,'customs duties collected on air and surface imports exceeded $9 biUion.!/

This figure compares, with the collective budgets of $1.2 billion for the U.S.

Customs Service, the Immigration and Naturalization Service, and the Animal

1/ See Appendix A.
/ See Appendix B.

_J/ Federal Aviation Administration, "FAA Aviation Forecasts - Fiscal Years
1982-1993" (February 1982).

4/ See Appendix C.
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and Plant Health Inspection Service.- According to the U.S. Travel Data Center,

visitors from abroad contribute annually $12 billion to the United States economy,

producing over $1 billion in federal, state, and local taxes, and supporting 320,000

jobsY In recent years, the rate of growth of foreign visitor spending has far

outpaced the rate of growth of U.S. personal consumption expenditures and the

Gross National Product.Y

It is widely recognized that the increase in passengers and cargo, and

the magnitude of revenue involved, have not prompted the government to improve

the federal inspection process for international air commerce. Over the past

five years, international air passenger travel has increased by 41%/ and air

cargo tonnage by about 29%1/ while the number of Customs inspectors, for

example, at airports has not increased at all.101 This has resulted in lengthy

inspection periods, which have imposed time and financial burdens on the traveling

and shipping public, and the airline industry as well.- A Government Accounting

Office report on delays in the federal inspection process at airports in Ne.w

York and Miami provides evidence that such inefficiency may have cost air

travelers at those airports more than $26 million in 19 8 2 .A--2/ Air carriers, too,

incur increased operating expenses, when multi-million dollar aircraft and flight

and maintenance crews are prevented from being utilized optimally by delays in

inspection practices and procedures. Localities, fearful of losing revenue and

goodwill from past and potential international visitors, have also called for

5/ See Appendix D.
/ See Appendix E.

7/ See U.S. Travel Service, "The Economic Impact of Foreign Visitor Spending,"
(September 1980).

8/ See Appendix A.
9/ See Appendix B.
10/ Current budget proposals call for an actual decrease in the number of

Customs inspectors.
1I/ See Appendix F.
1'2/ See Comptroller General, More Can Be Done to Speed Entry of International

Travelers (1979). The analysis of costs to passengers is provided in Appendix G.
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improvements. The County Manager of Dade County reported in January that

at Miami International Airport inspection problems were "worse than ever."13/

Executive and legislative branch studies described in this analysis,

including reports of the Comptroller General to the Congress, have established

that efficiencies can and should be achieved in the use of federal inspectors,

and also in streamlining their functions to take advantage of modern technology,

such as state of the art computers and advanced communications systems. Such

improvements would advance the Congressional objective, expressed in the

National Tourism Policy Act, to "encourage the simplification, reduction, or

elimination of barriers to travel, and the facilitation of international travel

generally."14 Similarly, action is necessary to facilitate the movement of

international air cargo and to reduce the need for more costly holding facilities.

Improvements in the federal inspection system would also be consistent

with this nation's commitments as a signatory to the Chicago Convention on

International Civil Aviation. Annex 9 to the Convention sets forth facilitation

Standards and Recommended Practices designed to "prevent unnecessary delays

to aircraft, crews, passengers, and cargo, especially i the administration of the

laws relating to immigration, quarantine, customs and clearance.''15/ The United

States is obliged to establish to the extent practicable procedures "in accordance

with the practices which may be established or recommended...pursuant to this

Convention."16 An example is the dual channel system for the inward clearance

13/ See Appendix H.
1-4/ 22 U.S.C. §2122.
15/ See Article 22 of the Convention, 61 Stat. 1180, 1186 (Dec. 7, 1944).
1__/ See Article 23 of the Convention, 61 Stat. 1180, 1186 (Dec. 7, 1944).
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of passengers-/ and their baggage,- a system which has long been in use

abroad but has been implemented only recently at three U.S. airports.

The need for improvements in the federal inspection system is

compelling. To achieve these improvements, it appears that the number of

federal inspectors must be increased substantially, or that a high priority program

be initiated to revise the inspection process, or both. Clearly, actions to modernize

and simplify the system, such as implementation of accelerated one-stop passenger

inspections, citizen by-pass, machine readable passport examination, and automated

selective processing of cargo and express shipments are essential to keep pace

with the growth of international air commerce. Past history and the current

situation demonstrate the complexity of the issues, and the need for legislative

and executive branch officials most familiar with the problems to implement

a solution. The airlines wish to be of assistance in this work.

It is hoped that the following analysis will be helpful. It first examines

the federal inspection process today and the regulatory responsibilities of the

various inspection agencies, then reviews major studies conducted in the past

regarding that process, and then presents options and recommendations that

may be considered individually or in combination as potential improvements

for the current inadequate system.

II. HOW THE FEDERAL INSPECTION SYSTEM WORKS TODAY

The Airport and Airway Improvement Act of 1982, Public Law 97-248,

required the Secretary of Transportation to appoint a task force to be chaired

by the Chairman of the Civil Aeronautics Board to conduct a study of airport

access problems and issues. The task force study has been completed and was

17/ See Annex 9, Chapter 3, V 3.17.1; repoduced in Appendix I, infra.
11/ See Annex 9, Appendix 5, reproduced in Appendix I, infra.



I141

submitted to the Congress on March 10, 1983. The following is an excerpt

concerning federal inspection services contained in the task force report:

"Federal Inspection Services (FIS) at U.S. airports are
a significant cause of groundside congestion and delay
for international air passengers and shippers. FIS
congestion and delay detrimentally impact international
passenger and cargo facilitation, disrupt the ability of
arriving international air passengers to make planned
domestic flight connections, significantly affect the
movement of urgent shipments in international commerce,
and can affect the capacity of an airport to accommodate
international traffic."19/

The delays and disruptions described by the task force reflect the

fact that the inspection process today for passengers and cargo arriving in

the United States has changed little fundamentally from the days of the steamship.

As the Comptroller General noted in connection with cargo, "Customs' inspection

requirements are still dictated by a law enacted in 1842,"-0/ and many requirements

governing passenger inspections are of similar heritage.-/ Delays in the inspection

process of three hours or more have been experienced at major U.S. airports

22/including New York and Miami,- and concern over delays has been an important

factor in prompting carriers at several busy airports to increase substantially

the time between the international arrival and the connecting domestic flight.3/

Congress has expressed alarm that the "rapidly increasing volume of both International

air passengers and cargo...[has resulted in]...congestion and excessive d6lays...at U.S.

airports of entry."24/

19/ See Appendix J.
TOW See Comptroller General, Customs' Cargo Processing - Fewer But More

Intensive Inspections Are in Order 7 (1978).
21/ See Section III, infra.
2/ See Appendix F.

T3-/ At Honolulu International Airport, the standard minimum connecting time
from an arriving international flight to a domestic connecting flight has
increased, for example, from 90 minutes in January of 1973 to 120 minutes
in January of 1983. At San Francisco International, the increase for the
same period has been from 75 minutes to 135 minutes. Source: Official
Airline Guide.

24/ S. Rep. No. 97-192, 97th Cong., 1st Sess. 21 (1981). This concern was
forcefully reiterated in September of 1982. See S. Rep. No. 97-547, 97th
Cong., 2nd Sess. 24 (1982).

21-492 0-83--10
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For the international traveler and shipper, there is little need to

detail the elements of the federal inspection process at U.S. airports. They

have had time, often an abundance of time, to anticipate and participate in that

memorable process. Passengers know from personal experience that arrival in

the U.S. after a long international journey can mark the beginning of an

exhausting experience. Shippers know that if their important shipments arrive

after 5:00 p.m., or on a weekend, the cargo will often sit unprocessed until at

least the next business day, and, sometimes, days beyond that.

While there are variations at some airports participating in tests, the

current passenger inspection process through the airport facility is the traditional

two-stop system. With hands filled with inspection forms, receipts, passports,

tickets, baggage checks, and hand baggage, the arriving passengers first stand in

lihe to be interviewed by Immigration officials before claiming their checked

baggage.5/ Documents are examined to determine whether they can be

admitted to the United States, and their physical appearances are considered for

possible health problems.

After the standing in line and the completion of the Immigration

examination, the formal federal inspection process is suspended while the passen-

gers claim their checked baggage. They then move to another area to stand in

another line to await another examination. The Customs official conducts an

interview. The inspector enters the traveler's name and date of birth in the

Treasury Enforcement Communications System for a computer check against a

list of known or suspected violators. The inspector reviews the passenger's

Customs Declaration and examines all or part of the passenger's baggage.-

25/ Although the federal agencies are authorized to expend public funds to
acquire space at airports for the performance of their public inspection
functions, e.g. 49 U.S.C. 01509(e), it Is the airlines and other airport
tenants which pay for inspection agency space and periodic, costly modifications.

26/ If plants, animals, or food are discovered or suspected, the passenger may
be referred to yet another inspection conducted by the APHIS inspectors
from the Department of Agriculture.
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Either during the wait for the first or second inspection, arriving

passengers are often faced with legitimate concerns. Will they make connecting

flights at gates located on the other side of the airport? Will persons meeting

them who have been driving in circles in the passenger pick-up area since the

scheduled arrival time, understand and not be Inconvenienced or worried about

their whereabouts? Such worries are naturally exacerbated if the lines are

long, their children fatigued, and the number of bags sufficient to require the

pushing of baggage forward with feet and knees. Only after this second inspection

and endurance test is concluded are passengers able to continue their journeys.

For experienced and inexperienced international travelers alike, this

frustrating and fatiguing process is no shock. The inspection system has been

the subject ot innumerable newspaper and magazine articles. Few television

viewers have not seen the newselips of wall to wall, agitated passengers, inching

along their suitcases in the crowded and noisy inspection areas. Public complaints

about the system have been so vocal that the federal government has authorized

and completed study after study, some described later in this analysis, recommending

improvements that are, however, rarely, if ever, adopted. The airlines, themselves,

have had to adjust their connecting schedules to accommodate delays. Upwards

of 30% of international passengers need domestic connections.

While not as well known generally, the problems associated with

the processing of international air cargo and express shipments are equally

frustrating. Speed of delivery is the- very lifeblood of the air cargo industry.

But the advantages of being able to ship cargo and documents across the ocean

in a matter of hours are greatly diminished when the system of inspection

and documentation can delay delivery for days. Such delay can also result

in the uneconomical acquisitions of more holding facilities when cargo is not

promptly processed on a daily basis. Moreover, this warehousing of cargo greatly

increases the potential for security problems.
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Shipments must go through both an inspection and evaluation process.

The inspection process is designed to ascertain the accuracy of the merchandise

description and quantity and to assure that any import quotas are not exceeded,

whiie the evaluation process is undertaken to make certain that correct duty is

paid. There is no dispute about the necessity for a system of examination and

evaluation. The question is whether the most advanced, efficient, and productive

techniques have been and will be utilized to meet Customs' dual obligations of enforce-

ment and the facilitation of the movement of international commerce. In the

past, the answer has been no. Recent indications are that greater implementation

of modernized procedures may be forthcoming, by utilizing, for example, far

more than in the past, an automated approach for selective cargo examinations,

and selective entry processing. Problems have also surfaced in the operation of

programs which establish necessary controls on export shipments. For example, a

lack of coordination between Customs and shippers.has resulted in export ship-

ments being detained -without prompt notification being provided to the shipper,27/

or being subject to duplicative inspections.

It would be unfair merely to point to the well-known inadequacies of

the passenger and cargo inspection systems, and imply that the federal government

is indifferent to the situation. Federal inspectors are hard-working and responsible

employees. Their supervisors clearly desire to carry out the requirements of the

law. The problem is not a question of good intentions. It is a system which,

in spite of good intentions, has become unwieldly, uncoordinated, incapable of

adjusting quickly to the dynamic changes of the air transportation industry, and

greatly in need of new instructions to carry out its enduring responsibilities.

Before considering what those instructions might be, it will be useful

to examine with specificity the duties assigned to the inspection agencies.

27/ See Washington Report, December 7, 198? at 13 (U.S. Chamber of Commerce).
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IIl. REGULATORY RESPONSIBILITIES OF FEDERAL INSPECTION AGENCIES

In the nearly 200 years since the creation of the predecessor of the

United States Customs Service,8/ Congress has passed many laws establishing

an extraordinary variety of border management responsibilities. The traditional

work of collecting duties on imports has expanded to include enforcement of

hundreds of laws and regulations involving such diverse subjects as international

trafficking in controlled substances and the importation of honeybees.

- To achieve the statutory objectives, Congress has assigned responsibilities

to a number of agencies. At airports, for example, officials from Customs, the

Immigration and Naturalization Service (INS), the Drug Enforcement Administration

(DEA), and the Animal and Plant Health Inspection Service (APHIS), are generally

present. Other agencies with statutory obligations at the border utilize the

services of agencies present to assure fulfillment of their legal mandates.29/

-To understand the breadth of inspection responsibilities at airports

and the roles of the principal federal agencies involved, tle follwi,'g summary,

highlighting the more important agency roles, is provided.

A. United States Customs Service

Customs is charged with assessing and collecting duties, excise taxes,

fees and penalties associated with the importation of merchandise.L0/ It is

obligated to interdict and seize contraband, including narcotics, drugs, and certain

28/ 1 Stat. 29, July 31, 1789.
79/ The Fish and Wildlife Service does station inspectors at certain designated

border areas. The Center for Disease Control provides inspectors or
private doctors under contract as the needs of the public health require.

30/ See e.g. Tariff Act of 1930, as amended, 19 U.S.C. §1202 et eq. The
current Tariff Schedule of the United States is nearly 800 pages long,
exclusive of appendices. Several typical pages are annexed in Appendix K.
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firearms.31/ It is authorized to inspect and search all persons, baggage, and

merchandise arriving in the Customs territory of the United States.2/ It may

board any aircraft arriving in the United States from a foreign country for the

purpose of examining the manifest and other documents and searching the

aircraft.33/

Customs enforces laws designed to protect American business and

labor. For example, Customs enforces orders of the International Trade Commission

prohibiting unfair practices in the import trade/ and excluding or changing

the duties on imports from countries discriminating against the commerce of

the United States.35/ Customs also is instrumental in preventing the importation

of articles bearing a false notice of copyright and piratical copies of copyrighted

works,-/ and in prohibiting the importation of foreign made articles bearing

American-owned trademarks.7/ Customs enforces tariff rate and absolute

quotas established by Presidential proclamations, Executive Orders and legislative

enactments.38/ It also monitors compliance with country of origin marking

requirements,9/ and is authorized to examine "all mail arriving from outside

the Customs territory of the United States which is to be delivered within

the Customs territory of the United States." 4 0/

31/ 49 U.S.C. §§781-787.
37/ See e.g. 19 U.S.C. 0§1461, 1467, 1496, 1582; 19 C.F.R. §162.6.
R1/ 19 U.S.C. §1581, 49 U.S.C. §1509; 19 C.F.R. §6.10.
374/ 19 U.S.C. §1337; 19 C.F.R. §12.39.
H/ 19 U.S.C. §1338; 19 C.F.R. §12.39.
39/ 17 U.S.C. §§106, 108; 19 C.F.R. §133.41.
I7f/ 15 U.S.C. §1124, 19 U.S.C. §1526; 19 C.F.R. §133.
' See 19 C.F.R. §132.
'/ See 19 U.S.C. §§1202, 1304; 19 C.F.R. §134.
../ See 19 C.F.R. §145.2. Several types of mail are exempt, and restrictions

apply to the opening of certain categories of mail.



147

In cooperation with other agencies, Customs assists in the enforcement

of laws relating to the importation of certain foods and cosmetics,LP/ pesticides, 42/

hazardous substances,!.3/ cheeses,4/ milk and cream,-/ meats, plants,-

agricultural and vegetable seeds,/ viruses, serums, and toxins,-/ domestic
and wild animals,-0/ whale products,1/ tea, liquors,5 3/ motor vehicles and

their engines,5/ and electronic products.5/ This listing is but a sample.

B. The Immigration and Naturalization Service

The Immigration and Naturalization Service (INS) is responsible for

administering and enforcing the immigration and nationality laws of the United

States. The agency is responsible for insuring that persons entering into or

remaining in the United States are entitled to do so. At the airport this entails

such duties as determining the admissibility of aliens,56/ examining entry documents-7/

41/ See 21 U.S.C. §801 et. seq.; 21 U.S.C. §381; 19 C.F.R. §12.1 (a).
4T/ See 7 U.S.C. §136(o)Tc);T-- C.F.R. §12.1(b).
T/ See 15 U.S.C. §1261; 19 C.F.R. §12.1(c).
U/ See 7 U.S.C. §1854; 19 C.F.R. §12.6.
4-5/ See 21 U.S.C. §§141-149; 19 C.F.R. §12.7.
4T/ See 19 U.S.C. §1306; 19 C.F.R. §12.8.
4/ See 7 U.S.C. §§151-162; 19 C.F.R. §12.10.
1-/ See 7 U.S.C. §1592(b); 19 C.F.R. §12.16.
i9/ See 21 U.S.C. §§151-158; 42 U.S.C. §262; 19 C.F.R. §§12.17, 12.21.

50/ See 18 U.S.C. §42; 19 C.F.R. §§12.24. 12.26, 12.28.
F/ See 16 U.S.C. §916; 19 C.F.R. §12.30.
5T/ See 21 U.S.C. §§41-50; 19 C.F.R. §12.33.
5/ See 27 U.S.C. §203; 19 C.F.R. §12.38.
4 / See 42 U.S.C. §7521; 19 C.F.R. §12.73.
-5/ See 42 U.S.C. §263(f); 19 C.F.R. §12.91.

T6/ See e.g. 8 U.S.C. §§1103, 1182.
57/ See e.g. 8 C.F.R. §§211, 212, 235.
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imposing fines,8/ forwarding requests for asylum,9/ prohibiting the departure

of certain aliens,-/ receiving arrival and departure manifests,-/ detaining

aliens for observations and examinations related to mental and physical defects,62/

administering the deportation of excluded aliens,-3/ and seizing vehicles or

aircraft believed to have been used in violation of the Immigration law.64/

C. The Drug Enforcement Administration

The Drug Enforcement Administration is the primary federal law

enforcement agency responsible for combatting drug abuse. Among its responsibilities

is the investigation and suppression of the illegal importation of illicit substances.65/

In support of this goal, DEA employs drug enforcement programs at airports66/

which utilize such tools as a drug courier profile.67/

DEA has operational agreements with Customs and INS and the agencies

exchange intelligence information on a regular basis.6 S/

D. Animal and Plant Health Inspection Service
Of The Department of Agriculture

The Animal and Plant Health Inspection Service regulates the entry

of agricultural products into the United States by inspecting passenger properties

58/ See e.g. 8 U.S.C. §§1221(d), 1330; 8 C.F.R. *280.
9/ See 8 U.S.C. §1182(dX5); 8 C.F.R. §208.

6"0/ See 8 U.S.C. §1185; 8 C.F.R. §215.
4-/ See e.g. 8 U.S.C. §1221(d); 8 C.F.R. §§231, 251.
2/ See 8 U.S.C. §1222; 8 C.F.R. §232.

63/ See 8 U.S.C. §1227; 8 C.F.R. §237.
4/ See 8 U.S.C. §1324(b); 8 C.F.R. §274.

__/ See e.g. Controlled Substances Act of 1970, as amended, 21 U.S.C. §801
et seq.

66/ Se United States v. Mendenhall, 446 U.S. 544 (1980); reh. denied, 448
U.S. 908 (1980).

67/ See United States v. Van Lewis, 409 F. Supp. 535 (E. D. Mich. 1976),
aff'd. 556 F.2d 385 (6th Cir. 1977).

68/ See Office of Drug Abuse Policy, Border Management and Interdiction,
An Interagency Review, 1977 at App. C-5, 6; see e.g. 19 C.F.R. §162.
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and shipments at major air, sea, border, and offshore points of entry.L9/ Cargoes

and personal possessions involving plants and plant products, as wel as general

cargoes, are examined for infested plants, agricultural pests, and for prohibited

animal products. 7 0/

To accomplish such objectives, APHIS is empowered, for example, to

issue notices of quarantine prohibiting importation of specified articles,- and

establishing quarantine requirements for various kinds of animals./ APHIS

works closely with Customs in carrying out its inspection function.

The foregoing examples of the responsibilities of the major inspection

agencies demonstrate the diversity of border management concern.

The functions performed by the agencies are clearly designed to

protect and promote the public interest, and, accordingly, are funded by the

nation as a whole. From time to time, however, proposals are made to shift

the costs of these public functions to specific "users" of the federal inspection

process. Such proposals have been rejected firmly in the past, and should be in

the future. The nation as a whole is the true "user" and primary beneficiary of

the federal inspection process, and is properly responsible for funding its operation.

Any shift in that longstanding responsibility would be inconsistent not only with

very basic governmental principles and important federal statutes designed to

promote travel and trade, but also with United States' international obligations,

reflected in treaties and agreements.

69/ See e.g. 7 U.S.C. §§150bb, 150dd-ff; 7 C.F.R. §330, 9 C.F.R. §§91-96.
7"0/ See e.g. 7 U.S.C. §1622, 19 U.S.C. §1306, 21 U.S.C. §§102-105; 9 C.F.R.

0§92-96.
71/ See 7 U.S.C. §§159, 160; 7 C.F.R. §319.
7T/ See 9 C.F.R. 092.11.
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Over the past 15 years, numerous studies prepared by a variety of

authors have suggested improvements for the federal inspection process. A

review of the more pertinent of those studies follows.73/

IV. PREVIOUS REPORTS AND STUDIES ON FEDERAL
INSPECTION AGENCY MANAGEMENT

While the federal border inspection process has been the subject

of examination for many years, we have chosen for review pertinent studies

conducted since 1968. That year witnessed the introduction of the Boeing 747,

an advanced generation aircraft with substantially increased passenger and calgo

capacity which imposed new burdens on the traditional federal inspection process.

A. U.S. Bureau of the Budget, Interagency Report on Inspection
- At Ports of Entry, 1968

The study of ports of entry was confined to activities relating to

passengers and their baggage. It was designed to provide recommendations

for border management improvement which could be implemented quickly to

handle an "impending crisis",-/ an expected surge of travelers passing through

undermanned-and outdated inspection facilities.

For airports, the study recommended "a one-stop system of multiple

inspection wherein arriving passengers are inspected by a single officer for

all...agencles."L5 Such a system could be expected to expedite passage through

the inspection area, provide better manpower utilization, improve space utilization,

"place greater emphasis...on high-risk categories and less emphasis on low-risk

categories,- 7 / and "improve the Government image.'/ The study called

73/ A list of sample studies on the general subject of the federal border
inspection process is found in Appendix L.

74/ Report at Chapter I.
75/ Report at 9.

9'/ Report at 12.
7/ Report at 12.



151

for, inter alia, cross designation and training of personnel of the inspection

agencies, and development of an interagency management information system "to

update risk criteria and evaluate training.."78/

While the report concluded that adoption of its recommendations

could solve the "impending crisis", it went on to call for a single agency in

the future. It noted that:

Planning is made ineffective because no single agency has
broad enough jurisdiction to plan for most of the major
changes that are needed. Changes are extremely difficult
to effect because of the practical difficulties of obtaining
unanimous agreement on what should be changed, by whom,
when and how much. A single and effective voice to
represent the total inspection function with the public, the
travel industry, and other groups is entirely lacking.79

The report's recommendation for solving this problem was to consider

the feasibility of assigning the complete responsibility for the inspection of

passengers and baggage to "one of the...agencies now performing those activities." 8 0/

As the following review of more recent studies will show, the feasibility

of assigning inspection duties to one agency has been carefully and comprehensively

considered.

B. Comptroller General, A Single Agency Needed to Manage Port
of Entry Inspections - Particularly at U.S. Airports, May 30, 1973.

Because of a predicted surge of International air arrivals, the Comptroller

General reviewed the federal inspection system, primarily at John F. Kennedy

International Airport. He found that "a fragmented approach to port-of-entry

inspections will not allow the development of a more efficient and effective

inspection system,"-1/and recommended that the agencies involved cooperate

'78/ Report at 17.
'U/ Report at 56.
80/ Report at 56.
81/ Report at 21.
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in developing "single-agency management of port-of-entry inspections."82/ He

concluded that the benefits of such a system would include uniform administrative

policies and procedures, improved "scheduling, planning, and coordination", elimination

of duplication, and reductions in space and staff requirements and inspection

time.
8 3/

C. Office of Drug Abuse Policy, Executive Office of the President,
Border Management and Interdiction: An Interagency Review, 1977.

This report was prepared by the Office of Drug Abuse Policy in

coordination with the Office of Management and Budget. It followed a comprehensive

review of federal border control and law enforcement activities. The Review

Team included fun-time representatives from the Departments of Justice, Treasury,

and Transportation, as well as Customs, INS, and DEA.

The Review Team recommended a consolidation of Customs and

INS "into a border management agency to provide control management over

the key border functions and resources."84/ Such a consolidation was recommended

for two principal reasons. First, the Review Team found a lack of coordinated

border management.

Each of the border agencies is responsible for a specific
part of border control and each agency pursues its own
mission, sometimes in competition with the other Federal
border agencies and interests. When conflict between
agencies appears, there is no effective mechanism to
resolve the problem...[ejven though interagency agree-
ments exist in writing.L./

82/ Report at 21.
83/ Report at 21.
84/ Report at iii. The recommendation included the suggestion that the activities

of Agriculture, Fish and Wildlife and the Center for Disease Control not
be consolidated immediately, but be considered for future consolidation.
See Report at 51.

85/ Report at 38.
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The second reason for the recommendation of consolidation was a

finding of considerable overlap and duplication of effort. The report found that:

A merger of the principal border enforcement agencies
would significantly reduce overlap and duplication of
effort and greatly enhance the overall effectiveness of
border operations. It would allow management greater
flexibility in responding to peak workloads and to
immediate crises. A single border management agency
would also allow consolidation of management and 86/
support functions which should create significant savings.-

With respect to airports, the report found that "elimination of the

duplicative management structure and the potential efficiences in a consolidated

inspection force could improve airport inspection." 8 7/

In arriving at its conclusion, the report rejected three other options: 8 8

1) that no consolidation be initiated, but additional funds be

provided the agencies to improve their present performances;

2) that a limited consolidation take place with responsibility for

ports of entry given to either Customs or INS, and responsibility

for patrol of land borders given to the other agency;

3) that the consolidation of Customs and INS be augmented by the

inclusion of the Coast Guard.

The report found that merely increasing funds would not cure the

absence of central management and the presence of overlap and duplication of

effort; 8 9/ that a limited consolidation of specific functions would not eliminate

"competition between agencies" and would continued[] duplication on part of the

management structure;"9 0 / and that inclusion of the Coast Guard would raise

more problems than it would solve. 91/

86/ Report at 45.
U7/ Report at 41.
88/ See Report at 46-56.
H'/ Report at 48.
M-/ Report at 50.
T/ Report at 56.
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The mechanslin for enacting the Report's recommendation for the

consolidation of Customs and INS in a new agency was "an appropriate reorganization

plan [which would place] the consolidated border management agency in a Cabinet

department consistent with overall reorganization planning."92/

D. President's Reorganization Project, Reoranization Options
Related to Border Management, 1977. 93/

This draft report made findings on the status of federal border management

and developed options for improvements. The premise of the report was "that

improved control of the national borders could benefit the many Federal domestic

programs which are linked to border activities."94/ The authors found that

among the factors requiring improvement were Is~eri6us problems of overlap,

duplication of effort, and lack of coordination...between the two principal agencies

involved at the land borders, Customs and INS.'9- The authors found that

thesee problems significantly hamper effective border control."96/ In the

airport context, the report noted that 'Inlarcotics slip through ports of entry

because of the confusion and delay inherent in the duplicate inspection process

carried out by INS and Customs at international airports." 9 7/

The report set forth four solution options which it believed were

worth examining. They were very similar to those considered by the Office

of Drug Abuse Policy described, supra. The first option was to make "no organizational

change but improve eoordination and increase resources to selected functions

and agencies."98/ The advantages of this approach included that it was the

92/ Report at 59.
DI/ This Report was released to the public in draft form.
94/ Report at 2.
§5/ Report at 4.
9-6/ Report at 5.
9-7/ Report at 11.
g/ Report at 12.
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least disruptive and permitted agencies to "continue emphasis In areas of specific

oxpertise."99/ Its disadvantages were said to include a continuation of "the

fragmented approach of the past" and "duplicative management and support

structures and overlapping responsibilities with loss of economies which could

result from consolidation." 1 00 /

The second option was to combine and unify "the patrol functions of

Customs and INS in one department (Justice or Treasury); and the inspection

functions of Customs and INS in the other department (Treasury or Justice)."L01/

The advantages were said to be, inter alia, an elimination of "overlap and duplication

in selected functions," and "minimal disruption to existing organizational structures." 1 0 2/

The disadvantages included failure "to recognize the interrelationship of patrol

and inspection functions to overall border management" and continuation of

"dupileative management and support structures." 1 0 3/

The third option was the establishment of a Border Management

Agency containing the patrol functions of Customs and INS in one unit, the

inspection functions of Customs and INS in another unit, and "the remaining

functions and support activities of either Customs (it in Treasury) or INS (if in

Justice)."04/ The agency (Customs or INS) no longer having inspection or

patrol responsibilities would retain its organizational identity in its present

department, and would continue to perform its non-border regulatory functions.

99/ Report at 12.
T10/ Report at 13.
1F/ Report at 13.
I f-/ Report at 14.
I"/ Report at 14.

I-4/ Report at 15.
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The advantages of the approach were said to include the provision of "a single

manager responsible for the major functions of inspection and patrol" and a

reduction of overlap with an increase in efficiency.-05/ The principal disadvantage

was found to be creation of "personnel turbulence and disruption during changeover."106/

The final option was the establishment of a Border Management

Agency "combining all of Customs and INS."107/ The advantages and disadvantages

were said to be essentially the same as those of the third option. 1 0 8/

Although the authors did not single out any of the options as preferable,

they recognized that changes in border management policy were necessary,

and that the duplicative inspection system at airports was hindering efficient

narcotics control.

E. National Immigration and Naturalization Service Council,
Managing Consolidated Border Enforcement Resources, 1977.

In response to a request for comments on the President's Reorganization

Project's Draft described, supra, the National Immigration and Naturalization

Service Council of the American Federation of Government Employees prepared

a paper advocating the transfer of "Custom's Patrol Agents, support employees

and equipment now deployed along both borders and the Gulf Coast and those

Customs Inspectors, employees and equipment now deployed at United States

ports of entry" to INS.- 109/ The report acknowledged that some problems would

result including those associated with integrating Customs and INS supervisors,

training for new responsibilities, redesigning of facilities for one-stop inspection,

transferring collected duties to the Treasury Department, and adopting common

overtime schedules. 110/

105/ Report at 16.
701/ Report at 16.

107/ Report at 17.
M-0/ Report at 17-18.

1-/ See Report at 1.
11/ See Report at 1-7.
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The Council was confident that such problems could be solved "with

little disruption of service."' 1 1 / Apart from pointing to possible areas of temporary

difficulties, the significance of the report is that knowledgeable federal government

employees believed that consolidation was feasible and would enhance the federal

inspection process.

F. Comptroller General, Ilegal Entry at United States-Mexico
Border, Multiagency Enforcement Efforts Have Not Been
Effective in Stemming the Flow of Drugs and People, 1977.

The focus of this study was "the activities and resources of Federal

agencies having direct, indirect, and supporting responsibilities for law enforcement

along the United States-Mexico border."M- The examination found "costly

overlapping and poorly coordinated enforcement activities and support systems..."113/

The report emphasized that:

Separate agencies with different orientations continue
to identify the best activities to meet their missions
with limited consideration for the activity of others.
This has led to the development of separate but similar
lines of effort that continue to dilute border coverage and
impact. Little consideration is given to overall border
security 114/

The report concluded that action was needed to obtain maximum

border security with available resources by minimizing unnecessary duplication

and overila~ping. The solution of the problem was said to include "law enforcement

interdiction at every port-of-entry...handled by one agency, whether it be Customs-

or INS."1-/ Besides managing the day-to-day operations of the ports of entry,

the agency should be responsible "for the research and development of all new

techniques and devices to improve detection of people, drugs, and other contraband

entering illegally." 1 1 6/

111/ See Report at 7.
12/ Report at 4.
1-3/ Report at 18.
114/ Report at 50.
J-i-/ Report at 50.
"-l Report at 51.

21-492 0-83- 11
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The crux of the report was that the system of disparate federal

agencies, having separate statutory responsibilities and competing for limited

Congressional funds, was simply not providing the efficient and effective border

management the United States required. The study recommended that Congress

hold hearings and enact new legislation.

G. Comptroller General, Customs' Cargo Processing - Fewer
But More Intensive Inspections Are In Order, 1978.

In view of the "rapidly increasing volume of imports", the Comptroller

General examined Customs "traditional approach to inspecting cargo"117/ and

found it to be inadequate. He found that the statutory requirement that Customs

inspect a portion of each cargo shipment and an increasing workload had combined

to "force(s) Customs either to perform very limited inspections or to seriously

Impede the flow of imported cargo."ll8/

The report found that if "Customs is to successfully enforce the

import laws and not impede the flow of cargo...it needs to adopt a comprehensive

selective cargo inspection system."119/ Such a system would include "elements

of scientific random selection, specific selection, and post audit(s)."'120/ It

would allow Customs to perforni fewer, but more comprehensive inspections,

and would deter import violations "because importers would never know which

shipments would be inspected." 1 2 1/

117/ See Report at i.
F18/ Id.
119/ Report at iv.
120/ Report at 23.
121/ Id.
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H. Comptroller General, More Can Be Done to Speed

the Entry of International Travelers, 1979.

As part of the Customs Procedural Reform and Simplification Act,

P.L. 95-410, Congress ordered the Comptroller General to "study the clearance

process for individuals entering the United States and recommend ways to expedite

the process, particularly for air and sea travelers."122/ To examine the problems

of air travelers, the report concentrated on airports located in New York, Miami,

and Los Angeles.

The investigators found that "air travelers, in particular, are dissatisfied

with long delays, and their dissatisfaction is heightened by the comparisons

they can make with foreign inspection systems, which move people much quicker."-23/

They also found that a serious lack of inter-agency cooperation contributed

to delays. 124/

The report recommended that agencies improve their cooperation,

and that primary inspections be conducted "before travelers claim their checked

baggage." 125/ It also recommended that "inspectors selectively inspect travelers

and their possessions for agricultural products."126/

The report concluded that if the absence of agency cooperation continued,

and the aforementioned recommendations were not implemented satisfactorily,

two alternatives should be considered:

122/ Report at 1.
T2/ Report at 6.
1-4/ Report at iii.
13"/ Report at iv.
126/ Id.
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One is to adopt the red/green system...Another is for
the President, through reorganization authority, or the
Congress, through legislation to make one agency
responsible for inspections. 127/

I. Comptroller General, One-Stop Inspection System Speeds
the Entry of International Travelers, 1982.

In response to a request from the Chairman of the Subcommittee

on Trade of the House Committee on Ways and Means, the Comptroller General

monitored a six-month test of a one-stop inspection system utilized by Customs,

INS, and APHIS, at airports in Miami and Los Angeles. The test was mandated

by the fiscal year 1982 authorization report for Customs.12-/ It was not intended

to examine the desirability or feasibility of a consolidation of agencies, but

merely to evaluate the test.

Under the test, travelers would go to a primary inspection station,

immediately upon deplaning, without their checked baggage. One inspector

would then conduct the primary inspection for all the agencies. Depending

upon the results of the primary inspection, travelers would either be permitted

to claim their baggage and exit through a Customs control point, or be required

to undergo.a more detailed inspection. Referrals for this secondary inspection

could also be made by roving inspectors once checked baggage had been claimed.

The report found that this one-stop "sped the entry of travelers,

and provided a more efficient use of the Customs and Irrmigration inspectors." 1 29 /

From a law enforcement perspective, the one-stop system resulted in an increase

in seizures at one airport and a decrease at the other. Seizures of non-admissible

agricultural products increased at both airports.130/

127/ Report at iii.
M" / Report at 2.

129/ Report at 7.
130/ Report at 12.
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The report concluded that "because of the clearly demonstrated gains

of the one-stop system regarding timeliness and efficiency and the uncertain

and perhaps non-existent drawbacks from a law enforcement standpoint, we

believe the one-stop inspection system is an improvement over the procedures

used in the past."

Each of the foregoing studies saw a need for improvement, and proposed

solutions. That need continues to exist. The following section will set forth

a series of options which, individually or in combination, should be considered

as possible methods to improve the federal border inspection process now and

in the future.

V. ORGANIZATIONAL OPTIONS AND ALTERNATIVES WITH RESPECT TO
FEDERAL INSPECTION AGENCY MANAGEMENT AT AIRPORTTS

Historically, airport inspection control has been exercised by the

agencies charged with enforcing each separate substantive law and its related

domestic program. At one time separate airport inspections were conducted

by the Public Health Service (now the Center for Disease Control in the Department

of Health and Human Services), Customs, INS, and APHIS. Today at many United

States airports of entry, separate and largely uncoordinated inspections continue

to be made by Customs, INS, and APHIS. 1 31/

The effect of such a narrow, program-oriented system for performing

similar airport inspection functions has been waste and inefficiency, not only

in the performance of the functions, but also in the need to acquire state of

the art systems and facilities to support these functions, such as advanced

telecommunications and computer hardware. Fragmentation of inspection control

131/ The Center for Disease Control and other agencies may participate in the
inspection process under special circumstances.
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at airports has also meant a lack of overall planning, with the present disjointed

organizational structure resulting all too often in the lack of any overall policy

for managing the flow of travelers and goods entering U.S. gateway airports.

With regard to airports, effective control of the United States' border

has a direct impact on a wide range of government programs, including narcotics

control, alien regulation, contraband interdiction, and protection of the economic,

health, and agricultural interests of the United States.

Customs, INS, and APHIS have separate inspection units which perform

comparable duties, often in the same location, at the same time, employ similar

enforcement techniques, and require similar support systems and airport facilities.

The results are:

* An outdated and cumbersome federal inspection process;

* A duplication and overlap of agency functions;

* Separate and uncoordinated managers and management policies; and

* Excessive federal overhead caused by such factors as duplicative

facilities, investigatory tools, and supervisory personnel.

With this background, we believe that the following options, which

are presented without an order of preference, merit consideration.

A. Make no organizational change, but improve inspection techniques
and agency coordination, and increase inspectors and resources for
preclearance and U.S. gateway airports.

Some important improvements can be made without an overhaul

of current organizational structure. Universal implementation of ASIST, the

one-stop inspection process used at Los Angeles, particularly when combined

with the dual channel system in place at Houston, would reduce significantly

passenger inspection delays. The expedited and extensive utilization of a machine

readable passport system would also cut processing time. Widespread employment

of an automated and selective system of cargo clearance, with a concurrent
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simplification of forms and other paperwork, would greatly expedite the movement

of freight.

Better inter-agency and intra-agency coordination on the headquarters,

regional, and local level on such matters as workload, hours of service, and

sharing of information would bring about improvements. Better coordination

with the public is also essential. Programs establishing necessary controls on

exports, for example, should require inspectors who detain a shipment to notify

the shipper promptly, should assure that inspectors understand fully the nature

of cargo subject to the program, and should prevent unnecessary or duplicative

inspections of the same shipment. Similarly, better coordination with the airline

industry in such matters as facility modification would generate greater cooperation

leading to a more efficient system. When facilities are to be modified, the

carriers who pay for such modifications should be consulted from the Initial

design stage through the final construction phase.

As noted earlier, the numt~er of inspectors has not kept pace with

the increase of passengers and freight, and current budget proposals call for

a substantial decrease in inspectors. An increase in authorized Inspectors, having

greater access to improved computer information systems, would certainly expedite

the inspection process. Greater cross-utilization of inspectors would improve

the system. To a large extent, inspectors working along the contiguous U.S.-Mexican

and U.S.-Canadian land borders are trained to perform the functions of each

agency. That approach could be followed at international airports as well.

Indeed, cross-trained inspectors are the cornerstone of the accelerated specialized

Inspection system which has worked so well in Los Angeles.

Implementation of the Canadian Inspection System, or variations

thereon, is also worthy of consideration. Basically, it works as follows:
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a) Upon deplaning, arriving international travelers proceed to a

primary booth manned by a Customs inspector who has been

cross-trained to perform immigration, health, and agriculture

quarantine primary functions. Each traveler, whether a returning

citizen, a visitor, or an immigrant is-queried, and hand-carried

baggage is subject to inspection by this Customs primary inspector.

- b) Travelers without immigration, customs or agriculture problems

proceed directly to the airline baggage carousels or belts to

claim their baggage and then are free to depart from the inspection

facilities.

c) Travelers having special immigration, customs, or agriculture

problems are referred to a secondary inspection.

The Canadian system, then, is generally a one-stop system utilizing

cross-trained Customs inspectors and providing speedy inspections and increased

inspector productivity.

While not eliminating duplicative functions and management, this

approach of improving techniques and coordination and increasing the number

of inspectors and amount of resources could improve efficiency without the

possible personnel and organizational questions prompted by a consolidation,

of agencies or functions, although it would require an increase in federal expenditures.

B. Establish a Single Management Concept for Airports

This approach would: eliminate the current overlap and duplication

of agency functions; curtail excessive federal overhead by ending redundant

facilities, investigatory tools, and supervisory positions; create a single policymaker

accountable for all airport inspection performance; and provide an opportunity

for initiating new approaches to the inspection process without the obstacle

of differences of opinion among agencies. The Single Management Concept

for Airports could be established in any of the following ways:
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1. Combining the workf6rces of Customs, INS, and APHIS
and placing the new agency in a Cabinet Department

Placement of the new combined agency in Treasury, Justice, or Agriculture

would provide the obvious advantage of experience which would reduce transition

problems. Each of those agencies has a substantial familiarity with the responsibilities

and techniques of the other agencies, based on day-to-day operations. Each

is aware of training requirements and is cognizant of the use and value of

advanced technology in the performance of inspection functions.

The list of potential parents should not end there, however. Consideration

could also be given to the Departments of Transportation (DOT) and Commerce.

The placement of the agency in DOT would be consistent with its

statutory duties "to provide general leadership in the identification and solution

of transportation problems"1-32/ and to regulate "air commerce in such manner

as to best promote its development."133/ DOT also has experience in border

management responsibilities as the supervisory Department of the Coast Guard,

which was transferred to DOT from the Department of the Treasury seven

years ago. 134

Placement of the agency in the Department of Commerce would

enhance Commerce's ability to meet its statutory duty to "carry out a comprehensive

program designed to stimulate and encourage travel to the United States...(and

to) encourage the simplification, reduction, or elimination of barriers to travel,

and the facilitation of international travel generally." 1 3 5/ Commerce is familiar

with border management issues through its export control and foreign trade

data obligations which are carried out with the assistance of Customs. 1 3 0/

132/ See 49 U.S.C. 01651(bX1).
T" / See 49 U.S.C. 01303(a).
I"N/ See 49 U.S.C. §1655(b).
1M/ See 22 U.S.C. §2122(i), (4).
T3'/ See 19 C.F.R. §161.2(aX5).
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From a Congressional oversight perspective, the new agency would

be subject to a single budget, instead of three, and one, instead of three committees

in evch body of Congress. Placing the new agency in any single Department

would necessitate the combination and transfer of federal employees, which

could create employee dislocations and administrative difficulties. Such concerns

would have to be weighed along with the potential benefits to the inspection

process and the traveling and shipping public.

2. Combining the workforces of Customs, INS, and APHIS
to create a new, independent "United States Inspection Service."

As with the previous option, this approach would establish a single

manager eliminating overlap and duplication, and establishing clear accountability

for inspection performance. By ending inter-agency problems with coordination,

and competition, it would enhance efficiency and effectiveness. It would also

be subject to the same budgetary and Congressional committee considerations.

While, for the purposes of this analysis, its jurisdiction would not extend beyond

airports, it is possible that such an agency could assume the entire federal

inspection duty.

Since no one agency would be either "submerged" or "surviving",

inter-agency disputes based on tradition and loyalty would be less likely to

surface. It would be anticipated that identical salaries and fringe benefits

including a standard inspector uniform would be adopted under this program.

Other than for cross-training, there would be no need for training

programs in view of the experience of the staff. The problems associated

with employee transfers, such as reconciling seniority disputes, would probably

exist. Some administrative problems, inherent in establishing any new agency,

would no doubt arise, but should be minimized because of the experienced workforce.
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3. Establish a private or quasilovernmental organization

t Lrform the functions of the inspection agencies.

Another concept would be a contractual arrangement with a private

entity or establishment of a quasi-governmental organization. In either case, new

legislation would be necessary. Under this approach, Congress could authorize

a private entity to perform the inspection functions. At airports today, the

airline industry is required by federal laws and regulations to conduct inspections

designed to prevent air piracy and crimes aboard aircraft. In addition, experts

from the private sector perform vital governmental air safety functions as

designated engineering representatives and examiners under authorization from

the FAA. One, or several other private entities, could be empowered to perform

other inspection functions.

Unencumbered by years of traditional governmental inspection methods

and management, a private or quasi-governmental entity could generate fresh

ideas and new techniques to accomplish the statutory objectives. The entity

could be supported, for example, under contractual arrangements funded by

duties collected.

This option could provide the following' advantages: elimination of

current duplication and overlap; installation of a single manager with total

accountability for performance; existence of profit incentive as motivation for

greater productivity and efficiency; and reduction of federal budget requirements.

Skeleton ieder#J staffs would have to be available to exercise federal enforcement

and arre t powers. Disadvantages could include federal employee dislocations,

administrative problems inherent in any new organization performing a complex

task, and the absence of a readily available fully-trained workforce. This option

would be difficult to implement, and would be controversial.
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C. Establishment of an Interagency Facilitation Board

An alternative to the consolidation and transfer approach is the

creation of an Interagency Facilitation Board. This Board would oversee the

federal inspection process of passengers and cargo at U.S. gateway airports-of-

entry and preclearance airports to insure that the most expeditious procedures

are followed consistent with inspection agency enforcement requirements. Although

such a concept would not solve all inter-agency differences and would not achieve

the efficiency and productivity increases, and potential cost savings, of a con-

solidation, it would be a step in the right direction and could lead to an eventual

consolidation of the agencies.

The Interagency Facilitation Board would select a Chairman from a

panel comprised of the Secretaries of State, Commerce, Transportation, Treasury,

Agriculture, and the Attorney General to serve a two-year term. The Chairman

would be responsible for the coordination of the several inspection agencies in

developing and implementing an efficient passenger and cargo processing system.

Each agency would provide an equal number of management specialists

who would comprise a select management group, divided into regional teams

to oversee the inspection operations of INS, Customs, and APHIS at the airports-

of-entry and preclearance airports within their particular region.

The individuals making up the management teams would be given

management authority over all inspector personnel so that maximum efficiency

in carrying out the inspection process would be realized. Congressional oversight

for the proper functioning of the combined inspection process (i.e., Customs,

Immigration, and Agriculture) would be given to the Government Operations

Committees With primary legislative authority to the appropriate jurisdictional

committees.
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Under this approach, leadership would be provided at the working

level where the coordination problems actually exist; the cost of providing several

management specialists from eacl agency would be minimal, budgetary impact

on any one agency would be less; and each agency would maintain its own

identity, responsibility, expertise, and authority.

Congressional committees would maintain oversight authority over

the individual inspection agencies. The Board would be required to report annually

to the President. Finally, the Interagency Facilitation Board could serve as

a working model and intermediate step to the eventual consolidation of Customs,

Immigration, and APHIS into a single inspection agency.

D. Assign to One Exist Aency Responsibilities to Process
Air Travelers and to Another, Responsibilities to Handle Air Freight.

The concept of separate "people" and "freight" airport inspection

agencies may have appeal because it would be simple to implement and is a

straightforward alternative. Basically, the concept envisages one inspection

agency to be solely responsible for the processing of all air travelers and their

baggage entering U.S. gateway airports or at pre-clearance airports. The second

agency would have complete responsibility for the processing at airports of

all goods and merchandise other than that accompanying air travelers. One

possible complicating factor is that some freight is carried by passengers acting

as couriers.

This approach recognizes that people and their baggage are different

from freight and merchandise, and that different inspection facilities, techniques,

and objectives apply. It should be noted that over twenty-five percent of arriving

air travelers are processed at preclearance locations, but no freight is processed

at these locations. A continuation of the passenger preclearance process under

this option, as well as all other options, is necessary.
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Under this concept, APHIS would continue to perform its functions.

This option would result in the continued existence of several inspection agencies,

but it would eliminate some duplicative effort, permit better scheduling for peak

workloads, and avoid employee dislocations caused by consolidations.

No option has addressed the transfer or consolidation of the Drug

Enforcement Administration or its functions. DEA's activities at airports are of

a different nature than those of the primary inspection agencies, and are outside

the scope of this analysis. Similarly, other agencies, such as the Fish and Wild-

life Service and the Center for Disease Control should be able to accomplish

their statutory objectives without any difficulty should any of the foregoing

options be adopted.

VI. RECOMMENDED METHOD OF PROCEEDING

The national policy to encourage and strengthen U.S. international

travel and trade requires immediate and longer term actions to improve federal

inspection services at gateway airports.

This analysis reviews the federal inspection system, current regulatory

responsibilities, previous reports and studies on inspection agency management,

and explores possible interim relief measures as well as organizational options.

Its prompt consideration by appropriate agencies of the federal government

and committees of Congress is both needed and urged.

Also needed and urged are definitive plans and schedules for the

immediate and longer term actions necessary to improve federal inspection

services. The following method of proceeding is recommended:

A. Prompt appropriation by this Congress of sufficient funds to assure

an adequate number of federal inspectors at U.S. gateway airports
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and firm direction to federal inspection agencies to assign such inspectors

in a manner consistent with passenger and cargo traffic demand.

B. Within the next 60 days, action directed by a Presidential Executive

Order or by Congressional Resolution to require federal inspection

agencies to:

* provide equal priority in the performance of their duties to

the facilitation of international air commerce and law enforcement;

* initiate action to implement a one-stop inspection procedure

for passengers at all U.S. gateway and preclearance airports;

* develop plans for the installation of an automated system for

selective cargo examinations and entry processing at all U.S.

gateway airports;

" expedite efforts to utilize machine readable passports and implement

a similar system for machine readable visas and border crossing

cards; and

" improve coordination of necessary controls on export shipments.

C. Within the next 60 days, appointment of a high level panel to report

within 90 days on how to reorganize the federal inspection agencies

or implement other procedures to increase efficiency and productivity

which would assure that the need to facilitate international air commerce

is met for the remainder of this century. Such a panel might include

Secretaries from the appropriate Departments, members of Congress,

representatives from the White House and OMB, and leaders from

national organizations, both public and private, directly interested

in this endeavor.

The airline industry stands ready to provide any assistance which

will promote progress in this important effort.
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Appendix A

AIRLINE PASSENGER AND AIRCRAFT
ARRIVALS IN U.S. FROM FOREIGN COUNTRIES

Passenger
Arrivals

(Millions)

Aircraft
Arrivals*

(Thousands)

15T5

16.5

18.4

21.6

211.7

215.9

216.8

261.1

271.8

262.6

277.8

259.8

24.4

25.8

26.8

26.0**

* Includes passenger and all cargo aircraft
* ATA estimate

Note: Above passenger data excludes crew members which in
FY 1981 amounted to 2.8 million

Source: U.S. Customs Service

FY

1975

1976

1977

1978

1979

1980

1981

1982
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Appendix B

U.S. AIRBORNE IMPORT SHIPMENTS

FY

1975

1976

1977

1978

1979

1980

1981

982 pre.

Weight
(Lbs. Millions)

1,063

1,212

1,311

1,506

1,439

1,344

1,603

1,688

Value
($ Millions)

8,917

10,920

12,578

17,923

22,037

28,044

29,968

30,933

Source: U.S. Bureau of Census, "United States Airborne
Exports and General Imports"

21-492 0-83-12
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Appendix C

U.S.
Customs' Duties

($ Millions)

6,729

7,652

7,482

8,511

9,278

Source: U.S. Customs Service, "Customs U.S.A." 1982

FY

1978

1979

1980

1981

1982
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Appendix D

OPERATING BUDGETS FOR FISCAL YEAR 1982

1. U.S. Customs Service

2. Immigration and Naturalization Service

3. Animal and Plant Health Inspection
Service

Total

$527,173,000

$441,527,000

$277,382,000

$1,246,082,000

Source: U.S. Customs Service
Immigration and Naturalization Service
Animal and Plant Health Inspection Service
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Appendix E

MEASURES OF FOREIGN
VISITORS' ECONOMIC CONTRIBUTION

1981

Expenditures in U.S.

Payroll Income Generated

Employment Generated

Federal Tax Revenue Generated

State Tax Revenue Generated

Local Tax Revenue Generated

$12.2 Billion

$2.5 Billion

320 Thousand

$650 Million

$330 Million

$130 Million

Source: U.S. Travel Data Center, "The 1981-82 Economic
Review of Travel in America"
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End 'the, Stackup
able inspection booths. INS's best effort
was to man 19 booths. Even that level
seldom was attained. One season was
the unprecedented auiount of sick and
funeral leave taken then by INS staff.

Customs provided 32 agents at peak.
Because of strict, Irefficlent procedural
rules, however, the Customs staff Is pto.
hlbited from doing INS work. so the
larger Customs staff made le diffet-
ente.

This kind of btrage cawaes am# OW
ous ripple effects. The bed wil travels
fast and far, hterutloaW bavelers
often are trend mtes &bd eMAIn lead.
era back home.

Many of them m ed o 1ee wng
flights. Neither they nor the airlines
need that. Airlines either make money or
move operations eiewhere. Many are
transferring their International business,
from MIA to Houston, Atlanta. Dal-
las Ft. Worth, even Tampa and Orlando.
Lou of that market share will affect
passenger and cargo traffic at MIA.

It's simply Intolerable that Miami
should have to bear this unwarranted
burden. Bureaucratic bungling of Feder-
al agencies is principally at a,!t. From
Customs and INS must come the 0otzs
solution - and fast. They su &aute
sufficient staff at MIA to eliminate this
recurring debacle.

Bureaucrats can be slow to mqe un-less the politlcl Npwtoch f budgetary
pressure is set allght beneath their back.
sides. South Florldas represemtatt-es In
Washington have plenty of fuel and
many matcbes. They should not hesitate
to tur the beat hL.

1i

MONG International travelers,Miami International Airport (MIA)
is fast developing a reputation U a

great place to suffer. Inexcusably hre.
sponalble failures by U.S. Immigration
and Naturalization Service (INS) ema
Customs officials are solely to blame.
Their callous disregard for efficiency
threatens not only the comfort, co w.
lence, and safety of the travelers that
they serve so poorly. Theni officials a
"ual*ft the relutalo and economl.
develoPm41 potential of Greae, Miami.

Few times are more predictable as
peak-travel periods than the first several
days after Jan. . At MIA's interntlon.
I-arrvals center on those days this
year, however, the peak load almost be.
came a mob. Credit Inadequate INS and
Customs staffing for that.

Travelers entering that MIA faclity
bad just escaped up to 10 hours crantped
IW airliner seats, brat in mind. Because of
the INS-Customs breakdown, this is
what they found:

All halls were jammnid. Few seats
were available. Access to restrooms was
restricted. People became Ill. Tempers
frayed. Eventually police were turn.
moned to control the crowds, lest they
riot.

The avrae International traveler
being processed through IA then had
to wak 2 W hours to gala cleamnce.
Some people waited as long @a fow
hours. Who ,wouldn't be outraged?

The INS was most to blame. Even
under normal tonditions, INS stufs g at
NIlA Is skimpy. This time It was worse.
For extended periods during the peek,
only 13 INS agents staffed L 34 avail.

]
I
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Seattle Seeks Hike
In Customs Manpower

Appendix F
2 of 4
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S1. rfLt- - '" o SeaWe Oifl-
rials. onrermed al,,al delays In
vle.'i • -rco and airanv ip. ~unl .
ir. .ws wr.iOr, :11anwcr al.

! twi . ir h U.S. (ustmrin Ser-

'.. f "% w ;re ,'.. "Attoating a

\ ,apt' growth on c% '.i tiner traffic
Arwugh the p"lrt .- iounltin to
ahixs; 1 jwrct.-ii din g ihe pasIt four
ycjr: Itai resu1!.-J in delays in
NuFg,,,s proves'ilg. port officials
sawJ. 'or +x,!'uf ye L)Ire o Rich-
ard D. t\-rd noted that -wort activity
hti e.-.d siice 197 when a hiring
Ire.exe v wj plated on moit U.S.
gmefrnment. pooitions. in'fuditi thuse
in die ('io ms .'nwie.

lie sjd ('usfoms has not shifted,
pImmoo! to pors such as Seattle
wh.re .ubsanlial groWth has been
ftperit'll:# . so Seattle Ma icprl-
emed a cgslid.rable number of de-
Jay$ .;.P to i Customs manpower
higrtjge.

Yhe I'*ort of beattle. being the
closest major U.S. port to Asia,
freqljy vtices its geographic ad.
vantage I terms of fast cargo
througlo, ut to Inland VyS. deotia-
Iow. Ilmpeww. Customs days have
at bmw lowed to Uffset that adval

"At'%! .e and dandy to be a day
closer Lhai iraliforrib i but if it taktA
two ,Jay to 4o the pvprwork. your
ow day ni" widvantage turns into one
day ci dsidvantioge.'" Mr. Fordacenm Icdi,..

Aitn to thy problem, he said is
the -ov -le -- nt's greater attention t0
di W ~~~atemption incourd

1o r-340.9 high.h.'rhohgei tw.x-w~Ls
nvt ,ertritted inder I t.ensinlg ar.
ranc, wrtli .hippvor% h.v,, witlh cer-
1:1|1 n"cll., I of -i:

"11 - ;,."Nv li,,ker% lat ('J.sta.'

have i'.t q-al. n~aLihecl '1*' the
irrr,1:!.:, .r 4 I trade v ",'% th, require.
menl . Pr I ,e, vocsrteno.nt and
allo.;etigo at im;.+ir. * MI. IFouJ
said I. ; • ntervWw.

S~tlt.,,, prob.im certainly is not
linilte" !c the waterfront. it also
involves e-.Ah cargo and passseaer
Utaifik at aUle-Tcoms Internallom.
al Airport, twud and operated by the
prt.

"We've mm loins division of air
Iroihters (to San Frariu.) because
of problems Is clearing the cargo
hre." Mr Pord said.

Of height prioty at tis time.
how"r, it to assure that there is
ample Cutoms manower to haIdlle
an espeded crub of trans-Pacific
arltine pN tnger traffic this spring.

Sea-Tac's Ilights to and from
Japan will mere a double onApril
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Gualonu as not shUted
personnel to ports such as
,*wtle where~ subsmantial
gro th ai be'en
experienced, qn S',attle
be., .rrpt-rit,c d a
,,nsi,/f l51e nun,/er ,,j
delays due to a Custons
manpower shortage.

I. Under the bilateral apreement
between the tlnited States and Japin,
UtniCle Air un will offer fights to
TAyo ar.d Hng KM and Japan Air
hnes will erlrr the Seatle-Tokyonarket.

Mr. Ford said all of the extra
ligh s will Involve wide-bodie air.
craft and that the 1l3lW will arrive
101d onl9nAt@ €d1i' two peak perWod
of ,dy. , 2.y.be Nted. l,"
limes OEr tourist. waialng t clear
1s#A at peak iutatlu

leysWd aiveung the Cwtms
marf,., imlage, m r, there
is a ned for a foudm at revisio.
of CLstoms procedures, Mr. .',d

.Thq (govrament Offid.ah trot
W - -m tax rpsng" he
sad. "Why at have the am flnes
frftelviq Import goods) send In their
chocks? Then, Cusmts could do sone
Spoaula' -

Cinser inspective mtght be ri-
quir.d bi small and mew cocnpnk, s
but larger importers Amuad be ke.
quimed to prltwe s),wimvuts that ,.i.
k, audited later. (Tm-'a l o IIt.. .LI'
o0 individkali ,em'ki In th.tr Ir.nm, ,l
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Clearing Customs: Still a Hurdle
By PAUL GRIMES
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equal chance of befng delayed two
hors or low You may span d pi.
maps 5 .105 of tht intte lI th

pseibs plse braoas a lots of ytis.
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Appendix G

ESTIMATED COST OF PROCESSING
DELAYS TO TRAVELERS

FY 1982

Average Processing
Location In Excess of 45 Minutes*

(Minutes)

New York
(JFK)

Miami

7

15

Value of Time**
(Q Per Minute)

.28

.28

* Source: GAO Report "More Can Be Done to Speed Entry of International
Travelers" August 30, 1979

* Based on value of passenger time of $16.70 per hour as set forth in
"DOT's Aviation Cost Allocation Study Benefits" October 1972 and adjusted
for inflation.

* ATA estimate

Los Angeles was also Included in the 1979 GAO study. Delays there were even
greater than those in New York and Miami. Since that time, however, Los Angeles
has implemented a one-stop inspection process which has reduced delays, which
warrants its exclusion from this Appendix.

Number of
Travelers

FY 1982**
(Millions)

6.3

3.3

Total Cost
To Travelers
($ Millions)

12.3

13.9

26.2
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Honorable Mayor and OATE January 7, 1983
Board of County Counissioners

SUDJECT Federal Inspection Process
Miami International Airport

,OMS C.R. StierheimCounty Manager

Miami International Airport has for well over 20 years suffered
with regard to the ability to process arriving international
passengers at an adequate rate. This is basically the result
of far greater growth at MIA than elsewhere and-continuation of
historical staffing patterns by the federal agencies favoring
areas such as New York. *The problem is further complicated
at Miami by a much higher percentage of alien arrivals as com-
pared to other major gateways, more difficult processing because
of points of origin and, more recently, because of narcotics
control measures.

In spite of tremendous local investment in facilities, extensive
efforts to obtain improved agency staffing levels and to obtain
improved processing procedures, the problem is now worse than
ever. On the three days following New Years day the situation
at MIA was a disaster. Delays of up to four hours were re-
corded with average clearance times during some periods exceeding
2% hours. The &at&blished goal for Miami is 45 minutes for peak
periods; i.e., worst case.

The effects of this situation are many' serious and long lasting:

1. The international arrivals facility is designed to meter
the flow of passengers from the aircraft to the federal
inspection passenger processing stations in Immigration
and Customs. As a consequence, only limited seating is
necessary and, therefore, available.

All halls'and passageways were Jamed. Access to rest
rooms was restricted. Seating for the elderly or infirm
was non-existent. People became ill. Police were re-
quired to control the crowds to prevent a riot. Safety
and health were endangered. Passengers, some completing
a lengthy and tiring trip of up to 10 hours. were forced
to stand for well over two hours. for the first time in
the history of Miami International Airport. passengers
had to be held on aircraft as there was no.space for them
in the international arrivals area.
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2. ConnecLiiig schedules art bised on allowiiig 11, houts
between flights. Many passengers missed connections
because of delays in processing. Many faced either
added costs or great inconvenience waiting for another
flight.

Airlines, already in a highly tenuous financial plight,
were forced to leave with empty seats while the passen-
ger holding the ticket stood in a line for processing
and, in many cases, pay for overnight accomnodations.

3. One of the major strengths of Miami's air traffic system
and the economies of our air carriers is the interna-
tional hubbing and connecting'raffipa rn-which -.
have been cA-ully developed during the decade of the
70's. This connecting traffic supports the routes which
provide service for terminating passengers visiting
South Florida and also the cargo lift crucial to our
community.

The current problem has been an inability to meet volume demands
with the staffing available and procedures utilized by one of
the four federal agercies involved in the federal inspection
process at KIA; namely, Immigration, a part of the U.S. Justice
Department responsible to the Attorney General. It should be
pointed out that the staffing by Immigration during the worst
portion of our recent crisis totaled 13 inspectors. This is equal
to the number of inspectors available for the same period in 1970,
thirteen years ago. Permanent staffing at the Airport by INS
is not acceptable even for the off peak traffic periods. Miami
absolutely cannot tolerate this situation.

Permanent staffing assigned to the Airport by Imigration
must be brought to or maintained at levels commensuraLe
with traffic volume and levels at other major international
ateways. This means that actual trained, available
nspectors must meet these levels, not "approved positions","inspectors on temporary assignment elsewhere", "at the
training academy", etc.

Regional/Disf-ict management must recognize the peak
traffic periods that repeat like clockwork year in and
year out at the Airport and take steps to meet them well
in advance. Personnel must be assigned temporarily part
time to the Airport from other duties. Vacations must
be scheduled taking traffic levels into account, abuses
of sick and funeral leave must be dealt with as a disci-
plinary matter. Unusual conditions must be anticipated
and contingency staffing plans and procedures developed
in advance.



184

Appendix I1
3 of .3

A pool of part time inspectors must be budgeted~hir-d
and trained. They should be qualified aviation/airportemployees so that they are available for any emergency.We have offered that the employees of the Aviation De-partment be trained for such part time requirements.We have even offered to pay the cost of the part timeemergency employees.

The alternate solution and the only one that will be cost effec-tive and provide the framework and management system to preventcontinuous recurrence of incredible inspection clearance delays,is to change the system of inspection by creating one federalinspection agency with onG management team, one budget and oneresponsible agency. The four federal inspection agencies haveshown little willingtes in the past to pursue this idea of asingle inspection agency for a major airport even though theconcept is used at smaller airports and land border crossings,and Congress has not been willing to legislate the single agencyconcept despite strong recommendations for such an inspectionsystem from the General Accounting Office, various CongressionalOversight Committees, the Office of Management and Budget, AirTransport Association, fact finding committees, and numerousbusiness leaders of national repute who have only needed toobserve the existing four separate agency federal inspectionsystem for a few hours, or be briefed that such a monster exists,to recommend the one agency concept. We understand that one ofthe inspection agencies (Customs) is now in support of the oneagency concept at airports and would strongly support a test ofsuch a system. Why not Miami and why not now? The more comrli-cated question of whether there should be a single agency forthe entire country can be dealt with separately.

Miami has the best international facilities in the world. Ithas the greatest international market potential. It, unfortun-ately, has the worst reputation among international travelers.This makes the first item meaningless and will destroy thesecond.
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INTERNATIONAL STANDARDS
AND RECOMMENDED PRACTICES

FACILITATION
ANNEX 9

TO 111 CONV"T10N ON IIMR*ATIONAL CIVIL AVIATION

EIGHTH EDITION - JULY 1980

Tlia esdim hiswrmlm s A adms udopd by t. Coed
pfior to 20 Aimb 19M md uPsmduK Is Oloba I9O, A

peo Wkl oUfAm= 9.

INTERNATIONAL CIVIL AVIATION ORGANIZATION

-1
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A Ma 9 - FaIlnS.o

3.3.5 I"camueiedPractice.- Vidashio"ednall cai
-h OtPefMa*w hornonti gaw in ai order shown:

a) numb11er q( 1450
bI Ofl qt'wM

c amfaw., shown day, month andyat in that orkr:

d) a' ofn f. shown day. moth andyear in tht ordr:

vi swathr ofentres pe,,mine

,/2 . w adon of ewh sq.

3.3.6 tmm..Sud Practice. - Nunierals 1. 2. 3, 4. 5.
6. 7. 8, 9. 0 and At Gregorkm an ksr (NOt aws befng
Wd OW nAsO &NOd be ueJd Mfwnlh the h anoweM.
land in . & S.
* 3..7 bcsumeis Pratile.- Slim h of t
Was Jsin a asal Jangtage othe than Englih. Fimnh or
Spanish ofe of Ame &Mt hLawUM shol aso bissed

Ill.- ADDITIONAL DmENTATiON

3.9 ecenmnemall Pratkice.- Convt Seam shou
w requi eh, from , q Va o Wows aw lllg by air, or
PMr opimear a. thei b. ANY WgOrwwrln& wnesax e-
aennrreoaor repieng Lhot akee presented in their M'aefl

3.10 A Contracting State which continues to require
written supplementary information from temporary vi itors
traveling by air. shall limit its requirement to tbe items and
shall fl'low the format st rorth in Appendix 3 - Emberk-
ioa/Dnsebrkation Cardt Contracting States shall accept

the Einbarkadion/Disembarkauon Card when completed by
temporary vistos and shal not require it to be completed or
checked by the operator. Lgil hand-writen script shall be
accepted oan the card. except where the form specifies block

3.10.1 N Pran*.- Coact Semar
whkA -~ Ate es e oMWhrkefltsen~rkasaW
C&Ar .isldprestdeehem ahir"imqeramArfr aleribe. so
w"NOWS -

IV.- Pu.ic HEALTH RQUrlw.rs

3.11 In cases where evidence of protection against
yellow fever is required from persons ravelln by air, Con-
tataing States stall a the Innstional Certificate of
Vaccination or Revaccination iIs form set out by ibe
World Health Organization in Aiix I of the Interm-
tional Heat Regulatons (196).

3.12 Rheuptmeba Pranka..- h&&kel ex~wsnaon of
Perss en ng byair sOM rnwl* be llfid to dad wem-
barkingdad eoniu i U at Wolkta" Perlod ofethe kie
c irat as sw i Or lnuaflaal Health RieISuat,
(1969). ft". Mar" Lqftw W" .m oft thre qeamnnn
alib dwan @pbow. cheists ad jt. fnw).

V.- CLEARANCE Paowuis

3.13 Except in special circumstances. Contractin Sites
shall not require tiat identity documents be collected from
passeners or crew before they arrivat the passprt iontru
points.

3.13.i After individual presentition by passe ngers and
crew of the identity documents, the publ. fr' iils con-
cerned shall. cacept in iqccial individual cas%. hand bak
such documents'inimedaely after examination, rather than
withholding them for purposes of obtaining additional
contol.

3.14 In giving effect to paragraph 3.2, Contracting
States shall ensure that examination by clearance control-
officals is performed as expeditiously as possible.

3.15 Each Contracting State shall nke arrangements
whereby the identity document of a temporary visitor need
be inspected by only one official at times of entry and
departure.

Noa. - Thi pra O on i innded to ensure inwccon of e'th
i*Xnno hcssnset of.a eenporaly Wssir Av only one qfhial on
behalf bath the Iml atio. and Plie aatshorlres. It is nat
intnd to dsare Heltkh and Customas ofilals from
wxMnutnl Or U t docunsena ua*enwr thas may bfaimat
heaMt anod ciasau craranre of the tenporary soior.

3.16 Contracting Sumis shallAvclpt an oral declaration
of baga from pasmeors and crew

3.17 Contracting States shall normally aicomnplish
inbound passenger ba gga ins action on a sampling or
selective bait

3.17.1 Recemmeded Pralcke.- Contra tng Simrs
should sAy the haal-ehanrnl bavege-crrane sjsre. at
lnrereAlW airports where i V ( Ps e Nt4q
hAtonIbe I nstalleelan.

Noe - Ste Appndx 5 - Dua.Chanel System as recom-
am t byU CAusms CO-netm Could.

3.13 Reeemseeald Practic.- Conttracting Seaws
sol make arraxemetis wherby. passn Wr and his ba-
ppg. anan lntmnatOnullegetn tinW or Mar &W5 wMhn
et mry of Ut do ne S ea S h, &Wul no be requed so b

c le trouk gowMnrUe l forn ies more thon m air
pair of t Ses cuwrat Ssla*. t Seaie concerd
sho uld v inq as is possible. make arrneivnn whereby thew
formrdhe* are Cffwtedat the passengers airport of d'sthmtia
On hA t, ti In ft laJ rauwancn krmlwnui ly ki1
aiahartr conerut

3.19 Contracting States shall facilitate the return of
mishandled basa to passengers or crew concerned and
shall not hold operaos liable for penalties, fines, cusoms
duties and taxes, on the basis that the baggage was
mishandled.

Nose. - The pro so ofstrWe~ ci s for urlaed and
asahaned boaage is reire Mn pararaph 6.31.2.

1511M 14
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APPENDIX $.-RECOMMENDATION Of THE
CUSTOMS CO-OPERATION COUNCIL

For a Sipe Custom Contrl, Based on she DuaI-Clamel
System, of Pasengers An v by Ak (I hme 1971)

"THE CUSTOMS COOPERATION COUNCIL,

having Regard to Recommendation No. B-3 of the
Seventh Session of the Facilitation Division of the
International OW Aviation Orgaization, as adopted by
the Council of that Organization In December 1968,
relating to the establishment at international airports of
dual-channel systems for speedy clearance of inbound
begae;

Having Regard to Recommendation No. I I adopted
by the Second Intermediate Session of the European
Civil Aviation Conference in July 1969 on the dual-
channel or red/green system;

Desiuing to contribute to the efforts to improve the
flow of pasenger traffic at international airports;

Considering that this aim can be achieved by
introducing a simplified procedure, based on the dual-
channel system, for the Customs control of passenger
and their beggage;.

Considering that mh a system en be adopted
without reducing the effectiveness of the control and
that it enables Customs authorities to deal efficety
with an increasing number of pmuenpn without a
corresponding increase in the number of Customs staff;

Considering that harmonization of the features of
this system, as between the varmus countries. Is ementa
to its smooth operation;

Recommends that Members Introduce, at their major
international airports, In don cooperation with the
airport operators and other aigncies concerned. the
dual-channel system outHned below for the clearance
inwards of passens and their baggage:

I) The system shall allow the paenrs to choe
between two types of channels:
a) one (green channel) for pasengeus having

with them no goods or only goods which can
be admitted free of import dutisa and taxes
and which are not subject to import prohi-
bitions or restrictions; and

b) the other (red channel) for other passengerL

2) Each channel sall be clearly and distinctively
marked so that the choice between them can
eaily be understood by pasengsm The basic
distinctive markis shall be:

ANNEX 9 37

a) fo the chansiel referred to under 1) a), pg.-n,
in the shape of a regular octagon, and the
words "NOTHING TO DECLARE" ("RIEN
A DECLARER"):

b) for the channel referred to under I) b), red, in
the sha-pe of a square, and the words
"GOD6 TO DECLARE" ("MARCHAN-
DISES A DECLARER").

In addition, the channels should be identified by
an inscription including the words "CUSTOMS"
("DOUANE").

3) The texts referred to in paragraph 2) shall be In
Engi and/or French and in any other language
or languages deemed useful for the airport
concerned.

4) Passengers must be sufficiently well informed to
choose between the channels. For this purpose it
is Importal:
a) that passengs be informed about the func-

tidoaf of th systm and about the d -ip-
am ad qutit of Ioods thy may have

with them when using the ren channel. This
may be doew by means of porters or panels at
the airport or by means of leaflets available to
the public at the airport or distributed
through tourist agerdes, airlines and other
Interested bodies.

b) that the route to the channels be cksaly
signposted.

5) The channels da be located beyond the baggage
delivery ara so that passengers have all their
bagage with them when choosing their channel
Moreover. the channels shall be so arranged that
the paenger flow from that area to the exits
from the airport is as direct as possible.,

6) The distance between the baggage delivery area
and the entrances to the channels shall he
sufficient to allow passenlrs to deide which
chataed to choose and to move into that channel
without causing congestion.

7) In the gre channel pasmengers shall not he
subject to any Customs formalities but the
Customs may make spot checks; in the red
c"hanaW1 passeneM shall accomplish the formali-
ties required by the Customs;

Points out that the dual-channel system s not
necessarily Incompetible with the application of other

tISllox

Appendix I
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Ame 0 - F&

controls. foe example. ¢xchanp control, unless the
relevant regulations require ul control of the pasen-
pn and their beuale;

Requests Members who accept this Recommenda-
tion to notify to the Secetay Gene"a:

a) their acceptance and the date from which they
wiD apply the Recommendation;

Appendir 3

b) the names of the airports wlre the dllhanhicl
system is appied.

The Secretary General wil transmit this information to
the Customs Administrations of Members, to the Setettuy
Gewea of the Internationa Civil Aviation Orgnization
(ICAO) and to the Direor General of the International
Air Transpot Amoctation (IATA)."

1I/tO03 38
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EXCERPTS FROM THE REPORT
OF THE AIRPORT ACCESS TASK FORCE

ON GROUNDSIDE CONGESTION

Federal Inpection Services

Federal Inspection Services (FIS) at U.S. airports are a significant cause

of groundside congestion and delay for international air passengers and shippers.

FIS congestion and delay detrimentally impact international passenger and cargo

facilitation, disrupt the ability of arriving international air passengers to make

planned domestic flight connections, significantly affect the movement of urgent

shipments-in international commerce and can affect the capacity of an airport

to accommodate international traffic.

The Airport Access Task Force recommends that:

1. The Federal Government, through the Secretary of Trans-
portation, ensure that studies funded through Federal planning
grants to states, regional agencies, and local entities address
airport ground access problems and solutions. Such studies
Include those efforts which lead to the development of state,
regional, and local land use, transportation and airport master
plans. Timely and effective review and coordination between
the various Federal agencies (FHWA, FAA, UMTA, etc.) that
provide Planning funds should be accomplished to ensure
identification of potential problems involving groundside
congestion;

2. Congress encourage and support the concept of coordinated and
cooperative or joint funding of projects to develop airport
ground access facilities by such agencies as the Federal
Aviation Administration, Federal Highway Administration, Urban
Mass Transportation Administration, state and local governments-
since many access problems are not just airport problems;

3. Congress encourage and authorize the use of Federal funds
through existing programs for projects to install ground trans-
portation information systems in airport and off-airport terminals.
Such information systems should provide up-to-date information
about available ground transportation alternatives for the air
traveler;

21-492 0-83-13
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4, Congress support and encourage the development of off-airport
terminal facilities by authorizing the use of Federal funds for
the development of such facilities. Further, that the
Federal Government support and encourage the development of
these facilities by ensuring that, during the planning and
project development of such facilities, state and local, as well
as Federal authorities, are made aware of available funding and
coordinate planning and development activities. Further, that
-airports and airlines recognize that these facilities can be a
cost-effective means of relieving congestion at the terminal,
approach roads, and parking lot of an airport. Finally, efforts
should be focused on overcoming problems associated with
remote baggage handling, ticketing, and other passenger
services;

5. Services' procedure be modernized and simplified to maximize
the efficient use of resources (e.g., dual channel "red/Lreen
door" and "one-step" procedures and automated systems such as
the National Cargo Control System) and that cross-training of
FIS employees be required;

6. Congress consider the consolidation and streamlining of the
Federal Inspection Services so as to expedite passenger and
cargo flow through ports as well as reduce operating costs;

7. Priority go to staffing that is commensurate with the activity
of the port of entry so as to minimize delay; and

8. FIS costs continue to be recognized as costs to be borne by all
taxpayers, since the Federal laws requiring inspection were
enacted to protect the nation and all of its citizens.
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THE FEDERAL INSPECTION PROCESS

Title

I Interagency Report

2 System Concept for Drug Interception
-U.S. Mexican Border

3 Heroin Being Smuggled Into New York
City Successfully

4 A Single Agency Needed to Manage
Port-of-Entry Inspectors-Particularly
at U.S. Airports

5 More Needs to be Done to Reduce the
Number of Adverse Impact of Illegal
Aliens in-the United States

6 Need for Improvements in Management
Activities of the Immigration and
Naturalization Service

7 U.S. Customs Service-A Summary Strategy
for Border Law Enforcement Operations

8 A Secure Border; An Analysis of Issues
Affecting the U.S. Department of
Justice

9 Study of Law Enforcement Along Southwest
Land Border

10 Law Enforcement on the Southwest Border
(Problems of Coordinating Between
Immigration and Naturalization Service
and Customs Service)

11 Better Controls Needed to Prevent
Foreign Students from Violating the
Conditions of Their Entry and Stay
While in the United States

12 Premium Pay for Federal Inspectors at
U.S. Ports-of-Entry

13 Administration of the Alien Labor
Certification Program Should be
Strengthened

Author

BOB

Mitre

GAO

GAO

GAO

GAO

Customs

Justice

OMB

Committee on
Government
Operations

GAO

GAO

GAO

Date

May 1968

October 1972

December 7, 1972

May 30, 1973

July 31, 1973

August 14, 1973

February 6, 1974

March 4, 1974

June 5, 1974

December 14, 1974

February 4, 1975

February 14, 1975

May 16, 1975
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Title

14 Need to Reduce Public Expenditures for
Newly Arrived Immigrants and Correct
Inequity in Current Immigration Law

15 Aliens Are Illegally Entering the U.S.
MAinland Thrmugh Puerto Rico and
the U.S. Virgi.n Islands

16 Federal Drug Enforcement Strong
Guidance Needed

17 Smugglers, Illicit Documents, and
Schemes are Undermining U.S. Controls
over Immigration

18 Illegal Alien Study, Part 1:
Entrants Study

Fraudulent "

19 Immigration-Needed to Reassess U.S.
Policy

20 Preliminary Report

21 The Immigration and Naturalization
Service

22 If Defense and Civil Agencies Work More
Closely Together, More Efficient Search/
Rescue and Coastal Law Enforcement
Could Follow

23 Illegal Entry at United States-Mexico
Border-Multiagency Enforcement Efforts
have not been Effective in Stemming
the Flow of Drugs and People

24 The Illegal Alien Assault: The U.S.
Retreats From the Border

25 Border Management and Interdiction,
An Interagency Review

26 Customs' Cargo Processing-Fewer But More
Intensive Inspections Are in Order

27 More Can be Done to Speed the Entry
of International Travelers

28 One-Step Inspection System Speeds the
Entry of International Travelers

Author

GAO

GAO
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INS
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Domestic
Council
Comm.

Justice
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Crim. Law
Review
V.14,#4

Drug Abuse
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Date

July 15, 1975

September 8, 1975

December 18, 1975

August 30, 1976

September 1976

October 19, 1976

December 1976

May 1977

May 26, 1977

September 1977

September 1977

September 1977

September 1978

1979

GAO 1982
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Mr. GORSON. The analysis reviews a Federal inspection system,
current regulatory responsibilities, previous reports, and studies on
inspection agency management, and explores possible interim relief
measures. The analysis also suggests a number of options and al-
ternatives with respect to Federal inspection agency management
at airports and as to how some of these options and alternatives
might be accomplished.

We note that fiscal year 1984 budget message contains the fol-
lowing directives:

Inspection and control activity at Customs must: Accommodate the growth of per-
sons and cargo entering this country; must open new ports of entry and expand
service at existing ports; must improve selectivity of Customs inspectional enforce-
ment programs to improve techniques; and must achieve maximum utilization of
Customs' resources with minimum disruption of international trade and travel.

We submit that the proposed reduction of 820 Customs' inspec-
tors is inconsistent with these directives. And unless a portion of
these inspectors can be restored or other reallocation of resources
can be arranged, severe congestion and delays in the processing of
international air commerce will continue to result.

The Commissioner of Customs in his written statement this
afternoon noted that he plans to allocate sufficient resources to ac-
commodate the needs of the 1984 summer Olympics at Los Angeles.
However, we would like to point out that the Louisiana World Ex-
position- will also be held in 1984 at New Orleans from May 12 to
November 11, and Customs' staffing will also be needed to process
this activity.

Of an equal if not greater urgency are reports of proposed termi-
nation of Customs' preclearance operations at U.S. Air Force bases
around the world. Preclearance of service personnel, their depend-
ents and military cargo is conducted by military Customs' inspec-
tors under the supervision of the U.S. Customs' officials at these
locations. If termination of overseas preclearance goes forward be-
ginning this summer, military air command flights will be proc-
essed on arrival in the United States. In cases where these flights
land at commercial airports, such as at St. Louis, they will compete
with international commercial flights for Customs' services which
are already inadequate. In fact, the Customs' staffing situation, Mr.
Chairman, is so critical at St. Louis that Customs plans to curtail
hours of service by refusing to clear commercial and military con-
tracts flights at St. Louis between 7 a.m. and 5 p.m. daily. With the
closing of necessary military preclearance, Customs will be faced
with a greatly increased workload with substantial decrease in the
number of available inspectors.

We ask the help of this committee in continuing Customs' pre-
clearance at U.S. Air Force bases overseas.

I would like to add finally that U.S. airlines, as good citizens,
strongly supports U.S. Customs law enforcement measures. In
order for enforcement to be effective, however, Mr. Chairman, Cus-
toms must have available sufficient resources, including adequate
numbers of inspectors at airports.

Senator DANFORTH. Thank you very much.
[The prepared statement of Mr. Gorson follows:]
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Statement of James R. Gorson
Director - Facilitation
Air Transport Association of America
Before the Subcnmmittee on International

Trade of the Finance Committee
U. S. Senate
On the FY 1984 Authorization for the U. S. Customs Service
17 March 1983

My namb is James R. Gorson. I am Director of Facilitation

of the Air Transport Association of America, which represents the

scheduled airlines of the United States.

My responsibilities include coordinating airline industry

efforts to facilitate international air travel and trade, and

I work directly with the federal inspection agencies of the U.S.

government in this regard.

We appreciate the opportunity to appear before the Sub-

committee to discuss the FY 1984 budget proposals for the U. S.

Customer Service because seventeen of our member airlines provide

regularly scheduled air service between the United States and more

than 70 countries.

Air tratLsportation is the principal mode of transporta-

tion to and from the United States for international travelers.

Air transportation also represents an extensive, increasingly

important and growing international air freight and worldwide

mail distribution system. Customs requirements impact upon

this international air commerce, for inspections are mandatory

at U.S. airports of entry and preclearance airports. The airlines

are therefore interested in budget considerations covering Customs

staffing and procedures at gateway airports.
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Modernization and simplification of federal inspection

procedures have gone forward during the past year. We commend

the Customs Service for implementing the red/green dual channel

expedited passenger processing system at the Chicago and

Houston airports and we welcome plans to extend this modern

system to other airport locations, including several of the

passenger terminal facilities at John F. Kennedy International

Airport in New York. We are also pleased that the Accelerated

Specialized Inspection System Test (ASIST) has been successful

and is continuing at Los Angeles. However, we are dismayed

that the Customs Service, for whatever reasons, unilaterally

withdrew from the ASIST program in Miami last November. Even

though a modified red/green dual channel system has now been

introduced at Miami International Airport, it must be

recognized that continual inspection agency facility changes

are disruptive to passenger processing, and are costly.

The dual channel and ASIST systems have been important

first steps toward the development of a more selective,

expeditious passenger inspection system which now should be

expanded nation-wide. Efficiencies in Customs cargo processing

must also continue, and we are pleased to note recent

intensified Customs/airline efforts to facilitate air freight

imports and exports. A joint Customs/airline cargo
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facilitation working group has been established to simplify

and modernize Customs cargo processing, and initial results

are promising.

However, the numbers of Customs inspectors at U. S.

gateway and preclearance airports have not kept pace over the

past several years with the growth in international air

commerce because of budget actions. The fiscal year 1984

Customs budget proposals, for example, include further

expenditure reductions which, we understand, will reduce

airport inspector levels by roughly ten percent. Inspector

staffin% levels today, for the most part, are inadequate to

meet currtn!. airport inspection loads. Despite improvements

in passenger processing, this situation will deteriorate

significantly in the coming peak international travel season.

Steps to resolve it are needed now: either adequate number

of Custrms inspectors must be authorized, or a high priority

program to reduce inspector workload through continued

modernization and simplification of current practices and

procedures must be initiated, or both. For the longer term,

consolidation of the several inspection agencies or their

functions or, at a minimum, a greater interagency coordination,

must be obtained.

At a joint government/airline facilitation conference

last November, ATA was requested to develop an analysis on how

further efficiencies could be realized. The ATA analysis is

being finalized, and we will be glad to supply a copy for the
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record, when it is completed. The analysis reviews the federal

inspection system, current regulatory responsibilities,

previous reports and studies on inspection agency management,

and explores possible interim relief measures. The ATA

analysis also suggests a number of options and alternatives

with respect to federal inspection management at airports,

and notes how some of these options and alternatives might

be accomplished.

The peaking of international flight arrivals has received

considerable attention by this committee and the Congress.

While individual airlines acting individually can make some

adjustments in their international flight arrivals, we believe

the best long-term solution is to facilitate the clearance

procedures of Customs and the other U. S. inspectional

agencies. The peaking of modern airline arrivals is expanded

upon in the attachment to our statement, which points out that

of all of the aspects of modern airline operation, none is

more complex than scheduling.

We were pleased to note that the fiscal year 1984 budget

message contains the following directives:

In enforcing the provisions of the Tariff Act of
1930, as amended, the inspection and control activity
must: (1) accomodate the growth of persons and cargo
entering this country; (2) open new ports of entry
and expand service at existing ports to meet the
needs of the traveling and importing public; (3)
improve selectivity of Customs inspectioaial enforce-
ment programs through improved techniques and
equipment; and (4) achieve maximum utilization of
Customs resources with minimim disruption of inter-
national trade and travel.
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The proposed $21 million cut in allocation for Customs

inspectors is inconsistent with these directives, and unless a

portion of the recommended cut can be restored, or other

reallocation of resources can be arranged, severe congestion

and delays in the processing of international air commerce will

continue to result.

In fiscal year 1982, Customs collected $9.9 billion, an

increase of 8.5% over fiscal year 1981. This represents a

return of almost $19 for every appropriated dollar spent in

carrying out Customs requirements and responsibilities. In

view of this remarkable revenue generating record, we find it

difficult to reconcile proposals to reduce Customs manpower by

some 820 inspectors, which, in turn, will impact adversely on

Customs revenue collections.

In conclusion, we urge the subcommittee to assure

authorization for adequate Customs inspector personnel at our

gateway airports, to require Customs to establish initiatives

to further simplify or combine the inspection process and

otherwise provide facilitation leadership in international

commerce -- leadership which this country enjoyed in the past

for many years.

* * * *
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THE

PEAKING
OF

INTERNATIONAL
FLIGHT ARRIVALS

The Best
Long-Term Solution

"Ohe convenience of air passengers and shippers is
the most important factor in developing airline
schedules. Clo the extent that this results in a
peaking of arrivals and departures of international
flishtks, the best long-term solution is to facilitate
the clearance procedures of Customs and other
U.S. inspectional agencies."
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Many of the nation's airports-cities in
themselves, pumping millions and sometimes
billions of dollars into local economies-tend to
be busier at some hours than at others. This
"peaking" of flight arrivals and departures, as it
Is called, causes simulaneous peaking at
various centers of airport activity-in baggage
claim areas, in demand for surface
transportation and, with international flights, in
the volume of passengers being processed by
Customs and other U.S. inspectional agencies.

Over the years, this has raised a question.
Why don't the airlines respond to peaking with
the seemingly simple approach of merely
changing the schedules?

Like so many seemingly simple solutions,
changing an airline schedule Is not as simple as
it seems.

What follows is a brief explanation of the
many factors going into development of airline
schedules, convenient for passengers and
shippers and economically sound for airlines.
Then, a few suggestions are presented to
overcome peaking by making the processing of
arriving international passengers more
productive.

Making Aidine Schedule
Of all of the aspects of modern airline

operation, none is more complex than
scheduling. All of the airline's productive
resources are involved, including aircraft, crews.
ground personnel and station facilities.
Successful scheduling requires that they all be
combined effectively.

The resources are expensive and getting more
so. Aircraft offer a striking case in point. The
airlines invested $17 billion in new aircraft in the
1970's, and the current fleet represents an
investment of $25 billion. Effective scheduling
must put these aircraft to productive use- -not
only because of the enormous cost involved, but
also because airline seats cannot be stockpiled.
The airline product must be consumed at flight
time. If it is not, the revenue is lost forever.

Many Disciplines Involved
Developing a productive airline schedule

brings together many disciplines-from
marketing to maintenance-and this cannot be

done within the Isolation of a single route
segment. Each schedule change must take Into
account:
" Flight connections
" Crew scheduling
" Aircraft utilization
" Productive use of ground personnel and

station facilities
" Aircraft maintenance
" Poeltioning of aircraft to originate o#r flights
* Curfews and other restraints on using alrpors

at night
" Availability of Customs and Immigration

inspectors

The Intelrelationshlpe
Flight connections, for example, require that

schedules be tightly Interwoven. Nearly every
flight relates to hundreds of other flights, many
of them connecting. The flight departure time
from city A determines when the aircraft will be
available at city B for assignment to anover
flight to city C. If the flight Is not available at city
B In time to make connections, the flight 011 not
be econom!caly productive.
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Aircraft schedules form the basis for crew
schedules. Crew schedules, In turn, must
conform with strict requirements on rest and
layover times prescribed by the Federal Aviation
Administration for U.S. carriers and by
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governments of other nations for their own
carriers.

Good aircraft utilization Is important in
controlling hourly operating costs. If aircraft
utilization goes down-from 10 hours a day to
eight hours, for example-the per hour cost of a
wide range of items, from depreciation to
insurance and administration, all rise
significantly.

Curfews have an impact far beyond the airport
imposing them. The curfew at London affects the
time a plane arrives at Boston. The curfew at
Tokyo affects the time a flight arrives at
Honolulu.

Lmited resources often preclude the
availability of Customs and Immigration
inspectors to clear arriving international flights.

Effect ol Curiews on Schedules
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International Obligations
In international air transportation, the U.S.

Government has certain obligations arising from
bilateral agreements entered into with
governments of other nations. The provisions of
such agreements may not set forth specifically
the right of absolute scheduling freedom. But it
is implicit that airlines of each of the nations that
are parties to the agreements are free to
conduct operations in a way that will best serve
passengers and shippers, while making the most
productive and economic use of available
equipment

In short, there are many factors that must be
weighed before a schedule change is made, As
important as all of them are, there is another of
overriding importance-customer convenience
Customer Convenience

If an airline is to succeed financially,
scheduling must conform to customer
convenience. tn the final analysis, the needs of
the customer, that is. the market, must
determine hours and frequency of airline
schedules.

Schedule planners try to determine these
customer desires. Then the challenge is to
match them as closely as possible with workable
schedules for operating the company's aircraft
systerrwide. The aim of the scheduling process
is to fly a schedule that will satisfy the needs of
enough customers to earn the revenue to pay for
the schedule.

This is true of virtually all scheduling. But in
the case of transcontinental flights and many
international flights, the process is further
complicated by the additonal factor of time zone
changes.

Time Zone DIference
Between Vaidous Cites and Honolulu
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The Time Zone Factor
Five hours are lost on a flight from New York

to London because of time zone changes.
Hence, many periods during the day are not
practical for transatlantic departures from the
U.S. East Coast because they would result in
inconvenient arrival times in Europe.
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Sending the flight off from New York at 2
o'clock in the afternoon , for example, would
mean an arrival time of about 1:40 the next
morning in London-hardly an hour at which the
traveler wants to cope with passport control,
custom, currency exchange, transportation into
the city and hotel check-in.

Consequently, most transatlantic flights from
the U.S. East Coast lo Europe leave In the
evening, between 7 p.m. and 11 p.m., for arrival
In European cities at times coinciding with the
opening of business the next morning.
Westbound transatlantic flights, taking advantage
of the time zone factor, leave European cities at
mid-morning or slightly later for arrival In the U.S.-
from mid-to-late afternoon.

Airlines do not peak international service
deliberately. When peaking does occur, it is
usually due to geography, time zones and other
factors beyond the airlines' control.

Time Zones Are a Factor In SchedulIng
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The air transport industry, spending many
millions of dollars each year to promote
international air travel, has every reason to avoid
delays in the clearance of passengers retuming
to the United States. But there is a better, mor,
permanent way of avoiding clearance delays
than through responding with schedule changes
that cause disruption elsewhere in the air
transport system.
Facilitating Customs Clearance

The better way is to make the clearance
pocess more productive, hence quIcker for
most returning passengers. Here are some ways
In which this can be done:

* Through the more adequate staffing of
Customs and the other inspectional agencies at
U.S. gateways.

Through the expansion of preclearance,
whereby the traveler goes through U.S.
inspectional procedures at a, airport abroad
before boarding his flight to the United States.
Preclearance has worked well for U.S. bound
passengers at cities in Canada, in Bermuda and
in the Bahamas. It should be expanded to such
places as Shannon, Frankfurt, Mexico City and
Tokyo, and to other cities from which large
numbers of international travelers board flights to
the U.S.

@ The more widespread use of the
accelerated specialized inspection system
through which an officer of Customs is also
trained to perform the inspeclional duties of an
immigration officer, and vice versa.

* Adoption of the red/green dual channel
system used i; many other countries, and
through other random selection and Customs
sampling techniques.
To Recap

The convenience of air passengers and
shippers is the most important factor in
developing airline schedules. To the extent that
this results in a peaking of arrivals and
departures of international flights, the best long-
term solution Is to facilitate the clearance
procedures of Customs and the other U,S
inspectional agencies.
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Senator DANFORTH. Senator Heinz.
Senator HEINZ. No questions, Mr. Chairman.
Senator IANFORTH. Thank you very much, gentlemen. I think we

share your concern.
Let me ask you this. On that red and green system, is there any

idea of what portion of people are attempting to get through with
something when they do that? Is that system a pretty accurate de-
terminant of who is coming through into-the country with what?

Mr. GORSON. I would like to comment briefly on that because the
Commissioner this morning in his testimony was pointing out that
the system had been implemented in Houston. And he noted that
the number of passengers inspected per hour went up to 1,000 from
600 with a corresponding increase in interceptions. And I think
that's the proof of the pudding, sir.

Senator DANFORTH. You think it works?
Mr. GORSON. It works very well. I would like to see it extended to

other locations.
Senator DANFORTH. Would you like to comment?
Mr. Supuzio. Yes, if you don't mind, Mr. Chairman. What you

need to do is to make sure'that you have an adequate sampling of
the passengers who pass through the prime area and then the sec-
ondary screening areas. Now what we experienced in the Los Ange-
les and Miami test was that about 20 percent of the passengers
were referred from primary to secondary for processing. And that
is probably your basic technique to segregate those who are honest
from those who are dishonest. There is no way you can tell who the
vast majority of honest travelers are. And all you can do is main-
tain a deterrent by sampling.

Senator DANFORTH. You can't tell from shifty eyes?
Mr. SupLzio. We have certain profiles that do work. But we

would be hard pressed to justify that as a basis for reducing sam-
pling to say 5 percent.

Senator DANFORTH. How do I get in without being checked?
Mr. SAMUEL. Identify yourself as a U.S. Senator. [Laughter.]
Mr. SupLzio. And as chairman of the Trade Subcommittee.
Senator DANFORTH. Gentlemen, thank you very much. We have a

vote on the floor of the Senate right now. We will be back in about
15 minutes.

[Whereupon, at 3:25 p.m., the hearing was recessed.]

AFTER RECESS

Senator DANFORTH. Ms. Kaiser.
Ms. KAISER. Yes, sir.
Senator DANFORTH. Would you like to proceed?
Ms. KAISER. Yes, sir.

STATEMENT OF JOYCE KAISER, DEPUTY ASSISTANT SECRETARY,
EMPLOYMENT AND TRAINING ADMINISTRATION, DEPARTMENT
OF LABOR
Ms. KAISER. Before I proceed, I would like to introduce Mr.

Marvin Fuchs who is the administrator of the Office of Trade Ad-
justment Assistance; and Mr. Robert Schaerfl who is the director of

21-492 O--83-14
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the Office of Program Management and our unemployment insur-
ance operation.

Senator DANFORTH. Is this a panel?
Ms. KAISER. We were confused.
Senator DANFORTH. And then Mr. Koplan. Would you two like to

be on a panel here and then we can hear from you after this?
Mr. KOPLAN. Fine.
Senator DANFORTH. Great.
Go ahead.
Ms. KAISER. I've submitted my formal statement. I would like to

highlight some of the items in that statement, and I promise that it
will, in fact, be brief. -

In 1982 we operated on a continuing resolution passed in Decem-
ber 1981, which gave us a $25 million budget for trade training. We
also impler rented the trade amendments which were passed under
the Omnibus Reconciliation Act of 1981. During that same period
5,844 trade-impacted workers entered training. We, through the
State agencies, expended $18.4 million for training. And $1 million
in job search and relocation. More detailed figures are available in
our report that was submitted to Congress on February 14 of this
year.

The first quarter of 1983 we have 1,000 people in training. We
have a budget for 1983 of $25 million, plus a $5.5 million carryover
unobligated by the States last year. The backlog issue, I am sure, is
of interest to you. At the end of fiscal year 1981, we had 1,380 cases
backlogged. We reduced that to 632 by the end of fiscal year 1982.
Unfortunately, we are currently seeing a rise in that backlog. We
have made some efforts to address that situation by adding staff on
a temporary basis to the Office of Trade Adjustment Assistance.

In regards to investigations, in 1982 we completed 1,560 investi-
gations. Of that number, 242 petitions were certified; 1,258 denied;
86.2 percent denial rate.

For the first 5 months of 1983, our denial rate has decreased. We
are now running at a 40-percent certified; 60 denied.

Of interest also to this committee, I believe the 1984 proposals to
address the training situation of the trade impacted workers will
be of interest. In addition, the JTP legislation that was passed at
the end of 1982. The Job Training Parternship Act has a provision
in it which will allow for the training of dislocated workers. We
have asked in our 1984 budget for $240 million to address this
need. Currently, we have $25 million to begin work in this critical
area. This program is operated through the State agencies. Seven-
ty-five percent of the available funds are put out to the Governors
by formula; 25 percent is a discretionary pot that is administered
by the Secretary of Labor. "

People who have exhausted their UI benefits, people who are in-
volved in plant close downs and long-term unemployed are eligible
for this program. We anticipate that the $240 million request will
serve 96,000 to 110,000 workers.

We have a 1984 proposal that will allow States to use their UI
trust funds for training. In addition, we are also proposing an ex-
tension of the FSC program with the added voucher piece to that
program. The voucher allows for people who are eligible under the

eral supplemental compensation program to use half of their
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weekly benefit amount as an enducement to employers to hire. It
will be a tax credit that employers can use.

With these proposals and the dislocated worker program that is
currently in law, we feel that it is unnecessary to continue with
the trade adjustment assistance program as this population will, in
fact, be served.

Thank you.
[The prepared statement of Ms. Kaiser follows:]
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TESTIMONY OF
JOYCE KAISER

ASSOCIATE ASSISTANT SECRETARY FOR
EMPLOYMENT AND TRAINING

BEFORE THE
COMMITTEE ON FINANCE
UNITED STATES SENATE

March 17, 1983

Mr. Chairman and Members of the Committee.

I am glad to have this opportunity to appear before you

today to discuss the operation of the Trade Adjustment Assistance

program for unemployed workers and this Administrations new

proposals with respect to dislocated workers in general.

Mr. Chairman, you have asked that the Department report

on activities relating directly to the Trade Act. In addition

to reporting on these activities, I shall also discuss fiscal

1984 proposals which relate, among others, to trade dislocated

workers.

Administering the Trade Act

We have taken positive action to strengthen training

opportunities under the Trade Act:

The Third Continuing Resolution, enacted December

15, 1981, authorized expenditures of up to $25 million

for Trade adjustment training and job search and

relocation allowances. Secretary Donovan authorized
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allocation of the entire amount of $25 million--

distributed among 46 States. The release of these

funds was aimed at providing assistance to a minimum

of 7500 eligible workers, most of whom were in the

automobile and steel industries located in the midwest.

We have implemented the following amendments to the Trade

Program which were adopted in the Omnibus Budget Reconciliation

Act of 1981:

* TRA benefits became payable only after regular (and

if appropriate, extended) UI benefits were exhausted.

Cash benefits were limited to an overall duration

of 52 weeks, except where an individual was enrolled

in a training program.

Trade Readjustment Allowances (TRA) benefit amounts

were changed from a system with benefit amounts

set specifically for TRA claimants to the use of

the weekly benefit amount payable in each State

to a worker for like coverage under the State unemploy-

ment insurance law. The Administration believes

that the measure of benefit eligibility should be

one relating to the labor market attachment of a

claimant, and that this should apply similarly to
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all qualified laid off workers, regardless of the

circumstances leading to a layoff.

Workers in approved training continued to be eligible

for up to 26 weeks of additional benefits if needed

to complete a training course. Greater emphasis

was placed on training unemployed workers in technical

skills needed by expanding industries.

The level of cash allowances for costs of job search

and relocation was increased.

The termination date of Trade Adjustment Assistance

was extended for an additional year, from September

30, 1982 to September 30, 1983.

During all of fiscal .1982, 5,844 workers entered

training and some $18.4 million was obligated.

Somewhat more than a million dollars was obligated

for job search and relocation activities. More

detailed data an fiscal 1982 activities is available

in a summary report sent to the Congress by the

Secretary on February 14, 1983.
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More than 1,000 workers entered training during

the first quarter of fiscal 1983 and there were

approximately 4,599 workers in training at the end

of December 1982, the last date for which comprehen-

sive information in currently available.

We believe the Department's funding needs 'or training

for the remainder of fiscal 1983 are adequately

addressed by the appropriation of an additional

$25 million by the Congress for training, job search

and relocation allowances and the carry-over of

approximately $5.5 million from fiscal 1982.

The Department of Labor has made successful progress

in fiscal 1982 and fiscal 1983 to reduce the backlog of worker

petitions with priority given to older cases. Assisted in

part by a reduction in the number of new petitions filed,

the backlog of 1,380 worker petitions for adjustment assistance

at the close of FY 1981 was reduced to 632 at the end of fiscal

1982. This has begun to rise again with the filing of 152

petitions in December 1982 by workers in the auto industry

and an additional 134 in the same industry in Janaury 1983,

The Department is adding additional staff to deal with this

most recent rise in caseload to keep the backlog from attaining

unacceptably high levels.
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In FY 1982, 1560 investigations of worker petitions were

conducted by the Department. Of these:

• 242 were certified as qualifying for assistance,

in whole or in part, and 1,258 were denied as not

meeting the statutory criteria.

. 60 petitions were terminated.

18,946 workers were certified as eligible to apply

for worker adjustment assistance; 136,485 workers

were covered in petitions that were denied.

The larger proportion of denials, 86.2 percent, reflects

a significant number of cases, particularly for components

of a product, which did not meet the statutory definition

of trade impact, as well as a large number of cases where

import impact was not found to be the cause of worker separa-

tions which instead were found to be due largely to recessionary

economic conditions.

During the first 5 months of fiscal 1983, ending February

28, 1983, of the 382 determinations issued, 151 or 40 percent

were certified and 231 or 60 percent were denied.

Fiscal 1984 Proposals



211

-6-

We believe that the recent enactment of the Job Training

Partnership Act, and other administration proposals for broaden-

ing training opportunities under State unemployment compensation

laws, eliminate the need for any extension of the Trade Adjust-

ment Assistance program beyond the present September 30, 1983,

termination date. These proposals apply not only to the rela-

tively small number of dislocated workers now being approved

for trade adjustment assistance, but also for a large proportion

of the workers covered by petitions that are being denied

because they do not meet the specifications established by

the Trade Act. These programs include the following:

Addressing Structural Unemployment

Job Training Partnership Act/Dislocated Worker Program.

The administration is requesting $240 million for

FY 1984 for State-operated programs to deal with

the employment and training problems of dislocated

- workers through training, job search', relocation

and appropriate supportive services. The Act requires

_ non-federal matching as a State effort to ensure

active State interest in the program. These amounts

will be variable and will be increased for States

with rates of unemployment that are higher than

the nation, l ave':age. Under the Act 75 percent
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of the Federal funds will be allo-ated to the State

on a formula basis. The remainder will be allocated

by the Secretary on a discretionary basis so that

special consideration can be given to the needs

of States with critical unemployment problems and

large pockets of worker dislocation. Each State

will develop its method of identification of groups

of dislocated workers who:

1) have been or will be terminated or laid-off from

employment, are eligible for or have exhausted unem-

ployment compensation, and are unlikely to return

to their industry or occupation

2) have been or will be terminated as a result of any

permanent closure of a plant or facility;

3) are long-term unemployed with little chance of employ-

ment in the same or a similar occupation in the

area, including persons with barriers to employment

by reason of age.

In fiscal 1984 the program is expected to serve as many

as 96,000 unemployed workers. This program is now getting
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underway in fiscal 1983 with an appropriation of $25 million.

Governors have been notified of grants being offered to their

individual States. Information on additional discretionary

funding has also been provided to the Governors.

Use of State Unemployment Funds for Training Costs and Relocation

Assistance

Under present Federal law, a State may use UI trust funds

only for payment of cash benefits to unemployed workers.

We want to give States who choose to do so greater flexibility

in dealing with unemployment problems. More active and positive

use of State trust funds would be provided by permitting States--

at their option--to use these funds, within reasonable limits,

to pay for the costs of training unemployed workers. Over

time, such use of these funds will be cost-beneficial by improving

the employability of those unemployed workers by sharpening

their existing skills and learning new skills for which there

is present demand. This will not only help unemployed workers

get new jobs but will reduce their risk of future unemployment.

This proposal provides a means whereby States can encourage

individuals who have been permanently separated from their

jobs to retrain or relocate themselves. States could tailor

their assistance to the specific needs af long-term structurally

unemployed.
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This would be a permanent change in Federal law and could

be particularly helpful in providing assistance for permanently

displaced workers, such as those impacted by imports.

Ste s to Address Cyclical Unemployment

Federal Supplemental Compensation Act/Job Voucher

Alternative.

We propose that the FSC program, now scheduled to

be terminated as of March 31, 1983 be extended to

the end of fiscal 1983, September 30, 1983, and

that an alternative approach, permitting an unemployed

worker to elect the use of a job credit voucher

usable by a new employer, be added. The new voucher

system would be effective until March 31, 1984.

Both plans under FSC are directed at the long-term

unemployed.

The principal details of PSC, with respect to weekly

benefit amount and a duration of benefits based

upon the level of unemployment in each individual

State, would be generally similar to present law.

Benefits will be available to individuals who have

had firm labor force attachment and have exhausted

all regular benefits.
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Job Vouchers to Stimulate Reemployment.

Cash benefits offer needed support to the unemployed.

But reemployment as quickly as possible is what

the unemployed really seek and should have. As

an alternative to FSC cash benefits, the Administration

proposes that workers who are entitled to FSC benefits

may use a tax credit voucher that will provide a

direct dollar incentive to an employer who hires

these long-term unemployed workers.

Under this plan, FSC recipients could choose to

use their FSC entitlements in the form of weekly

vouchers to enhance their opportunities for employment.

Each voucher would entitle employers hiring such

individuals to a credit against their State or Federal

unemployment tax or Federal income tax liabilities.

The program would be targeted to experienced workers

with very serious employment problems; would offer

a productive alternative to cash benefits by putting

workers into jobs; and can be implemented quickly

once legislation is enacted.
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Mr. Chairman, the proposals in the President's budget

request which I have cited, and the major funding provided

for the new program for dislocated workers in the Job Training

Partnership Act all address themselves to worker groups who

include the present recipients of Trade Adjustment Assistance.

Together with the basic unemployment compensation program,

they provide comprehensive assistance to workers who have

or will have suffered job loss because of the impact of imports

on the plant or industry in which they worked--but as part

of the mainstream of the national and international economics.

They avoid any need for continuing the present costly and

extremely time consuming certification process, and treat

all workers who are in similar circumstances in the same way.

Mr. Chairman, this completes my formal statement. My

associates and I will be pleased to respond to your questions.
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STATEMENT OF STEVE KOPLAN, LEGISLATIVE
REPRESENTATIVE, AFL-CIO

Senator DANFQRTH. Mr. Koplan, do you agree?
Mr. KOPLAN. No; I thought I might testify about that, Mr. Chair-

man, and elaborate somewhat. I will not read the full text of my
statement. I will summarize it and ask that the full text appear, in
the record.

[The prepared statement of Mr. Koplan follows:]
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STATEMENT OF
STEPHEN KOPLAN, LEGISLATIVE REPRESENTATIVE, DEPARTMENT OF LEGISLATION
AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS

BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE, SENATE FINANCE COMMITTEE ON
OVERSIGHT OF TRADE AD3USTMENT ASSISTANCE PROGRAMS, AND

AUTHORIZATION OF APPROPRIATIONS FOR THE U.S. TRADE REPRESENTATIVE,
THE INTERNATIONAL TRADE COMMISSION, & THE U.S. CUSTOMS SERVICE

March 17, 1983

The AFL-CIO appreciates this opportunity to oppose the Administration's

budget proposals for FY '84 that include a swift end to any possibility of a Trade

Adjustment Assistance program. After two years of relentless attacks which

have emaciated this program, the Administration now seeks to convince the

Congress that the program should terminate this year when American workers

are suffering massive injury and job losses from imports.

Trade Adjustment Assistance is needed now more than ever. The tragic

fact is that U.S. trade policy has resulted in soaring numbers of unemployed

American workers since the passage of the Trade Act of 1962. Under the 1962

Trade Act, between 1969 and 1975, 69,000 people were certified to receive

adjustment assistance. In FY '76 there was a total of 47,000 recipients of trade

readjustment allowances. Contrast that figure with Administration estimates

for FY '81 -- a total of 750,000 recipients. The main industries affected during

this period were auto, apparel, steel, footwear, electronics, fabricated metal

products, and textiles. Even this does not begin to tell the full story since the

figures do not include those workers who lost their jobs with independent

suppliers of parts and services. Many thousands of these suffering unemployed

workers have no hope of ever returning to the jobs they once held. The

commitments made to these workers in the Trade Acts of 1962, 1974 and 1979

must be honored. Continued unemployment and recession make it clear that

decisive and positive action by this Congress must be taken immediately to

prevent tfiis Administration from breaking the long standing commitments made

to workers who lose their jobs because of imports.
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On February 8, 1983, AFL-CIO President Lane Kirkland told the House

Committee on the Budget that the Trade Adjustment Assistance Program "must

be continued and strengthened to protect and assist workers who have lost their

jobs because of government trade policies."

Most recently, on February 21, 1983, at the AFL-CIO Executive Council

meeting in Bal Harbour, Florida, a statement was adopted that reaffirmed

convention support for the program and included a call for "restoration of a

strong Trade Adjustment Assistance program."

It is sad that we must come to the Congress to plead that this body carry

out its promise to provide a measure of financial, relocation and job training

assistance under the original legislation. Particularly sad is the fact that the

harm that we argued would come from this government's trade policies has come

to pass. And now, that small measure of aid that the legislation would provide to

its victims is to be strangled. We want it understood that we do not view trade

adjustment assistance as a substitute for a fair trade policy. But at least the

promises should be honored.

We commend, however, the efforts of those members of the House of

Representatives who have introduced H.R. 925 to provide some meaningful

training for workers who have lost their jobs, their wages, their medical benefits,

their seniority, their homes -- in short, whatever security had been achieved in

their work life.

We believe that the proposals incorporated in that bill are modest steps to

partially redress some of the injustices inflicted on this program in the last

Congress. We urge the subcommittee to reestablish a meaningful Trade

Adjustment Assistance program. Therefore, we recommend initially that the

subcommittee swiftly adopt the following changes as provided in H.R. 925.

21-492 0-83-15
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First, workers should be entitled to training assistance which the Trade Act

of 1974 promises. The bill changes the current provisions of the Trade Act of

1974 to state that the Secretary "shall approve" training instead of "may

approve" such training.

In 1981, the Administration, regrettably with the help of the Congress,

performed radical surgery on the cash benefit side of Trade Adjustment

Assistance, based on the argument that any future program must emphasize

training, job search and relocation. In 1982, it virtually eliminated cash benefits.

While the AFL-CIO supports the restoration of the cash benefit program, we

certainly support the proposals to improve training, job search and provide

relocation allowances that are included in H.R. 92.5.

It has made no sense to require that unemployed workers prove that they

have been injured, gain access to the program and then, after all the qualifica-

tions have been met, find there are either insufficent or no training funds

available to carry out that side of the program.

Second, the bill raises the amount of money available for workers for job

search and relocation allowances from the current law's inadequate amount of

$600 to a new amount of $800. The AFL-CIO supports this provision.

We also recommend adoption of the provision in the bill that calls for a

minimal supplemental assistance benefit of $1, for each day that a worker

participates in training but is not eligible for trade readjustment allowances

during any or all of the training period.

Third, in 1981, funding for the Trade Adjustment Assistance program was

changed to provide that it must go through the regular authorization and

appropriation processes. H.R. 925 generally restores the trust fund concept

originally contained in the Trade Act of 1974, thus calling for Trade Adjustment
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Assistance funding from the collection of customs duties on imports. Customs

duties are estimated will be about $8.8 billion for FY '83 and $9.1 billion for FY

'84. Thus, the money for training, job search and relocation allowances will not

require struggling through the regular authorization and appropriation processes.

Fourth, the "suitable work" standard for workers who have lost their jobs

because of imports should be changed, so that they will not be forced to take

jobs at the minimum wage or lose their right to Trade Adjustment Assistance

benefits or training at the end of the first 26 weeks of unemployment

compensation. That is the current state of the law.

Thus, a Trade Adjustment Assistance program no longer guarantees a 52-

week program.

The Federal-State Extended Unemployment Compensation Act of 1970

under the bill would again be amended by adding a new clause -- a new improved

definition of "suitable work" for Trade Adjustment Assistance purposes. The new

test would be "work of a substantially equal or higher skill level than the

worker's past adversely affected employment" and "wages for such work at not

less than 80 percent of the individual's average weekly wage for his most recent

base period."

This proposal should at least help to create adjustment assistance for

workers, rather than to create a new group of working poor whose jobs were lost

because of the federal government's trade policy.

These changes are long overdue.

In addition, the AFL-CIO urges the subcommittee to give serious consider-

ation to extending the coverage of the Trade Adjustment Assistance program to

workers who work for independent suppliers of parts and services.



This has long been a goal of those who are interested in having an

effective, nondiscriminatory adjustment assistance program. This concept was

passed by the House of Representatives in the 96th Congress, and has become an

ever more important need as the inequities of the current law are becoming

more evident.

The basic inequity under the law is that those who are now unemployed

because imports have cost them their jobs are generally not covered by Trade

Adjustment Assistance unless they are employed by a firm which makes an

import-impacted end product. Thus, the worker who is displaced by imported

television sets can be eligible if his firm makes television parts and television

sets. But if the firm for which he works only makes parts for television sets, the

worker is not cove,-ed. Also affected would be an auto worker employed by an

auto parts supplier. Even worse, a cafeteria worker employed by an independent

food services firm in an auto plant cannot get certified under current law, even

though every other worker in the plant is covered. And workers who drive the

trucks to deliver cars are ineligible unless they work for the firm which is the

producer of the cars.

Thus, coverage has depended not on what the worker does, but on who owns

the plant. Parts and service workers should be covered under the same standards

that are used for workers who are employed to make the final product.

This is a minimal change that is long overdue and which is essential to

remove some of the most glaring inequities in the Trade Adjustment Assistance

program. The AFL-CIO has long urged the extension of benefits to such workers.

In sum, all parts and service workers should be eligible for Trade Adjustment

Assistance coverage.
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We also urge that the law be amended to address the abuse in the current

requirements that the worker who is certified as eligible to apply for adjustment

assistance must also have had 26 weeks of employment in the last year prior to

the lay-off because of import injury in order to qualify for adjustment assist-

ance.

This requirement was originally put into the law so that there would not be

an abuse of the trade adjustment program by qualifying for 52 weeks )f benefits,

workers who had only worked a few weeks.

Instead, the requirement of 26 weeks' employment has been used to deny

benefits to workers who had worked for many years, but were injured on the job

or on sick-leave or unjustifiably laid off during the last year of service.

For example, an employee with 20 years' service who was injured on the job

and out of work for much of the last year before the plant was shut down, now

receives no Trade Adjustment Assistance benefit because of the 26-week

requirement.

We recommend an exemption from the calculation of the 26-week work

eligibility requirement those weeks a worker has been a workers' compensation.

We also urge this exemption from the 26-week work requirements for a worker •

who has been unjustifiably laid off, but for which the worker is later

compensated. We also recommend immediate restoration of the national

standard of 70 percent of lost pay for measuring Trade Adjustment Assistance

cash benefit levels.

We assure you that we are prepared to fight for a meaningful program

down to the wire. It is inhuman, for example, that a worker should wait for up to

14 months to be certified as eligible. On numerous occasions in the last
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Congress, the AFL-CIO has made the case for a meaningful Trade Adjustment

Assistance program. However, the current budget simply ignores the

commitments made in the Trade Acts of 1974 and 1979. This subcommittee has

the opportunity to take the first steps to restore and improve the Trade

Adjustment Assistance program. Together, we can make this program work.

Mr. Chairman, we believe the subcommittee should adopt the provisions of

H.R. 925 as a positive measure to assist workers who have lost their jobs through

no fault of their own, but rather, because of U.S. trade policy. In addition, we

call for the adoption of our recommendations for additional improvements as

amendments to the bill.

The AFL-CIO also appreciates the opportunity to comment on the Adminis-

tration's FY '84 budget requests for the U.S. Customs Service, and other trade

requests. The U.S. Customs Service is the primary place where data is reported

on imports. This information is often the basis for other agencies' statistical

efforts. However, the budget requests for the U.S. Customs Service for FY '84

show no recognition of the need for more personnel or better information to

enforce laws concerning the enormous volume of international trade. The AFL-

CIO continues to seek adequate information on imports, but the President's

proposal does not. Instead, the FY '84 budget request actually reduced the

number of full-time positions from 13,570 to 11,795. The overall request for the

Customs Service's increasingly complex workload is reduced from $140 million to

$127 million. Thus fewer persons and less money are available to carry out

existing law.

In addition, the proposed budget for the International Trade Commission is

minimally increased for research investigations, and reports, from $19.7 million

to $21.1 million without any increase in permanent personnel Thus there is no

recognition in the budget of the importance of adequate numbers of personnel to

determine the impact of imports on U.S. producers and workers.
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In the Department of Commerce almost $1 million less money is proposed

for import and export administration in the International Trade Administration

which directly affects U.S. workers and producers. Conversely, over $1 million

more is proposed for the Office of the United States Trade Representative, and

more funds are proposed for international economic policy in the Department of

Commerce.

There needs to be careful review of the inadequate funding not only for the

items mentioned above, but for the variety of statistical and administrative

problems which are growing as international trade affects the lives of so many

Americans.

In summary, the AFL-CIO believes that the impact of international trade

on American workers and their families is too important to be left in the hands

of the budget cutters.

Mr. KOPLAN. With me is Elizabeth Jager, our economist in our
Department of Economic Research.

Mr. Chairman, the AFL-CIO appreciates this opportunity to
oppose the administration's budget proposals for fiscal 1984 that in-
clude a swift end to any possibility of a trade adjustment assistance
program. After 2 years of relentless attacks which have emaciated
this program, the administration now seeks to convince the Con-
gress that the program should terminate this year when American
workers are suffering massive injury and job losses from imports.
Trade adjustment assistance is needed now more than-ever. The
tragic fact is that U.S. trade policy has resulted in soaring numbers
of unemployed American workers since the passage of the Trade
Act of 1962. The main industries affected have been auto, apparel,
steel, footwear, electronics, fabricated metal products, and textiles.
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Even this does not begin to tell the full story since the figures do
not include those workers who lost their jobs with independent sup-
pliers of parts and services.

Many thousands of these suffering unemployed workers have no
hope of ever returning to the jobs they once held. The commit-
ments made to these workers in the Trade Acts of 1962, 1974, and
1979 must be honored.

It is sad that we must come to the Congress to plead that this
body carry out its promise to provide a measure of financial reloca-
tion and job training assistance under the original legislation. Par-
ticularly sad is the fact that the harm that we argued would come
from this Government's trade policy has come to pass. And now
that small measure of aid that the legislation would provide to its
victims is to be strangled. We want it understood that we do not
view trade adjustment assistance as a substitute for a fair trade
policy, but at least the promises should be honored.

We commend, however, the efforts of those members of the
House who have introduced H.R. 925 to provide some meaningful
training for workers who have- lost their jobs, their wages, their
medical benefits, their seniority, their homes. In short, whatever
security had been achieved in their worklife.

I have learned since preparing the text of my statement that klst
week Senators Moynihan and Heinz introduced S. 749, a bill simi-
lar to the one that I comment on in my testimony.

We believe that the proposals incorporated in those bills are
modest steps. I am talking about the similarities between those two
bills. That those are modest steps to partially redress some of the
injustices inflicted on this program in the last Congress. We urge
the subcommittee to reestablish a meaningful trade adjustment as-
sistance program. Therefore, we recommend initially that the sub-
committee swiftly adopt the following changes that are provided
both in S. 749 and-H.R. 925.

First, workers should be entitled to training assistance which the
Trade Act of 1974 promises. Those bills would change the current
provisions of the Trade Act of 1974 to state that the secretary shall
approve training instead of may approve such training. While the
AFL-CIO supports the restoration of the cash benefit program, we
certainly support the proposals to improve training, job search, and
provide relocation allowances that are included in both of those
bills. I might mention that in just looking at S. 749 this morning I
noticed that it would extend the program through September 30,
1989. We would certainly support that.

It makes no sense to require that unemployed workers prove
that they have been injured in gaining access to the program, and
then after all the qualifications have been met, find that there are
either insufficient or no training funds available to carry out that
side of the program.

Second, those bills both raise the amount of money available for
workers for job search and relocation allowances from the currentlaw's inadequate amount of $600 to a new amount of $800. The
AFL-CIO supports that provision. We also recommend adoption of
the provision that appears in both bills that calls for a minimal
supplemental assistance benefit of $15 for each day that a worker
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participates in training but is not eligible for trade readjustment
allowances during any or all of the training period.

Third, both bills would provide funding for the trade adjustment
assistance program to be restored so that it does not have to go
through the regular authorization and appropriation processes.
That would be done by reinstituting the trust fund concept origi-
nally contained in the Trade Act of 1974, thus, calling for trade ad-
justment assistance funding from the collection of Customs' duties
on imports.

Fourth, the suitable work standard for workers who have lost
their jobs because of imports should be changed, so that they will
not be forced to take jobs at the minimum wage or lose their right
to trade adjustment assistance benefits or training at the end of
the first 26 weeks of unemployment compensation.

Both bills would provide a new test that would be work of a sub-
stantially equal or higher skill level than the worker's past ad-
versely affected employment, and wages for such work at not less
than 80 percent of the individual's average weekly wage for his
most recent base period.

This proposal should at least help to create adjustment assist-
ance for workers, rather than to create a new group of working
poor whose jobs were lost because of the Federal Government's
trade policy. These changes are long overdue.

In addition, the AFL-CIO urges the subcommittee to give serious
consideration to extending the coverage of the trade adjustment as-
sistance program to workers who work for independent suppliers of
parts and services. The basic inequity under the law is that those
who are now unemployed because imports have cost them their
jobs are generally not covered by trade adjustment assistance
unless they are employed by a firm which makes an import-impact-
ed end product. Thus, coverage has depended not on what the
worker does, but on who owns the plant. Parts and service workers
should be covered under the same standards that are used for
workers who are employed to make the final product. This is a
minimal change that is long overdue and which is essential to
remove some of the most glaring inequities in the trade adjustment
assistance program. The AFL-CIO has long urged the extension of
benefits to such workers. In sum, all parts and service workers
should be eligible for trade adjustment assistance coverage.

We recommend an exemption from the calculation of the 26-
week work eligibility requirement for those weeks a worker has
been on workers' compensation. We also urge this exemption from
the 26-week work requirements for a worker who has been unjusti-
fiably laid off, but for which the worker is later compensated.

We also recommend immediate restoration of the national stand-
ard of 70 percent of lost pay for measuring trade adjustment assist-
ance cash benefit levels.

On numerous occasions in the last Congress, the AFL-CIO has
made the case for a meaningful trade adjustment assistance pro-
gram. However, the current budget simply ignores the commit-
ments made in the Trade Acts of 1962, 1974, and 1979.

This subcommittee has the opportunity to take the first steps to
restore and improve the trade adjustment assistance program. To-
gether, we can make this program work.
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Mr. Chairman, we believe the subcommittee should adopt those
provisions of S. 749 and H.R. 925 which I have summarized in my
testimony as a positive measure to assist workers who have lost
their jobs through no fault of their own, but rather because of U.S.
trade policy. In addition, we call for the adoption of our recommen-
dations for additional improvements as amendments to the bill.

The AFL-CIO also appreciates the opportunity to comment on
the administration's fiscal 1984 budget requests for the U.S. Cus-
toms Service and other trade requests. With regard to the Customs
Service, many of the problems that I would be discussing have al-
ready been discussed in earlier testimony by the NTE, the National
Treasury Employees Union.

There needs to be careful review of the inadequate funding, not
only for the items mentioned in my prepared statement, but for the
variety of statistical and administrative problems which are grow-
ing as international trade affects the lives of so many Americans.

In summary, the AFL-CIO believes that the impact of interna-
tional trade on American workers and their families is too impor-
tant to be left in the hands of the budget cutters.

Thank you, Mr. Chairman.
Senator DANFORTH. Of the who?
Mr. KOPLAN. Budget cutters.
Senator DANFORTH. Senator Heinz.
Senator HEINZ. Do you want to hear from Mr. Ryter?
Senator DANFORTH. No, I think we will hear from Mr. Ryter to-

gether with the last panel.
Senator HEINZ. Mr. Chairman, first I would like to ask unani-

mous consent that a statement that I would have delivered at the
beginning of the hearing be put in the record at that point.

And, Ms. Kaiser, I would like to observe that I have some real
difficulty understanding why this administration, which is very
committed to free trade, would be so opposed to a program to facili-
tate that kind of philosophy. Let me explain what I mean.

Every time we pass a trade act, as we have done in the sixties,
once, the seventies, twice, we have always accompanied any liberal-
ization of trade with promises to try to mitigate the influence of
that fair trade policy by taking care of our workers whose jobs are
displaced by reason of imports. And we believe that this responsi-
bility isn't a welfare responsibility, but an adjustment obligation.
The result of not having any adjustment programs, which is the ad-
ministration's position, is that workers who have lost their jobs
have nothing to ask for but protectionism and no place to go but
the Congress to ask for it. And, indeed, the reason you see local
content bills; the reason you see quota bills; the reason you see all
these legislative initiatives-and I suspect you are going to see a
growing number of them beyond the ones I have mentioned during
this Congress-is because there is no commitment to really helping
the workers who have lost their jobs by reason of imports.

Why does the administration want to eliminate this worker as-
sistance program?

Ms. KAISER. I think that the issue is whether we provide training
to dislocated workers, at least from the perspective of the adminis-
tration. And I believe that we are attempting to eliminate a pro-
gram that is administratively cumbersome and costly, without
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eliminating the available resource for the dislocated worker. The
program under title III of the Job Training Partnership Act has far
more resources available. The workers who are impacted directly
by trade can be served. Workers who are impacted indirectly by
trade can be served. And it can all be done under one title.

The administration, at the State level, I understand-and I am
sure you would mention it to me if I didn't mention it back-does
not guarantee a specific worker an entitlement to that training.
But if, in fact, 110,000 people can be trained-and we are currently
training 5,800 under trade and have not fallen on hard times inso-
far as funds are concerned-I don't think that we have given up in
the administration's sensitivity to the needs of those workers.

Senator HEINZ. Do you understand that the displaced worker
program is aimed at all workers? It does not target workers who
have lost their jobs by reason of imports.

Ms. KAISER. I do indeed.
Senator HEINZ. And do you understand that what we are doing

there, as you yourself admit, with 11 or 12 million people unem-
ployed, is talking about helping 110,000 people with all the re-
sources you are talking about? And that the point of trade adjust-
ment assistance for workers is to take account specifically of their
problems because they have been sacrificed quite knowingly in
order to facilitate free trade. Now it was a conscious decision that
free trade take a toll in terms of individual jobs. And presumably
the reason we agreed to that is that it's in the best interest of the
greatest number to do so. And so we have this special obligation.
Where is there any special targeted effort to help the people who
lost their job by reason of imports? That is by reason of tariff cuts
that the Congress itself has enacted, and which has brought about
job losses in those categories.

Ms. KAISER. I can only reiterate that we believe that those work-
ers will be served.

Mr. KOPLAN. May I just get into that for a second, Senator? I
think you are touching on a very important point, and it is some-
thing that I did not read from my prepared statement.

Under the 1962 Trade Act, between 1969 and 1975, 69,000 people
were certified to receive adjustment assistance. In fiscal year 1976,
there was a total of 47,000 recipients of trade readjustment allow-
ances. Contrast that figure with the administration s estimate that
for fiscal year 1981, had they not decimated the program, there
would have been a total of 750,000 recipients. Now we are talking
about those workers who lose their jobs because of U.S. trade
policy. And to hear that we are going to have a dislocated worker
program not limited to trade, but for all workers, and that the
total number of people that are going to be covered is only around
100,000 people is absolutely preposterous. And I think that you
have put your finger right on it.

Senator HEINZ. Well, I happen to agree, obviously. I don't think
the administration's defense of what they are doing here even
merits that term. I think they have offered about as weak a re-
sponse as I have ever heard before a committee. And it's not that
you are in any sense anything less than a very able and bright
person. It's just that the policy is wrong on its face.
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Let me ask you this. Last year I commissioned a GAO report on
the reason for the rising petition denial in the workers program.
That rate was then about 80 percent in 1981 and 1982. And I note
that for the first 4 months of fiscal 1983, and you mentioned this in
your remarks, that the denial rate has fallen to close to 60 percent.
I would like to think we attribute that change to the impact of the
GAO report. I suspect it's more complicated than that. But why
has there been this very dramatic fluctuation? Almost a doubling
in the rate of acceptance of petitions.

Ms. KAISER. The nature of the petitions filed in the period of the
GAO report and the period that you were interested in was such
that the statutory requirements for trade impact were not met.
Currently, the petitions that are being certified are heavy in the
area of steel.

Senator HEINZ. They certainly are. Well, thank you very much.
Senator DANFORTH. I would just observe that in the State of the

Union speech the President, as I recall, talked about trade on three
different occasions. He also placed very heavy emphasis in that
speech on the need for the United States to move ahead and to be
up to date in science and technology and to be competitive and to
train or retrain our people to be able to avail themselves of the
jobs that would be forthcoming. I have to say that it seems to me
inconsistent with that position to propose to abolish trade adjust-
ment assistance. Therefore, I look forward to working with Sena-
tors Heinz and Moynihan and others in an effort to reauthorize
this program and to consider changes that should be made that
would be a part of, obviously, the legislative process.

I just really think that the position that the administration is
taking with respect to trade adjustment assistance is contrary to its
trade philosophy; cannot be supported along side of its trade policy;
and is also contrary to the whole thrust of the President's State of
the Union message. And I would hope that as we proceed in the
Congress to examine this and to work on legislation to reauthorize
trade adjustment assistance, that the administration might reflect
on what its position is-bearing in mind the sentiments of the Con-
gress and bearing in mind the President's position in the State of
the Union message.

If the administration would agree that there is an inconsistency
here, I would hope that they would be able to maybe modify the
position that you ve taken today.

Thank you very much.
Thank you, Mr. Koplan.
Let's have Mr. Ryter, Mr. Williams, and Mr. Fennell together on

a panel, if that is all right.

STATEMENT OF LYLE RYTER, DEPUTY ASSISTANT SECRETARY
FOR TRADE ADJUSTMENT ASSISTANCE, DEPARTMENT OF COM-
MERCE
Senator DANFORTH. Mr. Ryter, now that you have gotten used to

the table, why don't you proceed?
Mr. RYTER. Thank you, Senator. You have been very patient all

afternoon, and I, too, will try and subscribe in deed more than in
words to the brevity code.
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Senator DANFORTH. That is what they all say.
Mr. RYTER. Having sat as a staff position in the past, I have wit-

nessed the same thing.
I wish to thank the members of the committee for the opportuni-

ty to present materials on the operations of the trade adjustment
assistance program for import impacted firms and industries. One
aspectt of the trade adjustment assistance program that has evi-
denced significant problems has been the financial assistance ele-
ment. Approximately half of the firms that receive trade adjust-
ment financial assistance during fiscal years 1976 through 1981
were in default as of December 31, 1981. We expect this program to
have a high default rate, however, the default rate for Trade Act
loans was and is unacceptable. Fifty-eight percent of the oustand-
ing direct loans are in default, liquidation, or require special servic-
ing. In addition, we have written off 112 loans at a cost of $60.8
million. By contrast, we have only had 5 loans paid back in full so
far, for $3.1 million, since 1972.

The chief reason that some firms receiving financial aid under
the trade adjustment assistance program have failed to recover is
that they were in terrible condition when they ente-ed th, pro-
gram.

While each firm has its own individual set of problems, those
that fail to recover, usually exhibited a nun'oer of the following
problem traits. In the early years of the program, over half of the
firms seeking help were in the apparel and textile industries.
These firms were generally small and undercapitalized, and faced
increasing import competition. The time element has also been
critical in the failure of firms to successfully readjust. It could take
up to 2 years for a firm to complete the preliminaries necessary to
receive aid. Many firms could not survive that long. Company man-
agement was often not able to adjust its outlook to meeting the
changing demands of the marketplace. Many firms were in critical
financial shape and high interest rates prevented them from ob-
taining reasonable additional financing.

Companies remained committed to existing products for which
they were no longer competitive. Recovery efforts initiated prior to
the recession fell victim to the recessionary economy even when
the strategy being followed was valid. Insufficient depth in key
management areas hurt the firms. Failure to keep abreast of cur-
rent technological product developments hampered some compa-
nies. Dependence on single large customers caused many firms seri-
ous problems when their customers switched to imports. Lack of
adequate internal controls and coordination systems slowed the re-
covery efforts of some companies.

The Department of Commerce is not requesting the reauthoriza-
tion or appropriations for this program in fiscal year 1984. The pro-
gram is not a significant factor in trade policy. The benefits of pro-
gram accrued to a handful of firms in a limited number of indus-
tries. The costs, on the other hand, are alarming. One hundred and
twelve loans were written off, and 121 are in trouble. That leaves
86 that are current, and five which have been paid off.

A special program to help firms that have been impacted by
trade is not more justifiable than a special program to help firms
that have been harmed by other factors, such as obsolescence. The
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program has not been a success, and in the long run, the adminis-
tration believes that it is better to foster adjustment through
market forces. Therefore, ITA proposes to eliminate this program,
consistent with the administration's economic recovery program.
Terminating this program is part of the effort to move away from
the Government subsidy programs, and instead, rely on compre-
hensive economic plans to address the real problems associated
with deteriorating economic performance.

For these reasons, we are unable to support S. 749 insofar as it
would reauthorize adjustment assistance for firms through fiscal
year 1989.

I would be pleased to respond to any questions the members of
the committee might have.

Senator DANFORTH. Thank you very much.
[The prepared statement of Mr. Ryter follows:]
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DEPARTMENT OF COMMERCE
STATEMENT BY LYLE RYTER

BEFORE THE SENATE SUBCOMMITTEE
ON INTERNATIONAL TRADE OF THE

COMMITTEE ON FINANCE
OF THE UNITED STATES SENATE

MARCH 17, 1983

Mr. Chairman and Members of the Committee, I wish to thank

the Members of the Committee for the opportunity to present

materials on the operations of the Trade Adjustment Assistance

Program for Import-impacted firms and industries. This program

is authorized under Chapter 3 of Title II of the Trade Act of

1974.

Title II of The Trade Act of 1974 provides authority for

assisting workers, firms and industries, in adjusting to

changes in international trade flows. The assistance to

workers is conducted by the Department of Labor. Assistance to

industries and firms is conducted by the Department of Commerce.

Since the beginning of fiscal year 1976, Trade Adjustment

Assistance for firms had been administered within the Commerce

Department's Economic Development Administration (EDA).

Industry adjustment assistance was added by Congress in 1981.

During September of 1981, the Trade Adjustment Program was

transferred from EDA to the International Trade Administration

(ITA).
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Two types of assistance are currently made available to firms

qualifying under this program. One is "technical assistance"

for which the Federal Government pays up to 75 percent of the

costs of helping businesses with their marketing, engineering,

financial management, or similar problems. The second is

"financial assistance," for which the Federal Government

provides loan guarantees or direct loans for new machinery or

equipment, new or renovated buildings, or for working capLtal.

Under the rubric of technical assistance, assistance of the

following kinds are made:

o Feasibility studies, installation of new systems,

market studies and other types of consulting

assistance required in order to carry out an accepted

adjustment plan.

o Analysis of specific management, production, marketing

or technical assistance problems and recommendations

for corrective measures.

o Guidance and assistance in preparing applications for

loans, loan guarantees and/or technical assistance.

Such assistance may in some cases be provided in

connection with loan or loan guarantees for other

lenders or guarantors.
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o Guidance and assistance in preparing adjustment plans.

o Assistance in diagnosing a firm's problems and

prospects for recovery.

o Guidance and assistance in preparing petitions for

certification.

The Office of Trade Adjustment Assistance also makes technical

assistance grants to industry associations, unions and others

to help with industry-wide programs for industries that have

been hurt by imports. Such grants may be used for studies of

new markets, new technology, new products, export development,

and other uses consistent with the purposes of the Trade Act.

Under the category of financial assistance the Office of Trade

Adjustment Assistance is authorized to make loans directly to

eligible firms, or to enter into a guarantee arrangement with a

bank or other lender. The total amount of such direct loans

cannot be more than $1 million to any one firm. Guarantees of

loans to any one firm can be in an amount up to 90 percent of

loans up to $3 million. The Trade Act permits direct loan

financing to be considered only if a guaranteed loan cannot be

developed on reasonable terms. The actual type and amount of

financial assistance for any one firm will depend on its

adjustment plan, its ability to secure financial assistance

from conventional sources, and its ability to repay.

21-492 0-83--I
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Information and guidance on participation and eligibility under

the trade assistance program are provided through thirteen

trade adjustment assistance centers.

PROGRAM ACTIVITIES

During fiscal 1982, 195 firms were certified eligible to apply

for Trade Adjustment Assistance. During the same time period,

approximately 523 eligible firms, requested ascis-ance in one

phase or another under the Trade Adjustment Assistance

Program. Of these 523 firms, approximately 62 were in the

phase of full implementation of an adjustment plan which had

been received and approved by the International Trade

Administration. During fiscal 1982, 12 firms received

financial assistance which included $16.8 million in guaranteed

loans and $2.5 million in direct loans.

Industries most heavily involved in participating in the Trade

Adjustment Assistance Program were apparel and accessories,

metal products, textiles, machinery and equipment and sporting

goods.
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LOAN AND LOAN GUARANTEES FAILURES

One significant aspect of the Trade Adjustment .Assistance

Program that has evidence significant problems was the

financial assistance element. Approximately one-half of the

firms that received trade adjustment financial assistance

during the years fiscal 1976 to fiscal 1981 were in default as

of December 31, 1981. We expect this program to have a high

default rate; however, the default rate for Trade Act loans was

and is unacceptable. Fifty-eight percent of the outstanding

direct loans are in default, liquidation, or require special

servicing. In addition,--we have written off 112 loans at a

co&t of $60.8 million -- by contrast, we've only had 5 loans

paid back in full so far (for $3.1 million) since 1972.

The chief reason that some firms receiving financial aid under

the Trade Adjustment Assistance Program have failed to recover

is that they were in terrible condition when they entered the

program.

While each firm has its own individual set of problems, those

that failed to recover usually exhibited a number of the

following problem traits:
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0 In the early years of the program (pre-1982) over half

of the firms seeking help were in the Apparel/Textile

industry. These firms were generally small and

undercapitalized and faced increasing import

competition.

o The time element has also been critical in Fhe failure

of firms to succeSsfully readjust. It could take up

to two years for a firm to complete the preliminaries

necessary to receive aid. Many firms could not

survive that long.

o Company management was often not able to adjust its

outlook to meet the changing demands of the

marketplace.

o Many firms were in critical financial_shape and high

interest rates prevented them from obtaining

reasonable additional financing.

o Companies remained committed to existing products for

which they were no longer competitive.

o Recovery efforts initiated prior to the recession fell

victim to the recessionary economy even when the

strategy being followed was valid.

o Insufficient depth in key management areas hurt many

firms.
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o Failure to keep abreast of current technological/

product developments hampered some companies.

o Dependence on a single large customer caused many

firms serious problems when that customer switched to

imports.

o Lack of adequate internal controls/coordination

systems slowed recovery efforts of some companies.

The Department of Commerce is not requesting reauthorization or

appropriations for this program in fiscal 1984. The program is

not a significant factor in trade policy. The benefits of this

program accrue to a handful of firms in a limited number of

industries. The costs on the other hand are alarming.

One-hundred and twelve loans were written off and 121 are in

trouble. That leaves 86 that are current and five which have

been paid off.

A special program to help firms that have been impacted by

trade is not more justifiable than a special program to help

firms that have been harmed by other factors such as

obsolescence. The program has not been a success, and in the

long run the Administration believes it is better to foster

adjustment through market forces. Therefore, ITA proposes to

eliminate this program consistent with the administration's

economic recovery program. Terminating this program is part

of the effort to move away from the government subsidy programs
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and instead rely on a comprehensive economic plan to address

the real problems associated with deteriorating economic

performance. For these reasons we are unable to support S. 749

insofar as it would reauthorize adjustment assistance for firmsK
through FY 1989.

I would be pleased to respond to any questions the Members of

the Committee might have.

FTAA Direct Lcans
(with outstanding balances)

(dollars in thousands)

Current Delinquent liquidation
Year Kade tb. kmt. No. mt. No. Ant.

1972............
1973...... 1 $180 ... ......
1974 ...... 1 511 ... ... ...
1975 ...... 1 2,188 ...

1976 ...... 4 1,534 1 $750 ..
1977 ...... .1 356 3 1,189 3 $1,C88
1978 ...... 8 3,116 7 1,718 13 3,144
1979 ...... 22 12,730 6 2,735 16 10,233
1980 ...... 17 9,207 8 4,757 20 12,249
1981 ...... 23 8,547 8 2,579 9 2,976
1932 ...... 7 2,527 ... ... ... ..

Total ..... 86 40,896 33 13,728 61 29,690

% of Total .... 42% 40% 15% 13% 30% 29%

o These figures represent only' loans still in effect -
were PPid off or written off.

0

0

Servicir.n -Ctlve
1 nagenenc Tbtal
INO Art Nb. A It.

1 $6CO 1 $6c0
1 7,4C8 2 7,588"

... 1 511

1 2,1e8
1 178 6 2,462

7 2,633
3 866 31 8,844

11 4,419 55 30,117
6 3,806 51 30,019
4 1,940 44 16,042

... ... 7 2,527

27 19,217 206 103,531

13% 18% 103% 103%

i.e. do rot incude loans that

Written off: 112 direct loans at a cost of $60.8 million.

Paid off: 5 direct loans at a value of $3.1 million.
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STATEMENT OF HAROLD W. WILLIAMS, PRESIDENT, INDUSTRIAL
POLICY COUNCIL

Senator DANFORTH. Mr. Williams.
Mr. WILLIAMS. Thank you very much, Mr. Chairman.
I have a prepared statement which I would like to submit for the

record, and then I will summarize it briefly.
[The prepared statement of Mr. Williams follows:]
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STATEMENT OF HARULD W. WILLIAMS, PRESIDENT
INDUSTRIAL POLICY COUNCIL, 805 15TH ST, NW
WASHINGTON, D. C. 20005 (AC 202) 842-7615

Prepared for presentation to the
Subcommittee on International Trade

Committee on Finance
U. S. Senate

March 17, 1983

SUMMARY

A dynamic international trading system is
essential to economic growth. An effective trade
adjustment assistance program is an essential
ingredient of a national trade policy that
promotes the growth of the international trading
system.

The Industrial Policy Council supports continuation of
the trade adjustment assistance program for firms and
industries that is administered by the Department of
Commerce. We believe that the Administration is
short-sighted to walk away from trade adjustment
assistance at the very time that the legitimate
concerns of workers, firms and communities are
forcing legislators to take a long, hard look at
restricting imports.

The Administration is correct to resist extreme
protectionism and to promote exports, but unless it
has an answer to those who have been harmed by
imports, we will end up as a protectionist nation.
Only an effective trade adjustment assistance program
can provide that answer.

While the present program of trade adjustment
assistance for firms and industries is small and has
some problems it is wrong for the Administration to
use statistics based on past mistakes that have been
corrected to label the program ineffective.

Much more needs to be done. While we are reluctant
to press ambitious new programs at this time, we
think that the Committee should begin to think about
more managed adjustment programs that would be based
on overall adjustment plans prepared and supported -
by tripartite committees composed of representatives
from management, labor and the government.
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My name is Harold W. Williams. I am President of the

Industrial Policy Council. As the Deputy Assistant Secretary

for Economic Development, I managed the expansion of trade

adjustment assistance for firms and industries from 1977 to

1981 under the previous Administration. I became the Deputy

Assistant Secretary for Trade Adjustment Assistance under the

present Administration in 1981 until I retired in 1982 to work

outside the Administration for continuation of these important

programs and for recognition of the need for a rational

industrial policy in this country. The Industrial Policy

Council is an organization that is concerned with the

maintenance of a strong industrial base for the United States.

We believe that a dynamic international trading system is

essential to the economic growth of this Nation, as well as to

the security and prosperity of the world. We also believe that

an effective trade adjustment assistance program is'an

essential ingredient of of a national trade policy that

promotes the growth of the international trading system.

I am here today to urge your support for the continuation of

the trade adjustment assistance program for firms and

industries that is administered by the Department of Commerce.

Unless that program is renewed by the Congress this year, it

will expire by the end of the fiscal year. I am pleased to

note that the House Ways and Means Committee has unanimously

voted to recommend to the Budget Committee that the program be

continued at current levels in fiscal 1984. I earnestly
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hope that this Committee will take similar action.

With all due respect to th6 Administration's arguments for the

abandonment of this program, we think that it is short-sighted

to walk away from trade adjustment assistance at the very time

when the legitimate concerns of workers, firms and communities

for the jobs and businesses that have been lost to foreign

competition are forcing legislators to take a long and hard

look at restraining imports.

And yet all of us know that protectionist measures taken by one

country invite retaliation by others which in turn provokes

more retaliation until the international trading system is

shattered.

The Administration is correctly resisting extreme protectionist

measures. At the same time it is vigorously promoting exports.

But what can the Administration say, what can the Congress say

to the unemployed, to the businesses that are being forced to

shut down, to the communities that are losing their factories?

If there is no answer other than to try to convince those who

have been harmed by import competition that the greater good

demands their sacrifices, then we will end up with more

protectionism, which will invite retaliation, and our export

development programs will be useless.
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In fact, many students of the subject believe that trade

adjustment assistance had made it possible ever since 1962 for

this Government to adopt what is essentially a free trade

posture. Our commitment to free trade has been an example to

the rest of the world. t has helped raise standards of living

all over the globe. . has saved consumers in this country

billions of dollars. Compared to the-magnitude of efficiencies

gained through the liberalized international trading system,

the costs of trade adjustment assistance are relatively small.

There are really only four choices that governments have to

respond to international competition: (1) One choice is to try

to convince the general public that in the long run everybody

will be better off, even if some have been hurt badly at

present. That choice, by itself, is not practical because the

public will not buy it. And perhaps they should not buy it,

because it is not at oll clear that we will all be better off

in the long run if our basic industrial structure is shattered

by a flood of imports. (2) A second possible approach is to

adopt protectionist measures and prevent imports from entering

the country. We think that approach is self-defeating because

it will invite retaliation and destroy a trading system that-

has contributed a good deal to our high standard of living.

(3) A third choice is to compensate those who have been

harmed. That approach has been tried in the past, largely

through the trade adjustment assistance program as it worked

several years ago. While it can be argued that compensating
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the victims of free trade is a worthwhile policy because it

makes it possible for us to preserve the benefits of the

international trading system, compensation without adjustment

is expensive and, to a certain extent, counter-productive

because there is little incentive to adjust. (4) The only

choice left is to establish and administer an effective

adjustment program that focuses assistance on those who have

been harmed by imports in a way which will encourage and help

them to adjust.

The trade adjustment assistance program for firms and

industries, as it is now administered by the Department of

Commerce, is just such a program of adjustment. It is small

and could use more resources. It is imperfect and could stand

some changes. But we believe that it would be wrong to

eliminate it.

The major argument advanced by the Office of Management and

Budget for the termination of trade adjustment assistance for

firms and industries is that the assistance has been relatively

ineffective. For example, it is maintained that 70 to 75% of

the firms that have received financial assistance are in

default on their loan payments and therefore can be assumed to

have failed in their adjustment. But there is much more to the

trade adjustment assistance story than those facts.

First, while there is no doubt that there has been a high
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default rate for loans to firms under the trade adjustment

assistance program, those loans were largely made four to five

years ago under a different Administration and a different

approach to loan administration. Within the past two years,

there has been a marked change in the loan review process.

Credit procedures have been tightened. The default rate now is

well within tolerable limits for a program of this type which

is, after all, limited by statute only to firms that cannot

secure financing elsewhere.

Second, Government financial assistance to firms is not the

only feature of the program, and indeed it is no longer the

most important feature. For every firm that receives a

Government loan or loan guarantee today, there are about 70

firms that receive technical assistance. Somewhat over 700

firms a year are now receiving technical assistance under the

trade adjustment assistance program. Of the 2,240 firms that

have received such assistance since fiscal year 1979, 1877 or

about 84%, are still in business. That is hardly an

ineffective program, as claimed by the Office of Management and

Budget.

Concentration on the record of financial assistance to firms

neglects the remarkable successes of the program's impact

through industry grants. Some 19 industries have been assisted

through these grants to develop new markets, improve

productivity, expand exports, and develop new products. These
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19 impacted industries have a total employment of over

2,737,000 and encompass more than 26,000 firms. 4 list of

these industries is attached. Grants under the program have

enabled the footwear industry to establish a footwear institute

in this country where member firms can get the latest

information on productivity developments and new designs. The

program has enabled the apparel industry to develop new markets

overseas. The tailored clothing industry has developed new

production techniques. All of these promising and effective

programs would be wiped out if trade adjustment assistance for

firms and industries is terminated this year.

The Committee should also bear in mind that the defaults on

Government loans do not tell the whole story of financial

assistance under this program. The Trade Adjustment Assistance

Centers that are funded under the program have been responsible

for securing over $100,000,000 worth of financing from other

sources. A summary of this alternative financing is also

attached.

The full flavor of what this progam has done for firms that

have been hurt by imports can best be gained from the histories

of some of them. A sample of these histories is attached. But

let me briefly describe a few.

The Tobin-Hamilton Company of Manfield, Missouri, manufactures

athletic footwear. When imports began taking substantial bites
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out of its markets in 1979, it applied for assistance.

Technical assistance was provided for new plant layouts, a new

warehouse system and improvements in data processing.

The resulting improved efficiencies enabled the firm to become

more competitive, and its sales have increased from $10.5

million to $18 million. Employment has increased from 314 to

more than 600.

Billy the Kid, Inc., of El Paso, Texas, found its sales

beginning to decline in 1978 due to the impact of imports.

Technical assistance under the trade adjustment program showed

that sales could be increased through diversification into

related apparel lines. The firm's financial condition had been

weakened, and it was necessary to arrange $4,000,000 of

Government financing, of which $3,000,000 was in the form of a

loan guarantee. Sales have increased, margins have widened and

pre-tax income surged nearly 2 1/2 times. Export sales have

also increased.

Lorraine Handbags, a small handbag manufacturer in New England,

received technical assistance under the program and was advised

to switch from competition against, imports in discount stores

to specialty stores and boutiques. Its product was also

upgraded. Sales rose from $260,000 in 1979 when it was

certified to $1.9 million in 1982 and an estimated $2.7 million

for this year. Management states that the firm would be out of

business today were it not for this program.
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York Capacitor Corporation of Winooski, Vermont, lost its

market for small fluorescent lighting capacitors to the

Japanese. With the aid of trade adjustment assistance, the

company developed a plan to produce and market a new-technology

capacitor, and secured a $240,000 loan to carry out the plan.

Its new machinery is fully operational and its new products are

receiving tremendous reception in the market place. Sixteen

additional people have already been hired with about fifteen to

twenty more soon to be added to the payroll.

The Florod Corporation of Hawthorne, California was the first

U. S. manufacturer of laser mask trimmers, a yield enhancing

device for the semiconductor industry. It lost its market

completely to the Japanese in 1980. With technical assistance

under the program, the company has developed new markets for a

laser defect analyzer and optical tooling, and it has developed

new applications for existing products. The company is

anticipating a banner year and states that the Western Trade

Adjustment Assistance Center (which is funded under the trade

adjustment assistance program) served as a life preserver. *It

allowed us to hang on and develop enough strength to swim

again."

Jerome Industries of Kenilworth, New Jersey found its sales of

voltage transformers dropping by 28% in 1979 as a result of

import competition. Trade adjustment technical assistance

helped the company to revise its marketing, manufacturing and
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financial planning, and the company also received financial

assistance. Sales volume has increased by 43%. Its customers

have grown from 83 to over 200, and employment has gone from

less than 100 to over 150.

These are just a few of the case histories. More details on

these and additional case histories on other firms are attached

to my testimony. In light of these facts, it is hard to accept

the judgment of analysts in the Office of Management and Budget

that this program has proved ineffective. There are hundreds

of business owners through the country that will dispute that

judgment and thousands of employees of these businesses who

would not agree that trade adjustment assistance for firms and

industries has been ineffective.

The Committee should keep in mind the fact that trade

adjustment assistance for firms and industries also serves the

employees of those industries. This fact is well recognized by

organized labor. For example, Mr. Domenick DiPaola, Managing

Director of the Leathergoods, Handbags, Plastics, & Novelty

Workers Union, Local $1, AFL-CIO, stated before the House

Subcommittee on Trade, "There would not be an American handbag

industry today if it were not for the Trade Act of 1974 .... This

program for industries and firms looks after the best interests

of the American worker."

Those of us who ask for a continuation of this program are not

21-492 0-83-17
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unmindful of the need to cut budget deficits. We believe that

this program must, like many others, pull in its belt and

operate under more stringent fiscal guidelines. But the

Committee should keep in mind that the program has already been

cut in half from the amount requested by the present

Administration for the fiscal 1982 budget. When the Reagan

Administration undertook its budget review in the winter of

1981, it submitted a budget for trade adjustment assistance for

firms and industries of $54 million. That amount was

subsequently cut in the appropriations process to $35 million

and later reduced to $27.5 million, the present level. We do

not think that the maintenance of this drastically reduced

lvel would be placing too great a strain on the budget. This

program has already taken its cuts. If it is terminated, the

consequences to the international trading system could be

far-reaching.

The modest program of trade adjustment assistance for firms and

industries cannot deal with the whole problem of adjustment to

import competition. More needs to be done. We need to develop

better tools and better techniques, and we need to build on our

experience. When this Committee is ready to sit down and

reexamine the whole problem of adjustment to imports, we will

have more substantive recommendations.

We understand the present situation, and we are reluctant to

present ambitious new proposals at this time. However, we do
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think that this Committee should soon turn its attention to the

adjustment problem and how best we can mount a sensible,

prudent and comprehensive program of adjustment. Such a

program might well have the following characteristics:

1. The certification process would be made simpler and
given to one agency. In fact, it might well be
appropriate to consider unifying the administration of
trade adjustment assistance at the same time that
consideration is being given to unification of our
international trade agencies.

2. Certification for adjustment assistance should be
provided to industries rather than to individual firms or
groups of workers. However, no assistance should be
provided to anyone within an industry until an adjustment
plan for the industry would be approved.

3. Some means must be devised to institutionalize the
concept of "threat of harm" so that adjustment assistance
can be given to industries under import attack before they
have been weakened to the point where adjustment measures
are insufficient.

4. Government, management and labor must sit down together
and develop adjustment programs for industries threatened
by import competition.

5. All assistance, of whatever kind, should be dominated
by the concept of adjustment. Workers, firms and
industries must undertake good faith adjustment efforts as
a requirement for continued Government assistance.

Keeping these principles in mind; a single agency, perhaps the

International Trude Commission, might have responsibility for

determining that an industry has been harmed or is seriously

threatened by imports. Upon such determination, a tripartite

committee consisting of representatives from management. labor

and the government would be formed to prepare an adjustment

plan. That adjustment plan could have some temporary border

restraint to enable the industry to undertake adjustment

measures before it is knocked out completely, such restraint
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being conditioned on appropriate adjustment measures to be

taken by labor and management. The plan could involve some

subsidy for training and relocation by workers, and it could

also involve subsidies for research and development into new

products and more productive operating procedures. Where

appropriate, the plan could also include Government-assisted

credit at below-market rates. The key, however, is that all

parties on the tripartite committee would have to agree to the

plan and would commit themselves to its implementation. When

any party failed to carry out its obligations under the plan,

the plan would be rendered inoperative.

We have had some experience with this type of approach,

although in not nearly as structured a context. When the

footwear industry saw itself rapidly being impacted by footwear

imports, representatives appealed to the White House and a

special footwear program was established in the Department of

Commerce. It involved extensive technical assistan-e to

individual footwear firms largely to improve their management

procedures. It also involved Federal grants to the industry

for research and development and Federal loans and loan

guarantees to eligible firms. Orderly marketing agreements

were negotiated in order to stem the ever-growing tide of

imports and to give the industry an opportunity to adjust.

The program appears to have had moderate success. The decline

in domestic share of footwear sales in this country was
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slowed. Exports of footwear increased. Employment has been

stabilized or is declining only very slowly. A new footwear

institute has been established to provide research and

development services to the industry. While it is still too

early to judge the program an unalloyed success the industry

does appear to be somewhat more stable than it was in 1977.

Devising and managing effective adjustment programs would not

be easy. As in any attempt to manage economic affairs, there

will be inadequate information and data, sharp disagreements

among the contending actors and difficulties in discerning the

future. Mistakes are bound to be made. But there is really no

alternative. Protectionism would be a disaster. .Compensation

for the victims of international trade is expensive and hasn't

worked. And it doesn't appear that relying on educating the

public to the concepts of free trade will enable the

international trading system to stand up to the pressures to

which it is presently being subjected.

The concept of meaningful adjustment to import competition is

the only practical way this country can respond to the

pressures of the international trading system and contribute to

the maintenance and expansion of that system. While our

present adjustment programs are far from ideal, we need to

improve, not abandon them. We urge continuation of the

adjustment assistance program for firms and industries at

present levels. This is not the time to give up on such
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programs. The stakes are too high. Protectionist sentiments

are sweeping the country like a brush fire. Management and

labor alike are beginning to panic at the flood of foreign

imports. Trade adjustment assistance is the one proven

effective tool for combatting protectionism. It would be

foolish to abandon adjustment assistance programs at this stage.

On behalf of my colleagues on the Industrial PolicyjtCouae-il, I

wish to express my appreciation to the Committee for this

opportunity to put our views on the record, and to say that we

would be pleased to work with the Committee and its staff on

suggestions for legislation to improve trade adjustment

assistance.
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March 11, 1933

York Capacitor Corporation
460 Weaver Street
Winooski, VT 0S404
Harold Dubilier, President
(802) 65S-25S0 4

York Capacitor was a leading supplier of capacitors, devices used for the

storage of electrical energy. Its main customers were flourescent lighting

and air conditioner manufacturers. The market for the small flourescent

lighting, or "tubular" capacitors was generally lost to the Japanese which

-dropped prices more than 22 percent between 1978 and 1980. Persons knowledge-

able of the capacitor industry reasoned that Japan was attempting to capt'ire

the U.S. market for tubular capacitors with no apparent regard for breakeven

or profitability. Management reasoned, therefore, that the frmls recovery

depended mainly on the success of the air conditioner or "AC can" capacitor

which is much less labor intensive.

With assistance from TAAC, the company submitted a business plan based

on the production and marketing of a new-technology AC capacitor. It seems

as though a smaller, lighter and less expensive AC capacitor had recently

been developed using metallized, polypropylene film instead of paper/foil

construction. Because it is not a labor-intensive product and because only

"approved" U.S. manufacturers of AC capacitors (of which tnis firm is one

of only eight in total) can supply the major markets, the risk of overseas

competition is minimal. Industry anticipated that the new metallized

capacitors would soon render the older ones obsolete.
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The business plan involved the purchase of specialized machinery needed

to produce the metalli:ed capacitors and a financial package to support the

purchase. markett development for the new capacitors was seen as almost fool-

proof as they would directly replace the older type in similar equipment.

Also, only two of the eight "approved" AC capacitor makers are producing the

new type allowing York to get an early foothold in the market before the

others followed.

To support the purchase of machinery and equipment for producing the new

product, York, with the assistance from the TAAC project officer, submitted an

application for a $240,000 direct loan. In having this loan approved by

ITA, York was able to leverage an additional $110,000 from other sources.

The new metallized capacitor machines which were purchased with ITA

direct loan funds are fully operational and according to York management, the

salvation of the company. The products manufactured by these machines are

receiving tremendous reception in the marketplace.

York is meeting all loan commitments. Management anticipates that it will

be in full operation within the next four years, and may be able to fulfill

all long-term lendings in advance. _

Employment has increased by sixteen, .with anticipated needs-of an

additional fifteen to twenty people in the near future.
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March 11, 1983

Lorraine Handbags, Inc.
79 Essex Street
Boston, MIA 02111
Charles Pagliarulo, Treasurer
(617) 423-5889

Lorraine Handbags is a small manufacturer of leather and suede handbags

and accessories. Originally, its products were sold to mass-merchandisers

who, in recent years, stocked an increasing number of lower-priced imports from

Taiwan, Hong Kong and Columbia. According to the 1979 U.S. Industrial Outlook,

U.S. Department of Commerce, ITA, imports of leather handbags increased by an

estimated 21 percent from 1973 to 1978. From 1974 to 1979, Lorraine's sales,

reflecting this influx of foreign-made handbags, fell by almost 75 percent.

Profit margins evaporated and employment declined from 20 to just 6 production

workers.

Analysis of the firm's operations by the TAAC project officer revealed

a marketing problem and the need for assistance in that area. The consultant

hired for this project confirmed the TAAC officer's feelings that the company

had been competing directly with low-end imports and that a new marketing/

product strategy was needed for recovery. He discovered, via field research,

that Lorraine's handbags were being sold literally side-by-side the less X-

pensive, lower quality imports in chain discount department stores. Obviously,

they were not moving because they were losing out against price competition.

The Lorraine product, being of som6hat.-be-tter quality, was in the wrong stores

and was being retailed to the wrong group of consumers.
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Key recommendations centered around upgrading the retail accounts by

changing distribution to include specialty stores, boutiques and "first

floor" department stores, rather than mass-merchandisers. The product, a3.so,

was substantially upgraded by adding inner liners, designing for more style

and fashion, extending the line to new colors, and generally including those

elements which will bring a higher price.

The strategy was obviously successful because sales rose from $260,000

in 1979 to $1.5 million in 1981 and $1.9 million for 1982. Profitability

has been restored and more employees are being added at regular intervals.

Employment for this past year averaged SO people. The company also sub-

contracted orders which generated 25 additional jobs at other companies.

Based upon the current trend, the company anticipates that sales for

this year (FY May 31) will be $2.7 million.

Sales projections for FY 1984 are expected to be in the range of

$4 million to $5 million with employment in the range of 100 people. These

projections for next year are based upon orders already in-house for the

company's 16 lines of high quality handbags.

Management of Lorraine Handbags adiits that the firm would probably be

out -f business-today if it were fiot fbr-the Trade Adjustment Assistance

Program.
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ROYAL ART MANUFACTURING CORPORATION - KEARNY, NJ

I. BACKGROUND

Founded in 1950, Royal ,rt Manufacturing Corporation

manufactures the most complete line of French provincial

furniture and accessories of any company in the U.S. The

furniture is cut to pattern with woodworking machinery,

assembled, hand-sanded and painted or finished with hand-

applied gold leaf.

II. TRADE ADJUSTMENT ASSISTANCE

Royal Art Manufacturing Corporation recently received

a direct Trade Act loan of $560,000 through the assistance of

the New Jersey Trade Adjustment Assistance Center (TAAC).

Royal Art will use part of the proceeds to acquire new

high-speed equipment to improve manufacturing costs and

enable the company to compete with imports. The balance of

the funds will be used for working capital to expand

operations.

The New Jersey TAAC has provided Royal Art with con-

sulting assistance in the engineering and marketing areas

to improve operations and expand inti other potential markets.

III. EVALUATION

The consulting and financial assistance has enabled-

Royal Art to become more competitive, improve sales, expand

the product line and to retain their employees.

Royal Art currently employs about 43 workers and is

planning to increase that number to 67 during the next

three years.

3/9/83
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BOMAR CRYSTAL COMPANY - MI.DDLESEX, N.J.

I. BACKGROUND

Bomar Crystal Company was founded in 1963 as a manufacturer

of quartz crystals for the C-B radio industry. The company

progressed from a part-time mail orde: business to a thriving

manufacturer with sales of $2.9 million in 1976. The next two

years reflected a substantial drop in volume attributed to the

influx of finished crystals from Japan, Hong Kong, Korea and

Taiwan. This period also reflected a rapid decline in the

domestic production of C-B radios, also due to imports. These

imports precipitated a sales falloff of more than 50% with

substantial losses recorded for the first time in the company's

history and Bomar was forced to reduce its production employees

from 198 to 49.

Faced with these serious problems, Bomar management learned

of the Trade Adjustment Assistance program from a seminar sponsored

by the New Jersey Trade Adjustment Assistance Center (TAAC). -

II. TRADE ADJUSTMENT ASSISTANCE

The New Jersey TAAC engaged an independent management

consulting firm to review the firm's position with the objective

of developing both short and long-term plans for returning the

company to a competitive position. A marketing diagnostic study

covered potential markets, marketing techniques and customer

-relations. A financial study to identify funding requirements

and an engineering diagnostic assessment was made of Bomar's

manufacturing costs, quality control, and product engineering

methods. These studies determined that Bomar should broaden its
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Boigar Cgystal Company

market area into identified communication markets which

reflected greater growth potential.

Bomar had used all of its available bank credit and,

therefore, could only rely on the Trade Adjustment Assistance

program to fund its recovery through a direct Trade Act loan.

The new funds enabled the company to acquire new manufacturing

equipment, restructure its in-house sales organization, and

provide for adequate inventory to enter the new markets.

A manufacturing consulting specialist was also engaged to

provide know-how in the production of crystals to be used in the

targeted market areas. New production methods and equipment

have enabled Bomar to manufacture high-quality crystals in a

wide variety of frequencies. Improvements in production

efficiencies and customer service were realized from re-engineered

production standards.

III. EVALUATION

Further declines accompanied by additional worker layoffs

were precluded as a result of the Trade Adjustment Assistance

to this firm. It is doubtful this company would be in

business today without the loan and consulting assistance

provided under the Trade Act.

3/9/83
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CHRONAR CORPORATION - TRENTON, NJ

I. BACKGROUND

Chronar Corporation was founded in April 1976 by

Dr. Zoltan Kiss to manufacture and market liquid crystal

displays principally used in electronic watches.

In subsequent years, this market was almost entirely

lost to imports and therefore other technologies were

developed by the company to offset this loss. One of

those, solar photovoltaic systems, has now emerged as

a prime product.

II. TRADE ADJUSTMENT ASSISTANCE

Chronar Corporation, a manufacturer of electronic

components received a $1.6 million loan through the

assistance of the New Jersey Trade Adjustment Assistance

Center (TAAC).

Chronar will use the loan for equipment purchases,

working capital for research and development and

marketing. The firm has developed the first low-cost

commercial thin photovoltaic film capable of producing

solar-generated elec.tricity. .

New Jersey TAAC will be providing marketing and

engineering consulting assistance to the firm.

Chronar, which presently employs about 45 persons,

will be marketing its solar products internationally

and hopes to compete successfully with Japanese industry

in this field.

3/9/83
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WIRE CLOTH MANUFACTURERS INC. - MADISON, NJ

I. BACKGROUND

Wire Cloth Manufacturers, Inc. was founded in 1965

and operates as a fabricator of wire cloth or screen

parts used in appliances and industrial processes. Manu-

facturing orders are generally for small production runs,

requiring quick customer delivery and to accurate speci-

fications.

Sales peaked in 1977 to approximately $450,000 but

fell considerably in the following two years, due primar-

ily to foreign competition in the fabrication of screens

for smoke detectors and imports of high volume products

such as extrusion screens for the plastic industry.

II. TRADE ADJUSTMENT ASSISTANCE

The New Jersey Trade Adjustment Assistance Center

was instrumental in bringing the Trade Act program to

the attention of this company and assisted the management

in the preparation of a petition which led to their certi-

fication in January, 1979.

Based on the TAACs analysis of the company - needs,-

a marketing program was analyzed to be the major solution

to the company's problems. An outside management con-

sultant was engaged by TAAC to establish a manufacturers'

representative sales organization to provide Wire Cloth

with national sales coverage. The consultant was-able to
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identify candidates and assist in the screening process

to select the most qualified representatives. The selected

representatives were provided with both written and verbal

in-depth sales and motivational training to insure short-

term results. A system of review was also established to

monitor the representative's performance along with sales

goals for each of the long-term pbjectives.

An engineering study was also made on the company's

phli-t layout, methods and productivity. Recommendations

were made for engineering improvements and adopted by

Wire Cloth.

Due to the marketing and manufacturing progress, the

company was able to finance the necessary changes made in

its operations and its cost-sharing portion of the consulting

assistance through local banks and, therefore, did not

require further financial assistance available through the

Trade Act program.

III. EVALUATION

The new sales representatives have produced new orders

and as the sales program developed, the company had a 40%

increase in sales volume and profitability improvement.

The method improvements in the manufacturing process

were adopted and their impact on the cost of production

resulted in price reductions, improved profit margins

and an efficient operations.
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Because of the company involvement in the TAAC program,

the company employees were retained and additional employment

is expected in the future.

Management has used the technical assistance provided

by New Jersey TAAC to turn the company around and are look-

ing forward to an improved future for the firm.

3/9/83

21-492 0-83-18
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JEROME INDUSTRIES CORPORATION - KENILWORTH NJ

I. BACKGROUND

This company was formed in 1964 and is primarily

a manufacturer of voltage transformers for charging

various small electronic equipment and components.

Other products include battery chargers for industrial

application and voltage converters for overseas use.

Historically, sales were made to manufacturers of electric

toys, calculators, video games, appliances and battery

chargers.

The company was successful in increasing sales

volume, reaching a peak in 1977 of $2.5 million. The

succeeding two years saw a 28% drop in-sales volume and

a substantial loss recorded in 1979. Declines were

attributed to offshore competition principally from the

orient.

II. TRADE ADJUSTMENT ASSISTANCE

The New Jersey Trade Adjustment Assistance Center

provided assistance to the firm in the preparation of

a petition which was accepted on April 11, 1979 and the

company was certified for assistance under the Trade

Act of 1974 in June, 1979.

The New Jersey TAAC engaged an outside consulting

firm to analyze the company's marketing, production, and

financial situation and to prepare a plan of strategies
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to enable the company to successfully compete with

imported products. The marketing study resulted in a

recommendation to specialize sales in smaller "job

shop" orders involving customer design and specification

engineering development. The manufacturing review

recommended a number of additions to the staff to improve

management's control and attention to the day-to-day

operating details. The financial analysis identified

several significant areas for potential improvement.

These included inventory control systems, reporting

procedures and cost controls.

Based on the analysis and recommendations, an

Adjustment Plan was developed and Wcorporated into the

company's E.D.A. loan application. The loan application

was approved under the provisions of the Trade Act of 1974

and provided Jerome with sufficient working capital to

carry out the strategy recommendations. Financial

assistance could not be obtained by this firm through

usual banking sources.

To further assist the company in its recovery,

additional consulting assistance was provided-to.

establish the management control, improve quality,

revise the management structure, refine cost controls

and install an order processing system.
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III. EVALUATION

The initial consulting assistance was successful

in helping to identify the company's problems and

provided specific recommendations for the firm's

recovery. Following the Adjustment Plan, Jerome has

improved their7-operating performance and improved

their competitive position. The E.D.A. loan enabled

Jerome to carry out the Plan recommendations and

provided for the working capital to acquire inventory,

service accounts receivable and expand marketing

activities.

As a result of this assistance, Jerome has achieved

an impressive increase in sales volume of 43%. One

large order was achieved only because of the financial

resources provided by the Trade Adjustment Assistance

program. Their number of customers has increased

from 183 to over 200, and employees now total over 150

as compared with less than 100 at the time of

certification.

3/9/83
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Type of Trade Adjustment Assistance
Business Advisory Assistance: $80,161

Firm Name: Stevie Togs, Inc.
Address: 3527 Broadway

Kansas City, Missouri 64111
Telephone: 816/531-4333
Contact: Mr. Sam Greenstein

Stevie Togs, Inc., an apparel manufacturer with production facilities in
Parsons, Kansas, had for 30 years manufactured children's apparel, with
emphasis in the boys' jeans line. Imports of children's apparel made
significant inroads into Stevie Togs' markets. Consequently, the firm applied
for Trade Adjustment As~istance in September, 1980.

Stevie Togs' principal management had begun investigating the ladies' wear
markets. Mid-America Trade Adjustment Assistance Center (TAAC) engaged an
industry consultant to review Stevie Togs' operations and to investigate the
feasibility of the fimn's moving into the women's wear market. The study
clearly showed that the firm should drop the boys' jeans line and move into
fashionable ladies' sportswear.

The firm's financial condition was sound enough to enable it to finance
required capital expenditures without outside assistance. Significant
assistance in production and in supervisory retraining was required to assure
a smooth and successful transition during the change of its principal product
lines. A competitively-bid consultant contract was executed by Mid-America
AC to provide the required assistance. The firm shared 25 percent of the

cost of the technical assistance.

Cost-savings were estimated to be $170,188, of which $120,338 recurs
annually. Employment at the time service began was 151 persons which was down
from the 219 persons the firm employed prior to the adverse effect of
imports. Sales volume has remained stable even in light of the deletion of
the existing line, and Stevie Togs expects sales to show increases in the next
year.

The firm's employment has stabilized and sales have declined only slightly
despite the general downturn of the economy during the last year. The
management is currently engaged in long-term plans for sizeable increases -in
its level of operations, aggressively attempting to take advantage of any
improvements in the economic climate.

Updated 3/10/83
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Type of Trade Adjustment Assistance
Guaranteed Loan: $1,500,000
Business Advisory Asst.: $27,814

Firm Name: Amplifone Corporation
Address: P. 0. Box 4340

Brownsville, TX 78520
Telephone: 512/541-3461
Contact: Mr. T. K. Handing, Sr., former President

Anplifone Corporation had historically provided components to manufacturers of
television sets. Imported comppnents, particularly from Japan, had captured
virtually all of the firm's markets. Implifone took definite steps with its
own resources to try to combat this situation: the firm moved from Illinois
to Brownsville, Texas to reduce operating costs while diversifying into
consumer electronics and into the design and manufacture of components for the
growing data ccmmm cation/cmputer markets.

Foreign .cmetition continued to erode the firm's market; during 1978 one of
the firm's two plants was closed when foreign interests purchased the domestic
consumr T.V. manufacturer which had been purchasing the totaA output of that
plant.

?hen assistance began in 1979, employment was at 137 persons (down from 165 in
1976); all of these jobs would have been lost without Trade Adjustment
Assistance. Units of production had declined from approximately 622 thousand
units to approximately 324 thousand units.

As a result of Mid-America Trade Adjustment Assistance Center's Diagnostic
Review and Economic Recovery Plan an E-guaranteed loan was made in Febr ary,
1980 providing greatly needed fixed asset and working capital financing.
Without Trade Adjustment Assistance this firm would have been put out of
busir-es by imports.

The Mid-America Trade Adjustment Assistance Center (through the
ccmzetitive-bid process) arranged for a consultant who designed a new product
from an existing product line (a magnet1es flyback - a flyback is used in
CRT's, T.V.'s and other electronic video display devices). This new product : -...
was of such magnitude that a major firm, Atari, bought Amplifone.- The new_-
owner has expand employment by 96 peebwft to 260 persons.

Updated 3/10/83
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TZpe of Trade Adjustment Assistance
Business Advisory Assistance: $275,000
assistance in production scheduling
Direct loan: $1,000,001)

Firm Name: Osceola Shoe Co.
Address: 9475 Crcmpton Road

Osceola, AR 72370
Telephone: 501/563-6594
Contact: Mr. William Page, Jr.

Osceola Shoe Co. formerly manufactured houseshoes. Their market was decimated
by Taiwanese and Korean imports; therefore, late in 1979, the firm sought
Trade Adjustment Assistance.

A review of the firm's operations disclosed that the firm, through significant
adjustment in its marketing approach, could feasibly penetrate the market for
casual shoes and for golf shoes. Also, the firm could regain a significant
competitive edge through obtaining its raw materials in greater quantities and
through improvements to its production scheduling. Osceola Shoe Company's
working capital had been impaired from its loss of market share, so the firm
applied for a direct working capital loan under terms of the Trade Act of 1974
(since private sector financing was not available to them) and entered an
agreement to share in the cost of the production assistance to be provided
under the terms of this same act.

The services of a major accounting firm were obtained under contract to
develop the marketing plan and also to develop, install and refine a computer
module to be used in production scheduling late in 1980. Consultant
performance spanned all of calendar 1981 and is entering its final performance
stage. The firm also took advantage of export opportunities presented through
the Trade Adjustment Assistance for Industry program.

During the course of involvement in Trade Adjustment Assistance, the firm's
employment increased from an average of 500 persons to 625 persons or by 25
percent. Since the firm's production facilities are located in the delta
farmland area of Arkansas, the impact in terms of diversification of -
-employment opportunities in an agri-based- economy cannot be overstated.. -
Co currently, its sales increased by 43 percent in calendar 1981 as ered -
.... 1980, escalating from $14 million to-$20. Substantial izzLrOVuaents were
achieved in net profits during this same period. Employment and sales volume
have remained stable during 1982.

Osceola Shoe Co. has historically shared half the cost of assistance-provided
under the Trade Act of 1974. In these final assistance phases, the firm is
paying 100 percent of the required subcontract consultant cost associated with
custom programming of software. As a result of the Trade Adjustment
Assistance received, this firm is a healthy, viable employing unit in the
communities in which it Es located.

Updated 3/10/83
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Type of Trade Adjustment Assistance
Guaranteed Loan: $375,000
Business Advisory Asst.: $11,314

Firm Name: Fairfax Mfg. Co., Inc.
Address: Hwy 59, P. 0. Box 218

Fairfax, MO 64446
Telephone: 816/686-3381
Contact: Mr. James H. Hunter, President

Fairfax Mfg. Co., Inc. is a manufacturer of small wood products, principally
gift items for men consisting of pipe racks, ashtrays and dresser valets. In
1975, its product line was copied by the Taiwanese and imported into the
United States. These imported products were retailed at approximately
one-half the price of Fairfax's products due both to the labor advantage
enjoyed by the Taiwanese and also to the fact that the Taiwanese had no costs
associated with the development of designs since they copied the products.

From 1975 through 1979, the imported products captured half of Fairfax's -
domestic market share. Consequently, Fairfax's employment decreased from 60
persons to 19. In October, 1979, Fairfax petitioned for eligibility to apply

.for Trade Adjustment Assistance. The firm was certified. Mid-America Trade
Adjustment Assistance Center assisted the firm through the performance of a
diagnostic review of its operations and the preparation of an economic
adjustment plan which identified areas of financial and marketing assistance
necessary to effect the firm's adjustment to its loss of market share to
foreign imports.

The firm received approval of a $375,000 loan, guaranteed under terms of the
Trade Act of 1974. Shortly thereafter, the firm's plant site was flooded.
The firm was closed for six weeks while the flood damage was repaired.
Without the financial assistance, the firm would not have survived the ravages
of both a flood and of import impact. As production resumed, an outside
consultant was engaged by Mid-America TAC to provide indepth assistance to
the firm in the area of marketing. This assistance enabled the firm to
diversify its product line and to enter the premium market. The company also
began exporting its products. The firm's sales increased more that 25
percent. The firm's employment stabilized at 20 persons.

-"-The firm continues to aggressvely-devela new products and markets as
recmvended in the consulting assistarm received through the TAA program..
Despite the state of the economy in the last year, operations have been stable.

UPdated: 3/10/83
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Type of Trade Adjustment Assistance
Business Advisory Asst.: $126,073
for improvements in manufacturing,
data processing and management.

Firm Name: Tobin-Hamilton Ccapany, Inc.
'Address: Mansfield, Missouri 65704
Telephone: 417/924-3223
Contact: Mr. Joseph Guccione

Tobin Hamilton Company, Inc. is a manufacturer of athletic footwear. Imported
shoes were beginning to capture an increasing share of its markets. The firm
applied for Trade Adjustment Assistance in the latter part of 1979.

An initial review of the firm's operations revealed that in order for the firm
to become more efficient and thereby more competitive, new plant layouts were
required at both of its plants, and the warehouse system needed to be
restructured. Improvement was needed in the operations of the firm's data
processing system, and assistance was necessary in its organizational planning
and development.

Mid-America Trade Adjustment Assistance Ce ter (TAAC) executed a
ocapetitively-bid condfltant contract for the services to be provided on a
cost-shared basis to the firm, and the scope of work outlined above was
accomplished.

Since entering the program of Trade Adjustment Assistance, the firm's sales
increased frmn $10.5 million to $18 million. Its employment increased from
314 persons to more than 600 persons. The investment of approximately
$100,000 in funds under the Trade Act of 1974 for the provision of adjustment
assistance to this firm has been richly repaid in terms of increased
productivity, increased criFetitiveness, increased employment and increased
tax base.

In-the recent economic climate, the firm has experienced sane declines in
operations. However, its level of activity has stabilized, enabling the firm
to hold its own against the recessionary environment.

Ldated 3/10/83
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Type of Trade Adjustnent Assistance
Direct Loan: $1,000,000
Guaranteed Loan: $3,000,000
Business Advisory Asst.: $10,000

Firm %ame: Billy the Kid, Inc.
Address: 4171 N. Mesa, P. 0. Box 9817

ZI Paso, TX 79988
Principal Product: Boyswear and other apparel lines

Billy the Kid, Inc. was founded in 1937 and has developed into a leading
boyswear manufacturer. The firm experienced healthy increases in net sales
until 1978 when sales began to decline due to the impact of imports on most
apparel lines.

In 1979, the Mid-America TAAC began to assist the company by examining the
firm's operations. From this initial assessment, it was determined that the
firm needed to develop a business plan to reverse their declining sales levels
and remain a viable company.

It wams determined that an outside consulting firm who specialized in the
apparel industry should be retained to evaluate the firm's operation and
reccmnend appropriate solutions. A competitive analysis was also conducted to
assess the firm's relative standing in the apparel industry and to assess any
potential opportunities for diversification.

The investigation revealed that sales could be significantly increased through
diversification into related apparel lines, and profit margins could be
widened through the impiementation of a ocmpany-wide cost reduction program.
To enable the firm to successfully impieent the recommended strategies, a $3
million guaranteed loan for working capital and a direct loan of $1 million
for fixed assets was requested under the Trade Act of 1974.

In February, 1981 the requested financing was received. As a result of the
technical and financial assistance obtained through the Trade Adjustment
Assistance Program, net sales for the 39 weeks ended June 27, 1981 rose 18
percent, year-to-year, reflecting gains in unit volume and higher average
selling prices due to changes in the product mix. Aided by a coapany-wide
cost reduction program, margins widened and pretax incre surged nearly 2-1/2
times. After tax earnings increased to 37.6 percent from 22.5 percent a year
earlier while net inco= nearly doubled.to $2.08 million from $1.05 million
during the same time period.

For the fiscal year ended 9/26/81,"net "n&:ne advanced 59 percent to $2.9
million, compared with $1.8 million a year earlier. Revenues totaled $111.0
million, up 20 percent from the $92.5 million generated during the same time
period a year earlier. Aggressive expansion has been carried out in domestic
markets as well as in export sales to DWrope, Japan and South America.

The firm has experienced declines in its employment and sales levels during
the past several months due to the economic recession. However, the sales for
the fiscal year 9/83 are expected to be $100.0 million or more.

ULdated 3/10/83 -
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March 10, 1983
MIDWEST TAAC Engagement Summary
By: Tom O'Leary

Apparel Manufacturing plant layout
data processing
marketing

BROOKS LEATHER SPORTSWEAR, Oak Park, Michigan

Contact: Mr. Stephen Weiss, President

BACKGROUND:

This $3,000,000 firm designs, manufactures and sells leather garments.

OBJECTIVE:

The major objective of this engagement was to assist the firm in over-
coming the loss of 30% of its sales when a single customer switched to an
overseas supplier.

COMPONENTS OF THE ENGAGEMENT:

TAAC staff, with the cooperation and involvement of the owner, conducted
a diagnostic analysis of the firm's management, marketing, manufacturing and
finances and developed an adjustment plan that steered the company into a
dealer direct marketing program. 0

The TAAC contracted with a computer systems consultant to-provide tech-
nical assistance to the firm in the selection of hardware and software for
an on line inventory and order dentry system to properly service the large
number of dealers that the new strategy led to.

A plant layout project was undertaken and implemented which improved
the flow of material, facilitated better supervision and provided the
additional office space and warehouse space needed by the developing order
patterns.

On its part, the firm made a major commitment to media advertising and
dealer support.

Technical assistance was provided by TAAC, but all financial support
was obtainable through ordinary banking channels.

SUMMARY: -

The company has made a highly successful adjustment to the shock of
increased imports. It achieved sales increases on a year to year basis for
each quarter of the recession year of 1982. It is profitable and is paying
exceptionally high wages for the apparel industry.

As an extension of its order entry system implemented through the TAAC,
it is using its new, state of the art computer to tailor dealer support,
promotions, and advertising to level sales, increase sales, fill gaps in its
distribution, and increase profits.
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March 10, 1983

MIDWEST TAAC Engagement Summary

By Rolf Grote

Molds and Mold Design

FORMATIVE PRODUCTS COMPANY
Troy, Michigan 48084
Contact: Mr. Louis J. Steigerwald, President

BACKGROUND:

This $8,100,000 firm designs and manufactures wooden and plastic molds
that are used to produce stamping dies, predominantly in the automotive
industry.

OBJECTIVE:

The objective of this engagement was to assist the company in developing
a diagnostic study and an adjustment plan for its recovery. The company had
been adversely affected by the retrenchment of the domestic automotive
industry caused, in part, by imports of foreign automobiles.

COMPONENTS OF THE ENGAGEMENT:

The TAAC staff conducted a comprehensive study of the company's organi-
zation, marketing procedures, manufacturing operations and financial condition.
The strategy developed in the adjustment plan included plans for the company
to diversify into areas outside the automotive industry. To that end, the
TAAC staff conducted a comprehensive follow-on market study which identified
opportunities in new application areas.

The adjustment plan also recommended a 90% guaranteed loan of $900,000.

SUMMARY:

It is anticipated that the proceeds of the loan will help the company
to recover by entering new areas outside the automotive industry. To date,
substantial new business has been contracted for in the aerospace industry.
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March 10, 1983
MIDWEST TAAC Engagement Summary
By: Tom O'Leary

Apparel Manufacturer Market Research
Computer Programming
Sales Forecasting

DALTON INDUSTRIES, INC., Willoughby, Ohio
Contact: Mr. Edwin Youna

Vice President, Administration

BACKGROUND:
/

This large manufacturer of women's sportswear suffered a serious sales
decline due to the simultaneous relaxing of import barriers and a change in
demand away from the knitwear that it specialized in.

OBJECTIVE:

The objective of the engagement was to assist the company to remain
profitable despite import pressure, fashion trends and the recession.

COMPONENTS OF THE ENGAGEMENT:

First, the TAAC staff and an outside consultant prepared a comprehensive
diagnostic analysis of the firm, its market, and its operation. This included
a survey of customers which discovered ;ome overlap in product lines offered
and some lack of clear targeting of offerings. Internal organization and
systems were reviewed with the finding that many good programs were underway.
These were encouraged and the roles of certain management people were strength-
ened. The principal internal problem discovered was that rapid growth had
outstripped the development of internal systems.

Based-on the diagnostic analysis, an adjustment plan was developed for
the firm. Major actions recommended included the improvement of sales fore-
casting, market focusing, labor standards, and improvements introduction
control, The first project was supported financially by the TAAC whereas --
the others were exclusively by the company.

The sales forecasting project resulted in a methodology to use the actual
sales of the first few weeks of.selling in each season to adjust the dyeing,
knitting, cutting, and sewing schedules to reduce the production of unsaleable
inventory. The project included a majbr revision to the computer data base
which was needed to mechanize this methodology and which later facilitated
other data processing projects. -- -

SUMMARY:

The engagement was highly successful and resulted in significant
reductions in inventory. This was particularly valuable during the high
interest rate periods of late 1981 and 1982.
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SOUTHEASTERN TAAC ENGAGEMENT SUMMARY

L BACKGROUND
Dawson Industries, Inc., is located in Dawson, Georgia with sales and

administrative offices located in New York City. The firm currently engages in the
manufacture, sales, and distribution of men's, women's, and children's athletic/active
sportswear in knit and woven fabrics of cotton and synthetic fibers. Its product line in
the past also included sleepwear and panties. Today, their products are sold to
specialty stores, department stores, and discount chains either by independent
representatives or company salesmen, depending upon geographic territories.

After enjoying success In the early seventies, the firm began to experience
serious competition from imported ladies' and childrens' apparel products, particularly
sleepwear and panties, from the Far East. Between 1974 and 1976, Dawson Industries
suffered a 34 percent decline in employment (from a high of 585), a 20 percent
decrease in sales dollars (from a high of $5.8 million), and a 15 percent decline in
production.
IL ASSISTANCE PROVIDED

The firm developed a new business strategy to combat the effect of imports and
to regain its competitive position. Working with the New York TAAC, Dawson
Industries received a $1 million Trade Act loan to provide working capital for
repositioning Its sportswear line to include higher prices and more fashion-oriented
arments. The firm was able to increase sales from $4.6 million in 1976 to almost
11.7 million in 1979 on this new strategy.

Despite this significant Increase In sales volume, Dawson was unable to achieve
adequate profit performance. Because of continued Import competition, the firm
could not raise its prices and had to focus on manufacturing cost reductions as a means
of restoring acceptable profit levels.

The Southeastern TAAC assisted the firm in formulating a strategy for
improving profits, with particular regard to reducing manufacturing costs and
Increasing managerial efficiency. Based on an operational audit performed by the
Southeastern TAAC, several opportunities were uncovered. To improve operations,
the Southeastern TAAC recommended the installation of a fully integrated production
system; the re-engineering of the sewing room to include the development of new
piece rates and cost reporting; supervisory training and new line balancing methods;
modification of existing product costing procedure to allocate direct overhead and
materials cost more accurately; a review and improvement of plant layout; and the
establishment of Improved operating budgets.

The Southeastern TAAC provided technical assistance toward achieving these
ends by engaging private consultant contractors to address the areas of production
control, prodUct costing, and sewing room engineering, while the firm used Its own
resources to effect other of the recommended changes.
I. RESULTS

Dawson Industries has been successful in achieving Its goals. Sales in 1981
reached $30 million. The cost reduction program In the manufacturing area can
document savings in excess of $100,000 annually, contributing to a return to
acceptable profitability. The Dawson, Georgia plant has been expanded by 25,000
square feet and returned to previous levels, and 200 new jobs have been created in an
economically depressed area. Jobs have also been created in other manufacturing
firms which act as a subcontractor to Dawson in producing garments to meet sales
opportunities.
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SOUTHEASTERN TAAC ENGAGEMENT SUMMARY

Automatic Door Manufacturer Marketing & Product Development

The Keane Monroe is a North Carolina Corporation, manufacturer of automatic
dcor operators. Historically, the firm experienced sales levels of $3 million and total
employment of 62 persons. The firm suffered a sudden 22% decline in sales volume
when Besam, part of a large Swedish conglomerate, purchased Keane Monroe's largest
distributor for distribution of Besam's own automatic door operator products.
Objective

The Southeastern TAAC conducted an audit of the firm's operations. A strategic
plan was developed with the following objectives: 1) develop new products to fill
significant product line gaps and Improve the price competitiveness of certain existing
products; 2) Improve the visibility of the Keane Monroe name and gain acceptance by
major chains and architects; 3) reduce the dependence on Northeast markets by
expanding sales In other areas of the country; and 4) strengthen market planning and
management programs.
Components of the Engagement

Keane Monroe committed Its requisite strength to many of the critical tasks
necessary for recovery; however, the company needed assistance in several areas. The
company's 1979 marketing plan was rendered useless by the unexpected nature of the
sales decline. The firm needed an objective examination of Its market opportunities
and some reduction with respect to geographic and product concentration. Under the
auspices of SETAAC, a private consultant performed a market planning study for the
company. The project consisted of four phases: 1) review and analysis of Keane
Monroe's marketing and the market; 2) development of marketing objectives and
strategies; 3) development of detailed marketing action plans; and 4) estimates of
potential sales and marketing cost. The plan was favorably received by the ownership
of Keane Monroe. To completely implement the plan on the outlined timetable, some
new financing was needed. After reviewing the firm's strategic plan, the Regional
Office of EDA Indicated a willingness to accept a loan application for this financing.

The company and SETAAC worked out an extended timetable and the company
proceeded to implement the plan.
Summary

It has been three years since the company has received Trade Adjustment
assistance. Much has been accomplished. The planning was a major step, but credit
for implementing the plan must go to management and employers of Keane Monroe.
Ths small company developed three new products and brought them to market: 1) a
versatile overhead concealed electrohydraulic operator, the Series 4500, which Is said
to be the quietest in the industry; 2) a heavy duty slider operator, the Series 7000,
which has sold very well; and 3) a light duty operator, the Series 100, which Is
Inexpensive enough for residential use. Two new regional sales managers were hired,
and the sales efforts in the Midwest, northern California, and Southeast sales regions
have been successful. In 1982 the company sales have returned to $3 million. The
current order backlog is 2Y times what it was last year at this time and employment
levels are back up to 60. The future looks bright for Keane Monroe. It has more than
regained the business lost In the Northeast, has new products with customer appeal,
and has regained Its profitability.
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TRADE ADJUSTMENT ASSISTANCE ENGAGEMENT SUMMARY
L HISTORYIPROJECT BACKGROUND

The Joy Footwear Corporation, located in Hialeah, Florida was founded In 1971
as a manufacturer of casual footwear and athletic shoes generally made of canvas
upper components and rubber soles. We were a relatively successful company and by
1977 had reached $9 million in sales, comprised mostly of canvas basketball shoes. We
employed approximately 350 persons.

In the years following 1977, the nylon and vinyl jogging shoe became very
popular, and the market for basketball shoes and cawvas shoes declined. Joy Footwear
began to manufacture jogging shoes but was unable to attain any degree of success in
this market because of the-market being flooded with cheaper imports from Taiwan
and Korea. Price wise, Joy Footwear was ,nable to compete with the imports because
it lacked the ability from a pr oductivity standpoint to make up the difference between
American and (cheaper) foreign wage rates.

By 1979 sales had declined from the 1977 high of $9 million to $4.5 million.
Employment was down from 350 to 140. As a result of declining sales and unprofitable
operations, the company was financially weak and unable to borrow money in the
private sector.
Ii. TRADE ADJUSTMENT ASSISTANCE PROVIDED

In 1979, Joy Footwear Corporation filed a request for Trade Adjustment
Assistance with the Department of Commerce. The firm was certified as eligible to
request assistance and did so by requesting help in the preparation of a strategic
business recovery plan.

A well-known national consulting firm was provided through the Trade
Adjustment program to assist the company in developing a strategy to overcome the
problem of import impaction. The consultants audited all company operations to
identify the problems and opportunities of the firm. The consultants, together with
the management of Joy Footwear, prepared a tactical plan which included the
following elements:

I. A consolidation of product lines, with concentrated effort in certain
product lines and market segments;

2. An improvement in both the quality and quantity of the sales force;
3. The purchase of production equipment, including two additional injection

molding machines, which would increase the plant output to levels
consistent with sales projections; and

4. The installation of sewing machinery work aids and revision of the work
measurement system to improve productivity and reduce labor costs.

The plan was submitted to the Department of Commerce and subsequently
approved, thus allowing Joy Footwear to receive additional technical and financial
assistance to implement its recovery plan.

Financial assistance was provided through the Trade Adjustment Assistance
Program to support Joy Footwear's strategy. A combination guaranteed/direct loan
was approved for $1.75 million to supply working capital for the new marketing
strategy and to purchase the new equipment for the productivity improvement
strategy. Technical assistance was approved to provide 12 person-months of on-site
industrial engineering expertise to restructure to work measurement standards and
install machinery work aids.
iL RESULTS

As a result of the production efficiency program, manufacturing costs were
reduced by 15 percent. Some productivity savings were passed along to the employees
allowing them to increase their hourly earnings. The technical assistance, together
with the new working capitals provided the basis of Joy Footwear% active pursuit of
the new jogging shoe market.

Sales for 1982 were $12 rnilllon - up from the 1979 low of $4.5 million. The
company now employs 345 persons, many female, mostly Spanish-American workers in
the Hialea h-Miami area.
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TRADE ADJUSTMENT ASSISTANCE PROGRAM FOR FIRMS

FLOROD CORPORATION, HAWTHORNE, CALIFORNIA

BUSINESS: Manufacturer of Commercial Lasers for Semiconductor Industry.

IMPACTION: Market completely dominated by Japanese firm in less than 2 years
beginning in late 1980.

BACKGROUND: Company was first U.S. manufacturer of laser mask trimmers, a
yield enhancing device, for the semiconductor industry. Yield
increasing devices are critical to the U.S. semiconductor industry
if it is to remain competitive with offshore manufacturers.

Florod's initial reaction to the sudden loss of its market was to
start developing new products without regard to timing consequences
or to the degree of inherent technological risk. Their reaction
can be described as grasping for straw while going down for the
third time. The net results was an uncontrolled dispersion of
company resources bringing the company to the brink of insolvency.

ASSISTANCE & STRATEGIC CHANGE:

The Western TAAC assisted in formulating a recovery strategy for
the company which has resulted in nearly a complete recovery.
Today finds Florod on the verge of having a banner year. Key
elements of the recovery strategy were as follows:

1) Redirect Florod's efforts back to areas of strength and proven
technology, resulting in developing and marketing of new
products/applications:

a) Laser defect analyzer

b) Optical tooling

2) Define alternative applications for existing products namely

a) Micro welding
b) Resistor trimming

3) Establish long term objectives to direct future R & D projects.

4) Assisted company in obtaining an NSF Grant for basic research
in laser photomask pinhole repair. If research is positive,
it could be the basis for a future commercial product.

RESULTS: "Western TAAC served as a life preserver" says Rod Waters, Florod's
president. "It allowed us to hang on and develop enough strength
to swim again."

Total technical assistance provided to the company amounts to
$28,000. No Trade Act financial assistance necessary.

21-492 0-83--19



1981 1982 1983

Sales 840K BOOK 1,600K*

Employees 29 8 18

* Projected Sales

At the time of certification in September 1981, sales had declined to less
than $25,000 per month. Currently, March 1983, monthly sales are averaging
$130,000 per month. Employment went down from 29 at the time of certifica-
tion to a low of 8 in 1982. However, in March 1983 employment has increased
to 18 people and is on a steady increase.
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TRADE ADJUSTMENT ASSISTANCE PROGRAM FOR FIRMS

MESSINGER INC. DBA LISA JASON
VAN NUYS, CA

BUSINESS: Manufacturers of fine jewelry.

IMPACTION: Directly competitive gold necklace rope from Italy, Israel,
Peru, Hong Kong equal to or in some cases at a landed price
25% less than client's cost of manufacturing.

BACKGROUND: Messinger Inc. is a family owned California corporation
established in 1976. Business was based on experience
and expertise of family members in jewelry sales and
marketing.

Company established a manufacturing activity to produce 3mm
gold chain, but lacked production sophistication. At the time
of certification the company was showing sales of $3.6 million.

STRATEGY: To develop jewelry products for which there were no
directly competitive imports, to upgrade manufacturing
techniques, and to increase productivity and lower unit cost.

ASSISTANCE: Company management had the expertise to develop saleable new
jewelry products and settled on the following items for development:

a. 1 mn rope chain
b. Box catches
c. Ring mountings

The Trade Adjustment Assistance Program contracted with a
production consultant knowledgeable in jewelry manufacturing
techniques to help the companyupgrade manufacturing. The
client company shared 25% of the cost of this task. Government
share of technical assistance $15,000.

The Trade Adjustment Assistance Program also supplied a direct
loan to the company in the amount of $624,000 for a term of
7 years for the following:

a. Finance equipment and facility improvements.
b. Finance inventory build up.
-c. Finance increased accounts receivable.

RESULTS: Based on manufacturing consultants recommendations productivity
improvements were implemented for existing products and a
production line was established properly for new products.

Today the 11 vm rope chain accounts for 40% of the company's
gross sales and is not import impacted to any great extent.
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Box catches account for 12% of sales and is not import
impacted.

Ring mountings did not work out as anticipated;have been
dropped.

The remainder of sales comes from the originally impacted
3mm product, but better production methods are allowing
the company to compete on quality of manufacture rather
than price.

To date the company is current with its loan repayments.

Fiscal year end sales for the company as of June, 1982
were $3.4 million with sales for 6 months ended December,
1982 are $2.2 million. 51 people are currently employed
by Messinger Inc. as compared with 71 at the time of
certification. The strategic changes facilitated by
the T.A.A. Program have made long term employment for the
51 people considerably more secure.
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Metro N.Y. TAAC

Case Study

Dawson Industries Inc.
1350 Broadway

New York, New York 10001

Contact Person: Max Angel, Pre*.
(212) 695-9215

Product: Menls, Ladies and Children's Actionwear
Ladies Lingerie

When Dawson Industries was certified eligible to receive Trade Act benefits

in 1977 its sales were $4.5 million and profits were marginal. Employment at the

time of certification was 385. Imports from Overseas had impacted the firm.

Metro New York Trade Adjustment Assistance Center assisted Dawson Industries

in the development of its adjustment plan and loan application which culminated

in November 1979 with the firm receiving a $1,000,000 working capital loan from

the EDA. The firm also received implementation technical assistance which in-

cluded an engineering study with emphasis on plant layout, pay incentive program

and production scheduling.

This implementation technical assistance which was supplied as a cooperative

venture between Metro NY TAAC and Southeastern Regional TAAC at a cost of over

$100,000 became the basis for plant expansion from 40,000 sq. ft. to 132,000 sq.ft.

This resulted in greater plant capacity and efficiency.

The benefits of the loan produced an obviously better cash flow, that allowed

the company to expand and diversify its business, and increase its production and

reduce unit costs. Instead of floundering, the busir.-s grew. In the past five

years sales increased from $4.5 million to $27 million in 1982, while employment

increased from 385 to 500. Obviously, profits jumped accordingly.



29O

Metro N.Y.TAAC

Case Study

JOLIE HANDBAG, INC.
416 West 13th Street
flew York. N.Y. 10014

Product: Ladies Handbags Contact Person: Gerald Manowitz, PresiAent
(212) 691-5265

When Jolie Handbags, Inc. was certified in December 1978, its sales

were $2.9 million and articles produced were 1,375,000 units. Employment at
the time of certification was 140. Imports from Overseas had impacted the

firm.

Metropolitan N.Y. TAAC diagnosed Jolie Handbag's problems and assisted
the firm in the development of its loan application which culminated in
November 1979 with the firm receiving a $850,000 working capital loan and
$150,000 fixed asset loan from the E.D.A..

Jolie Handbag, Inc. has also received Miaketing technical assistance.

This assistance which was supplied as a co-roperative venture between

Metro N.Y. TAAC and the National Handbag Association became the basis upon
which Jolle Handbag was able to adapt to the changing market place. For
example, Jolie Handbag changed its market field from discount stores (low
price handbags) to shoe and apparel chains (moderate price handbags) who are

more fashion oriented.

The benefits of the loan and the technical assistance allowed the firm
to increase its sales from $2.9 million in 1978 to $6.5 million in 1982,
while employment increased from 140 to 219 during that time.

The management of Jolie Handbag, Inc. believes that the firm would not
be in business today, if it were not for the Trade Act of 1974. Most im-
portantly, profits continued to increase.
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Metro N.Y. TAAC

Case Study

Dame Belt & Bag Co., Inc.
636 Eleventh Avenue

New York, New York 10038

Product: Belts & '4ro.bsgs Contact Person: Jeffrey Mehler
(212) 581-8030

Amid the current slump in the garment and allied needle trades industry,
Dame has continued to increase its sales since being certified eligible for
Trade Adjustment Assistance in 1976.

Sales have increased from $3 million in 1976 to approximately $15 million
by the end of 1982. Metro N.Y. TAAC has helped Dame perform this dynamic
turnaround by first assisting in obtaining an interim Small Business
Administration loan of $300,000, plus Trade Act loans from EDA and supplying
technical consulting assistance.

The job impact realized by Dame and New York City through the Trade Act of
1974 assistance is significant. 200 jobs were saved and an additional 135
jobs were added. Dame now employs a total of 335 people and employs hundreds
more through the contractors it utilizes. Also, since Trade Act assistance,
the company has seen earnings jump 23 times.

From a total Trade Act loan of one million dollars ($600,000 fixed assets,
$400,000 company capital) through EDA - Dame has been able to purchase new
production equipment, purchase raw materials at volume discounts, increase
it's finished goods inventory- and open new markets, including overseas. All
of this has helped to reduce costs, and enabled the firm to service it's
customers better. In addition, Dame added an Oleg Cassini designer line and
also diversified into small leather goods (wallets, keychains, etc.) thus
finding a niche whichh the imports did not affect.

Dame's performance is an inspiration to the entire handbag industry and to
all import impacted firms; especially when we take into consideration that
they will also amortize both their fixed asset and working capital Trade
Adjustment Assistance EDA loans by the end of this calendar year.
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Metro N.Y. TAAC

Case Study

Dunleigh-Tuxton Corporation
1 East 33rd Street

New York, New York 10016

Product: Men's Neckwear Contact: George Bruder, Chairman
(212) 532-2873

In an otherwise lack-luster market, hurt by imports, Dunleigh-Tuxton Corp.
made an impressive sales gain in fiscal 1982. Their sales increased 40% to
reach an all time high for the company of $3.5 million. Net profits are
expected to increase 250%. Employment rose to 70, an increase of 10%. These
gains are largely due to the assistance of Metro N.Y. TAAC who provided the
necessary technical assistance to develop a marketing niche for
Dunleigh-Tuxton within the industry.

The company's operations were analyzed by Metro N.Y. TAAC and specialists
were hired to develop a marketing plan for the company. The market most
accessible to the company was chains such as J.C. Penny and Montgomery Ward.
In-house sales operations were reorganized, management responsibilities
redefined and a reporting system developed.

At the present time, additional Trade Adjustment Assistance is being
provided by Metro N.Y. TAAC through outside specialists in the form of a
production control system which will enable the company to produce more
efficiently and effectively thereby lowering its production costs.

Without such technical assistance as provided under the Trade Act of 1974,
this company would not be in the black as it is today. The company, by
itself, could not afford to hire such expertise, therefore, its ability to
overcome the impact of imports would have been severely hampered. Since
management has been reeducated and their systems reorganized, Eunleigh-Tuxton
Inc. is better prepared to face the ever increasing flow of imports.
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Metro N.Y. TAAC

Case Study

Little World, Inc.
112 W. 34th St.

New York, N.Y. 10001

Friedrich Knitting Mills, Inc.
8400 73rd Ave.

Glendale, N.Y. 11227

Contact person: Ed Stalzer, Exec. V.P.
(212) 894-4500

Product: Knitted Infants and Childrens Wear

When Little World was certified in 1979 its sales were $4.9 million

down from sales of $5.9 million in the previous year. Employment at the time

of certification was 186. Imports from the Far East had impacted the firm.

Metropolitan NY TA.PJ diagnosed Little World's problems and assisted them

in the development of its business plan which culminated in May 1980 with

Little World receiving an $800,000 working capital loan from the EDA. The

firm also received implementation technical assistance which included a

marketing study and merchandising plan, and an engineering study with emphasis

in the knitting areas, pay incentive program and production scheduling.

This implementation technical assistance, which was supplied by Metro NY

TAAC at a cost of $70,000, became the basis upon which Little World was able

to adapt to the changing market place. For example, Little World diversified

its production by marketing woven bottoms that coordinated with their knitted

tops. This has made their product more salable. The channels of distribution

were also diversified to include chain stores. In 1982, total sales were

$8,000,000.

In addition, the technical assistance provided in the production area

alone resulted in a one year savings at least equal to the $70,000 spent on

the total technical assistance.

The benefits of the loan produced an obviously better cash flow, that

allowed the company to remain successfully in business. The firm has gone

beyond its sales projection of $7.5 million to $8 million while employment

increased to approximately 220 in 1982.
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NORTHWEST TAAC ENGAGEMENT SUMMARY

Apparel Manufacturer Management and Productivity

Background
The firm was established in 1972 as a contract operation specializing in fashion sports-
wear. When the market changed to outerwear, the firm was able to change with it and
concentrated on down outerwear. In 1979, the company began to produce proprietary
products in down outerwear. A reversal in the insulated sportswear business along with
the impact of imports caused significant losses in 1980 and 1981. This downturn occurred
both in contract work and proprietary business and affected the entire operation.
However, prudent action enabled the business to switch from insulated fashionwear
production back to ladies fashion once again, at great cost to the business. The
proprietary line was dropped, and the firm is once again a contract operation only.

In October 1981, short term losses on the part of the firm coupled with an extended port-
folio position of a small local bank resulted in the bank calling for its outstanding lines of
credit and loans, even though all payments were current. All employees were laid off for
two weeks and all inventory liquidated at a substantial loss. The firm was able to meet
the demand, obtained releases from the bank, and put its work force back to work. The
firm was able to obtain interim financing for operations.

Business Strategy
With the assistance of NWTAAC staff, the firm developed a business plan that called for
increasing productivity, hiring a consulting systems analyst to improve the management
information system, extending the short-term financing, reviewing the physical facilities
and equipment, and arranging for additional capital.

Result of Business Strategy
The firm was able to hire a garment engineer who had 18 years of experience in the
industry. A consultant for the systems analysis of the computer was hired with
NWTAAC's help, and new payroll, accounting and costing systems have been installed.
Because of these two factors productivity has increased, enabling the firm to cut its
work in process time by 67 percent.

Sales were limited by production capacity. Physical facilities and equipment were
reviewed and the firm has purchased a three acre parcel of land, and is in the process of
constructing a facility nearby. The facility is triple the size of its present building and
will enable the firm to expand the number of employees to 200.

A $310,000 SBA loan has been obtained for construction and working capital. NWTAAC
staff helped the firm find bankers interested in participating with SBA. NWTAAC has
also been involved in helping the firm apply for federal government contracts.

Since 1981, when NWTAAC became involved, the firm's revenues have almost doubled,
and the company has turned from a significant deficit position to a healthy profit.
Employment has increased from 60 to 140 employees, and will reach 200 with the
completion of its new facilities. Total government assistance to the firm was $11,700, or
$58.50 per job.

NWTAAC 3/83
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NORTHWEST TAAC SUMMARY ENGAGEMENT

Fireplace Furnishings Management, Marketing and Engineering

Background
The firm manufactures fireplace mesh screens, glass enclosures and other fireplace
accessories. It also manufactures wire mesh draperies for commercial decorative or
security panels. The firm was incorporated in 1976, after splitting off from the parent
firm, which was founded in 1932. Sales grew to nearly ten million dollars in fiscal year
1979. Subsequently, the firm was seriously impacted by a combination of import
competition, a slowdown in housing starts and record high interest rates. By March 1982,
sales levels had fallen to less than three million dollars.

Business Strategy
The firm's business plan provided for an orderly scale down in operations to more
appropriately reflect actual market conditions. NWTAAC provided management advise
and guidance during this period. The TAAC also assisted the firm in the accomplishment
of debt restructuring to provide working capital.

New marketing channels of distribution have been put in place, which provide access to
the national chain store market. Several new product lines have been developed to
provide market diversification. Outside consulting assistance will be provided for market
research and engineering necessary for successful development of the new product lines.

Results of Business Strategy
The firm expects to end fiscal year 1983 with a profit, after losses for two consecutive
years. Current quarter sales are 30 percent higher than the same period one year ago.

One new product, a high quality design glass fireplace enclosure has been very well
received in the marketplace. A second designer glass enclosure will be introduced in
March 1983. With NWTAAC assistance, other new product areas are in various stages of
development.

The firm has received authority to apply for an ITA guaranteed ,oan in the amount of
1.25 million dollars. The loan will provide machinery, equipment and working capital to
support the growth anticipated from both new product sales and an expansion of existing
product sales.

The firm will probably not reach its maximum employment level of nearly 200 again,
because of improvements made to production efficiencies. However, as the firm
continues its recovery and builds new product lines - - new jobs will be formed. Some of
the new jobs will be of higher quality level than before.

NWTAAC 3/83
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NORTHWEST T/AC ENGAGEMENT SUMMARY

Fishing Rod Manufacturer Marketing and Engineering

Background

This thirty-year-old firm produces fiberglnss and graphite fishing rods and blanks. Sales,
production, and employment peaked in 1976 at $2.6 million, 400,000 and 100
respectively. Fiberglass fishing rod imports were severely impacting sales and working

capital to the point where foreclosure was imminent.

Business Strategy

An initial diagnosis of the firm identified the following major problems and constraints in
addition to fiberglass rod imports: 1) Scattered facilities (six buildings, two locations), 2)
overcrowding at plant sites, 3) loss of productivity - - 4.9 x annual employee turnover, 4) -

Inefficient and insufficient mRnufacturing equipment, 5) lack of adequate working
capital.

The business recovery strategy provided for consolidation of operations at one location,
modernized equipment, improved cost controls and management reporting, as well as
market and product diversification. A Trade Act loan for a combination of fixed assets
and working capital in the amount of $998,000 was approved and is currently in place.

Result of Business Strategy

The turnaround has been effected. The consolidation of operations has taken place.

Employee turnover has decr based to significantly less than industry norms. After initial
shakedown of consolidated operations productivity has met projections. Eighty-four
employment positions are secure. Product and market diversification is being
implemented in accordance with the business plan timetables and gives every indication

of increased sales, production employment and profits.
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NORTII WESr TAAC ENGAGEMENT SUMMARY

Fishing Flies and Tackle Manufacturer Marketing and Engineering

Background

The firm's president is one of the nation's foremost fly fisherman and fly tiers. The

firm's hand tied flies are world famous for quality, balnnee, nnd other features; and it has

developed and introduced many of the most effective trout and other fishing flies in use

today. The firm is in its 45th year of operation, managed by the founder and his son.

Sales fall into several classifications including wholesnle/distributor, retail store, and

mnil order, representing 52%, 25%, nd 23% respectfully of typienl prior yehrs' total

sales.

Business Strategy

Springboard for the sales development programs of nll divisions is the firm's flies, as this

is the product for which the company is world famous. In recent years sales have been

impacted by flies imported from Columbia, India, South Africa, and other foreign

countries. This impact seems to have adversely affected all divisions, and the

competitive import situation was (and is) not expected to become less severe.

A small, initial investigative analysis by an outside consulting firm diagnosed the firm's

strengths and recommended long- and short-term marketing training implementation

assistance which concentrated on expansion of the retail sales division (store and mail

order) as the key area which would provide long-term viability for the firm.

Concurrently a small engineering consulting services contract helped solve a technical

engineering problem for a specific product's riveting process allowing resumption of

production and sRles.
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Fishing Flies and Tackle Manufacturer, cont.

Results of Business Strategy

This plan was accomplished without tie rived for any government direct, or, guaranteed

loans.

Wholesale division sales continue to be soft, finishing the riscAl year slightly lower in

dollar sales volume and in real products sold as predicted in the pro forms, and

investigation analysis.

Mail order zales are responding to the Business Plan actions even better than had been

forecasted: 1) Requests for catalogs - - up 400%; 2) Number of individual mail orders - -

up 43%; 3) M1ail order sales volume - - up 50%, all on n year to year basis, for the first

seven (7) months of the fiscal year.

The marketing program did not become effective until four (4) months into the fiscal

year. The first four months sales were substantially below the preeveding year, and the

above figures include overcoming those deficits. Sales for the fifth (5th) montl, were up

89% over the same month of the preceeding year, and the sixth (6th) month was double

those (100%) of the preceeding year.

Seven new manufacturing positions were created.

Manufacturing wages (piece work) were up 20% over the preceeding year.

The increased manufacturing volume has resulted in the creation of two additional

positions for order processing and handling.

Management has stated that without the marketing ifrad engineering consulting services

made available through this program they would have been forced to severely curtail

manufacturing, and reduce empInymen t correspondingly.
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Mr. WILLIAMS. First of all, let me say that I am familiar with the
program of trade adjustment assistance for firms and industries be-
cause I administered it as a Deputy Assistant Secretary for Eco-
nomic Development in the Department of Commerce in the previ-
ous administration. And that is Mr. Ryter's predecessor in this ad-
ministration, as the Deputy Assistant Secretary for Trade Adjust-
ment Assistance. I left last year because I disagreed with the ad-
ministration policy of trying to terminate this program. I felt that I
wanted to be free to work from it on the outside. And that is what
I am doing now.

There are just a few major points I would like to leave with you.
One is that a dynamic international trading system is essential to
economic growth. The leadership of the United States is essential
to this international trading system. For the United States to exer-
cise the kind of leadership that is needed, it must have a sound and
credible trade adjustment assistance program. I will say no more
on that, because Senator Heinz summarized briefly the reasons
why that is true, in his questions to the previous witnesses.

It is true that the financial assistance program under the trade
adjustment assistance program for firms has had an unacceptable
default rate. This is brought about largely from policies that were
followed 3, 4, or 5 years ago, which are now coming home to roost.
In the last 2 years, those policies have been tightened up consider-
ably and the loan program now is in much better shape than it was
then, and it is a very effective program.

However, it is wrong to look at the program for firms and indus-
tries only in terms of financial assistance. Technical assistance is
much more important or equally as important. And this program
must touch 70 to 80 firms with technical assistance for every one
with financial assistance. And of the 2,000 or.more firms that have
received technical assistance under this program in the past 3 or 4
years, 85 percent of them are still in business.

I have attached to my testimony some 30 or 40 case histories of
firms throughout the country who have benefited from this pro-
gram. Those are only a few. I could give you many, many more if
they were needed. This program does work for many firms. It is im-
portant to those firms. And it is perceived by those firms as a way
of helping them react in the best way to foreign competition, by be-
coming more efficient, by becoming more productive, by developing
new products, by developing new markets. That is the way to
adjust, and the best way to adjust. And it is a proper role for the
Federal Government to help do that.

The third thing is that we also have a program of help to indus-
tries which, again, is not a financial assistance program at all. It is
technical assistance through industry grants. The shoe industry,
the handbag industry, the steel industry, the machinery industry,
the textile machinery industry. Many, many industries have re-
ceived help to carry out productivity studies and other types of
studies that will he p the members become more efficient in ex-
porting and in meeting the problem of imports.

So this program goes far beyond financial assistance to firms,
and should not be judged on that alone.

Let me say that there are really four postures from which we
can take a choice to deal with this. The first I call education. That
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is saying we are for free trade, and it is the best thing there is.
Comparative advantage works. In the long run, everybody is going
to be better off, and those of you who are hurt now ought to just
hunker down because it is better for everybody. We can't live with
that.

A second posture is protectionism. We can't live with that.
A third posture I call compensation. That was the old program

where we just give money out to people without any benefit of ad-
justment. And that is much too expensive.+

The fourth way is adjustment. That is what we have to do.. To
concentrate on adjustment, and to focus everybody's energies on
how do we adjust to this. I would submit that we should have a
program. We need to make it-better. We need to focus on adjust-
ment.

In my prepared statement I have given some suggestions for
that. We should have industrywide certification. We should have
tripartite committees of labor, management, government sitting
down to work out adjustment plans. Adjustment plans should be
flexible so that they are attuned to each industry and to the needs
of each industry.

Thank you so much, Mr. Chairman.
Senator DANFORTH. Thank you.
Senator DANFORTH. Mr. Fennell.
Mr. FENNELL. Thank you, Mr. Chairman.
Before I begin, I would like to submit into the record not only my

own prepared statement, but the prepared statements of four
others. One from the TAAC-TEC Systems Co., in Meadowlands, Pa.
One from a firm in Troy, Mich., called Formative Products. One by
Mr. Dominic Dipaola who is the managing director of the Leather-
goods, Handbags, Plastics and Novelty Workers Union, represent-
ing the entire industry. And one from Miami Footwear in Miami,
Fla. I will also give to the committee, following my testimony, the
names of close to 900 firms representing 130,000 employees on
whose behalf I am speaking, because they have expressed support
for the trade adjustment assistance program for firms and indus-
tries.

[The prepared statements of TAAC-TEC Systems Co., Formative
Products, Mr. Dominic Dipaola, Miami Footwear, and Mr. Fennell
follow:]
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SYSrLMs INCOIIPOIIALD

17 :iaril 1983

SUBMITTED TO:
UNITED STATES SENATE
COMMITTEE ON FINANCE
SUBCOMMITTEE ON INTERANTIONAT, TRADE
THE HONORABLE JOHN C. DANFORTH. CHAIRMAN:

I very much appreciate this opportunity to express the opinion
of TACTEC Systems, Inc. concerning the activities of the Trade Ad-
justment Assistance Council (TAAC). We have been involved with
TAAC for a number of months and believe that TACTEC's experience
with the activities of TAAC should be helpful to this sub-committee
in its evaluation of the TAAC Program.

This report has been divided into four sections:

I. A brief background on TACTEC and the industry in
which it operates.

II. Factors having a negative effect on TACTEC's viability

III. The involvement of TACTEC with TAAC

IV. The importance of TAAC assistance to TACTEC

I. Background on TACTEC

TACTEC Systems, Inc. was incorporated in January 1981
and acquired the land mobile radio operations of RCA Corporation
in March 1981. RCA had reported a history of unprofitable oper-
ations and had expressed its intention to close down its land
mobile radio operations.

The land mobile radio industry consists primarily of two-
way, dispatch type radio service. Users of two-way radios include
agencies of Federal, State and Local governments, public utilities
and companies in a variety if industries which require prompt
communication capabilities in order to maximize operating efficien-
cies. The price range for such radios, including both mobile
(installed in vehicles) and portables (hand-held), is approximately
$600 to $2,200. The U.S. market is estimated at approximately
$1,500,000 and the International market at $2,500,000, with a
projected annual growth of about 15%. The high-priced end of the
U.S. marketplace is dominated by Motorola and GE, with approximately
20 companies active in the low-end of the U.S. marketplace, includ-
ing a number of non-U.S. companies.

TACTEC's annual revenues for its fiscal year ending February
28, 1983 will approximate $45,000,000. The Company employs about

--_ , L C
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600 individuals, a decline from about 900 employees at the time
the RCA operations were acquired. The Company was profitable in
its initial fiscal year, but is expecting to incur a loss in the
current fiscal year as a result of a significant decline in sales
during this recessionary pericd.

II. Factors negatively affecting the viability of the Company

The owners of TACTEC Systems, consisting of ten private
investors (all US citizens) acquired an unprofitable division
of a large conglomerate. It was immediately apparent that the
Company's weaknessess were significantly greater than that which
had been anticipated during the acquisition proceedings. Spe-
cifically, the land mobile radio operations of RCA suffered from
(a) weak management, (b) an aged product line that had not been
supported due to a continuing decline in R&D, (c) an inefficient.
and high-cost manufacturing operation, (d) a volatile labor union
situation, 'e) unhappy customers who had felt the brunt of RCA's
lack of interest in continuing the state-of-the-art in its product
line, (f) a rudimentary management information system, (g) the
intrusion of foreign competitors in the low-end of the two-way
radio market, the fastest growing segment of the market, and (h)
overall low performance standards of the employee force as a
whole. This situation was further aggravated by the new company
being somewhat under capitalized.

III. The involvement of TACTEC with TAAC

After a series of discussions between representatives of
TAAC and TACTEC, it became apparent that TACTEC has the ability
to support its contention that its operations had been and were
being adversely affected by foreign imports. TACTEC representatives
then prepared the various reports that were necessary to obtain
certification, and having received such certification, participated
with TAAC in the process of preparing REQUESTS FOR PROPOSALS fLom
industry consultants and evaluating the proposals. Throughout
this process TACTEC representatives were in frequent contact with
officials of TAAC, and their assistance was invaluable in enabling
TACTEC to successfully utilize the Trade Adjustment Assistance
Program as intended.

TACTEC is currently having its new marketing strategies evalu-
ated by independent industry consultants. Through a series of
joint venture and sub-contracting arrangements, TACTEC has po-
sitioned itself so that it will have available during 1983 state-
of-the-art products in the new cellular and trunking technologies,
and will also add new low-end products to its product line whereas
previously only high-end products had been offered by RCA. A
consulting project is currently underway to evaluate the marketing
strategies associated with these new products. Also, two consulting
projects are pending which would assist the Company in other important
areas - Manufacturing and our Management Information Systems.
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Further, TACTEC has entered into discussions with officials of
TAAC relative to availing itself of the loan provisions of ex-
isting legislation, in order to assist in the financing of the
machinery and equipment, inventory and marketing cost require-
ments for the new products.

IV. The importance of TAAC assistance to TACTEC

The Company is in a turn-around situation that unfortunately
was undertaken during the worst recessionary period in over 50
years. Significant cost reduction efforts, including employee
layoffs and a 15% across-the-board salary reduction, have been
made in order for the Company to remain viable. In these cir-
cumstances it is difficult for TACTEC to justify engaging outside
consultants to assist it, regardless of whether such expenditures
would be expected to generate cost savings in the future. The
Company's current financial condition requires that it emphasize
its short term cash position, unfortunately at the expense of the
future. Thus, without the assistance of TAAC, TACTEC would not
have been able to avail itself of the consulting assistance that
it considers important in insuring that the marketing strategies
associated with the Company's new products will maximize the
Company's profitability.

We believe this assistance has been important to TACTEC's
survival and that it represents an appropriate use of tax-payer
funds for the following reasons:

a. TACTEC's survival (through maximizing the profitability
from its new products) is important in maintaining
existing jobs in a section of the country that is
economically depressed

b. It helps to resist further encroachment by Japanese and
other foreiqn competitors into the US telecommunications
market

c. The combination of existing radio electronics capabilities
with microprocessors has continued TACTEC's position as
a high technology company. This is considered most im-
portant in our country's efforts to maintain its edge in
the high technology area, and specifically in the Western
Pennsylvania area which is attempting to emphasize high
technology

d. TACTEC's survival serves as a counter-weight to the
monopoly position of Motorola in this industry

e. Although in a relatively modest way, TACTEC is helpful
to the U.S. balance of payments in that it exports
over 15% of product sales

Again I thank you for this opportunity to express TACTEC's
views on this important matter. I would be pleased to answer
any questions you may have at this time or in the future.

Mark W. DuMars
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UNITED STATES SENATE
COMMITTEE ON FINANCE
SUBCOMMITTEE ON INTERNATIONAL TRADE
WASHINGTON, D.C.

THE HONORABLE JOHN C. DANFORTH, CHAIRMAN

Subject: Trade Adjustment Assistance for Firms

BACKGROUND

Formative Products, founded in the State of Michigan in 1955, manufac-

tures die molds, welding and assembly fixtures, jigs, gages, molds and

special machines. In addition, Formative has a unique process to form nickel

tools and parts by chemical vapor deposition.

In 1980, Formative Products was primarily oriented to attract business

from the automobile industry. Sales for the year ended June 30, 1980, were

$8,106,000, down 19%, and employees numbered 116, down 38%. A major factor

in Formative's decline was increased competition from companies located in

Canada. In the fall of 1980, Formative Products was certified to be eligible

for Trade Act Assistance.

TRADE ACT ASSISTANCE PROGRAM RESPONSE

In November of 1980, technical assistance was initiated through the

Midwest Trade Adjustment Assistance Center. A diagnostic analysis and an

adjustment plan were issued in April of 1981.

The diagnostic analysis outined the following problems:

A) An increase in competition from Canadian companies
who pay lower wage rates, receive sizable government
subsidies for exports and have a favorable monetary

exchange.

B) Capital expenditures for new tooling programs in the

automobile industry were put on hold, or cancelled as

cash flow tightened.

C) Lack of, or poor procedures for, job cost estimation,
job cost analysis, marketing analysis and job quotation
review.

The adjustment plan emphasized that Formative must expand its services

beyond the automotive market. The plan also suggested that Formative improve

its manufacturing capability. Special recommendations included:

Marketing

A) Perform a marketing study to investigate opportunities in
the busine's machine, appliance, furniture, housewares,
dIocf lu and o'owa:mvrciai aerospace markets.
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Marketing continued

B) Hire a sales manager to supervise entry into new markets
and to maintain existing markets.

C) Develop a sales analysis/marketing research capability
to identify unprofitable ventures and to add those of
genuine promise.

D) Organize a promotional/advertising program that is cost
effective, successful, and has a built-in follow-through
procedure.

Manufacturing

A) Establish an engineering department.

B) Formalize the estimating procedure.

C) Update equipment to increase technological capacity.

Financial

A) Review quotations as to profit potential and downside
risk.

B) Approve change orders, amendments, revisions and insure
that all additional costs are recognized and invoiced.

C) Improve the leveraged position of the firm.

In addition to the recommendations just outlined, the adjustment plan
evaluated the organizational structure, identified strengths and weaknesses
and made recommendations for improvement.

After reviewing the diagnostic analysis and adjustment plan, Formative
implemented several of the recommendations and set a timetable for several
of the others.

Also, Formative retained the Midwest Trade Adjustment Assistance Center
to do a market study.

The market study:

A) Evaluated the defense, agricultural equipment, commercial
aircraft, computing and office equipment markets and
several others.

B) Identified competition.

C) Defined the size of each market and estimatd the potential
mi-rkt sha rc for U'ormattvy.

-2-
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D) Identified market cmtrv requirements.

E) Identified key contacts at several companies in each market.

In summary, the Trade Act Assistance Program responded over a two year
period with three valuable documents; a diagnostic analysis, an adjustment
plan and a market study.

IMPLEMENTATION

As each of the documents were issued, Formative was able to follow a
majority of the recommendations. A major factor in Formative's ability to
implement successfully was the ongoing assistance provided by the Midwest
Trade Adjustment Assistance Center.

RESULTS

With the help of Trade Act Assistance, Formative Products has diver-
sified, has improved its financial strength and has been able to compete
with imports in its old markets. Examples of Formative's improvements
are:

A) Sales have increased to $10,715,000 for fiscal year 1982,
up 32%.

B) Employment has increased to 138, up 18%.

C) Increased marketing and improved efficiency of its chemical
vapor deposition process. After three-years in which sales
were $150,000 each year, sales in this division are expected
to be greater than $1:000,000 in fiscal year 1983.

D) During the first nine months of fiscal year 1983, automotive
related sales are expected to be 78% of sales, down from 95%
in fiscal year 1980.

E) The company has become a leader in manufacturing high tiehno-
logical machines, many of which contain robotics or flexible
automation concepts. Examples of this include computerized
gaging and checking fixtures' computerized balancing equip-
ment and automatic transfer equipment.

F) Finally, Formative has modernized its facility to include a
computer aided multi-axis machining center.

ANALYSIS

Trade Adjustment Assistance is a valuable program. The key to this
program is that it provides technical assistance as well as financial
assistance. If Formative Products and similar companies were to try to
get such assistance on the open market, the costs would be extremely
prohibitive. However, as a result of Trade Adjustment Assistance,
Formative was able to recover from damage by foreign competition, save
jobs and fight back. Trade Adjustment Assistance works.



314

March 17, 1983

TESTIMONY OF

DOMENIC DIPAOLA, MANAGING DIRECTOR

LEATHERGOODS, HANDBAGS, PLASTICS, & NOVELTY WORKERS UNION

LOCAL #1, AFL-CIO

149 FIFTH AVENUE

NEW YORK CITY, NEW YORK

TEL: 212-533-7700

Submitted to:

UNITED STATES SENATE

COMMITTEE ON FINANCE

SUBCOMITTEE ON INTERNATIONAL TRADE

WASHINGTON, D.C.

THE HONORABLE JOHN C. DANFORTH, CHAIRMAN



315

Mr. Chairman - Members of the Committee ..... My name is Dc:'nic DiP.iola,

Managing Director of the Leathergoods, If.indbags,Plastics ind Nuvelty Workers

Union, Local #I,AFL-CO.

I am appearing here today on behalf of the union membership and with the

full support of my Executive Committee which consists of men and women who

represent a complete cross-section of our handbag industry. An industry that

includes many products such as reptile, leather, vinyl, fabric, metal

findings, zippers, thread and glue.

Some 200 Ameircan manufacturers have labor contracts with our union. Our

union contracts are with firms located from Rhode Island to Florida and Puerto

Rico, and from New York to California; from- the largest manufacturer doing

over $50 million dollars per year to shops doing less than $1/4 million

dollars per year.

Ten years ago, there were approximately 750 establishments producing

handbags in the United States. Today there are approximately 400; a decline

of almost 50Z. Total employment is now estimated to be less than 20

thousand. Our international union membership dropped ,4% from 18,030 to

10,000 in that same period of time.

The decline in U.S. handbag shipments, the decine in U.S. handbag

producers, and the decline in U.S. handbag workers can only be attributed to

the dramatic increase in handbag-imports. Imports have gone from 40 million

units in 1967 to an estimated 180 million units in 1982; a 455Z increase!

During that period of time, imports as a percentage of the domestic market has

increased from 29% to 832. And if 832 of the products come from overseas, 832

of the jobs have gone overseas.

When I started as a pocketbook framer almost 40 years ago, most of the

workers in the handbag industry were either of Italian or Jewish decent. With

the upward mobility of the minorities, most of our workers are now either

Blacks or Hispanic. They too need the opportunity to advance.
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The American handbag industry and its workers are down but not out. Tlere

might not be an American handbag industry today if it were not for the Trade

Adjustment Assistance program. In the Metropolitan New York area, 21 handbag

producing firms received financial assistance; perserving and creating

thousands of jobs. More important, hundreds of firms have received technical

assistance in the form of marketing, management, finance and production

assistance to help them adjust to increasing import competition. In addition,

these handbag firms have then been able to maintain their credit and have

obtained additional private financing that would not have been provided if it

weren't for the Metropolitan New York Trade Adjustment Assistance Center.

After EDA determined that imports were severely impacting the handbag

industry, the National Handbag Association in conjunction with the

Leathergoods, Handbag, Plastics and Novelty Workers Union, Local #1, AFL-CIO

received a U.S. Department of Commerce grant to fund an "Industry - Wide

Recovery Program". This grant was supplemented by cash and in kind

contributions from both the industry and the union. This recovery program

aimed at 5 specific goals:

(1) Increased efficiency and productivity of the domestic industry

through the design of a cost/price accounting system, providing a

how-to manual distributed to all members of the industry.

(2) Improvement of the product and design forcasting capabilities through

the organization of a fashion oriented education program.

(3) Development of a strategic marketing approach through an extensive

market study on consumer and buyer attitudes including test marketing

was performed throughout the United States and made available to all

American manufacturers.

(4) The development of a comprehensive export manual, which has

significantly contributed to a 40% rise in handbag exports in the

last four years.
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(5) The last but surely not the least important accomplishment was the

extablishment of a technical school in New York to train young

talented people to design and -make handbags. Only the influx of young

people with new ideas and concepts can make our industry prosper.

Largely due to the success of this industry-wide recovery program, there

is excitement and hope in the air. Rope for the industry and hope for its

workers. But this hope continues to depend upon the Trade Act of 1974. Our

firms and the industry needs the cooperation of government. We need infusions

of technical know-how to secure and broaden our- ability to compete with

imports. Support by this Subcommittee to continue the Trade Act program is

essential for the survival of this hundred year old industry. Union Local #1,

of which I am proud to be associated as its Managing Director, is the second

oldest labor union in the United States. We are 98 years young. We are

asking you to help the industry help itself. Only through cooperative effort

between labor, management and government can this industry turn itself around

and provide, preserve and create meaningful long-term jobs for Americans.

The benefits received by the handbag industry through the Trade Act of

1974, are largely responsible for its survival in the United States and for

the survival of its workers. The Trade Act of 1974 has given us hope. It has

afforded the industry an opportunity to improve its competitive position

through research and practical application of technical assistance. I believe

a foundation has been carved out for the American handbag industry. We cannot

let this momentum die.\There would not be an American handbag industry today

if it were not for the Trade Act of 1974.

Over 90% of the workers in this industry are minorities. They plead for

your support; for the continuation and expansion of the Trade Adjustment

Assistance program for firms and industries, because the Trade Act works.

21-492 0-83--21
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Tle Trade Act of 1974 works. It works for industries and firms. The

Traide Act requires that firms look after the best interests of the employees;

and it works for the employees. Let's look again at the facts. In the past

15 years, handbag imports have increased (due to our "free trade" policy) 455%.

During that same period of time, during which imports have garnered P3% of the

U.S. market, approximately 50Z of our handbag factories and approximately 50%

of our handbag workforce have been eliminated. Although the American "free

trade" policy has taken away a goodly piece of our business, the Trade Act of

1974 for industries and firms, as administered by the International Trade

Administration, has now stabilized the surviving handbag industry. It has

assisted them to diversify, find new markets and a niche where import

competiiton will have little or no affect upon it. It has helped the firms

become more efficient and therefore helped many firms create additional

working capital within. The Trade Act of 1974 works.

Our workers totally support the continuation and expansion of the Trade

Adjustment Assistance program for industries and firns. This program for

industries and firms looks after the best interests of the American worker.

The American worker does not want a hand out. It only wants a hand.
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March 17, 1983

Statement of Daniel J. Fennell,
Secretary - Industrial Policy Council

Director - Mid-Atlantic Trade Adjustment Assistance Center
Suite 900, One East Penn Square
Philadelphia, Pennsylvania 19107

Phone: (215) 568-7740
Prepared for Presentation to The Committee on Finance

Subcommittee on International Trade
United States Senate
Washington, D.C.

Honorable John Danforth, Chairman International Trade Subcommittee

My name is Daniel J. Fennell. I am appearing today as Secretary of

the Industrial Policy Council and as Director of the Mid-Atlantic Trade

Adjustment Assistance Center (TAAC), one of thirteen such assistance

centers, situated throughout the country, which work with an alarmingly

large number of firms who have lost markets to imported products.

Like the organizations which host other Trade Centers throughout the

country, our parent organization, The Council for Labor and Industry,

has specialized in business assistance and other economic development

efforts for many years. The Council includes on its board, Presidents

and officers of area colleges and universities, the President of the

Pennsylvania-New Jersey-Delaware Chamber of Commerce, and the President

of the Philadelphia Council, AFL-CIO.

I am speaking today on behalf of each of the Trade Centers which

are listed, with the states which they serve, in an attachment to

my prepared statement. I am also speaking on behalf of our clients

and their employees, particularly those firms employing

people, which have expressed support for the Trade Program, which are

listed in another attachment to my prepared statement.
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Last year, in statements which were presented to Budget,

Appropriations and Authorizing Committees of both Houses of the

Congress and which were circulated among this Committee by Senators

Heinz and Moynihan, we gave a report on the unusual effectiveness

of the Trade Adjustment Assistance Program for Firms and Industries

which was long overdue. We described a small program working

among the 50,000 firms and 4,-000,000 employees spread through-

out the country in industry sectors impacted by imports. We pointed

out that each state represented on the Congressional Committees

had substantial numbers of firms that had received assistance or

were candidates for assistance--Firms whose workers would be on

the unemployment lines if business dropped much further.

In 130 pages of testimony for the record, we described the nature

and results of Trade Act technical assistance to firms and the unique

research and development projects which have been sponsored by the

industry assistance program under Title II., Chapter 3, of the Trade

Act of 1974. We did this because we believed then, as we do now, that

the Trade Program has been essential to the recovery prospects of

many firms, and that, moreover, the program deserves to be-continued

on its merits.

We urge you today to continue this useful program and to extend

the authorization of the Trade Act beyond September 1983.

We are not here to testify against any of the President's efforts

to revive the American economy and to put America back to work. We

support the aims of the President's Economic Recovery Program. We are

here to advocate TAA because we believe that the Program furthers these

aims by assisting firms themselves to be more ably competitive in an
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increasingly worldwide marketplace. We are perplexed that after

adopting Trade Adjustment for Firms and Industries as an integral part

of its economic program in ito first budget year, the Administration has

sought to eliminate it in the last two years. In the Budget Message of

February 1, 1983, which was transmitted to the Congress by the Presi-

dent, it was proposed to eliminate the TAA Program for Firms and

Industries by deferring expenditures of $20,100,000 from fiscal year

1983 appropriations for the Program and, together with $181,900,000

from the Economic Development Administration, to transfer these funds

to the Small Business Administration, in order to meet the huge demands

by banks for pay-offs of defaulted business loans guaranteed by the SBA.

Although this 1983 deferral was disallowed by the House when it passed

House Resolution 75 on March 3, 1983, it is useful to examine the

rationale that has been provided for eliminating the Trade Program at

this time in light of the actual performance and real cost of the

Program. The reasons given for elimination now, which are similar to

those supporting the 1983 Budget Message, are that: The Trade Act loan

portfolio is weak, few firms have been helped to compete; the Program

is inconsistent with the Government's move away from subsidy programs,

and; the Administration would prefer to rely upon its Economic Recovery

Program to deal with the real problems associated with Economic Adjust-

ment.

This rationale fails to take notice of the substantial positive

results from technical assistance and from the industry projects, nor

does it accurately reflect either the nature or reach of the Program.
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Loan Activity

We decry the magnitude of the "default rate" which the Commerce

Department reports. However, the "default rate" is not reflective of

what the Program has been doing in the last several years nor of the

prospective government exposure on Trade Act loans. Moreover, the way

in which "default" is defined for these reports should be made clear

to the Committee.

Several particulars with respect to the overall loan portfolio,

which is heavily weighted with loans before 1981 are useful to keep

in mind:

o I understand that Commerce has accounted all loans past due
10 days or more as "defaults".

o One firm can be counted several times in the "default"
calculation since loans to a single firm are tracked in
"units" according to the applications (such as fixed assets
or working capital) to which the loan proceeds were to be put.

o Loans awarded by the Domestic Industry Business Administration
(DIBA) before the Trade Act of 1974 are included among Trade
Act loans in Commerce's "default" calculation, probably because
the servicing of these loans was passed along to the Trade Act
portfolio.

o During its first years in EDA, the Trade Adjustment Assistance
Program was treated primarily as a loan program for weak firms.
Less than $500,000 per year was appropriated for technical
assistance which is now the linchpin of the Program and without
which loans cannot be either reasonably protected or properly
evaluated.

o Fully one-third of the loans in the portfolio were closed
before Trade Adjustment Assistance Centers (TAACS), which
have become the principal deliverers of technical help
to firms, began operating. A significant proportion of loans
not yet closed had been preliminarily approved by EDA while
TAAC's were starting up.
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Loan Activity(Continued)

o Congress built a high risk into the loan program by reserving
its use to firms which could not obtain other financing.
Although Section 255 of the Trade Act contained provisions for
"reasonable assurance of repayment of the loan", this language
was interpreted in the report of the Senate Finance Committee
on the Trade Act (page 149) as follows: "The term 'reasonable
assurance of repayment,' which refers to both direct and
guaranteed loans, should not be taken to mean reasonable
assurance in the strict banking or commercial sense because
adjustment assistance loans are admittedly high risk loans."
In the March 20, 1979, report on improvements to the Trade
Adjustment Assistance Program, to accompany H.R. 1543, the
House Ways and Means Committee urged the EDA not to require
personal guarantees from recipients of Trade Act loans, even
when the government had second or third lien positions on
collateral.

o EDA often referred loan cases which it would not consider
under its other programs for Trade Act loans in the belief
that TAA was established for such risks.

However, despite the fact that in its early years under EDA the

TAA Program was treated principally as a loan program, that has not

been its emphasis or experience under the International Trade Admin-

istration (ITA) where TA. has been an integrated recovery vehicle which

ties assistance to systematic and effective adjustment steps.

Although it is interesting to review the origins of the Program,

it is more important to examine the recent experience and activity

of Trade Act loans in the light of what has happened in previous years,

as a guide to decisions about the future.

Below I am including a table which displays the loans awarded to

firms from the beginning of the Trade Program in 1975.
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SUMMARY OF TRADE ACT LOANS THROUGH DECEMBER 31, 1982

NO. OF TOTAL
FIRMS GUARANTEED LOAN $
RECEIVING $ IN DIRECT $ (IN

FY LOANS MILLIONS (IN MILLIONS) (MILLIONS)

Thru 1978 97 43.345 62.339 105.684

1979 82 38.7 55.5 94.2

1980 67 30.0 42.0 72.0

1981 49 21.8 27.9 49.7

1982 12 16.7 2.5 19.2

1983(Dec 31) 1 -- .56 .56

TOTALS: 308 150.545 190.799 341.344

Several points regarding loans are clear from examining the table:

in every year since fiscal year 1979, both the number of firms assisted

by loans and the total loan dollars have declined; the loan activity

since fiscal year 1982 has been negligible, accounting for 5.7% of the

total loan dollars in the portfolio and 4.2% of the number of firms

receiving loan assistance; thus far, in fiscal year 1983 there has been

only one loan which has closed.
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Furthermore, we should emphasize that Trade Act loans now consti-

tute a comparatively small portion of the financing which is generated

through the Program.

By far the largest number of firms who have received Trade Act

assistance have not received Trade Act loans but have been able to

reenter commercial capital markets.

I have attached to this statement an illustration of alternative

financing which firms assisted by the Program have been able to receive

and this does not include the results of all TAAC areas. In summary,

the attachments show that approximately $130,000,000 in financing has

been obtained by firms working with the Trade Centers which has not come

through the Trade Act. This amount of alternative financing does not

include the much larger number of dollars which firms have been able to

use because, through the Trade Program, they were able to maintain lines

of credit and factoring relationships which would otherwise have been

foreclosed to them.

In recent amendments to the Trade Act, the Congress has

strengthened the Department of Commerce's ability to toughen its credit

criteria and ITA has done precisely that. Clearly, the amount of loan

exposure in recent years is extraordinarily small and the precipitous

Government loan activity to which the Administration alludes is past

history.

Firms Assisted to Compete

The loan default issue as a rationale for eliminating the Program

is a strawman. In light of its concern with loan defaults, it is ironic

that the Administration, through its deferral proposition, has proposed

to transform "good" Trade Act money into "bad" SBA loans.
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In counterpoint to the 308 firms that have received loan assist-

ance there have been more than 2200 firms who have received assistance

under the Trade Program. Less than 14% of these have been involved in

the loan feature of the Program and since fiscal year 1981, less than 2%

of the firms receiving Trade Act assistance have received loans under

the Program.

For the record, we are providing case studies which demonstrate

the kind of work that we have been doing for firms and more importantly

the kind of work which firms, being able to identify resources that will

assist in their redirection, have been doing for themselves. The Trade

Adjustment Assistance Centers stand by that record and are seeing it

extended every day. Today, I will not recite chapter and verse of these

examples from all areas of the country. The point to which I do draw

your attention, however, is that nearly 80% of the firms who have

received assistance are still operating, competing and employing people.

As you know, many firms which have worked with us have not only

reversed their employment losses but have added workers, as well. The

Xonics Corporation in Des Plaines, Illinois, had dropped to 800 em-

ployees when it began working with the Mid-West TAAC in March 1980.

Today, under the direction of its President, Mr. Syd Kulick, (who was

not able to join us here today) the company employs 1300 people. This

manufacturer of medical imaging equipment is projecting sales for this

year of $130,000,000, up from a low of $80,000,000 just a few years ago.

The Company has received substantial amounts of technical assistance and

based on its performance and Adjustment Plan, has had an application for

a heavily collateralized loan approved.
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There is no other program in the country which is working for

the Xonics' of America in the way that the Trade Program is. The

engineering, marketing and productivity studies, and management

information systems work being accomplished for firms through this

Program is unique. And The industry side of the Program is achieving

results far beyond the dollars which are spent. Particularly impressive

have been the model programs, developed by Northwestern University's

Science and Technology Center, for assisting the U.S. Consumer Elec-

tronics Industry; the computer-aided pattern grading service bureau for

the Footwear Industry, developed by the New Enterprise Institute - which

will aid that industry in gaining productivity efficiency and help it to

respond more readily to rapid changes in style; and the assistance

projects which are under way or being conceived for the Sportswear

Manufacturers, Machine Tool Builders, Textile Machinery Manufacturers,

and even the Robotics Industry.

The issue here is that the product of the program is effective

adjustment not subsidy or compensation.

Cost Effectiveness vs. "Subsidy"

Jobs

You should be pleased that you have created a program that is cost-

effective. In their fourth year of operation TAAC's worked with

firms having an estimated total of 120,000 employees. The average cost

per person of the technical assistance portion of the Program was $150 -

less than a week of unemployment compensation. The per-head cost,

using the entire Program budget of $27,500,000 as the total outlay

(in fact, the budget was underspent and portions of it were for con-
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tingency set-asides or not related to firm assistance at all) was

$229.00. There is not a jobs program in the country for a population

anywhere near this size with costs that low. As we pointed out in

the past, this is not only a business like response to business

problems and a working response to workers' problems, but whereas

other worker programs assist those who have already lost their jobs,

this Program helps workers who have jobs to keep them.

Return on Investment

Just as notable, however, is a consideration of what the government

gets back for this outlay. Setting aside the readjustments which firms

are able to accomplish and their attendant contributions to local and

regional economies, the employees alone make a significant contribution

to the Federal tax base. Conservatively estimating an average annual

wage of only $10,000, these workers account for $204,000,000 a year in

Federal taxes and unemployment insurance. In one year alone this

represents more than seven times the fiscal year 1983 budget for the

Program, more than ten times the face amount of all loans made by the

Program in calendar 1982, and 60 percent of all loans made between 1975

and 1982. If you wish to discount the tax estimate by half, the amount

still exceeds the total of 1982 loans plus the fiscal year 1983 program

budget by a whopping 330 percent. And these estimates do not inlcude

corporate taxes, state or local taxes or other employment-related

revenues, nor do they include the compounding of these figures in

successive yearly iterations.

We do not consider this a subsidy program in the way that term is

generally applied. The majority of loans (guaranteed) are at prevailing

rates; the technical assistance is cost-shared and unlike a traditional

Page Ten.



329

jobs program or unemployment insurance, is offset by impressive tax

returns.

We believe that for the number of firms and workers involved, the

results achieved and the work still to be done that this has not been

an expensive proposition. Nothwithstanding this, a good deal more is

necessary.

General Economic Recovery as an Alternative to TAA

Will Economic Activity Make TAA Unnecessary?

In contrast to assertion that general economic recovery can or

should replace TAA, we submit that TAA has itself been and should remain

a vehicle of general economic recovery. In an Article in the March 21,

1983, issue of Fortune Magazine entitled "How to Foil Protectionism,"

Walter Guzzardi, Jr., reports that "virtually every scholar of interna-

tional trade" is convinced that achievements under GATT "would not have

been possible without the TAA." By comparison to the alternatives with-

out it, Guzzardi concludes that "TAA was cheap." The article goes on to

advocate a serious Adjustment Program whose description, perhaps unbe-

knownst to him, parallels the targets and components of the TAA Program

for Firms and Industries as it is today.

In opening I mentioned the wide dispersion of affected firms in

states throughout the country. In the early days of the Program these

firms were noticeably within "smoke-stack" industries which some have

described as dying. That is no longer the case.

According to the National Planning Association, since 1979 the

aggregate proportion of sales by U.S. firms in ten industries dropped

from 79% to 51%. What is most dramatic about this seemingly unsurpris-

ing shift is that U.S. high-technology firms suffered a greater decline
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than other U.S. firms.

As part of its response to trade imbalances, the Administration has

proposed a new aggressiveness in exporting. Yet, by itself, exporting is

not a sufficient and credible answer to the job loss and domestic

industry unsettlement which has been created by imports. Recent

declines in U.S. exports have contributed substantially to our current

recession. In 1981, U.S. net manufacturing exports - historically a

strong-point of U.S. Trade - fell a full $7,000,000,000. In the first

half of 1982, they dropped further still, finishing with an actual

deficit of more than $4,000,000,000. Although the Congress has

responded with the Export Trading Company Act, which the International

Trade Administration has called the single most important trade

legislation in years, the U.S. Trade deficit will only be overcome

if new initiatives and incentives are coupled with efforts to reposition

those companies which can potentially produce for the economic market.

And the time it may take to achieve this repositioning must be

understood, because the factors contributing to the trade imbalance

and attending economic dislocation seem to point away from rapid (some

would even say foreseeable) recovery.

In an article entitled "Will The U.S. Become a Pauper Nation" in

the February 28, 1983, issue of Forbes, Norman Gall, reporting on an

interview with Martin Feldstein, Chairman of President Reagan's Council

of Economic Advisors, points out that the U.S. is not only importing

goods on a "grand scale" but Capital as well. From 1976 onward, the

U.S. has experienced the longest consecutive streak of merchandise trade

deficits since 1831-1839, when we were importing capital goods to

build the Country. Feldstein estimates the magnitude of these
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deficits - projected to reach $75 billion in 1983 - will create a

"lopsided" recovery, keeping trade dependent firms "relatively

depressed". Feldstein foresees that "the rise in the trade deficit

is also likely to reflect a higher level of imports, thereby slowing

recovery among U.S. firms that compete with imports from abroad."

Twenty years ago the U.S. outspent both Japan and West Germany,

its two leading international competitors, nearly four to one in real

dollars for plant and equipment per manufacturing employee. Today the

U.S. trails both of these countries in percent of GNP for capital

formation, and Martin Feldstein dois not expect any improvement. In

Forbes, Feldstein says that "Deficits at current projected levels could

reduce the rate of net investment in plant and equipment enough to

preclude any increase in capital per worker. If this occurred, the

process of increasing capital intensity would stop contributing to

raising productivity and wages."

Clearly, the proposition that general economic recovery will be a

more effective aid to import-impacted firms than the TAA Program has

been or its continuation is expected to be, cannot be supported either

by recent trade activity, projected trends or the Administration's own

estimates of the situation.

Does TAA Artificially Interfere with Evolution of a Mixed Economy?

I have heard it said with some frequency that the service industry

will take up our jobs slack, or that, in an updated version of the

theory of comparative advantage, it is of little consequence if our

basic industries constrict, atrophy, or die, because new high-

technology industries will emerge to sustain the economy and maintain
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leadership in "knowledge."fields.

It is now clear that the U.S. is competitively challenged on almost

every front and preeminence in any field is a tenuous proposition -

especially if there is no public/private partnership involved in

achieving or in maintaining it.-

The machine tool industry, for example, was, until 1977, a

net exporter of metal cutting and metal forming equipment, believed

to be the finest in the world. The precision and efficiency of

its tools was considered one of the reasons for the industrial

strength of the U.S. In 1977, however, imports overtook exports, and

by 1979 had captured more than 22% of the U.S. market. As the recession

slowed production and capital equipment outlays among its customers,

machine tools, a "lagging industry" in regard to plant capacity, was

retarded in its efforts to adjust.

Now, at a time when the U.S. Computer Industry's leadership may

be only as great as the development of the next silicon chip, the U.S.

faces competitors who became positioned because they were able to

stabilize their basic industries and are continuing to do so.

Industry Week has-asked how long it will be before the computer

industry and its high-technology counterparts are in the same boat as

machine tools, steel, auto, textiles, apparel, or any number of other
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U.S. Industries.

The shift to a service industry base in the U.S., the theory of

Comparative Advantage, and the U.S. attachment to "Free Trade" do not

automatically produce answers to what productive capacity we should

seek to maintain as a nation or the degree to which workers can be

integrated in a "New" Economy during their productive lifetimes.

Although, historically the U.S. has recognized th4 need of government

to respond to macro-economic events in the national interest especially

when the phenomena with which it is faced are features of the national

policy of "competitor" countries-, public-policy makers have been

generally averse to picking "winners" and "losers" in a free enter-

prise.system. Other countries have not been similarly averse to doing

this. The Japanese, for example, have identified industries which

have lost their competitive edge because of high energy costs or cheaper

labor in newly industrialized countries, and have labelled these as

"declining" industries. What distinguishes Japanese policy, however,

is government help in shifting resources from ailing industries to

healthy ones, eliminating capacity, and stabilizing a smaller number

of companies in an industry so they do not eviscerate one another

over smaller markets. The government accomplishes this by giving

financial assistance, tax relief, and, in some cases, anti-monopoly

exemptions to form long-term cartels.

The Japanese policy is completely consistent with that government's

economic pragmatism in protecting its domestic industries from foreign

incursions and supporting trading networks by a variety of means.

Japan's success has been attributed to a productive workforce and

superior management. But Japanese manufacturers' export success is

Page Fifteen



334

equally the result of the government's political treatment of industrial

growth and foreign trade.

In this Country, such steps by the government would be clearly

seen as a dangerous encroachment.The elements of the TAA Program for

Firms and Industries, however, provide a mechanism which relieves our

government from having to make distasteful and painful choices about

"winners" and "losers", while at the same time, it provides the

resources for firms and industries Vo undertake strategic evaluation of

competitive market forces, on their own.

Through this Program, firms can research their markets, find out

what their customers are ready to buy and then sell a product which is

manufactured according to the latest technology and, sometimes, in new

or refitted plants.

Continuing Need for TAA

Unless the United States Congress is prepared to allow important

sectors of our industrial economy to slip away in unsettling

convulsions, it must recognize that the machine tool industry, and

others like it need time for their adjustment. They also need help,

and a model for the kind of help that is possible is the Trade

Adjustment Assistance Program for Firms and Industries which the

President of the National Machine Tool Builders Association, Mr. James

A. Gray, singled out in a recent editorial in National Metal Marketing

as a resource which could contribute to repositioning his industry.

The loan feature of this Program has been heavily criticized and

we have tried to contribute perspective on that issue. However, we

should include an observation now being made by business leaders in

an increasing number of forums.
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"....if you can't borrow money because of today's interest rates and

if you can't raise equity capital because the return is too low --

then how can you modernize your factories to improve your competitive-

ness during any breathing spell...". asks James A. Gray, in his

American Metal Marketing editorial - "Perhaps you can't," he answers,

"unless the government, because of the implications of our national

security, takes the bull by the horns and makes capital available."

Another business leader, Mr. Malcolm Hopkins, Vice-Chairman,

Chief Financial Officer and Director of St. Regis Paper Company, wrote

in Business Week's October 25, 1982, issue that -

"Since the ability to finance on a long-term basis has all but
vanished - perhaps forever-and rates have been too high to
encourage extensive intermediate financing, companies are simply
refusing to participate at all in capital markets. This means that
basic industries have decided not to raise capital, not to expand,
not to modernize, not to produce new products, not to provide new
jobs."

Mr. Hopkins concluded that: "As reluctant as U.S. corporate

leadership is to have government intrude in the workings of the

free market-and I share this reluctance-I think we must acknowledge

the need for Washington to assist in the resuscitation of our basic

industries."

Clearly, Mr. Chairman, we believe that Trade Adjustment Assistance

is an important instrument of National Economic Policy. Not only

would it be folly to abandon a program which has developed so well

and cost so little, but at this time in our national life, the Program

needs to be strengthened, even expanded.
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I have enclosed with my statement a brief overview of projected

employment changes due to imports within selected industry sectors.

This is part of a preliminary summary of an examination of the most

severely import-injured U.S. industry sectors, which is being

conducted by Associated Research Analysis Corporation, a private

consulting firm. The summary projects job losses of more than

130,000 from 1982-1984 in only five of the industries which were

examined. Each of these five industry subsectors have firms or workers

certified under the Trade Act or have had an increased import penetra-

tion ratio: Primary Metals, Fabricated Metals, Machinery, except

Electrical; Electrical and Electronic Machinery; Measuring and Control-

ling Instruments.

Numerous other sectors, such as Footwear, Apparel, Textiles, Hand-

bags, Handmade Gloves, and Leather Products - which have already

experienced and will continue to experience huge impact from imports,

are not included in this overview.

The figures on job loss and business decline are enough to spur

extreme protectionist sentiments. We think that a "fair trade" and

adjustment assistance alternative can be both credible and effective.

Improvements in the Trade Program

Even without expansion, the present Program can be improved by

judicious amendment of the Trade Act of 1974. As your committee

evaluates the provisions and purposes of The Act in regard to Trade

Adjustment Assistance, we would like to provide you with some recom-

mendations for change.

Page Eighteen;
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Here, I would like to mention a few of these areas:

I. Eligibility for Assistance

A. Certification of Eligibility for Assistance in now limited

to firms who have already lost sales or production and

employment. This is one of the reasons for earlier loan

losses. If one objective of Adjustment Assistance is to

compete in the worldwide marketplace, then we should be

able to work with companies in "assaulted industries"

before they have suffered too great a decline.

B. Similarly, we should be able to continue working with

firms even though imports have not increased absolutely,

as long as imports continue to occupy a major portion of

the market. Presently, for example, we cannot get

mushroom firms certified for eligibility since mushroom

imports have not absolutely increased in the last two

years - although the industry is devastated.

C. Firms which have had a major decline in sales of a

critical product line - in either domestic or export

sales - should be eligible, even though aggregate sales

for the company may have improved. For example, a firm

in Baltimore has had a precipitous decline in its OEM

(Original Equipment Manufacturer) sales to domestic auto

manufacturers. This one item represents 30% of its aggregate

sales and 100% of all OEM sales. However, overall sales
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have picked up slightly. Yet, at a tine when domestic auto

content legislation is being considered in the Congress, we

cannot help a domestic content manufacturer.

II. Linkage to the SBA

A. Under Section 256, consideration should be given to reversing

the Secretary of Commerce's power to delegate all functions

except certification to the SBA; so that the SBA could be

delegated as a referral agent or even a certification agent

from which the Trade Program would gain participating firms.

SBA should not be delegated technical assistance functions

under the Trade Act.

III. Information About and Promotion of the Program

A. Section 264 requires the Secretary of Commerce to study the

likely impact on domestic firms from import problems being

investigated by the ITC under Section 201.

Section 264(A)(2) requires the Secretary to determine the

extent to which orderly adjustment of firms to the import

competition being assessed by the ITC can be facilitated

through existing programs that can be responsive to these

problems. Right now there is no mechanism which links the

trade program to the ITC. Section 264C requires that

whenever the ITC makes an affirmative finding under Section

201B that increased imports are a substantial cause of serious

Page Twenty.
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injury or threat therof with respect to that industry, the

Secretary of Commerce is obligated to inform firms in such

an industry about which programs facilitate the orderly

adjustment to import competition, as well as who provides

assistance to such firms.

A more active promotion of the Program, coordinating it with

other resources would enhance it.

Thank you, Mr. Chairman - I appreciate your interest and

urge your support.
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SUMMARY OF TRADE ADJUSTMENT TECHNICAL'ASSISTANCE BY STATE
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PROJECTED CHANGE IN EMPLOYMENT 1982-1984 WITHIN FIVE INDUSTRY SECTORS

Pct. Change Projected Change in Employment

Value of In Imports Year Ending 2nd Qtr. 1982 to
Imports Year Ending Year Ending 2nd Qtr. 1984

Year Ending 2nd Qtr. 1980 to
2nd Qtr. 1982 Year EndingSIC Description (Millions). 2nd Qtr. 1982 Jobs Lost Jobs Gained

33 Primary Metals Industries $19,400 12.5%. 102,700 6,000

34 Fabricated Metal Products 5,004 18.6 91,000 6,700

35 Non-Electrical Machinery 16,964 19.0 121,300 115,400

36 Electrical and Electronic Machinery 18,376 37.4 108,100 116,200

38 Measuring and Controlling Instru. 5,526 29.8 8,400 55,700

TOTAL $65,270 22.3% 431,600 300,000

Net Jobs Lost " 131,600
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MAJOR FINDINGS

- Of 113 sub-sectors analyzed,87 had employment declines from 1980 - 1982 totalling
907.300 jobs; and 72 sub-sectors are projected to have additional employment losses
totalling 431,600 jobs by 1984.

- Of 17 sub-sectors analyzed viithin the Primary Metals Industry, 13 sub-sectors are
projected to have a 102,700 job loss by 1984.

- Of 22 sub-sectors analyzed within the Fdbricatri Metals Industry, 17 sub-sectors
are projected to have a 91,100 job loss by 1984.

- Of the 32 sub-sectors analyzed within the flon-Electrical I-achinery Industry, 19
sub-sectors are projected to have a 121,300 jeb loss by 1984.

- Of 31 sub-sectors analyzed within the Electrical and Electronic Industry, 20
sub-sectors are projected to have a 108,100 job'loss by 1984.

- Of 11 sub-sectors analyzed within the Measuring and Controlling Instruments
Industry, 3 sub-sectors are projected to have a 8,400 job loss by 1984.

- Twenty six of the 113 sub-sectors analyzed are projected to have a 300,000 job
gain by 1984. This offsets the 431,600 projected job loss, and results in a
131,600 net job loss for all 113 sub-sectors.

EMPLOYMENT PROJECTIONS

- Employment projections for this overview are based on an analysis of the level of
employment trends for the 1976 - 1932 period.

- Employment projections presented do not take into account a number of other
variables that have an effect on employment, including domestic economic
conditions.

- The employment impact identified in the overview focuses on one of several
factors effecting employment.

- The overview provides an indication of the magnitude of the potential aggregate
employment impact in these industry sectors.

21-492 0-83--23
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Mr. FENNELL. Mr. Chairman, I am appearing today not only as
secretary of the Industrial Policy Council, but as the director of the
Mid-Atlantic Trade Adjustment Assistance Program. That is a
center, one of 13 that are located throughout the country that, in
fact, work with firms everyday throughout the year, day in and
day out, sometimes on weekends and a good deal afterhours, on the
kinds of problems they are facing through the alarmingly large in-
crease in imports, and the enormous problems that thet proposes,
not only for the continuation of their business, but their workers as
well.

I have listened to Mr. Lyle Ryter and his description of why we
--shouldn't have this program, and although I have a good deal of

respect for Lyle and I admire him, I would like-to submit a number
of things.

The first things that the rationale for doing away with the pro-
gram because of the loan default rate is a strawman. Mr. Williams
has pointed out that those decisions on the loans that Mr. Ryter
was reporting on were made several years ago. I would merely like
to draw your attention to what is happening now. Out of 308 loans
that have been granted over the course of the history of the pro-
gram, less than 5 percent of those have been given in the last 2

ears. We are not talking about yesterday or the day before or
. reast beating because the administration might turn around and
deny us a program. We are talking about adjustments that have
already been made in the administration of the program. Decided
58 percent of loan defaults in direct loans. There have only been
one or two direct loans in the last 2 years. There was $21/2 million
in direct loans in 1982. There is less than $1 million in 1983. There
was no loan at all in 1983. And every year since 1979, both the
number of firms receiving loans and the number of loan dollars has
decreased to the point where it is almost nonexistent now.

On the other hand, there is a great deal of financial assistance
that is given through this program that doesn't come through the
Trade Act financial sources at all. Over $130 million in private fi-
nancing has been obtained through the services of the trade cen-
ters working with those firms. We go out cnd they are frustrated.
They are not only frustrated because of the imports that they are
facing, but they are frustrated by having to come to the Govern-
ment; by having to go in through the procedures that they have to
submit themselves to; by having to submit to the 2-year delays that
Mr. Ryter referred to. And we provide an alternative in many
cases.

The Trade Act does something unique that is provided by no
other program in this country. Not only a Government-sponsored
program, but no other privately available program. And that is
that we sit down with a firm as both an advocate of the firm and
an objective reporter to that firm. We are not a consultant in the
sense of trying to get additional business. We are consultants to
that firm in the sense of telling that firm, look, here is where you
are; here is where your markets may or may not be; here are the
facts of life; and if you can't make it because the res6-urces neces-
sary to make it aren't available to you and because you don't have
the management then we are not going-to go forwardwith you. But
if you can, by goodness, we are going to get in there and we are
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going to advocate for you and we are going to help you do it in
every way that we possibly can.

Mr. Chairman, that's what the trade adjustment assistance pro-
gram is all about. That's what it has been about for 2,200 firms and
more. And less than 2 percent of those firms have received loans in
the last 2 years. It just isn't there as a reason for doing away with
the program.

On the other-hand, the reasons for keeping the program are sub-
stantial. And just to focus on the cost effectiveness situation in re-
lation to the testimony presented to my right, you really have cre-
ated through the Congress an effective and efficient program. In
the 4th year of operations, the trade centers worked with firms
that employed over 120,000 employees. The average cost per person
of the technical assistance portion of the firm was $150. If you took
the whole program budget, which is unfair to do because it was un-
derspent and spent for other purposes as well, it is $229. There
isn't a jobs program in this country, even though this wasn't cre-
ated principally as a jobs program, with costs that are low for any
population near that size. And I would like to submit to you that
this is a program that doesn't work with workers who have already
lost their jobs, but it works on behalf of workers who have jobs and
to keep them.

Thank you very much.
Senator DANFORTH. Thank you very much.
Senator Heinz.
Senator HEINZ. Mr. Chairman, thank you.
Mr. Ryter, why do you want to abolish the technical assistance

part of the trade adjustment program for firms?
Mr. RYTER. Senator, as the program is currently constituted-I

know it's difficult to look at the program without working with the
statistics every day-in fact, of those firms that enter into the pro-
gram and get preliminary help to apply for certification under the
program, something like C0 percent drop out between the time that
they get their certificate and the time they go on for additional as-
sistance. The justification for the retention of the TAACS has
within it an inflated estimate of these issued but unused certifica-
tions.

The technical assistance has been very helpful where trade cen-
ters have been able to deliver it in a timely fashion. The program
itself, I would characterize, has -not been able to deliver those serv-
ices in a timely fashion. In fact, the statistics of the manning of the
trade adjustments assistance centers has been significantly low-
over the past 2 or 3 years so that they were never able really to
deliver to a significant number of companies over time in propor-
tion to the funds that they received from the Government.

Senator HEINZ. As I understand it, they didn't receive the funds
they were supposed to receive from the Government. But let me
ask you this. You mentioned a 60-percent figure. Is that right?

Mr. RYTER. Approximately 60 percent that never utilizes certifi-
cation.

Senator HEINZ. Is that a strike against the program or is that
something in favor of the program? Why do you characterize that
as bad?
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Mr. RYTER. Senator, if there is a promise of assistance, it should
be result in more than a piece of paper or certificate. The history
of the program is that of a program which was conceived during
the Kennedy rounds, was renewed in 1974, and has been strictly
used for one or two-a vory small number of industries, in particu-
lar, textiles and apparel. Today those types of firms were the most
difficult ones to assist in any process itself. The administration be-
lieves that we have the programs to aid small and medium sized
businesses in the Small Business Administration; we have the Mi-
nority Business Development Agencys and their moneys and their
outreach in technical assistance. The feeling is that this trade spe-
cific legislation really isn't any longer needed.

Senator HEINZ. I won't reiterate to you my and I think the chair-
man's philosophy as to why trade impacted firms deserve special
consideration. But let me ask Mr. Williams or my constituent, Mr.
Fennell, how they would respond to Mr. Ryter's so-called justifica-
tion here.

Mr. WILLIAMS. I think that the way the program is now adminis-
tered when after a firm is certified it gets a diagnostic study, and
that diagnostic study is required. Now many firms have been so
hard hurt by imports that there is nothing that can be done for
them or they just don't have the management and so we don't help
them. They don't go onto other technical assistance. It's only the
ones where the diagnostic study shows that they have a chance of
making it and can benefit from the help that get it. As you say,
that's something in support of the program.

Senator HEINZ. For the most part, those 60 percent who came
limping in the door were dieing of their wounds and no amount of
first aid was going to help them.

Mr. WILLIAMS. That would be substantially so.
Mr. FENNELL. That's one factor, Senator. Mr. Ryter submits in

his testimony on pages 6 and 7 reasons for the default-weaknesses
in firms. I would submit to you two things. One is that at the time
that the majority of these firms received the loans there was not a
technical assistance program in effect. -There was under $500,000
appropriated in the first few years of this program. The contribu-
tion that technical assistance makes is twofold. One is what Mr.
Williams Tust alluded to. And that is we look at a firm and we tell
them realistically what their prospects are. Sometimes that pops
their bubble. That doesn't necessarily mean they can't do anything.
It means that there may be a different pathway that they need to
take, and they need to limit their search for resources along that
pathway. And it may very often happen that when we complete
our diagnostic analysis and provide the recommendations of that
analysis that that is sufficient for a firm. It has provided them
with more insight than they have had in a long time.

There are certain firms that we will just say: "We not only can't
help you, but we suggest that you reevaluate your whole position."
There have been some firms, for instance, with whom we have
worked in acquisitions and mergers.

Senator HEINZ. Time is going to run out on us. Let me just ask
you another quick question. In view of the fact that the direct loan
and guaranteed loan programs were utilized hardly at all-13 in-
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stances of them in 1982 and fiscal 1983 first quarter-should we
retain those two programs?

Mr. FENNELL. Mr. Heinz, I think the loan feature of the program
constitutes a very important adjunct in the program. It is absolute-
ly essential that it be put in a secondary position to an adjustment
plan. That it be viewed only a resource for carrying out realistic
steps in that plan. But there still remains firms that are capital
poor, and even need this to get over a hump. And we have evaluat-
ed that they have a pretty good opportunity to do that or they need
the funds to leverage other funds. For instance, we use a $500,000
loan to leverage $17 1/2 million in financing, $12V million of which
was from private sources, and only $3 million of which was from
commercial sources.

Senator HEINZ. Mr. Chairman, thank you.
Senator DANFORTH. Thank you.
Gentlemen, thank you very much.
[Whereupon, at 4:26 p.m., the hearing was concluded.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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U. S. Senator Howard M. I* F1 oum r lo~

MTZENBA UM CONTACT. Douglas Lowenstein

of Ohio 202224-2315

STATEMENT BY SENATOR HOWARD M. METZENBAUM

ON TRADE LEGISLATION INTRODUCED

March 17, 1983

Mr. President, 1982 was a tortuous and painful year for Americans

who believe in a free international trading environment. Faced with a

mounting trade deficit, especially with Japan, Congress has increasingly

focused on the need to enact new laws that more effectively deal with

the new realities of international trade.

The United States has been slow to respond to the new trade order.
Both the Carter and Reagan administrations have preferred bilateral and
multilateral talks to protect American industry and workers from unfair
trading practices. But this quiet diplomacy has been only moderately
successful. serious problems remain and it is clear that Congress must
intervene.

-- Our trading partners still routinely subsidize their
goods to gain advantages selling abroad;

-- The Congress has virtually ceded its constitutional role
in setting trade policy to the President;

-- World currencies are woefully out of balance, particularly
the value of the U.S. dollar versus the Japanese yen, and there is no
effective international system to establish and then maintain currency
equilibrium.

Finally, American workers who lose their jobs as a result of imports
are left drifting in a no man's land of diminished opportunity.

Over the last year, Congress has examined bills to make America
competitive again. While some of these proposals have merit, none offers
a comprehensive solution to our trade woes. Accordingly, I am introducing
two bills that I hope will advance the search for solutions.

One measure would for the first time create a program which would
truly lead to the retraining of millions of workers in trade impacted
industries.

Earlier trade adjustment assistance programs helped these workers
but did not lead to substantial retraining. This proposal has several
new features that distinguish it from the current program.

First, it would earmark one-third of all tariff revenues to be
placed into a retraining trust fund administered by the Department of
Labor. This approach clearly establishes the prinicple that those who
are causing industry dislocation, the importers, should pay for the cost
of readjustment.

Second, the bill would require individuals to enter qualified
retraining programs in order to be eligible for assistance. Indivi-
duals who do not begin job retraining will not receive any funds
under this program.

ParticipMats would be eligible for two years of retraining
and would also recieve subsistence funds equal to their unemployment
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compensation levels for the entire period that they are engaged in
retraining. This money would be drawn from the trust fund, not
the unemployment insurance fund.

Assuming that it would cost $15,000 per worker per year for
retraining and subsistence, this bill would assist 200,000 workers
in the first year alone.

.Workers would be certified for the program if the industry in
which they work has won a positive finding from the International
Trade Commission (ITC) under section 2GI, regardless of whether the
ITC relief is implemented, or through a firm by firm certification
with the Department of Labor.

Rather than create a new bureaucracy to determine qualified
retraining programs, the bill would rely on the private industry
councils created by the Job Partnership and Training Act to accredit
retraining programs. JPTA already requires them to perform this
function.

The bill would encourage industries to relocate to trade impacted
areas by authorizing the trust fund to pay the costs of retraining
programs required by the company. This incentive will hopefully help
create jobs for those individuals going through retraining.

The second measure would amend section 201 of the Trade Act of 1974
by lowering the threshold test triggering an International Trade Commission
determination of serious injury.

Currently, the 7TC must find that imports are the "substantial
cause" of serious injury to an industry. It defines substantial cause
as "a cause no less than any other cause." Using this standard, the
ITC has recommended relief in 23 of 46 cases. In nine cases, it failed
to find that imports were the substantial cause of injury, including
the celebrated automobile case.

In fact, the auto case highlights the problem with "substantial
cause." The ITC found that the domestic industry was suffering serious
injury from imports. But it also found that the recession was a greater
cause of distress. Thus, it could not recommend relief, even though
it clearly believed that imports were hurting the industry.

Today, our laws set a tougher standard for proving that imports
have injured an industry than that required under article 19 of the GATT
code. I think it is unrealistic, unfair and unnecessary to have a
sterner test than required under international trading codes.

Thus, my bill would change "substantial cause" to "considerable
cause" and define that phrase as "a cause which is important but not
necessarily the most important cause of serious injury." Such a change
will make it marginally easier for some industries, such as the auto
industry, to successfully petition the ITC for relief. Second, it will
offer a way to assist-an industry without violating GATT standards.

A second feature of the bill involves the implementation of positive
ITC findings. Since 1975, the ITC has recommended relief in 23 cases,
but the President has accepted those recommendations only nine times.
While Congress has the discretionary authority to review negative
presidential findings, in practice, it does not do so. Thus, Congress
has effectively ceded to the President the authority to set national
trade policy.

Under my bill, Congress would reassert its constitutional role in
making trade policy. It would, in effect, give more weight to positive
ITC findings of injury. The President would be required to notify Congress
if he disapproves an affirmative ITC finding. Congress would have ninety
days to review the issue. UnIcss Congress adopts a resolution concurring
with the President's negative decision, the ITC recommendations would
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be implemented. The bill retains presidential authority to repeal
or modify relief once it is instituted if foreign policy or other
considerations compel a re-evaluation of the matter.

I believe this provision will force Congress to reassert a more
active role in trade policy.

The final feature of this measure is a new mechanism for Congress
to warn trading partners of its dissatisfaction with their conduct.
It would allow Congress to "shoot across the bow" of trading partners,
providing an outlet to express its anger over a particular policy of
a foreign country.

My bill would give the Senate Finance and House Ways and Means
Committees the power to initiate section 301 complaints. Such
complaints would automatically go to the GATT, triggering the formal
dispute settlement procedures in that forum. It is true that many have
given up on the GATT as an effective policeman of our world trading
system. But a GATT complaint, I believe, can still be a powerful
inducement to an offending country to correct its ways, particularly if
that complaint has been initiated by Congress. Implicit in such an
action would be the threat of more punitive measures should the country
fail to reform.

These bills are not final answers to our trade problems.
Legislation is urgently needed to promote U.S. exports and to forge
a more direct link between monetary and trade policy. But I believe
these two proposals suggest some responsible, effective options that
may provide some relief without prompting disastrous retaliation.

-30-
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HIGHLIGHTS OF "THE FAIR TRADE IMPROVEMENTS ACT"

*THRESHOLD TEST TRIGGERING AN ITC DETERMINATION OF4NJURY

Under Section 201 of the Trade Act of 1974, the ITC

must find that imports are the "substantial cause" of

serious injury before recommending relief. This "substantial

cause" test is defined as a "cause no less important than

any other cause." Using this stringent standard, the ITC

recommended relief in only 23 of the 46 cases it has consi-

dered since 1975.

This bill would change this standard to "considerable

cause," defined as "a cause which is important but not

necessarily more important than any other cause." This change

will make it marginally easier for some deserving industries

to successfully petition for relief and it is consistent with

the protection a country can currently provide a domestic

industry under Article XIX of the General Agreements on

Tariffs and Trade.

*IMPLEMENTATION OF ITC FINDINGS

Currently, the President can accept, reject or ignore

an ITC decision. Congress may override this negative deter-

mination if it chooses. Of the 23 cases where the ITC

recommended relief, Presidents have rejected these findings

in all but nine cases. Congress has never exercised its

override discretion.

This bill would require a finding of injury and a

recommendation for relief to go into effect unless the

presidential decision against relief was upheld through a

Congressional Concurrent Resolution. This change will

provide the forcing mechanism needed to make ITC determination

of injury meaningful.

*CONGRESSIONAL ROLE IN ELIMINATING UNFAIR FOREIGN TRADE BARRIERS

Section 301 of the Trade Act of 1974, and subsequent

amendments to it in : ". grant the President broad power to

take "all appropriate action," including retaliation, necessary
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necessary to obtain removal of foreign trade barriers.

Under this provision, the U.S. Trade Representative is

granted broad authority to quash 301 cases. As a result,

this section has had little impact on U.S. trade policy.

This bill would provide specific authority to the

Senate Finance Committee and the House Ways and Means

Committee to initiate Section 301 complaints with the United

States Trade Representative. Furthermore, the Trade

Representative would be required to take such complaints

to the GATT and implement the formal dispute settlement

procedures available through that body. This chance would

commit the U.S. to using the international trading forums

to the maximum extent possible as well as provide Congress

with a viable role in romoving foreign trade barriers.
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HIGHLIGHTS OF "THE TRADE ADJUSTMENT RETRAINING ACT OF 1983"

*TRUST FUND

The bill would earmark one-third of existing tariff

revenues for placement in a new retraining trust fund each

year. This feature is eminently sound since it establishes

the principle that those who cause industry dislocation --

importers -- should pay for the domestic readjustment.

*GROUP CERTIFICATION OF ELIGIBILITY

Currently, the Department of Labor reviews petitions for

trade adjustment assistance on a firm-by-firm basis. Laid-off

workers in these certified firms must then demonstrate

individual eligibility. Although mandated to review these

group petitions within 60 days, DOL is taking as much as 14

months to certify.

In addition to permitting firms to continue to file

petitions directly with DOL, my bill would create a fast-track

approval process based on affirmative 201 ITC decisions. For

instance, if the ITC found that imports were injuring the

specialty steel industry, all laid-off workers in that industry

would be eligible to apply for assistance regardless of whethe

the ITC relief is ever actually implemented. In addition,

workers would be automatically certified if the Secretary of

Labor failed to act on their application within the required

60-day period. These changes would eliminate the need for

costly and redundant investigations on the Zart of the Labor

Department thereby speeding up a process that now takes as

long as 14 months.

*RETRAINING ALLOWANCES

This bill would create a direct link between any assistance

and retraining. Workers oould not receive any funds unless

they were enrolled and remained in a certified retraining

program.



356

Workers would have to enter a program within three

months after certification by the Labor Department.

Retraining allowances would be available for a maximum

of two years and would be capped at $5,000.

A worker enrolled in a training program would also receive

a subsistence allowance equal to his or her unemployment

level through the duration of the training program. This

allowance would come from the Retraining Trust Fund, not

the Unemployment Insurance Fund.

*ASSISTANCE TO FIRMS PROVIDING RETRAINING

The current trade adjustment retraining program -- and

other federal retraining efforts -- lack a pivotal feature --

they do little to increase the prospect of employment at the

end of the retraining program. This bill would provide

incentives for private industry to provide jobs to workers

when they complete the program, chiefly by paying 90 percent

of a firm's retraining costs if it locates in a trade-impacted

area. Assistance would also be available to firms that retrain

their own workers for other jobs within their company.

*OTHER FEATURES

The current trade adjustment assistance program is due

to expire in October, 1983. No new money is envisioned for

it in the Administration's 1984 budget proposal. Under this

bill, the Retraining Assistance Trust Fund would be funded

at about $3 billion for the program in FY '83.

This bill would utilize the Private Industry Councils,

created by the passage last year of the Job Partnership and

Training Act, to approve training requests and offer counseling

to the displaced workers.
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98th CONGRESS
1st Session S.

IN THE SENATE OF THE UNITED STATES

Mr. Metzenbaum introduced the following bill; which was read
twice and referred to the Committee on

A BILL

To amend the Trade Act of 1974 to-implement import relief

recommended by the International Trade Commission under title

II, and for other purposes.

2 21 =l Unlad =sa Q1 ln s ILSU2MIZI That

3 this Act may he cited as the "Trade Improvements Act''.

4 SEC. 2. IMPORT BELIEF FROM INJURY CAUSED B! InPORT

5 COMPETITION.

-6 (a) International Trade Commission Pecommendptions

7 Adooted in Absence of Congressional Approval.-

8 (1) In general.--Subsection (c) of section 2e3 of the

9 Trade Act of 1974 (19 U.S.C. 2253 (c)) is amended to read

as follows:

11 "'(c) (1) If the President-reports under subsection (b)

12 that he is prcpcsing action which differs from the action

13 recommended by the Commissicn under section 201 (d) (1) (A),

14 or that he will not provide import relief, the action

15 recommended by the Commissicn shall take effect on the date

16 on which the proclamation relating to such recommendation is

17 issued under paragraph (2) unless a concurrent resolution

18 approving the action taken by the President or his

19 determination nct to provide import relief under section 202

20 (a) (1) (A) is adopted by bcth Houses of Congress (within the
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1 9-day period following the date on which the document

2 referred to in subsection (b) of this section Is transritted

3 to the Congress) by an affirmative vote of a majority of the

4 Members of each House present and voting under the procedures

5 set forth in section 151.

6 ''(2) If a concurrent resolution described-In paragraph

7 (1) Is not adcpted In accordance with the requirements of

8 paragraph (1), the President shall, within 15 days after the

9 close of the 90-day period described In paragraph (1),

10 proclaim the increase in, or imposition of, any duty or other

11 import restriction on the article which was recommended by

12 the Commission under section 201 (b).''.

13 (2) Effective date of Presidential action.--Paragraph

14 (1) of section 203 (e) of the Trade Act of 1974 Is

15 amended to read as follows:

16 ''(1) (A) Any Import relief provided under subsection

17 (a) which is recommended by the Cormission under section

18 201 (d) (1) (A) shall be proclaimed and take effect

19 within 15 days after the Import relief determination date

29 unless the President announces on such date his intention

21 to neqotiate one or more orderly marketing agreements

22 under subsection (a) (4) or (5) of this section In which

23 case import relief shall be proclaimed and take effect

24 within 90 days after the import relief determination

25 date.

26 "'(I) Any import relief provided under subsecticn (a)

27 which differs from the action recommended by the

28 Commission under section 201 (d) (1) (A) shall take

29 effect on the day after a concurrent resolution approving

30 of such iwpcrt relief Is approved in accordance with the

31 requirements of subsection (c) (1).''.

32 (3) Elifrination of President's discretion J.n

33 terminating import relief.--Paragraph (4) of s.ectlon203

34 (h) of the Irade Act of 1974 Is amended by striking out
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I ''Secretary of Commerce" and inserting in lieu thereof

2 ''Chairman cf the1 Committee on Finance of the Senate, the

3 Chairman of the Committee on Ways and Means of the Mouse

4 of Representatives, the Secretary of Comlerce,''.

5 (4) Ccnfocming amendments.--

6 (A) Subsection (b) of section 151 of the Trade

7 Act of 1974 (19 U.S.C. 2191 (b)) is amended by

8 striking out paragraph (3) anJ inserting In lieu

9 thereof the following:

10 ''(3) The term 'approval resolution' means--

11 ''CM) a concurrent resolution of the two Pcuses

12 of the Congress, the matter after the resolving

13 clause cf which is as follows: 'That the Congress

14 approves the extension of nondiscriminatory treatment

15 with respect to the products of

16 transmitted by the President to the Congress on

17 .', the first blank space being filled with

18 the name of the country involved and the second blank

19 space being filled with the appropriate date, or

20 "'(2) a concurrent resolution of the two Houses

21 of the Congress, the matter after the resolving

22 clausecf which is as follows: 'rhat the Congress

23 approves the action taken by, or the determination

24 of, the President under section 203 of the Trade Act

25 of 1974 transmitted to the Congress on

26 .', the blank spice being filled with the

27 appropriate date.

28 "(4) The term 'approval revenue resolution' means an

29 approval resolt ion which involves revenue measures by

30 reason of which it must originate In the House of

31 Representatives."'.

32 (8) Paragraph (2) of section 151 (e) of such Act

33 is amended--

34 (i) by inserting "'approval revenue
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2

3

4

5
6

7

8

9
S10--

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

resolution'" after ''implementing revenue bill'"

each place It appears, and

(i) by Inserting ''or resolution'' after

''such bill'' each place it appears.

(C) Paragraph (1) of section 152 (a) of the Trade

Act of 1974 (19 U.S.C. 2192 (a)) Is amended to read

as follows:

"(1) Fcr purposes cf this section, the term

•resoluticn' means a resolution of either Fouse of the

Congress, the matter after the resolving clause of which

is as follows: ''That the does not approve

transmitted to the Congress on .'', with

the first blank space being filled with the name of the

resolving Hcuse, the second blank space being filled In

accordance with paragraph (2), and the third blank space

being filled with the appropriate date.''.

(D) Paragraph (2) of section 152 (a) of the Trade

Act of 1974 is amended by striking out "'paragraph

(1) (E)" and inserting In lieu thereof "'paragraph
(1)''.

(E) Section 151 of the Trade Act of 1974 is

amended by striking out "'RESOLUTIONS APPPOVING

COMMERCIAL AGREEMENTS WITH COMMUNIST COUNTRIES'' and

inserting in lieu thereof ''CERTAIN RESOLUTIONS

APPROVING ACTIONS''.

(F) The table of sections for chapter 5 of title

I of the Trade Act of 1974 Is amended by striking the

Item relating to section 151 and inserting in lieu

therecf the following:

"'Sec. 151. Bills implementing trade agreements
on nontariff barriers and certain
resolutions approving actions.''.

(5) Effective date.--

(A) In general.--Except as provided in

subparagraph (B), the amendments made by this
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1 subsection shall apply with respect to reports of the

2 International Trade Commission made to the President

3 after the date of enactment of this Act.

4 (F) Termination discreticn.--The amendment rade

5 by paragraph (3) shall take effect on the date cf

6 enactment of this Act.

7 (b) Causal Relationship Required for Relief.--

8 (1) In ceneral.--Paragraph (1) of section 201 (b) of

9 the Trade Act of 1974 (19 U.S.C. 2251 (b)) is amended by

10 striking cut "'substantial cause'' and Inserting in lieu

11 thereof considerablele cause''.

12 (2) Ccnsiderable cause defined.--Paraqraph (4) of

13 section 201 (b) of the Trade Act of 1974 Is amended to

14 read as fq1lows:

-15 "'(4) Fcr purposes of this section, the term

16 'considerable cause' reans a cause which Is important but

17 not necessarily more Important than any other cause.".

18 (3) Ccnforming amendments.--

19 (A) Sections 201 (b) (2) (C) and 22 (a) of the

20 Trade Act of 1974 are each amended by striking cut

21 ''substantial cause'' and Inserting in lieu thereof

22 ''considerable cause".

23 (B) Paragraphs (3) and (4) of section 203 (f) of

the Trade Act of 1974 are each amended by striking

25 out ''substantially".

26 (4) Effective date.--The amendments made by this

27 subsection shall apply with respect to Investigations

28 conducted after the date of enactment of this Act.

29 SEC. 3. PETITIONS FOR ACTION TO ENFORCE TRADE RIGHTS OR

30 RESPOND TO CERTAIN FOREIGN TRADE PRACTICES.

31 (a) Filing cf Resolutions by Committees of Congress.--

32 Section 302(a) cf the Trade Act of 1974 (19 U.S.C. 2412(a))

33 Is amended by Inserting '', or the Committee on Ways and

34 Means of the House of Representatives or the Committee on

21-492 0-83- 24
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1 Finance of the Senate may file with the Trade Bepresentative

2 a resolution,'" before ''requesting".

3 (b) Investigation Required.--Section 3V'2 of the Trade Act

4 of 1974 (19 U.S.C. 2412) is amended by adding at the end

5 thereof the following new subsection:

6 '4(c) Action on Resolutions.--The Trade Representative

7 shall Initiate an investigation regarding the Issues raised

8 in any resolution filed with the Trade Representative under

9 subsection (a). The Trade Representative shall publish the

1e text of such resolution in the Federal Register and shall, as

11 soon as possible, provide opportunity for the presentation of

12 views concerning the issues raised by such resolution,

13 Including a public hearing within 33 days after the date on

14 which such resolution is filed with the Trade

15 Representative.".

16 (c) consultations and Proceedings Under Trade

17 Agreements.--Section 303 of the Trade Act of 1974 (19 U.S.C.

18 2413) Is amended--

19 (1) by inserting ''or the date on which a resolution

20 ts filed with the Trade Representative under section 302

21 (a)'" after "'to a petition'' in the first sentence

22 thereof,

23 (2) by inserting "'or resolution'" after ''the

24 petition'" In the first sentence thereof, and

25 (3) by Inserting ''(including procedures under the

26 General Agreement on Tariffs and Trade)" after ''such

27 agreement'" in the second sentence.

28 d) Conforming Amendments.--

29 (1) Section 301(c) of the Trade Act of 1974 (19

30 U.S.C. 2411(c)) is amended by Inserting "'or resolution'

31 after ''petition'' each place It appears In the text and

32 the heading of paragraph (2).

33 (2) Section 302 of the Trade Act of 1974 (19 U.S.C.

34 2412) is amended--
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1 (A) by Inserting ''or resolution" after

2 ''petition'' in the heading for subsection (a), and

3 (P) by inserting "'OR RESOLUTIONS'" after

4 ''PETITIONS'" In the section heading.

5 (3) The table of sections for chapter 1 of the table

6 of contents of the Trade Act of 1974 Is amended by

7 inserting ''oc resolutions'" after ''Petitions'' In the

S Item relating to section 302.

9 (4) Section 323 cf the Trade Act of 1974 (19 U.S.C.

1q 2413) is amended by inserting '', the appropriate

11 committee of Congress,'" after "'petitioner''.

12 (5) Section 304 of the Trade Act of 1974 (19 U.S.C.

13 2414) is amended by Inserting "'or resolution'' after

14 %'petition'' each place It appears in subsections (a) (2)

15 and (b) and in the first place It appears In subsection

16 (a)(1).
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98th CONGRESS
1st, Session S.

IN THE SENATE OF THE UNITED STATES

Mr. Metzenbaum introduced the following bill; which was read
twice and referred to the Committee on

A BILL

To amed the Trade Act of 1974 to provide for job retraining for

workers who have become unemployed due to imports.

11 P n.b agnate = House Q[ o _ e t
2 Q_ .Qp.= Qi.a qirT, Q t-cn !_.n 1ae L

3 SHORT TITLE

4 Section 1. This Act may be.cited.as the "'Tr ade

5 kdjstmvnV Retraining Act of 1983"'.

6 FUNDING FOR TRADE ADJUSTMENT RETRAINING P30GRAN

7 Sec. 2. Section 245 of the Trade Act of 1974 (19 U.S.C.

8 2317) Is amended to read as follows:

9 '"SEC. 245. RETAINING ASSISTANCE TRUST FUND.

10 "'(a) There Is established on the books of the Treasury

11 of the United States a trust fund to be known as the

12 'Retraining Assistance Trust Fund' (referred to in this

13 section as the 'Trust Fund'). The Trust Fund shall consist of

14 such amounts as may be deposited in it pursuant to subsection

15 (b). Amounts in the Trust Fund may be used only to carcy out

16 the provisions of this chapter and of section 266 (including

17 administrative costs). The Secretary of the Treasury shall be

18 the Trustee of the Trust Fund and shall report to the

19 Congress not later than March I of each year on the operation

20 and status of the Trust Fund during the preceding fiscal

21 year. The Secretary of Labor shall also report to the
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1 Congress not later than March 1 of each year as to whether

2 the amounts In the Trust Fund are In excess of the amounts

3 needed to carry out this chapter.

4 %'(b) There Is authorized to be appropriated to the Trust

5 Fund, out of amounts In the general fund of the Treasury, for

6 each fiscal year beginning on or after October 1, 1982, an

7 amount equal to one-third of the amount attributable to the

8 collections of customs duties for the preceding fiscal

9 year.''.

10 STANDARD FOR GROUP CERTIFICATION

11 Sec. 3. (a) Section 222 of the Trade Act of 1974 (19

12 U.S.C. 2272) is amended--

13 (1) in paragraph (3), by striking out ''substantial

14 cause'' and inserting in lieu thereof ''considerable

15 cause''; and

16 (2) by amending the last sentence to read as follows:

17 "'For purposes of paragraph (3), the term considerablee

18 cause' means a cause which is important but not

19 necessarily more important than any other cause.''.

20 (b) (1) Section 201 (b) (1) of such Act is amended by

21 striking out ''substantial cause'' and inserting in lieu

22 thereof "'considerable cause".

23 (2) Section 201 (b) (4) of such Act is amended to read as

24 follows:

25 "'(4) For purposes of this section, the term

26 'considerable cause' means a cause which Is important but not

27 necessarily more Important than any other cause.''.

28 (c) The amendments made by subsections (a) and (b) shall

.29 apply with respect to determinations by the Secretary of

30 Labor under section 223 of the Trade Act of 1974 made on or

31 after the date of the enactment of this Act, and with respect

32 to findings of the International Trade Commission under

33 section 201 of such Act made on or after such date.

3[ EFFECT OF FINDING BY INTERNATIONAL TRADE COMMISSION
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1 Sec. 4. (a) Section 223 of the Trade Act of 1974 (19

2 U.S.C. 2273) is amended by adding at the end thereof the

3 following new subsection:

''Effect of Finding by International Trade Commission

5 "'(e) Whenevec the International Trade Commission makes a

6 finding under section 201 that an article is being Imported

7 Into the United States In such increased quantities as to be

8 a considerable cause of serious Injury, or the threat

9 thereof, to any domestic industry, such finding shall be

10 deemed to constitute a certification by the Secretary under

11 section 222 with respect to any group of workers employed In

12 such industry, unless the Secretary determines within 60 days

13 after such finding by the Commission that such group of

14 workers would be denied certification under section 222 If

15 they had filed a petition for such certification under

16 section 221.''.

17 (b) The amendment made by subsection (a) shall apply with

18 respect to findings made by the International Trade ""

19 Commission under section 201 of the Trade Act of 1974 on oc

20 after the date of the enactment of this Act.

21 DETERMINATIONS BY SECRETARY OF LABOR

22 Sec. 5. (a) Section 223 (a) of the Trade Act of 1974 (19

23 U.S.C. 2273) is amended by adding at the end thereof the

24 following new sentence: "'Failure to make a determination

25 with respect to a petition within the specified 63-day period

26 shall be deemed to constitute a certification that the

27 petitioning group meets the requirements of section 222,

28 effective on the date on which the separation began or

29 threatened to begin as alleged In such petition.''.

30 (b) The amendment made by subsection (a) shall apply with

31 respect to petitions filed under section 221 of the Trade Act

32 of 1974 on or, after the date of the enactment of this Act.

33 RETRAINING ALLOWANCES

34 Sec. 6. (a) Section 231 (a) of the Trade Act of 1974 (19
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U.S.C. 2291 (a)) Is amended by adding at the end thereof the

following new paragraph:

''(5) Such worker--

''(A) agreed to enroll In a retraining program

under section 236 witnin 12 weeks after the date of

certification by the Secretary of Laoor, -

''(a) Is enrolled. In such retraining program

under section 236, and

''(C) has not been determined under section 236

Cc) to be failing to make satisfactory progress in

such retraining program.''.

(b) Subsection (b) of section 231 of such Act Is

repealed.

(c) Section 236 of such Act (19 U.S.C. 2296) Is amended--

(1) by striking out "TRAINING'' In the heading and

inserting in lieu thereof ''RETRAINING'';

(2) by striking out ''training'' each place it

appears in such section and inserting in lieu thereof'in

each instance "'retraining'';

(3) in subsection (a) (1), by striking out the first

sentence and Inserting in lieu thereof the following:

''If the Secretary determines that a retraining program

approved by a private industry council established under

section 102 of the Job Training Partnership Act is

available to an adversely affected worker from either

governmental agencies or private sources (which may

Include area vocational education schools, as defined In

section 195 (2) of the Vocational Education Act of 1963,

and employers), and that the worker is qualified to

undertake and complete such retraining, the Secretary

shall approve such retraining for the worker.''; and

(4) by adding at the end of subsection (a) tne

following new paragraph:

''() The total amount of the payment under paragraph (1)
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I on behalf of any worker shall not exceed S5,200.''.

2 (d) (1) The heading of part I of subchapter 8 of chapter

3 2 of title II of such Act is amended by striking out "'TRADE

4 READJUSTMENT ALLOWANCES'" and inserting in lieu thereof

5 "'RETRAINING ALLOWANCES''.

6 (2) The heading of section 233 of such Act is amended by

7 striking out ''TRADE READJUSTMENT'' and inserting in lieu

8 thereof ''RETRAINING''.

9 (e) (1) Sections 231 (a), 232 (a), 232 (b), 232 (c), 233

10 (a) (1), 233 (a) (2), and 233 (b) of such Act are each

11 amended by striking out ''trade readjustment allowance'' each

12 place it appears and inserting in lieu thereof in each

13 instance ''retraining allowance''.

14 (2) Sections 232 (b), 233 (a) (1), 233 (a) (3), 233 (d),

15 and 234 of such Act ace each amended by striking out ''trade

16 readjustment allowances'' each place it appears and Inserting

17 in lieu thereof In each instance "'retraining allowances''.

18 (3) Section 232 (b) of such Act is amended by striking

19 out "'undergoing training'' and inserting in lleu thereof

20 "'undergoing retraining''.

21 (f) (1) The amendments made by this section shall apply

22 with respect to workers who ace eligible for allowances under

23 part I of subchapter B of chapter 2 of.title II of the Trade

24 Act of 1974 on the basis of certifications made under section-

25 223 of such Act on or after the date of the enactment of this

26 Act, or within the 12-month period preceding such date.

27 (2) Any worker who is eligible for allowances under part

28 I of subchapter B of chapter 2 of title II of the Trade Act

29 of 1974 on the basis of a certification made under section

30 223 of such Act during the 12-month period preceding the date

31 of the enactment of this Act, may elect, In accordance with

32 such procedures as the Secretary of Labor may prescribe, to

33 have the amendments made by this section be inapplicable to

34 him.
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1 (3) Any individual who was eligible for such allowances

- on the basis of a certification made prior to the 12-month

3 period referred to In paragraph (2), shall be eligible to

4 participate in a retraining program under section 236 of the

S Trade Act of 1974, but shall not be eligible for any

6 retraining allowance under section 231 of such Act.

7 - DURATION OF RETRAINING ALLOWANCES

8 Sec. 7. (a) (1) Section 233 of the Trade Act of 1974 (19

9 U.S.C. 2293) is amended by striking out subsections (a) and

19 (b) and inserting in lieu thereof the following:

11 "'(a) Retraining allowances shall be payable with respect

12 to the period covered by any certification to any adversely

13 affected worker only for weeks (during which such Individual

14 meets the requirements of section 231 (a)) pre-deding the

15 earlier of--

16 ''(1) the 105th week during which such Individual Is

17 participating in a retraining program under section 236;

18 or

19 "'(2) the completion o-f-such retraining program.".

20 (2) Section 233 6f such Act is further amended by

21 redesignating subsections (c) and (d) as subsections (b) and

22 (c).

23 (b) (1) The amendments made by subsection (a) shall apply

24 with respect to workers who are eligible for allowances under

25 pa:t I of subchapter B of chapter 2 of title II of the Trade

26 Act of 1974 on the basis of certifications made under section

27 223 of such Act on or after the date of the enactment of this

28 Act, or within the 12-month period preceding such date.

29 (2) Any worker who is eligible for allowances under part

39 I of subchapter B of chapter 2 of title II of the Trade Act

31 of 1974 on the basis of a certification made under section

32 223 of such Act during tne 12-month period preceding the date

33 of the enactment of this Acti may elect, in accordanze with

34 suzh procedures as the Secretary of Labor may prescribe, to
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1 have the amendments made by this section be inapplicable to

2 him.

3 JOB SEARCH ALLOWANCES

4 Sec. 8. (a) Section 237 (a) (1) of the Trade Act of 1974

5 (19 U.S.C. 2297 (a) (1)) is amended by striking out "'$600'"

6 and inserting In lieu thereof "'$1,000''.

7 (b) The amendment made by subsection (a) shall apply with

8 respect to allowances granted on or after the date of the

9 enactment of this Act.

10 RELOCATION ALLOWANCES

11 Sec. 9. (a) Section 238 (d) (1) of the Trade Act of 1974

12 (19 U.S.C. 2298 (d) (1)) is amended by striking out *'90

13 percent'' and inserting in lieu thereof "'100 percent''.

14 (b) The amendment made by subsection (a) shail apply with

15 respect to allowances granted on or after the date of the

16 enactment of this Act.

17 ASSISTANCE TO FIRMS PROVIDING RETRAINING

18 Sec. 10. (a) Chapter 3 of title II of the TcaJe Act of'

19 1974 is amended by adding at the end thereof the following

20 new section:

21 ''SEC. 266. ASSISTANCE TO FIRMS PROVIDING RETRAINING.

22- "'(a) If the Secretary determines that an employer can

23 make available a cetralniJpg program approved for purposes of

24 section 236, the Secretary shall make payment directly to

25 such employer for 90 percent of the costs of such retrainitg

26 provided to adversely affected workers covered by a

27 ce:tification under section 223, Including current and former

28 employees of such employer. Such payments shall be in lieu of

29 payments which would otherwise be made on behalf of such

30 adversely affected workers under section 236 (a).

31 "'(b) Payments under subsection (a) shall be made only

32 with respect to retraining provided by such empb-yer for the

33 purpose of qualifying an adversely affected worker for a bona

34 fide job position available with sAch employer (or whicn was
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1 reasonably expected to be available at the tile such

2 retraining was provided).''.

3 (b) The amendment made by subsection (a) shall apply with

4 respect to retraining provided on or after the date of the

5 enactment of this Act.

6 INDEPENDENT SUPPLIERS

7 Sec. 11. (a) Section 222 of the Trade Act of 1974 is

8 amended by Insecting "'(a)'" before ''The Secretary'" and by

9 adding at the end thereof the following:

10 ''(b) (1) The Secretary shall certify a group of workers

11 as eligible to apply for adjustment assistance under this

12 chapter If the Secretary determines--

13 "'(A) that not less than 25 percent of the total

14 sales, oc not less than 25 percent of the total

15 production, of such workers' firm or subdivision is

16 accounted for by the provision to import-impacted firms

17 of--

18 ''i) any article (including, but not lUited to,

19 any component part) which Is essential to the

20 production of any Import-impacted article,

21 "'(ii) any service which is essential to the

22 production, storage, or transportation of any Import-

23 impacted article, or

24 "'(ii) any article and any service described in

25 clauses (i) and (ii);

26 ''(B) that a significant number or proportion of tne

27 wockecs In such workers' firm or subdivision have become

28 totally or partially separated, or are threateneJ to

29 become totally or partially separated;

30 ''(C) that the sales or production, or both, of such

31 workers' firm or subdivision have decreased absolutely;

32 and

33 ''(D) that the absolute decrease in the sale or

34 production, or both, by import-impacted firms of import-
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1 impacted articles, with respect to which sucl workers'

2 firm or subdivision provides articles or services

3 referred to in subparagraph (A), was a considerable cause

4 of the total or partial spparation, or threat thereof,

5 referred to in subparagraph (B) and to the decline in

6 sales and production referred to in subparagraph (C).

7 "'(2) For purposes of this subsection--

8 "'(A) the term 'import-impacted article' means any

9 article produced by an import-impacted firm, if such

10 article is one with respect to which a determination

11 under subsection (a) (3) or section 251 (c) (3) was made

12 incident to the certification of the group of workers or

13 firm concerned; and

14 "'(M) the term 'import-impacted firm' means--

15 ''(1) any firm or appropriate subdivision thereof

16 the workers of which have been certified pursuant to

17 subsection (a), or

18 '"'(ii) any firm which has been certified pursuant

19 to section 251 (c).''.

20 (b) The amendments made by subsection (a) sh3ll apply

21 with respect to petitions filed under section 221 (a) of the

22 Trade Act of 1974 on or after the date of the enactment of

23 this Act.

9)



373

?.,MEFiCAN TEXTILE MACHINERTAsSOCIATION
7297-N LEE HGH ,Y FA.S CRC8 VVRCWA 2204 2 (703) 5.33.- 1 TWX 710-531 , 900 ATMA FCH CABLE AMTEX

March 21, 1983
Senator John C. Danforth
Chairman, International Trade Subcommittee
omQsittee on Finance
United States Senate
Washington, D. C. 20510

Dear Senator Danforth:

This is to inform you of the U.S. textile machinery industry's keen interest in the
Office of Trade Adjustrant Assistance.

OaM has provided this industry association and its members some means to oompete with
the inequitable trade practices of offshore textile machinery suppliers. With these prac-
tices, many gotverrnt sourced, offshore competitors have penetrated markets at an amazing
rate since 1960 when U.S. textile machinery makers commanded 93 percent of domestic sales
and 15 percent of the world market share. These shares have been halved in just 20 years.
We seek technological and wArketing parity.

The enclosed report examines this decline and reoomve ds realistic methods to reverse
it. Without the YAA program this valuable work would not exist. Further, this study
has exposed the industry collectively, and its individual units, to the many fin pro-
grams of OTAA. We reed this resouroe; in fact, we need more of it.

The industry and several firms have received high quality adjustment advice to oorpete
tedhnlogically and in the marketing arena. Through OIYA our industry of small businesses -
more than 400 of the 600 firm have fewer than 20 employees - have been given sons hope of
regaining markets and jobs, more than half of total employmnt being lost in 20 years.

The stabilization and revitalization of this nation's textile machinery industry is vital
to basic economic health and national security. Without this, textile machinery's customers -
perhaps the largest employers in the nation - are subject to questionable pricing practices
from offshore and being hostages to offshore controlled technology. Truly, OTAA can mater-
ially help this.

Finally, in recent years, despite inequity in competitive practices, our industry has ex-
ported its production in the 25 percent range of annual sales. This contribution to the
trade balance can be continued, and expanded, on a broader base as the developing and lesser
developed nations of the world beoci more self-sufficient. Some potential growth projec-
tions are staggering, the U.S. textile machinery industry should share in this growth, and
OTM can be a factor in making this happen.
hwb/vc Yours truly,
Enclosure: "Opportunities and Strategies
for U.S. Textile Machinery Manufacturers
to Improve 1 eir ometitive Positions in
Domestic and Foreign Textile Markets"

Executive Vice President

*0C3 PA"^CADM = ONP&A VA.AbJ " t VFl PGPCV r6ACS8T0N &Fw 069%0
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U. S. Council for an Open World Economy
INCOPORATID

7216_Stafford Road, Alexandria, Virginia 22307

(202) 785-3772

Statement submitted by David J. Steinberg, President, U.S.
Council for an Open World Economy, to the Subcommittee on
International Trade of the Senate Committee on Finance in hearing
on Fiscal 1984 budget authorizations for international-trade
functions. March 17, 1983

(The U.S. Council for an Open World Economy is a private, non-
profit organization engaged in research and public education
on the merits and problems of developing an open international
economic system in the overall national interest. The Council
does not act on behalf of any private interest.)

This statement is limited to the International Trade Com-
mission, specifically the structure of the Commission and the
adequacy of ITC investigation and analysis in import-relief
cases. The Council has made these points in previous Con-
gressional hearings, but to no avail.

We ueation the need for six commissioners (the statutory
complement). Only one of the three current vacancies need be
filled (at most only two) in the interest of a properly struc-
tured Commission. The Commission has got along well with four
or five commissioners at various times in its long history.
The Commission might operate more efficiently with fewer than
six commissioners, and each seat terminated would save the
taxpayers more than $100,000 a year when the total costs of
each Commssioner's office are considered.

We question the statutorily required rotation of the ITC
chaiv ship (and vice dhirmip) avery two years. Each
commissioner is not ipso facto qualified to be chairman. We
also suggest that Congress look into the necessity for each
commissioner to have a professional staff (including a legal
advisor) in addition to a secretary. We understand that each
commissioner is currently authorized to have four persons, of
whom no more than one can be higher than 0S-15 and no more than
one additional person can- be higher than GS-14. e question the
need for such private professional staffs when account is taken
of the full access each comisioner has to the SomnisioI
formidable legal and economic personnel. We suggest inquiry
into the possibility that these private staffs have led to
undesirable rivalries between the respective staffs, and ad-
versarial relations between commissioner staffs on the one
hand and the Commission staffs on the other -- affecting
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adversely the quality and utility of commissioner opinions
in import-relief and other cases. The budget savings from
reducing or eliminating these personal professional staffs
may be of little consequence, but this is no justification
for neglecting inquiry into the desirability of such reforms.

The Comiassion is not fulfilling its exDlicit and imDlicit
obligations under the Trade Act of 1974 in imoort-relief in-
vestiaation It is neglecting the full implications of
Section 201(b)5 by not fully assessing the adequacy of steps
the petitioning industry has taken toward becoming more com-
petitive with imports, and niot assessing the extent to which
government statutes and regulations may be impairing the
industry's adjustment capability. Also neglected is assess-
ment of the differential impacts which import restriction may
have on different sectors of the industry. Windfall gains for
some sectors that may not need government help may cause ad-
ditional problems for those that do.

Not all these analytical factors may materially affect
the Commission's decision in every case, but all are important
for the President to assess if he wishes to develop a coherent
industry-adjustment policy whether or not the Coamission finds
serious injury or threat thereof, but particularly if it does.
Such an adjustment strategy should be the framework for any
resort to import control, and the trade law should so require.
However, the President is free to proceed along these lines
even without a legislative mandate, and the ITC should want
to help him in this regard in every way it can. Nothing
in the trade law prevents the Comission from doing so. In
this regard, the Comission is less imaginative and innovative
than it can and ought to be.
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Statement
of

United Automobile, Aerospace and Agricultural Implement
Workers of America (UAW)

before the
Senate Committee on Finance

Subcommittee on Trade

March 17, 1983

The International Union, UAW, represents approximately 1,300,000

workers and their families in North America. The UAW welcomes this

opportunity to again testify before your Subcommittee on that program.

The UAW supports continuation of the worker trade adjustment

assistance (TAA) program under the Trade Act of 1974. This program has

been an integral part of U.S. trade policy for over twenty years. It represents

a special covenant between the victims of trade policies and their government

which has made and administered those policies.

The primary goal of U.S. trade policy has been to increase commerce

between the nations of the world thereby improving both opportunities for

consumer choice, the market for exporting industries and the prospects for

world peace.

- However, it is also recognized that significant problems flow from

liberalized trade programs. Some domestic industries and workers previously

insulated from foreign competition are obviously going to be injured, and

possibly even destroyed by increased imports.

Given the overall benefits to our society, Congress therefore provided

two safety nets for the relatively few victims. For industry and workers

threatened with survival, an escape clause mechanism was established. Upon

a showing of substantial injury, the President may invoke marketing

I
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arrangements, quotas or even tariffs so as to protect the domestic industry

and its workforce.

For less serious injury, a system of adjustment assistance was created

to target relief for individual workers and employers. The TAA safety net

also avoids the international repercussions which necessarily attach to escape

clause remedies. _

For workers certified as displaced by imports, the TAA program provided

income maintenance, job search and relocation and retraining benefits.

Employers are to receive assistance and low Interest loans to become more

competitive or develop new product lines. Thus TAA is designed so that both

workers and employers should receive temporary federal aid to adjust and to

find new areas of endeavor.

This system was established under the original Trade Expansion Act of

1962 and improved upon under the Trade Act of 1974. In 1981, under the

Omnibus Budget Reconciliation Act, the income maintenance aspects of the

worker adjustment assistance program was substantially slashed in exchange

for a claimed improvement in training benefits.

The entire program is now up for renewal. The Reagan Administration

wants to terminate the program thereby eliminating one more safety net from

the domestic sector. The Administration's position is both deceptive and

contrary to our national interest. It is deceptive because this current posture

is 180 degrees opposite to the Administration's original position. It is contrary

to our national Interest because trade adjustment assistance fulfills a central

role in our overall trade policy.

21-492 0-83--25
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The TAA Progrm is Needed Now More Than Ever

In March 1981, the Office of the U.S. Trade Representative testlVed

before this Subcommittee that TAA was a "necessary adjunct" and an "integral

part of U.S. trade policy." If TAA was essential in 1981, what has changed

to make it unnecessary In 1983? Is unemployment no longer a problem?

Have imports suddenly dried up? The facts show that unemployment and

import levels have continued to rise since 1981.

Unemployment has hit over 12 million Americans. This figure does

not include approximately 1,800,000 available workers who have stopped looking

for work. A recent study of the AFL-CIO Industrial Union Department

concluded that 3,000,000 manufacturing jobs have been lost since June, 1979,

of which 2,300,000 jobs are In-the durable goods industries such as steel and

atuo.

Employment In the U.S. auto industry has been especially hard hit for

-the last three years. More than 260,000 workers are currently laid off from

the automobile manufacturing companies. Approximately 30 auto plants have.

closed since 1980. From 1978 levels, employment is down 30 percent and

new ear and truck sales are down 35 percent. The U.S. auto industry Is

operating at about 55 percent of Its capacity.

Automotive imports, primarily from Japan, have continued at extremely

high levels in recent years. Overseas imports captured 28 percent of all new

car sales In 1982, compared to an 18 percent figure in 1978.

Nor does the future look any better. In a recent Department of

Commerce publication entitled 1983 U.S. Industrial Outlook, one author

predicts that after removal of export restraints, "import penetration (including

European cars) could easily increase from the current 27 percent to 35 to

40 percent of the new car market- before the end of the decade . . ."
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The rise in imports has not been confined to finished vehicles. In the

last decade, the value of auto parts imported into the U.S. from countries

other than Canada has grown at an annual rate of 24 percent. The Department

of Commerce estimated in December 1981 that 2.5 million engines and 1.7

million transmissions will be imported during each of the next several years.

There is considerable evidence that without government action, this will only

be the tip of the iceberg.

According to a 1982 survey of automotive industry experts conducted

by the accounting firm of Arthur Andersen, the import content of domestically

assembled vehicles (now less than 5 percent) could reach 30 percent by 1985

and 39 percent by 1990.

Total imports of manufactured good are also at record levels - reaching

150 billion dollars in 1982 up from 77 billion in 1976. In sum, the

Administration seeks elimination of the TAA program precisely at the time

..of its greatest need.

TAA Represents a Special Covenant
Between the Victims of U.S. Trade Policy

and Their Government

The Administration was correct In 1981. TAA remains an "integral

part of U.S. trade policy". Nothing has changed to challenge the underlying

rationale for providing targeted benefits to the victims of federal trade

programs Congress has previously described that justification:
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'The program is premised upon the belief that trade-related
unemployment and market disruption may differ somewhat in
nature from that arising from othere causes, and upon the belief
that such trade-related imports, resulting from a Federal policy
of encouraging increased foreign trade for the benefit of the
country should not be borne unaided by particular segments of
U.S. industry and labor.1

The unemployed victims of trade policies are different from the great mass

of the unemployed because their unemployment is directly traceable to changes

in trade policies. Congress acknowledged this fact when it passed the TAA

program in 1962.

This special covenant between Congress and labor has existed for over

twenty years. Congress has repeatedly promised American workers that

federal programs for expanding trade would only occur within a system of

assistance for these workers directly displaced by these trade policies. It is

difficult to believe that Congress will renege on that bargain now. The nation

has enjoyed the benefits of liberalized trade policies; it would be most unfair

to tell its current and future victims that their promised assistance is to be

withdrawn.

We ask that the program be renewed despite its current defects because

we know that the concept of TAA can work.

This administrative abolition of a current statutory program is a scandal

that cannot be rewarded by non-renewal. It has been almost two years since

passage of changes made by Omnibus Budget Reconciliation Act of 1981 and

we still have no regulations on the revised TAA program from the Secretary.

The UAW currently has three separate lawsuits pending against the Secretary

1. Staff Data and Materials Relating to Trade Adjustment Assistance
Program Prepared for use of Subcommitee on International Trade,
Staff of Senate Committee on Finance (96th Congress, 1st Session,
1979).
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of Labor In the U.S. District Court for the District of Columbia, challenging

his anti-beneficiary administration of the Trade Act. (Case Nos. 81-1954,

82-1458, and 82-3137) On January 17, 1983 in Case No. 82-3137, Judge

Harold Greene issued a nationwide injunction against the Secretary's handling

of TRA overpayments. Judge Greene's order scores the Secretary for

attempting "to take advantage of his unlawful refusal to issue guidelines to

recoup overpayments without providing for waivers where equitable, as

Intended by Congress".

The program is conceptually and structurally sound and deserves

continuation but with a specific directive from this Congress to hae- the

Secretary of Labor to release his handbrake and quit putting sugar in the gas

tank. It should not be necessary to sue the Secretary of Labor to force him

to administer TAA on behalf of its intended beneficiaries.

Absent a viable TAA program, we can only warn Congress that the

current displeasure over this country's policies will grow even faster. With

no TAA mechanism available, industries and workers adversely affected by

Imports will have no choice but to seek escape clause or other legislative relief.

In 1981 the Administration claimed it wanted to convert TAA from a

program of Income maintenance to training. The President has often stated

that he supports retraining of unemployed workers along with better targetting

of federal aid programs. What better group exists for targetting training

benefits than those found to be directly displaced by foreign Imports.

Retraining the victims attacks both the problem of unemployment and

alleviates some of the deserved resentment against federal trade policies.

Upon renewal, several program changes are needed to finally allow the

program to work.
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A. Training Must be Part of the Entitlement Package

The training, job search and job relocation aspects of the current TAA

program have been allowed to wither on the vine. Prior to this year, the

Secretary's annual requests for training ranged between $5.6 to $17 million.-

In fiscal 1981, the budget for training was zero. The Secretary's consistently

meager budget requests underscore a historical decision to downplay training

as part of the TAA program. This deliberate sabotage of the training programs

has been most effective. From 1975 through March 1981, only 3 percent of

certified workers enrolled in training and only 1.2 percent ever completed

their program. From March 1980 until March 1982 - a spah of two years

with record TAA applicanats - the training program was out of funds.

The Administration now uses this same data and Its own mismanagement

to Justify terminating TAA training entirely. But the low usage rates are

not due to lack of worker interest as the Administration implies. In 1980,

out of 176,000 TAA recipients who applied for employment services, about

40 percent (71,644) applied for training. A January 1980 survey of certified

workers conducted by the Michigan Employment Security Commission (MESC)

showed that 78 percent were interested in training and 38 percent were willing

to relocate to take jobs. The MESC 1980 budget request for $5.4 million to

open two training offices in Detroit was rejected by the Secretary as being

too ambitious. Only one training center was actually opened, only to be

closed several months later when the program ran out of funds.

The Secretary's implementation of the 1981 Omnibus Budget

Reconciliation Act TAA changes also demonstrates the need for training

amendments. You will recall the Administration's rhetoric about changing

TAA from income maintenance to training with a promised allocation of $112
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million fcc fiscal 1982. However, only $25 million was actually appropriated

and even then that money wasn't allocated to the states until February 1982.

Thus, for the first four months of the new TAA training program, with 600,000

eligible trainees available, the Secretary left the entire program dormant with

no training being approved.

In addition, the 1981 "reform" bill contained one single improvement

which wags subsequently misapplied. The Omnibus bill amendeSSection 236(a)(1)

to provide that where the Individual training program is approved, the worker

is entitled to have the training cost paid by the Secretary. As of October

1, 1981, approximately 15,000 workers were self-financing approved training

programs with the expectation that they qualified for the 26-week extension

of TRA. Workers had to self-finance because no training funds were

appropriated in 1981. These workers were using the 26-week TRA extension

to finance their training. But the Department of Labor used this one sentence

Improvement in the 1981 amendment to issue clearly illegal and improper

guidelines which have:

(1) discontinued worker rights to self-finance; and

(2) conditioned the approval of training on the availability of

allocated funds.

When the amendment cut off extended TRA for these 15,000 workers

who had self-financed, the UAW demanded that the Secretary reimburse their

training costs - which was what we believe Congress intended. The Secretary

refused, saying that while the cutbacks in TRA were to have an Immediate

effect, the improvements in training were to be applied only prospectively.

The net-effect of these actions by the Secretary is that more than 95

percent of the 15,000 workers in training on October 1, 1981. were forced to

I-
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drop out of the program. The Secretary's enactment of these 1981 changes

is currently the subject of litigation as previously mentioned (Case No. 82-

1458), but regardless of the legal outcome, this story adequately demonstrates

the Secretary's negative attitude toward training.

In sum, we believe the record is clear that the Secretary has failed

to properly administer the TAA training program. A training program, left

to this Secretary's discretion in matters of funding and promotion, is almost

guaranteed to fail. By making training a program entitlement, the Secretary

will be forced to finally make training a priority benefit.

The criteria for individual training approval is more than adequate to

protest against individual abuses:

(1) the individual is laid off from a workplace covered by a

certification;

(2) no suitable-employment is otherwise available;

(3) a suitable training program is available;

(4) the worker would benefit from the training program;

(5) there is a reasonable expectation of future employment after

training; and

(6) the individual is qualified to undertake such training.

The Administration has previously opposed making training part of the

entitlement because of its general opposition to the expansion of entitlement

programs. But this response doesn't really address the issue. Why would

anyone oppose training for a worker indefinitely laid off due to imports?

-Training is no dole - it is Work. We should encourage and support any person

with the ambition and desire to learn a new skill.
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Despite this--period of record unemployment, there are an estimated

one million job openings going unfilled because of a lack of qualified and

skilled applicants. In several press conferences, the President has held up

the classified sections of local papers containing hundreds of job listings. He

has stated that training workers to qualify for these jobs is a top priority of

his Administration. Making training an entitlement is therefore an opportunity

for the President to honor his own commitment.

Under this approach, the Secretary will finally b6 required to give

something more than rhetoric to the training program. He will have to

promote and approve training applications. He will have to request sufficient

appropriations to implement the program. Given the Secretary's track record,

training as an entitlement is the only way to convert TAA into a viable

training program.

B. A Subsistence Allowance Must Be Provided

We believe that minimum subsistence allowance of $15 a day for

workers in training who have no other unemployment income is also essential.

The $15 may only be enough to pay for transportation and lunch - but at

least it is enough to get the trainee through the day. It is not reasonable

to expect that unemployed workers, cut off from all other income sources,

can get through training without some out-of-pocket expenses.

C. The Adjustment Assistance .
Trust Fund Should Be Restored

The adjustment assistance trust fund as set forth in the original Trade

Act of 1974 at Section 245 should also be restored. Even though the fund

was never established, the concept of the trust fund-provides an important

link between TAA program costs and amounts collected from customs duties.

For example, customs duties in 1982 were around $10 billion. Total customs
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duties obviously correspond directly to changes in imports. Linking the costs

of aiding the victims of trade policies to customs duty revenues is Important

for assessing future TAA appropriation requests.

D. The Low Aoroval Rate Must be Remedied

The low-petition approval rate Is an insult to Congress and the American

worker. What good is it to provide a realistic TAA program if very few

workers ever get certified? The approval rate has dropped from 50 percent

in 1975 to 8 percent in 1981 and 18 percent In 1982. As a practical matter

we have regressed to the depressing years of a paper TAA program under

the Trade Expansion Act of 1962.

In response to written questions from this Subcommittee last year, the

Secretary was asked to specify the assumptions on which the 1982 Reagn

Budget was based. His written response said "The current level of new

certifications will continue with no new large numbers of workers certified.

'(100,000 per year)" In fact, however, 229 petitions were totally approved in

1982 covering 22,000 eligible workers. In 1981 only 28,000 workers were

covered by total certifications. By comparison, 900 petitions were granted

in 1980 covering 570,000 workers.

This low approval- rate has never been satisfactorily explained. We

acknowledge the fact that petitions filed by supplier and component workers,

due to an uncorrected loophole in the law, are usually denied - but these

groups were also filing petitions in 1975 and 1976 when the approval rates

were much higher. The evidence suggests that there may be some informal

and undisclosed restrictions on the certification process. We can think of no

other explanation. Imports and unemployment are at record highs - yet the

petition approval rate during this administration is at a record low.
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Alfred Eckes, Chairman of the U.S. International Trade Commission

presented the following testimony on February 15 to the House Subcommittee

on Trade.

Using a conservative assumption that each $1 billion increase in
the trade deficit costs 25,000 jobs, it is reasonable to expect
trade dislocations to have a growing impact on U.S. industries
and workers. Indeed, the widening trade deficit could cost from
I million to L5 more U.S. jobs in 1983.

At one time this import competition touched only labor-intensive
products, like footwear and textiles. Now the competition has
extended. to industries like steel, transportation equipment, and
machinery; and there is growing evidence that chemicals,
pharmaceuticals, and high-technology electronics are
experiencing Increased pressure from foreign producers.

Thus, while the ITC predicts a loss approaching L5 million. jobs, the

Department of Labor wants us to believe that everything is normal when only

25,000 workers are certified annually.

It seems obvious that the Secretary has taken private steps to implement

the Reagan termination proposal two years in advance of Its actual

introduction. A program providing benefits to 25,000 workers per year when

imports are high and 12 million are unemployed is worse than no program.

The current TAA program is paying benefits to less than two/tenths of one

percent of these unemployed. To hold out a promise of assistance when we

all know the actual chances of timely benefit delivery are almost nil, is

doubly crueL

Given the lack of approvals from 1962 to 1969, with only slight

improvement thereafter, one of the major reforms of the Trade Act of 1974

was to remove the certification process from a hostile Tariff Commission to

the fairer and more sympathetic Department of Labor. Unfortunately, this

Secretary appears to be neither fair or sympathetic to the TAA program.
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The application of certification criteria under the current Section 222,

"contributed importantly" test is loaded w.th discretion. In our complex world

economy, many factors contribute to unemployment - interest rates, war,

oil embargoes, technological change, crop failures and so on. Determining

how and when increased imports contribute to unemployment is perhaps more

of an art than science. The Secretary should have sufficient discretion in

applying the standard so as to deal with the hard cases.

But something must be done to let the Secretary know that it's time

for him to take his thumb off the scales: A "sense of Congress" proviso

should be added to Section 222 stating:

Congress anticipates that a substantial portion of the petitions
filed during periods of increasing imports and unemployment will
be certified.

It is also obvious that the "contributed importantly" test must be

maintained for the program to have any hope of aiding import-impacted

workers.

In addition, the slow processing of petitions with decisions being

rendered many many months beyond the 60 day statutory deadline set out

under Section 223 also has to be corrected. Petitions pending after 60 days

should be automatically certified. The tardy delivery of benefits a year or

two after the onset of unemployment has been one of the major defects in

the TAA program.

E. TAA Coverage Must be
Extended to Parts and Supplier Workers

Now that TAA is essentially a training and job relocation program, we

should be expanding the pool of potential trainees rather than restricting It.

How long can Congress deny extending program benefits to workers who supply

essential parts and services to end-product firms affected by imports? This
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arbitrary exclusion has TAA eligibility turn on corporate structure rather than

what the worker actually makes. Thus a General Motors worker making spark

plugs gets benefits while a Champion worker making spark plugs for use in

the same GM automobile does not. Parts and supplier workers are victims

of trade policies to the same extent as end-product workers. If TAA is

essentially a training program rather than Income maintenance, there should

be no serious opposition to including independent parts and suppliers.

F. The One-Year Benefit Period for
TRA Must be Extended to 18 Months

The Omnibus Budget Reconciliation Act of 1981 cut the benefit period

for drawing TRA from two years to one. It was this change which eliminated

most of the 200,000 covered workers drawing TRA in October 1981 even

though they had not exhausted their 52 weeks of benefits.

A one-year benefit period to draw 52 weeks of state unemployment

and TRA Is just too short. The benefit period is triggered by the exhaustion

"of state unemployment. Thus, where a worker has several months of periodic

unemployment, the benefit period starts and may expire before a permanently

unemployed worker draws his or her full weeks of TRA. As of today, less

than 12,000 workers are receiving weekly TRA primarily because of this

ridiculously short benefit period. We propose extending the benefit period to

at least to 18 months.

G. Where Multinational Corporations Relocate in
Foreign Countries, Certification Must be Mandatory

Section 283 of the Act makes it the "sense of Congress" that firms

relocating in foreign countries should give workers 60 days advance notice of

such a move and offer relocation to other domestic facilities to the affected

workers. It is bad enough that our laws encourage multinational corporations

14
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to export vast amounts of capital for overseas expansion, but when an American

workers job is exported, you would think that Congress would do much more

than "sense" the need for relief.

Indeed, the Secretary has held that plant relocations to foreign countries

do not qualify for TAA unless the Increased imports actually precede the

plant closing. Workers making bicycle parts at a Bendix plant in Elmira,

New York were denied certification when the company moved the plant to

Mexico and Imported the bicycle parts back into the U.S. The Secretary

ruled that the imports had not "contributed importantly" to domestic

unemployment because the Imports occurred after the closing. These provisions

and the availability of TAA must be mandatory.

In addition, to work effectively, the advance notice provisions must

extend not only to plant closings, where the work is going to foreign countries,

but to all situations where there are significant reductions in employment.

Since adjustment assistance benefits coming from the federal treasury operate

as a subsidy to foreign plant relocation, the Department of Labor should also

exercise oversight and licensing responsibilities to determine when these moves

are not in the public interest.

CONCLUSION

The justifications for maintaining a trade adjustment assistance program

are even stronger today than in 1962 when the program was originally enacted.

Since all citizens supposedly benefit from liberal trade policies, it is only

fair that the few victims displaced be given some real assistance to restart.

The 20-year covenant of this government with the American workers must

not be repudiated. Indeed given the prospects for even greater levels of

import-related unemployment, the program needs to be strengthened.


