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PREFACE

In the exercise of its oversight jurisdiction with

respect to the reciprocal trade agreements program, the Committee

on Finance on July 27, 1987, invited written comment on the

negotiations, then in process, of a bilateral free trade area

agreement between the United States and Canada. Since Canada is

the United States' largest trading partner, the negotiation of

the agreement had excited substantial public interest. The

Committee, which is charged by the Trade Act of 1974 to consult

closely with the Administration on all trade negotiations, wanted

to have available to it the comments of interested members of the

public concerning the negotiation, both to carry out this

continuing duty to consult, as well as to carry out its general

responsibility to oversee the operation of United States trade

laws. The resulting public comments have been reprinted here for

the use of the Committee in carrying out these responsibilities.

(In)
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COMMENTS ON THE
U.S.-CANADA FREE TRADE AREA*NEGOTIATIONS

BY THE
"AD HOC COALITION ON

INTERNATIONAL ELECTRIC POWER TRADE
12800 SHAKER BOULEVARD

CLEVELAND, OHIO 44120-2099

SUMMARY

The Ad Hoc Coalition on International Electric Power Trade
suggests that total recovery of the true cost of electric power
exported from Canada to the United States is an essential goal in
U.S.-Canadian trade negotiations. A successful free trade agree-
ment between Canada and the United States must, therefore, in-
clude provisions for two disparities that exist between the two
countries with respect to electric power:

1. Canadian Crown corporations, which are the major ex-
porters of electricity to the U.S., receive subsidies
which approach the value of the power exported. Typi-
cal subsidies include no-cost guarantees of debt obliga-
tions, high debt-equity ratios facilitated by govern-
ment guarantees, freedom from taxation, freedom from
profit making requirements, nuclear subsidies, direct
rants, and assumption of exchange risk. These subsi-
ies are contrary to U.S. trade laws and must either be

eliminated, or included in the invoiced cost of power
exported to the U.S. In addition, the United States
trade negotiators must refrain from agreeing to changes
to U.S. trade laws which would limit the ability of
domestic utilities to seek redress against subsidized
electric power imports from Canada.

2. Canadian hydro and steam-fired generation plants are
subject to environmental regulations which are far less
stringent than mandated by law in the U.S. For exam-
ple, while steam-fired electricity represents almost
one-quarter of exported electric power from Canada,
there are no scrubbers in place there, while 191 are in
place, under construction, or planned in the U.S. Cana-
dian hydro projects fare no better in light of mercury
pollution and the displacement of Indian tribes and
wildlife herds. Such environmental impacts, of course,
are of prime concern in the United States. The effect
of such concerns is both ecologic and economic. While
the Canadians have announced an ambitious emissions
program at the Federal level, their current record and
past history of improvements have been poor. Thus, any

.S.-Canada agreement must require that electric power
exports to the U.S. be from facilities meeting U.S.
environmental standards.

The provisions outlined must be included so that, ulti-
mately, the true economic and environmental costs of exported
electricity would be reflected in the invoices of customers, thus
fostering a genuinely free and competitive marketplace in this
Country.

The Ad Hoc Coalition on International Electric Power Trade
appreciates this opportunity to provide its comments with respect
to U.S.-Canada free trade negotiations. The Coalition is com-
posed of domestic energy providers, their suppliers, railroads,
and interested public officials concerned with the growing threat
of unfairly traded Canadian electricity imports.
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In addressing the Canadian power issue, the Coalition has
held continuing discussions with U.S. trade negotiators Clayton
Yeutter and Peter Murphy, 1 as well as staff support personnel,
public officials, and Congressional leaders.

The coalition is concerned with two disparities that exist
in respect to imported Canadian electric power: subsidies re-
ceived by Canadian utilities and the lack of equal environmental
compliance in Canadian power generation, as compared to the
United States.

SUBSIDY ISSUE 2

There is little question that Canadian Crown corporations,
which account for most of the shipments of imported power to the
United States are highly subsidized. There is ample evidence of
the foregoing.3

The Coalition's study (see footnote 1) has indicated subsi-
dies which, if added to the price of Canadian power, would in-
crease its cost by 100 percent, or more. Subsidies have been
identified in the following areas:

A. MAJOR SUBSIDIES

1. No-cost Guarantees of Debt Obligations

All of the major Canadian utilities borrow in financial
markets, including the U.S. capital market. Such loans
benefit from guarantees of the provincial government in
which the utilities reside. Such guarantees are pro-
vided without cost. In Manitoba, it was common prac-
tice for the province, itself, to do the borrowing for
Manitoba Hydro, until only a few years ago.

In all instances, the guarantee of the provincial gov-
ernment confers a very significant subsidy to the rates
at which these entities borrow. For example, in the
case of Ontario Hydro, the Royal Commission on Electric
Power Planning 4 found that the guarantee of the pro-
vincial government resulted in changing Ontario Hydro's
debt rating from BBB to AAA. It further found that the
government guarantee created an interest differential
of 1.6 percentage points favoring the utility's borrow-
ing. On the average net borrowing of Ontario Hydro in
a given year (e.g., a $1.5 billion series of 30-year
bonds), the government guarantee was estimated to be
worth approximately $260 million. This example is only
one of many, since the outstanding debt of Ontario Hy-
dro at the moment approximates $23 billion, virtually
all covered by a government guarantee.

2. High Debt-Equity Ratios

Because of provincial government guarantC 3s of debt,
Canadian utilities are able to operate with leverage
levels unthinkable for any commercial utility. For
example, as shown in recent annual reports, the propor-
tion of debt to total equity at Manitoba Hydro is
94 percent. At Ontario Hydro, it is 86 percent. How-
ever, even these high proportions tend to disguise the
fact that the Crown corporations were initially fi-
nanced through levels of 100 percent debt. Thus, the
form of equity which appears on their balance sheets
does not represent capital investment by shareholders.
It has emanated from accumulation of retained earnings
over the years and represents, basically, a reserve for
future contingencies.
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The Royal Commission Report, in commenting on this situ-
ation, stated:

"The present (putative) debt ratio of Ontario Hydro of
0.86 would require roughly a one-third reduction in
total debt (in order to be roughly comparable to a pri-
vate utility). The tripling in accumulated equity that
this entails would require additional net income well
in excess of the total revenue of $2.5 billion raised
in 1979. To maintain a debt ratio of 0.65 would re-
quire ,et income of roughly triple the present
level."

In fact, the Royal Commission's analysis may understate
the case. As indicated above, Hydro's real capital
structure is based on 100 percent debt. -Aadtionally,
a typical capital structure for an AAA-rated utility
might be 50 percent equity investment, 40 percent debt,
and 10 percent preferred, rather than the .65 ratio as
described in the example, above. These two items are
important in that a substantially greater increase in
revenue would be required beyond that projected by the
Royal Commission.

3. Freedom From Taxation

Canadian electric utilities pay essentially no taxes at
either the Federal, provincial, or municipal levels.
Thus, while the combined Canadian Federal and pro-
vincial corporate tax rate is 51 percent, Canadian
Crown corporations pay nothing. Combined Canadian Fed-
eral and provincial sales taxes vary from 14 percent to
17 percent, depending on the province. Canadian utili-
ties pay nothing. Net investments of Ontario Hydro,
alone, in the past year were approximately $2.5 billion.
A large portion of this investment represents capital
goods and purchases subject to sales tax, but the Cana-
dian utilities paid none. The utilities are also
exempt from property and other taxes at the municipal
level, though, in some cases, the utiliti-es provide
services to municipalities as "grants in lieu of taxes".
These, however, are minor, and the degree of overall
subsidy is self-evident.

4. Profit Status

Canadian utilities are not designed to earn profit and
often operate at a loss, or with a profit margin which
is far below the level required to attract capital in
the commercial marketplace. Manitoba Hydro, for exam-
ple, operated at a loss in six of the last ten years.
Canadian policy statements make it clear that the pur-
pose of Crown corporations is not to earn a profit,
but, rather, to deliver electric power at the lowest
possible rates. Private electric utilities in the U.S.
must earn a profit, or eventually cease to exist.

ANALYSIS

Viewing these subsidies on a conservative basis, it is clear
that the revenue requirements of Canadian utilities would require
a massive upward adjustment to attract needed capital on commer-
cial terms. For example, Ontario Hydro, which produces more than
25 percent of Canada's electric power and more than 20 percent of
its exports, now requires revenues of over $4 billion to cover
costs as shown on its books, including operating, plant, and asso-
ciated debts of almost $18 billion.
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To create an equivalent situation to the U.S. utilities, the
effect of the cost-free government guarantee would have to be
eliminated, and the capital structure reconstructed from 100 per-
cent debt to a capital structure similar to 50 percent equity,
10 percent preferred, and 40 percent debt. Assuming an average
10 percent present cost of debt for Ontario Hydro, the adjustment
for these two factors would add at least 2.5 percent per annum to
interest costs.

But the resulting adjusted figure of 12.5 percent would not
consider taxes. Looking only at income taxes, revenues would
have to increase to generaLe a net figure of 12.5 percent so that
the real cost of capital would approach 20 percent -- double the
artificial level at which the Crown corporation are permitted to
operate. Applied to the $18 billion investment, this would re-
uire additional revenues of $1.8 billion per year. This figure
oes not include exemption from sales tax on equipment purchases.

Last year, Ontario Hydro made net new investments of $2.5 billion.
If attributing only half of that amount to new equipment, the
sales tax of approximately 15 percent (combined Federal and pro-
vincial) would result in payment of an additional $187.5 million.
The result would be that, instead of requiring revenues of approx-
imately $4 billion, Hydro would require something on the order of
$6 billion -- an effective subsidy of at least 50 percent.

However, even these figures grossly understate the real im-
pact of privileged circumstances on the finances of a Crown cor-
poration. One cannot merely look at adjusted revenue require-
ments for a single year to make appropriate comparisons. Each
and every year of operation of Ontario Hydro, for example, has
benefited from these factors. If Hydro had been required to fi-
nance itself on the above basis for the past 20 years, its over-
all domestic electricity demand would have been much less, due to
price elasticity effects and its power plant construction program
greatly reduced, thereby limiting, or even eliminating, energy
available for export. Instead, Hydro has been able to accumulate
an asset base that is greatly understated for rate base over the
last 20 years could conservatively account for a built-in subsidy
factor of up to an additional 50 percent.

Not surprisingly, given its subsidized leverage, Ontario
Hydro financed a doubling of its asset base from 1980 through
1985. Could any domestic private utility, no matter how financi-
ally solid, have done that?

Ontario Hydro is far from an isolated case. Over 95 percent
of Canada's electricity output is generated by public entities
financed much like Ontario Hydro. By maintaining a subsidized
electricity system, Canada has been selling electricity to its
domestic customers at roughly half the rates of any other free
world country.

B. ADDITIONAL SUBSIDIES

In addition to the four major subsidies, several other subsi-
dies contribute to underpricing Canadian electricity ex-
ports:

1. Nuclear Subsidies

Canadian electric power generated from the nuclear sta-
tions is also the beneficiary of heavy subsidies,
Atomic Energy of Canada, Ltd., another Crown Corpora-
tion, develops and builds Canadian nuclear stations.
It receives Parliamentary appropriations each year,
averaging approximately $350 million in recent years.
AECL is also the beneficiary of loans at far less than
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commercial value and has, on at least one occasion,
been the beneficiary of total forgiveness of a "loan"
of $1.2 billion. The prices at which the services and
facilities of AECL are sold to the provincial utilities
represent an important subsidy of their asset base,
which has been estimated by one Canadian authority to
be woi;th almost $300 million per year to Ontario
Hydro.o

2. Assumption of Exchange Risk

Another unusual arrangement is the Manitoba Rate Stabil-
ization Act. When the Canadian dollar dropped sharply,
Manitoba Hydro found its effective debt payments
sharply increased. In an action which is revealing as
to the true nature of the provincial utilities, it sim-
ply requested that the provincial government provide a
direct subsidy. Under the Act, the province agreed to
pay for all "losses" which would have been incurred by
Manitoba Hydro on its outstanding debt, because of the
strengthening of the U.S. dollar. This subsidy is
recognized in the Manitoba Hydro Annual Report for 1985
as $21 million in case, equivalent to a reduction in
the fact amount of Manitoba Hydro's debt of approxi-
mately $500 million. This subsidy has been a varying,
but important, factor for the past several years.

3. Additional Sundry Subsidies

Finally, there are other significant subsidies, includ-
ing grants, or less than commercial rate loans, for
transmission facilities, miniscule or nonexistent water
rents for hydropower, conversions of loans to equity
(without commercial JuAtification), Federal grants for
conservation programs, and Federal and provincial level
manpower programs (subsidizing employment on major con-
struction works in the industry). While not quanti-
fied, their combined value is significant.

ENV I RONMENTAL

Canadian coal-fired SO2 emissions increase 54 percent be-
tween 1970 and 1984, while, in the U.S., SO 2 emissions decreased
8 percent.

Canada has no scrubbers, The United States as 142, with 49
additional units planned or under construction. These installa-
tions are one example of many protections required by more strin-
gent U.S. environmental laws. While it might be~suggested that
coal-fired generation comprises a relatively small part of Cana-
dian SO2 generation, in 1985, almost one-quarter of Canada's ex-
ported power was coal-fired. Canada's National Energy Board esti-
mates that this percentage will increase to between 29 and 33 per-
cent in the year 2005.

Nor should hydrogeneration be considered pollution-free, as
indicated in the Hydro-Quebec's James Bay experience, where mas-
sive flooding took place at the expense of mercury contamination
and dislocation of Indian tribes and wildlife herds -- flooding
that occurred without environmental impact studies as would be
required in the United SLates in advance of such construction.

The disparity between U.S. and Canadian environmental regula-
tions is very great. Producers in the U.S. have suffered huge
additional costs of production in attaining high environmental
standards. These additional costs have further widened the large
differentials which exist due to subsidies received by Crown cor-
porations.
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Thus, U.S. producers have suffered the impact of pollution
control in two ways: Domestic power producers have had to bear
the brunt of Federally mandated additional costs, and, addition-
ally, have had to compete with Canadian exporters who have
avoided these costs because they are subject to far less strin-
gent regulations. In the process, because of its low cost and
ready availability, U.S. consumers sometimes purchase Canadian
power produced under conditions which would be illegal in the
U.S.

NATIONAL SECURITY

Foreign electricity imports have created an oveLdependence
upon a commodity of foreign supply, which has been made cheap
because of subsidies and the Canadians' failure to adhere to envi-
ronmental safeguards required in the U.S., thus allowing domestic
jobs and national wealth to be transported northward.

The Department of Energy's March, 1987, Security Report to
the President and others have described the adverse risk climate
pervading the electric power industry in this Country. This cli-
mate has led to the deferral of capacity additions and a movement
toward potentially high cost oil and gas-fired combined cycle
turbine generation. As an alternative, some utilities are opting
for long-term agreements for subsidized "low cost" Canadian im-
ported power.

The Canadians, themselves, have stated there are limits to
this supply because of growing provincial requirements. Current
high percentage requirements in the Eastern industrial and commer-
cial sector of our nation fulfilled by Canadian imports, long
lead times associated with alternative generation, questionable
reliability, and dependence upon the policies of a foreign nation
all suggest that the Nation's security requirements could be
better served through domestic generation.

FOOTNOTES

lin support of these discussions, the Coalition has provided an
extensive position paper, Imports of Canadian Power -- A Growing
Concern. detailing the subsidy, environmental, and national secur-
ity issues inherent in Canadian electric power imports.
2 A major source of information tor this section was Connections,
An Energy Strategy For The Future, 1985, The Economic Council of
Canada, Chapter 6.
3 A report in the Winnipeg Free Press, for example, cites a $36.3
million tax subsidy to-Manitoba Hydro. In addition, a paper re-
cently presented by a Department of Energy staff member at the
Conference of the International Association of Energy Economists
in Calgary of this year, The Public and Private Costs of Canadian
Power by Jeffrey Skeer, described Crown corporation freedom from
taxation compared to a 60 percent increased capital carrying
charges due to taxation in the U.S.
4 Report of the Royal Commission on Electric Power Planning,

ol. 5, see Province or Ontario, February, 1980, p.41.

5 Report of the Royal Commission on Electric Power Planning, Prov-
ince of Ontario, Vol. V, p.41; see also Connections, EconomF--
Council of Canada, 1985, Chapter 6.
6 Final Report on Toward a Balanced Electricity System, see Prov-
ince of Ontario, Select Committee on Energy, Second Session7,rd
Parl., 35 Elizabeth II, Appendix H.

U
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STATEMENT OF THE AD HOC COALITION ON
U.S./CANADA TELECOMUICATIONS TRADE

This statement is submitted by GTE Corporation. Rockwell
International. Inc. and AT&T in response to the Senate
Finance Committee's request for public comment on the
U.S./Canada Free Trade Area Negotiations, which request
was set forth in the committee's press release of July
27, 1987.

AT&T. GTE. and Rockwell International are members of the
American Coalition for Trade Expansion with Canada
("ACTE'), a broad-based coalition composed of over 180
major corporations. ACTE is actively working for a
comprehensive free trade agreement with Canada which
would deal effectively with a wide variety of trade
concerns between the two countries. The aforementioned
companies support the efforts of ACTE to bring about a
free trade agreement that will benefit both the U.S. and
Canada.

AT&T. GTE and Rockwell International are major U.S.
manufacturers of telecommunications equipment. The
companies have formed an informal coalition to seek
improved market access for U.S. telecommunications
products in Canada. The coalition strongly supports the
creation of a U.S./Canada free trade area. and believes
that such a free trade area should include
telecommunications trade between the two countries.
Given the fact that the U.S. had a telecommunications
trade deficit with Canada in 1986 of $220 million, we
would question the value of any agreement that did not
address this important product sector.

Currently, the Canadian telecommunications market is
protected by non-tariff barriers as well as high
tariffs. For example, the preferential supply agreement
between Bell Canada and Northern Telecom, which has been
sanctioned by the Canadian Government. is an almost
impenetrable non-tariff barrier to U.S. sales of
telecommunications equipment in an essential segment of
the Canadian market.

In addition, the Canadian telecommunications equipment
industry is protected by high tariffs. For example, the
Canadian tariff on telephone apparatus is 17.8%. This
compares with U.S. tariff charges which range from 4.3%
to 8.5%.

Finally, the Canadian government gives preference under
federal procurement laws to the Canadian subsidiaries of
foreign companies which have Nrationalized" their
operations and have thus become "Canadianized.0 Such
requirements discriminate against the Canadian
subsidiaries of U.S. companies which do not meet the
strict rationalization criteria.
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The elimination of the aforementioned barriers would
enable U.S. firms to compete for a greater share of the
Canadian telecommunications market which is estimated to
be $2.5 billion in 1987. (Nearly 60% of this potential
market represents procurement by Bell Canada.)
Moreover, the elimination of such barriers will put U.S.
companies on equal competitive footing with their
Canadian counterparts. Canadian firms and their U.S.
subsidiaries enjoy significant market opportunities in
the U.S. due to our non-discriminatory procurement
practices, which have long been U.S. government policy.
In particular, Northern Telecom, which benefits from the
Canadian government's toleration of Bell Canada's
preferential procurement policies, had sales in the U.S.
of nearly $3 billion in 1986. This was a $700 million
increase over 1984 sales of $2.3 billion.

In summary, the coalition supports the creation of a
U.S./Canada free trade area. However, any agreement
should address the imbalance in competitive
opportunities in the telecommunications sector.
Specifically, any agreement should contain at least the
following provisions on telecommunications:

1. changes in the telecommunications equipment
procurement policy of Bell Canada to one of open
competitive bidding on a non-discriminatory basis;

2. an equalization of the U.S. and Canadian tariffs
on telecommunications equipment; and

3. a change in Canadian requirements for
"rationalization" so that all Canadian subsidiaries of
United States telecommunications manufacturers qualify
as Canadian suppliers for purposes of all "buy-Canada"
laws, regulations and practices.

The telecommunications trade problem noted in this
statement was discussed in more detail in a paper
submitted by the coalition to U.S. Trade Representative
Clayton Yeutter on December 13, 198S. A copy of that
paper was previously submitted to the Finance Committee.
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Air Transport Association OF AMERICA

I70 Now York Avenue. NW.
Wsigo.DC.~l~ 2006.2

pow(1=) 62641U

MUwM!F.oLoAi August 13, 1987

Ambassador Peter 0. Murphy
Special Negotiator for U.S./Canada

Trade and Investment
Office of the U.S. Trade Representative
600 - 17th Street
Room S01
Washington. D.C. 20506

AM Dear Mr. Ambassador:

On behalf of the Air Transport Association and its member
airlines. I want to thank you very much for taking the time to
brief our industry on recent developments in the U.S.-Canada
Free Trade talks. It was very helpful to hear your report on
the wide range of issues being considered in the talks, the
progress which has been made In the negotiation thus far. and
the political and economic significance to both countries of an
eventual agreement. We appreciate your commitment to keep
interested parties in the industry and Congress fully informed.

We also comend your strong commitment and efforts to reach
a balanced and fair agreement. in what Is obviously a sensitive
and difficult negotiation. We support fully our Government's
goal: to negotiate a productive, mutually acceptable agreement
with Canada.

We can understand your desire, for negotiating purposes, to
continue to leave all agenda items on the table at this
uncture. However. we are very concerned with this strategy as
t may eventually impact the transportation sector. In
I articular, we feel that, with regard to the civil aviation
tem. this approach potentially places the U.S. industry in a

very precarious position, subject to unknown and possibly
abrupt changes in international policy.

We continue to be strongly opposed to inclusion of civil
aviation on the agenda of the Free Trade talks with Canada. As
you know. we have previously expressed our concerns to the U.S.
Trade Representative about the inclusion of aviation in other
negotiations on either services or general trade. We wish to
reiterate, in the strongest manner, our position that air
transport is most properly handled within the traditional civil
aviation framework. Unlike many other trade sectors, air
transport for more than forty years--in the case of Canada,
forty-nine--has been regulated through the negotiation of
executive agreements, specifically designed for the exchange of
commercial air rights. Moreover, while air transport
agreements are negotiated bilaterally, and so by definition are
limited in their reach, the United States has over 70 such
agreements which, taken together, a&e inter-related in their
precedential impact oi each other.

We strongly believe that this traditional negotiation mode
continues to be the only appropriate forum in which to discuss
significant revisions to the civil aviation relationship with
Canada.

To reaffirm the unanimous view of our operator members, the
Air Transport Association strongly requests that you not
negotiate civil aviation matters with Canada in the context of
the Free Trade Agreement.

Sincerely,

Wildlm F. aotger
President /
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SLMI•lSSION4 OF ALUMINUM? COMPANY OF A41ERICA

ON THE ESTABLISHMENT OF

A FREE TRADE AGEBM BETWEEN THE UNITED STATES AND CANADA

St1t4ARY

o Aluminum Company of America (Alcoa) believes the expeditious
establishment of a reciprocal free trade agreement between the United
States and Canada will lead to significant increases in U.S. aluminum
exports.* We have urged the United States Trade Representative in the
strongest manner possible to assure that U.S. and Canadian aluminum
tariffs are reduced simultaneously for identical products. To reduce
U.S. fabricated aluminum tariffs without identical Canadian reductions
would be disastrous for U.S. companies.

0 The trade balance in aluminum clearly favors Canada with the 1986
deficit, in volume, in its favor by nearly 1.7 billion pounds. (See
attachment 1.)

0 U.S. aluminum producers would benefit from Canadian tariff reductions by
realizing increased exports to Canada. Alcoa's exports to Canada could
increase by over $30 million by 1990.

o Alcoa has indicated in previous statements to the Congress, United States
Trade Representative and International Trade Commission, !that we would
like to see all U.S. and Canadian aluminum tariffs reduced or eliminated
as a result of a free trade agreement between our two countries. Also,
we have indicated previously a priority for five items, the list of which
is attached. (See Attachment 2.)

0 We believe that our major competitor in Canada would favor a free trade
area, but only if Canadian aluminum tariffs were lowered over a longer
period of time. Alcoa disagrees with a "phasing-in" approach. To
repeat, Alcoa urges the expeditious -- if not immediate -- and concurrent
elimination of U.S. and Canadian aluminum tariffs. Any other method will
only benefit Canadian'-xporters at the expense of U.S. producers.

Aluminum Company of America (Alcoa) appreciates the opportunity to submit
these comments on the establishment of a free trade area between the United
States and Canada.

Alcoa started the U.S. aluminum industry almost 100 years ago. Today, it has
more than 40 U.S. locations employing about 34,000 people, and operates in 14
other countries with an additional 21,000 employees. Its core business --
aluminum -- once required an integrated production system. Typically, a
single aluminum company would be involved in mining, refining, smelting and
fabricating aluminum and aluminum products. But recently, changing structural
conditions have "dis-integrated" aluminum production -- the system is breaking
up. During the last two decades, for instance, a growing number of
governments have entered the smelting end of the aluminum business as a way to
earn hard currency, employ people and restructure their ailing private
industries. As a result, primary aluminum, like raw steel, is in oversupply
and has been reduced to commodity status -- selling solely on the basis of
price. Also, electricity, the critical raw material in the smelting process,
is often subsidized by other producing countries.

WHarmonized System Item Numbers are 7601.10.0000 through 7616.90.0050.
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Historically, Alcoa has oriented itself towards the fabrication end of the
business. It produces aluminum sheet, plate, castings, forgings and
extrusions. In turn, Alcoa sells these products into the worldwide packaging,
aerospace and construction industries. Alcoa produces products in the U.S.
for our home market, as well as for export, and produces products offshore for
sale around the world.

Almost since its beginning, Alcoa has been an importer of raw materials and an
exporter of aluminum in various forms. It has had a great deal of experience
in world trade over the years. Given this experience, Alcoa believes that
free trade is the most efficient and productive environment within which to
conduct commerce between nations.

Unfortunately, free trade is an anachronism in all but a handful of
countries. Realism has forced those companies who believe in free trade to
plead instead for fair trade. But even fair trade concepts are under attack
in many places, and Alcoa is becoming increasingly pessimistic about its
ability to avoid the economic disaster that will surely be carried along with
the tide of protectionism that is sweeping the world.

DISCUSSION

Alcoa endorses the expeditious establishment of free trade in aluminum between
the United States and Canada. Alcoa supports the immediate and concurrent
elimination of all U.S. and Canadian aluminum duties. U.S. aluminum producers
would benefit from these tariff eliminations by realizing increased exports to
Canada. High administrative costs, paperwork burdens and brokers' fees
associated with the current tariff system would be eliminated if U.S. and
Canadian tariffs were equalized at zero. Further, no harm would result for
Canadian companies if a free trade arrangement on all aluminum products could
be achieved.

Currently, the trade balance in aluminum is clearly in favor of Canada. In
1986, Canadian exports of the most widely traded aluminum products to the
United States totaled almost 2.1 billion pounds. Concurrently, U.S. aluminum
exports to Canada of the same products reached approximately 3SS million
pounds. Thus, in 1986 alone, the deficit in favor of Canadian aluminum
producers equaled almost 1.7 billion pounds. (See Attachment 1.)

EXPORT POTENTIAL

It is difficult to determine the extent to which U.S. exports or imports of
aluminum products would increase under a free trade arrangement between the
United States and Canada. Historically, Alcoa's ability to penetrate the
Canadian market has been restricted by our need and desire to be a profitable
enterprise. In particular, higher existing Canadian duties restrict our
ability to supply fabricated metal at competitive prices. However, Alcoa has
no reluctance in stating that U.S. exports alone to Canada would increase.
Alcoa's conservative estimates are that by 1990, its exports to Canada would
increase by about $30 million if tariffs were lowered simultaneously to zero.

GOAL

We believe that our major competitor in Canada would favor a free trade area,
but only if Canadian aluminum tariffs were lowered over some undefined period
of time while lowering U.S. tariffs immediately. Alcoa disagrees with such an
unfair "phasing-in" approach. Alcoa urges the expeditious -- if not immediate
-- and concurrent elimination of both U.S. and Canadian aluminum tariffs. Any
other method will only benefit Canadian exporters at the expense of U.S.
producers.

CONCLUSION

During many past international trade negotiations, Alcoa's products and those
of the U.S. aluminum industry have been used as "trade-offs" for products in
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other manufacturing sectors. We do not desire the same result again.
Worldwide changes in our industry that have affected the economic viability of
the U.S. members of the industry do not permit this approach. The achievement

"of trade equality is our goal Just as it has been since the Kennedy Round. We
encourage actions to achieve immediate aluminum trade equality with Canada on
a sectoral basis and are willing to cooperate in any possible way to achieve
this goal.

ATrAQt1ENT 1

U.S.-Canada Aluminum Trade -- Ingot and Semifabricated Products

(in millions of pounds)

Year U.S. Exports to Canada U.S. Imports from Canada

981313

25S

334

36S

1,322

1,490

1,607

355 2,054

U.S. Deficit

668

1,067

1,156

1,242
1,699

1982

1983

1984

1985

1986
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ATrACHME 2

Regarding the establishment of a U.S.-Canada Free Trade Agreement and its
relationship to aluminum, all aluminum tariffs between the two countries
should be eliminated expeditiously and simultaneously. The products (in order
of priority) which should have their tariffs eliminated immediately are:

CANADIAN TARIFF ITEM DESCRIPTION

35400-1 "Manufacturers of aluminum, not
otherwise provided for." (Note:
Current Canadian tariff is 10.21 ad.
val. while U.S. tariff is 3% ad."val.

-.3.. exports include coated, plai- Uatind
annodized rigid container sheet for can
end stock)

35306-1 "Aluminum leaf, or foil, up to 0.00S
inches thick." -(Note: Current Canadian
duty is 9.2% ad. val. while U.S. duty is
S.8% ad. val.T_

35302-1 "Aluminum bars, strips, circles and
rectangles" (Note: Canadian tariff is
2.1% ad. val. while U.S. tariff is 3.0%
ad. va17-'I'. i's category includes many
sH-eia-nd extruded products of which
U.S. producers are highly competitive)

43829-1 Forged truck.wheels (Note: Current
Canadian tariff is 9.2% ad. val. while
U.S. tariff is 3.1%. Thws' u-TJ affect
wheels for the replacement market.
Original equipment wheels are covered
under a separate agreement)

35303-1 Aluminum angles, beams and other
sections and shapes (Note: Canadian
tariff is 8% ad. val. while U.S. tariff
is S% ad. val1T

0334D
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STATEMENT OP AMANA REFRIGERATION, INC.

to the

SENATE FINANCE COMMITTEE

AUGUST 17, 1987

Amana Refrigeration, Inc., a subsidiary of Raytheon Company,
Lexington, Massachusetts, is a manufacturer of major appliances,
central air conditioning and heating equipment and commercial
microwave ovens. Headquartered in Amana, Iowa, with manufacturing
facilities both in Amana and in Payetteville, Tennessee, Amana
sells products throughout the United States, Canada, and more than
100 countries worldwide. Amana's major appliance line includes
refrigerators, freezers, Radarange* microwave ovens, room air
conditioners, electric ranges and cooktops, clothes washers and
dryers, ball ovens, and dehumidifiers. Amana also sells a full line

of residential qas and electric furnaces, central air conditioning
systems, and heat pumps. Amana also manufactures Radarange microwave
ovens designed specifically for commercial food service applications
such as restaurants, cafeterias and convenience stores.

Amana Refrigeration strongly supports a free trade agreement
between the United States and Canada. The removal of tariff
barriers will help expand the Canadian market for U.S. manufacturers
such as Amana and will hold important benefits for Canadian consumers.

Amana appliances have been sold in Canada for well over 30
years. With their strong reputation for quality, energy efficiency
and Innovation, these appliances have enjoyed popularity. However,
demand has typically been restricted to small groups of extremely
upscale consumers, because high retail prices resulting from substantial
import tariffs have discouraged sales in the mainstream of Canadian
consumer markets.

The removal of tariffs would obviously help *level the field"
of competition in the Canadian market for the mutual benefit of
American manufacturers# such as Amana, and the Canadian consumer.
The Canadian market has repeatedlydemonstrated its compatibility
in many areas with that of the United Statesa major appliances are
no exception. Canada holds forth great sales potential for appliance
manufacturers. Given the opportunity to compete free of the significant
price hobbles imposed by the present tariffs, Amana estimates
potential sales increases in the order of 25 to 30 percent in Canada.
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Such increases can translate into stepped up production, greater
economies of scale, and improved manufacturing efficiencies. The
beneficiaries of those efficiencies would be consumers on both
sides of the border.

Canadian consumers would further enjoy benefits resulting from
increased selection and better pricing for innovative, Odemand
brandO appliances. Microwave ovens offer a clear example of the
benefits possible for Canadian consumers.

Following Amana's introduction of the world's first 115-volt,
countertop microwave oven in 1967, the company continued to develop
innovative microwave ovens. These innovations included: the 1975
Introduction of the first microwave oven with microprocessor (touch-
type) controls# unveiling in 1979 one of the market's first microwave-

a convection combination ovens, and the production in 1984 of a
highly sophisticated oven that could weigh food and automatically
calculate microwave cooking times and power levels. Sales of each
of these products were stymied in Canada due substantially to
artificially hiqh retail prices resulting from tariffs imposed
under Canadian trade policies.

As demonstrated by the microwave oven history, Canadian consumers
are deprived of state-of-the-art innovations. Furthermore, innovative
manufacturers such as Amana are denied adequate access to a major
market, the sales from which can help support further product
research, development and innovation.

Amana believes that the negotiations with Canada represent a
historic opportunity to progress to a trading system appropriate
between two technologically sophisticated, and economically stronq
countries. Free trade, though no doubt complex in the short run,
holds important long term advantages for both countries. Amana,
other United States appliance manufacturers, their employees and
suppliers stand to benefit, as do millions of Canadian consumers.
The governments of these two qreat nations must not let this oppor-
tunity pass without successfully establishing a reasonable and
equitable trade policy granting each free acess to the major markets
in North America.

For further information

Michael A. Humbert
Manager - Corporate Affairs
Amana Refriaeration, Inc.
Amana, Iowa 52204
(319) 622-2174
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Statement of

AMAX Inc.

on

U.S.-Canada Free Trade Negotiations

Summary

AMAX Inc., a diversified minerals and energy development company

with worldwide operations, supports the concept of a

comprehensive U.S.-Canada free trade agreement.

AMAX currently has facilities in Canada (aluminum, gold,

molybdenum, tungsten and zinc), as well as interests in

properties that are in the exploration or early development

stages.

If a free trade agreement is reached with Canada, there is need

for a transition period in some mineral sectors which are

import-sensitive. The U. S. market for mineral products is

substantially larger than its Canadian counterpart, and immediate

duty reductions would therefore disproportionately benefit Canada

and adversely impact U. S. mineral production and employment.

AMAX Inc. is a diversified minerals and energy development

company with worldwide operations. The company explores for,

mines, refines and sells a variety of minerals and metals and is

the third largest coal producer in this country. AMAX's

principal products are aluminum, coal, gold and molybdenum. The

company is also involved in the exploration for and production of

oil and natural gas. Other businesses in which the company

participates include silver, tungsten, magnesium and zinc.

AMAX supports a comprehensive U.S.-Canada free trade agreement.

We believe an open trading system between our two countries, with
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as few government constraints as possible, is in the long-term

best interests of both our company and the U. S. economy.

AMAX currently has a number of operating facilities in Canada, as

well as interests in undeveloped Canadian-mi%*ra1 properties:

Alumax Inc., a wholly owned subsidiary of AMAX, has a 24.95

percent interest in a new energy-efficient primary aluminum

reduction plant in Becancour, Quebec.

AMAX Gold Inc., an 87 percent owned subsidiary of AMAX,

holds a 40 percent interest in Canamax Resources Inc., a

Canadian mining and exploration company specializing

in gold. Canamax is engaged in the mining of gold

ore from the Bell Creek mine in northern Ontario,

and in the exploration and early development of

other gold-bearing properties in Canada. Canamax

is also engaged in the exploration and preparation

of feasibility studies concerning possible development

of base metals and potash properties in western Canada.

Another subsidiary, Canada Tungsten Mining Corporation

Limited, a Canadian corporation in which AMAX has a 57

percent interest, owns a scheelite (calcium tungetate)

mine located in the Northwest Territories and has a

long-term leasehold interest over ANAl's ammonium

paratungstate plant at Fort Madison, Iowa. It also

owns the MacTung tungsten project located near the

MacMillan Pass on the Yukon-Northwest Territories border.

AMAX is the leading producer of molybdenum in the world,

with three primary molybdenum mines, including the open

pit Kitsault mine on the west coast of British Columbia.

AMAX also has a 36.6 percent interest in a sinc nine

and mill iq Newfoundland.
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As a U. S. company that is already committed to doing business

with Canada, we feel that a free trade arrangement would even

further expand our markets and improve our competitiveness in the

international minerals industry.

There is need for a transition period in some mineral sectors

where the U. S. market is substantially larger than its Canadian

counterpart and immediate free trade would therefore

disproportionately benefit Canada and adversely impact U. S.

production and employment. Because Canada is a net exporter of

most mineral products, the U. S. should not agree to immediate

duty reductions on import-sensitive commodities. The domestic

mining industry is also very concerned about the trade

ramifications of the many benefits that Canadian mineral

producers get from regional development assistance programs

operated by their federal and provincial governments.

Until we know more precisely what the U. S. negotiators will be

able to bring to the Congress for approval, we cannot make a

final judgment as to whether the proposed pact will be of overall

benefit to our company, its shareholders and employees. We do,

however, support the concept of a free flow of goods, services

and investments between our country and Canada, and we appreciate

this opportunity to express our views.
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STATEMENT OF THE AMERICAN BUSINESS CONFERENCE

REGARDING THE UNITED STATES - CANADA

FREE TRADE NEGOTIATIONS

The American Business Conference (ABC), a coalition of one hundred

mid-size, high growth companies, welcomes the opportunity afforded by the

Senate Finance Committee to comment on the current U.S. - Canada free

trade negotiations.

In a recent survey of ABC chief executives, forty percent of those

responding reported that successful completion of trade negotiations with

Canada is important to their current or future business plans. Beyond

this core group, we believe that a number of ABC companies that have never

previously considered trade with Canada to any significant degree would do

so absent long-standing impediments to trade between the two countries.

Accordingly, the American Business Conference has been actively involved

in urging support for successful completion of a fair trade agreement. To

that end, ABC joined in founding the American Coalition for Trade

Expansion with Canada (ACTE/CAN).

Since the formation of ACTE/CAN was announced on June 8, 1987,

membership in the coalition has grown to include over 400 companies and

trade associations. Coalition membership is representative of the

American economy as a whole. It includes large multinational firms with a

long-standing commitment to free trade such as American Express and IBM,

mid-size firms including those of the ABC, and smaller companies, such as

those represented by the National Federation of Independent Business.

The ability of ACTS/CAN to gain so extensive and varied a membership

in so short a period of time refutes the notion occasionally heard in

Washington that American business has *nothing to gain* from successful

trade negotiations with Canada. No other trade initiative currently

pending -- including legislation designed to deal with the nation's trade

woes -- can claim the same breadth of support from the business community.

The urgency with which many in the business world regard the Canadian

negotiations has not been adequately communicated to policymakers and to

the public at large. So overwhelming in the current national dialogue on

trade and competitiveness has been our relationship with Japan and, to a

lesser extent, the Common Market that most Americans have simply
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overlooked the huge stake this country has in its trade with Canada.

Consider the following illustrative points:

"o Canada represents 26 percent of the world market for U.S.
manufacturers.

"o The United States exports twice as much to-Canada as it does to
Japan.

"o The province of Ontario alone accounts for more purchases of
American manufactured goods than any country in the world.

"o Thirty percent of all U.S. direct investment abroad is in
Canada.

I

What is extraordinary about the trade relationship between the United

States and Canada is not its vitality but rather the extent to which it

has been taken for granted. In part, of course, this is the happy result

of tho peace and cooperation that has characterized the relations between

the two countries, best symbolized perhaps, by their common border which,

while longer than that between the Soviet Union and China, is virtually

- unguarded.

But in today's world, we no longer can take our trade relationship for

granted. A worldwide movement toward protectionism threatens even the

most productive trade partnerships. Moreover, despite profound affinities

between the United States and Canada, important cultural and political

differences exist as well. Some of these differences have retarded growth

in trade and investment between the two countries and ought to be

addressed in negotiation before they lead to greater resentments.

No one, of course, can predict what sort of agreement will emerge from

the current talks. It is our understanding that considerable progress is

being made on the reduction of tariff barriers and burdensome customs

regulations. These issues may seem prosaic to some. Yet their presence

often is enough to dissuade small and medium size companies from

penetrating foreign markets either because tariffs make a commitment to

foreign markets prohibitively expensive or because small and medium size

firms simply lack sufficient staff to handle routinely the problems

accompanying excessive trade-zelated regulations. Elimination of these

barriers to export expansion ought to be at the core of any final

agreement.

If a trade agreement between the United States and Canada is

consummated, it must be done so by the end of the year. No other trade
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issue under discussion Lr. 1987 holds nearly am much promise. Beyond

broadening the already great benefits of trade between the United States
- and Canada, these negotiations are in a very real sense a test of the

-- utility of negotiations as a tool for improving world trade. If two

Is nations that have so much to gain from an agreement cannot reach common

ground, there would seem little reason to expect much from the next

multilateral trade round under the General Agreement on Tariffs and Trade

(GATT).

I
Some members of Congress, in tandem with their counterparts on the

other side of the border, have voiced concern about the details of a final

trade agreement between the United States and Canada. Some of those

concerns are legitimate and must be met. The danger is that we shall use

those concerns to mitigate our support for the negotiating process; in

other words, that we shall scuttle an agreement before one actually

emerges for consideration by both nations. This would be a mistake. Our

negotiators deserve full support. By lending them that support and by

demonstrating to the world an American commitment to the reducing trade

barriers through negotiation, we cannot help but make the position of the

United States at the negotiating table all the stronger.

AMERICAN COALITION FOR TRADE EXPANSION WITH CANADA
STEERING COMMITTEE MEMBERS

American Business Conference
American Express

Archer Daniels Midland
AT&T

B.F. Goodrich
Dow Chemical

Gulf & Western
H.J. Heins
Honeywell

IBM
Merch & Company

Metropolitan Life
National Association of Manufacturers

National Federation of Independent Business
Procter & Gamble

RJR Nabisco
Sears Roebuck & Company
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August 13, 1987
6014 Cricket Creek Road
Cwrryville, NC 28021

The Honorable Lloyd M. Bentsen
(hairran
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, DC 20510

Dear Mr. Chairman:

This letter on behalf of the American Coalition for Trade Expansion with
Canada is in response to the recent request of your ccumittee for camaents on
the U.S.- Canada free trade area negotiations. As a private U. S. citizen and
an employee of a large U. S. trucking firm, I support the efforts of ACE/CAN.
I believe that a comprehensive agreement with Canada to remove all trade
barriers will serve to strengthen the U. S. econm and better enable us to
compete in the world market place in the years ahead. I believe that such an
agreement will increase economic growth, lower prices for the individual
consumer and improve economic efficiency in both countries.

I believe it imperative that every thing possible be done to reach a
equitable agreement with America's largest international trading partner. Even
though the largest part of trade between Canada and the U. S. is already duty
free, the removal of the remaining tariff and nontariff barriers I believe would
be significant to both our countries. Top economist have already projected that
major growth for the U. S. economy would be the result of a trade agreement. I
believe that a bilateral agreement would have a most positive effect that would
go beyond trade between the U. S. and Canada at-r-1iR-when both business
leaders and government officials are concerned about the ability of our country
to ocupete internationally# a bilateral agreement with Canada would be the best
way to assure that the U.S. become more capetitive in other world markets. In
recent years, trading across the border because of bilaterial trade tensions
involving a number of different products has created greater uncertainty for
business in both Canada and the U. S. I believe a bilateral trade agreement
would clarify the rules so that these disputes# should they occur in the future,
could be resolved before becoming a political football.

In short, as an American Citizen and businessman I support a quick and
lasting bilateral trade agreement between the U. S. and Canada. I believe that
it will provide long term economic security to America's businesses and
citizens.

Sincerely,

R. Ray I~se

RJI/jph
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AMERICAN COALITION FOR "14ADE EXPANSION WITH CANADA
1317 F STREET. N.W.. SUITE 60S0 WASHINGTON. DJ. 20004

(202) 638-2121
(ACTEICAN)
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August 17, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dtrksen Office Bldg.
Washington, D.C. 20510

Dear Mr. ChaIrman:

This letter, on behalf of the American Coalition for Trade Expansion with Canada
(ACTE/CAN), is in response to the request of your Committee for comments on the U.S.-
Canada free trade area negotiations.

Simply stated, ACTE/CAN favors the conclusion of a comprehensive free trade
arrangement covering trade in goods and services, investment, and the protection of
intellectual property. ACTE/CAN wi 11, of course, want the opportunity to review
carefully the text of any agreement arrived at and comment further and specifically at
that time.

Introduction

The American Coalition for Trade Expansion with Canada (ACTE/CAN) is a diverse
group of American businesses and trade associations representing over 450 firms from
various sectors and regions of the country formed in support of a comprehensive trade
agreement with Canada. ACTE/CAN Is directed by a Steering Committee which consists
of major U.S. firms representing the manufacturing, agricultural, high tech, financial
services and other sectors. The members of ACTE/CAN and Its Steering Committee are
listed in the appendix attached hereto. Also appended Is the statement of principles
which govern ACTE/CAN' s objectives and policy. The diversity of ACTE/CAN' s
membership Is a testament to the importance its members attach to improving and
expanding our trade relationship with Canada. While the members have different Issues
of concern, which they may represent to you separately, they all share a common
committment to a trade agreement that is fair and beneficial to U.S. Interests.

ACTE/CAN believes that a comprehensive agreement with Canada to remove trade
barriers wiI strengthen the AmerIcan economy and better enable us to compete In the
global marketplace in the coming years. A fair and equitable agreement will create
opportunities for jobs, increased economic growth, lower prices for consumers and
improved economic efficiency. America's international competitive position will be
strengthened and, together with Canada, we can set an example of the benefits that can
come from negotiating similar multilateral agreements under GATT.

ACTE/CAN Is committed to support the efforts of the U.S. negotiators to use their
best efforts to structure an agreement (fair to both the United States and Canada) which
covers the broadest range of Issues and sectors and which achieves the freest possible
conditions for trade in goods and services, for investment, and for the protection of
intellectual property.

Importance of Trade with Canada

ACTE/CAN supports the concept of a free trade agreement with Canada for many
reasons. The negotiations offer the opportunity to further expand trade with Canada,
already our largest trading partner. In 1986, the flow of goods between the two countries
amounted to $124.5 billion.



24

ACTE/CAN mers are keenly aware of the Importance of trade with Canada
despite public attention that has recently focused on U.S. trade problems elsewhere.
Canada's size, convenience, and compatibility has resulted In significant trade between
the two countries. To put the relationship in perspective, the United States exports over
twice-as many goods to Canada than It does to Japan. In 1986, U.S. exports to these two
countries were $55.6 and $26.9 billion respectively. Furthermore, US. exports to Canada
are roughly equivalent to U.S. exports to all 12 countries In the European Coinity.
The state of Nichigan alone exported more than $7.9 billion of goods to Canada In 1986.
Similarly New York exported more than SS billions Ohio $4.3 billion, Pennsylvania $2.1
billion. Even nonborder states such as California exported more than $3 billion, Texas
$1.5 billion, and Florida $1 biIion. These exports include a broad range of products from
the automobile, computer, aerospace and chemical sectors.

Bilateral trade between our two countries continues to grow. Since 19709 U.S.
exports to Canada have grown from $9.1 billion to $45.3 billion in 1986. Nonetheless,
ACTE/CAN is also mindful of the concerns of other industries that recognize the vast
potential of the Canadian market but are currently restricted in participating in this
lucrative market.

United States nationals have significant investments In Canada. At the end of
1986, U.S. direct Investment in Canada amounted to more than $50 billion, representing
30 percent of all U.S. foreign investment abroad.

At the same time, Canada was the fourth largest foreign contributor of capital to
the United States, with direct investment of more than $18 billion at the end of last
year.

O0wortunity

A successful outcome of these negotiations would provide opportunities for major
economic benefits to both countries. Even though the largest part of trade between
Canada and the United States is already duty free, with 65Spercent of U.S. exports to
Canada and 80 percent of Canadian exports to the United States crossing the border free
of duty, the removal of the remaining tariff and nontariff barriers would be significant.
Economists have projected a growth of both nations' GNP with a trade agreement. More
specifically, our companies see great opportunities for increased sales in Canada with the
attendant benefits of expanded production and employment throughout the United
States. While Canada could gain more in percentage terms, the U.S. gains could be
greater in absolute terms. The likely outcome of freer trade would truly be a win/win
situation. Economic growth in both countries would promote Increased Investment,-. te Jobs, and be beneficial to consumers.

A bilateral agreement moreover, would have positive ramifications that go beyond
trade between the United States and Canada. At a time when business leaders and
government officials are concerned about the United States' international
competitiveness, a bilateral agreement with Canada would help assure that the United
States becomes more competitive in world markets. Greater market access in Canada
(with a population equivalent to the state of California) as well as larger economies of
scale would lead to increased U.S. exports around the world.

A bilateral agreement would enable the United States and Canada to manage trade
disputes without the risk of widening trade conflicts. Over the last few years, businesses
have been subjected to greater uncertainties when trading across the border because of
bilateral trade tensions involving lumber, shakes and shingles, pork, fish, and potash, just
to name a few. These trade disputes have also subjected U.S. interests to Canadian
investigations. A bilateral trade pact would clarify trade rules so that these disputes
could be resolved before they become highly politicized and divisive.

Another major benefit of a U.S.-Canada agreement is that it points the way to
broader multilateral cooperation in trade and the establishment of new international
rules governing intellectual property, services, and investment. The bilateral talks are
addressing these areas where barriers are predominantly of the nontariff variety. While
the issues are complex, there is reason to believe that Canada and the United States can
reach agreements in these areas. Any agreement on these issues reached with Canada
would give added impetus and credibility to the U.S. position at the GATT (General
Agreement on Tariffs and Trade) negotiations in Geneva where these very sam issues
are being addressed. On the other hand, an inability to resolve these issues with Canada,
a country with which we traditionally share common objectives, would significantly dim
the prospects for these negotIatIons in the multilateral forum.
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There are also noneconomic reasons for pursuing a trade agreement with Canada.
Both Americans and Canadians share common democratic, traditions and ideals. The
economic philosophies of both nations are similar. A trade agreement would reaffirm the
close ties of friendship that already exist between the two countries. Furthermore, a

ME successful trade agreement would demonstrate the economic and political benefits of
interdependence to the international community.

Finally, ACTE/CAN wishes to stress the historical importance of these
negotiations. The United States and Canada are engaged in a once-in-a-lifetime effort
to achieve a broader coordination of the two economies. The last major initiative for
free trade between the two countries came with President William Howard Taft and
Prime Minister Wilfrid Laurier in 1911. The international economic situation at that

IS time was substantially different and less competitive that the one the United States
faces today. President Taft, attempting to reverse decades of U.S. protectionism,
reached an agreement with Laurier for limited free trade. Congress passed the
legislation implementing the agreement, but in Canada free trade became a hot political
issue, with an election called to decide the matter. Laurier lost the election, and with It,
the free trade issue was relegated to the political hinterland for 75 years, until today.

M ACTE/CAN belIeves that ittwould be a tragic mistake were the two countries to miss
this opportunity to see an agreement reached that would be economically beneficial to
both the United States and Canada and their citizens.

In conclusion, ACTE/CAN is not blindly committed to any agreement with
Canada. Our members will analyze the final negotiated agreement to see how it deals
with broad questions as well as issues of particular concern to various Industries. In the
end, we will only support an agreement that Is truly comprehensive in nature and
beneficial to the United States.

We welcomenthis opportunity to submit our views as we believe there has been too
little attention paid to trade with Canada, In general, and to these negotiations, In
particular, especially at a time when international trade has become such a subject of
broad national concern. We are therefore pleased that you and the Finance Comittee
are taking steps In advance of the conclusion of the U.S.-Canada negotiations to generate
public awareness and national debate on this important matter.

Sincerely,

GailI Harr Ason
Executive Director

AMERICAN COALITION FOR TRADE EXPANSION WITH CANADA

STATEMENT OF PURPOSE

The American Coalition for Trade Expansion with Canada is
being formed by a diverse group of American business leaders,
drawn from many sectors and regions of the country to support a
comprehensive trade agreement with Canada. The U.S.- Canada
trade negotiations now underway are one of the most important
opportunities available today to improve international trade.

Canada is not just America's largest trading partner.
Together, the U.S. and Canada have the largest two way trading
relationship in the world. Canada purchases far more American
manufactured goods than any other country, and our exports to
Canada have been growing at a much faster rate than those to the
rest of the world.

At a time of mounting protectionist pressures, a
comprehensive agreement with Canada to remove trade barriers will
strengthen the American economy and better enable us to compete
in the global marketplace in the coming years. A fair and
equitable agreement will produce jobs, increase economic growth,
lower prices for consumers and improve economic efficiency.
America's international competitive position will be strengthened
and, together, we can set an example of the benefits that can
come from negotiating multinational agreements under GATT.

76-574 0 - 87 - 2
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The Coalition is committed to support the efforts of the
U.S. negotiators to use their best efforts to structure an
agreement fair to both the U.S. and Canada which covers the
broadest range of topics and sectors. Achievement of such an
historic agreement should be a major priority of the
Administration this year.

This agreement must be finalized this year so it is urgent
that we work to increase public awareness of the important
benefits of such an agreement.

ACTE/CAN MEMBERS
as of August 17, 1987

A-C Brake Co., Inc.
A.T. Cross Company
ALCOA
AmCA International Corporation
AT&T
Aaonton Group, Inc.
Action Associates
Aerospace Industries Association
of America, Inc.

Air Conditioning Contractors of America
Air Conditioning and Refrigeration Institute
Alaska Quality Control 6 Technical Services, Ltd.
Albert Seisler Machine Corp.
Alderfer & Herm
Allied-Signal International, Inc.
Allis - Chalmers Corporation
Almerica Overseas, Inc.
Alpha Research, Inc.
Alumax, Inc.
Amatos, Inc.
Amerace Corporation
Amerex Corporation
American Association of Exporters & Importers
American Association of Meat Processors
American Business Conference
American Cast Metals Association
American Council of Independent Laboratories
American Electronics Association
American Express Company
American Federation of Small Business
American Frozen Food Institute
American Furniture Manufacturers Association
American Institute of Marine Underwriters
American Institute of Small Business
American Newspaper Publishers Association
American Retail Federation
American Street Corridor Business Association
American Trucking Association
Amigo Sales, Inc.
Archer Daniels Midland
Armtek Corporation
Arthur Andersen & Co.
Arthur Young
Artmor Plastics Corporation
Associated Builders & Contractors
Association of American Publishers
Association of Collegiate Entrepreneurs
Augat, Inc.
Austad's
Avon Products, Inc.
B.F. Goodrich Company
BP America Inc.
Babcock & Wilcox
Baker Service Tools
Baldor Electric Company
Ball Corporation
Ball Publishing Company

Louisville, KY
Lincoln, RI
Pittsburgh, PA
Hanover, NH
New York, NY
Plano, TX
Bloomington, MN

Washington, DC
Washington, DC
Arlington, VA
Anchorage, AK
Mohnton, PA
Denver, CO
Morristown, NJ
West Allis, WI
Destin, FL
Glendale, WI
San Mateo, CA
Middletown, CT
Hackettstown, NJ
Trussville, AL
New York, NY
Elizabethtown, PA
Washington, DC
Des Plaines, IL
Washington, DC
Washington, DC
New York, NY
Chicago, IL
McLean, VA
Washington, DC
New York, NY
Minneapolis, MN
Washington, DC
Washington, DC
Philadelphia, PA
Alexandria, VA
Bridgeport, MI
Decatur, IL
New Haven, CT
Chicago, IL
Dallas, TX
Cumberland, MD
Washington, DC
Washington, DC
Wichita, KS
Mansfield, MA
Sioux Falls, SD

New York, NY
Akron, OH
Cleveland, OH
New Orleans, LA
Houston, TX
Port Smith, AR
Muncie, IN
Arcanum, OH
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Barnes Group Inc.
Barrios Technology, Inc.
Bearings, Inc.
Beckman Instruments, Inc.
Bemis Manufacturing Company
Bend Photo Center, Inc.
Bernard R. Horn, Co.
Better Business Bureau of Maricopa County
Blair Cartage, Inc.
Blatt's Bakery
Bowes Manufacturing, Inc.
Bristol-Myers Company
Brodart Company
Brooklyn Union Gas Company
Brown Capital Management, Inc.
Brown Deer Bank
Brown-Forman Corporation
Buffalo Forge Co.
CPC International Inc.
Carbis Walker & Associates
Cargill, Incorporated
Carolina Freight Carriers Corporation
Castite Systems, Inc.
Cass County Abstract Company
Champion International Corporation
Charles Beck Machine Corporation
Charles F. McAfee Architects Engineers Planners
Charter Medical Corporation
Chattahoochee Business Group
Chicago Barter Corporation
Chicone Groves
Christy's
Citizens for a Sound Economy
Clark Seals, Ltd.
Claseman Management Services
Climatic Control Company, Inc.
Coalition of Service Industries, Inc.
Colborn's
Coleco Industries, Inc.
Columbia Chocolates By Mordens
Comdisco, Inc.
Commercial Design Consultants
Committee for Small Business Exports
Comp-U-Card International, Inc.
Competition Cams, Inc.
Competitive Enterprise Institute
Computer & Business Equipment
Manufacturers Association

Computer & Communications Industry Association
Conco Systems, Inc.
Concord Engineering, Inc.
Concord, Inc.
Consolidated Freightways, Inc.
Contact Systems Corporation
Control Data Corporation
Cooper Industries
Creative Management Concepts
Curtis Circulation Company
Custom Engineering, Inc.
D&M Consulting & Brokerage
D-M-E Company
Deere & Company
Design & Manufacturing Corporation
Di-Rec Services
Distilled Spirits Council of the U.S., Inc
Dollar Power Discount Store
Donaldson Company, Inc.
Dow Chemical U.S.A.
Dow Corning Corporation
Dunkin' Donuts Incorporated
3. H. Curtin Insurance Agency
B. J. Kearney & Company

Bristol, CT
Houston, TX
Cleveland, OH
Fullerton, CA
Sheboygan Falls, WI
Bend, OR
Folcroft, PA
Mesa, AZ
Newbury, OH
Put-in-Bay, OH
Solon, OH
New York, NY
Williamsport, PA
Brooklyn, MY
Baltimore, MD
Brown Deer. WI
Louisville, KY
Buffalo, NY
Englewood Cliffs, NJ
Butler, PA
Minneapolis, MN
Cherryville, NC
Cleveland, OH
Fargo, ND
Stamford, CT
King of Prussia, PA
Wichita, KS
Macon, GA
Marietta, GA
Lombard, IL
Orlando, FL
Ellwood City, PA
Washington, DC
Tulsa, OK
St. Paul, MN
Milwaukee, WI
Washington, DC
Billings, MT
West Hartford, CT
Astoria, OR
Rosemont, IL
Milwaukee, WI
Aspen, CO
Stamford, CT
Memphis, TN
Washington, DC

Washington, DC
Washington, DC
Verona, PA
Richmond, CA
Fargo, ND
Menlo ParkCA
New York, NY
Minneapolis, MN
Houston, TX
Reading, PA
Hackensack, NJ
Englewood, CO
Marshfield, WI
Madison Heights, MI
Moline, IL
Connersville, IN
Dallas, TX
Washington, DC
San Francisco, CA
Minneapolis, MN
Midland, MI
Midland, MI
Randolph, MA
Cambridge# MA
Portland, ME
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E. R. Clarke Associates, Inc.
ERA Steel Construction Corp.
Echlin Corp.
Eclipse, Inc.
Econocorp, Inc.
Electro Rent Corporation
Elhert Bradshaw Enterprises
Emergency Committee for American Trade
Eri-M Corporation
Ernst & Whinney
Esselte Business Systems, Inc.
Event Specialists, Inc.
Executive Report
FMC Corporation
Fairchild Industries
Fila Associates
First Bank System
Flambeau Corporation
Flint Industrial Services
Focus Electronics Inc.
Fort Howard Paper Company
Fred Jones Manufacturing Company
Fuqua Industries, Inc.
G.D. Searle & Co.
GTE Corporation
Garrett Corporation
Gates Learjet Corporation
Gatherings South, Inc.
Gene Boyer & Associates, Inc.
Genentech, Inc.
General Dynamics Corporation
General Public Utilities Corporation
Glowacki Everhardt & Association, Inc.
Goldman Sachs
Goodyear Tire & Rubber Company
Gorman-Rupp Co.
Greater Newark Chamber of Commerce
Gregory Manufacturing Co., Inc.
Griffen Agency
Grumman Corporation
H.J. Heinz Company
RMA International Business Development, Ltd.
Half Price Books, Inc.
Hamilton Beach, Inc.
Hartz Mountain Corporation
Heat - Timer Corporation
Hercules Engines, Inc.
Herrmidifier Company, Inc.
Hevi-Haul International Limited
Hewlett-Packard Company
Hexagon Architecture Group Limited
High-Tech International
Hill & Associates
Hoffman Air & Filtration Systems
Holiday Corporation
Holloman Child Development Centers
Honeywell, Inc.
Horizon Resources Corporation
Hotwatt, Inc.
Hunt Tractor, Inc.
ITBR, Inc.
Image Express
Imperial Schrade Corporation
Impressive Advance & Litho, Inc
Incom International Inc.
Independent Bakers Association
Industrial Commission of Arizona
Industrial Heating Equipment Association
Informerific/Hexter & Associates
Ingersoll-Rand Company
Intel Corporation
International Business Machines Corp.

Lake Forest# IL
White Plains, NY
Branford, CT
Rockford, IL
Randolph, MA
Santa Monica, CA
Carmel, IN
Washington, DC
Kennett Square, PA
New York, NY
Garden City, NY
Anchorage, AK
Pittsburgh, PA
Chicago, IL
Chantilly, VA
Miami, FL
Minneapolis, MN
Baraboo, WI
Albany, GA
Brooklyn, NY
Green Bay, WI
Oklahoma City, OK
Atlanta, GA
Chicago, IL
Stamford, CT
Torrance, CA
Tucson, AZ
Greenville, SC
Beaver Dam, WI
S. San Francisco, CA
St. Louis, NO
Parsippany, NJ
Toledo, OH
New York, NY
Akron, OH
Waterbury, CT
Newark, NJ
Jackson, MS
Prospect, PA
Arlington, VA
Pittsburgh, PA
Greensboro, NC
Dallas, TX
Waterbury, CT
Harrison, NJ
Fairfield, NJ
Canton, OH
Lancaster, PA
Butler, WI
Palo Alto, CA
Wyncote, PA
Beltsville, MD
Madison, WI
East Syracue, NY
Memphis, TN
Hampton, VA
Minneapolis, MN
York, PA
Danvers, MA
Louisville, KY
Austin, TX
Southfield, MI
New York, NY
Waynesboro, VA
Pittsburgh, PA
Washington, DC
Mesa, As
Arlington, VA
Cleveland, OH
Woodoliff Lake, NJ
Santa Clara, CA
Armonk, NY
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- International Data Corporation
International Franchise Association
Interstate Electronics Corporation
JGP Marketing Group International, Inc.
J3G Industries, Inc.
Jack O'Connor's Quality Beef 'N Seafood
Johnson & Johnson
Jon Holtshopple & Associates
Justin Boot Company
Katy Industries, Inc.
Kentucky Manufacturing Co.
Kerr-Hays Co.
Kimball Physics, Inc.
Kingsbury Machine Tool Corporation
Knape & Vogt Manufacturing Company
Knoll International Holdings, Inc.
Koester Corporation
L.R. Nelson Corporation
LC Technologies, Inc.
Lafar ge Corporation
Lamanite Enterprises Corp.
Lancaster Laboratories- Inc.
Laramy Products Co.
Lavelle Aircraft Co.
Lee, Theisen & Stegall
Lennox Industries Inc.
Lewis Ranches
Lin-Art, Ltd.
Longyear Company
Louisiana Association of Business and Industry
Louisiana Retailers Association
Louisville Plate Glass Company
Lowe's Companies, Inc.
Luken's Inc.
M. S. Hansson, Inc.
MDB, Inc.
MDU Resources Group, Inc.
Mack Trucks Inc.
Macmillan, Inc.
Maidenform, Inc.
Maine Machine Products Company
Maine Wild Blueberry Company
Margaret Coleman Associates
Marketing Communications Systems
Marriott Corporation
Marsh & McLennan, Inc.
Marshall & Associates
Mattel, Inc.
Mayflower Transit, Inc.
Maytag Corporation
McIntosh, Inc.
McLaurin Parking Co.
McMinnville City Sanitary Service, Inc.
Measure Corporation
Mel Boldt & Association
Mentholatum Company
Merck & Co., Inc.
Metal Treating Institute
Metropolitan Life Insurance Company
Mid-Continent Cold Storage Co.
Milbar Corporation
Minnesota Mining & Manufacturing Company (3M)
Mobil Corporation
MonArk Boat Company
Mosbacher Energy Company
Mosler International
Murphy Oil Corporation
N. J. Chapter - National Association
of Women Business Owners

NVRyan
Nalco Chemical Company
National Association of
Photographic Manufacturers

McLean, VA
Washington, DC
Anaheim, CA
Livonia, MI
McConnellsburg, PA
Bridgewater, NJ
New Brunswick, NJ
Madison, WI
Fort Worth, TX
Elgin, IL
Louisville, KY
Ligonier, PA
Wilton, NH
Keene, NH
Grand Rapids, MI
New York, NY
Defiance, OH
Peoria, VA
Fairfax, VA
Dallas, TX
Clearfield, UT
Lancaster, PA
Lyndonville, VT
Philadelphia, PA
Phoenix, AZ
Dallas, TX
Portland, OR
Arlington Heights, IL
Minneapolis, MN
Baton Rouge, LA
Baton Rouge, LA
Louisville, KY
North Wilkesboro, NC
Coatesville, PA
Boulder, CO
Pittsburgh, PA
Bismarck, ND
Allentown, PA
New York, NY
New York, NY
South Paris, ME
Machias, ME
Hinsdale, IL
Portland, OR
Washington, DC
New York, MY
Topsfield, MA
Hawthorne, CA
Indianapolis, IN
Newton Falls, OR
Norfolk, NE
Raleigh, NC
McMinnville, OR
Cupertino, CA
Mt. Prospect, IL
Buffalo, NY
Rahway, NJ
Jacksonville Beach,FL
Now York, NY
Omaha, NE
Chargin Falls, OH
St. Paul, M-N
New York, NY
Monticello, AR
Houston, TX
Hamilton, OH
El Dorado, AR

Cherry Hill, NJ
Alexandria, VA
Naperville, IL

Harrison, NY
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National Association of
Printing Ink Manufacturers Harrison, NY

National Association of Beverage Importers, Inc. Washington, DC
National Association of Home Builders Washington, DC
National Association of manufacturers Washington, DC
National Association of Women Business Owners Chicago, IL
National Fed.;ation of Independent Business Washington, DC
National Foreign Trade Council New York, NY
National Hispapic Business Association Chamblee, GA
National Lumber & Building Materials
Dealers Assoaiation Washington, DC

National Machine Machine Tool
Builders Association McLean, VA

National Retail Merchants Association Washington, DC
National Small Business United Washington, DC
National-American Wholesalers
Grocers' Association Washington, DC

Nestle Enterprises, Inc. Solon, OH
New England Electric System Westborough, MA
New Jersey Small Business Unity Council Little Silver, NJ
Nicholson, Inc. Helena, MT
North Haven Gardens Dallas, TX
Northeastern Retail Lumbermen's Association Rochester, NY
Northland Corporation ' Greenville, MI
Northwest River Supplies, Inc. Moscowr ID
O'Brien Communications Del Mar, CA
Oakwood Markets, Inc. Kingsport, TN
Oneida Ltd. Oneida, NY
PII Affiliates, Ltd. Manchester, PA
PLM Companies, Inc. San Francisco, CA
PMI/Taylor Advertising Columbus, OH
Pacer Systems, Inc. Billerica, MA
Pacific Interstate Company Los Angeles, CA
Paragon Electric Company, Inc Two Rivers, WI
Parlette Tire Co., Inc. Erie, PA
Peat Marwick Main & Co. New York, NY
Pennwalt Corporation Philadelphia, PA
People to People Associates Lexington, MA
Pepsi-Cola International Somers, NY
Perham Egg, Inc. Perham, MN
Perlis Truckstops Cordele, GA
Pet Incorporated St. Louis# NO
Pharmaceutical Manufacturers Association Washington, D.C.
Philips Industries Inc. Dayton, OH
Photoscience, Inc. Gaithersburg, MD
Picken Parts, Inc. Fresno, CA
Plabell Rubber Products, Inc. Toledo, OH
Plasco, Inc. Woburn, MA
Ply*Gem Industries, Inc. New York, NY
Polaroid Corporation Cambridge, MA
Powermax, Inc. Columbus, OH
Pre-Paid Legal Services Ada, OK
Precision Twist Drill Co. Crystal Lake, IL
Prinova Co., Inc. San Francisco, CA
Procter & Gamble Cincinnati, OR
Product Development Corporation Little Rock, AR
Professional Service Corporatic i Green Bay, WI
Professional Wealth Management Asheville, NC
Professional Women in Construction &
Allied Industries White Plains, NY

Progressive Management Enterprises, Ltd. St. Louis, MO
Pulp & Paper Machinery
Manufacturers' Association Washington, DC

Queen Carpet Corporation Dalton, GA
Queen City Industries, Inc. Piqua, OH
R. R. Donnelley & Sons Company Chicago, IL
RJR Nabisco Winston-Salem, NC
Radio KDNO Delano, CA
Ramada, Inc. Phoenix, AZ
Recon/Optical, Inc. Barrington, IL
Rexnord Inc. Brookfield, WI
Rheem Manufacturing Company New York, NY
Ridenour & Associates Chicago, IL
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Riordan, Crivello, Carlson & Menthkowski
Rockwell International
Roll-o-matic, Inc.
Rooney, Plotkin & Willey
Rorer International Pharmaceuticals
Rotron Engineering Company, Inc.
Rudolph Beaver, Inc.
Rural Gravure Services, Inc.
Russ Berrie and Company, Inc.
SNC Manufacturing Company
Sabre Yachts
Safeway Stores, Inc.
Samsonite Corporation
Sandmeyer Steel Company
Sargent-Welch Scientific Company
Scientific-Atlanta, Inc.
Scott Paper Company
Sears, Roebuck and Co.
Shaw Nudge & Co.
Shell Oil Company
Sheridan & Fritz, P.C.
Siliconix Inc.
Simplex Time Recorder Company
Smada, Inc.
Small Business Foundation of America'
Small Business Hawaii, Inc.
Small Business United of Missouri
Smaller Business Associates of New England
Smaller Manufacturers Council
Smith Barney Inc.
Smith RollLnson
Snider, Lewak, Greenbaum & Goldstein
Snyder General Corporation
Southern Connecticut Gas Company
Spacesaver Corporation
Specialized Carriers & Rigging Association
Square One, Inc.
Squibb Corporation
Sta-Rite Overseas Corporation
Standard-Thomson Corporation
Steiner Shipyard, Inc.
Stone & Webster Engineering Corporation
Storage Technology Corporation
Sun Electric Corporation
Superior Technical Ceramics Corp.
Syntex Corporation
TVI Creative Specialists
Tandem Computers Incorporated
Tandy Brands, Inc.
Tanner Systems, Inc.
Tatum Enterprises
Technivest, Inc.
Ted Grob Sales, Inc.
TermLflex Corporation
Terry Neese Personnel Services
Texas Industries, Inc.
The Afro/Hispanic-American Chambers of Commerce
The Americas Society
The Andersons
The Black & Decker Corp.
The Buffalo News
The Calvert Gallery
The Carlton Group
The Coca-Cola Company
The Collectors Guild Ltd.
The Firestone Tire & Rubber
The First Boston Corp.
The Free Press Media Group
The Fur Vault, Inc.
The Harodite Finishing Co., Inc.
The Hoover Company

Milwaukee, WI
Pittsburgh, PA
Kansas City, nO
Providence, RI
Fort Washington, PA
Woburn, MA
Waltham, MA
Madison, WI
Oakland, NJ
Oshkosh, WI
South Casco, ME
Oakland, CA
Denver, CO
Philadelphia, PA
Skokie, IL
Atlanta, GA
Philadelphia, PA
Chicago, IL
Stamford, CT
Houston, TX
Harrisburg, PA
Santa Clara, CA
Gardner, MA
Phoenix, AS
Boston, MA
Honolulu, HI
St. Louis, MO
Boston, MA
Pittsburgh, PA
New York, NY
Alexandria, VA
Los Angeles, CA
Dallas, TX
Bridgeport, CT
Fort Atkinson, WI
Alexandria, VA
Madison, WI
Princeton, NJ
Milwaukee, WI
Waltham, MA
Bayou La Batre, AL
Boston, MA
Louisville, CO
Crystal Lake, IL
St. Albans, VT
Palo Alto, CA
Washington, DC
Cupertino, CA
Fort Worth, TX
Sauk Rapids, MN
Honolulu, HI
South Bend, IN
Grafton, WI
Merrimack, NH
Oklahoma City, OK
Dallas, TX
Bossier City, LA
New York, NY
Maume, OH
Towson, MD
Buffalo, NY
Washington, DC
Richmond, VA
New York, NY
Wilmington, NC
Akron, OH
New York, NY
Hendersonville, TN
New York, NY
North Dighton, MA
North Canton, OH
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The Moser Bag & Paper Co.
The Pillsbury Company
The Principal Financial Group
The Quillen Group
The Singer Company
The Stacupole Corp.
The Telemarketing Company
The United Illuminating Company
The Upjohn Company
The Valspar Corporation
The Will-Burt Company
Thomas J. Seitx Co., Inc.
Tingley Systems, Inc.
Toledo Harbor Warehousing, Inc.
Tracor, Inc.
TransTech, Inc.
Triangle Research Development Corp.
Park, NC

Trinity Industries, Inc.
Trouble Shooters, Inc.
Truck Trailer Manufacturers Association
U.S. Axle, Inc
U.S. Council for International Business
USG Corporation
United Industries Inc.
Village Green
Vocational Rehabilitation Associates, Inc.
W. R. Grace & Company
W.H. Brady Co.
WIS, Inc.
Waldorf Corporation
Wayer Corporation
Western Publishing Company, Inc.
Weyerhauser Company
Whale Scientific, tInc.
Whirlpool Corporation
White Plains iron, Inc.
Wholesale Florists & FloristSuppliers of America
Wil liam A. Price & Associates
William H. Taylor & Company, Inc.
Wingspread Corporation
Women Entrepreneurs
Women Featherbone Company
Woodhead Industries, Inc.
ZinYeast, Inc.

Cleveland, OH
Minneapolis, MN
Des Moines, IA
Groton, CT
Stamford, CT
Boston, MA
Chicago, IL
New Haven, CT
Kalamazoo, M1
Minneapolis, MN
OrrvillaeOH
Racine, WI
San Antonio, FL
Toledo, OH
Austin, TX
East McKeesport, PA
Research Triangle

Dallas, TX
Omaha, NE
Alexandria, VA
Pottstown, PA
Washington, DC
Chicago, IL
Wichita, KS
Midland, MI
Eugene, OR
New York, MY
Milwaukee, WI
Toledo, OH
St. Paul, MN
Landover, MD
Racine, WI
Washington, DC
Commerce City, CO
Benton Harbor, MI
New York, NY

Arlington, VA
Wheaton, IL
Allentown, PA
New York, NY
Lincolnwood, IL
Gainesville, GA
Northbrook, IL
Marshfield, WI

a
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American C-lectronicsAssociation AGA

August 18, 1987

The Honorabie Lloyd M. Bentsen
Chairman, Committee on Finance
United States Senate
205 Dirksen
Washington, D.C. 20510

Dear Hr. Chairman:

The American Electronics Association-(AEA) is pleased to respond to the
request of your committee for comments on the U.S.-Canada Free Trade Area
Negotiations. We strongly believe that bosh the U.S. and Canadian
electronics industries would directly benefit from a meaningful free trade
agreement between our countries.

The electronics industry has a major stake in trade with Canada. Bilateral
trade in electronics products totalled $6.8 billiontin 1984, and $7.5
billiontin both 1985 and 1986. Exports were valued at $4.3 billion for
1984, $4.9 billion for 1985 and $4.8 billion for 1986, whereas imports of
electronics from Canada totalled $2.5 billion for 1984, $2.6 billion for
1985, and $2.7 billion for 1986.

Accordingly, the AEA wishes to express its support for the elimination of
barriers and distortions to trade between the United States and Canada in
goods (including telecommunications and electronic goods), services,
investment, and intellectual property. Such an agreement should contain
at a minimum: (1) the immediate reduction of Canadian duties on U.S.
electronics products to the preferential rate, such as to eliminate tariff
preferences for British commonwealth countries and to match those U.S.
duty rates for the same incoming electronics commodities into the United
States; (2) the elimination of non-tariff barriers to market access; and
(3) rules of origin that allow for free trade while minimizing trade
diversion and the paper burden on industry.

AEA's membership is diverse, including 2,800 U.S. manufacturers of
electronics products, i.cluding computers and peripherals, semiconductors
and other components, telecommunications equipment, defense systems and
products, instruments, software and office systems. Because of the broad
economic interests of our members, we are committed to a bilateral
arrangement with Canada which is comprehensive. In the areas of tariffs,
rules of origin, government procurement, services and investment, AEA
believes that a Free Trade Agreement should secure no less than fully
reciprocal export opportunities for U.S. and Canadian electronics
manufacturers through the elimination of bilateral trade barriers.

Canada's tariffs on electronics products remain a significant problem for
U.S. electronics companies. Duty rates for most finished electronics
products are high -- ranging up to 17 percent. Further, the overall
structure of Canada's tariff schedule in the electronics sector provides a
disincentive to U.S. exports of higher value assembled products: tariff
escalation is pervasive, with parts and components often subject to low
and even free rates of duty, while fully assembled products are generally
subject to high duty rates. Additionally, Canada maintains a system of
tariff preferences for British commonwealth countries (except the United
Kingdom and Ireland). The margins of preference available under this
system are often considerable, and can provide advantages to such foreign
suppliers as Singapore and Malaysia.
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With respect to rules of origin, adequate customs procedures must exist to
ensure that goods of third country origin do not benefit from FTA
liberalization. (The extensive product rationalization existing in both
the U.S. and Canadian electronics industries makes this issue one of
critical significance.) Any proposed rules of origin should be sufficient
to prevent intentional diversion, but should also be simple enough to
eliminate the enormous paperwork burden on both U.S. and Canadian
industries.

In the area of government policies and practices, AEA believes that the
U.S. government should secure Canadian application of full national
treatment to U.S. electronics producers in Its federal and provincial
procurement policies. Further, we seek access to Canadian federal and
provincial regulated telecommunications services providers that is as open
as that accorded Canadian suppliers by the U.S.

In the area of intellectual property, the U.S.-Canada talks provide the
opportunity to work out a model of how intellectual property issues might
be addressed effectively in the trade context. Adequate and effective
protection of intellectual property, including literary works copyright
protection for software and specific protection for semiconductor mask
works, is essential to technological progress in both countries. Software
already accounts for a significant part of the information processing
business, and is one of its fastest growing elements. Inadequate
protection of intellectual property rights could impair the future of the
whole industry by discouraging costly investment in software development.
At a minimum, Canada's progress towards literary works copyright
protection for software, supported in principle by the current government,
should be codified in a timely manner.

With respect to services, the U.S. government should continue to pursue
principles designed to ensure the openness of trade and investment In
services. Services now represent the largest portion of the world
economy, yet no internationally agreed principles exist to prevent or
reduce barriers limiting their growth. In the U.S.-Canada talks, as in
the multilateral Uruguay Round talks, initial principles to protect
services should be based on existing GATT concepts such as national
treatment, transparency and dispute settlement, and on the practice of
conditional most-favored nation treatment as embodied in current codes.

Progress in removing trade barriers in these areas is especially
significant to AEA members now, at a time when we face a global trade
situation of critical concern. Overall, our world trade balance has
deteriorated from a surplus of $7.4 billion in 1980 to a deficit of $6.2
billion in 1984, $8.8 billion for 1985, and $13.1 billion for 1986.
Indeed, with the exception of the European community, Canada is the only
major trading partner with which the U.S. electronics industry maintains a
surplus.

The AEA will judge the results of any arrangement that is reached largely
on its impact on the U.S. electronics industry. Should central issues be
addressed in a comprehensive and meaningful manner, the AEA would fully
endorse an agreement on trade between the United States and Canada. The
AEA would, by the same token, withhold its support from any agreement that
does not meet these most basic of concerns.

Sincerely,

William K. Krist
Vice President
International Trade Affairs
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AMERICAN EXPRESS COMPANY

AMERICAN IExPRESS IC.[.ER ORLD FINANCIAL CENTER NEW YORK NEW YORK 10285 5160

HARRY L FREEMAN
'•C UTVlt VICE PRESIJENY

m CC'iPORATE AFFAIRS AND CC VMUNICATIONS$ August 7, 1987

I

Dear Mr. Chairman:

On behalf of the American Express Company, I welcome
the opportunity to comment on the U.S.-Canada
negotiations. American Express strongly favors the
conclusion of a comprehensive, mutually beneficial
bilateral trade agreement between the two countries.
To this end, my company is a member of the Steering
Committee of the American Coalition on Trade Expansion
witti Canada (ACTE-CAN), a diverse group of over 450
companies and trade associations from around the
country that have joined together to support the
negotiation -- and eventual approval -- of a bilateral
trade agreement with Canada covering the widest
possible range of trade issues and sectors.

The benefits to the United States of improved trade
with Canada will be far-reaching. A comprehensive
agreement, when fully implemented, will improve
economic efficiency, and will result in a net increase
in growth and jobs and lower prices for consumers in
both countries. It will make both countries more
competitive internationally by improving economies of
scale, thus creating a larger, more efficient base for
U.S. firms selling to overseas markets.

The agreement that results from the current negoti-
ations, therefore, must be judged first and foremost
on the basis of its contribution to commercial rela-
tions between the two countries. American Express
believes that, in order to meet this crucial test, the
bilateral agreement must include a major agreement
to liberalize trade in services. An agreement must
provide for national treatment for U.S. services
exports to Canada and for U.S. services firms
operating in Canada. It should include guarantees
that U.S. services firms will be granted the right of
market access in Canada, through some form of commer-
cial presence if necessary. And it should enable
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U.S. firms to compete with government-owned services
enterprises in Canada without discrimination. A
U.S.-Canada services agreement must cover a wide
range of services sectors, including tourism,
telecommunications, and, in particular, financial
services, where there are major opportunities to
expand trade by removing existing obstacles.

In addition to the opportunity to free up trade in
services between the U.S. and Canada, American
Express believes that the U.S.-Canada agreement now
being negotiated has the potential to be the single
most important step that both countries can take in
this decade to promote on open world trading system
and tangibly improve American competitiveness in
world markets. Our bilateral trading relationship,
the largest in the world, has historically been
harmonious and beneficial to both countries. A good
bilateral agreement will serve both to preserve this
relationship and to build and improve on it in a way
that will help the United States to meet the
competitive challenges of the global marketplace.

A successful agreement would also help to establish
the two countries as allies in the effort to
liberalize trade multilaterally and will provide
models for negotiating new multilateral agreements
under the General Agreement on Tariffs and Trade.
Failure to negotiate a comprehensive bilateral trade
agreement, on the other hand, could lead to a serious
deterioration in U.S.-Canada trade relations and
would call into question the prospects for GATT
negotiations.

American Express, and our partners in ACTE-CAN, will
carefully review the text of the draft agreement when
it is available and will offer our further views at
that time.

We greatly appreciate the interest you have shown in
the U.S.-Canada trade negotiations and your efforts
to increase the public dialogue on this issue.

Sincerely,,

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, D.C. 20510
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August 26, 1987

The Honorable Lloyd Bentsen. Chairman
Committee on Finance
205 Dirksen Senate Office Building
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

The AFL-CIO appreciates the opportunity to comment on the U.S. Canadian Free
Trade Agreement. Since the final agreement has not been submitted to Congress we
must make rather general comments.

The AFL-CIO traditionally has opposed such free-trade agreements. We believe
that the government must play a positive role in solving trade problems between nations
and not abrogating its responsibility through such agreements. Further, we are
concerned that the U.S.-Canadian agreement could have precedential value on the
Uruguay round of negotiations under the General Agreement on Tariff and Trade
(GATT). Finally, the AFL-CIO is proud of its close ties with Canada, but agrees with
the Canadian labor movement that a free trade agreement is not the way to deal with
trade problems between our countries.

At the AFL-CIO's August Executive Council Meeting, the Council issued a
statement concerning this issue and stated, *that if an agreement is negotiated, the
following elements should be included':

* Basic provisions of U S. trade law must continue to apply completely to trade
with Canada. There should be no exemptions or special structures created to bypass
U.S. trade provisions such as relief from injury in Section 201 and the countervailing-
duty provision affecting subsidies or the anti-dumping provisions and other unfair
trading practices covered by Section 301.

* Any agreement on tariffs must immediately require equivalent rates. Since
Canada's tariffs currently average twice that of the U.S.. equity should be reached prior
to any mutual phased reductions.

0 Strict rules of origin must be applied to ensure that other countries do not use
the agreement to circumvent existing law.

* U.S. law and regulation in the transportation sector must not be weakened, and
cabotage laws, including the Jones Act, must be maintained.

* Current U.S. government procurement laws and regulations must be preserved.

* U.S. immigration regulations must be fully observed.

* Bilateral trade agreements such as the auto pact must be renegotiated to
provide equivalent safeguards for domestic production.

If the negotiations are successful, the AFL-CIO would appreciate the opportunity
to comment in detail on this agreement. In the meantime, we appreciate this
opportunity to share our concerns with you and members of the committee.

rely,

7R~o~t~~lotenDirector
DEPARTMENT OF LEGISLATION

Enclosure: Copy of AFL-CIO Executive Council Statement on U.S.-Canada Free Trade
Area Negotiations

cc: Members of the Committee on Finance and
Members ot the Committee on Ways and Means
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Statement by the AFL-CIO Executive Council

on

U.S.-Canada Free Trade Area Nefotiatlo.

August 19, 1987
Washington, D.C.

The goal of trade should be the well-being of a country's citizens and not some

vague ideology such as "free trade agreements." The AFL-CIO is proud of Its close ties

with Canada and agrees with the Canadian labor movement that a free trade agreement is

not the way to deal with trade problems between our countries.

The U.S. and Canadian governments have now been engaged in negotiations on a

comprehensive free trade agreement for some I months. The Administration plans to

submit the preliminary results of those negotiations to Congress early in October.

Unfortunately, the agreement now under discussion would do little to solve the

serious trade problems between the U.S. and Canada and may in fact make them worse.

For example, the negotiators have not addressed the undervalued Canadian dollar nor

ways to reverse the substantial U.S. trade deficit with Canada.

The AFL-CIO is concerned that any agreement reached with Canada will be used

as a blueprint for negotiations with other countries as well as in the Uruguay Round of

negotiations under the General Agreement on Tariffs and Trade (GATT).

The AFL-CIO Is opposed to free trade agreements. Governments must play a

positive role in solving trade problems rather than withdrawing from the scene. The U.S.

must manage its economic affairs and trade policies in a way that assures the well-being

of America. But if, despite our opposition, such an agreement is negotiated with Canada,

the interests of U.S. workers require that the agreement contain the following elements:

0*- Basic provisions of U.S. trade law must continue to apply completely to trade

with Canada. There should be no exemptions or special structures created to bypass U.S.

trade provisions such as relief from trade injury in Section 201 and the countervailing-

duty provision affecting subsidies or the anti-dumping provisions and other unfair trading

practices covered by Section 301.

0 Any agreement on tariffs must immediately require equivalent rates. Since

Canada's tariffs currently average twice that of the U.S., equity should be reached prior

to any mutual phased reductions.

* Strict rules of origin must be applied to ensure that other countries do not use

the agreement to circumvent existing law.

* U.S. law and regulation in the transportation sector must not be weakened, and

cabotage laws, including the ones Act, must be maintained.

* Current U.S. government procurement laws and regulations must be preserved.

* U.S. immigration regulations must be fully observed.

* Bilateral trade agreements such as the auto pact must be renegotiated to

provide equivalent safeguards for domestic production.

At#



39

STATEMENT OF

THE

AMERICAIN FURNITURE MANUFACTURERS ASSOCIATION

ON

U. S. - CANADA FREE TRADE NEGOTIATIONS

We are pleased to submit these views on behalf of the
American Furniture Manufacturers Association (AFMA) with
regard to an issue of critical importance to our industry --
the U.S./Canada free trade area negotiations.

The American Furniture Manufacturers Association is the
largest furniture manufacturing trade association in the
United States. By volume, sales by AFMA member companies
comprise the vast majority of residential furniture produced
in the United States. Also, the AFMA members have home
offices or facilities in almost the entire fifty states and
provide employment to several hundred thousand persons.
These comments apply to Tariff Sections 9401.30, .40, .50,
.61, .69, .71, .79, .80, .90, and 9403 of the Harmonized
System, and to Tariff Schedule of the U.S. (TSUS) Sections
727.11-47 (inclusive), .59, .65, and .70.

We would like to state the association's strong support
for a free-trade agreement on furniture products shipped
between the United States and Canada, and our support for
the Small Business Bilateral Free Trade Act, S. 1341 (Helns,
R-NC) and H.R. 2602 (Coble, R-NC). For years AFMA members
have urged the Congress and the Administration to do
everything possible to have furniture tariffs between the
United States and Canada put on a more equitable basis.

After all the time and effort our industry has devoted
to resolving this continuing issue, we would hope that the
U.S. and Canada will act quickly to effectuate a trade
liberalization agreement providing free trade, or equal
duties, at a minimum, for furniture products between our two
countries. If not, as discussed below, the mechanism
included in S. 2341/H.R. 2602 will work to provide
reciprocal tariff treatment on Canadian furniture entering
the U.S.

AFPA believes that the U.S. and Canada stand poised to
enter into a potentially historic agreement. While we
recognize that the furniture and other industries have
long-standing grievances regarding trade with Canada, AFmA
views the negotiations as a landmark opportunity for both
countries to resolve disputes regarding furniture tariffs.
However, to date the Canadian negotiators appear more
interested in proffering inequitable resolutions to our
industry's tariff problems, than in consumating a reasonable
agreement.

The U.S.-Canada furniture trade deficit today stands
higher than it has at any other time in the history of
U.S.-Canadian trade (approximately $427 million in 1986).
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Given the added effect of the persistently overvalued U.S.
dollar, which has yet to decline relative to the Canadian
dollar, AFMA believes the U.S. furniture industry is fully
justified in strongly requesting an agreement containing an
immediate elimination of all Canadian/ U.S tariffs on
furniture products, or equal duties, at a minimum.

COMMENTS

AFMA is extremely concerned with tariff barriers which
have been set by countries with the intent of keeping
furniture manufactured in the U.S. out of their domestic
markets. The United States, on the other hand, has
maintained low tariffs on furniture. In fact, the record of
the U.S. on domestic tariffs has been outstanding: duties
on wood and upholstered household furniture entering the
U.S. have decreased by 73% and 76% respectively, since 1963,
and by 1987 will have decreased 76% and 80%, respectively
(under the Multilateral Trade Negotiations). As the United
States moves to implement the Harmonized System, domestic
tariffs on furniture will further decline. The record of
certain other countries in that regard has not been as
commendable.

Because of our common border, similar cultures and
government regulations, Canada provides the American
furniture manufacturer with perhaps the most egregious
example of unfair tariff barriers to U.S. products in the
world. Non-metal, residential furniture shipped from the
United States into Canada faces a minimum duty of 15.0%.
Canadian furniture entering the United States faces duties
of 7.0% (upholstered), 5.31 (wood chairs), or as low as 2.5%
for the bulk of furniture products (wood tables, desks,
beds, etc.). Therefore, through duties assessed, Canadian
furniture imports are given a clear and substantial
advantage over U.S. exports to Canada.

The effect of inequitable Canadian duties, coupled with
an unfavorable exchange rate, on the U.S. furniture industry
has been dramatic. According to the U.S. Department of
Commerce, U.S. imports of Canadian furniture rose from $149
million in 1980, to $515.2 million in 1986 -- almost a 246%
increase. The $515.2 million 1986 figure - nearly 161 of
all U.S. furniture imports -- represents a growth of 18%
from the 1985 total of $436 million. U.S. furniture exports
to Canada remained essentially static, and again failed to
keep pace with import growth.

For 1986, U.S. Department of Commerce import/export
data on the Canadian/U.S. wood furniture trade is highly'
disturbing. Canadian wood furniture shipments into America
grew $34.8 million from 1985-86, from $188 million to $222.8
million. At the same time, U.S. wood furniture exports to
Canada grew only slightly, from $29.4 million to $34.7
million.

Going beyond Canada, for a moment, and using the most
recent U.S. Department of Commerce data available, wood and
upholstered furniture imports from 1979 to 1986 increased
over 92,5 from $312 million to $3.2 billion. U.S. exports
of the same categories from 1979 to 1986 went from $312
million to an estimated $351 million. Taken together, these
trends are forecasting a fundamental restructuring of the
U.S. furniture industry, based not on a valid competitive
balance, but upon an international marketplace skewed by
tariff barriers.
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These numbers reflect the extent to which the
Canadian-U.S. tariff inequity forces competition to be on a
most unfair and uneven basis. Competition is an essential

_ element of our business. This industry is not, nor has it
- ever been, dominated by a few large companies. Instead, it

is an extraordinarily competitive industry comprised of
approximately 4500 companies, over two-thirds of which
employ fewer than 20 workers. Profit margiQs ore slim
(since 1978, after-tax profits have averaged approximately
3-4%). Estimates are that the wood and upholstered
furniture industry had approximately $14 billion in
shipments during 1986.

In 1984, the International Trade Commission (ITC)
completed a study, entitled, Competitive Assessment of the
U.S. Wood and Upholstered Household Furniture Industry. The
study was comprehensive and well-documented, and the
published report provides an overview of the industry's
current domestic and international trade position. We were
pleased to have many of our members contribute to that study
and to have the Commission in High Point, N. C. for field
hearings and tours of furniture facilities.

The ITC report pointed out that, historically, the U.S.
and Canada have been major furniture trading partners. In
fact, while Canada is among the leading exporters of
furniture into the U.S., it is also the second largest
importer of U.S. furniture.

The Canadian furniture industry is very similar to the
U.S. industry in structure, wages, level of technology and
access to capital. Much like the U.S., worker health and
safety and pollution control are deemed essential in Canada,
and thus regulated by government. The ITC study of our
industry documented the similarities between the U.S. and
Canadian industries in the description of "Major Foreign
Competitors," (Competitive Assessment of the Wood and
Upholstered flousehold Furniture Industry. U.S. International

Trade Commission, Publication 1543. pD. 21-22).

U.S. furniture manufacturers have enjoyed no special
protection. Canadian manufacturers, on the other hand, have
been shielded from U.S. exports by a high duty rate as well
as a favorable exchange rate (Competitive Assessment. U.S.
ITC . PASe"). Further, many Canadian manufacturers have the
advantage of actually being closer to the major U.S.
population centers than many major U.S. manufacturers
(Competitive Assessment. U.S. ITC. Page 21).

In view of the similarities between our countries and
the extent of furniture trade between the U.S. and Canada we
view the current duty differential as unnecessary and
disruptive. Canadian furniture in many cases offers serious
competition to U.S. manufacturers. The same is true of U.S.
furniture in Canada. Given the sound basis for that
competition, neither country's furniture industry should be
threatened by a removal of all duties or their equalization.
Further, it is obvious that consumers in both countries
would be well served by a reduction in duties and resulting
reduction in furniture prices.

The AFMA believes the time has come to allow U.S.
furniture manufacturers to compete with Canadian
manufacturers on the same basis our domestic manufacturers
compete with each other. The Congress, in approving trade
negotiating authority for the U.S., evidently agreed with
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this direction for our international trade policy. To date,
however, there have been no concrete results.

Given the uncertain prognosis over the outcome of free
trade negotiations, and concern over the precipitous
increase in Canadian furniture imports in recent years, it
is not unusual that the matter has attracted attention on
Capitol Hill. Legislation has been introduced that would
promote more equitable competition between the U.S. and
Canada on furniture products (and also on certain products
of the printing and recreational marine manufacturing
industries) by moving to end the tariff disparity.
S. 1341/H.R. 2602 would authorize free trade negotiations on
furniture products between the U.S. and Canada. If a free
trade agreement were not achieved, U.S. tariffs on furniture
products would be gradually increased until they were at a
level equal to Canadians tariff on American furniture
products. At no time would S. 1341/H.R. 2602 cause U.S.
tariffs to rise above the Canadian tariffs. The goal of the
Small Business Bilateral Free Trade Act is free trade on
furniture products with Canada, a step that would benefit
manufacturers, retailers, and consumers in both countries.

The furniture industry, in recent years, has become
more international in scope. Reflected both by inroads made
by imported furniture into markets traditionally dominated
by the U.S. furniture industry and by U.S. companies
expanding their horizons overseas in search of new markets,
the impact of trade-related policies cannot be overstated.

The behavior of the U.S. Government in the area of
furniture trade has been exemplary: the U.S. has
consistently lowered its effective tariffs on furniture over
the past two decades through outright reductions, through
the extension of very favorable tariff treatment to certain
countries, and through its provision of duty-free status to
certain developing countries -- even where those countries
have become major international competitors in furniture
(and other) trade.

However well-meaning these efforts are, they carry with
them one fatal flaw. As practiced over the past two
decades, with respect to the American furniture industry,
the "free trade" and "lowered tariff" thrust of our
government's trade policy has been too one-sided. U.S.
backed agreements and Congressionally approved programs have*
hampered the ability of the U.S. furniture industry to
compete in its own marketplace. They have also led to a
partial restructuring of this industry not based upon the
free flow of trade in international commerce. And all of
this is occurring during a period predicted to be the
"Golden Age of U.S. Furniture Manufacturing."

AFMA strongly supports the elimination of tariffs on
furniture products between the U.S. and Canada. Free trade
on furniture would eliminate the unfair Canadian tariff
disparity and would allow U.S. manufacturers the opportunity
to compete in the Canadian market. Conversely, a further
lowering of U.S. furniture tariffs in Canadian goods would
result in lower prices to American consumers of such goods.
Further, AFMA urges that free trade on furniture products be
achieved as expeditiously as possible, given the alarming
rate of increase in the U.S./Canada furniture trade deficit
over the last five years.

Finally, AFMA supports the Small Business Bilateral
Free Trade Act (S. 1341/H.R. 2602) as a means of ensuring
that our exports are accorded equitable treatment with
regard to the Canadian market.
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STATEMENT ON BEHALF OF DOMESTIC MEMBER COMPANIES

OF THE

AMERICAN IRON AND STEEL INSTITUTE

ON

U.S.-CANAOA FREE TRADE AREA NEGOTIATIONS

This statement is on behalf of the domestic member companies of the
American Iron and Steel Institute, In response to the Senate Finance
Committee's request for public comment on the U.S.-Canada Free Trade Area
(FTA) negotiations. Our comments are intended to restate our basic position
on the proposed U.S.-Canada FTA, and to give the Committee our view of those
principles that should apply to U.S. negotiating objectives.

First, with respect to our basic position, we have told both the
Congress and the Administration on numerous occasions previously that we
strongly oppose steel trade liberalization talks with Canada (or with any
other country) as long as the U.S. and world steel crises continue
unresolved. Freer steel trade in the U.S. market at this time would be
contrary to the main goal of both the President's Steel Program and the Steel
Import Stabilization Act of 1984. That goal remains: to limit steel Imports
from all major foreign suppliers, in order to provide the U.S. steel industry
with -a--reathing space to restructure and modernize its facilities.

.Therefore, we continue to oppose steel trade liberalization of any
kind with Canada, as long as (1) the President's Steel Program is in effect,
(2) the financial condition of domestic steel companies remains precarious and
(3) there is a serious U.S.-Canadian dollar exchange rate imbalance.

Underlining our concern about freer steel trade with Canada are two
facts: (1) Canada remains the largest foreign supplier of steel not yet
covered by the President's Steel Program; and (2) finished steel imports from
Canada have continued to surge to record levels. From 3.0 percent of the U.S.
market in 1984 and 1985 -- which was at that time a record level -- finished
steel from Canada Jumped to 3.5 percent of the market in 1986 and is now at
4.3 percent through the first five months of this year.

With that as background, we believe the following principles should
apply with respect to specific U.S. negotiating objectives.

9 First, U.S. trade laws must not only be preserved but strengthened.
Accordingly, there can be no special exemptions from any U.S. trade
law for Canada or any other country -- and the U.S. must resist, as a
top priority in these negotiations, any dispute settlement mechanism
that would have the effect of diluting in any way freedom of action
for U.S. petitioners to file and pursue trade cases under U.S. laws.*.

e Second, there must be no infringement of U.S. state and federal Buy
American laws. These rules are (I) wholly consistent with the GATT,
(ii) vital to the health of the domestic steel industry and, (III)
given the 10-1 size differential between the U.S. and Canadian
procurement markets, impossible to trade off with buy Canadian
provincial and federal laws to the net benefit of the United States.

e Third, the issue of Canadian government subsidies (such as those that
were identified by the Commerce Department in a case involving
Canadian oil country tubular goods) must be addressed. In addition,
the issue of Canadian government subsidies should be addressed in its
broadest context. This means recognizing that Canadian steel
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producers and other Canadian manufacturers have historically
enefited from favorable government action in many areas including:

procurement, tax policy, antitrust enforcement, and funding for
health and unemployment costs.

* Fourth, the U.S.-Canada Auto Pact (and particularly its
discriminatory aspects, e.g., Canadian domestic content and
value-added requirements) must be discussed, along with Canada's auto
parts duty remission scheme for non-Pact members, which USTR has said
is in violation of the GATT. The concern here is that there has been
no systematic study of whether, and to what extent, these policies
may be injuring domestic steel producers and independent U.S. auto
parts suppliers.

e Fifth, if the U.S. government insists upon conducting negotiations
affecting duties on steel products, there must be parity between U.S.
and Canadian steel tariffs (not achieved in the 1973-79 Tokyo Round,
when steel tariffs were lowered on average in the U.S. and Canada to
rates of 4.4 and 8.7 percent, respectively). Moreover, given the
continuing difficulties confronting domestic steel producers,
existing levels of U.S. tariffs on steel must be maintained for the
maximum period possible.

e Sixth, any changes in customs rules needed to implement the FTA must
take great care to avoid harming domestic steel producers and the
integrity of the President's Steel Program. In that regard, we fully
support the U.S. Treasury Department proposal for a new Rule of
Origin system to implement the U.S.-Canada FTA, which would use
changes in classification under the Harmonized System as the basis
for determining whether or not a product would be eligible for FTA
benefits.

Seventh, throughout the remainder of the free trade talks and the
subsequent period of Congressional consideration domestic steel
producers and other U.S. manufacturers must be closely consulted.
This is critical in light of past U.S. trade negotiations -- which
have included trade-offs to the detriment of domestic steel
producers -- and is needed to assure that any final agreement does
not have the effect of further eroding the U.S. manufacturing base.

e Eighth, while exchange rate Opolicy" is being handled by Treasury
Secretary Baker outside the context of the FTA negotiations, the
substantial exchange rate imbalance between the U.S and Canadian
dollars (i.e., the 76-cent Canadian dollar) must be corrected through
a series of concrete steps similar to the coordinated actions taken
to reduce the value of the U.S. dollar vis-a-vis the Japanese yen and
the West German mark. Unless this is done, the U.S. could see its
$12 billion bilateral trade deficit with Canada balloon still further.

AISI domestic member companies appreciate this opportunity to provide
written comment to the Senate Finance Committee on the U.S.-Canada FTA
negotiations.
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August 17, 1987

Senator Lloyd Bentsen
Chairman
Committee on Finance
SD-205, Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Bentsen:

The American Newspaper Publishers Association
appreciates the opportunity to comment on the
U.S. - Canada free trade agreement negotiations
currently underway. ANPA encourages constructive
bilateral talks between the two countries in hopes of
reaching satisfactory agreements on a variety of trade
issues.

ANPA is a non-profit trade association representing
nearly 1,400 newspapers throughout North America.
Membership accounts for more than 90 percent of U.S.
daily and Sunday circulation., I

ANPA's primary interest with respect to the
U.S. - Canada free trade agreement is to preserve the
74-year old history of importing duty-free newsprint.
In recognition of the public good involved in the free
flow of Information. Congress in the 1913 Tariff Act
(Underwood Tariff) placed on the duty-free list
printing paper which was "suitable for the printing of
books and newspapers"; this covered virtually all
newsprint. In 1922, the tariff description "standard
newsprint paper" was created to designate duty-free
newsprint.

ANPA strongly opposes any tax on imported newsprint,
such as the import duty contained in trade legislation
currently being considered by Congress that would fund
a trade adjustment assistance program for workers
dislocated by imported products. Imported newsprint
does not displace any U.S. workers in the domestic
newsprint industry.

In 1986, newsprint mills in the United States produced
5,108,000 tons operating at 94 percent of capacity.

A century of servlc to rnwspaper people
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Because the U.S. newsprint industry oees not have the capability to produce
the needed amount of newsprint (almost 12 million tons in 1986), we import
nearly 7 million tons of newsprint from Canada. all without tariff.
(Newsprint capacity in the U.S. is increasing.)

On average, newspapers must import -two-thirds of their newsprint requirements.
ANPA estimates that the cost of imported newsprint in 1987 will be
approximately $4 billion. Any import duty would have a significant effect on
newspapers since newsprint costs represent about one quarter of their .' •
operating budgets.

The U.S. commitment to a free press is in stark contrast to the practice in
some other nations in which controlling the price and supply of newsprint is
common practice used to reward "friends" and punish "enemies." The proposed
one-percent import duty on newsprint runs counter to a long standing U.S.
policy, grounded firmly in First Amendment values and in economic necessity.

The American Newspaper Publishers Association believes that, should the United
States reach a free-trade agreement with Canada whereby all tariffs and
non-tariff barriers would be eliminated, that agreement should supercede the
proposed import tariff in the Omnibus Trade Act of 1987, at least with respect
to newsprint. The continuance of duty-free newsprint in the United States is
essential to retain the freedom of the press guaranteed by our First
Amendment.

ANPA hopes bilateral negotiations will result in progress toward reasonable
solutions to this and other issues vital to our country, and more generally
toward improved Canadian/American relations. We believe those talks are
constructive and should go forward.

Sincerely,

JaV W. FrIedheLm
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COMMENTS BY THE AMERICAN PAPER INSTITUTE

ON

THE ESTABLISHMENT OF A U.S.-CANADA FREE TRADE AREA

SUR•A"

The American Paper Institute (API) believes that the negoti-
ations to establish a U.S.-Canada Free Trade Area (FTA) could
lead to an agreement which would be beneficial to our industry
only if two particular conditions are met:

". The elimination of tariffs on all paper industry products
by both countries, and

"• The establishment of meaningful discipline over subsidies
to their pulp and paper mills by federal and provincial
authorities of Canada.

The United States market is very important to the Canadian
pulp and paper industry. Last year, Canada shipped to the United
States more than 55% of its total production of paper and
paperboard and more than 80% of its total paper and board ex-
ports. The U.S. is also the largest pulp market for Canadian
producers. The Canadian pulp and paper industry has been able to
operate under what is essentially a free trade environment for
its exports. In addition to wood pulp, the U.S. has no duty on
newsprint, uncoated printing paper, and most paperboard. Only
about 10% of Canadian paper industry shipments to the U.S. are
subject to any import duty. Remaining tariffs, in the main, are
less than half of Canadian tariffs on paper industry products.

By contrast, the Canadian paper industry continues to be
shielded from U.S. exports by high tariff rates ranging from 6.5%
to 10.2%. The bulk of the U.S. industry's $149 million in con-
verted paper product exports to Canada face a 10.2% duty.

There is unanimity among Anl sectors of the paper industry
to support an immediate drop to zero duty on alU paper industry
imports into the U.S. from Canada, if Canada agrees to do like-
wise immediately.

Removing all tariffs is not enough, however, and will not
create a truly free trade environment. The industry believes
that free trade also must be equitable trade. Canadian federal
and provincial authorities have approved grants, interest free
loans, and other forms of direct financial assistance to create
large capacity expansion projects and to prop up old and ineffi-
cient mills. The scope of some of the new projects presents a
significant threat to the U.S. paper industry, since most of the
new capacity is clearly destined for the U.S. market.

The U.S. paper industry is concerned only with
trade-distorting subsidies. The industry considers it crucial
that an agreement by the federal and provincial Canadian govern-
ments to impose meaningful discipline over Canadian subsidies to
their paper industry be included in any Free Trade Area arrange-
ment.
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On behalf of the U.S. paper industry, we are submitting a

statement for the record on the establishment of a U.S.-Canada

Free Trade Area (FTA). The American Paper Institute (API) is the

national trade association representing U.S. companies that ac-

count for over 90% of U.S. production of pulp, paper and

paperboard.

Broadly speaking, an open market between the two countries

can help to elevate trade across the industrial spectrum to high-

er levels. Such an overall increase in trade could positively

affect not only the paper industryts direct exports but its do-

mestic business as well. This is the case because of the sub-

stantial contribution of "indirect" exports to the industry's

economic health. We define indirect exports as domestic sales of

paper and paperboard which are made because of export demand for

the products of another industry. Examples of indirect exports

of the paper industry include: packaging that is used either

when goods go overseas, or when component parts are shipped do-

mestically to a producer who will in turn export the final prod-

uct; component parts made of paper and used in export products

such as filters, insulation papers, etc.; and printing/writing

paper used in export documentation.

In terms of the paper industry's direct exports, the API has

taken the position that the Free Trade Area agreement could be

beneficial to our industry only if two particular conditions are

achieved through negotiations. These conditions relate to tar-

iffs and subsidies.

For years, the API, on behalf of the U.S. paper industry,

has urged the U.S. government to obtain reduction of Canada's

high tariff rates in order to put U.S.-Canadian trade in paper

industry products on a more equitable basis. We believe that

these negotiations could meet one of our goals if they lead to
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the elimination of tariffs on AUJ paper industry products by both

countries. But, to be a truly "free trade" arrangement, it must

go beyond tariff barriers to deal also with such trade distorting

practices as Canadian government subsidies to domestic paper

mills.

The U.S. paper industry's concerns will be met if Canada

agrees to impose meaningful discipline over subsidies of all

types which are designed to improve the competitive position of

its pulp and paper mills. Subsidized production capacity expan-

sion, where output is destined for the U.S. or the third markets

where we compete, is clearly trade distorting. It is our under-

standing that the negotiations are moving forward toward achieve-

ment of our tariff elimination oojective. The U.S. paper indus-

try continues to follow the negotiations closely in anticipation

of a positive resolution of the subsidy issue. We also believe

that there are several approaches to the question of subsidies

that would clearly define them and eliminate those that are trade

distorting by distinguishing them from mere incentives.

The United States market is very important to the Canadian

pulp and paper industry. In 1986, the U.S. imported 9.7 million

short tons* ($4.4 billion) of paper, ,. )erboard and converted

products from Canada. In fact, more than 55% of Canada's total

paper and paperboard production and more than 80% of its exports

were shipped to the U.S. For newsprint, Canadian shipments to

the U.S. market were 72.6% of their production and for printing

and writing paper, 52% of their production. Canadian printing

and writing paper producers, in particular, have greatly bene-

fitted from the recent growth in shipments to the U.S. market.

Between 1981 and 1986, Canadian printing and writing paper

*Trade data in this paper are based on U.S. Bureau of Census and
Canadian Pulp and Paper Association statistics.
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exports to the U.S. more than doubled. In addition, Canada

shipped about 4 million tons ($1.4 billion) of wood pulp to the

U.S. last year, which represented nearly half of Canada's total

wood pulp exports. Imports of converted products from Canada

last year amounted to 121,332 tons (valued at $198.9 million).

(Table 1 provides data on U.S.-Canada trade in paper industry

products.)

The Canadian pulp and paper industry has been able to oper-

ate under what is essentially a free trade environment for its

exports. In addition to wood pulp, the U.S. has no duty on news-

print and uncoated printing paper -- Canada's principal exports

to the U.S. Other products, such as linerboard and recycled

paperboard, also enter the U.S. duty free. Only about 10% of

Canadian paper industry shipments to the U.S. are subject to any

import duty.

With the final Tokyo Round concession rates now in effect,

U.S. tariff rates on most paperboard products are at zero. The

tariff rates on uncoated writing paper and coated-printing paper,

two major paper categories imported from Canada, have a duty of

only 2.4% and 2.5%, respectively. Tariffs on cut-to-size writing

paper are at 3.2%, while the duties on special industrial papers

and converted paper 'Products range from zero to a maximum of

5.8%, with most imports at the lower end of this range. (Table 2

shows comparative tariff rates on selected paper industry prod-

ucts for the U.S. and Canada.)

Canada is the single largest export market for U.S. paper,

paperboard and converted products. In 1986, U.S. exports to Can-

ada amounted to 724,700 tons ($464.8 million), or 15.5% of total

U.S. export tonnage. Unlike the great dependence of the Canadian

paper industry on the U.S. market, however, shipments to Canada

represented less than 1% of the 71 million tons of paper and

paperboard produced by U.S. companies last year.
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In contrast to the openness of the U.S. market, the Canadian

industry continues to be shielded from U.S. exports by high tar-

iff rates. Canadian tariff rates on kraft linerboard, solid

bleached board and most printing and writing paper, are at 6.5%.

The duty on recycled paperboard is 9.2%, while the duty on

cut-to-size printing and writing paper is 8%. The bulk of the

$149 million in converted paper product imports from the U.S.

have a tariff of 10.2%.

Overall, the elimination of existing Canadian tariffs is ex-

pected to increase U.S. paper industry shipments to Canada. As

in any broad economic sector such as the paper industry, the im-

pact of a Free Trade Area on domestic producers is expected to

vary by such factors as the type of paper or paperboard grade

produced, size of company, level of integration, whether a

multi-product or a single product producer, etc. Some producers,

particularly in the printing and writing sector of the industry,

at one time expressed reservation about the desirability of re-

moving the remaining U.S. tariffs on printing and writing paper

imports from Canada. However, there is unanimity among all sec-

tors of the industry -- even the printing/writing sector -- to

support an immediate drop to zero duties on all paper industry

imports into the U.S. from Canada, if Canada immediately does

likewise.

If the elimination of Canadian tariffs is to have maximum

beneficial effect for U.S. paper industry exporters, and if the

lowering of U.S. tariffs is not simply to spur continued expan-

sion of Canadian producers' inroads into the U.S. market, the

current continuing weakness of the Canadian dollar vis-a-vis the

U.S. dollar needs to be addressed and more equitable and stable

exchange rates sought.

Removing all tariffs on the industry's products in both

countries is not enough, however, and will not create a truly



52

free trade environment. We are pleased that U.S. negotiators al-

so have focused on the issue of non-tariff barriers and other

trade practices including, importantly, Canadian subsidies to the

paper industry, which give Canadian producers an unfair competi-

tive advantage. The U.S. paper industry considers it crucial

that an agreement by the federal and provincial Canadian govern-

ments to impose meaningful discipline over such subsidies be in-

cluded in any Free Trade Area arrangement with Canada.

The initial Canadian government aid programs in the 19701s

were designed to assist pulp and paper mills to modernize, with

primary emphasis on capital projects where no monetary returns

were available, such as pollution controls. More recently, Cana-

dian federal and provincial authorities have approved grants,

interest-free loans, and other forms of direct financial assis-

tance to create large capacity expansion projects and to prop up

old and inefficient mills. In some cases, it is doubtful whether

an expansion project would have advanced beyond the feasibility

stage if direct government assistance had not been provided.

The scope of some of the new projects presents a significant

threat to the U.S. paper industry. In the 1986-89 period alone,

Canadian printing and writing paper capacity is forecast to in-

crease by 1.2 million tons, or an annual rate of 12.6%, to reach

3.9 million tons, significantly more than can be absorbed by the

small Canadian market. While not all new capacity is subsidized,

the sheer volume of expansion increases the likelihood that the

trading patterns will be more distorted than would be the case if

market forces alone were at work.

Since most of the new capacity is destined for export mar-

kets, with the U.S. -- as Canada's largest market -- clearly the

likely target, our industry considers Canadian government finan-

cial assistance to the paper industry to be an export subsidy

which gives Canadian producers an unfair competitive edge in the
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U.S. market as well as third country markets. Moreover, the

large increase in subsidized additional capacity at a time when

growth in U.S. demand for printing and writing paper is not ex-

pected to increase at the high rate of recent years, could dis-

rupt the U.S. market. We believe that it is possible to define

which subsidies are trade distorting and which are mere incen-

tives not impacting trade to any significant degree. Our indus-

try hopes that this approach will be vigorously pursued by the

negotiators on both sides.

In summary, the U.S. paper industry believes that gnly a

comprehensive U.S.-Canada Free Trade Area agreement that removes

all tariffs as well as other unfair trade practices would benefit

our industry.
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U.S. TRADE WITH CANADA

IN PAPER INDUSTRY PRODUCTS

- 1985 -

($ millions)

Wood pulp
Newsprint
Printing, writing
and related paper

Other paper
Paperboard, total
Converted paper and
paperboard products

All other*

TOTAL

79.5
3.3

118.6
102.0
98.2

151.7

40.9

594.2

(Short Tons)

Wood Pulp
Newsprint
Printing, writing
and related paper

Other paper
Paperboard, total
Converted paper and
paperboard products

All other*

203,934
3,757

133,800
134,197
282,658

156,372
249,526

4,020,736
8,117,986

841,500
172,644
154,360

93,747498.852

- 3,816,802
- 8,114,229

+

707,700
38,447

128,298

+ 62,625

TOTAL 1,164,244 13,899,825 -12,735,581

*Includes construction paper and paperboard.

Source: U.S. Bureau of Census
American Paper Institute

1,385.9
3,496.9

435.6
98.3
42.7

141.7
117.8

5v718.9

- 1,306.4
- 3,493.6

- 317.0
+ 3.7
+ 55.5

+ 10.0
- 572.9

-5,124.7
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Comparison of Duty Rates on

Selected Paper Industry Products

- 1987 -

Product

Wood pulp

Newsprint

Printing paper (uncoated)

Printing paper (coated)

Writing paper (uncoated)

Writing paper, cut-to-size

Sack kraft

Tissue stock

Tissue and toweling
articles (including
diapers)

Special industrial papers

Kraft linerboard

Bleached paperboard

Milk carton blanks

Recycled paperboard

Corrugating medium

(1) Canada has a zero tariff

paper.

(2) Canada has a 2.5% tariff

United States

0

0

0

2.5%

2.4%

3.2%

0

0 - 3.5%

o - 5.3%

0 - 5.6%

0

0

3%

0

4%

Canada

0

0

6.5% (1)

6.5% (2)

6.5%

8%

0

6.5- 9.2%

10.2%

0 - 10.2%

6.5%

6.5%

10.2%

9.2%

4%

on uncoated groundwood printing

on coated groundwood printing paper.

Source: American Paper Institute
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STATEMENT OF

AMERICAN PLYWOOD ASSOCIATION

TACOMA, WASHINGTON

CONCERNING NEGOTIATIONS TOWARD A PROPOSED

U.S.-CANADA FREE TRADE AGREEMENT

The American Plywood Association (APA) has sought for a
number of years to negotiate harmonized standards for plywood in
the United States and Canada. These efforts have not succeeded.
Present standards bar most U.S. plywood from Canada, although
Canadian plywood is freely usable in the United States. As a
result, tar ffs between the two countries remain high and there
is normally little movement of plywood either way across the
border.

U.S. and Canadian plywood standards are significantly
different in two key respects: Vaneer -- Canada doesn't
recognize D-grade veneer, a component of more than 70 per cent of
U.S.-made plywood, although the species of some trees used are
the same or similar in both countries and the applications of the
plywood are the same; Sgecies -- Canadian standards recognize
only softwood species indigenous to Canada, so Southern Yellow
Pine, used in about half of U.S. plywood, can't enter Canada.

The building code and other regulatory bodies of the United
States, including the FHA, have means by which new products not
governed by established standards can be introduced into the
building process. In order to gain access to the Canadian
market, however, it is necessary to show conformance to
established Canadian standards. There is no mechanism in the-
National Building Code of Canada comparable to that existing in
the United States for gaining acceptance of non-standard
products.

Despite its formidable standard and code barriers, Canada
has accepted non-qualifying U.S. plywood when Canadian mills are

strike.

If tariffs are eliminated without satisfactory resolution of
the standards issue, Canadian plywood would be able to enter the
U.S. market without any compensating entry by U.S. plywood into
Canada. This could easily force closure of five or six U.S.
mills at a loss of $190 million in direct mill sales and the loss
of 1,300 mill jobs and $30 million in wages.

Based on developments in recent months APA sees little
chance that the standards issue can be settled in the context of
the present U.S.-Canada Free Trade Agreement negotiations. Until
the standards issue is conclusively resolved in favor of
harmonized standards, APA is opposed to any reduction in tariffs
for plywood. If the standards issue is resolved, APA would not
object .to reduction or elimination of plywood tariffs between the
two countries.

I. introduction.

The American Plywood Association (APA) is the principal
trade association for the U.S. structural panel industry. It is
a recognized testing and standards-setting organization, conducts
a major on-going national and international marketing program,
and actively participates in various international forums related
to trade and use of structural panels.

APA has sought for a number of years to negotiate harmonized
standards for plywood in the United States and Canada. Present
standards bar most U.S. plywood from Canada, although Canadian
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plywood is freely usable in the United States. Establishing
similar or identical standards would both open the market in
Canada for U.S. plywood and enhance the marketing of North
American plywood in third countries. To date these negotiating
efforts have not succeeded. As a result, tariffs between the two
countries remain high and there is normally little movement of
plywood either way across the border.

Based on developments in recent months, APA sees little
chance that the standards issue can be settled in the context of
the present U.S.-Canada Free Trade Agreement (FTA) negotiations.
Until the standards issue is conclusively resolved in favor of
similar or identical standards, APA is opposed to any reduction
in tariffs for plywood. If tariffs were reduced or eliminated
without accomplishing harmonization of standards, the trade
opening would strictly be one-way: from Canada to the United
States. At such point as the standards issue is resolved, APA
would not object to reduction or elimination of plywood tariffs
between the two countries.

II. Present U.S.-Canada Trade in Structural Panel Products.

A. Description of Products.

Structural panels include softwood plywood, which is made
from sheets of wood veneer, and more recently developed panel
products such as oriented strand board (OSB) and waferboard, made
from strands and wafers of wood respectively. These panels are
most typically 4 feet wide, 8 feet long, and between 1/4 inch and
3/4 inch thick. They are used principally for construction, with
significant use also in industrial applications and furniture
construction. Waferboard and OSS are substitutable for plywood
in many applications where appearance is not a factor.

B. Tariff Barriers.

The softwood plywood at issue is item 240.21 of the Tariff
Schedules of the United States (TSUS). The duty for such plywood
from Canada is 20 per cent. The duty for such plywood moving
from the United States into Canada is 15 per cent.

Waferboard and OSS fall within TSUS item 245.50. The duty
for such items from Canada is 4 per cent. The duty for such
items moving from the United States into Canada is 7 per cent,
with a reduction to 4 per cent scheduled to be in place by 1990.

C. Nontariff Barriers.

Canadian softwood plywood, waferboard and OS face no
product standard or building code restrictions in the United
States that prevent their entry.

Canadian standards, however, expressly prevent more than 70
per cent of U.S. plywood from entering, as discussed below.

D. Volume.

The following table shows the very minor role of typical
plywood trade between the United States and Canada (all figures
are millions of square feet, 3/8" basis):

U.S. Softwood Plywood (TSUS 240.21)
Present annual manufacturing capacity 25,789
Present annual production 22,088
Normal annual exports to Canada 25

U.S. Waferboard/OSB (TSUS 245.50)
Present annual manufacturing capacity 4,126

76-574 0 - 87 - 3
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Present annual production 3,545
Normal annual exports to Canada NA*

Canadian Plywood (TSUS 240.21)
Present annual manufacturing capacity 2,430
Present annual production 1,876
Normal annual exports to U.S. 12

Canadian Waferboard/OSB (TSUS 245.50)
Present annual manufacturing capacity 2,280
Present annual production 1,522
Normal annual exports to U.S. 700

Thus, U.S. exports to Canada typically account for only a
small traction of one per cent of U.S. production. Canadian
plywood exports to the United States are less than one per cent
of Canadian production, but Waferboard/OSB exports are nearly
half of Canadian production.

III. Pro-Free Trade Agreement Attempts to Reduce Barriers.

During the 1980 Tokyo Round of multilateral trade
negotiations, U.S. and Canadian negotiators agreed to equalizesoftwood plywood tariffs at 8 per cent by January 1, 1990, down
from the then-existing and still-existing rates of 20 per cent in
the United States and 15 per cent in Canada. This reduction was
conditioned on "mutually satisfactory progress" in developing a
common North American plywood standard by January 1, 1983.

Meetings between U.S. and Canadian producers during 1981 and
1982 were unsuccessful in reaching agreement on common standards.

Other attempts since then by APA and the U.S. industry have
been similarly unsuccessful. The issue arose again last year
with the initiation of the FTA negotiations.

IV. The Standards Issue.

Standards and codes in the construction industry determine
whether a particular product can be used for a particular
application. Standards are either prescriptive (prescribe how
the product is to be manufactured) or performance (minimum
requirements for how the manufactured product performs). Codes
specify what standards a product must meet, and can provide a
means for qualifying new products for which standards have not
been established.

A. Plywood Standards.

A single plywood standard exists in the United States. This
is U.S. Product Standard PS 1-83, Construction and Industrial
Plywood, and is promulgated by the U.S. Department of Commerce
under the Voluntary Product Standards program. Plywood may
satisfy either prescriptive requirements or performance
requirements.

Canada has separate prescriptive standards for the
manufacture of Douglas fir plywood and for other softwood
plywood.

Though by no means identical, both the U.S. and Canadian
plywood standards have similar requirements for a number of
aspects of plywood manufacture, such as panel thickness and
gluebond requirements.

* Not available; estimated 3.
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The standards are significantly different, however, in two
key respects:

* x. Veneer is the thin sheets of wood (typically
1/10 of an inch thick) that are peeled from a log in a process
that looks something like unrolling paper towels. The veneer is
then stacked and glued to form plywood. The U.S. standard
recognizes four grades of veneer--A, B, C and D. Grade A has the
fewest defects, grade D the most. The Canadian standard
recognizes only Grades A, B and C, which are similar but not
identical to those three U.S. grades. Plywood is named by the
grade of veneer on its front and back faces. Plywood to be used
with one face exposed typically would be A-C. Most plywood used
in construction, however, is used for sheathing, such as between
the inner wall and outer wall covering of a house. No surface is
exposed. The most common sheathing grade manufactured in the
United States is C-D. But C-D plywood can't enter Canada because
Canada doesn't recognize D-grade veneer, although the species of
trees used are the same or similar in both countries and the
applications of the plywood are the same. D-grade veneer is a
component of more than 70 per cent of U.S.-made plywood that is
thus ineligible for entry into Canada.

* Spe cies. Canadian standards recognize only softwood
species indigenous to Canada. As a result, Southern Yellow Pine,
used in about half of U.S. plywood, is not recognized and can't
enter Canada, although it is competitive with U.S.-made Douglas
fir plywood on a performance basis.

There is current activity within the Canadian Standards
Association aimed at the development of performance standards
based on the structural panel performance standards developed by
APA. This is being encouraged by the Canada Housing and Mortgage
Corporation (the Canadian equivalent of the U.S. FHA). However,
the latest draft of this standard still excludes D-grade veneer.
The Canadians apparently also are concerned that adopting
performance standards that accommodate D-grade veneer would be
detrimental to the long-term durability of plywood sheathing
panels. APA finds no basis for that concern. C-D grade has been
used for sheathing in U.S. construction for more than 30 years.

B. Waferboard/OSB Standards.

U.S. waferboard and OSB is mostly produced under performance
standards published by APA and recognized by all code authorities
and HUD/FHA in the United States. Some waferboard also is
produced in accordance with a standard of the American National
Standards Institute. The ANSI standard measures performance in
terms of arbitrary strength and stiffness rather than actual
end-use.

Canadian waferboard and OSB are produced in accordance with
a standard very similar to the ANSI standard.

C. Code Requirements.

The building code and other regulatory bodies of the United
States, including the FHA, have means by which new products not
governed by established standards can be introduced into the
building process. Individual manufacturers in Canada have used
this process for introducing their products into the U.S. market.

In order to gain approval under the National Building Code
of Canada, however, it is necessary to show conformance to
established Canadian standards. There is no mechanism in Canada
comparable to that existing in the United States for gaining
acceptance of non-standard products.

Additionally, there are some emerging code requirements in
Canada for testing and product certification by organizations
accredited by the Standards Council of Canada (SCC). Council
accreditation is limited to "organizations in Canada". APA,
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which has a Canadian subsidiary and an office in Canada, is
seeking such accreditation, but has been rejected to date on the
basis that it is not a "Canadian organization." There are no
comparable restraints against Canadian organizations performing
testing and product certification pursuant to U.S. requirements.

V. The Canadian Ability to Waive Standards When Convenient.

Despite its formidable standard and code barriers, Canada
has shown a great willingness to accept non-qualifying U.S.
plywood when it suits Canadian needs.

These needs have arisen during Canadian wood products
strikes beginning in 1975. During those strikes, the Canada
Housing and Mortgage Corporation, which administers the Canadian
Building Code, has permitted U.S. panels made with Southern
Yellow Pine or D-grade veneer to be used in Canadian construction
due to strike-created shortages.

The most recent of those strikes occurred during the second
half of 1986. As a result, U.S. exports to Canada soared, and
for all of 1986 were nearly quadruple the normal level of 1985.
This high rate continued during the first two months of 1987 as
U.S. suppliers completed the filling of contracts made prior to
the end of the strike. In the last several months, however,
exports have reverted to approximately the 1985 non-strike rate.

The ready acceptance of this U.S. plywood confirms that
Canadian builders and mortgage lenders do not have a practical
problem with the U.S. standards. The only group with a problem
are the Canadian plywood manufacturers, for whose benefit the
standard was quickly reimposed after the end of their strike.

VI. Economic Harm if Tariffs Are Eliminated Without Resolving
Standards Issue.

If tariffs are eliminated without satisfactory resolution of
the standards issue, Canadian plywood would be able to enter the
U.S. market without any compensating entry by U.S. plywood into
Canada.

Capacity and production figures indicate that Canada could
generate one billion square feet or more additional plywood. If
half of that came into the U.S. market, it could easily force
closure of five or six U.S. mills at a loss of $190 million in
direct mill sales and the loss of 1,300 mill jobs and $30 million
in wages. A typical mill also impacts at least 50 more workers
in forests, 30 workers in distribution and many more in the
community where the mill is located.

VII. Conclusion.

Free trade between the United States and Canada on
structural panels cannot take place until the nontariff barriers
are removed and all U.S. structural panels are accepted by
Canadian codes. If the current U.S. tariff is canceled,
there will be no reason for Canadians to take any further action.
They will have access to our markets and we will continue to be
excluded from theirs.

The U.S. structural panel industry therefore believes that
no further tariff changes should be negotiated on structural
panels under TSUS 240.21 and TSUS 245.50 until standards
harmonization is accomplished and appropriate changes in the
Canadian building codes and lab testing programs are made to
remove the non-tariff barriers on U.S. structural panels.

"APA asks the Senate Finance Committee to support this
position.
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AMERICAN TEXTILE MANUFACTURES INSTITUTE

COMMENTS IN RE. U.S.-CANADA FREE TRADE AREA

SUMMARY STATEMENT

The American Textile Manufacturers Institute (AThI) on behalf of its member

firms and their workers, asserts that the United States of America should not

enter Into a Free Trade Area (FTA) agreement with Canada. Such an agreement

would be damaging to the American textile industry and is not in the best

interest of American industry in general.

The American textile industry and its workers hove already been greatly

disadvantaged and injured by imports; a U.S.-Canada FTA would only add to that

injury. The potential for unfairly traded imports into the United States

under the auspices of an FTA cannot be ignored and are likely to be permitted

in an FTA with Canada.

These comments are submitted by the American Textile Manufacturers Institute,

Inc., (ATMI) on behalf of its member firms, which represent more than eighty

five percent of the output of the domestic textile mill products industry.

ATMI is opposed to the establishment of a U.S.-Canada Free Trade Area (FTA) on

the grounds that it will not result in a net economic benefit to the domestic

textile industry or its workers and has the potential to inflict severe

economic damage instead. ATMI also believes that a U.S.-Canada FTA is not in

the economic interest of the United States as a whole, either.

With regard to the larger, national interest first, certain relevant facts

surrounding the relationship between our two countries should be considered in

evaluating the necessity of an FTA. The United States and Canada share the

largest undefended border in the world. They have enjoyed political and

social harmony for almost two centuries, longer than any other two neighbor
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states in the world. They are each other's largest trading partners. Their

citizens are free to cross each other's border without let or hindrance.

While pursuing their own national interests and forging their own political,

social and economic systems and policies, both countries have prospered and

grown and today stand in the front rank of the community of nations. All this

was accomplished without an FTA, which would therefore appear to be not only

superfluous but clearly unneccesary.

Another, more immediate concern arising from a consideration of a U.S.-Canada

FTA is its effect on current U.S. trade performance. A nation that is about

to pile a $170 billion trade deficit on top of a $160 billion trade deficit

recorded during the preceding year, which was preceded by a $148 billion

deficit the year before, ought not to be seeking ways to increase that

deficit, and that is surely what will happen if a U.S.-Canada FTA is enacted.

The misalignment of our currencies, which are supposed to be at parity, plus

the fact that the U.S. market is ten times greater than the Canadian market,

virtually assures that, under an FTA, trade flows will be heavily in Canada's

favor. This will redound to the benefit of Canada, our good and valued

neighbor and friend, but will not benefit American workers whose jobs ought to

have the highest priority for American policy makers.

Even if all other elements of our trading relationship - wage rates, exchange

rates, subsidies, financing costs and the like -- were equal, which they

clearly are not, the mere fact that an FTA would grant Canada unencumbered

access to a market ten times larger than the one we would gain access to means

that the United States cannot possibly achieve equity and parity under such an

arrangement. On this basis alone a U.S.-Canada FTA makes little or no

economic sense.

Furthermore, should a U.S.-Canada FTA be enacted, the United States would then

be under irresistable pressure to forge similar ties with other countries.

Even before the conclusion of negotiations with Canada, there have been

proposals for and overtures made on behalf of FTAs with Mexico, Uruguay,
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Taiwan and the member states of ASEAN. Free Trade arrangements with these

countries, with their lower levels of economic development and purchasing

power relative to the U.S. and their vast pools of low-wage labor to fuel

their export-driven economies, would be economic suicide for the United

States. Yet the proponents of such arrangements need little more than a

U.S.-Canada FfA as justification for their proposals. These are ideas whose

time should never come.

The U.S. textile industry is particularly concerned about the effect of a

U.S.-Canada FTA on tts business and the livelihoods of its 730,000 workers.

As the accompanying exhibits A and B show, the industry has been for several

years and continues to be severely damaged by an unrelenting flood of

imports. Canada is among the more than 160 countries shipping textiles and

apparel to the United States. Today Canada is our eighth largest supplier of

textiles and apparel and is among the fastest growing of all suppliers.

During the first half of 1987 textile and apparel imports from Canada were 29%

ahead of prior year levels. This increase comes on the heels of a 43%

increase registered during calendar year 1986 (Exhibit C).

These imports would only show further dramatic increase under the auspices of

an FTA since import duties would be greatly reduced or eliminated altogether,

thus inflicting terrible damage on the domestic industry and its workers.

Beside tariff reduction/elimination, there are other, even more compelling

factors which will virtually assure an increase in textile and apparel imports

from Canada. These have to do with transshipments and permissive rules of

origin.

Transshipment of textiles and apparel from countries under restraint (quota)

through third countries and then into the United States is one of the oldest

and most pervasive forms of import fraud and circumvention which the domestic

industry has to contend with. It is well known that there has been and

continues to be transshipment of textiles and apparel through Canada.

Furthermore, the incentive offered by an FTA would prove irresistable to

unscrupulous and dishonest traders in both countries. With over one hundred

(

I
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ports of entry on the U.S.-Canada border, the U.S. Customs Service, already

overburdened and undermanned, would be unable to cope effectively with the

increased transshipments that would inevitably result from a U.S.-Canada FTA.

A possibly even greater danger is posed by the current country of origin

regulations applied to U.S. textile and apparel imports. Under these

regulations, it would be perfectly permissible for cheap inputs - yarns and

fabric - to be imported into Canada and made up into textile and apparel

products for export to the United States. These inputs could be illegally

subsidized and/or dumped by the exporting producers, but there would be little

incentive for Canada to move against them (a difficult, tortuous process at

best) since they wouldn't be entering and disrupting the Canadian market; like

transshipments, they would merely be passing through on their way to the

United States. In this context, it should also be noted that Canada's system

of import controls on low-priced yarns and fabrics from low wage countries is

much looser and more permissive than the United States'.

Aware of the frightening potential of the likely scenario described here,

domestic industry representatives have been working with officials of the

Office of the United States Trade Representative and the Department of the

Treasury to formulate rules of origin to govern a U.S.-Canada FTA which would

eliminate such practices and save the industry and its workers harmless from

the effects of such unfair trade. There is no assurance, however, that the

industry's needs in this regard will be adequately addressed in an FTA

agreement. The best assurance would be not to enact an FTA in the first place.

The pitfalls and dangers posed by the enactment of a U.S.-Canada FTA are

obvious and ominous. The potential benefits are less clear. They are, in

fact, practically invisible. It is apparent to ATMI that the potential

economic damage suffered by American workers as the result of an FTA with

Canada would more than offset any gains to be won from such an agreement. On

behalf of its member firms and their workers, ATM! therefore urges the

Committee on Finance to withold recommendation of the enactment of a United

States-Canada Free Trade Area agreement.
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EXHIBIT A

U.S. TEXTILE AND APPAREL TRADE
C.I.P IMPORT VALUES
FA.S. EXPORT VALUES

(millions @o dollars)

70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 68 68 687

" Annual Rate

lTXTILES .NAPPRLR. T[XTILES A APPAO•LL

1190015 EXP0T$ SAANEE 1R0T11 EXPOITS j 2190WNT EXWORTS SAJAICE

F.A.S. VALUES
1.135 603 - $32 1,2
1,392 632 - 760 I,5*l
IS26 779 - 747 1.M4
I1S54 1.22, - 33 4 ,13

200 -I,067 2,402 603 -I.,$
204 -I,317 2.913 am -2.017
240 .1."43 3.409 1.019 .2.390
278 -I.M O 3.736 I.S03 .2,333

C.I.F. VALUES
1974 1.72S 1.79" * 43 2.517 400 .2.117 4.269 2 .1" .2.074
1975 1,336 11625 * 269 2.126 403 -2.423 4.162 2.026 -2.134
1916 1.791 1.970 * 179 3,938 $10 3.428 5.729 2,460 -3 249
1977 1.939 1.959 * 20 4:493 606 -3.$S6 6.432 2:567 -3.
1976 2.400 2,21, 2 2 15 6,16 677 .-s431 6So06 2.92 s5606
1979 2,399 3.189 n 790 6291 931 --5310 6,690 4,120 46570
I10 2.676 3.632 + 95 4,649 ,202 -4s647 9525 4.634 -4.691
1961 3,250 3.619 * 369 11006 1.232 4:776 111.26 C 4.1 -4.407
1960 3 2000 2,784 - 216 6,703 53 -7.7S0 11.703 3,737 .7-,9
1963 3 460 2.3 : -12:092 10.292 616 -9.414 13.752 3,104 *10,38S
1964 46814 2.362 -2.492 14,513 S07 o 13,06 19,381 3.19 -.161,"
196S S.274 2.3M4 .2.906 16.054 7S5 -IS.301 21,330 3.121 .16.209

1906, 4,151 2,S70 -3.580 10.54
Ist 0 1.,03 622 -41 4.2M
2nd Q 1.515 6 4 -W60 4,081
3rd 0 1.606 628 -96 5.502
4thQ0 1.524 "S 4-5s 4,664

1967:
Ist O 1.62, $73 . 95 5.100

900 -.1,6S2 24,705 3.449 .21.255
204 -4.094 5,602 66 o 4,9is
236 -3,52 5,603 691 -4,11
226 -5.276 7-111 6564 4257
234 4,432 6,190 sit -5,2

240 4.660 6,728 626 -,615

SOAs: U.S. elparwiat of Cimnrc0. FT-1.3S Pr.140. SITC ClasstuflcAtioa 6S A864. a0tU or* In lloe O fdllirs.

1970
1911
1912
1973
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EXHIBIT C

U.S. TEXTILE AND APPAREL

IMPORTS FORM CANADA*

MILLION SQUARE YARDS EQUIVALENT

1980

1981

1982

1983

1984

1985

1986

1st 6 mos. 1986

1st 6 mos. 1987

* Cotton, Wool and Man-Made Fiber

I

134.0

117.5

138.5

161.9

299.6

254.0

364.6

169.7

218.9
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Comments of
American Trading Transportation Company, Inc.

Concerning
U.S./Canada Trade Area Agreemeht Negotiations

Senate Committee on Finance
August 17, 1987

American Trading Transportation Company, Inc. and its
affiliates are the owners and operators of five unsubsidized
U.S. flag tankers ranging in size from 34,124 to 57,884
deadweight tons. All of our tankers have domestic coastwise
trading privileges. Three of our five tankers are extremely
modern diesel vessels, having been built and delivered in 1982
and 1983. Recently we have been advised that the U.S.-Canada
Trade talks have included a proposal that the U.S. coastwise
trade be opened up to Canadian vessels. We believe that such a
decision would destroy the U.S. flag fleet and we therefore wish
to object to it in the strongest terms.

The reservation of ocean commerce between U.S. ports to U.S.
flag shipping is a basic and long standing element of maritime
policy on the grounds of national security. Congress clearly
enumerated this policy, starting with the Merchant Marine Act of
1920 and has repeated it many times since, most recently by the
passage of legislation forbidding the use of funds to implement
Construction Differential Subsidy (CDS) Repayment. In addition,
countless letters, signed by Senators and Representatives too
numerous to mention, have been sent to various offices of the
Executive branch reemphasizing this policy. It is therefore
staggering that the Executive branch, in its trade negotiations
with Canada, would have the impudence to even consider for dis-
cussion so fundamental a policy of our government.

Opening the Jones Act trades to Canadian flag carriers would
no doubt deal a death blow to the U.S. flag fleet. Already
rocked by declining cargoes, changing transportation patterns
and illegal avoidance of Jones Act requirements, U.S. flag
shipping companies simply could not withstand encroachment on
what is left of their trade by Canadian flag vessels. One of
American Trading's vessels has been without employment for
nearly a month and year-to-date our other vessels have been
unemployed for over 100 days. Canadian flag vessels already
enjoy the lion's share of the bilateral trade between the U.S.
and Canada because of their lower wage costs and subsidized
shipbuilding industries. Therefore, opening up domestic U.S.
trade to these vessels would surely push the U.S. carriers from
the trade. Even worse, such a change in policy would invite
flag of convenience operators to flag their vessels Canadian
simply for the purpose of being able to enter a new market, the
U.S. domestic coastwise trade, all to the detriment not only of
the U.S. fleet, but also of the Canadian fleet.
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From a precedent standpoint, such a policy change would also
be devastating since it would only be a matter of time before
other trading partners asked for and received similar concess-
ions. Most logical, and first in line, would be Mexico, given
her convenient access to U.S. Gulf intercoastal waterways and
"ports.

The recent, alarming tendency of the Executive branch to
"take matters in their own hands" contrary to the will of
Congress has been highlighted recently by the Iran hearings as
well as by the reflagging of Kuwaiti tankers in a manner con-

"- trary to our own regulations. For short term gain or advantage,
the Administration seems willing to sacrifice virtually any
policy or ignore any law. Congress simply must not tolerate
such an obvious breach of their authority. Congress must con-
trol the Executive Branch departments which seem dedicated to
fostering foreign interests rather than the national interests
of the population.

It is a long recognized maritime principal that nations have
a sovereign right to reserve domestic trade for their own
national fleets in order to ensure the availability of a core
fleet of oceangoing vessels and the experienced officers and
crew to man them. This policy, long rooted in our history as
well as in our laws, should not now be sacrificed in favor of
some short-term, short-sighted trade objectives of the Admin-
istration.

Very T1
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U.S. - CANADA FREE TRADE NEGOTIATIONS

Statement of

AMERICAN TRUCKING ASSOCIATIONS

Mr. Chairman and members of the Committee on Finance, as

President and Chief Executive Officer of the American Truck-

ing Associations, I am submitting this statement on behalf of

the American Trucking Associations ("ATAU) to present the

views of the United States trucking industry in support of

the U.S.-Canada Free Trade Talks.

Through its 51 affiliated truLking associations located

in every state and the District of Columbia, 10 affiliated

conferences, and several thousand individual motor carrier

members, ATA represents every type and class of motor carrier

in the country, for-hire and private; regulated and exempt.

Thus, ATA is uniquely qualified to articulate the views of -

industry with respect to the trade talks.

T'he trucking industry, both U.S. and Canadian, carry the

vast majority of manufactured goods which cross the

U.S./Canadian border. Thus, any increase in trade between

the two countries most likely will increase the tonnage of

goods to be transported by truck and will be good for the

trucking industry. Thus, we support the aims of the talks to

increase trade between the two countries.

Our chief concern is that U.S. truckers be able to

compete on an equitable basis with their Canadian counter-

parts for a fair share of the market. Prior to the enactment

of the Motor Carrier Act of 1980, the economic regulatory

schemes in the United States and Canada were nearly, although

not precisely, identical. They were both characterized by

narrowly defined operating authorities, limited entry and

tight regulation. The major difference between the two

schemes was the means of implementation. While interstate

operating authority in the U.S. is granted by the Interstate
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Commerce Commission (CICCe), the Canadian equivalent --

extra-provincial operating authority -- is regulated by the

individual provinces.

Following enactment of the 1980 legislation, U.S.

regulation of the motor carrier industry chVnged dramati-

cally. Entry requirements are substantially relaxed and the

ICC engages in little, if any, active enforcement of the

remaining laws and regulations. In contrast, the Canadians

have continued their traditional regulatory scheme.

The result of this disparity has been disclosed in a

study done on behalf of the Ontario Transportation Board.

The study revealed that the Canadians share of the trans-

border trucking market had grown from forty-four percent

(44%) in 1979 (prior to the U.S. easing of regulations) to

fifty-two (52%) in 1984. The study concludes that the growth

in the Canadians' share of the market was largely due to

eased entry in the United States for Canadian carriers. Over

1,000 Canadian carriers have received broad U.S. operating

authority from the Interstate Commerce Commission during the

1980-86 period. Canadian regulation has remained extremely

strict during this time period. U.S. carriers have had a

difficult time in obtaining operating authority and the scope

of that authority granted is narrow. Thus, our carriers have

suffered competitively over the past 7 years.

The actions of the Canadian federal government appear to

be on the way to resolving the disparity problem. The

Canadian parliament is expected to enact the Motor Vehicle

Transport Act, in the very near future. If enacted, the new

law will put in place federal standards governing the licens-

ing of extra-provincial motor carrier transportation in

Canada. The legislation would result in an entry system in

Canada similar to that in the U.S. beginning in January 1,

1987, and would create a regulatory scheme equivalent to the

ICC's current implementation of the Motor Carrier Act. The

enactment and implementation of the Transport Act would
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result in the "level playing field" that U.S. carriers have

sought in the U.S./Canadian trucking market since 1980.

The Canadian provinces would retain the right to

regulate intra-provincial trucking, just as the individual

states retain that right in the United States. ATA supports

allowing the state or provincial government to determine the

level of economic regulation to be imposed on intra-

provincial/state transportation. The local government is

best capable of determining the needs and requirements of

transportation companies and shippers on a local basis.

While the Canadian legislation will resolve the major

issue of concern for U.S truckers, ATA is very concerned with

attempts to use the trade talks and other trade legislation

to further deregulate the U.S. domestic trucking Industry,

egintrastate deregulation. The industry opposes further

deregulation of the interstate motor carrier industry and

proposals to preempt state regulation. State regulation is a

matter for earh State to decide.

The trucking industry does not wish to be put in a

position of having to oppose a trade agreement with Canada,

which we believe would be beneficial to all concerned,

because of inclusion of motor carrier deregulation.

With the passage of the Canadian motdr carrier deregu-

lation legislation, it is our recommendation that discussion

of trucking in the trade agreement include a statement of

principle supporting equal licensing on transborder trucking.

This statement of principle will enable the U.S. to reopen

the talks or seek redress through established mechanisms if

the Canadian deregulation legislation is not implemented

fairly.
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SUMMARY
OF

COMMENTS SUBMITTED BY TIIF
AMERICAN WATERWAYS OPERATORS (AWO)

ON TIlE U.S.-CANADA
FREE TRADE AREA NEGOTIATIONS

AWO is the. national trade association of the U.S. inland and coastal barge and
towing industry and small- to medium-sized shipyards. In the context of the
U.S.-Canada trade negotiations, the Canadian government is seeking an exemption
to U.S. cabotage laws to allow Canadian vessels to operate in the U.S. domestic
waterborne trade. AWO vigorously opposes thib proposal and opposes as strenuously
a proposal outlined by Special Trade Representative Clayton Yeutter to allow Canada
to participate in the U.S. domestic trade by virtue of future amendments to
existing law.

Adoption of either proposal would alter drastically the composition of the U.S.
merchant marine in general and the tug and barge industry in particular.
Throughout our history, U.S. towing companies have adhered to the nation's
cabotage laws which require, for domestic operations, use of U.S.-built, U.S.-owned,
and U.S.-manned vessels. They have done so, most notably, by their investments in
the future of this industry. The U.S. consumer has been well-served within the
Jones Act by vigorous competition among and between these U.S. companies. At the
same time, the nation has been assured of secure carriage of vital commodities, as
well as serving national security needs.

Because all domestic operators must comply with these cabotage requirements, as
well as U.S. laws which protect our workers and the environment, each domestic
operator is competing on an even playing field. In contrast, Canadian-flag vessels
built in Canada for its coastwiN.e trade have been constructed with considerable
government subsidy. Canadian vessels have also been built in heavily-subsidized
foreign shipyards; there is no Canudian-built requirement. As a result, capital costs
of Canadian vessel operators are much lower thaui for U.S. vessels. Should Canadian
vessels be granted permission to operate in the U.S. domestic trades (which includes
the inland waterway system), U.S. operators would be unable to bid competitively
for freight. For an industry just experiencing the first blush of economic recovery,
such competition would surely drive even the most substantial U.S. companies out
of business.

The proposed "grandfathering" of existing maritime law, while allowing Canadians
access to business opportunities arising from expanded maritime statutes, amounts to
giving away the future of our industry. fr. the 1920s, when the Jones Act was first
enacted, the intent of our cabotage laws was clear ... to preserve the nation's
maritime assets in the event of national emergencies. Certainly Congress at that
time could not have anticipated activities prevalent today, but which impinge oin the
Jones Act, such as OCS exploration or transportation of hazardous materials.

The Jones Act and related statutes are evolving laws. Over the years loopholes
have been closed and the application of U.S. cabotage laws to "new" activities are
clarified, i.e., transportation of valueless material, or seabed mining activities within
the 200-mile Exclusive Economic: Zone. If the Canadians are allowed access to
these business opportunities legitimately falling within U.S. cabotage law, again, U.S.
companies will be shut out of the competition, with disastrous consequences for
U.S. security.

/!

I
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The American Waterways Operators, Inc.

executive Offices .josn F Fdtd

1600 Woson BoulevardSuite 1000
ArtingOn VA 22209

Teo 703 d4t-9300

August 14, 1987

Honorable Lloyd Benteen, Chairman
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

The American Waterways Operators (AWO), the national trade association
representing the U.S. inland and coastal tug and barge operators and
small- to medium-sized shipyards, takes this opportunity to submit our
comments on the U.S.-Canada free trade area negotiations. We
understand in the context of these trade negotiations, that the Canadian
government is seeking an exemption to U.S. cabotage laws to allow
Canadian vessels to operate in the U.S. domestic waterborne trade. AWO
vigorously opposes this proposal and opposes as strenuously the suggestion
outlined in the enclosed letter from Special Trade Representative Clayton
Yeutter to allow Canada to participate in the U.S. domestic trade by
virtue of future amendments to existing law.

Adoption of either proposal would alter drastically the composition of the
U.S. merchant marine in general and the tug and barge industry in
particular. : Throughout our history, executives of U.S. towing companies
have adhered to the nation's cabotage laws which require, for domestic
operations, use of U.S.-built, U.S.-owned, and U.S.-manned vessels. They
have done so, most notably, by their investments in the future of this
industry. And, it is critically important to note, the U.S. consumer has
been well-served within the Jones Act by vigorous competition among and
between these U.S. companies. At the same time, the nation has been
assured of secure carriage of vital commodities, as well as serving
national security needs. Today the U.S.-flag vessels plying our system of
locks, dams, canals and coastal waters is all the more important for our
defense readiness. We supply essential jet fuel to military air bases and
otherwise supply the munitions and plastics industries so vital to our
national defense. And, we provide the feedstocks for America's plastics
industry and the chemicals which are used in munitions and rockets.
These are simply a few examples of many. Because success often begets
complacency, a special Presidential Commission is looking at even more
defense applications for our industry.

) ecause all domestic operators must comply with these cabotage
requirements, as well as U.S. laws which protect our workers and the
environment, each domestic operator is competing on an even playing
field. In contrast, Canadian-flag vessels built in Canada for its coastwise
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Honorable Lloyd Bentsen
Page 2
August 14, 1987

trade have been constructed with considerable government subsidy.
Canadian vessels have also been built in heavily-subsidized foreign
shipyards; there is no Canadian-built requirement. As a result, capital
costs of Canadian vessel operators are much lower than for U.S. vessels.
Should Canadian vessels be granted permission to operate in the U.S.
domestic trades (which includes the inland waterway system), U.S.
operators would be unable to bid competitively for freight. For an
industry just experiencing the first blush of economic recovery, such
competition would surely drive even the most substantial U.S. companies
out of business.

The proposed "grandfathering" of existing maritime law, while allowing
Canadians access to business opportunities arising from expanded maritime
statutes, is no less than a s.aare and a delusion. That is giving away the
future.

In the 1920s, when the Jones Act was first enacted, the intent of our
cabotage laws was clear .. , to preserve the nation's maritime assets in the
event of -national emergencies. Certainly Congress at that time could not
have anticipated activities prevalent today, but which impinge on the
Jones Act, such as OCS exploration or transportation of hazardous
materials.

With the intent unchanged, the Jones Act and related statutes must be
evolving laws. Over the years loopholes have been closed and the
application of U.S. cabotage laws to "new' activities are clarified, i.e.,
transportation of valueless material, or seabed mining activities within the
200-mile Exclusive Economic Zone. If the Canadians are allowed access
to these business opportunities legitimately falling within U.S. cabotage
law, again, U.S. companies will be shut out of the competition, with
disastrous consequences for U.S. security.

Mr. Chairman and members of the Finance Committee, AWO believes that
the barge and towing industry contributes significantly to the U.S.
economy, with inland and coastal barges and towboats moving over 311
billion ton-miles per year. We respectfully request that your comMititee
urge our trade negotiators to refrain from including maritime give away
programs within the FTA negotiations.

Sincerely,

Enclosure
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THE UNITED STATES TRADE REPRESENTATIVE
WASHINGTON

20506

July 21, 1987

Mr. Joseph Farrell
The American Waterways Operators
Executive Offices
1600 Wilson Boulevard
Suite 1000
Arlington, Virginia 22209

Dear Mr. Farrell:

Thank you for your recent letter regarding the status of shipping
in the free trade negotiations with Canada. The services negotia-
tions are centered around a draft set of rules and disciplines that
would pertain solely to laws that are enacted after the agreement
is signed. Thus, if shipping were to be covered by such an
understanding, the existing provisions of the Jones Act, in
addition to any other existing legislation applicable to the
shipping industry, would not be bound by its provisions. They
would be grandfathered.

The issue for consideration in the Free Trade Agreement negotiations
is whether future laws pertaining to maritime would conform to
the principle of trade to the extent of their application to Canada.

There has been some question as to whether the Jones Act has been
"on the table" for consideration in the Free Trade Area negotiations
with Canada. In March, the Canadian negotiators asked that
Canadian flag vessels be exempted from our cabotage provisions as
part of the services understanding. Our negotiators made it very
clear that this was a matter we are unable to consider, and we
provided the Canadians with a frank assessment of the political
environment associat, I with this issaze in thb United States so
that they could fully understand our position. The Canadians,
nonetheless, persisted in their request. I can assure you,
however, that we have shown no flexibility in granting this
cabotage exemption to their vessels and there simply are no
circumstances under which we would consider such an exemption.

I appreciate your interest and concern in this matter. Let me
assure you that any recommendation we make regarding the inclusion
of shipping in the FTA will be after close consultation with the
maritime industry.

Sinc ely,

/ eutt
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1AMU4 Amoco Transport Company
200 East Randolph Drive
Post Office Box 86
Chicago. Illinois 60680
312 856-4810
Telex 25-4709

E J Ro' 4i•' Cable AMOCOSHIP
Pesaern TWX 910 221 2513

August 14, 1987

The Honorable Lloyd Bentsen, Chairman
Senate Committee on Finance
U.S. Senate
Washington, D.C. 20510

Dear Senator Bentsen:

The United States, through the U.S. Trade Representative, is
currently engaged in negotiating a Free Trade Area Agreement with
the Canadians. It is my understanding that the Canadian side has
advanced several proposals which could threaten the U.S. maritime
industry. Likewise, the U.S. is purported to be considering a
proposal to "grandfather" existing U.S. maritime programs and
provide Canadian maritime interests the benefits of equal
participation in any future U.S. maritime policies. Granting
Canada access to our domestic trades would make its merchant marine
a beneficiary of our long standing U.S. promotional programs. Such
programs were enacted to develop and maintain an American merchant
marine for national security purposes.

I urge you and the members of your Committee on Finance to support
the resolution recently advanced by Senator John Breaux that all
proposals relating to our maritime promotional programs be taken
off the negotiating table afd not be included in the final Free
TradetArea Agreement. It is imperative that the President and the
U.S. Trade Representative understand that your Committee stands by
the Jones Act and does not support any attempts to have the Act
used as a bargaining chip in the U.S. - Canada trade talks.

Sincerely,

-X

L~ /
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ARTHUR ANDERSEN & Co.

69 WZST WASHISOTON STREET
DUANz R. KULLDZRO CHICAOO, ILUNO|S 60602
MANAOINO PARINZR- (01i) 580-006o
cult? ZXZCUT1VZ orTcz

August 10, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

This letter is in response to your request for comments on the
U.S.-Canada free trade area negotiations.

Speaking both for myself and for Arthur Andersen & Co., a comprehensive
and balanced free trade arrangement with Canada is highly desirable. We
have been impressed by the work of you and your committee in preparing to
deal with a finalized agreement. Also, we have been encouraged by the
preliminary information coming out of the negotiations, although we
realize that several difficult issues have yet to be addressed. We will
comment more fully and specifically after we review the final text of any
agreement that may be reached.

As a member of the Service Policy Advisory Committee to the United States
Trade Representative, I have followed many trade negotiations closely and
have had an opportunity to comment on both bilateral and multilateral
negotiations on services. The Committee should know that Ambassador
Clayton Yeutter has done an outstanding job of keeping the private sector
informed and of representing our views before the various negotiating
bodies. With respect to the Canadian negotiations, Ambassador Peter
Murphy and Deputy Assistant Trade Representative for Services Richard
Self have both performed admirably in consulting with the private sector.

Background

Arthur Andersen & Co., S.C. is a worldwide organization which provides
professional services in accounting and audit, tax, management informa-
tion consulting and professional education. We are one of the world's
largest international professional services organizations, with member
firms in 50 countries employing 36,000 people. Our fees totaled $1.9
billion in fiscal year 1986.
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ARTHUR ANDERSEN & Co.

The Honorable Lloyd N. gentsen
Committee on Finance
United States Senate - 2 - August 10, 1987

Arthur Andersen established its first Canadian office in 1960. Today we
have six offices across Canada employing over 700 people. These offices
serve not only Canadian clients but also the Canadian-located entities of
clients from the United States and other countries. Likewise, many of
our offices in the United States serve Canadian client entities located
here.

Interest in Canadian Negotiations

On the whole, our firm and other international accounting organizations
have benefited from the open commercial environment between Canada and
the U.S. We encounter very few government regulatory constraints, and
the few impediments we do face are relatively minor.

Nonetheless, we have a strong interest in the U.S.-Canada negotiations
and the achievement of a comprehensive, balanced and enforceable free
trade agreement. Such an agreement would contribute to economic growth
in both countries and expand cross-border trade and investment, which
would benefit our business and many others.

As far as the Services Sector is concerned, an agreement would serve to
preserve the current open environment in the years to come. In addition,
it would set a good precedent for upcoming multilateral negotiations on
services, which we hope will address circumstances in countries that have
more severe trade obstacles to overcome than those encountered in the
United States/Canada context.

Comments on Negotiations to Date

I realize that I am not in a position to comment on all the elements of
the negotiations and that there are many outstanding issues yet unre-
solved. Nevertheless, I believe that any successful agreement must be:

1) comprehensive -- covering trade and investment in goods and services
and related issues such as intellectual property protection, movement
of professional personnel and discriminatory regulation.

2) balanced -- working to the advantage of both countries, with
give-and-take on both sides for the common gain.

3) enforceable -- assuring that obligations will be fulfilled, that
issues coming to light will be addressed in future years, and that
interests on both sides of the border have recourse to fair and
impartial means of resolving disputes.
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AmTnUR ANDzRSEN & Co.

The Honorable Lloyd M. Bentsen
Committee on Finance
United States Senate - 3 - August 10, 1987

I can comment somewhat more specifically on services-related matters
because we have had the opportunity to review informal understandings and
bracketed texts to date. It is my impression that all the elements of an
excellent services agreement are on the table, although not yet pinned
down. A key issue is whether the agreement will go beyond national
treatment to include the right of market access, the right of commercial
presence and/or the right of establishment. Progress is also being made
toward assuring that professional standards and licensing requirements
are applied on a nondiscriminatory basis.

There are two issues of particular interest to us. The first is the
elimination of import duties and customs valuation problems on published
materials that are used for internal purposes and that have no external
commercial value. We understand that there is a very good chance that
this problem will be eliminated at the time the agreement goes into
effect. The second item is the minimization of restrictions and paper-
work relating to professional personnel from one country on temporary
assignment in the other. We have learned, from consultations with the
U.S. Trade Representative's Office and the Department of Labor, that the
two governments are close to an agreement addressing these problems.

A final issue of interest -- the reduction of excessive tax burdens on
individuals on temporary assignment in the other country -- is not being
addressed at this time. We remain hopeful that some improvements can be
made on this in the future, outside the context of the free trade nego-
tiations.

I hope my comments prove helpful. Once again, both my firm and I are
supportive of the negotiations. Naturally, our final judgment will
depend on our analysis of the actual text.

In this regard, we would be pleased to supply more information to the
committee this fall as it enters more specific consideration of nego-
tiated texts. I would appreciate being kept informed of your progress.

e incerely

-KLC ~~Duane R. ulbr
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Aeodaauon of Ammicen pubishae In&

2005 Maseachuse Avenue. N W
WaShngOn, DC 20036
Toophons202 232-3335

Nicholas A. Vemote

August 10, 1987

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Building
Washington, D.C. 20510

Dear Mr. Chairman:

We are responding to the Finance Committee's request
for comments on the U.S.- Canada free trade negotiations.

The Association of American Publishers is in favor of
a comprehensive free trade agreement with Canada. Such an
arrangement, covering commodities, services, Investment
and Intellectual property protection, would offer economic
benefits to both countries and give added Impetus to the
free and unrestricted exchange of Ideas - a primary
objective of this Association. To promote and support
efforts to broaden the trade relationship with Canada, our
Association, which represents the American book publishing
industry, has joined with a diverse group of U.S.
businesses and trade associations to form the American
Coalition foe Trade Expansion with Canada (ACTE/CAN).

Our endorsement of a free trade arrangement with
Canada Is, however, qualified by our insistence that any
such agreement must include an end to Canada's punitive
foreign investment policy as it applies to American book
publishing companies.

That policy, promulgated In July 1985 by former
Canadian Communications Minister Marcel Masse, forecloses
all new American investment in Canadian book publishing.
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Even worse, it forces American publishers to divest
themselves of "indirectly acquired" Canadian subsidiaries
within two years of the acquisition. Thus, for example,
if a U.S. firm acquires an American publishing company
which happens to own a Canadian subsidiary, that
subsidiary must be sold to Canadian interests at the end
of two years. This forced divestiture, at "fire sale"
prices, places American publishers at a substantial
disadvantage and causes serious economic dislocation and
investment flow distortions.

Ostensibly put forward to protect Cknadian "cultural
sovereignty," the forced divestiture policy is really not
a cultural issue at all. As a Canadian writer stated in a
recent issue of Maclean's magazine: "The warning cries
about selling our culture to the Americans reflect only
the interests of a small but vociferous lobby of Canadian
businessmen and intellectuals who want to protect
themselves from American competition." That such a
policy has no place in a reciprocally balanced free trade
agreement is further evidenced by the substantial and
unrestricted acquisition of U.S. book, newspaper, and
magazine publishing companies in recent years by Canadian
interests.

With the understanding that a U.S.- Canadian free
trade package must deal equitably with the question of
foreign Investment in Canadian book publishing operations,
we view the historic negotiations now underway as an
unparalleled opportunity fir economic cooperation with a
staunch ally and friend.

Sincerely,

Nicholas A. Veliotes
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(:ENTER FOR EN*TRFPRL%%iI. RSHIP
WICHITA STATE L*'NIVI'RSI I Y

WICHITA, KANSAS 6728ff (316) 689.1000

ASSOCIATION OF COLLEGIATE ENTREPRENEURS

August 12, 1987

Honorable Members of the Senate Finance Committee
c/o Laura Wilcox, Hearing Administrator
Committee on Finance
Unites States Senate
Room SD-205 -
Washington, DC 20510

Denr Senators:

International trade is Important to our 6000 members who
represent the nation's top young entrepreneurs age 30 and under.
And the firms that they have founded represent over $2.5 billion
In gross revenues. More specifically, research is showing that
our members as well as youth in general support free-trade (see
the attached Success magazine story) even when the foreign
competition might threaten their own business.

As an association, we have enjoyed a great relationship with our
young entrepreneurs to the north. Besides helping to establish
an ACE-Canada, we have participated actively in each others'
conventions and we have seen several beneficial business ties
established between young entrepreneurs from both countries.

In support of free-trade with Canada, I've joined with several
other entrepreneurship and small business association leaders in
supporting the efforts of the American Coalition for Trade
Expansion with Canada (ACTE/CAN). Their background materials and
relative defense of free-trade represent my thoughts.

Please know that I'm only speaking for myself (our members have
not taken any kind of official vote), however, my thoughts and
feelings do reflect the research which has been done and personal
conversations I've had with our members.

The essence of my stance relates to the long-term effects of
trade policy established today. Our members, as the young
business leaders of our nation, will be the ones which have to
suffer the consequences or reap the benefits of these talks as
they Impact the long-term. And history demonstrates the negative
long-term impact of Inhibiting trade -- even when established
only in retaliation for perceived or real trade barriers of
others.

Sometimes, one Just wants to stand-up and yell "leave us alone."
It Is Inconceivable how we have even come to the point where a
handful of Individual negotiators are deciding whether one of our
Canadian young entrepreneurs can or cannot cut a deal with one of
our U.S. young entrepreneurs. Though the issues are much more
complicated, this Is essentially what is being negotiated. And
this is sad:

There is no doubt that anything done to more completely open-up
trade between the U.S. and Canada will have a positive long-term
impact on the young entrepreneurs and youth in general of both
nations.

With re ,rds /

Verne C. Har ish
National Director
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New -Age
Capitalists

Risk Takers
In an Era of Uncertainty

By Amy Saltzman

They've been called selfish. un.
pnncipled, and greedy. They've
been accused of being narrowly
apolitical, aware only of their
own self-interest and oblimous
to any concept of the common
good In their quest for self-ex-
pression, they job-hop inces-
santly, disrupting corporate
stability. Their disregard (or
long-term commitments has
caused the breakdown of compa-
ny cohesion as older executves Julie rk (nM&
shy away from sharing riforms- liHe r 1*,ipYh
ton with employees who may neutshlp kaWhe
resign at a moment's notce. Andy and CoA

There seems no limit to their San •iedo Dus4
egocentraicty Even the most ju- u. ans on the)
nior of their ranks thinks nothing
of firing off a note tosa CEO he barely knows, crit-
citing accepted policies or brashly proposing unor-
thodox courses of action. Frustrate ham in the east
and he's off to bunch his own businendisplaying a
self-confidence worthy of lat,-r-day robber barons.

That has been the standard picture of today's
young entrepreneurs and executives. Yet even
within this stereotype there are ostensible contra-
dhctionn: On the one hand, there Is the image ofthe
intensely individualistic, ruthlessly competitive
professional possessed of a passionate desire to
prove his own uniqueness. On the other hand. ade.-

' cidedly un-yuppie-like picture
emerges, of a business execu-
tive pursuing creative self-ex-
pression, eager to explore new
ways of managing, and attuned
to egalitarian philosophies of
teamwork and cooperation.

In tact, there is no dichotomy.
The opposite traits turn out to
be facets of a new breed of busi-
nessman who stands in stark
contrast to an earlier genera-

pr)oflClanBV "ios prototype, the Organzam-
r1 aav entmpre. tion Man, and his prevailing
Ieslofbuslnewa values of loyalty, security, and
J Kaiuh (kI.) of conformity. This "new competi-
kpr siren ndirid- tor," as he is often called, has

been shaped by the major eco-
nomic events of our time.

A sklaydshnrkWhq/jbs in Fortuu. cSW m.s-
"na. am ,ahnu Ieo lSss .O/w mth Ien5 ollaiPh jos
since abiut 197( It's a trend that has been dranati-
cally exacerbated in the last few years with massive
layoffs and "downsiaximn" by major companies.
Awareness o this trend has engendered a survivm-
list streak in the new competitor, an "IT watch out
for myself first" determination.

A eiu au tAnding entwprrianul ,ieomy
talt hasmrated smW 40 nuslhon jos in tONs sawe a-
riodi thatftheNZImpm ii s.losta5i.oHon. The effect
has been to encourage creative risk taking and to in-

PHOTOGRAPHS BY GWENDOLEN CATES

@
I/1
J•

k•



85

Innovation, and shared responsibility,
are more important than loyalty.

-fuse new (cimpetiiors with a hearty faith nearpt.'rfect "libertarian" scores (s,
in free market capitalism box. page 52) Ilarsard Business Sdchw

A small but iisiblr high itch boom. professr D Quum Mills. whose ne
Though it resulted in it lauvely few jobs, book. Not Like Our Father, will be pIu
the high teth explosion has shaped the shed in September, esturates that &

ui)stique of the entrepreneur Innova- percent of baby boomers share thea
ive. fast moýing organizations staffed values. although only 5 pet(ent wot•

with brilliant "knirwlidge workers" actually .all themselves bbert.irtAns.
hase set the pace for other tntrepre-neuria ogamzations • 0 FIND OUT MOR O)URAD these forces haýe combined to cre- %elves, we interviewed

ate a new psychology of tnmd clvd.Asm d'lien% of enliepieneur
and the emergence of a unique profess, and managers throughout
sional creature in our economic and po- the country. itnluding par
litical lexicon I-i ipAnts in a recent confei

The sotiW liberalsm of the '60s tot- -ence of the Association o
erant of dissent, open to radical solu- Collegiate Entrepreneurs in (.hicago
tions. and rejecting go%ernrnent controls What we discovered was a group o
otier niorality - has been wedded to the )rung buism peopleople (aged 21 to 35
(or,,ersative economic platform of the who -icte read) and willing to reflect on
Republican Party The nund set of this the philosophical beliefs behind their
new individual cannot be characterued own carters While they were upfirn
as either right or left An unusual but tell- about their economic goals, they also
irg t sample of how recent shufts ate de- spoke in often ideological terms aboul
f)ing •rld icereot)pes (ories from the the princples that dnrve their amlitior.
sexual battlefront For at least a genera- They were highly opinionaled and sur-
tion liberal Democrats jpked about the prisargly politically aware. Without ex-
pruder) of conservative Republicans So ception they claimed to support less
when a seemingly straitlaced and dedi- government intervention in alt areas -
cated campaign worker for Senator Or. not only bet ause their own businesses
rtn Hlatch of Utah suddenly went public would benefit, but because the) believe
as a liberated porn queen, it was hard to that a fire market is. quite simply, in the
fit her into any category The tip-off was pubbl's best interest.
that she w as not only proud of her prun- In fact, this age group consistently
ent charms, but was also celebrating the demonstrates more interest in adhenng
profit making potential of her body and to a ret of princples and values than
urging her sisters eter)where to cash in their to)al corporate counterparts of de.
on their sexual assets as well She was a cades part A recent survey on attitudes
perfect.lif extreme. example of the hber- of bu,•nesspeople, cited by Robert
tarian political philosophy unfettered Lichter of the Amencan Enterprise In-
capitalism combined with a purely per. stilute in Washington. D C.. found that
sonal definition of morahty in which ev. although older executives (those over
erysug isO K af.ong as it doesn't hurt 40) tend to feat government interfer-
anyone else ence in business, their opposition usual.

There ate dozens of examples of this ly ends when it coincides with their own
new mmd set from mote mainstream ex. self interest in such areas as subsidies
ecubves and entrepreneurs In a poll of and protectionism Younger executives
SUCCESS readers, 77 percent of the (those under 40). on the other hand, say
174 respondents turned in perfect or the) consistently support free trade and

enterprise - esen when it hurts their
Amy Saalfiman U a Stmor di loral SUC- businesses Most striking, 57 percent of
CESS Addiliotal reporting by KNartn the SUCCESS survey respondents said
LeArman and Mark B Roman. they would be against protectionist mea-

50 SUCCESS JUNE 198?

re sures. even if foreign competition forced
xnl their companies .nto bankruptcy The
1w average age of the respondents ssas 35,
b- and 21 percent were business owners.
80 Manageralfly. these beliefs translate
se into an eniipha'.is on creativity. efficl-en
id Cy. and prciuctivity Lo)ally is unpor.

tant. but not as unportant as innovation,
trust. and shared re-'1pn.i•blty

R- "A large curtporation is a title sotialst
!d economy, with a dictatorial structure
rs and monopolies." says Shane Chalke.
ut 29. who five years ago started his own
r- actuarial firm in McLean. Va Chalke
t- read Ayn Rand's Tht Fountarnhiad
if when he was 14. has never registered to

vote, and says he "would like no go era-
ment at all everything pnvate" Po-

i) itcally. Chalke considers himself a
n libertarian "A pure entrepreneur buys
r and sells all of his services." says
it Chalke. ' But government overhead -
D taxes, regulations - encourages bust-
it ni'•es to be larger than they should he."
. Chalke's philosophical beliefs have

ttaislated i'o an unusual management
st)le Employees at his company. wluch
has annual reenues in excess of $1 nmd-
lion. are not paid on a salary basis In-
stead, when a client comes in with a
problem. Chalke simply asks his staff
who wants to handle the case for the
prke being offered. "This encourages
everyone to do everything in the most
efficient way possible "
"This emphasis on efficiency and inno-

vation is a consistent theme among
young executives In the SUCCESS sur-
vey. 80 percent of the respondents an-
swered "no" to the following statement:
"In choosing my ideal organiatin, a
place with strong leadership appeals
more to me than one where creativity
and participation are emphasized" The
.ierceniage of those answering "no" was
about equally divided between business
owners and nonowners

The leadership question is a partlicu-
laly important issue for today's young
entrepreneurs, who must balance an of.
ten ruthless interest in business efficien-
cy with an altruistic concern for the
individual. Perfecting this balancing act
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Newage mentor: Joanne Marlowe. 1, runs her own fashion-deuign
firm; ahe Just helped her asllantr founds business

seems to be a primary concern of these
business owners Andy Kash. 29, and
his wife. Coot. 30. the owners of San Die.
go Design Inc. a $20 million manufactur.
er and wholesaler of premium-quality
wood entertainment centers, believe all
emplo)ees should have a stake in their
company. They have had a profit.shanng
program since the company fist began
with just three employees. Today, with
263 workers, this husband-and-wife
team, both of whom are self-avowed lib-
ertarians, use words like "informal."
"democratic." and "highly entrepre-

neunal" to describe their management
philosophy. "Change is always for the
better." says Coni. "Let people use their
talents It you don't, they'll never
succeed."

That doesn't mean that life at San Die-
go Design is all bliss and harmony. The
Karshes, for instance, tired a production
manager a few years ago for turning out
poor work. "He put productivity over
quality." says Andy. "If he thought he
could get by with a 'R' product, he
wouldn't try to turn out an 'A' product."

Leadership, for these young entrepre-

neurs and managers, becomes most Cru-
cial when their employees lack the
motivation to lead themselves Joshua J.
Beren. the 26-year-old owner of Con-
cepts in Computer Technology (CCT),
in Lakewood. NJ,. fired several employ.
ees because, in his words, "their drive
had diminished." Beren, an ordained
rabbi, father of four. licensed pilot, and
accomplished weight lifter, is pait of a
growing breed of "professional" start-
up entrepreneurs Ile started his first
business when he was 17 - J B. Auto
Electronics Systems, manufacturer of

JUNE 1987 SUCCESS SI
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The "New Managers" credo: Move forward,
push yourself, never stop growing.

tar ;taims (CT. a 7 million marketer
of i iiniputer and data lomluuni asluns$
tiocfuti Is. is I retn's fourth tomp nmy

"In a )ihng bu'.rK $ tiole atced to
be %elf motiaattd." ,os f'erhen. a regis.
tired Repulihcan %ith libertarian lean.
irg% "W•en pi•'ple tieb•iie too settled
into I , i, t , pacific job dcfinitions. that's
whi r problems strult niplo ees need
IW, bt able to assume responsilibity out-
side of their area of expertise"

Mosirig foir ,ud - that is ilht powers
the beliefs, actions, and managerial
st)[es of these )oung executives The
nieed to keep growing, !o keep pushing
ahead, takes precedence oser every.
thuig else ILo)alty, under this nund set.

is ncser as important as personal
growth rhs5-ie youngg busine,'-people
lose to tell stories about how they
h tIped a irt)i or nmarli'ouin ckrk
pull hiinseU up anI out of the entrepre.
neur's own l.einijany

Take ruiihe Murlwe- At age 21. she
talks like a ,e iscnied mentor guoiing the
11ses of eniplo)ees who often are )oun.
gee than she is Of course, when Mar.
loce was 12 %he was pulling inM $300 a

iouti selling stuffed animal patterns
through the mad Today Mirlowe. who
runs her own S2 mdlon fashuon-design
firm in Evanston, II. is something of a
parental figure herselfto many of her
employees "I took one part-tune work.

' "NEW EXECUTIVE ATTITUDES-]

UCC SS readers ass group display some mieri n a national ompetite '
: be aracteistcsol tnewmarnag . ness policy by which e'.onomic is..'

e "rl"epieneue'w1 They are noftale for sources would be dare;ted to htgh.
It' eastrong betleflAnfree-MrukelteO. growthindustr*es -.
uotir ,L th•r personal philo'op°ts of Readers were most consistent ire-.

'self-dete rninabon. and t etaubnphaps. guard to manapemenl lpacbmes Fully
- on maiagemeni skits. acordng to a 100 liefcen! of the 114 fqsponde•t :

'e~quesbonrsae maild to the hoesat beav .fw'ke ssje c*Cof a
5iW 60wibers. i ~ "-5 bww s 18sr y s ndony
A scabee 88 percent believed "'we 1. percent feel'thatthe emphasis on

• should CO"i-e translerrg to th pni; 'people u w manger "s mis-
L vale, wto many functions now per., guided asno.1alnl•a led that will
I f=•tormed by the Government." While pass" Qwnersalnd nonowners of

Ous wouijk no doubt berin "ieselfwiwerl businesses gave samilayr responses to
a t " fopporltunity seeking enteprs..,a question Both favored arganias

neurs,'other questions indicate a t'!arns emphsr"in•"creatviyand par-.
pattern of blW about fte fftacy of icipsahon" over those with strong
go ire tree market. For example. 83 per.' leadership. for example Most striukng
cent believedM hat' W rva gGovern- was "ie agreement of the two roups

. r ment services would contribute to on their opposition to protectionist
Economic efficiencyy" ttowerre. only measures - by nearly 60 percent -

75 percent would be wiring so take fth. "even if foreign compeitbon would
S%", more radical sltp of endin tU U S rce my company i lno bankruptcy

I", Postal Service's monopoly on first. Readers defied easy stereotyping.
?i:'class mad Readers also demonstral. Bu&.ontlhe grounds that Iberlananism

• ed a tendency to be forward loolung is often associated woh personal ide.
hA le 65 prcent sad they ota el'sd atis.I 77 percent of t' respondents
bailout policies lto threatened large received perfect or near perfect
companies. 75 percent saw at Ileastl ibertian soeS

52 tULLSS% JUNE 1997

er Aho had almost no self- -onfidence
and taught her to take pride in herself
She started out as my assistant right out
of college Hut she didn't daess right.
didn't carry her sell well Now she is con.
frdent She's a salesperson in my show.
room, and she even asked one/for help
setting up a business She wants to run a
clothing-distnbitason company I'm let-
tong her work part tune so she can get
the company going"

The ability to deal one-on-one with
employers an an empathetic and under.
standing manner is a major concern of
young managers Across the board it is
young women entrepreneurs and execu
tives who are better able to articulate
their views on this subject In fact. wom.
en seem to have a real edge oser men in
this area Their atmospectise nature has
translated into a more wholistic ap-
proach to running their businesses ard
managing employees

Sara D)ickinson Westendorf. a 36
year-old R&D engineering manager for
Ilewlelt Packaud. was a social worker
before she decided to get an engineering
degree Westendorf is blunt about her
reasons for leaving social work: "I quick-
ly realized there were problems I
couldn't solve. It was a dead-end, frus-
trating job that didn't pay. Though chal-
lenging. engineering problems can be
solved And the pay is quite a bit better"

But Westendorf, a registered Demo-
frat who considers herself economically
conservative and socially liberal, be.
ieves her social-work background
helped her develop "above average"
pople s•klUs when it comes to managing
her staff of 118 "Ilewletl.Packard looks
0 make sure each individual is heard."
tie says
Even at the biggest companies. youngg

managers are demanding a strong voice.
'or this reason Professor Mills believes
successful corporations of the future wil
ave to organize their businesses into
mall, independent units or teams so
hat entrepreneurial managers ate able
D have an impact
As their start-ups grow, the most con.
dent young entrepreneurs will refuse
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No loafe: Johuahu . ermn. a S..year-old ordained rabbi, fires
people who aren't working up to their full potential.

to give in to bureaucracy. "We avoid bu-
reaucracy by keeping things simple,"
says)ube Bnce. 28. co-founder, with her
brother, Bill. 29. of I Can't Believe It's
Yogurt!, a Dallas based chain of frozen-
yogun stores Julie says the $19 million
company is currently in the process of
departmentalizing. making the tranuitiun
from purely entrepreneurial style man-
agement "We realie we can't do every.
thing. But iti important not to create
t'o many layers so people will continue
to have a voice in the company."

More than anything else, it is this ut-

ter sense of self-confidence that sets
younger entrepreneurs and managers
apart from their older counterparts.
They believe quite simply, and perhaps
naively, that they can achieve whatever
they set out to accomplish Unlike busi-
ness managers of the past who were
guided by a conservative, status quo
ethos, they feel change is almost always
for the best, that the way to make a dd-
ference is to keep moving forward. A
whopping 94 percent of respondents to
the SUCCESS survey, for example, said
they %tewed ihe vast changes transform-

ing American industry more as opportu.
iutzes than as problems.
"I( someone can get a better job,

great. Let them use their potential."
says Marlowe. "If a person can raise
himself to a higher level, that's temfic. I
respect people who take nsks. like quit.
ling. Today, everything is disposable
and dispensable - the newspaper, raaor
blades, even jobs And that's not bad. I
have no respect for people who settle,
who just want to feel secure They'D end
up in a lousy job for 10 years because
they're afraid to change." a

JUNE 1987 SUCCESS S3
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Ball Corpomtion
345 SOueh Hugh Siesl. Munc4. Iet.Wn0 47305 2320 (317 747.6100Rpy 10oP 0 Box 2407. Muncie. Irndlna 47307.0407

John J Ptus
V40 PtosohimCvvoue •etw

31?t 74764?0

August 6, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

Through the American Coalition for Trade Expansion with Canada (ACTE/CAN),
we have learned of the request of your Committee for comments on the
U.S.-Canada free trade area negotiations. On behalf of Ball Corporation,
I am pleased to submit brief comments.

While our company engages in very little trade with Canada, we strongly
support the removal of both tariff and non-tariff barriers to trade
between our two countries. The strength of many U.S. companies has suf-
fered, especially in recent years, in part because of trade restrictions
and, at times, trade conflicts. With only our natural and friendly border
separating us, and with our mutual political and cultural values, there is
great opportunity to increase our international competitiveness--so sorely
needed--through the removal of remaining trade barriers. A strengthened
American economy would surely be a result, through the creation of jobs,
reduced prices for consumers and improved economic efficiency.

I urge you and the Committee to strive diligently for a U.S.-Canada free
trade agreement that will benefit both countries.

Sincerely,

76-574 0 - 87 - 4
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1937- Fifty Years of Sweet Success- 1987

August 13, 1967

Laura Wilcox
Hearing Administrator
Committee on Finance
United States Senate
Room SD-205
Washington, D.C. 20510

Subject: United States and Canada Free Trade Negotiations

Bama Pie, Ltd. currently manufactures high quality baked
goods for both the food service and retail markets.

The international operations of Bama Pie center around the
manufacturing, distribution, and licensing of the fried pie
product available in every McDonald's restaurant world-wide.
Bama has enjoyed its curTant license relationship with a
bakery in Scarborough, Ontario.

In order to expand the export business, Bama has launched a
program to market a line of retail products in Canada,
primarily emphasizing the three inch pecan pie. it is
anticipated that another co-venture business opportunity will
develop based on preliminary market acceptance reports.

Bama Pie, Ltd. strongly believes that both the industrialized
nations of Canada and the United States can benefit from
encouraging and facilitating a free market.

Thank you for your attention to this matter.

Yours truly,

Bonita Snyder
Director of Product Development and
International Sales & Technical Services

BS/kw

cc: Douglas H. M. Branion

BAMA PIE, LTD. a P.O. Box 4829 * Ulsa, Oklahoma 74159 0 (918) 592-0778,.
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Telex OM6800
Cable TRAPPEYS

FAX I (318) 369-7342
(318) 365-8281

B. F. Trappey's Sons, Inc.
Quality Food Products Post or 400

Now lbods. La 70581-0400US8A.

August 11, 1987

Ms. Gall Harrison
American Coalition For Trade Expansion With Canada
1317 F Street, N. W.. Suite 600
Washington, DC 20004

Dear Ms. Harrison:

Canada is not just America's largest trading partner. Together, the
U.S. and Canada have the largest two way trading relationship in the

,world. Canada purchases far more American manufactured goods than
any other country, and our exports to Canada have been growing at
a much faster rate than those to the rest of the world.

B. F. Trappey's Sons, Inc. recently signed a contract with a Canadian
distributor firm that will permit an enlarged market potential and exposure.
Our products, until now, have had limited distribution in this great
country at our Northern borders.

It is anticipated that once our products are known to the Canadian people,
our growth potential would be enhanced. More sales would avail a greater
opportunity for increased employment.

B. F. Trappey's endorses and
the two countries.

supports the free trade negotiations between

Sincerely,

R. •.Blenderman
President & CEO

RJB:jmb

Registered Trademarks
Trappey's* o SugarySame * Grean Dragons * Mexi-Pep * Torrido* Red DevilTI& e Bulp
Dulcitol * ShieldLabele * Jalapintos - Green DevilTu * Tempero* Indi-Pep . Serano*

Spice.Upt * Chef-Magic* • Mexi-Bean* Redi.Yam* & Red Dragon * Louislsana

SINCE 1055
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Buffalo Forge Compan~j
Buffalo. N. Y. 14240

Exeoullve Otflo.

August 10, 1987

U. S. Senate Finance Committee
United States Senate
205 Dirksen Building
Washington, D. C. 20510

Subject: Canada Free Trade Area Negotiations

Gentlemen:

Any success in eliminating or minimizing tariff
barriers between Canada and the United States will, in
our opinion, do nothing but streng then the North American
economy. Being responsible for plants on both sides of
the border, we find that tariff barriers in general are
primarily a nuisance and a hinderance to the most efficient
operation of the company.

To successfully compete with other major trading
blocks, such as the European common market, and the
various Asian countries, we are going tu have to have
the largest market possible for the efficient production
of goods and services. The amalgamation of Canada and
the United States into a single manufacturing and trade
zone will provide one more step in helping the two
economies compete effectively in the world trading markets.

I suspect that the tariff barriers themselves are not
really the most difficult issue in the negotiations between
the United States and Canada. I honestly believe that these
could be settled very easily. However, the non-tarrif
barriers present a much more ingrained and difficult area
of negotiations. To that end, I suggest any successful
negotiations between the United States and Canada would
point the way to even closer future cooperation, not only
in a bilateral basis, but as a show towards better multi-
lateral cooperation in an area of trade and tarrifs.

In trying to take a balanced view, I have more
difficulty seeing the long term benefits to Canada than
to the United States. It seems to me that while there may
be some short term advantages in easier access to the
United States markets, in the long term it, in my opTnion,
will lead to pretty well total assimilation of the Canadian
country and economy by the larger over-powering United
States economy. However, maybe this is best left to future
politicians and negotiations, since it appears that Canada
more or less initiated the discussions.

Yours sincerely,

BUFFALO FORGE COMPANY

J. R. Adare
President
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COMMENTS OF

CHAPARRAL STEEL COMPANY,
NORTHWESTERN STEEL AND WIRE CO., AND NUCOR CORPORATION*

ON THE U.S. - CANADA FREE TRADE NEGOTIATIONS IN SUPPORT OF
IMMEDIATE ELIMINATION OF DUTIES ON STRUCTURAL STE&L

EXECUTIVE SUMMARY

Chaparral Steel Company, Northwestern Steel and Wire
Company, and Nucor Corporation, mini-mill producers of
structural steels, support a U.S.-Canada Free Trade Agreement
which provides for immediate tariff elimination for
structural steel products traded between the U.S. and Canada.

U.S. and Canadian negotiators are currently considering
a staged reduction of tariffs on certain import sensitive
products, including steel. A gradual phase-out of tariffs is
an exception to the general principle of broad trade
liberalization in bilateral free trade agreements. Such an
exception should be made only to avoid market disruption and
with the full support of the affected industry.

In this case, the majority of domestic producers support
an immediate elimination of tariffs on structural steel. The
U.S. duty on structural classified in TSUS items 609.8010
through 609.8090 is only 0.9 percent, which is substantially
lower than the Canadian duty on the same products of 6.8
percent. Given the 5.9 percent disparity in duty rates, a
gradual tariff reduction would delay substantially the
benefits that duty free entry of structurals into the
Canadian market would provide the domestic industry, while
providing minimal (if any) protection to U.S. producers from
Canadian structurals.

RE: REQUEST FOR PUBLIC COMMENT ON THE U.S.-
CANADA FREE TRADE NEGOTIATIONS (RELEASE NO. G-4)

The ongoing free trade negotiations between the United

States and Canada have as a principal objective the

elimination of tariffs on goods traded between the countries.

However, for certain products, including steel, a phase-in of

the duty elimination lasting up to ten years is under

consideration. Chaparral Steel Company, Northwestern Steel

and Wire Co., and Nucor Corp., producers of structural

steels, anticipate a commercial advantage from the immediate,

mutual elimination of tariffs and oppose any staged reduction

of the duties on structural steels.

* These comments were prepared by Charles Owen Verrill,
Jr., of Wiley, Rein & Fielding, 1776 K Street, N.W., Suite
1000, Washington, D.C. 20006 for Chaparral Steel Company.
Northwestern Steel and Wire Company and Nucor Corporation
have also authorized Wiley, Rein & Fielding to submit these
comments on their behalf.
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Specifically, a Free Trade Agreement with Canada should

include an immediate elimination of tariffs on "angles,

shapes and sections, of iron or steel, hot rolled, forged,

extruded or drawn .... ' classified in TSUS items 609.8010

through 609.8090. The U.S. duty on these structurals is only

0.9 percent, which is in marked contrast to the Canadian duty

on the same products of 6.8 percent. Given the minimal U.S.

duty, a phase-out would not benefit domestic producers and

would delay unjustifiably the advantages that duty free entry

of structurals into the Canadian market would provide the

domestic industry.

With the exception of "heavy" structurals, the angles,

shapes and sections classified in TSUS Item 609.80 are

largely produced by the market or "mini" mills. Chaparral

Steel Company, Northwestern Steel and Wire Company, and Nucor

Corp. represent a major portion of mini mill production.

Until recently, integrated producers, including Bethlehem

Steel Corp., have been the principal manufacturers of heavy

structurals but the market mills have -- or soon will -- a

full range of structural products.

Export opportunities for U.S. structural producers would

be greatly enhanced by the immediate elimination of the

Canadian duty on these products pursuant to the proposed Free

Trade Agreement. The Canadian tariff rate on structural

products is 6.8 percent, as compared to a U.S. rate of only

0.9 percent. (See Appendix A.) This 5.9 percent differen-

tial is larger than any other difference between U.S. and

Canadian duty rates on major steel products. Moreover, the

U.S. tariff of 0.9 percent is the lowest duty on any steel

product. At an illustrative selling price of $300 (U.S.) per

ton, the tariffs are, therefore, $20.40 on shipments into

Canada, but only $2.70 on sales from Canada into the United

States. This disparity by itself is sufficient justification

for the immediate elimination of tariffs on these products.
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The very purpose of a bilateral free trade agreement is

to achieve broad trade liberalization for the mutual benefit

of the participating countries. Ideally, tariffs on goods

traded between the countries would be completely eliminated

upon entry into force of the agreement. Exceptions should'be

made only if it is clear that disruption would occur in a

particular market and the affected industry requests some

measure of protection during an adjustment period. Such

exceptions should be limited as nearly as possible to those

products with respect to which trade liberalization would

have a direct and substantial adverse effect on one country's

producers.

It has been suggested that an exception from the

commitment to complete tariff elimination be made in the case

of steel products traded between the United States and

Canada. However, in the case of structural steel products,

there is no justification for such an exception. Trade

liberalization would not have any adverse affects on the

structural industry, which is increasingly dominated by

efficient and competitive market mills. In fact, these

producers will benefit from the elimination of the Canadian

duty because market opportunities in Canada will be enhanced.

Moreover, there is no basis from which to argue that the

immediate elimination of the 0.9 percent U.S. duty on struc-

turals, consistent with the overall negotiating objective,

would have an adverse effect on domestic producers. As a

practical matter, elimination of this 0.9 percent duty is

very unlikely to result in a material increase in Canadian

exports to the United States. In fact, Canadian fabricators,

which purchase over thirty percent of their steel from U.S.

sources, have argued that elimination of duties would

increase their purchases of heavy structural from U.S.
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producers. 1 Furthermore, the elimination of a 0.9 percent

duty would not materially affect the price of Canadian

structurals in the U.S. market. In these circumstances, the

nominal effects of the U.S. tariff on Canadian imports

preclude a finding of adverse impact from trade

libera4.zation especially when measured against the predic-

table benefits.

In summary, a U.S.-Canada Free Trade Agreement should

provide for immediate duty free trade in structural steels.

A phase-in of duty free status would harm the domestic

producers because of reduced export opportunities while

providing a negligible (if any) impact on Canadian sales of

structurals to the United States. There is, therefore, no

justification for a delay in duty free structurals trade if

an agreement with Canada is reached.

Respectfully submitted,

Charles 0. Verrill, Jr7
Katherine M. Gorove
Lynn S. West

of

WILEY, REIN & FIELDING
1776 K Street, N.W.
Suite 1000
Washington, D.C. 20006

August 17, 1987

1 See Statement Concerning Possible Negotiation of a
U.S.-Canada Free Trade Area, submitted by the Canadian
Institute of Steel Construction to the Office of U.S. Trade
Representative, September 15, 1986.
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APPENDIX A
U.S.-Canadian Tariff Rate Differentials

on Major Steel Products

P~nl-t11 U4"

1. Ingots

2. Billets,
blooms,
slabs, and
sheet bars

3. Concrete
reinforcing
bars
- Carbon
- Alloy

4. Other hot-
rolled bars
- Carbon

- Alloy

5. Cold-rolled
or cold-
drawn bars
- Carbon
- Alloy

6. Wire Rod
- Carbon

- Alloy

TI'rui UI

606.69

606.69

606.79
608.81

606.83
606.86
606.9005
606.9100
606.9300
606.9500
606.9700

606.88
606.9015
606.9020
606.9100
606.9900

607.14
607.17
607.22
607.23
607.2600
607.5900

Can. 9

37700-1
37705-1

37800-1

37900-2
37900-1

37900-2

37900-1

37905-2
37905-1

37900-2

37900-1

Avg.
U.LA Ratk

5.1

5.1

4.9%
5.7%

3.9

6.6%

7.5
8.6

4.3

Avg.
xAn- RAta

Free

4%

6.8%
10.

6.8

10

8
12.5

6.8

10%

Differential
SetHiahrIl

U.S. - 5.1%

U.S. - 4%'

C - 1.9%
C - 4.3%

C - 2.9%

C - 3.4%

C- .5%
C - 3.9%

C - 3.9%

C - 5.7%

DVAA"^* TAM a



its

- 2 -

Product

7. Sheets &
Plates
- Carbon

- Alloy

8. Strip
- Carbon

- Alloy

9. Flat or
Other wire
- Carbon

- Alloy

10. Round Wire

- Carbon

- Alloy

11. Wire Cloth,
fensing,
mesh,
netting &
screening

12. Angles,
shapes &
sections

13. Pipes &
Tubes

ITSUS I Can. #

607.66
607.67
607.83
608.01
608.07
608.11

607.69
607.81
607.88
607.93
608.14

608.19
608.23

608.26
608.67

609.20
609.28
609.70
609.28
609.37
609.75
609.76

609.40
609.43
609.45

642.45
642.82

609.8010
609.8090

610.30
610.52

Avg. Avg.U.S. Rate ~n. •t

5.6%

7.1

38201-2
38110-2
38100-2
38105-2
38202-2
38205-2

38100-1
38105-1
38110-1
38201-1
38202-1
38205-1

38201-2
38205-2
38202-2
38201-1
38202-1
38205-1

40102-2

40102-1

40101-2

40101-1

40112-1

38001-2

39700
39705

5.1

3.4

9.

5.5

.9

4.95

7.8%

10.6

7.4

11.3

6.8

7.8

5.5

6.5

8

6.8

7.7

Differential
(Hiuher)

. .. .. ... . .. .. Rat I %a v • (Hiaher)eL

C - 2.2%

C - 3.5t

C - 3.4%

C - 3.0%

C - 2.2%

C - 2.6%

C - 2.1%

U.S. - 3.5

C - 2.5

C - 5.9%

C - 2.75%

4%

8.3

4.6



STATEMENT OF

THE CHOCOLATE MANUFACTURERS ASSOCIATION OF THE U.S.A.
AND

THE NATIONAL CONFECTIONERS ASSOCIATION OF THE U.S.

TO THE UNITED STATES' SENATE COMMITTEE ON FINANCE

REGARDING

UNITED STATES CANADA FREE TRADE NEGOTIATIONS

SUMMARY

Last year bilateral trade in confectionery between the
United States and Canada exceeded $100 million and spanned
semi-manufactured products through finished sugar and chocolate
confectionery packaged for retail sale. while 1986 registered
substantial growth, it was almost entirely from Canadian
exports to the United States. The United States' bilateral
trade position for confectionery plunged deeply into deficit.

Canada's complete dominance of confectionery trade and
the decline in U.S. exports is a function of Canada's high
protective tariffs that block entry of U.S. confectionery; and
Canadian manufacturers' access to world price sugar which gives
their exports a substantial price advantage in the United
States market. The favorable 25% exchange rate differential
between the U.S. and Canadian dollars is a further price
incentive for U.S. industrial and retail consumers to purchase
Canadian semi-manufactured and finished confectionery goods.

The most immediate benefit of the proposed free trade
arrangement for the U.S. confectionery industry will be the
elimination of Canadian tariffs. However, fundamental changes
in U.S. agricultural policies must also be considered.

THE OUTSTANDING BENEFIT OF THE PROPOSED FREE TRADE
ARRANGEMENT FOR THE U.S. CONFECTIONERY INDUSTRY WILL BE THE

ELIMINATION OF CANADIAN TARIFFS

Last year bilateral trade in confectionery between the

United States and Canada exceeded $100 million and spanned

semi-manufactured products through finished sugar and chocolate

confectionery packaged for retail sale. While 1986 registered

substantial increases, it was almost entirely from Canadian

exports to the United States. The United States' bilateral

trade position for confectionery plunged deeply into deficit.

In 1986, U.S. exports to Canada of semimanufactured and

finished confectionery products declined 16% in volume and 23%

in value while Canada's exports to the U.S. increased 53% in

volume and 45% in value. For every one pound exported to



Canada, almost four pounds were imported from Canada. An

aggregate of semi-manufactured categories shows a Canadian

dominance of 7 pounds for every one pound of U.S. export.

Part of the reason is evident in the attached

statistical report and tariff rate analysis. The average duty

in the U.S. for the semi-manufactured categories is 1.3%

compared to 9.8% in Canada. Imports of packaged retail

confectionery from Canada pay 5% or 7% duty while U.S. exports

to Canada will confront a 13% duty for chocolate and 16% on

sugar confectionery.

We strongly urge the Committee to require that any free

trade arrangement with Canada include the immediate elimination

of confectionery tariffs. While the entire answer is not found

in duty rate differentials, the elimination of Canada's high

confectionery tariffs would contribute substantially to

improving the competitiveness of U.S. confectionery exported to

that market. Confectionery trade is rapidly becoming a north

to south one way street. Under the circumstance, there is no

excuse Canada can offer, be it market size or manufacturer

economies of scale, that can justify perpetuating tariff

barriers to United States confectionery.

Free access to the $7 billion U.S. confectionery market

has enabled Canada to become a major supplier of all categories

of confectionery from semi-manufactured to finished retail

products. The 53% surge in the volume of Canadian

confectionery exports last year was due in large part to a

staggering increase of almost 350% in the semimanufactured

category of chocolate in ten pound blocs (TSUS 156.2500).

Imports grew from 9.6 million pounds in 1985 to 42.6 million

pounds in 1986 - 33 million pounds in just 12 months. The

trade deficit in this single category, 42 million pounds

1.



imported - zero exported, exemplifies the growing damage to

domestic industry competitiveness from the sugar price support

program.

Central to Canada's competitive advantage is the

availability of world price sugar in that country and the fact

that sugar makes up between 45% and 98% of confectionery

products. In fact, raw materials including sugar, milk, cocoa,

peanuts and flavorings, are 60% to 85% of confectionery

manufacturing costs. Confectionery manufacture is not labor

intensive. Long term success in the highly competitive U.S.

and world market depends on access to lowest cost raw

materials. Unfinished chocolate and cocoa products in

particular, which are unbranded and sold in bulk to other

manufacturers, must compete on price alone.

Following is a comparison of U.S. and Canadian sugar

prices that illustrates the handicap to U.S. manufacturers.

1986 Sugar Prices (U.S. $)

Canada U.S.

Refined sugar - retail 0.268 0.365

Raw 0.05 (world) 0.23 (producer)

The differences in'the U.S. and Canadian sugar policies

must be addressed in the free trade negotiations. It is

apparent however that the burden of change must be on U.S.

agricultural policy which not only handicaps domestic

manufacturers but may obstruct trade policy objectives such as

the free trade arrangement which will benefit the economies of

both nations.
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CIrIZENS FOR A SOUND ECONOMYlIU CSTREEt NwC S E SUITE 710100 D201

August 10, 1987

UNITED STATES-CANADA TRADE: TIME TO END THE FACE-OFF
by Mary Alexander and Pamela Heard

SUMMARY

ongoing free trade negotiations between the United States
and Canada offer substantial opportunities for both nations'
citizens. Conservative estimates suggest that a frec trade
agreement (FTA) could raise U.S. gross national product by $12-17
billion--as much as $280 for the average family of four--and
create up to 750,000 jobs in the United States. Consumers on
both sides of the border would gain as U.S. and Canadian firms
are freed to compete for their business.

The two countries already share the world's largest bila-
teral trading relationship, with trade totaling $126 billion in
1986. Two million American jobs depend directly on U.S. exports
to Canada, and more than 2.2 million Canadian jobs depend
directly on exports to the United States. More American jobs
depend on trade with Canada than on trade with any other country.

Canada has some of the highest tariffs in the industrialized
world. Mere reduction of Canadian tariffs to the average level
of other industrialized nations could raise U.S. exports by up to
$500 million, according to the Office of the United States Trade
Representative. American industries which would gain the most
from elimination of Canadian tariffs are textiles, apparel, and
footwear, which currently face tariffs of over 15 percent.
Because no international agreements yet prevent protectionism for
service industries, an PTA would also benefit U.S. financial
services, aviation, shipping and telecommunications firms.
Mutual agreement on definitions and reduction of agricultural and
natural resource subsidies would help prevent special interests
on both sides of the border from holding the economic fate of
these industries hostage.

In an era when protectionism is on the rise, an FTA could
potentially spur worldwide trade liberalization. Such an
agreement would demonstrate the benefits of truly open trade,
convince other nations that the United States is seriously
interested in comprehensive, multilateral reductions in trade
barriers, and provide a model for dealing with difficult issues
like services and investment. Americans should not let special
interests--or politicians' indifference--torpedo a free trade
agreement with Canada.

INTRODUCTION

Ongoing free trade negotiations between the United States
and Canada offer substantial opportunities for both nations'
citizens. Similarities in culture and economics, common
language, a large volume of trade, and generally good trade
relations also give the two countries the best opportunity for
success. An agreement could not come at a more crucial time.
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Trade disputes between the two countries are growing, and
protectionist sentiment is on the rise in Congress. If the
current talks fail, chances for the success of a new round of
multilateral trade liberalization talks are slim.

A free trade agreement (FTA) between the United States and
Canada would likely spur worldwide trade liberalization in at
least three ways. First, a free trade agreement would demon-
strate the benefits of truly open trade. The United States could
offer similar agreements to encourage other countries to remove
their own barriers to American exports--or offer them to coun-
tries whose exports compete with countries which refuse to remove
trade barriers. This approach is embodied in trade legislation
introduced in the 100th Congress by Senator Phil Gramm (R-TX) and
Representative Jack Kemp (R-NY). Second, such an agreement could
serve as a signal to other nations that the United States is
truly interested in comprehensive, multilateral reductions in
trade barriers. Finally, the U.S.-Canada agreement would be
precedent-setting. Investment and trade in services have not yet
been addressed in global trade negotiations. A U.S.-Canadian
agreement eliminating barriers to trade in these areas could
serve as a example of how to deal with these issues in the new
multilateral trade round.

THE WORLD'S LARGEST TRADING PARTNERSHIP

Canada and the United States share the world's largest
bilateral trading relationship, totaling $126 billion in 1986.
U.S. trade with Canada is slightly smaller than U.S. trade with

-the ten-member European Community (EC). Total U.S. exports to
Canada grew by 20 percent between 1983 and 1986, while U.S.
exports to the entire world grew by eight percent. Canadian
exporters likewise depend heavily on the U.S. market, for more
than three-fourths of Canadian exports are sold to the United
States.

Canada ranks higher than Japan and only slightly below the
EC in purchasing U.S. exports. In fact, the United States
exports more to the province of Ontario alone than to Japan, the
nation with the second largest trading relationship with the
United States. In 1986 U.S. merchandise exports to Canada were
$45.3 billion, slightly under one-fourth of all U.S. exports.
This proportion has remained fairly constant for the past 20
years.

Manufactured and semi-manufactured goods account for about
85 percent of U.S. exports to Canada, compared to 25 percent of
U.S. exports to Japan and 64 percent of U.S. exports to the
European Community. More than 40 percent of U.S. exports to
Canada are automobiles and parts. Other major exports include
office machinery, automated data processing equipment, telecom-
munications equipment, electronic components, aircraft, profes-
sional and scientific instruments, and coal.

Because the Big Three American automakers have subsidiaries
in Canada, motor vehicles and parts account for 36 percent of
American imports from Canada. Other major imports include
aircraft, telecommunications equipment, electronic components,
crude oil, natural gas, wood, pulp and waste paper.

It has been estimated that more than 2.2 million Canadian
jobs depend directly on exports from that country to the United
States, while two million American jobs depend directly on U.S.
exports to Canada. More American jobs depend on trade with
Canada than on trade with any other country. The major states
that export to Canada are Michigan, New York, and Ohio, exporting
more than $13.6 billion in 1983.
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Canadians spend more per person on U.S. exports than
residents of either Japan or the EC. If each Canadian purchased
as much merchandise from the United States as the average
American buys from Canada, the U.S. merchandise deficit with
Canada would be over $60 billion instead of under $25 billion.

ME.•RADE WILL EXPAND GROWTH AND CREATE JOBS

Conservative estimates suggest that a U.S.-Canada FTA would
raise U.S. gross national product by about three or four-tenths
of one percent. With U.S. GNP at $4.2 trillion in 1986, those
percentages amount to an increase of $12-$17 billion, an increase
of up to $280 for the average family of four. Exports of $45.3
billion to Canada in 1986 supported about two million American
jobs. At the ratio of $22.65 billion per million jobs, an
increase in GNP of $12-17 billion could create 500,000-750,000
more American jobs.

Canadian economists estimate an FTA would raise that
country's gross national product by nine percent. Both labor
productivity and real wages, meanwhile, could climb by over 28
percent. The manufacturing sector would receive a large share of
the benefits.

Gains from expanded trade would, of course, be mutual. An
FTA would give American firms a relatively larger reduction in
tariffs and greater export opportunities, especially for products
used in the energy, mining, communications and other high-
technology sectors. Canadian firms would see reduced nontariff
barriers and gain access to a much larger market.

An FTA would also enhance the international competitiveness
of both American and Canadian industries-klimination of tariff
and nontariff barriers on manufactured goods would encourage
companies to respond to genuine economic considerations instead
of trade laws when deciding where to locate new plants. Freer
movement of natural resources and capital would help cut costs
and direct investment to the most productive businesses.

Given the already-strong mutual dependence, the choice of
Canada to be the first large nation with which to negotiate a
free trade agreement was a sensible one. Currently Israel is the
only nation with which the United States enjoys such an agree-
ment. The free trade agreement with Israel took effect in
September 1985. Total trade with Israel in 1986 was $4.4
billion, up seven percent from 1985. Free trade with Canada
would lower prices and expand options for American consumers as
well as open up new markets for American industries.

REMOVE CANADIAN TRADE BARRIERS TO SpUR U.S.,GROWTH

Canadian tariffs are, in general, a relatively greater
burden on American exporters than are U.S. tariffs on Canadian
exporters. While 85 percent of Canadian merchandise exports
enter the United States duty-free, 70 percent of U.S. merchandise
exports enter Canada duty-free. The average Canadian tariff on
U.S. exports is 9-10 percent, and the average U.S. tariff on
Canadian exports is 4-5 percent.

However, Canadian and U.S. tariff3 still remain high on
selective products including clothing, shoes, furniture, petro-
chemicals, home appliances, cosmetics, paper products and
recreational boats. Canadian tariffs are still among the highest
in the industrialized world. The Office of the United States
Trade Representative estimates that if Canada's tariff rates were
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cut to the level of other industrialized nations, U.S. exporters
could gain $500 million annually.

Some of these differences in tariff rates may be due to the
fact that Canada relies more heavily on tariffs than on nontariff
barriers to protect some industries from competition. Canada's
tariff schedules therefore indicate the degree of protection more
accurately than those of some other countries, and they suggest
that a free trade agreement offers substantial opportunities for
a variety of U.S. industries. Particularly prominent are the
textile, apparel, and footwear industries, which currently face
Canadian tariffs of over 15 percent. Furniture, fresh pork,
groundfish and other processed agricultural and fisheries
products also continue to face high tariffs.

The 1965 Automotive Products Trade Agreement, usually kncwn
as the Auto Pact, is one successful agreement between the two
countries that shows how elimination of tariffs can expand trade
for mutual benefit. The pact originally was negotiated to
eliminate Canadian subsidies to exports of automotive parts to
the United States. The agreement bilaterally removed tariffs on
all new automobiles and all original-equipment parts, although
auto trade is still controlled. U.S. automakers, for instance,
must produce cars in Canada in proportion to their sales there.

The agreement's success accounted for approximately two-
thirds of the growth in U.S.-Canada trade between 1980 and 1985.
Over 70 percent of the growth in U.S. exports to Canada during
this period occurred in motor vehicles and parts. Sixty percent
of the increase in Canadian exports to the U.S. was attributable
to motor vehicles.

The U.S. auto parts industry objects to the recent reinsti-
tution of a Canadian program designed to encourage producers from
third countries, such as Japan, Korea, and the European Com-
munity, to invest in Canada. The plan lets foreign companies
import duty-free into Canada amounts of goods equivalent to what
they produce in Canada for export. U.S. auto parts makers allege
that the Auto Pact provides an additional incentive for foreign
investment in Canada by giving these companies duty-free access
to the U.S. market as well. In fact, however, U.S. imports from
Canada must have at least 50 percent of their value added there
to qualify for duty-free treatment. They cannot be merely
transshipments from third countries. Hopefully, this controversy
can be resolved in the negotiations.

The two countries generally agree they want to eliminate all
tariffs on bilateral trade after ten years. In addition to autos
and auto parts, contentious products may include textiles,
clothing, furniture, household appliances, fruits and vegetables.
Nevertheless, tariff reductions should be the easiest objective
to attain.

Nontariff Barriers

Subsidies, industrial policies and seemingly arbitrary
decisions of various Canadian government departments are very
vexing to American firms trying to expand business in Canada. It
is often hard to ascertain whether many government practices can
be classified strictly as protectionist trade barriers or as
merely side effects of other public policies.

Through the FTA, the United States wants to reduce Canadian
federal and provincial subsidies for regional development and
agriculture. Subsidies and supply restrictions can be just as
effective as tariffs at discouraging imports. For instance, the
production of dairy products, poultry and eggs, comprising 21
percent of Canada's agricultural output, is wholly protected
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through provincial marketing boards. Before wheat and other
grains are imported into Canada, the Canadian Wheat Board must
grant import permits. Quarantine requirements on live hogs make
exports from the U.S. prohibitively costly. Canada subsidizes
its fishing industry. Federal and provincial grants and other
types of financial assistance are provided for oil, gas and
minerals exploration; agriculture; publishing; and retail and
wholesale commerce. For instance, a freight rate subsidy program
is available for certain Canadian grains and other feed in-
gredients.

Canada imposes quotas on footwear imports, maintains complex
customs procedures, and insists on using its own distinct
specifications for forest and agricultural products. In an
effort to protect a distinctly Canadian culture and encourage the
growth of an indigenous film industry, the Canadian government
has proposed restricting distribution of imported films for which
U.S. studios do not own international rights. Such a restriction
would result in a loss of up to $150 million of U.S. filmmakers'
$1 billion in annual sales, according to the Motion Picture
Export Association.

On the provincial level, liquor regulators can favor
Canadian products by refusing to permit sales of imported bever-
ages or mandating unusually high markups, costing U.S. exporters
$25-100 million in sales annually, according to the Office of the
United States Trade Representative. Canada discriminates against
U.S. telecommunications through "Buy Canadas laws and high
tariffs. Both provincial and national governments pursue Obuy
national" or even "buy provincial' policies, reducing U.S.
exports by $100-500 million each year.

Fortunately, many of these and other nontariff barriers are
fair game in the free trade negotiations. They demonstrate
vividly the importance of ensuring that any such agreement closes
off all "loopholes" which might allow protection under a dif-
ferent name.

Investmen

The most important U.S. objective in the free trade talks is
to liberalize restrictions on U.S. investment in Canada. U.S.-
Canada bilateral investment is both substantial and reciprocal.
In 1985, U.S. direct investment in Canada exceeded $47 billion.
Canadian direct investment in the U.S. was approximately $17
billion.

Canada restricts new, large (over $3.7Tmillion), and
"culturally sensitive' direct foreign investments through the
Investment Canada Act. In addition, the publishing sector and
large 'indirect foreign acquisitions"--changes in ownership due
to mergers and acquisitions of multinatio, 21 corporations'
subsidiaries located in Canada--also come under governmental
review. Foreign investments can be limited by subjecting foreign
firms to more burdensome taxes and regulations than domestic
firms, denying them "national treatment."

Until recently, American firms could not expand into Canada
unless they agreed to meet certain performance standards, such as
export goals, domestic content requirements, specified levels of
employment, and specified levels of domestic research and
development expenditures. Performance requirements are now
officially "voluntary," but in practice they still serve as
preconditions to entry.

"Culturally sensitive" business activities in the areas of
publications, film, video, music and recordings are subject to
review. Special requirements must be met for investments in
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energy, air transportation, communications, and financial
services. For example, 50 percent Canadian ownership is required
for oil and gas projects on federal lands.

The United States would like Canada to drop restrictions not
faced by Canadian investors and to guarantee that performance
requirements will not be reimposed under a later administration.
Dropping these restrictions will be a major accomplishment for
the two countries and may induce other countries to drop their
barriers in order to compete with Canada for American investment.

Services
No international protocol exists for trade in services, so

efforts to agree on rules expanding trade in financial services,
trucking, aviation, shipping, telecommunications and professional
services will break new ground. Canada strongly protects its
airlines from competition, and various provinces limit the extent
of trucking company operations. Canada's unique treatment of its
broadcast and print media is uncommon in the world.

The "cultural" industry issue (radio, television, films, and
publishing) poses difficult problems. In addition to the usual
special-interest pressures for protectionism, Canada must deal
with nationalistic fears that closer economic ties will lead to
political and cultural unity with the United States and a loss of
Canadian national identity. One provincial leader has suggested
that the proposed talks could eventually lead to a customs union
and then common political institutions which would threaten
Canadian sovereignty.

Environmentalists, unionists, and the "cultural industries"
also see the bilateral trade agreement as a possible threat to
their interests. Their fears are based on the assumption that
liberalization of trade in cultural items, such as magazines,
television, movies, and books, would so flood the Canadian market
with U.S. products that a distinctly Canadian popular culture
would be virtually overwhelmed by U.S. influences. Already 72
percent of English television programming in Canada, including
cable, comes from the United States. Nearly all English-language
movies shown in Canada come from the United States, and distribu-
tion houses are controlled by American companies. Seventy-seven
percent of all newsstand periodicals sold in Canada are imported,
mostly from its southern neighbor, and 70 percent of the music on
Canadian radio is of U.S. origin.

Because of the two countries' differing attitudes toward
"Ocultural industries," some of the barriers affecting them may be
particularly difficult to remove or modify unless Canadian
domestic policy is changed. The United States regards broadcast-
ing and publishing as a form of commerce, whereas Canadian
government policy treats them as part of a Canadian national
identity. As a result, Canadians are denied tax deductions for
money spent on advertising in U.S. magazines, newspapers, and
radio/television stations. Such restrictions killed a Canadian
edition of TIM and cost the American print and broadcast media
industries between $120 million and $190 million annually.

This long-standing advertising dispute is a recent example
of how the unpredictability of government regulations hinders
cross-border trade in services. A "reciprocity" agreement may be
the easiest way to settle the services problem. U.S. firms
operating in Canada would be subject to only those taxes, regula-
tions and other conditions imposed on Canadian firms, and vice
versa. Such an agreement would not require a merging of the two
nations' tax codes or regulatory 'tructures. Extension of each
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country's airline landing rights in the other country, for
example, would be accompanied by reciprocal removal of regula-
tions intended to hobble foreign airlines.

The United States is not satisfied with Canadian laws
protecting intellectual property, such as patents, trademarks,
copyrights and industrial processes. Canada does not protect
Canadian or American broadcast signals from transmission without
compensation. Nor are property rights of foreign pharmaceutical
firms well-protected. Such firms exporting to Canada must grant
Canadian firms licenses to produce the same drugs in exchange for
receiving only a four percent royalty.

Any agreement liberalizing trade in services and protecting
intellectual property will be useful in a larger context as part
of the new trade talks on these issues in the Uruguay Round of
multilateral trade negotiations. The most important goal is to
reduce regulations in both countries. The most important
principle for both nations to follow is that of giving foreign
firms "national treatment," eliminating government regulations
imposed on foreign firms but not on domestic firms.

REMOVE U.S. TRADE BARRIERS TO SPUR CANADIAN GROWTH

United States Trade Laws

Canada wants the security of predictable and assured access
to the U.S. market. Canadian exporters do not want their
economic fate held hostage to political pressures in the United
States.

Vigorous enforcement of U.S. trade laws intended to protect
American businesses from subsidized imports and other so-called
"unfair trade practices" is a major issue between the two
countries. Many Canadians view the actions as harassment de-
signed to restrict unsubsidized Canadian exports. They therefore
see the subsidies question as the most important Canadian trade
concern. Canada feels the implementation of U.S. trade laws is
unpredictable and arbitrary. Such action benefits American
companies, but only by penalizing Canadian competition and
American consumers.

A successful free trade agreement would have to protect
consumers on both sides of the border from the continual trade
battles generated by special interests in both countries.

American consumers were hit especially hard last year by
what Canada claimed was an overly zealous interpretation of a
U.S. trade law to protect American timber companies from Canadian
competition. In early 1986, the United States imposed a punitive
35 percent tariff on Canadian cedar shakes and shingles.
Ironically, the decision was announced the day after the first
FTA negotiating session ended. New home buyers on average pay an
extra $800 as a result of this tariff, according to the National
Association of Home Builders, and American workers suffered when
Canada retaliated against a variety of American products,
including computer parts and books.

In May 1986, U.S. softwood lumber producers claimed that
timber pricing practices of Canadian provinces constituted
subsidization of Canadian lumber exports. They sought counter-
vailing duties. Since the U.S. Commerce Department had deter-
mined in 1983 that Canadian provincial timber pricing did not
entitle U.S. lumber producers to countervailing duties under U.S.
trade laws, Canada's minister for international trade termed the
new request for an import duty "harassment." Nevertheless, under
threat of an American countervailing duty, in December 1986
Canada imposed a 15 percent export tax on Canadian softwood
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lumber. Such a tax was predicted to raise the average price of
new American homes by $400, price 120,000 families out of the new
housing market in the next seven years, and cost those who could
still afford new homes an extra $227 million annually. American
consumers could eventually pay over $1 billion more annually for
lumber, according to Congressional Budget Office estimates.

Canada has now begun its own forceful interpretation of its
trade laws, as demonstrated by the Canadian Tariff Commission
ruling against American farm programs that sUbstdize U.S. corn
growers. Shortly after the U.S. decision on softwood lumber, the
Canadian government imposed a 67 percent countervailing duty on
American corn imports, claiming that U.S. agricultural programs
force Canadian producers to sell their corn below cost to remain
competitive.

Even where subsidies exist, a countervailing duty "war" in
which both governments raise import prices to compensate for
subsidies sacrifices the interests of consumers to those of
specific industries. Far better would be an agreement establish-
ing a process by which the two nations can identify and eliminate
trade-distorting practices, thereby also reducing special
interest groups' opportunities to use trade laws for their own
advantage. Such a process, which would let private parties air
their disputes on government policies, could help protect
consumers' interests if it induced both governments to remove
trade barriers rather than raise them in retaliation. North
American consumers as well as producers would also breathe a
little easier if the two nations established a formal mechanism
for consultation over trade grievances before their governments
start investigating each other for trade law violations.

Tariff and Nontariff Barriers

There are a variety of miscellaneous tariff and nontariff
barriers which limit Canadian sales to the American market.
Canada seeks to eliminate U.S. quotas on sugar and sugar pro-
ducts. The quotas are part of a vast maze of farm subsidy
programs on both sides of the border which need to be curtailed
before they provoke more trade frictions and bankrupt taxpayers
and consumers as well. General import taxes, of course, such as
customs user fees and the oil import tax, discourage Canatian
exports by raising their price in the United States.

Canada would also like federal and state governments in the
United States to waive Buy America provisions in government
procurement legislation. The free trade agreement with Israel
sets a precedent by waiving all Buy America restrictions on
purchases of $50,000 or more. Canadian firms would particularly
like the opportunity to sell subway cars to the states, but the
federal highway bill passed over President Reagan's veto bars
such purchases from non-American suppliers.



CONCLUSION

In an era when protectionism is on the upswing, a free trade
agreement with Canada offers the United States an opportunity to
demonstrate how reduction of trade barriers enhances economic
growth and expands consumer choices. Free trade could raise U.S.
gross national product by $12-17 billion and create up to 750,000
American jobs by eliminating Canadian tariffs, curtailing
nontariff barriers, liberalizing restrictions on investment, and
quelling disputes over subsidies and application of U.S. trade
laws. A wide variety of industries would benefit, including

A textiles, apparel, heavy manufacturing, financial services,
aviation, shipping, telecommunications, agriculture, and natural
resources.

In addition, a successful FTA would powerfully demonstrate
to other nations the benefits of free trade. The offer of FTAs
could give the United States new leverage in bargaining to reduce
other countries' trade barriers without sacrificing the interests
of American consumers through initiation of protectionist trade
wars. A U.S.-Canada pact would enhance American credibility in
multilateral trade liberalization talks and could point the way
toward resolution of sensitive issues such as trade in services
and investment. Politicians should not let special interest
groups, unrelated trade issues, or just plain indifference kill
the free trade agreement.
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STATEMENT OF

NEIL 0. CHRISTENSON

VICE PRESIDENT, FARM EQUIPMENT & CONSUMER PRODUCTS MARKETING,

UNITED STATES & CANADA

DEERE & COMPANY

ON

U.S.-CANADA FREE TRADE NEGOTIATIONS

SUMMARY

Deere & Company, from its perspective as an exporter and as a U.S. company
with substantial manufacturing and marketing operations in Canada, strongly
encourages the United States government to work with Canada toward establish-
ing a new and improved framework within which to conduct trade between our two
countries.

As part of a U.S.-Canada trade agreement, we recommend the abolition of
tariffs on mobile power machinery manufactured in the U.S. or Canada and
traded across our common border. Mobile power machinery includes a full range
of farm equipment, lawn and grounds care products and a range of industrial,
forestry and light hauling equipment.

We believe a trade agreement with Canada would produce significant benefits to
our company in the following ways:

o We could expect increased opportunity for exports which would result in
greater profitability to the company with corollary benefits not only to
our employees--most of whom work at facilities in Iowa, Illinois and
Wisconsin--but also to the local communities in which we have a presence
and to our suppliers nationwide. In addition, federal, state and local
governmental units may benefit from higher revenues.

" We would be released from the effects of uneven tariffs. As shown in the
accompanying statement, significant differences exist in the tariffs levied
by our two countries on some of the construction, forestry and lawn and
garden equipment we export.

"o We would experience considerable relief from the administrative burden
associated with complying with customs regulations, as well as freedom from
border delays and inconsistent customs rulings.

We are hopeful that a plan fair to interests in both countries and acceptable
to both governments can be reached.

Deere & Company, with headquarters in Moline, Illinois is a multinational
corporation engaged in the manufacture, distribution and financing of a full
range of farm equipment, lawn and garden products and a broad range of
industrial, forestry and light hauling equipment. The company employs
approximately 39,000 individuals worldwide and had sales of $3.516 billion in
1986. Given our global perspective, Deere & Company's view with respect to
trade with Canada is two-fold in nature.

First, we approach the subject of U.S.-Canada trade from the position of a
major U.S. exporter, currently ranking 38th on Fortune magazine's listing of
largest U.S. exporters. Our sales to Canada of domestically manufactured
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farm equipment, construction and forestry machines and lawn and garden
tractors significantly support our export position.

Second, Deere & Company considers U.S.-Canada trade from a special point of
view emerging from the fact that we have a Canadian subsidiary, John Deere
Limited. We manufacture at a plant in Welland, Ontario, and also have
facilities in Grimsby, Ontario and in Regina, Saskatchewan. Many Canadians
earn their living as our employees, and John Deere dealers and customers are
found across Canada. We have enjoyed our commercial relationships with
Canada, and hope they will continue to expand and improve with increased
freedom from tariff and other trade encumbrances.

Deere & Company strongly encourages the United States government to work with
Canada toward establishing a new and improved framework within which to
conduct trade between our two countries. Deere & Company recommends that a
trade agreement include the abolition of tariffs on mobile power machinery
manufactured in the U.S. or Canada and traded across our common border.
Mobil power machinery includes a full range of farm equipment, lawn and
grounds care products and a broad range of industrial, forestry and light
hauling equipment.

A comprehensive trade agreement with Canada would produce significant bene-
fits to ot company. Under a new environment of free trade, increased
opportunities for exports would exist, resulting in greater profitability.
Our success would be reflected in stable or increased employment at our own
units, spin-off benefits to local communities and suppliers nationwide, and
potentially higher revenues to federal, state and local governmental units.

In our own experience, gathered from many years of trading with Canada and
doing business there as a manufacturer and marketer, there has been a direct
relationship between the degree of openness in trade policy and the relative
ease of conducting business transactions. During recent years tensions have
been building because of trade disputes over products such as lumber, fish
and pork, leaving all businesses somewhat uncertain about the future of
trading relationships with Canada. A bilateral trade pact would significant-
ly ease these tensions, allow for business decisions on the basis of economic
efficiencies and promote greater growth in both countries.

In addition, there are specific improvements our company would welcome under
a U.S.-Canada trade agreement. Some regard tariffs. As shown in the table
below, there are currently substantial differences in the tariffs levied by
the two countries on certain goods we export. This imbalance severely
restricts our ability to compete in the Canadian market with respect to these
goods. We look forward to the elimination of these and all tariffs on mobile
power machinery.

Equipment Canadian Tariff U.S. Tariff

Industrial Products
Motor Graders 10.3% 2.5%
Four-wheel drive loaders 9.3 2.0

Forestry Products
Logging Equipment 8.0 Free

Grounds Care Products
Certain lawn tractors 10.2 ., 0
Certain snow blowers 9.2 2.5

Other improvements relate to interpretation and implementation of certain
tariff laws. For example, while agricultural equipment--tractors and
combines--flows between the U.S. and Canada duty-free, certain parts and
components for use with farm equipment are subJect'to varying rates of duty.
Because of ambiguities in current law, there is inconsistency in its inter-
pretation. Therefore, products can be allowed duty-free entry at one time,
but not the next; duty-free at one port, but not another; duty-free for one
company, but not another.
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Another situation that would be relieved by a trade agreement has to do with
the fact that for certain agricultural products imported from Canada, it is
necessary to certify that their end use is actually in agriculture in order
to qualify for duty-free status. This requires tracking a sale to its final
destination, plus the burden and added costs of reporting, obtaining proofs,
and investigating diversions. Furthermore, substantial penalties can be
assessed for inadvertent errors in reporting.

We would expect a U.S.-Canada trade agreement to provide considerable relief
from the administrative burdens associated with complying with customs
regulations, as well as freedom from border delays and inconsistent customs
rulings as described in the examples above.

In conclusion, we wish to emphasize the importance of our trading relation-
ship with Canada. Deere & Company is hopeful that the U.S. and Canadian
negotiators arrive at a proposal that is fair to interests in both countries
and acceptable to both governments so that an agreement can be consummated.
We appreciate this chance to comment and are pleased with your early consid-
eration of what we believe to be an extraordinary opportunity to formulate a
plan that will deliver benefits to both the United States and Canada far into
the future.

Deere & Company
Moline, Illinois

17 August 1987
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Dislled p ESGCUncil of theUW edvs.Inc.

August 13, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, DC 20510

Dear Hr. Chairman:

This letter on behalf of the Distilled Spirits Council of the
U.S., Inc. (DISCUS) is in response to the request of your committee
for comments on the U.S.-Canada free trade area negotiations.

BasicallyDISCUS supports a free trade arrangement with Canada.
However, this~,ssociation is not blindly committed to any agreement
with Canada which does not correct problems which have been ancoun-
tereaain the past with respect to the sale of our products in Canada.

The problems involved are:

1. Reluctance by the Provincial Liquor Boards to list U.S. distilled
spirits brands. The extent of this problem varies from Province
to Province.

2. Discriminatory mark-ups between imported and domestic distilled
spirits are authorized in most of the Provinces. (See attached)

3. Canadian law requires that all spirits imported in the bulk
must be blended with some portion of domestic spirits before
bottling. This requires U.S. straight bourbon whisky shipped
in bulk to Canada to be bottled as "Bourbon whisky" since U.S.
regulations preclude the addition of anything to straight
whisky except water to reduce proof. In other words, the
addition of local spirits prevents the product from being
bottled in Canada as STRAIGHT BOURBON WHISKY. Without the
word "straight", bourbon whisky has much less sales appeal
as it is thought of by the customer as a lesser quality
Bourbon.

4. The U.S. recognizes "Canadian Whisky" as a distinctive product
of Canada made under the laws of Canada for consumption in
Canada. For fifteen years the U.S. has been trying to get
Canada to recognize Bourbon whisky as a distinctive U.S.
product in the manner that the U.S. recognizes Canadian
whisky. This request has not been honored and should be
included in the U.S.-Canada free trade negotiations.

These matters have been discussed in depth with the office of the
U.S. Trade Representative.

Sin'rrely,

F. . eister

President

FAM:sas

Attachment
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A minimum specific dw-11ar per unit rate of s-u

2;':Ies if t '*e 'ds13Iay price' is lower when O- e

zer:entage marx-up is applied. The specific mark-;;s

are:

n .sky -

ZZZ.• per '."4 litre bottle

C T.2 per tI ml bottle

w, S per 7S ml bottle

Brandy -

C$5.?5 per -7:ml bottle

^ 3M per 375 ml bottle

31n, rum, vodka -

W-%059*: per 1.14 litre bottle

5:;oper 15: ml bottle

.4 ýper 27! ml bottle

'2) British Columbia

12 cents per litre is added to the duty-paid :anded

cost before calculation of the mark-up.

Scotch 'Whisky imported in bulk and bottled in .anada

is sub.e.t to the Domestic mark-up.

For "high-priced products" the following formula a:=:2es:

100* of mark-up paid on first C$12 per bottle

75* of mark-up paid on next C$5 per bottle
5.9 of mark-up paid on next C$5 per bottle

25* of mark-up paid on remainder per bottle

A minimum specific dollar per unit rate of mark-u:

appliesif the display price is lower when the -eorente•e.

mark-up is applied. The specific mark-ups are:

C*. 10. M/
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I

8. per litre for up to 499 ml sizes

C$'..25 per litre for 50C-999 mI sizes
CV:.' per litre for one litre sizes and over

Xa Manitoba and New Brunswick

Scotch *hisky imported in bulk and bottled in these

.rovinces is subject to the Domestic mark-up.

'4' Newfoundland

Specific mark-ups apply to different cost categories,

both of which are the same for imported and domestic

products, as follows respectively:

C$7.60 on 710 ml bottle costing up to C$5.75

C$8.10 on 710 ml bottle costing C$5.76 to C$7.55
309.10 on 710 ml bottle costing C$7.56 to :$9.55
C$11.10 on 710 ml bottle costing C$9.56 to C$13.55

C$3.6C on 710 ml bottle costing C$13.56 and a=

'5: ;uet

The

(i) 1

:ec

mark-up is applied in two parts:

a fixed mark-up on a portion of the duty-paid prize

(DPP) which is exempt from the percentage mar&,-u.

Portion of duty-paid rice exempt

spirits 375 ml - C$ 75
700, 710, 750 ml - C$ 65
1 litre - C$ 80
1.14 litre - C$IC¢
1.75 litre - C$ 75

Cognac VS 375 ml - C$ 5 and C• 9C
700, 710, 750 ml - Cs 60 and d

Cognac VSOP 375 ml - C$ 75
700, 710, 7,0 ml - C$ 05

liqueurs 375 ml - C$ 70
700, 710, 750 ml - C$ Mg
1.14 litre - C$i00

Domestic Imported .f.'erent£•"MIark-ups:

375 ml, 1.75 L C$ 92.25 C$ 99.75 C$ .50
700,710,750 ml C$ 80.00 C$ 86.50 cs 6.=^
I litre C$100.00 C$106.50 C$ 6.50
1.14 litre C$123.00 C$133.00 C$I0.30

0%- nrnafft VQ/
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""-eXna: 7S:'d. :ffr•::

lu -S-

'~~~ ~ C$EZ CS.
* .tre ZS 2?. ̂ ^ • +

",.."i the :er-entaxe -ark--:. is az'ie.- t:. :-:,n=e :f:-.

du:y Paid pri-e except

E-' 34.: o~ on C $ 7S. C fCS
-1^.C on balance

- - - - --1 11o.C ! '

.Zon balance

(S) Saskat ewan

A minITun specific: dc:'ar per unit rate Cf ma'::- "

if tne 'display pr.o:e' is lower when the per:en:-+e

mark-up is azlhied. The specific mark-.:s ex:e::

for brandy and liqueurs are:

Domestic Zm orted
(per bottle) (per bCtte"

3"5 ml Cs 4.10 CS 4.AA
7 r. l C$ 7.C" CS 7.25
7=, ml Cs 7.7C C$ 8.8 i
I itre - CS 9.-:
1.14 litre CS11.60 C512.2S
1.75 litre C$17. C"E
3.79 litre C$6C.•C•W.

A maximum s;ecific dollar per unit rate cf.are-.-

applies to brandy and liqueurs which are the same

whether imported or domestic as follcws:

Brandy Lioueurs

(pFer ottle) (per bct::e'

375 r. C$ 6.00 CS 4.65
7S0 5n.m CV2 .CC C$ 9.20C
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STHE DOW CHEMICAL COMPANY

Iou00N. MiCIGMN "674

August 17, 1987

The Honorable Lloyd H. Bentsen
Chairman
Committee On Finance
United States Senate
205 Senate Dirksen Office Building
Washington, DC 20510

Dear Hr. Chairman:

On behalf of The Dow Chemical Company, this letter is in response to the
request of your Committee for comments on the U.S. Canada free trade
area negotiations.

In brief, we are in favor of a comprehensive and equitable Free Trade
Agreement. Chemicals are among the four largest exports (vehicle and
parts, electronic equipment, coal and chemicals) to Canada and this
neighbor country is the industry's best customer. Dow has extensive
sales to and operations in Canada and we are vitally interested in the
process and outcome of negotiations.

While many aspects of these talks will impact our business, such as
Rules of Origin, U.S. trade law treatment and uniform Provincial
acceptance of a federal agreement, there are two which we deem critical
-- tariffs and intellectual property rights.

It is important that tariff cuts be phased in over a minimum of five
years and some more market sensitive products should reach out to ten
years. In our global trading environment, business plans are based on
many factors very much including tariffs and precipitous changes can
significantly alter returns, investment and Jobs. Unfortunately, it has
been our experience and observation that abrupt tariff cuts have been a
principal result of every major trade agreement since World War II.

We are very concerned about intellectual property rights because current
Canadian law does not protect our patents, trademarks, and industrial
processes well. This is especially true in pharmaceuticals where we are
compelled to license Canadian firms to sell the same drugs in exchange
for receiving only a 42 royalty. This is plainly self serving,
certainly not within the spirit of any equitable trade pact, and
discourages us from sending our precious and unique technology across
the border.
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Our company Is actively engaged in monitoring the negotiations via
participation in the American Coalition for trade expansion with
Canada/ACTE/CAN, a diverse group of 450 firms from various sectors and
regions formed in support of a comprehensive trade agreement with
Canada.

We are also members of an Advisory Committee for Trade Negotiations/ACTN
Task Force specifically formed to make sure the private sector was
consulted during negotiations and to help develop an ACTN position on
the draft agreement.

In general, we believe a Fair Trade Agreement. with Cbnada is very
appropriate for several overall reasons:

-- Protectionism is not an answer to market access and the FTA could
spur worldwide trade liberalization

-- Many aspects of this comprehensive agreement could serve as a
model for future talks especially in areas of non-tariff barriers
like investment and services.

-- At a time when our international competitiveness is at question
an FTA with our principle trading partner should enhance globaltrading prospects for both parties. Elimination of tariff and

non-tariff barriers and freer movement of natural resources and
capital should promote business decisions based on real
economics, not trade laws.

The Dow Chemical Company is pleased to have been asked to comment on
these important and overdue negotiations. We will remain actively
attached to the process and very much involved in the debate to reach
agreement.

For: The Dow Chemical Company
Paul F. Oreffice
Chairman and Chief Executive Officer

Washington. D.C. Contact:
Lewis F. Gayner
Director of Regulatory and Legislative Affairs
Dow Chemical USA
1800 M Street, NW
Suite 700 South
Washington, DC 20036
202/429-3435

76-574 0 - 87 - 5



122

DOW CORNING POSITION ON

U.S.-CANADA TRADE AGREEMENTS

As a member of the American Coalition for Trade Expansion with Canada

(ACTE/CAN), Dow Corning favors the conclusion of a comprehensive trade

arrangement covering trade in goods and services and investment and the

protection of intellectual property.

In addition to the broad benefits of a bilateral free trade agreement

between Canada and the United States which ACTE/CAN has articulated

elsewhere, it is the purpose of this letter to identify the benefits for

Dow Corning.

THE DOW CORNING CASE

Dow Corning Corporation, a U.S. based corporation conducts its business
of making, selling, and servicing specialty materials (primarily
silicone materials) in most parts of the industrial world. The attached
brochure profiles that business.

Dow Corning Canada Inc. is our vehicle for doing business in Canada. It
represents the leading supplier position with sales of approximately
30 million U.S. $ in 1986.

All the products sold by Dow Corning Canada are either imported for
resale or are produced from intermediates that are imported. The
products produced from imported intermediates are in the minority and
usually represent a local packaging requirement and/or more efficient
management of inventories. This is also the profile of those companies
with whom we compete.

The major supplying plants for Dow Corning Canada are located in the
states of Michigan, Kentucky and North Carolina.

Although 802 of all exports from the U.S. to Canada cross the border
duty free, that is not the case for Dow Corning products. Our health
care business operates with duty-free imported products, however our
industrial products, representing more than 802 of our business, pay
duties ranging from 02 to 14.12. In 1986, Dow Corning Canada Inc. paid
duties amounting to 1.0 million U.S. $.

The logic for having duties on these specialty materials is puzzling.
The protection of Canadian jobs cannot be the logic because there are no
broad base manufacturers in Canada. The vast majority of Canadian
employment necessary to support our business is related to selling and
servicing -- not manufacturing. Dow Corning Canada has a modest
population of 65 employees, of which only 5 are doing production
activities.

The reduction to -0- of those dutiable items would be extremely
beneficial to both the U.S. and Canadian elements of the Dow Corning
world.
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For Canada:

- A better chance for Canadian manufacturers (our customers using our
products) to be world class competitive.

- A deeper penetration into those markets which are price sensitive.

For the United States:

- A better chance to keep and grow the manufacturing operations related
to exports to Canada.

In summary, it is the position of Dow Corning that its products should
be included along with the vast majority of U.S.-Canadian trade items --
in the duty free category.

DOW CORNING POSITION ON

U.S.-CANADA TRADE

SUMMARY

1. Dow Corning supports the aims and purposes of the American Coalition

for Trade Expansion with Canada (ACTE/CAN).

2. Both Dow Corning's Canadian customers and it's U.S. supplying plants

will benefit if our specialty material products and intermediates

(primarily based on silicones) were put in the category of

"duty free" items under a bilateral agreement directed at freer

trade.
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4 ECLIPSE INC.
1665 ELMWOOD ROAD. ROCKPORD. ILLINOIS. U WA 61103

PHONE 616s1o8.3031 TELEX 36-7436 CAULK ,EPCO

August 13, 1987

The Honorable Lloyd M. Bentsen
Chairman
Conhnittee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

We would like to indicate our strong support of the ongoing U.S.-
Canada free trade area negotiations. It is our hope that these
negotiations will result in a comprehensive free trade arrangement
covering trade in goods and services and investment and the
protection of intellectual property.

Eclipse has operated a Canadian subsidiary company for over 30
years. During this period we have supplied industrial process
heating equipment to virtually all of the major users in Canada and
we see continued opportunity as Canadian manufacturing industries
continue to develop.

The development of our business in Canada and our exports to Canada
from the U.S. have been burdened with a number of uncertainties as
a result of trade regulations and restrictions. We would like to
be able to proceed with planning both in the U.S. and in Canada
free of these restrictions and uncertainties.

It is also our strong hope that a free trade agreement might
eventually lead to a rationalization of technical specifications
between the U.S. and Canada.

We welcome the opportunity to make our views known and we look
forward to an agreement which will lead to a new level of
cooperation between the United States and Canada.

VS truljomm

V.P. •ernation&.1 • r.
GOS: Jmm 1 f
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GLNTIL~N•I

IMMEDIATE ACTION IS ESSENTIAL TO ASSURE THE SURVIVAL
AND 4RnTN LF THE AMERICAN MERCHANT MARINE. OUR MILITARY
ESTAALTkHmENT REOUIRES A STRCNG PARINE SUPPORT CAPABILITY TO
GUARAhTtE AN ACEOUATE DEFENSE OF OUR COUTRY.

oxLsriNG POLICIES MUST BE STRENGTHENED TO ASSIST THE MERCHANT
MARINt IC SUPPLY SHIPS AND COEN$ TO SERVICE OUR NAVY AND COMMERCE IN
TIMEA OF LPERGENCY. ANY FURTHER NEAKENING WILL HAVE CEVASTATING
CUNj;FtiINCES.

ACCCORINGLY, FARRELL LINES STRONGLY ENDORSES SENATE CONCURRENT
RLSJIuTION 69 LRGING THAT THE FREE TRAOE AREA AGREEMEhT BEING
NiGOTIATED %ITO CANAOA NOT CONTAIN ANY CHANGES ADVERSELY IMPACTIN0
TnE MARITIME POLICY AND LAbS OF THE UNITED STATES.

WhER, oE SHOULD UNDERTAKE STEPS TO STRENGTHEN AND SUPPORT THE
McRCWANI MARINE ENCOURAGING ITS GROWTH TO BECOME A VIABLE ARM OF OUR
NATInNAL DEFENSE.

VERY TRULY YOURS.

GEORGE F. LONMAN
FARRELL LINES INCORPORATED



126

Comments Of

FLORIDA CITRUS MUTUAL

Concerning The Proposed
U.S.-Canada Free Trade Area

These comments are submitted on behalf of Florida Citrus Mutual

(OFCM") a voluntary cooperative association whose active membership

consists of 12,169 Florida Citrus growers, accounting for the vast

majority of the U.S. industry producing citrus fruit for processing.

FCM offers these comments on the proposed U.S.-Canada Free Trade

Area (OFTAO), pursuant to the Committee's invitation for comments.

As a general matter, FCM is not opposed to the negotiation of

a Free Trade Area. However, as was true of the U.S.-Israel Free

Trade Area and the GSP and COI programs, it is important that any

bi-lateral or unilateral elimination of tariffs carefully account

for the possible distortions to trade which may result for import

sensitive sectors of U.S. industry, and the program should avoid

placing U.S. producers at a disadvantage vis-a-vis third country

suppliers (consistent with the overall goals of Free Trade agreements

under the GATT). Consequently, FCM wishes to highlight two aspects

of the FTA proposal for the Committee's consideration.

(1) Duty Drawback

Pursuant to 19 U.S.C. S1313(a) and (b), and under procedures

set forth at 19 CFR Part 191, U.S. exporters who have consumed

imported materials in the production of U.S. commodities, may claim

a drawback of duties paid on that imported material when the finished

product is exported, as long as the exported article is produced

within three years after the material is imported and the article

on which drawback is claimed is exported within five years after the

material is imported. This provision allows the U.S. manufacturer

to maintain a competitive position against other exporting countries

in the Canadian market.

The current U.S.-Canada FTA proposal seeks to eliminate duty

drawback entirely (at least for manufacturing or substitution

drawback) on trade between the United States and Canada so that no
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exports to Canada from the United States in which foreign (third-

country) material was used, will be allowed the benefit of drawback.

FCM believes that such a step will adversely affect U.S. exports of

citrus juice to Canada in competition with third country imports

directly into Canada, and will significantly erode U.S. citrus juice

producers' ability to sell in that market. Since citrus juice Imports

into Canada are presently free of duty, the elimination of tariffs

will not offer any benefit to offset the elimination of drawback.

For this reason, we urge that drawback not be eliminated, or that, if

it is to be revoked or curtailed, that citrus juices, in concentrated

or single strength form, be excluded from any such action.

The U.S. industry has worked hard to remain competitive in

recent years despite the rapid and massive growth of the largest

orange juice producing country in the world -- Brazil. The domestic

industry's import sensitivity has been well documented in recent

years in both countervailing and antidumping duty investigations of

frozen concentrated orange juice from Brazil, and in provisions

inserted in the bBI, GSP, and U.S.-Israel Free Trade Area legislation,

which acknowledge the industry's vulnerability and seek to counteract

the effects of any rapid and damaging influx of imports. Against

the background of this highly competitive world market, the U.S

industry has been forced to contend with recent natural maladies,

including consecutive freezes, which destroyed a substantial portion

of Florida's citrus acreage, and the threat of canker infestation.

The U.S. industry purchases Brazilian orange juice concentrate

for blending with concentrate produced from Florida oranges in order

to extend supplies, meet U.S demand, and attempt to expand consumption

abroad. Brazilian orange juice processors, in addition to supplying

concentrate to independent U.S processors, also market their juice

products directly through importation into U.S. foreign trade zones

at Wilmington, Delaware and Port Elizabeth, New Jersey, for in-bond

shipment to reprocessing facilities in Canada. U.S. processors,

therefore, compete with Brazilian producers in both the United States
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and Canadian markets with both a 100 percent domestically-sourced

product and with a U.S./Brazilian-blended product.

The current U.S. rate of duty on frozen concentrated orange

juice, classifiable under TSUS 165.29# is 350 per single-strength

equivalent gallon. However, imports of juice into Canada under most-

favored-nation rates are duty-free. One method by which U.S.

processors are able to compete with Brazilian producers in the

Canadian market is through the availability of drawback, so that

both supplying countries may compete on a zero-duty basis. However,

the elimination of manufacturing or substitution drawback for U.S.

exporters would eliminate this equal footing. U.S. processors would

be faced with the alternative of selling only heavily discounted

U.S.-origin juice in Canada and Brazilian product in the United

States, or withdrawing from the Canadian market where direct Brazilian

imports would encounter no duty.

Canada represents an important market to U.S. processors of

citrus juice, accounting for a larger volume of U.S exports than

any other destination. Although concentrated orange juice shipments

to Canada declined from 1985 to 1986, from 22.3 to 15.2 million

gallons (single-strength equivalent), the volume of exports has

increased in 1987 over the first four months of the year. The decline

in U.S. shipments to Canada is reflective of the increasing

competitiveless of Brazilian shipments to that market, which

increased from 17.1 million gallons for the first six months of 1985

to 32.7 million gallons for the first six months of 1986. (On the

basis of the Brazilian processing season of July - June, Brazilian

export shipments to Canada increased 20 percent from 1985-86 to 1986-

87.) Where once U.S. processors accounted for the vast majority of

orange juice imported into Canada, Brazil has displaced Florida as

the predominant supplier to that market. The continued growth in

Brazilian output should prevent any change in this situation for the

foreseeable future. Therefore, the tools available to U.S. processors

to enhance export activities are extremely important. "

In light of the unique circumstances surrounding U.S. production

and exportation of processed orange and grapefruit juices, FCM
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supports at least a limited and specific retention of drawback

benefits under the U.S.-Canada FTA for exports of concentrated and

single strength orange juice (Schedule B Commodity Nos. 165.3320,

165.3340, 165.3360, and 165.74001 Harmonized Export Commodity Nos.

2009.11.0020, 2009.11.0040, 2009.11.0060, and 2009.19.40) and

concentrated and single strength grapefruit juices (Schedule B

Commodity Nos. 165.31 and 165.71; Harmonized Export Commodity Nos.

2009.20.4020 and 2009.20.4040).

(2) Rules of Origin

The third country competition encountered by U.S. exporters in

the Canadian market highlights the second concern of FCM: maintenance

of strict country of origin rules for Canadian products receiving

the benefit of duty free treatment, so as to prevent transshipment

of non-Canadian citrus products through Canada to the United States.

The background of origin rule development for special tariff programs,

and the proven sensitivity of the U.S. processed citrus industry to

imports, are important.

The U.S.-Israel Free Trade Agreement is governed by strict

country of origin guidelines similar to those enacted in the Caribbean

Basin Initiative and the Generalized System of Preferences

legislation. These rules require that in order for a commodity to

be treated as a product of one of the beneficiary countries, it must

be the growth, product, or manufacture of such country and must meet

a 35% value added requirement. The Congress has recognized the

potential for abuse of special programs designed to benefit the joint

participants, and not third countries which receive instead the

general benefits of most-favored-nation treatment under GATT, by

including restrictions against articles being treated as a product

of the beneficiary country through simple combining or packaging

operations or "mere dilution with water", which does not materially

alter the characteristics of the article. See General Headnote

3(e)(viii)(C) of the Tariff Schedules of the United States. In

enacting these strict origin rules, the Congress recognized the
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potential for diversionary transshipment from other countries,

combined with minor and insignificant processing operations, to take

advantage of large duty savings available under the bilateral or

unilateral special tariff programs. With respect to citrus products,

the import sensitivity of the U.S. industry, t importance of the

U.S market, and the relatively high rate of duty for concentrated

citrus juices present conditions which enhance the likelihood that

third country exporters will attempt to use a free trade area

beneficiary country as a conduit for duty-free or duty-reduced

shipments to the United States. The potential for abuse was

demonstrated to this Committee during its consideration of

authorizing legislation for the U.S.-Israel Free Trade Area, when

it was presented with data showing that a greater volume of orange

juice was exported by Israel to its N.C. Free Trade Area partners

than Israel was able to produce indigenously. This fact suggested

that transshipment was occuring in order to avoid duties.

The U.S. Court of International Trade has ruled that the

reconstitution of a concentrated citrus juice into a single-strength

product is not a processing operation which substantially transforms

the concentrated juice into a new and different article of commerce

for purposes of the country of origin marking law, National Juice

Products Association v. United States, Slip Op. 86-13, USCIT (Jan.

30, 1986). Florida Citrus Mutual strongly urges U.S. negotiators

not to depart from the presently accepted principles of substantial

transformation as applied to citrus products, in negotiating new

rules of origin under the U.S.- Canada Free Trade Agreement.

Among the rules of origin proposed for the U.S.-Canada Free

Trade Area is one which would treat as a substantial transformation

any processing or production activity which results In specified

changes in tariff classification, e.g., an activity which changes a

raw material classified under one tariff chapter into a finished

product classified under an entirely distinct tariff chapter. This

approach, while applying a more mechanical and predictable rule,

must, if actually adopted, provide for an automatic reassessment of
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any changes in tariff nomenclature (which may occur at any time and

be unrelated to U.S.-Canada trade) as to their impact on origin

rules. Paramount in this or any other origin rule adopted in the

U.S.-Canada agreement should be the concept that less significant

processes which do not alter the fundamental character of a product

should not impart FTA country origin status on the product,

particularly with respect to concentrated and unconcentrated citrus

juices.

Conclusion

Florida Citrus Mutual urges the Committee to recognize that

total elimination of duty drawback in the U.S.-Canada Free Trade

Area would have substantial adverse consequences for U.S. exporters

of citrus juices (and perhaps other articles produced in the United

States which rely upon imported materials). An agreement which

purports to enhance and mutually benefit trade between the two

countries should not penalize and restrict current export activities

which contribute to a U.S. industry's international competitiveness.

Furthermore, the agreement should contain country of origin rules

at least as rigorous as the CBI, GSP, and Israel FTA programs in

order to prevent transshipment.

Respectfully submitted,

Bobby F. McKown
Executive Vice President
Florida Citrus Mutual

BARNES, RICHARDSON & COLBURN
1819 H Street, N.W.
Washington, D.C. 20006

James H. Lundquist
Matthew T. McGrath
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FOSTER WHEELER CORPORATION
I10 SOUTH ORANOE AVZNHU

LOUIS C•AZZATO
arndl
*u £Ia*0'3oo S as.aseo

CAW/ EafSOMOOflficer

August 7# 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Building
Washington# D.C. 20510

Dear Mr. Chairman:

As a supporter of the American Coalition for Trade
Expansion with Canada (ACTE/CAN), we share their principles
for a free trade agreement. The successful outcome of ne-
gotiations will ensure that the United States will become
more competitive in world markets and will strengthen the
American economy.

The advantages to our company and the industry as
a result of a bilateral trade agreement will produce jobs,
increase economic growth and lower prices for consumers. The
economic philosophies of both nations are similar and a trade
agreement would reaffirm the close ties of friendship that
already exist between the two countries. Furthermore# a
successful trade agreement would demonstrate the economic
and political benefits of interdependence to the international
community.

We are pleased that you and the Finance Committee
are taking steps in advance of the conclusion of the U.S.-
Canada negotiations to generate public awareness and national
debate on this important matter.

Sincerely.

/dw
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COMMENTS

ON

U.S. - CANADA FREE TRADE AREA NEGOTIATIONS

by

G. HEILEMAN BREWING COMPANY, INC.

SUMMARY

Unfair discriminatory and unreasonable trade barriers against

the importation of American brewed malt beverages into Canada contribute

to the substantial U.S. trade deficit with Canada and illustrate the

need for free trade areas.

The Canadian trade barriers fall within five (5) categories:

1. A federal tariff on beer which is three times that

of the U.S. tariffs

2. provincial listing rules which operate to exclude

U.S. produced beer;

3. provincially mandated excessive mark-ups on U.S. beer

imports, preventing realistic price competition;

4. provincial distribution constraints on imported beer,

excluding those imports from sale in retail outlets

accounting for 90% of beer sales; and

5. provincial quotas on U.S. •eer imports.

While barriers differ between provinces# Canada as an entity

is, because of discriminatory constraints, a market basically closed

to American beer imports.

This statement is submitted by 0. Heileman Brewing Company

of La Crosse, Wisconsin (the 4th largest U.S. brewer operating 12

breweries located in Wisconsin, Indiana, Minnesota, Illinois#

Washington. Maryland, Michigan, Arizona, Georgia, Texas and Oregon)

In response to a Senate Finance Committee invitation to comment on

U.S. - Canada free trade area negotiations. The Committee's inquiry
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is particularly relevant because of the magnitude of the 13 billion

dollar deficit the U.S. experiences in its trade with Canada.

The gross disparity between the 4,683,457 gallons of U.S.

produced beer exported in 1986 to Canada (0.25 gallons per adult

population) and the 61,328,994 gallons of Canadian beer exported

that year to the United States (0.37 gallons per adult) in and of

itself is sufficient to raise suspicions of discriminatory Canadian

trade barriers. Proof of that discrimination is not hard to find!

Barriers in the U.S. to Canadian beer are either non-existent

or minimal. U.S. import duties are extremely low, among the lowest

among all developed countries. No discriminatory taxes or mark-ups

are imposed. Canadian beer imports are freely available, stocked

and sold throughout the U.S. in the same outlets and under the same

terms and conditions as domestic beers.

In contrast, American beer exports to Canada face a wide

variety of restrictive, artificial and discriminatory barriers not

imposed on Canadian provincial beer. Under these conditions, U.S.

imports into Canada cannot possibly enjoy free, fair or meaningful

competition with Canadian beer.

Although exclusionary practices vary from province to province,

onerous Canadian barriers generally fall within five (5) distinct

categories, any one of which would be sufficient by itself to chill

competition, with the cumulative effect of actually eliminating any

reasonable pretense of competition throughout most of Canada from

American produced malt beverages*

1. Tariffs

The Canadian federal tariff on imported beer is more than

treble the U.S. tariff on imported beer. Moreover, Canada imposes

a significant separate and additional duty on the can or bottle con-

taining the imported beer.

2. Listings

Before beer may be sold in a province, it must be granted a

"listing* by the provincial Liquor Control Board (LCB). While pro-

v.incial beers are freely listed, imports generally must apply for

* 1985 data



185

separate listings for each size of each type of package of each brand

or label in order to permit that particular item to be sold in the

province. Typically the LCB will either not list any U.S. brewed

beers or will severely limit the listings of a U.S. importing brewer.

U.S. brewers are frequently required by the LCB to delist an item in

order to list a new item. Provincial brewers are free to market a

vast and unlimited array of brand, package, type and size combination.

The marketing advantage to a provincial brewer of being able to sell

every size of every package of every brand in contrast to the U.S.

brewer being confined, if able to get a listing at all, to a single

package or two should be obvious.

The following chart illustrates the magnitude of this listing

exclusionary tactic by contrasting the number of U.S. produced beer

listings with the number of Canadian beer listings in representative

provinces:

Canadian listings U.S. beer

British Columbia 77 6

Saskatchewan 45 0

Manitoba 58 6

Alberta 34 5

Ontario 181 3

Quebec 1?

Nova Scotia 62 2

New Brunswick 51 1

3. Mark-ups

Mandated mark-ups,massively higher for imported beer than for

provincial beer, are the general rule throughout Canada. This price

advantage again constitutes an improper and serious trade barrier,

impeding the ability of U.S. brewers to compete in Canada with

Canadian brewed malt beverages.

The discrepancies between mark-ups for provincial beer and

American produced beer in representative provinces is disclosed

by the following:
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Provincial mark-up Mark-up for U.S.
product

British Columbia 43-54% 831 (based on
landed coat)

Alberta 49% 57%

Saskatchewan 58s 60%

Manitoba 74% 75%

Ontario 21+% 80%

Nova Scotia 54.7% 81% plus 10% sales tax

New Brunswick 57-60% 86t plus 10% sales tax
plus 10% sales tax

4. Distribution/Retail Sales Outlets

Applicable provincial rules permit the retail sale of imported

beer only in LCB stores (which are primarily spirits and wine outlets)

while provincial beer is stocked and sold by Brewers Retail Outlets,

the source overwhelmingly preferred by Canadian beer consumers.

In Ontario, the Brewer Retail Stores, a state-created monopoly

operated by Brewer's Warehousing Co., Ltd., (owned by 5 Canadian brewers)

accounting for over 90% of all Canadian beer sales, refuses to stock

and sell imported U.S. beer. Because provincial statutes authorize

beer to be sold at retail only through spirits and wine stores or

through Brewer's Retail, U.S. imports are automatically relegated to

the non-preferred spirits and wine stores.

Another device limiting U.S. brewed beer sales to non-preferred

retail outlets can be found in British Columbia, where at this writing,

retail cold beer outlets, which reportedly are experiencing excellent

sales, can not stock or sell U.S. beer imports. Similarly, in Manitoba

only domestic beer may be sold in hotel "cold beero stores. More-

over, British Columbia, Alberta, Ontario and Quebec also prohibit

importation of U.S. brewed keg or bulk beer.

Reportedly, British Columbia appears to be in the process of

removing discriminatory cold beer stores and keg beer impediments

to free and fair trade between Canada and the U.S.

5. Quotas

The Canadian provinces of British Columbia, Ontario and Quebec

establish quotas for imported beer but allow the marketplace to con-

trol availability of provincial beer.
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G. Heileman Brewing Company appreciates the opportunity to

file these comments and respectfully requests the Committee to

contribute its influence to efforts designed to eliminate trade

barriers to malt beverage trade between the U.S. and Canada.

Respectfully submitted:

Ian . Ruin, sq.
P. iHeileman Brewing Company
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The Goodycar Thir &RbC pW
Akron, Ohio 4 4:336-0o0cp

Robert E Mercer August 14, 1987
CHAIRMAN OFr TH BOARO

The Honorable Lloyd M. Bentscn, Chairman
Committee on Finance
United States Senate
205 Senate Office Bldg
Washington, D C 20510

Dear Mr Chairman:

This letter is in response to the request of your committee for comments on the
U.S.-Canada free-tr3de negotiations.

The Goodyear Tire & Rubber strongly endorses immediate and complete eradication
of all trade barriers between the U.S. and Canada. This matter is of deep and
direct concern to all of our 60,000 North American employees who are engaged in
daily competition with offshore producers just to maintain their livelihood.

Importation of tires from Asian, European and Latin American sources has
skyrocketed this decade from 10% to 18% of the market. This represents over
10,000 direct tire industry jobs and thousands more in supplier industries. Yet
Goodyear actually had a net favorable balance of trade in the first six-months of
1987 exporting over two-million passenger tires alone. With investment in
increased productivity and the enlightened support of dedicated employees, we can
be globally competitive. However, to do so requires taking advantage of the size
of the North American market to achieve economies of scale. Particularly in the
tire market, where our major customers produce on both sides of the U.S-Canada
border, we need free access to markets and production sources to optimize cost
of manufacturing and distribution.

Goodyear has operated in Canada since 1910 and employs nearly 5,000 workers in
eight plants. Free-trade is just as vital to these people as it is to the 4,200
Texans who work for Goodyear and its subsidiaries. In order to compete with the
current wave of imports, Goodyear must rationalize its production (increasing
efficiency by specializing each plant in a few on the many types of tires
required in the North American market place). We must invest in new, globally
competitive plants to gain a share of Asian vehicle producers now planning to
build plants in North America. Auto producers have long regarded this as a
single market and the Autopact of 1965 between the U.S. & Canada has clearly
benefited all North Americans. It is time to expand that principle to all goods
and services.
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Honorable Lloyd M Bentsen - 2 - August 14, 1987

Some Canadians will, understandably, fear rapid removal of all tariffs. It is
true that, living under the protection of high duties, Canadian industry has not
always remained globally competitive. The answer, however, is M!QI. in retaining-
tariffs which were responsible for that condition in the first place. The answer
is in adopting investment incentives t3 bring their industry rapidly to "world
class" standards.

Goodyear stands ready to meet the challenge of orfshorc producers with new.
compet;tivc w.rld class faJilitics in tires, belts, hose and other rubber
products. All we require from government is a competitive investment climate;-a
fair tax system which encourages investment, regulation that is cost/bcnefit
justified and free movement of goods and services with our neighbors to the
north.

A job in tire production in Ontario is a job for a synthetic rubber producer in
Beaumont, Texas - a steel wire factory in N. Carolina - a chemical worker in
Baytown. We arc mutually dependent. The U.S. Senate has an opportunity to
enhance that economic system by supporting free and open trade in an environment
that stimulates investment in North American productivity.

..Y -'

R E Mercer
drk
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Comments by

Thomas D. Martin

Chairperson

Great Lakes Commission

Concerning

U. S. /CANADA FREE TRADE AREA NEGOTIATIONS

SummarY

The Great Lakes Commission urges Congress and the Administration to
formulate an International trade policy that Is clear and effective and aims
to promote U.S. exports and remedy unfair trade practices. The Commission
also recommends the following sectors as warranting careful attention with
respect to trade legislation and negotiations: auto, farm equipment.
automotive parts, steel, machine tools, wood products. iron ore mining.
export grain and dairy products.

U.S./Canada trade is of major significance for the Great Lakes Region.
Canada is America's leading trade partner and much of that trade is with the
eight Great Lakes States. To illustrate, in 1985 U.S. exports to Canada
constituted 22 percent of U.S. total exports, and 57 percent of Canadian/
U.S. trade was with the eight Great Lakes States. U.S./Canada trade
matters, especially those that revolve around free trade area status and
commodity-specific Issues. are important to both the Region and the Nation.

One particular problem that the Commission is concerned about is the
possible inclusion of the "Jones Act" in current U.S. - Canada free trade
area negotiations. Canadian officials for the trade talks have identified
U.S. cabotage trade coastwisee and inland) as a restricted trade area which
they wish to enter. The threat to U.S. Great Lakes shipping and
shipbuilding from this development would be extremely serious. Cargo
diversion from U.S. to Canadian ports could occur over time. Also, there is
the potential for extension of such an arrangement to Mexico. All U.S.-flag
shipping and shipbuilding could be jeopardized.

The Commission recently adopted a resolution urging the Administration to
exclude the "Jones Act" from consideration during the U.S./Canada trade
talks and urged Congress to express support for preserving existing cabotage
laws. The Commission firmly believes that any tampering with "Jbnes Act"
provisions pertaining to restricted coastwise trade as part of a U.S./
Canada trade *greement would seriously harm U.S. economic interests. The
resulting imbalance In potential benefit to the two trade partners would be
counterproductive to trade relations between Canada and the United States.

In addition, the U.S./Canada trade talks will not be successful unless
the inequities of the U.S./Canada Auto Pact are remedied. The Great Lakes
Region is heavily dependent on auto assembly and parts production and
related industries. The potential for major job losses is substantial and
will exist until these inequities are addressed.

International trade is a vital part of the U.S. economy. In

recent years. the U.S. has had record trade deficits. Import
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penetration of domestic markets and non-tariff barriers to U.S.

exports have become principal Issues.

When compared to other regions, the Great Lakes States are

particularly sensitive to changes In the international trade

environment. The relative regional concentration of certain

industries. e.g.. export crop production, steel, machine tools.

and autos has magnified the Impacts of particular trade problems.

U.S./Canada trade Is also of major significance for the Region.

Canada Is America's leading trade partner and much of that trade

Is with the eight Great Lakes States. To Illustrate, In 1985

U.S. exports to Canada constituted 22 percent of U.S. total

exports, and 57 percent of Canadian/ U.S. trade was with the

eight Great Lakes States. Trade matters, especially those that

revolve around free trade area status and commodity-specific

Issues, are Important to both the Region and the Nation.

The Great Lakes Commission urges Congress and the Administration

to formulate an international trade policy that Is clear and

effective and alms to promote U.S. exports and remedy unfair

trade practices. The Commission's position further Identifies

the following sectors as warranting careful attention: auto,

farm equipment, automotive parts, steel, machine tools, wood

products, iron ore mining, export grain and dairy products.

One particular problem that the Commission Is concerned about Is the

possible Inclusion of the "Jones Act" In swLrint U.S. - Canada free trade

area negotiations. Canadian officials for the trade talks have Identified

U.S. cabotage trade (coastwise and inland) as a restricted trade area which

they wish to enter. A 1986 GAO report, Great Lakes ShJppJng - U.S. Flag

Share of the U.S./Canada Trade on the Great Lakes, Indicated that Canadian

vessels already account for nearly all of such International trade. The

lower costs for Canadian vessel operation can be traced, In part, to

specific Canadian shipbuilding subsidies and other governmental policies.

The threat to U.S. Great Lakes shipping and shipbuilding from this

development would be extremely serious. Cargo diversion from U.S. to

Canadian ports could occur over time. Also, there Is the potentla! for

extension of such an arrangement to Mexico. All U.S.-flag shipping and

shipbuilding could be Jeopardized.

The Commission recently adopted a resolution urging the Administration to

exclude the "Jones Act" from consideration during the U.S./Canada trade

talks and urged Congress to express support for preserving existing cabotage

laws (resolution attached).
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The Commission firmly believes that any tampering with "Jones Act"

provisions pertaining to restricted coastwise trade as part of a U.S./

Canada trade agreement would seriously harm U.S. economic interests. The

resulting imbalance in potential benefit to the two trade partners would be

counterproductive to trade relations between Canada and the United States.

In addition, the U.S./Canada trade talks will not be successful unless

the inequities of the U.S./Canada Auti Pact are remedied. The Great Lakes

Region Is heavily dependent on auto assembly and parts production and

related industries. The potential for major job losses Is substantial and

will exist until these inequities are addressed.

GREAT LAKES COMMISSION

RESOLUTION

U.S.ICANADA BILATERAL TRUDE NEGOTIATIONSAND PRESERVATION OF CABOTAGE4LAWS

WHEREAS. a strong and healthy United States-flag merchant marine has been
the policy of this nation for two hundred years in order to assist the
strategic defense of the United States, as well as to create jobs and
promote our commerce in foreign markets; and

WHEREAS. the "Jones Act" and other cabotage laws were enacted to reserve the
coastwise trade to vessels of American construction. crewing and
documentation; and

WHEREAS, the Amelican merchant fleet has experienced a disastrous decline
over a period of many years, despite the best efforts of the Congress
to halt the decline and U.S. merchant shipping on the Great Lakes has
been significantly reduced; and

WHEREAS, Canadian-flag share of the U.S./Canada trade on the Great Lakes
is over 90 percent; and

kWEREAS, a major reason for the Canadian advantage in U.S./Canada Great
Lakes trade was the availability of shipbuilding subsidies and tax
incentives dating back to the end of World War II; and

WHEREAS, the Canadians, through the U.S./Canada Bilateral Trade
Negotiations, have identified the U.S. cabotage trade as a restricted
trade area and have expressed an interest in participating in the full
North American cabotage trade; and

WHEREAS, such Canadian participation in the U.S. cabotage trade would
further depress U.S. shipping and shipbuilding and could decimate U.S.
Great Lakes shipping and shipbuilding industries; and

WHEREAS, the proposed "North American Jones Act" could include Mexico and
potentially affect all domestic shipping and shipbuilding.

NOW THEREFORE BE IT RESOLVED that the Great Lakes Commission urges the
Administration to take action to exclude the "Jones Act" from
consideration during the U.S./Canada Bilateral Trade Negotiations.

BE IT FURTHER RESOLVED that the Great Lakes Commission urges Congress to
express its support for preserving existing cabotage laws.

Adopted by Great Lakes Commission
Executive Committee July 10. 1987 (by phone poll)
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GREAT LAKES SEAMEN
Local 5000

0
United Steelworkers of America

7055 ENGLE ROAD
SUITE 5.501

MIDDLEBURG HTS, OHIO 44130

Phone 216, 243.7000

August 20, 1987

ATTN: Laura Wilcox
Hearing Administrator
Committee on Finance
Room SD-205
United States Senate
Washington, D.C. 20510

U.S./CANADA FREE TRADE AREA AGREEMENT NEGOTIATIONS

Dear Madam Wilcox:

We are opposed to a U.S./Canada Free Trade Agreement and ask that you
please consider the devastation that will be realized in the entire Great Lakes'
Region if there is a change in the Jones Act allowing such.

Our Local 5000 represents six (6) shipping fleets on the Great Lakes.
Allowing Canadians, or any other nation with treaties of amity and commerce, to
ship from American Port to American Port would literally wipe us out, and when
the dominoes start to fall, the Great Lakes Maritime industry as well as the
satellites it supports will also plummet.

Maritime issues must be removed from the Free Trade Area Agreement
Negotiations. Our livelyhood depends on it.

Respectfully,

Vice President
JWX/l

cc: Mary McAuliffe, Minority Chief of Staff
United States Senate, Committee on Finance
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Statement of

Melvin H. Pelfry

Chairman

of the

Great Lakes Task Force

regarding the

U.S.-Canada Free Trade Negotiations

The Great Lakes Task Force, a coalition of carrier, shipper,

labor and government interests organized to advance the U.S.-flag

Great Lakes maritime industry, would like to address an issue of

concern to those of us who derive our livelihoods from the Great

Lakes. It has come to our attention that maritime services may be

included in the negotiation of a free trade area agreement between

the United States and Canada. The Task Force fully believes that

since Canadian-flag vessel operators already dominate the

bilateral waterborne bulk trade between the United States and

Canada, they should not be given additional opportunities, under

the guise of a free trade agreement (FTA), to further participate

in trades reserved for the U.S.-flag merchant fleet. Determined

steps must be taken to insure that additional access is not

granted and the problem of Canadian domination is not further

exacerbated.

The maritime policies and programs of the United States were

enacted to serve national transportation and defense needs and

their continued existence is essential. The intent of these

programs is not to establish barriers to free trade, but to ensure

the maintenance of a strong U.S. merchant marine able to carry the

nation's commerce and provide assistance to the U.S. Armed Forces

in times of emergency. Therefore, America's promotional maritime

policies and programs should not be considered as impediments to

international commerce nor subject to treaty negotiations. With

regard to these negotiations, it is important to examine the
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current bilateral trade environment and discuss various negative

outcomes that would result if such programs are included in an FTA.

As you well know, the United States and Canada are the world's

largest trading partners. The Great Lakes/St. Lawrence Seaway

system and the surrounding region are important components of the

transportation and economic infrastructures of both nations and

account for a significant portion of the bilateral trade . Within

its perimeters lie the industrial and agricultural bases which

have formed the cornerstones of American and Canadian economic

development. However, within our country, this region has been

beset with a severe economic slowdown in recent years. The Task

Force firmly believes that if maritime services are included in an

FTA, the U.S. Great Lakes region and the U.S.-flag Great Lakes

fleet in particular will suffer tremendous damage.

The historical decline of the U.S. merchant marine is

staggering. Currently, the U.S. merchant marine carries only 4.3

percent of the Nation's total international waterborne commerce.

The size of the U.S.-flag fleet is rapidly dwindling. In 1965,

this Nation had 948 ships operating, employing more than 48,000

seafaring personnel. As of January 1, 19871/ the U.S.-flag

merchant fleet totaled 360, with less than 100 vessels on the

Great Lakes. An additional 96 vessels were laid up. The number

of seafaring jobs now number less than 11,000. /

The Canadians already enjoy a substantial share of the

waterborne trade in the Great Lakes region. The General

Accounting Office (GAO) published a study last year entitled,

Great Lakes Shipping: U.S.-Flag Share of the U.S./Canada Trade on

the Great Lakes. The study found that of the 40 million tons of

waterborne trade between the United States and Canada on the Great

Lakes and the St. Lawrence Seaway, only 6.4 percent was carried by

U.S.-flag ships. Since the Canadians already dominate this trade

on the Lakes, the Task Force believes that the Canadians should
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not be allowed additional access to cargoes generally reserved for

U.S.-flag vessels The GAO study contributed the domination of

Canadian Great Lakes carriage to several factors.

First, Canadian vessel operating and construction costs are

generally considered lower than those in the United States. This

is due, in large part, to the decline in the Caeadian dollar

relative to the U.S. dollar which has, in effect, lowered

construction costs and freight rates for commodities carried on

Canadian vessels. Currently, the Canadian dollar equals 75 cents

in U.S. currency. This allows Canadian operators to underbid U.S.

operators and still reap a profit.

Second, advantages offered Canadian operators include

accelerated depreciation schedules for new ships, tax incentives,

and direct shipbuilding subsidies, which resulted in the

construction of a modern Canadian Great Lakes fleet that captured

the Great Lakes market for maritime services. In contrast, the

U.S. government has practically eliminated the construction

differential subsidy, repealed the investment tax credit,

lengthened amortization schedules, and is attempting to

discontinue future Title XI ship mortgage guarantees.

Third, operating and construction subsidy programs were not

made available to U.S. Great Lakes bulk vessel operators until the

passage of the Merchant Marine Act of 1970. By that time, the

Canadian fleet had greatly increased their market share, therefore

virtually no U.S. operators utilized the programs. Besides, U.S.

vessels constructed with subsidies do not have the flexibility, as

do Canadian vessels, to engage in the lucrative domestic commerce.

A fourth reason for the de facto dominance of Canadian vessels

in the U.S./Canada Great Lakes trade is that a significant part of

the trade is tied up in long-term contracts between Canadian

vessel operators and Canadian buyers of the raw materials. These
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contracts run up to 10 and 25 years. In many instances, the buyer

helped finance the vessel, therefore the operator grants low,

long-term contracts, leaving little room for U.S. competition.

Further, Canada's Shipping Act or cabotage law requires, as

does America's counterpart, the Jones Act, that all domestic cargo

be transported on domestically registered ships but, it does not

require that the ships be constructed in domestic shipyards, as

does the Jones Act. As a result, Canadian Great Lakes operators

may purchase lower-cost foreign built ships and use them for both

domestic, upon payment of a 25 percent duty, and international

trade. Second-hand purchases have allowed Canadian operators to

offer lower freight rates due to reduced overhead and debt

financing.

Overall, it appears that the Canadians have come to dominate

the bilateral trade due to substantial government subsidies,

favorable long-term business relationships and flexible operating

requirements. Once these Canadian advantages are made apparent,

it appears reasonable to assume that opening the U.S. market to

Canadian operators will totally exclude future U.S.-flag

operations. The negotiation of a U.S./Canada FTA could possibly

transform America'r domestic trade into international trade, one

that is sure to be overtaken by Canadian-flag operators offering

lower rates.

If negotiations allow Canada to participate in our domestic

maritime trades or in the nation's government procurement

programs, the nation's merchant marine fleet could become extinct,

costing thousands of jobs and eliminating a trained and ready

manpower pool essential in times of emergency. In addition, the

inclusion of maritime services in an FTA would exacerbate the

problems associated with the burgeoning foreign trade deficit,

particularly America's ocean freight trade deficit with Canada

which has totaled $344 million in the past five years.
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Furthermore, Canadian-flag carriers do not, or would not have to

employ U.S. citizens or pay U.S. taxes, thereby adding to the

budget and trade deficits.

The Canadians must not be allowed access to U.S. government

procurement of services or America's domestic waterborne trades

because the proposed benefits of such an arrangement would not

materialize for U.S.-flag operators. In fact, the Great Lakes

maritime industry, due to its proximity, will likely experience

the first negative consequences if U.S. government procurement and

maritime programs are included in an FTA with Canada.

The U.S. maritime market dwarfs the Canadian market by

comparison. America's domestic commerce accounts for 47.5 percent

of total tonnage on the Lakes/Seaway while, the Canadian domestic

trade accounts for only 23 percent of the total tonnage. In other

words, the American Great Lakes market is roughly twice the size

of the Canadian market. On the Great Lakes alone, U.S. domestic

waterborne commerce amounted to 87.5 million tons in 1984. This

trade employs fewer than 100 vessels on the Lakes. Competition

from foreign-built Canadian vessels cannot be tolerated by U.S.

Great Lake operators. Additionally, Canada, with its smaller

population and limited market for maritime services, cannot offer

reciprocal benefits to U.S. operators. Therefore, it is likely

that Canadian operators will garner more than twice the benefits

of American operators should both domestic markets become open to

bilateral competition.

The Task Force believes that market access should be clearly

subject to existing statutory provisions governing maritime

transportation and government procurement programs. Since the

Canadians already control over 95 percent of the international

cross-Lakes trade between the United States and Canada, it is not

necessary and would be extremely damaging to the U.S. merchant

marine and the Great Lakes region to open America's domestic
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commerce to foreign competition. If this bilateral agreement were

to include such provisions, a dangerous precedent would be set

that might lead to additional intrusions against the U.S. merchant

marine.

Allowing Canadian firms to bid on government contracts for

services would further diminish U.S. maritime capabilities and

increase the U.S. balance of payments deficit. For instance, the

Military Sealift Command (MSC), a component of the United States

Navy, is currently the largest single employer of seafaring labor

in the United States. Through MSC procurement programs, the

United States obtains shipping services from tbe private sector

which are both cost effective and efficient. Those contracts help

to maintain the few remaining merchant vessels and the dwindling

supply of seafaring labor, which are both in critically short

supply yet vital to national security. Allowing Canadian

operators to bid on MSC contracts, could displace active U.S.

vessels and seafaring personnel.

In addition, other forms of maritime procurement, such as Navy

and Coast Guard shipbuilding contracts, which are reserved for

American shipyards, would likely be diminished because of the

proximity of lower cost Canadian shipyards. The United States

Coast Guard has recently established an office of private sector

acquisition which intends to contract some routine Coast Guard

functions out to the private sector. Canadians must not be

allowed to bid on any contracts let by the U.S. Coast Guard which

would otherwise go to U.S.-flag operators.

I
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Finally, the most important maritime program which could be

laid bare to Canadian operators is carriage of the nation's

domestic waterborne trade. The Merchant Marine Act of 1920,

commonly known as the Jones Act, requires that cargo moving from

one U.S. point to another point in the United States must be

carried aboard vessels which are built in the United States,

crewed by U.S. citizens, and owned by U.S. citizens. The purpose

of this law is to provide for the maintenance of a U.S.-flag

merchant marine which is "sufficient to carry the greater portion

of its nation's commerce and serve as a naval or military

auxiliary in time of war or national emergency, ultimately to be

owned and operated privately by citizens of the United States".

If the above government procurement practices and/or maritime

promotional programs are opened to Canadian operators, the U.S.

Great Lakes maritime industry will suffer unbearable

repercussions. Therefore, the Great Lakes Task Force respectfully

urges the Comnittee to support the removal of maritime services

from the scope of the U.S./Canada free trade area negotiations.
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GREATER
NEWARK
CHAMBER OF COMMERCE
SERVING METRO NEW JERSEY BUSINESS

August 13, 1987

Honorable Lloyd Bentsen
Chairman of the Senate Finance Committee
United States Senate
2U5 Dirksen Building
Washington, D.C. 20510

Dear Senator Bentsen:

The Greater Newark Chamber of Commerce, a business organization with
over 2,500 members, supports the U.S. - Canada free trade negotiations.

We believe that any talks aimed at the removal of trade barriers
between the world's largest trading partners will widen our business
opportunities in the Canadian market. Canada is the biggest purchaser of
American manufactured goods. The prospects for expanding our exports to
Canaud heavily depends on reaching a comprehensive and equitable trade
agreement with the Canadians.

New Jersey firms are among the forerunners of American companies doing
business in Canada. In 1983 our industrial sector exported $6.8 billion
of manufactured goods to Canada. An estimated 73.1 thousand Jobs were
sustained by export-related sales of the state's manufacturers that year.
In audition, an estimated 59.1 thousand workers in such non-manufacturing
industries as transportation, communications and services owe their Jobs
to New Jersey's output of export-related manufacturers. The strong links
between tew Jersey and Canada can also be seen in the presence of 51
(.anaoian subsioiaries operating in our state.

In the coming years the best prospects for expanding U.S. export trade
with Canada are in the industrial sectors. Among the best opportunities
are computers, peripherals, auto parts and accessories, building products,
aircraft and parts, telecommunications equipment, plastics materials and
resins, construction machinery and parts, analytic and scientific
instruments, and industrial process controls. To ensure that foreign
competitors do not displace our products from this market we need to act
quickly and move forward the bilateral traae talks with Canada.

Senator Bentsen, I cannot over emphasize the importance of supporting
free trade negotiations between the U.S. and Canada. We have a lot to
gain from it. On the other hand, our foreign competitors would stand to
benefit from the failure of these talks.

Sincerely,

President

40 Clinton Street 9 Newark o New Jersey 07102 * (201) C4--A-WBE-R
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STATEMENT OF THE

INDEPENDENT BAKERS ASSOCIATION

REGARDING U.S. - CANADA

FREE TRADE AREA NEGOTIATIONS

SUMMARY STATEMENT:

THE INDEPENDENT BAKERS ASSOCIATION OBJECTS TO U.S. BAKED

GOODS EXPORTS BEING RESTRICTED BY CANADA. WHEN WHOLESALE

FINISHED BREAD PRODUCTS ARE SHIPPED NORTH THEY MUST BE LICENSED

BY THE CANADIAN WHEAT BOARD. THE LICENSING IS ONE SIDED;

CANADIAN WHOLESALE FINISHED BREAD PRODUCTS ARE NOT SUBJECT TO ANY

REGULATIONS WHEN ENTERING THE U.S.

THESE LICENSES ARE DIFFICULT TO OBTAIN AND OFTEN REQUIRE

RENEWAL EVERY 45 DAYS. IT IS IMPORTANT THAT U.S. NEGOTIATORS

PUSH VIGOROUSLY FOR THE ELIMINATION OF CURRENT RESTRICTIONS ON

U.S. BAKED PRODUCTS EXPORTED TO CANADA IN THE INTERESTS OF

FAIRNESS AND CONVENIENCE TO BOTH COUNTRIES.

MR. CHAIRMAN, THE INDEPENDENT BAKERS ASSOCIATION THANKS YOU

rOR THE OPPORTUNITY TO OFFER COMMENTS FOR THE PUBLIC RECORD

REGARDING RESTRICTIVE PRACTICES BY THE CANADIAN WHEAT BOARD ON

EXPORTS OF UNITED STATES WHOLESALE BAKED GOODS TO CANADA.

IBA IS A NATIONAL TRADE ASSOCIATION WITH OVER THREE HUNDRED

MEMBERS. OUR MEMBERSHIP IS COMPRISED MOSTLY OF FAMILY OWNED

SMALL AND MEDIUM SIZED WHOLESALE BAKERIES AND ALLIED INDUSTRIES

SERVING THE BAKING INDUSTRY. OUR AVERAGE MEMBER EMPLOYS 250

WORKERS AND HAS 20 MILLION IN ANNUAL SALES. COLLECTIVELY OUR

MEMBERSHIP BAKES AN ESTIMATED ONE HALF OF THE BAKED GOODS IN THE

UNITED STATES.

FOR YEARS OUR MEMBERS ACROSS THE NORTHERN UNITED STATES FROM

MAINE TO WASHINGTON STATE HAVE OBJECTED TO THE RESTRICTIVE

PRACTICES OF THE CANADIAN WHEAT BOARD. IT IS FRUSTRATING FOR

U.S. BAKERS WHO SHIP PRODUCTS ACROSS THE BORDER TO CANADA TO BE

SUBJECT TO COMPLICATED LICENSING PROCEDURES.
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THE CANADIAN WHEAT BOARD HAS A HISTORY OF PROTECTING

DOMESTIC MARKETS FOR CANADIAN WHEAT PRODUCTS DATING BACK TO THE

20'S. THE CONTROL OF THE CANADIAN WHEAT BOARD EXTENDS TO ALL

IMPORTS OF WHEAT AND WHEAT BASED PRODUCTS. THE RIGHT OF CANADIAN

WHEAT BOARD TO ADMINISTER THE SYSTEM WAS "GRANDFATHERED IN" WHEN

CANADA JOINED THE GENERAL AGREEMENT ON TARIFFSANlb TRADE. AS A

RESULT THERE IS NO GATT RELIEF AVAILABLE TO AMERICAN BAKERS.

IDA MEMBERS HAVE INDICATED THE CANADIAN WHEAT BOARD IS SLOW

TO GRANT AND RENEW LICENSES TO ALLOW U.S. GOODS TO BE PLACED FOR

RESALE IN RETAIL ESTABLISHMENTS IN CANADA. THE LICENSING PROCESS

IS COMPLICATED, VERY DETAIL SPECIFIC AND REQUIRES RENEWAL EVERY

45 DAYS. WHEN A U.S. BORDER STATE BAKER RECENTLY WON A LARGE

CONTRACT TO SUPPLY CANADIAN FAST FOOD OUTLETS WITH BUNS AND ROLLS

THE CAJAD.'LN WHEAT BOARD REFUSED TO GRANT A LICENSE TO PERMIT

EXPORT. U.S. BAKED GOODS ARE RARELY GRANTED EXPORT LICENSES TO

CANADIAN FAST FOOD OUTLETS BY THE CANADIAN WHEAT BOARD, EVEN WHEN

LOCAL CANADMAN SOURCES OF THE PRODUCT ARE NON-EXISTANT.

IN CONTRAST CANADIAN WHOLESALE BAKED GOODS ARE ALLOWED ENTRY

TO THE UNITED STATES WITHOUT LICENSES. THE RESULT IS THAT

CANADIAN BAKED GOODS HAVE PENETRATED U.S. MARKETS AS FAR SOUTH AS

WASHINGTON, D.C.

THE RESTRICTIVE POLICIES OF THE CANADIAN WHEAT BOARD SERVE

TO PROTECT CANADIAN BAKERS UNFAIRLY. THE U.S. - CANADA FREE

TRADE TALKS PRESENT THE PERFECT OPPORTUNITY FOR THE U.S. TO TRY

TO LEVEL THE PLAYING FIELD WITH RESPECT TO THESE RESTRICTIVE

CANADIAN PRACTICES. IT IS IMPERATIVE THAT THOSE PERSONS WHO

REPRESENT THE UNITED STATES AT THESE TALKS KEEP IN MIND BOTH THE

UNFAIRNESS OF THE CANADIAN WHEAT BOARD RESTRICTIONS AND THE

INCONVENIENCE TO THE U.S. BAKING INDUSTRY AND POTENTIAL CANADIAN

CLIENTS ALIKE.

CONTACT: ROBERT N. PYLE, PRESIDENT
INDEPENDENT BAKERS ASSOCIATION
PO BOX 3731
WASHINGTON, DC 20007
(202) 333-8190

76-574 0 - 87 - 6

I
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COMMENTS

presented by the

INDEPENDENT ZINC ALLOYERS ASSOCIATION

on the

U.S./CANADA FREE TRADE AREA NEGOTIATIONS

SUMMARY

The zinc alloying industry, with its protective duty,

could be transferred to four giant Canadian zinc

mining/smelting companies by a U.S./Canada Free Trade Area

(FTA) agreement. The industry produces zinc alloys for

castings to be used in thousands of products from

automobiles to furnishings hardware.

The Independent Zinc Alloyers Association (IZAA)

represents approximately 60% of all independent alloy

producing companies in the United States. The majority of

the member companies are family-owned and are not connected

with zinc producing facilities or end-use manufacturing

companies.

Reduction of a 19% ad valorem duty which has been in

place since 1961 in the U.S./Canada FTA agreement will

allow the Canadian zinc companies to capture the U.S. zinc

alloy market and also get the protection of the 19% duty

which will remain in place against all other countries of

the world (The agreement would reduce duties only between

the U.S. and Canada).
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IZAA urges that unwrought alloys of zinc (TSUS 626.04)

be designated in the U.S./Canada FTA negotiations as an

article for continuance of United States duty.

PREFACE

This statement is respectfully submitted by U.S.

independent zinc alloyers in response to the request for

comments issued by the Senate Finance Committee on the

U.S./Canada Free Trade Area (FTA) negotiations.

The Independent Zinc Alloyers Association, Inc. (IZAA),

located at 1000 Sixteenth Street N.W., Suite 603,

Washington, DC 20036, urges that unwrought alloys of zinc

(TSUS 626.04) be designated in the U.S./Canada FTA

negotiations as an article for continuance of United States

duty under Sections 102 and 131 of the Trade Act of 1974.

IZAA requests that the duty on zinc alloy between the U.S.

and Canada be continued to avoid the destruction of a vital

domestic industry and the substitution of a Canadian

industry which then would have the protection of the U.S.

duty against the rest of the world.

GIFT OF A U.S. INDUSTRY
INCLUDING A PROTECTIVE DUTY TO CANADA

Twenty-six independent zinc alloyers comprise a vitally

important domestic industry upon which thousands of

manufacturers of industrial and consumer products rely for

zinc alloys. The entire industry, plus a U.S. protective

duty, could be transferred to four giant Canadian zinc

mining/smelting companies by a U.S./Canada Free Trade Area

(FTA) agreement.

A duty on zinc and zinc alloys has been in place in the
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United States since the early 1920's. In 1961, Congress

set the duty on zinc alloy at 19% ad valorem.

Reduction of this duty below 15% in the U.S./Canada FTA

agreement will allow the four world class Canadian zinc

companies to capture the U.S. zinc alloy market and also

get the protection of the 19% duty which will remain in

place against all other countries of the world. (The

U.S./Canada agreement would reduce duties only between the

two participating countries.)

A questionnaire was distributed last year by IZAA to

the independent alloying companies on a business

confidential basis. (At the time the questionnaire was

distributed, there were 28 independent alloying

companies). The production capacity of the companies who

responded to the questionnaire represented 80.5% of the

capacity of the 28 companies.

The study, which examined the sales, price, and

employment structure of the industry and the effects of

imports of zinc alloy from Canada with a duty of less than

14% or 15%, showed that 44% of the companies responding to

the IZAA questionnaire reported that if imports caused a

50% reduction in their business they would be forced to

shut down their operations. Others reported they would

discharge 18-75% of their employees. Respondents also

reported the ratio of skilled to unskilled employees was

approximately 1 to 3. Most plants are located in urban

areas and the employment displacement would fall heavily on

urban minority personnel.

Therefore, the lowering of the 19% duty in the FTA

would open the U.S. market to Canadian competition at the

expense of domestic companies and then protect those

Canadian companies from foreign competition with a U.S.

duty.

Zinc alloy is made mostly from imported producer (slab)

zinc and small quantities of alloying metals. U.S. slab
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zinc producers can supply only 20% of the 1,000,000 tons of

zinc consumed annually in this country. The rest is

imported; 60% of it from the four Canadian zinc companies.

It costs independent zinc alloyers between 6 and 7

cents per pound to produce zinc alloy. Any of the four

large Canadian zinc companies could produce alloy at a cost

of I to 1.5 cents per pound as just another product of

their smelting operations. Domestic independent zinc

alloyers could not compete against the Canadians.

We respectfully request that the zinc alloy duty be

exempted from U.S./Canada negotiations.

There are recent precedents for exemptions:

in the 1979 Tokyo GATT round, zinc
alloy was not negotiated because
it was declared import sensitive
by the U.S.;

in the Caribbean Basin Initiative, handbags,
work gloves, textiles and canned tuna
fish were exempted;

in the U.S./Israel Free Trade
agreement, roses, tomato products,
and frozen orange juice concentrates
were exempted with a review after
ten years.

The Canadian zinc companies already have a strong

presence in U.S. markets for other zinc products. They

easily could sell zinc alloys in this country.

THE ZINC ALLOY INDUSTRY

The production and distribution channels of the zinc

industry are multi-tiered. First tier companies, the

producers, either mine zinc ore, which is found In the

earth with silver and lead, refine it into a zinc

concentrate and smelt it into grades of slab zinc, or, they

buy zinc concentrates and produce slab zinc. Slab zinc is

the generic term for zinc metal in its first form.
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Second tier companies include independent alloyers who

produce zinc alloys for castings to be used in thousands of

products from automobiles to furnishings hardware

(Attachment A).

There are only three zinc producer companies in the

United States. They supply approximately 20% of our

domestic annual requirements. Most of the slab zinc

consumed in the U.S. is imported. Independent zinc

alloyers must import 90% of the special high grade slab

zinc they need to produce zinc alloy.

The independent zinc alloyers are the chief channel of

distribution for zinc alloy to the U.S. market. Their

share of the market has been consonant with the demand for

casting alloys for industrial and consumer products.

ATTACHMENT A

Consumer Products Containing Zinc Alloys

air clamps
a la rms
audio speakers
automatic & hand mixers
bathroom accessories G

hardware
bindings
blenders
boring jigs
cable shieldings
cameras
can openers
carburetors
cavity wall ties
chisel sharpeners
coping covers
cIarinets
clocks
copy machines
cutters & grinders
dictating equipment
dishwashers
door handles & hardware
door post assemblies
downspouts
drums
electric drill attachments
electric planes
electric ranges
electrical fuses

grass shears
gravel stops
grills
grommets
gutters
head & air conditioning

outlets
head & tail-light housing
high fidelity microphones
hoists
hood ornaments
impellers
instrument panels
intercoms
jewelry
lamps & spotlights
lawn mowers
lawn sprinklers
locks
mandrels
marine engine blocks
microscopes
microwave ovens
moldings
motor fans
motor frames
nails
offset printers
package sealers
paint
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embossing tape
fans
farm implements
file cabinets
f lanes
f lashing
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tlooz pol ishel s
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f raine s
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( titi iii I tit

01II10 I 11 C V0IIII)tfLQ
4) 1,-IC 4' 1 IMI I I( (Lll~~~~lL

ojoll C lI ti '.

paint spray air compressors
parking meters
pencil sharpeners
pepl)ermi 1 is
plane irons
portable 1'TV!;
p|)t•I ing (ieS

record i)Iayecis
regisLet-,
too t ;eaans

';('a I C ..
;ide inim tot
t I IC(I, l ,

,;1 idh, iplolectot
';I .Ijll e' i":;

-. ot ich1 1

I d.) &. I eatnln( .renc({h(%
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Ltempla LeS
terminlte shields

'rieodolite (LclescO)eC)
tLi n(! recorders
toys

Lransformer housings
tube shields
LuIbing brush
vending machines
washers
washers & dryers
wheel frames
window channels
windshield frames
X-ray meters
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August 13, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
Room SD-205
United States Senate
Washington, DC 20510

Dear Mr. Chairman:

We are pleased to submit the attached comments on the current
U.S.-Canada free trade negotiations in response to the request of
your Committee.

We strongly support these negotiations. A comprehensive
U.S.-Canada agreement would benefit both economies, and improve
the ability of U.S. and Canadian firms to compete worldwide. It
could also stimulate multilateral efforts within the GATT to
expand world trade and investment.

Our views are widely shared. Over 450 U.S. firms have joined the
American Coalition for Trade Eipansion with Canada (ACTE/CAN), of
which IBM is a founder member, to promote a successful negotiation.
We hope our input will be helpful to you in ensuring that an
agreement is concluded which maximizes the benefits available to
the U.S.

Sincerely,

D. C. Worth

DCW/gyw
Attachment
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IBM AND THE U.S.-CANADA FREE TRADE NEGOTIATIONS

Summary

o A broad free trade agreement between the U.S. and Canada
could significantly benefit both the U.S. and Canadian
economies and encourage more open business environment
joining these two countries. Coverage of an agreement
should as much as possible extend to Canadian provinces and
the U.S. states.

o SSuch an agreement could also spur progress on the Uruguay
Round of multilateral trade negotiations in the GATT and
offer a model for handling many of the new issues on the
Uruguay Round agenda. The success of the Uruguay Round is
essential] to the vitality of the world economy.

0 There is substantial Support for the U.S.-Canada negotiations
within the U.S. business community. IBM is a member of the
steering committee of ACTE/CAN, a coalition formed to
promote the conclusion of an effective and comprehensive
free trade agreement. ACTE/CAN represents over 450 U.S.
firms in a wide range of sectors and regions.

o IBM has experience few problems in its U.S.-Canadian trade
and investment activities. However, improvements can be
made, for example by eliminating remaining tariffs,
establishing clearer rules of origin, and reducing non-tariff
barriers in areas such as government procurement. Further,
in order to guard against any erosion or regression in the
overall trade relationship between the two countries, it is
important that the agreement make progress on the definition
of subsidies and on methods for effective dispute
settlement.

o IBM believes that agreements in the new areas of intellectual
property protection, services and investment are especially
desirable. These issues are of growing importance,
particularly for technology-intensive industries with a
global market strategy. The U.S.-Canada results should
create constructive precedents for the GATT. Because the
other trading partners of both countries will take note of
the results, the agreement is an opportunity for wor'.d
leadership.

o Failure to reach agreement with Canada could set back not
only U.S.-Canada trade relations, but prospects for expanding
world trade and investment through multilateral negotiations
in the GATT. Because the other trading partners of both
countries will take note of the results, the agreement is an
opportunity for world leadership.

Background

The U.S. and Canada enjoy the largest bilateral trading
relationship in the free world, amounting to more than $124
billion in 1986. The current free trade negotiations between
the two countries are aimed at the conclusion of a comprehensive
agreement that not only would eliminate tariffs completely by
the year 2000, but significantly reduce or eliminate the
majority of non-tariff barriers.

Such an agreement could produce major benefits for both countries.
In some sectors it would open up new cross-border market
opportunities. In many more it would give companies greater
flexibility to rationalize their operations in the two
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countries, thereby reducing costs, increasing productivity and
leading to improved competitiveness for these companies not
just in North America but in world markets.

A U.S.-Canadian open market could also contribute to the world
economy. It would expand the zone of free competition and fair
treatment in world markets. And it could advance prospects for
widening that zone through the multilateral trade negotiations
in the Uruguay Round of the GATT by creating model approaches
for handling new trade issues and encouraging other nations to
join in reaping the benefits of greater openness.

We are pleased that the talks are proceeding under the
"fast-track" negotiating authority currently granted to the
President and we recognize that the time for making deals and
decisions is fast approaching. There is wide support within
the U.S. business community for a comprehensive free trade
agreement with Canada. IBM is a member of the steering
committee of the American Coalition for Trade Expansion with
Canada (ACTE/CAN), launched in June 1987, which already has
over 450 U.S. firms among its members. The Coalition's purpose
is to promote efforts to reach a comprehensive agreement which
maximizes benefits to the U.S. economy. Neither IBM nor the
Coalition would wish to endorse the agreement until the
products of the negotiations are better known and can be
assessed in greater detail. But because we recognize the
potential value to U.S. business of a broad liberalizing
agreement, we want to encourage all efforts to produce a
constructive result.

We also recognize the risks of failure. If the negotiations
fail, it is unlikely that a similar opportunity will recur for
many years. Moreover, failure could create a negative
environment that breeds new barriers between the U.S. and
Canada, increases the number of costly and unproductive trade
disputes, and diminishes prospects fod success in the GATT
Uruguay Round.

IBM's Interests

Introduction

IBM operates in Canada through its wholly-owned subsidiary, IBM
Canada Limited, and through ROLM Canada, a subsidiary of ROLM
Corporation, which is in turn a subsidiary of IBM. IBM Canada
employs over 12,000 people, and had gross revenues in 1986 of
approximately U.S. $2 billion. Exports accounted for $596
million of this, consisting mainly of display terminals,
printers, electronic card assemblies, semiconductor substrates
and other products of IBM's two Canadian plants. A large share
of these exports came to the U.S., and was matched by shipments
from the U.S. into Canada of other IBM products.

To be competitive, IBM must be able to move products freely
among plants and customers around the world. We have
experienced few significant bilateral problems between the U.S.
and Canada, whether relating to tariffs, non-tariff barriers or
investment restrictions. But there is no guarantee that this
situation will endure.

Continuing Trade Issues

IBM would hope to see the existing openness preserved and
enhanced in areas of historic interest including tariffs,
government procurement, and rules of origin.
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rhe great majority of goods traded between the U.S. and Canada
are not subject to duty. However, for many categories to which
tariffs are applied Canada maintains somewhat higher rates than
the U.S. Tariffs for telecommunications equipment, for example,
range from 11.0 to 17.8 percent in Canada, as against U.S.
rates from 4.3 to 8.5 percent. IBM hopes to see these tariffs,
which mainly affect ROLM equipment imported into Canada,
eliminated as soon as possible. Also, although tariffs in data
processing equipment are relatively low at 3.9% in both
countries, the tariff serves no commercial purpose on either
side, and its elimination vould benefit both economies.

At both federal and provincial levels, Canada operates various
preferences for local suppliers in obtaining public procurement
contracts. These range from "buy Canadian" or "buy provincial"
laws and regulations to more informal preference practices, and
include the use of offsets, requiring a supplier from outside
Canada to make purchases within Canada to offset the net export
effect of a public contract award. IBM would like to see
greater procurement openness achieved in a U.S.-Canada
agreement, with application to provincial and state, as well as
federal, procurement.

Rules of origin are used for a variety of purposes, ranging
from the accurate marking of goods to the assignment of special
treatment to articles from certain countries. To be effective
a rule of origin should be easily understood, predictable and
simple to administer. IBM strongly favors the use of a rule of
origin primarily based on changes of customs classification
under the new Harmonized System, particularly as the adoption
of such a rule by the U.S. and Canada could be an important
step towards achieving wider international consensus within
GATT on using the same approach.

New Trade Issues

Even more important, in IBM's view, would be for a U.S.-Canada
free trade agreement to address the new issues of increasing
importance in today's trading system: intellectual property
protection, services and investment. These are all issues
which must also be tackled to modernize the GATT. The U.S. and
Canada already have largely compatible positions on them, and
the negotiations offer an opportunity to reach agreements which
could stimulate similar negotiations in the GATT.

I. Intellectual Property Protection:

Effective intellectual property protection is crucial for
the future of technology-intensive industries like our
own. We depend heavily on ideas and innovations to
produce a world-class product and keep a keen competitive
edge. Software, for example, which represents a large and
steadily-increasing proportion of IBM's revenue, is costly
to develop but cheap to copy. If piracy is permitted, the
commercial incentive to develop and market software on any
significant scale will be lost. The same is true for
semiconductor chip designs.

IBM strongly supports U.S. efforts to ensure effective
international protection of intellectual property by means
of agreement within the GATT. We also have supported
activities to strengthen and improve protection in the
near term. Inclusion of intellectual property protection
in a free trade agreement with Canada would not only
ensure and reaffirm Canada's current literary works
protection of software under its copyright law, but would
also establish a helpful precedent for GATT.
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II. Services:

Services, including software, maintenance, education,
systems engineering, information services and leasing, are
an important part of IBM's business, including in Canada.
They contribute over 33 percent of our gross worldwide
income. In most developed countries, services account for
60% or more of both gross national product and employment.
Moreover, increasingly services are marketed
internationally, either by being traded across borders
(estimated at 20-25 percent of goods trade) or through
services firms investing abroad to offer their services in
foreign markets.

At the same time barriers to the foreign provision of
services appear to be increasing. IBM would like to see
such barriers tackled in the GATT, and welcomes the
inclusion of services negotiations on the Uruguay Round
agenda. The U.S.-Canada talks could set the standard for
how to liberalize services commerce.

An agreement should include a general framework of
principles applicable to all or most services sectors.
Many of these principles would be based on existing trade
concepts such as national treatment, balanced concessions,
transparency and mechanisms for dispute settlement. In
addition, some new principles would be needed to address
services-specific issues. Among these are: the need for
many services firms to have a local commercial presence or
establishment in order to operate; the importance of
telecommunications as a distribution and delivery vehicle
for information-based services; the value of paring down
the greater degree of regulation of services industries in
general; and the importance of ensuring fair competition
where publicly owned or sanctioned monopolies play a major
role, as they do in-so many service sectors.

This general framework should be supplemented by agreements
covering specific sectors, and spelling out the
applicability to them of the general principles. One of
these sectors should be information and enhanced
telecommunications services, which are growing rapidly and
have enormous potential. Their growth could easily be
jeopardized either by excessive regulation, or by failing
to provide adequate safeguards against unfair competition-
from telecommunications monopolies. While concerns such
as these are less pronounced between the U.S. and Canada,
this fact in itself enhances the prospects for a
U.S.-Canada agreement on services to set a shining example
to the world.

III. Investment:

Many investment restrictions, such as "performance
requirements" mandating local content or export levels to
be achieved by foreign investors, distort trade. Prime
Minister Mulroney's government has taken a more liberal
approach to foreign investment. The former Foreign
Investment Review Agency has been replaced by Investment
Canada, which reviews foreign investments only when they
exceed Can$5 million for direct acquisitions or Can$50
million for indirect acquisitions, or when they relate to
culturally-sensitive industries.

An agreement on investment between the U.S. and Canada
should further reduce the screening and approval
requirements of Investment Canada and guard against the
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proliferation of such requirements in both countries at
federal and local levels. It should eliminate measures
such as performance requirements that directly affect
trade, and establish principles governing investment and
its regulation that could form the basis for continued
movement towards a more open investment environment, in
Canada, the U.S. and around the world. These
understandings should include transparency, national
treatment, consultation and dispute settlement, and a
standstill arrangement.

Other Major Issues

A principal Canadian objective in the negotiations is secure
access to U.S. markets. The U.S. seeks agreement on reducing
Canadian subsidies at both federal and provincial levels.
Several major topics of the negotiations relate to these goals,
including the effect of an agreement on existing U.S. trade
laws, for example concerning dumping, countervailing duties and
import relief, the definition and use of countervailable
subsidies, and the dispute settlement procedures to be adopted.

Significant differences have been apparent between the approaches
of the two sides on these issues. Their resolution is essential
to the conclusion of an agreement. IBM believes that, given
the importance of the bilateral U.S.-Canada trade relationship
and of the negotiations, it should be possible to bridge these
differences in a way that satisfies both sides. A joint trade
commission for more effective dispute settlement under the
agreement could contribute much to its successful
implementation.

Conclusions

A broad free trade agreement between the U.S. and Canada would
benefit both economies and many of their industries. We
believe it would support IBM's efforts to produce efficiently
for success in world markets.

To deliver these benefits, an agreement must be comprehensive:
it must address most of the tariff and non-tariff barriers that
exist between the two countries; it must address the new issues
of intellectual property, services and investment; and its
coverage must extend as much as possible to the Canadian
provinces and U.S. states, as well as the two federal
governments.

IBM believes that such an agreement should be achievable, and
that every effort must be made to support our negotiators in
working towards it. A comprehensive agreement, that both the
U.S. Congress and the Canadian Parliament can approve, will be
a historic landmark in North American trade and a major spur to
efforts to improve trade and investment openness all around the
world.

The Congress has a vital role to play in ensuring that an
agreement is reached which realizes these goals, and maximizes
the benefits to the overall U.S. national interest. IBM
welcomes this opportunity to contribute its views to assist in
this undertaking.

August 1987
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STATEMENT OF
DOMENIC DIPAOLA

GENERAL PRESIDENT

INTERNATIONAL LEATHER, GOODS* PLASTICS, AND NOVELTY
WORKERS UNION, AFL-CIO

In Opposition to

PROPOSED U.S.-CANADA FREE-TRADE AREA AGREEMENT

The International Leather Goods, Plastics, and Novelty

Workers' Union, AFL-CIO is headquartered in New York City.

Some 12,000 of our members live and work in the New York-New

Jersey Metropolitan area. Our members make luggage, hand-

bags and personal leather goods.

On behalf of the members of my union* I am submitting

this statement to the Committee in opposition to the pro-

posed U.S.-Canada Free Trade Arrangement (FTA). As was the

case with Israel, we oppose any arrangement that would

result in the elimination of duties on imports of products

that our members make here in United States. Duties provide

about the only insulation that our domestically-made pro-

ducts have against imports.

Our members have lost thousands of jobs over the past

few years because of imports. These are not high paying

jobs, nor are they held by people who are easily re-

employed. Our members are minorities, women and immigrants.

With their skills and hampered by where they live -- most

often the inner city -- they do not have many job oppor-

tunities once they lose their jobs to imports. We are

working to preserve the jobs of our members, but the task is

next to impossible when foreign imports are flooding our

markets.

To eliminate tariffs on leather products -- no matter

what country is involved or what the reasons may be -- when
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imports in the leather products sector are already so high

is the wrong approach. Already 85 percent of the domestic

handbag market is gone to imports, and 62 percent of the

luggage market and 42 percent of the personal leather goods

market are held by imports. A U.S.-Canada free trade

arrangement that would have the result of eliminating duties

on leather-related products would simply be an invitation to

more imports which translates into more jobs lost to U.S.

workers.

It was unfortunate that Congress agreed to eliminate

duties on Israeli products. We hope you will not compound

the error by including Canada as well. We expect that many

other countries will similarly seek duty-free arrangements

with the United States, for example, there have been

discussions about Mexico and the ASEAN countries of the

Philippines, Brunei, Malaysia, Thailand, Singapore and

Indonesia. While duty-free imports from Canada and Israel

certainly have the capacity to hurt us, duty-free imports

from these other countries would bury us.

The Canadian proposal for a dispute settlement board to

handle or settle trade complaints bothers us a great deal.

Such a mechanism will result in either an inordinate delay

in legitimate trade relief being granted, a scaling back of

such relief, or no relief at all. It is an extremely bad

precedent, and we hope the Finance Committee and Congress

will strongly oppose it.

In short, we hope that the Finance Committee will con-

sider the ramifications of these duty-free arrangements on

American men and women who hdld jobs in these industries.

Tariffs on imports of leather products do make a difference.

To reduce or eliminate them means more jobs lost for our

members. It's as simple as that.
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INTERNATIONAL TRADE COUNCIL
750 Theer•%Sreet S E.WtashnVor D C 20003 USA
Teler*"Y=e 2 547-1727

STATEMENT OF DR. PETER NELSEN, PRESIDENT

Executive Summary

The United States may face a trade war with Canada if the current free

trade negotiations fail. A series of protectionist measures and

countermeasures have created a cycle of Otit for tat" protectionism which

can not be broken by "getting tough." The use of subsidies, quotas and

countervailing duties results in higher taxes for all to obtain benefits for

a few, increased prices for consumers, fewer jobs for workers and diversion

of investment capital to inefficient produors.

A free trade agreement with Canada could break this cycle of

protectionism, increase U.S. and Canadian gross national product, create

500,000 to 750,000 jobs, and operate as an incentive for other countries to
negotiate reduced trade barriers with the U.S. or face increased competition

from those countries which do.

It is essential that the free trade agreement contain an economic

"impact statement to ensure that w do not favor a single industry at the

expense of the overall economy. The free trade agreement should include

agriculture, services, investment and intellectual property rights to serve

as a model for the ongoing General Agreement on Tariffs and Trade (GATT)

negotiations. Finally, the free trade agreement should include a commitment

to phase out all public subsidies and dumping activities by the year 2000.

ITC proposes that a moratorium on countervailing duties and quotas be

declared. The International Trade Commission and its Canadian counterpart,

the Canadian Import Tribunal, should be phased out and replaced with a joint
panel to resolve unfair trading practices disputes. The U.S. and Canada
would have equal membership on the panel with the deciding vote held by a

mutually acceptable third country.

Testimony on U.S.-Canada Free Trade Negotiations

Mr. Chairman and Memnbers of the Senate Committee on Finance, thank
you for the opportunity to provide written testimony on the U.S.-Canada free

trade negotiations. I am Dr. Peter T. Nelsen, President of thq

Intrnational Trade Council (ITC).

,The ITC is a trade association representing large, medium and small
busn e from the entire spectrum of exporting industries. Dedicated to
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defending and expanding free trade, overseas development and private sector

investment, ITC is the original sponsor of the U.S. International Trade

Center (USIT) and the International Development Institute (IDI). USIT is a

permanent, year-round trade center designed to assist small, medium and
large companies in entering the export market. USIT will provide 6,000
exhibitors with access to overseas buyers and joint shipping, financing,

insurance and marketing services. In addition, IDI provides education,

training, and technical assistance to U.S. producers who want to enter the

world market or expand their exports.

The United States and Canada have historically been great friends and

neighbors. We share the world's longest undefended border and the largest

trading relationship. Millions of Americans and Canadians freely cross the
border to shop and visit each year. our defense ties with Canada are more

extensive and intimate than with any other country. We work together

through the North Atlantic Treaty Organization (NATO), the North American
Aerospace Defense Command (NORAD), and the Permanent Joint Board on Defense.

Nonetheless, despite our very close friendship, a trade war with

Canada is a distinct possibility if the current free trade negotiations
fail. We are already in a trade skirmish.

In March 1985, Canada reinstated a trade provision that enabled

foreign manufacturers to receive remissions of Canadian duties on imports

from their home countries based on their exports to the United States. U.S.
automobile manufacturers complain that this constitutes an export subsidy

which undermines the U.S.-Canada auto pact. In early 1986, under pressure
from American timber caipanies, the U.S. imposed a 35 percent tariff on

Canadian cedar shakes and shingles. Canada retaliated by increasing its

tariffs on computer parts, books and a variety of other products. In

October 1986, the U.S. Commerce Department determined that the softwod
timber pricing policies of Canadian provinces constituted an export subsidy.

To avoid a threatened countervailing duty, Canada imposed a 15 percent
export tax on softwood lumber in December 1986.

Canada, in turn, has begun flexing its own protectionist muscles. In

March 1987, the Canadian government i nosed a 67 percent countervailing duty

on U.S. corn imports to counter American agricultural subsidies. That same

month, Canada proposed to bar foreign firms from distributing films in

Canada for which they held the U.S. distribution rights but not the

worldwide rights. This proposal would reduce U.S. movie sales in Canada by

about 20 percent.

America's protectionist impulse has been fueled by a myth. This myth

claims that foreign imports are stealing American jobs, particularly in

I
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manufacturing. That just is not true. The American economy created 8.4
million new jobs from 1978 to 1985-far more than Japan and Western Europe
combined. In addition, U.S. manufacturing employment has held steady at
around 19 million since 1970, while total employment of production workers
rose from 47 million in 1975 to 62 million in July 1985.

The cost of a trade war will be higher prices for American consumers
and lost jobs for U.S. workers. The cedar shake. 9 nd shingle tariff cost new

home buyers an extra $800 according to the National Association of Home
Builders. In the next seven years, 120,000 families are projected to be
priced out of the housing market by the softwood lumber tax. Those who can
still afford a new hams will pay an additional $227 million annually.
American jobs are lost when Canada seeks to protect its industries with
stiff tariffs and limits American companies' access to its markets.

A free trade agreement could break this cycle of ftit for tat"
protectionism and defuse the looming trade war. A free trade agreement
would also yield several additional benefits. Canadian tariffs are much
higher than ours on the average. Thus, phasing them out would benefit
American exporters. According to the Office of the United States Trade
Representative, if Canada cut its tariff rates to the level of other
industrialized countries, American exporters could increase their annual sales
by $500 million annually. Elimination of tariffs would also modestly lower the
cost of living for consumers. In return, Canada would receive secure access to
the American market.

It has been estimated that a free trade agreement with Canada would
raise the U.S. gross national product by $12-17 billion and create 500,000 to
750,000 jobs. Because Canada's economy is much more dependent on exports, it
would receive proportionately an even greater increase in its gross national
product. A free trade agreement would lower the production costs of U.S. and
Canadian companies and enable them to become more competitive both domestic-
ally against foreign manufacturers and overseas in third markets.

A U.S.-Canada free trade agreement could also substantially prco•'te
the further negotiation and establishment of a North American Free Trade
Area. This proposal, introduced by Senator Phil Gramn and Congressman Jack
Kemp, calls for a North American Free trade Area that would include the U.S.,
Canada, Mexico, and the Caribbean Basin Initiative participants. This
agreement would be reciprocal and provide for mutual reductions in trade
barriers to promote trade, economic growth, and employment throughout North
America. The Gramm-Kemp approach would provide strong incentives for other
countries to negotiate reductions in trade barriers with the U.S. or face
increased competition from those countries with whom free trade agreements
exist.
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in order to realize these important benefits, we must not yield to thetemptation to dilute the free trade agreement with single sector protection-

nsm. Protection of a single industry always comes at the expense of the

overall economy. If the United States had imposed a 15 percent import quota
on steel in 1984, as the steel industry sought, 26,000 steelworkers jobs could

have been saved-but at the cost of 93,000 jobs in the steel using industries,
according to a recent study by the Center for the Study of American Business.
Increased prices for steel would have raised the production costs of American
automobiles and durable goods thus making these manufacturers less cometitive.
Moreover, the American consumer would pay much more in the form of higher
prices for these goods than the total wages earned in the jobs that would have
been saved. The oost-benefit ratio in the case of footwear quota was 9:1; in
the case of steel and autos, 4:1.

Accordingly, ITC recommends that the free trade agreement (and all
other trade legislation) contain a statement detailing the economic impact on
and costs to U.S. consumers as outlined in the Gramr-Kemp proposals for a

North American Free Trade Area.

Most importantly, a free trade agreement should include agriculture,
services, investment and intellectual property rights to serve as a model
for the more difficult and important ongoing General Agreement on Tariffs and
Trade (GATr) negotiations. America blocked the formation of the International
Trade Organization in the 1940's and effectively fought to remove agriculture
from GATT rules in the 1950's. As a result, U.S. service companies and
multinationals now face a "hodge podge" of rules governing trade in services
and investment which vary from country to country. American farmers have lost
tremendous markets to subsidized European agriculture due to the lack of GATT
restrictions.

The free trade agreement should include a commitment to end the use of
public subsidies and dumping in all sectors of the economy by the year 2000.
This is similiar to the U.S. approach on agricultural policy recently set forth
in the ongoing GATT negotiations. Subsidies and dumping encourage the use of
countervailing duties and quotas by countries with competing industries. The
net effect of this is the taxing of the many for the benefit of the few,
increasing the cost of goods to consumers, reducing the creation of jobs, and
diverting the flow of investment to inefficient producers.

The International Trade Council proposes that a moratorium on
countervailing duties and quotas be declared. The International Trade
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Comrission and its counterpart, the Canadian Import Tribunal, should be
phased out and replaced with a joint panel to resolve unfair trading
practices disputes. The U.S. and Canada would have equal membership on the
panel with the deciding vote held by a mutually acceptable third country.

If we fail to establish a bilateral or multilateral mechanism to
resolve these disputes, American businesses and farmers could be further
burdened by unilateral retaliation by Canada and other countries. Using the
U.S. argument in the Canadian softwood lumber case that discretionary
management of public resources constitutes a subsidy, the use of state
industrial development bonds, government-financed irrigation projects,
pollution control easements, or antitrust exemptions by American exporters
could justify a foreign countervailing duty.

The status quo in trade with Canada and the rest of the world cannot
be maintained, nor can we solve the problems through more quotas, stiffer
tariffs or higher barriers. Retaliation breeds retaliation and American
consumers and workers pay the price when the government "gets tough." The
ongoing free trade negotiations with Canada offer a great opportunity to
reverse this vicious cycle, with reductions in trade barriers setting a
precedent for long-term free trade and enhancing worldwide economic growth
and prosperity.

The International Trade Council supports the negotiating objectives
of the Administration as announced by the Office of the United States Trade
Representative. We urge the United States Congress to do likewise.
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WW INTERNATIONAL UNION OF ELECTRONIC,
ELECTRICAL, TECHNICAL, SALARIED AND

MACHINE WORKERS, AFL-CIO

WiLL'AM H BYWATER I ewd,,e
EDWARD FIRE , et0art •e'aturer

August 13, 1987
Senator Lloyd Bentsen
Committee on Finance
United States Senate
205 Dirksen Building
Washington, DC 20510

Dear Senator Bentsen:

Thank you for this opportunity to comment on the ongoing
U.S.-Canada Free Trade Area negotiations. I believe that these
negotiations may well result in very serious consequences both
for our nation and for Canada.

The suggestion that the Canadian market should be more open
to American goods is contrary to the fact that Canada received
69.8t of its 1986 imports from the U.S. On the other hand, 77.7t
of Canada's exports went to the U.S. market. If anything, Canada
must diversify its own trade in order to reduce its dependence on
a single trading partner.

The deal which is under consideration would reduce trade
barriers in return for increased direct Investment across the
border. In theory, this will widen the market for Canadian
products in the United States and increase the amount of U.S.
investment in economically depressed areas of Canada. In fact,
experience has shown that U.S. investment will occur in parts of
Canada where development is already taking place and that that
investment will eventually -transfer work from U.S. plants to
Canadian ones, at the expense of American workers' jobs. Other
workers are likely to suffer injury to wages and benefits from
Canadian competition.

Many Canadians have grave fears about the possible results
of a free trade agreement with the United States. Despite its
great size and mineral wealth, Canada suffers from vide
disparities in income among its regions and provinces. This is
due, in part, to the concentration of industrial development in
Ontario, with its proximity to the American market. These
Canadians expect that an unrestrained trade relationship will
result in the total domination of Canadian industry by stronger
American competition in the short run, and by American capital in
the end.

Historically, Canada's economic policies have sought to ease
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the hardships caused by the unrestrained power and mobility of
capital. Labor laws support and enforce the rights of workers to
organize and bargain collectively. Industrial policies have tried
to target economic development, where possible, to spread earning
power and wealth instead of simply accepting its concentration.
When industrial change has been unavoidable, Canada's active
labor market policies have tried to assist dislocated workers in
their transitions, rather than leave them, as many American
workers have been left, to become poor, angry and disillusioned.
National health programs recognize the need to provide high
quality care to all citizens, regardless of circumstances.
Agricultural marketing boards function to rationalize an
unpredictable farm economy, rather than to extend the dominance
of agribusiness.

To *one Americans, these policies subsidize Canadian
industry. Adherents to free trade and free enterprise fault
Canada for taking an activist role in its economy. It is presumed
that a government's role should be to exclude itself as much as
possible from the economic sphere. Some parts of the negotiations
go so far as to suggest constraints on the role of government in
future economic activity. This attitude has been well received
among Canadians whose profits will be greater with the American
model than with a more humane and rational alternative.

Let us he clear about the real beneficiaries of these talks.
Each side of the table is profoundly influenced by the economic
goals and perspectives of the multinational corporations which
operate within both nations. Each U.S.-based multinational has a
Canadian subsidiary. For members of our union, employed by
General Electric, General Motors and others, this has resulted in
competition between groups of workers under different flags but
the same employer.

The advantages of a free trade area will accrue most readily
to these corporate giants whose power is not limited by national
boundaries. Legislating Reaganomics for Canada will neither serve
the interests of the American people nor the Canadians who fear
the loss of their national identity in the process.

Very truly yours,

William H. Bywater,
International President

WHB:rpp
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STATEMENT OF
INTERNATIONAL UNION, UNITED AUTOMOBILE AEROSPACE

AND AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW)
TO THE COMMITTEE ON FINANCE

UNITED STATES SENATE
ON

US.-CANADA TRADE NEGOTIATIONS

The UAW is pleased to present its views on the trade negotiations between
Canada and the U.& The success of trade negotiations with Canada can only be judged
by the resulting impact on U.S. employment, our Industrial base, and the avoidance of
additional economic dislocation.

it is impossible to discuss U.S.-Canada trade without addressing trade in auto
products. This single Industry Is responsible for one third of all trade between our
two nations. In 1986, the overall U.S. deficit swelled to $23 billion and the auto deficit
to $8.5 billion. Two Canadian programs create strong incentives for manufacturers to
shift North American production capacity to Canada: the Auto Pact, and a newly
reinstituted duty remission scheme. The arrival of new auto producers in North America
and the rapid growth of non-North American parts sourcing raises questions about the
effect of the Auto Pact on the location of new production facilities. Because of the
worldwide duty free import privileges available to Canadian producers, the Canadian
restriction of duty free importing from the U.S. to producers that reach a target level
of Canadian content and the lax requirements for duty-free entry into the U.& from
Canada, new entrants wishing to sell cars in Canada as well as the U.S. have good
reasons for locating a disproportionate share of their North American investment in
Canada. The one-sided Canadian "safeguards" also provide an incentive for these
assemblers to encourage parts makers to supply them from Canadian plants, helping
them meet the Canadian Value Added requirement of the Auto Pa~t.

This problem Is exacerbated by Canada's duty-remission program It allows firms
which do not meet the terms of the Auto Pact to receive a remission of the duties
they owe on imports of vehicles in proportion to the exports of original equipment auto
parts for which that producer is responsible. The Canadian duty-remission scheme sets
up an incentive for firms to find sources for auto parts in Canada rather than the U.S.
This program should be eliminated as part of any agreement reached.

To prevent the recent changes in the industry from causing a permanent bias in
favor of Canadian over U.S. production, several improvements should be negotiated.
First, like Canada, the U.S. should require a minimum production-to-sales ratio to qualify
for duty free treatment of imports entering the U.S. Further, the U.S. should require
that vehicles and original equipment parts contain at least 75 percent North American
value to receive duty-free treatment under the Auto Pact. Tariffs on replacement
parts should be maintained. Only parts trade covered by the Auto Pact should be
exempt from duties. The small U.S. duty which remains on parts is just barely enough
to convince many auto parts producers to keep their U.S. plants operating. Finally, a
new provision should be added to the agreement to require that negotiations between
the two governments will be initiated automatically whenever auto trade imbalance
reaches a certain level for any calendar year. The negotiations would determine the
causes of the imbalance and propose remedial steps. If the imbalance is not reached
below the target level within the next year, the agreement could be suspended until
the target level is reacqpd.

The Imbalance in U.S.-Canada trade, and especially the auto trade imbalance,
must be addressed in the talks if American employment and production are to increase as
a result of reaching an agreement.

The UAW is pleased to present its views on the trade negotiations between
Canada and the U.S. The tremendous volume of trade between our two countries, and
the worrisome U.S. deficit in that trade in recent years, indicate the significance "that
the talks hold for the nation. Any agreement reached must clearly demonstrate that
it will reverse the large deficits in our bilateral trade with Canada and establish a
firm basis for balanced trade.

The reason for focusing on the U.S.-Canada trade balance Is simple - the recent
large deficits have cost American workers their jobs. The most serious deterioration
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in our trade performance has been in manufactured goods. The success of trade
negotiations with Canada can only be judged by the resulting impact on U.S. employment,
our industrial base, and the avoidance of additional economic dislocation.

It is impossible to discuss U.S.-Canada trade without addressing trade in auto
products. This single industry is responsible for one third of all trade between our
two nations; it accounts for one third of U.S. exports to Canada, one third of imports
from Canada, and also one third of the resulting U.S. trade deficit. In 1980, the U.S. ran
a $6.6 billion trade deficit with Canada, but a small surplus in auto industry trade.
By 1984, the overall deficit had jumped to $20.4 billion and the auto deficit was over
$7 billion, more than a third of the total. This pattern continued in 1 d85 a 1986, as
the overall official U.S. deficit swelled to $23 billion and the auto deficit to $8.5
billion. There are revised figures that put the overall U.S. deficit with Canada much
lower, but the U.S. did not consider thjse revisions official until this month and still
has not published Industry-specific trade figures based on the revised data.

During this same period the U.S. has run a deficit in automotive vehicle trade
with Canada while running a surplus in parts trade. The deficit in vehicle trade has
grown tremendously, however, while the surplus in parts trade, which was $1.6 billion
.n 1980 turned into deficit in 1986, reflecting a shift in parts production to Canada
and elsewhere.

At least two Canadian programs create strong incentives for manufacturers to
shift North American production capacity to Canada: the Auto Pact, and a newly
reinstituted duty remission scheme. It is our belief that both programs deserve serious
attention in any discussion of U.S. Canadian trade relations because of the effect they
are having on a burgeoning trade deficit and because of the enormous employment
implications.

The Auto Pact

Since most auto trade is subject to the Agreement Concerning Automotive Products
Between the Government of the United States and the Government of Canada (Auto
Pact), signed in 1965, attempts to bring about balance in auto trade must confront the
status of the Auto Pact. The purpose of the Auto Pact, when negotiated in 1965, was
to promote theintegration and rationalization of the U.S. and Canadian operations of
the major auto producers. In order to create a single North American market the Pact
established criteria which, if met, allowed duty free shipment of vehicles and original
equipment (0E) parts between the two countries. At that time, sales in the U.S. and
Canada by non-North American producers were relatively small and, therefore, of no
concern to the negotiators.

Because of Canadian fears that the "rationalization" of production could result
in predominantly U.S. production serving the Canadian market, safeguards were
incorporated in the Canadian rules governing the Pact. Automotive products can enter
Canada duty free, only if they are imported by auto companies which meet a Canadian
Value Added (CVA) requirement and produce vehicles in Canada in proportion to their
sales in Canada (the precise production-to-sales ratio varies by company and depends
on the proportion in the year before the Auto Pact began; in most cases, a company
must produce in Canada at least as many cars as it sells there.) When these conditions
are met, producers may import vehicles and parts duty free into Canada not only from
the U.S. but from anywhere in the world.

In contrast to Canada, U.S. implementation of the Pact allows duty free treatment
for imports from Canada alone; covered products must contain at least 50 percent North
American (U.S. and Canadian) value added. Under the Auto Pact individuals can purchase
cars in Canada and bring them into the U.S. without paying duty, and any auto producer
may bring in OE parts, as welJ &s vehicles, duty free.

The Intenided goals of the Auto Pact were achieved quickly. Canada eliminated
its duty-remission program and production by the North American auto companies became
much more integrated across the U.S.-Canadian border. Canada produced' 7.1 percent
of all North American vehicles in 1965, but by 1970, its share had grown to 12.6
percent. The Canadian share of production in 1986 was 14.2 percent. Canguicn parts
production has also increased as a share of combined U.S.-Canada output from 7 percent
in 1972 to 11 percent in 1986. But the Canadian share of total North American-
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produced vehicle sales has grown from 7.1 percent to only 8.7 percent between 1965
and 1986. The pattern In the distribution of North American auto employment also
favored Canada. Canada's share, which was about 8 percent in 1965, was approximately
13 percent of the North American total by 1985. While U.S. auto employment is
currently about 27 percent below the 1978 peak, Canadian employment is above the
1978 level. When the auto ma-rket was weakest, from 1980 through 1983, Canada's
share of employment increased each year.

While there have been only muted complaints about the Pact's operation over
the past 20 years, several interesting comments and proposals appeared in both the
original Finance Committee report on the legislation which made the Pact effective in
the U.S., and in a 10-year review of the Auto Pact by the International Trade Commission
(ITC) in 1976.

The ITC heard the views of diverse interests in preparing its report. Many
suggestions for improvements in the Auto Pact were made in the 1976 hearings. The
UAW proposed raising the minimum North American value added for duty free entry of
Canadian products into the U.S. to 75 percent from 50 percent. This was meant to
restrict the potential or the use of non-North American imported parts in vehicles
receiving duty free access to the U.S. market. In the decade after the Auto Pact
began, foreign auto manufacturers were already developing growing penetration of the
U.S. market. This raised the possibility that foreign manufacturers would exploit the
benefits of the Auto Pact by assembling vehicles in Canada using some Canadian parts
but importing the balance from their home operations. The UAW proposal ,would have
targeted the benefits of the Auto Pact more effectively to high North American content
producers.

Despite this and other proposals, the Auto Pact was not amended. Another ten
years have passed and, for several reasons, it has become even more important to
seriously examine the agreement again. The fairness of the Auto Pact as a regulator
of auto trade between the U.S. and Canada must be called into question In light of
the disproportionate growth of production and employment in Canada relative to the
U.S. Moreover, the arrival of new auto producers in North America and the rapid
growth of non-North American parts sourcing raises with renewed force the questions
that the UAW raised in 1976. The location of the new producers in North America has
also rekindled concerns about Canada's new duty remission scheme that was originally
eliminated by the Auto Pact.

The biggest Auto Pact-related problem for U.S. auto workers is disproportionate
assembly by North American producers in Canada. While Canada's production-to-sales
ratio safeguard requires only a one-to-one ratio, the CVA safeguard effectively creates
an incentive to produce at much higher ratios. Auto Pact producers are given credit
for CVA based on their total production in Canada as a percent of Canadian sales. So
if 200,000 vehicles are produced with 30 percent CVA, but only 100,000 units are sold
in Canada and the remainder exported, the manufacturer meets the 60 percent CVA
requirement. This explains why North American firms have so extravagantly exceeded
the production-to-sales ratios. During the 1970's, the ratio of Canadian production to
sales for cars bounced between 130 and 149 percent; from 1982 to 1985, the ratio
jumped to a range of 173 to 202 percent. For commercial vehicles, the ratios jumped
from 98 to 165 percent in the 1970's to 192 to 272 between 1982 and 1985.

The second problem with the Auto Pact is its effect on investment by new
producers in North America. The original goal of the Auto Pact was to force the
"rationalization" of existing facilities in Canada and the U.S. to reduce total costs.
The safeguards were meant- to keep at least the existing share of total North American
auto industry production in Canada. The new producers, mainly Japanese, are now
starting to invest heavily in North American assembly capacity. For these new entrants,
the one-sided safeguards under the Auto Pact create an incentive to invest
disproptionately in Canada. Because of the worldwide duty free import privileges
available to Canadian producers, the Canadian restriction of duty free importing from
the U.S. to producers that reach a target level of Canadian content and the lax
requirements for duty-free entry into the U.S. from Canada, new entrants wishing to
sell cars in Canada as well as the U.S. have good reasons for locating a disproportionate
share of their North American investment in Canada.

In addition to promoting investment in Canada by auto assemblers, the one-sided
safeguards provide an incentive for these assemblers to encourage parts makers to supply
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them from Canadian plants. This helps them meet the Canadian Value Added requirement
of the Auto Pact.

Companies originally covered by the Auto Pact, because of the Canadian Value
Added restrictions, have integrated their U.S. and Canadian facilities. They exceed the
50 percent North American Value Added requirement for duty free entry into the U.S.
because of their extensive use of U.S. produced parts. The new entrants to the North
American market, however, add most of the non-Canadian value of their Canadian output
from their home country plants and purchase very little from other North American
operations. The Auto Pact allows them to export from Canada to the U.S. and pay no
duties despite their minimal sourcing of parts in the U.S. for assembly into vehicles
produced In Canada.

Our experience to date with the Japanese auto assembly plants In the U.S. has
convinced us of the dangers presented to auto employment and parts production by
these operations. The "transplant" facilities purchase domestically no more than 30
percent of the value of parts incorporated Into their U.S.-assembled vehicles.

The Canadian safeguards will lead to even lower levels of North American content
in transplant vehicles. Transplant firms can reach the 60 percent CVA, and thereby,
achieve Auto Pact status in Canada, by producing many more vehicles in Canada than
they sell, but with a relatively small proportion of CVA in each one. The production
above the Canadian sales level will be exported to the U.S. This seems to be what a
number of these producers plan to do. The addition of such assembly plants in Canada
is likely to result in the loss of thousands of U.S. jobs In the parts and supplier industries.

Duty Remision Program

This problem is exacerbated by Canada's duty-remission program, a second
Instrument to Influence the new North American producers to Increase the value of
Canadian auto production. The program, as currently operating, allows firms which do
not meet the terms of the Auto Pact to receive a remission of the duties they owe
on imports of vehicles In proportion to the exports of original equipment auto parts for
which that producer is responsible. For example, If Honda of Canada arranges for a
Canadian parts producer to ship OE parts to Its U.S. plant, Honda can deduct the value
of tho.,e parts from its total of imports into Canada; the amount of duties owed to the
Canadian government is, thereby, reduced. Foreign auto companies with no production
facilities at all in Canada are also eligible for such duty remission. Several of these
firms now have U.S. assembly plants and plan to source a growing volume of parts
locally. The Canadian duty-remission scheme sets up an Incentive for these firms to
find sources of these parts in Canada rather than the U.S.

The incentives for disproportionate Canadian investment are of particular concern
because of the growing deficit in U.&,-Canadian trade. At a time of auto industry
employment problems in the U.S., the trade deficit with Canada is a problem for the
UAW. In addition, the new Investments In the North American auto Industry, given the
maturity of the market and the plans of foreign firms to continue to export increasing
numbers of vehicles, are creating excess capacity and the likelihood of plant closings
and layoffs. This is true for both the final assembly and parts production segments of
the industry. If a disproportionate share of new investment Is made In Canada, then
a disproportionate share of the job losses will be in the U.S. This would not be a
desirable result for American auto workers or their communities. It would also add a
further strain to the already lopsided U.S. trade balance with Canada.

Japanese and Korean auto producers alone or with North American partners, plan
to build nearly 500,000 units of capacity in Canada over the next few years. Currently
these firms sell about 200,000 units a year in Canada. Obviously they plan to export
most of their output to the U.S. The impact on employment in the U.S. auto industry
could be quite harmful.

Remedies

For all of these reasons, we believe that changes in the U.S.-Canada Auto Pact
are needed to restore a balance in its Impact on the two countries. To prevent the
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recent changes In the industry from causing a permanent bias in favor of Canadian over
U.S. production, several improvements should be negotiated. First, like Cartada, the
U.S. should require a minimum production-to-sales ratio for firms to qualify under the
Auto Pact for duty free treatment of Imports entering the U.S.

Firms that were covered by the Auto Pact when it was first negotiated because
they produced vehicles in both the U.S. and Canada In 1964 should continue to receive
duty free treatment as long as they make progress towar#,meeting the new qualifications
and fully comply within a reasonable period of time. AU other firms must fully comply
before receiving the exemption from duties allowed under the Pact. Any Joint venture
operations between a North American-based firm and a foreign-based auto producer
should be considered as separate from either parent firm for the purposes of this
provision. If GM-Suzuki, for example, makes no cars In the U.S., it will not meet the
U.S. production requirement, so It would not be eligible to ship cars into the U.S. from
Canada duty free.

Further, the U.S. should require that vehicles and original equipment parts must
contain at least 75 percent North American value to receive the benefits of duty-free
treatment under the Auto Pact. We believe that the growth in outsourcing by North
American producers and the influx of foreign firms setting up assembly plants makes
this change we proposed ten years ago more Important than ever. The experience we
have gained from dealing with the "transplant" operations in the U.S. has shown that only
a minimal number of domestically sourced parts can be transformed into 50 percent of
the final product's value by the addition of assembly labor, management compensation,
overhead and profits.

Tariffs on replacement parts should be maintained. Only parts trade covered by
the Auto Pact should be exempt from duties. Sines many parts plants make both
original equipment and replacement parts, the Canadian production and value added
requirements, when combined with the renewed effort to provide duty remission, set up
strong incentives for North American and overseas producers to establish new parts
plants in Canada. These new Canadian plants will intensify the already tough competition
for sales of replacement parts in both Canada and the U.S. The small U.S. duty which
remains on parts is just barely enough to convince many auto parts producers to keep
their U.S. plants operating.

Finally, a new provision should be added to the agreement to require that
negotiations between the two governments will be initiated automatically whenever the
overall auto trade imbalance reaches a certain level or the imbalance in any product
group (cars; commercial vehicles; parts) reaches a minimum level for any calendar year.
The purpose of the negotiations would be to determine the causes of the imbalance and
propose remedial steps. If the imbalance is not reached below the target level within
the next year, the agreement could be suspended until the target level is reached. The
current U.S. auto trade deficit with Canada is too large to be ignored. The Pact can
only keep the support of U.S auto workers if there is relative balance in the distribution
of the benefits. The trade figures show that the needed balance is not present, nor
is there any prospect of greater equity being reestablished soon. Conducting "business
as usual" with respect to the Auto Pact under such circumstances is not justified; it
is appropriate to take corrective action until trade balance is restored. The Auto Pact
has provided a stable framework for auto trade for 20 years and, with the addition of
U.S. safeguards and increased North American content, it can continue to be an instrument
for fair auto tr&%e between the U.S. and Canada. The removal of Canada's duty
remission program must also be achieved if we are to restore balance id U.S.-Canada
auto trade.

Thank you for providing this opportunity for us to present our views on these
important negotiations to the Committee. The imbalance in U.S.-Canada trade, and
especially the auto trade imbalance, must be addressed in the talks if American
employment and production are to Increase as a result of reaching an agreement.
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U.S./CAnodlan Automotive Jobs

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

1982

1983

1984

1985

U.S.

752.9

842.7

861.6

815.8

873.7

911.4

799.0

848.5

874.8

976.5

907.7

792.4

881.0

947.3

1,004.9

990.4

788.8

788.7

699.3

753.7

861.7

876.4

Canmda

70.5

82.8

87.3

85.7

86.8

95.0

86.0

96.7

102.7

114.6

113.9

103.8

112.4

118.3

124.9

123.8

104.1

107.4

98.7

115.6

123.8

"- -135.0

SOURCE: U.S. Bureau of Labor

CH:pmb
opeiu494/DF
8711/87

Statistics, Employment & Earnings; Statistics Canada

Canadian
Share

8.6%

8.9

9.2

9.5

9.0

9.4

9.7

10.2

10.5

10.5

I1.1

11.6

11.3

I11.

11.1

11.1

11.7

12.0

12.4

13.3

12.6

13.3%

Total

823.4

925.5

948.9

901.5

960.5

19006.4

885.0

945.2

977.5

1,091.1

1,021.6

896.2

993.4

1,065.6

1,129.8

I, 114.2

892.9

896.1

798.0

869.3

985.5

1,011.4
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POSITION OF J. I. CASE COMPANY
ON THE

UNITED STATES - CANADA FREE TRADE AREA NEGOTIATIONS

I. SWHARY OF J. I. CASE COMPANY'S POSITION

J. I. Case Company ("Case") is a major North American manufacturer of
construction and agricultural equipment and has substantial production
facilities both in the United States and Canada. Confidential data regarding
Case's facilities, employees, products and trade volume, have been provided
to the International Trade Commission.

Case accounts for several hundred million dollars in trade between the
United States and Canada each year, and is in strong support of mutual
reductions of trade barriers between the two nations. It is our hope that
the on-going trade negotiations will result in an across-the-board
elimination of import duties, excise taxes, and other trade barriers. In the
alternative, should the United States and Canada decide to negotiate on an
industrial sector basis, Case supports a full reduction in tariffs, excise
taxes, and other trade barriers on agricultural machinery, construction
equipment and accessories as well as parts, sub-assemblies, materials, and
equipment used in the production of those products.

II. THE COMPETITIVE POSITION OF J. I. CASE COMPANY

J. 1. Case Company is a wholly-owned subsidiary of Tenneco, Inc. In
1985, Case acquired selected assets of the Agricultural Equipment Group of
International Harvester Company, and now has several hundred United States
and Canadian suppliers supporting its Canadian and United States production
plants. Case facilities, for example, purchase substantial quantities of
Canadian steel for use in the United States and U.S. steel for use by its
facilities in Canada.

Additionally, service parts distribution centers in the United States and
in Canada combine communications, modern technology and human effort to
support a total North American marketing enterprise. Trade in spare parts
between the two countries accounts for a substantial portion of Case's
overall parts sales in North America. The combined U.S. and Canadian
facilities are an essential element of a worldwide production/marketing
distribution system.

The economic vitality of J. 1. Case Company, and its many employees
located in Canada and the United States, tis critically dependent on two
factors: the level of economic activity of the user Industries In the



j

184

markets it serves, and the impact of foreign competition on the North
American market.

The United States and Canada are viewed as a unified North American
market from both a production and distribution perspective. At the same
time, Case is an active participant in the global market and as a result has
developed its position 'as outlined in this statement with respect to the
subject trade negotiations.

Over the past decade, the construction equipment industry has suffered
substa. *ally from cyclical poor market conditions in the user industries,
specifically, the construction trades, and in increased trade competition
especially from Japan. While the weakening of the U.S. dollar has recently

provided Case some assistance in competing with imported products, the
expected benefit has not been fully realized in the North American market
vis-a-vis Japanese imported products. It may be that, because of
historically established price levels associated with those imports, Japanese
suppliers have elected not to adjust their U.S. prices to reflect the rising
value of the Japanese yen, and are selling these goods at less than fair
market value.

Similarly, the agricultural section of the North American economy has
been very depressed for about seven years. Imports from Japan have caused
injury to certain sectors of this economy as well. There does not appear to
be any prospect for substantial change in either agricultural equipment

4 or low priced imports within the next several years.

In addition, Case has been competing against either duty-free or low duty
rate products imported into the United States and Canada under the
Generalized System of Preferences ("GSPO) and the General Preferential Tariff
(UGPT") respectively. Imports of parts and attachments for construction
machinery manufactured in designated GSP and GPT beneficiary developing
countries have been particularly damaging to U.S. and Canadian producers.

If J. I. Case Company is to improve or even retain its competitive
position in the North American market, and at the same time increase its
presence in other markets through the export of North American manufactured
goods, it requires the free movement of products among its various production
and distribution facilities. Presently, products shipped in intracompany
transactions as well as finished products sold across the United
States-Canada border are encumbered by existing import duties and excise
taxes.

J. I. Case Company's production and marketing capabilities are intimately
interwoven and interdependent in North America. The Case operations in these
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two countries reflect a true partnership in production, marketing, and
distribution. Yet disparities exist that disturb this partnership. Duty

levels on like comodities -- on both construction machinery parts,
materials, supplies and finished goods, are twice as high on imports into
Canada as on imports into the U.S. These disparities can be overcome with
the proposed free trade agreement.

A free trade area would provide an improvement in overall competitiveness
for J. I. Case Company by harnessing the efficiencies and economies of scale
on both sides of the border.

This bilateral arrangement would, of course, improve our competitive
position vis-a-vis outside or foreign producers. Such a free trade base
would allow Case to maintain or improve its current position in the worldwide
market to the benefit of both the U.S. and Canadian economies.

I6 another sense, Case's customers, the farmers and the contractors of
the United States and Canada, would be the real beneficiaries of a free trade
area. It would tend to act as the "great equalizer" against off-shore
competition.

This bilateral approach has been well proven by the success of the
European Free Trade Association. Thus, a free trade area with Canada would
foster even greater economic interdependence between our countries.

It is the position of J. I. Case Company that the proposed free trade
area would provide a rare opportunity to strengthen our competitiveness and
to improve the economies on both sides of our open border. A free trade
area, without impediments and without sectoral protectionism, will allow
Case, as well as others, to increase sales in an expanding Canadian market.
Such an economic partnership would be but a natural extension of our shared
history as close trading partners.

III. SUBSTANTIAL AMOUTS OF J. 1. CASE COMPANY PRODUCTS ARE SHIPPED
BE1 NTHE UNITED 3TAT'ESA

Case operates manufacturing facilities in both the United States and
Canada. It ships finished agricultural and construction equipment between
those countries, as well as auxiliary equipment and replacement parts for
those products. 1 Much of the sourcing for Case manufacturing facilities

1 In general, J. I. Case Company products include the following: grain
drills, farm spreaders, farm loaders, snow blowers, wind rowers
w/platforms, forage harvesters, plows (furrow & clutch), disk harrows,
rotary hoes, sub soilers, disks-(OEM Disks), air drills, agricultural
tractors, rubber tire & crawler excavators, trenchers & cable layers,
tire mounted log handlers, tree harvesters, crawler dozers, crawler
loaders, fork lifts, skid steer loaders, cotton pickers, and combines and
harvesting machines.

76-574 0 - 87 - 7



186

originates either in Canada or in the United States, therefore, Case
transfers substantial quantities of parts and components as well as
expendable manufacturing supplies and production equipment between Canada and
the United States. 2

A partial list of the products for which Case seeks either to maintain or
establish a duty-free and excise tax free trade between Canada and the United
States has been submitted to the Interstate Commerce Commission specifying
TSUS item numbers and current duty rates. In addition to those duty rates,
Case pays an excise tax of 12% of the landed value (including transportation
costs and import duties) on most dutiable products and on some non-dutiable
products.

IV. J. I. CASE'S POSITION WITH RESPECT TOtAGRICULTURAL AND CONSTRUCTIONEQUIPMENT

As stated previously, Case advocates an across-the-board reduction and
elimination of duties and other trade barriers for all agricultural and
construction equipment, accessories, parts, assemblies, and
production-related equipment moving across the Canadian-United States
border. To accomplish this, it would be in the best interests of Canada and
the United States to establish a free-trade area between these two countries
without sectoral limitations for the reasons set forth earlier. Case, and
other companies similarly situated, should not be burdened by duties or
excise taxes assessed on intra-company shipments or on sales within the North
American market. The full range of products included in this category is far
too broad to detail in this brief paper. Case desires that its bi-country
production facilities and markets be placed on equal footing with its
competitors conducting manufacturing operations business either solely in the
United States or solely in Canada. This can only be accomplished through an
across-the-board elimination of these trade restrictions.

In addition, United States and Canadian steel are currently used in
Case's Canadian and United States production facilities. Similar duty free
and excise tax free treatment should be afforded to steel used in our
manufacturing processes. However, should negotiations and a final agreement
be based on product sectors, Case would like to comment at the appropriate
time on the treatment of such products in those sectors.

A. Agriculture Equipment -- Case would like to preserve the present
mutual duty-free treatment on finished agricultural equipment. In
addition, fhe excise tax assessed in Canada at the time of importation of

2 A confidential description of products manufactured by J. 1. Case in
both Canada and the United States has been provided to the International
Trade Commission.
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such equipment should be eliminated. Currently, the Canadian government
has exempted agricultural equipment from excise tax assessment provided
actual-use certifications are filed. Case views the need for filing such
certifications as counterproductive and a barrier to trade.

Moreover, rules relating to duty-free treatmqot ef agricultural
implements, accessories, and replacement parts should be established to
ensure that any part capable of use on agricultural equipment should be
imported into either country from the other without any assessment of
duties or excise taxes. If capability for use on agricultural equipment
is not feasible as a basis for mutual duty-free treatment, Case maintains
that at minimum, equipment, parts, and implements that are actually used
in agricultural production should be exempt from duty and excise tax.

In addition, supplies and production equipment used in the
production of such agricultural equipment should also qualify for duty
and an excise tax exemption for such articles traded between both
countries.

B. Construction Equipment -- Case's position is that all construc-
tion equipment should be exempt from duty and excise tax upon entering
the U.S. or Canadian markets. Currently, the government of Canada
assesses an import duty which is approximately twice the U.S. duty rate
on most construction equipment imported from Canada. This unfair
situation has limited Case's access to the Canadian markets for its
U.S.-produced construction equipment. Just as with agricultural
equipment, J. I. Case believes that, at a minimum, all components, parts,
accessories, and production support equipment, including materials,
supplies, and manufacturing equipment actually used by a construction
equipment manufacturer, should be entitled to duty free treatment when
crossing the border.

\0

VI. CONCLUSION

For the reasons stated above, J. 1. Case Company maintains that full
duty-free and excise tax free exchange of goods across the Canadian border
for all products is in the best interests of the United States and the
Canadian economies. If this should not prove feasible at this time, then the
agricultural and construction equipment sectors, due to their sensitive
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nature and their export generating potential, should be among the prime
sectors considered for trade barrier elimination or reduction.

In addition to tariff reduction, we suggest that the negotiations should
include the streamlining of many Customs procedures. Case, as a major
U.S.-Canadian trader, is involved in a vast number of transactions, and the
elimination of burdensome entry and other Customs procedures should also be
reviewed in connection with the establishment of the proposed Free Trade
Agreement. The elimination of many of these non-tariff barriers to
Canadian-U.S. trade would also result in great mutual benefits.

Respectfully submitted,

J. I. CASE

stant Secretary

6)
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JOINT MARITIME CONGRESS
Halt of the States Budding. 444 North Capitol Street. Suite 801. Washington. DC 20001 Telephone 12021638-2405

Bruce J Carton

August 17, 1987

The Honorable Lloyd Bentsen
Chairman, Committee on
Finance

United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

The Joint Maritime Congress (JMC) appreciates the opportunity to comment on
the U.S.-Canada free trade area negotiations. JMC is a research and education
group whose m-mbership is comprised of over 100 U.S.-flag ship operating
companies. As such, we are gravely concerned that the United States Trade
Representative's (USTR) office has placed the U.S. maritime industry on the
negotiating table with all other service industries, with no apparent analysis of
the consequences.

The U.S. merchant marine is a privately-owned, commercial entity with a
crucial national defense role: to serve as a naval auxiliary in time of war or
national emergency. In its military capacity, the fleet is our nation's *fourth
arm of defense," providing strategic sealift services, often through hostile seas
and under direct military attack, to ensure the free flow of American wammercial
and military waterborne commerce.

In order to met this military mission, Congress has enacted various laws
which mandate U.S. citizen ownership, operation and manning of the fleet's
vessels. Likewise, the fleet must be comprised of the best equipped, safest
and most suitable types of vessels, and must be sufficiently large to carry all
of our domestic waterborne commerce and a substantial share of the U.S.-foreiqn
trade. The overall policy of guaranteeing a militarily useful merchant fleet
cannot be borne out if the nation fails to met any of these obligations.

Historically, the American maritime industry, the Congress and designated
federal agencies perform the necessary job df ensuring that our fleet is
maintained with an adequate numerical, technical and manning capability. Cargo
preference laws, the Jones Act and various promotional programs created by the
Merchant Marine Act of 1936 are examples of aids used in this country to bolster
the fleet and our nation's maritime defense needs.

Caebe USFL.AO Telecopier (202) 603-2833 Telex 80470 MARIOONG

V
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We have not with Ambassador Murphy and his staff, at their invitation, to be
briefed on current prospects for the negotiations and the rationale for including
the maritime industry in the service sector discussions. It is all too clear
from this meting and others with senior Adainistration officials that the
maritime industry was included on the basis of a sweeping and all inclusive
negotiating strategy. While we perceive no malevolence at USTR# we can also
perceive no critical analysis of the likely results of opening up present or
future U.S$. maritime trades and programs to Canada.

The proposal being discussed by Ambassador Murphy and his Canadian
counterpart would very likely lead to greatly diminished cargo opportunities for
U.S.-flag vessels of all types in both domestic and foreign commerce. That
portion of the American market reserved for American vessels, our domestic trade,
would be poised for a flood of shipping tonnage. The only result would be severe
oversupply, plunging freight revenues and the likely bankruptcies of companies
that have invested billions of dollars under long established market rules in
large part dictated by federal law. Similarly, opening up any future assistance
program for our foreign trade fleet to vessels from Canada (or other countries
using Canada as a gateway) would be disastrous. These programs were designed by
Congress to keep an American presence in a world trade dominated by foreign
interests. Congress made those decisions on the basis of foreign policy and
national defense considerations. In sharp contrast, those decisions are proposed
to be scrapped by our negotiators in their haste to conclude an agreement with
Canada.

Again, it is clear that no comprehensive assessment was performed before
these disqussions began. The Administration did not seek our views prior to
undertaking these negotiations. Had they done so, I would like to think they
would have reached the correct (and obvious) conclusions opening U.S. maritime
programs to Canada is strictly a one-sided proposal for the sole and exclusive
benefit of Canada. But, since they did not take this elementary step, we are now
being told that regardless of the consequences, mariti-e services cannot be
removed from the agenda as that would undermine the overall negotiating strategy.
We believe that is an absurd and totally unacceptable posture. The American
merchant marine should not have to be bankrupted so that other industries might
gain. We have no quarrel whatsoever with those industrial sectors which perceive
a gain from establishing a Free Trade Area with Canada. But we mest protest most
vigorously if that gain is to come at our expense while our negotiators wait to
see which side "blinks first.*

As you know, the agreement is being negotiated under so-called "fast track"
rules allowing the Congress only an "up-or-down" vote on the entire package.
Your Committee will have an important role in the examination of the agreement
commencing in October. We cannot overemphasize the importance of this issue to
our industry, and the urgency we attach to removing maritime matters from the
talks now. We admire the leadership you are showing in soliciting views early,
and trust you will agree with our assessment.

Again, I appreciate this opportunity to express the concerns of this
organization and our membership. If we can be of further assistance, please do
not hesitate to contact us.

Sincerely#

Bruce J. Carlton
Executive Director
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KEYSTONE SHIPPING CO
"313 CHESTNUT STREET
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August 14, 1987

Senate Finance Committee
United States Senate
Washington, D.C. 20510
Attention: laura Wilcox,

Hearing Administrator, Room SD-205

Gentlemen:

We have recently learned that the United States and Canada are currently
negotiating tn establish a Free Trade Area Agreement (FTA) which may severely
impact long-standing U.S. maritime policies essential to the entire U.S.
Maritime Industry.

As operators of eighteen U.S.-flag tankers, we believe such a policy may well
have severe impact on the very existence of the continually viable maritime
industry including shipbuilding, inland tug and barges, the Great Lakes fleet,
offshore oil and gas and the international and domestic maritime fleets.

It is our understanding that one proposal which is being considered in the
official U.S. negotiating position would provide Canadian maritime interests the
benefit of equal participation in any future maritime programs. This would, in
our opinion, further erode the very foundation on which the U.S. maritime industry
is based - - the Jones Act. Our trade negotiators should not bargain away the
maritime industry or its support.

U.S. maritime interests have been suffering from inattention and are unable
to coavete with foreign government subsidized maritime industry.

It has been well established that a viable merchant marine and shipyard
industry is important to the national defense of this coitry. If maritime
matters are included, the FTA negotiations could further dismantle this.

Without specific directions on this point the FTA may well succumb to
pressure from other American trading partners and allies for the U.S. to grant
similar privileges to their maritime industries.

Once Congress has lost control of its ability to direct such policies,
Congress may be unable to exercise its right to prevent the further dismantling
of the U.S. Maritime Industry. We, therefore, respectfully urge you to notify
the U.S. Trade Representative of the Economic Policy Counsel, U.S. Maritime
Programs cannot and will not be subject to negotiation.

Respectfully submitted,
/KEYSTONE SSHH PPPINNG COO.

/jjp A. B. Kurz
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August 12, 1987

The Honorable Lloyd N. Bentesen
United States Senate
Room 703, Hart Building
Washington, D.C. 20510

Dear Senator Benteen:

The purpose of this letter is to indicate our support for free
trade between Canada and the U.S.

Lafarge Corporation ie a cement and construction materials
company that conducts production and sales activities In both the
United States and Canada. In ftat, our company is organized in
such a fashion that both U.S. and Canada operations are conducted
within the same management unit. Our desire Is to distribute our
products to the end user in the least cost, most efficient
fashion. In some cases this means that a product produced in the
United States Is sold In Canada and in other cases that a product
produced in Canada is sold in the United States.

Without free trade it would be impossible to achieve the most
efficient distribution of our products. Inefficient distribution
combined with less efficient utilization of existing facilities
would mean higher cost products that would ultimately be paid for
by the consumer. We do not believe the inflationary pressures
caused by trade restrictions are in the best Interest of either
Canada or the U.S.

We urge you to support free trade for cement
materials.

and construction

.Sincerely,

BPC:Jw

cc: Gail Harrison - ACTE

12Q01 NOMHCENTRAL LXPF MY a NORTH CENTRAL PLAZA a. SUITE 1O0W
MAWNO ADOS AD BON 324.D LLA& TEXAS 7522 * Cq4)U47I01
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Coments By

George J. Ryan
President

Lake Carriers' Association

Concerning

U.S.-ICAADA VUE TRADE AIAu AGIEmEinT nlGOTIATIOws

Senate Comittee on Finance
August 17, 1987

8UMMAIT

Trade negotiations vith Canada or any other country must not include U.S.

maritime policy or programs stemming from Congressionally mandated statute

laws rooted in the cot.viction that the U.S. Merchant Marine is the Fourth

Arm of National Defense. Efforts to increase trade in goods and limited

range of other services between the United States and Canada are worth-
while. The Special Trade Representative must not trade away existing or

future laws promoting the U.S. Merchant Marine - including Cabotage Laws,

government impelled cargo reservation laws, and direct or indirect finan-

cial aid programs to ship operators or shipbuilders/repairers. The Jones

Act is the keystone of U.S. coastwise (Cabotage) laws which provide eco-

nomic stability for U.S. investors in vessel equipment in the Great Lakes,

inland rivers, and coasetwise. The opening of the U.S. coastwise trade to
Canadians, and then to other foreign nationals through Most Favored Nation

clauses in existing treaties, will destroy the U.S. shipbuilding, ship

repair, and ship ownership base needed to meet U.S. foreign policy objec-

tives - particuarly relating to sealift for small and large scale conven-

tional military operations. It is inconceivable that Congress vould allow

the Special Trade Representative to trade away the U.S.-flag Merchant

Marine for some short-term improvement in the export of some commodity and

thus require future Administrations to ask allies for prior approval and

vessel support for a future U.S. military operation consistent with unique

U.S. foreign policy objectives. The Senate must tell the Administration to

remove maritime issues from the PTA negotiations.

Lake Carriers' Association represents over 95 percent of the gross tonnage of the U.S.-flag casercial
vessels engaged in the coastwise trade in the Great Lakes. Our memIers include: American Steamship
Company; Bethlehem Steel Corporation; Cement Transit COmpany; Cleveland Tmaners, Inc.; Coastvise Trad-
ing Company; Erie Sand Steamship Co.; Inland sAkes Management, Inc.; Inland Steel Company; The Inter-
lake Steamship Company; Litton Great Lakes Corp.; H. A. manna Company; Oglebay Morton Company; Rouge
Steel Company; and USS Great Lakes Fleet, Inc. These vessels carried 91 million tons of cargo in
1986.

These U.S.-flag ship companies employ U.S. citizens and carry essential bulk raw materials between
U.S. ports. These American companies have substantial investments in vessel assets. Several of the
member companies have the vessel mortgages Ciaranceed by the U.S. Maritime Administration Mortgage
Insurance Program. None of the vessels vera built vith U.S. Governmnt subsidy assistance. These
private sector investments were made with the understanding from the U.S. Government that the historic
reservation of coastwise trade for U.S.-flag, :.S.-,owned, U.8.-creved vessels would not change.

Canadian-flog vessels have been built in Canada for Canadian coastwise trade with substantial Canadian
Government subsidies. Those Canadian vessels :iot built in Canada were built at low cost in foreign
government subsidized shipyards in Ireland, England, Scotland, Finland, Germany, and Japan. Some are
now under construction in Brazil. Thus, the capital costs of Canadian vessels are substantially lower
than U.S. vessels.
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Canadian crew operating costs are less than American crew costs, in part because of the dollar dispar-
ity, Canadian government pension and health benefits, and a more favorable wage agreement. A full
explanation of these disparities is contained in the U.S. Government Accounting Office Report, "Great
Lakes Shipping-U.S.-Flag Share of the U.S./Canada Trade on the Great Lakes" GAD/RCED-6•-l5, May 1956
(GAO Report).

Given the lower Canadian capital and operating costs, the lack of U.S. Cover.ent assistance to the
U.S.-flag domestic fleet, and other Canadian advantages, the GAO Report found that the U.S.-fla ships
have been carrying a declining share of the cargo between the United States and Canada. In 1953,
U.S.-shtps carried 29 percent of the cargo; in 1984 U.S. ships carried 6.4 percent of the cargo.
Today, that share is loes than 4 percent. Clearly, the Canadian Gvrment has provided Canadian
shipowners with the ability to dominate the trade between out two countries. It is for these reasons
that the UVS.-flag vessels serve almost exclusively in the domestic U.S. trade. This coastvise trade
is reserved for U.S.-flag, U.S.-built, and U.S.-crewed ships by the Cabotag Laws of the United States
- knwm u the Jones Act.

The above background is necessary to understand why our members strongly oppose any change in U.S.
maritime law or policy which would allow Canadian corporations or other foreign corporations to oper-
ate foreign-built, foreigncitiren creved ships in the coastwise trade of the United States. Such a
dramatic shift in public policy would seriously change the "rules of the Sm" and deny Arican cor-
poaraions a "level playing field." Members of Lake Carriers' Associaton and other U.S. shipomwers
would be forced out of business as we abide by the U.S. laws with their attendant higher costs, whiel
our Canadian or other foreign competitors could come in by their rules, and lower costs.

This action would permit Canadian-owned ships with Canadian or no-Canadian crew operating ships
built anywhere in the world to compete against American companies with Amrican-built ships and Amori-
can crew@. These ships would be able to take over commrce in the inland rivers, the lakes, and the
near oceans. They would be able to provide Canadian-flag tugboats, push boats, dredges, barges, din-
ner boats, excursion boats, passenger ferry boats, railcar ferries, bunker barges, coastwise tankers,
colliers, containerships, lake bulk carriers, and every conceivable watercraft in head-to-head compe-
tltiin with ships built in American yards. Canadian ships manned with Canadlians or foreign crew
would drive Americans off our own vaterfronts.

Should the Canadians gain access to the U.S. coastal trade, it wmuld be only a matter of time before
all of the nations with whom we have treaties of amity and commerce would negotiate entry into the
U.S. coastwlse trade.

The nation with the greatest potential to emulate the Canadian entry into the U.S. domestic trade is
Mexico. Mexican ports have access to the intercoastal waterways and, with their lower operating
costs, would quickly gain entry into the G.ulf of Mexico and Mississippi River and tributaries trades.
Mexican workers would legally displace American crews from Chicago to Sioux City, Catoosa, Pittsburgh,
Shreveport, and Montgomery, as well as hundreds of other U.S. cities along our inland waterwmys. The
Canadian dominance of our trade would be short lived after a low-vage cost country, such as Mexico,
enters our trades. One mst speculate if the lowest c m denosmintor SOMn nations with most
favored nation treaty arrangemnts with the United States would ultimately have free access in the
heartland of estica. A careful analysis of those countries with ant favored nation treaties will
show the significance of this dangerouspolicy.

The implications of the abrogation of historical Cabotage Laws are far reaching. Moet significantly,
they will impact on the national security through the removal of jobs in the commercial sector in
which crew and officers are trained to operate vessels. The Jones Act fleet creates employment for
approximately 125,000 U.S. citizens. In addition to the employment benefits, these people also are
the manpower needed as the nucleus pool to operate corcial vessels and those ships in our ready
reserve fleet to met the U.S. military sealift response capability. Without this U.S. citienn
manpower pool, the U.S. Covermnt will lose its ability to carry out national objectives abroad.

Secondarily, the loss of the Jones Act fleet will destroy the remaining shipbuilding and ship repair
industry in U.S. waters. This includes the Great Lakes shipbuilding industry in Ohio and Visconsin
That work will be done in Canadian, Mexican, Caribbean, and Central Amrican ports. The U.S. mili-
tary, as well as the surviving commercial sector, will not have a U.S. ship repair industry to rely
upon. Needless to say, in time of national emergency or when we pursue independent foreign policy
objectives, we cannot afford to be dependent upon even the friendliest of allies for this smpower or
logistic support.

In addition to the coastwise trade laws there are many other maritime laws of vital interest to the
United States. Changes in these lws or maritime policy have such significant national defense and
c€ ercial implications that they mst not be included in a trade bill. Thes lam must be considered
carefully by the appropriate committees in Cogress.

One of the most important responsibilities Congress and the Administration has is to maintain a U.S.-
flag merchant fleet and the skilled manpower to operate those ships, available at any time to support
U.S. foreign policy objectives including conventional military operations.

The U.S./Canads Pree Trade Area Agrement negotiations are not the proper foram for the Ainiistration
to decide these far reaching issues. The Senate must tell the Administration to reove maritime
issues from the U.S./Canada Free Trade negotiations.
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LaWE'S
Petro Kulynych
Founding DRrector August 12, 1987

The Honorable Lloyd E. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, D.C. 20515

Dear Mr. Chairman:

This writing is in support of the American Coalition For Trade Expansion
With Canada, and to oppose restrictive trade barriers with the United States
largest trading partner.

Lowe's Companies is a major supplier of lumber and building products to the
building contractor and the home construction industry, as well as, to the
retail do-It-yourself customers. Our sales in 1987 will approach $2.5 billion;
of which, over $500 million is made up of lumber products. Lowe's sells
about an equal amount of Southern Yellow Pine and West Coast and/or Canadian
lumber.

The 15% export duty imposed on Canadian lumber products has dealt a set-back
to Canadian lumber being able to flow freely into domestic markets, where
this specie is desired by our customers. The entire issue has been disruptive
to our indusfry for over one year, and swift resolution needs to take place
in order to improve our trading partnership with Canada.

Southern Yellow Pine and Canadian S-P-F are two distinctly different species.
Each specie has its advantages and is a preferred species for particular
applications. The typical home-builder prefers Southern Yellow Pine trusses
for roof systems and 2x40's for floor joists. This same builder will prefer
Canadian S-P-F studs, plate stock and rafters in stick-built construction.
The builder needs to be able to make the choice and buy whatever specie he
desires for the particular construction need.

A bilateral trade agreement to allow Canadian goods to flow into domestic
markets without duties benefits the home construction industry and the whole
U. S. economic system.

Even though Lowe's Companies will sell in excess of $200 million in Canadian
S-P-F lumber this year, it could have been even more had there not been restrictions
and general confusion, particularly during the early part of 1987. Canadian
S-P-P lumber has had very little limited sales growth in Lowe's Companies
this year due to these restrictions. Lowe's Companies employs over 17,000
persons, and this issue has a direct affect on our corporate performance.

More than 50% of Lowe's sales this year will be to the retail customer.

This customer involved in "DIY" projects needs to have the product available
to satisfy his material needs. In many instances, shelving made of Ponderosa
Pine or Canadian Spruce is the desired species because of workability and
other characteristics, such as less wane, warpage and twisting.

Lowe's Companies needs both the Southern Lumber industry and the Canadian
Lumber industry operating on the basic laws of supply and demand. We need
to be able to offer to our customers the choice in lumber species based on
the particular job application. In addition, we need to be able to offer
the product at competitive costs, and free, unrestrictive trade offer the
best opportunity for this situation.

We solicit your support in these trade negotiations and request that trade
be expanded rather than restricted with Canada.

Sin rely,

Founding Director
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August 17, 1987

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
205 Senate Dirkeen Office Building
Washington, D.C. 20510-6200

Dear Senator Bentsent

The negotiations between the United States and Canada which
seek to establish a Free Trade Area Agreement, will, unless
modified, have a devastating effect on our maritime industry.
Our Company, Lykes, is the largest operator of American flag
liner vessels with thiry-two ships in its fleet therefore, you
can readily understand our deep concern at this sudden threat to
the existence of the entire American merchant marine nov posed
by the intent of the negotiators of the trade agreement.

We at Lykes urge you and your committees to support our
merchant marine in this critical period by advising Secretary of
the Treasury, James A. Baker, III and the President's Trade
Negotiator, Ambassador Clayton Yutterer, of your strong
opposition to any language in the trade- agreement with Canada
which would impinge on the maritime policy of the United States.

Yours sincerely,

N.. A~0SJR.

cc a Laura Wilcox, Hearing Admistrator, Committee on Finance
Mary McAuliffe, Minority Chief of Staff, U.S. Senate



MARITIME INDUSTRY COALITION

STATEMENT

SUBMITTED TO

THE FINANCE COMMITTEE

UNITED STATES SENATE

REGARDING THE MARITIME ASPECTS OF THE

PROPOSED U.S.-CANADA FREE TRADE AGREEMENT

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

Current negotiations between the United States and Canada
regarding the establishment of a Free Trade Area Agreement (FTA)
threaten to dismantle longstanding U.S. maritime policy
essential to our shipyards, inland tug and barge industry, the
Great Lakes fleet, the offshore oil and gas service industry and
both our international and domestic maritime fleets. On behalf
of the undersigned, representing nearly the entire U.S. ship
operating and shipbuilding industries, we wish to to take this
opportunity to alert you to the dangers of including basic U.S.
maritime policies in the FTA, and ask your support in seeking
their complete removal from the negotiating process.

The full impact of including U.S. maritime programs in the
proposed FTA on national security or on the Nation's economy,
has not been fully considered. We find this inattention to
national security especially distressing in view of the recent
finding of insufficient sealift assets contained in the
first-ever Presidential Report on National Security. The
critical situation described in the report will become even more
dire in later editions if the U.S. merchant marine and
shipbuilding capacity are decimated in the haste to reach a Free
Trade Agreement with Canada.

It is our understanding that one proposal which is being
considered as the official U.S. negotiating position is to
"grandfather" existing U.S. maritime programs and provide
Canadian maritime interests the benefits of equal participation
in any future U.S. maritime policies. Such a proposal, at first
glance, might seem reasonable to some, but is tantamount to
foreclosing on the future for a vital American industry.
Considering the advantages Canadian maritime interests would
enjoy in economic, promotional, regulatory and fiscal terms
under such an arrangement, no objective analysis could argue for
the survival of a disadvantaged U.S.-flag fleet and vital
shipyard mobilization base in such a hostile competitive
environment.

The future for the U.S. maritime industry abounds with the
potential of new technologies. Offshore industrial activities
relating to ocean mining, ocean thermal energy conversion, wave
action energy production units, various forms of aquaculture,
new fisheries techniques, ocean incineration, offshore disposal
activities and other functions, are now emerging as viable
technologies. As these new ocean industry functions come on



line appropriate legislation will be required to govern the
expanded scope of maritime activities. However, as envisioned
by the "grandfather" proposal, Canadian-flag vessels would have
national treatment under any new legal regime established to
govern these areas. Under Canadian law, any Canadian-flag
vessel that worked in U.S. waters without calling at a Canadian
port could be foreign-built and carry low-cost crews from third
world nations. As a result, unsubsidized U.S.-flag operators
could never compete against such overwhelming odds.

Equally, if not more important, such an arrangement would
deny Congress the opportunity to fashion maritime programs
suitable to meet the industrial and national security demands of
the 21st century. In addition, if Canada is allowed access to
current or future U.S. maritime programs, it is quite likely
that America's other trading partners will seek similar
privileges, and may be empowered to do so by existing treaties.
Thus, Congress would be reduced to a caretaker role, serving as
nothing more than a witness to the systematic dismantling of the
U.S. merchant marine. As a result of this concern, Senate
Concurrent Resolution No. 69, introduced by Senator John Breaux
and 55 colleagues, expresses the view that maritime issues
should be removed from the scope of negotiations.

In response to the problem of a declining U.S. merchant
marine, Congress mandated and the President appointed, the
National Commission on Merchant Marine and Defense. The
Commission's purpose is to examine U.S. sealift needs, the
status of the U.S. merchant marine and allied industries and to
make recommendations regarding appropriate government action to
insure that the United States has a maritime policy which is
responsive to national economic and security requirements. Yet,
the proposal to allow Canadian-flag equal access under any
future U.S. maritime programs will make the Commission's
recommendations and Congressional intent moot. Should the U.S.
government determine that a viable merchant marine requires the
formulation of a well-crafted program of minimal government
support, the costs of such proposals would increase enormously
if Canadian-flag vessels also were eligible.

Therefore, we believe that any changes to existing law and
policy, such as those being discussed within the current
negotiations, must be considered carefully by all of the
appropriate committees of the Congress. This is essential in
view of the "fast track" authority governing the FTA
negotiations. As you know, under this authority, a
Congressional up-or-down vote on the entire package is required,
precluding any changes or deletions.

Therefore, we respectfully urge the Committee to advise the
United States Trade Representative and the Economic Policy
Council that U.S. maritime programs are not subject to
negotiation. Without such a clear statement, the future of the
U.S. maritime industry and U.S. national security are
imperiled.

Sincerely,

ADDSCO INDUSTRIES, INCORPORATED
ALOHA PACIFIC CRUISES, INCORPORATED
ALLIED TOWING CORPORATION
AMERADA HESS CORPORATION
AMERICAN HAWAII CRUISE LINES
AMERICAN HEAVY LIFT SHIPPING COMPANY
AMERICAN INSTITUTE OF MERCHANT SHIPPING
AMERICAN MARITIME OFFICERS SERVICE

I n -nmm P



AMERICAN PILOT'S ASSOCIATION
AMERICAN PRESIDENT LINES, LTD.
AMERICAN STEAMSHIP COMPANY
AMERICAN TOWING & TRANSPORTATION COMPANY, INCORPORATED
AMERICAN WATERWAYS OPERATORS
AMOCO TRANSPORT COMPANY
APEX MARINE
ARNOLD TRANSIT COMPANY
ASSOCIATION OF MARYLAND PILOTS
AVONDALE INDUSTRIES, INCORPORATED
BATH IRON WORKS CORPORATION
BAY HOUSTON TOWING COMPANY
BAY SHIPBUILDING CORPORATION
BETHLEHEM STEEL CORPORATION
BIGANE VESSEL FUELING COMPANY
BOB-LO COMPANY
BULKFLEET MARINE CORPORATION
C.G. WILLIS, INCORPORATED
CAPE FEAR TOWING COMPANY, INCORPORATED
CAPITAL MARINE CORPORATION
CEMENT DIVISION -- NATIONAL GYPSUM COMPANY
CENTRAL GULF LINES, INCORPORATED
CONTINENTAL MARITIME INDUSTRIES, INCORPORATED
COUNCIL OF AMERICAN FLAG SHIP OPERATORS
CRESCENT TOWING & SALVAGE COMPANY
CROWLEY MARITIME CORPORATION
CURTIS BAY TOWING COMPANY OF VIRGINIA
CURTIS BAY TOWING COMPANY OF PENNSYLVANIA
DANAHY MARINE SERVICE
DELTA QUEEN STEAMBOAT COMPANY
DIXIE CARRIERS, INCORPORATED
DUNBAR & SULLIVAN DREDGING COMPANY
EDWARD E. GILLEN COMPANY
ENERGY TRANSPORTATION CORPORATION
ERIE NAVIGATION COMPANY
EXPRESS MARINE, INCORPORATED
FALCON MARINE COMPANY
FARRELL LINES, INCORPORATED
G&H TOWING
GASTRANS, INCORPORATED
GENERAL DYNAMICS CORPORATION
GENERAL SHIP CORPORATION
GREAT LAKES INTERNATIONAL, INCORPORATED
GREAT LAKES TASK FORCE
GULF ATLANTIC TRANSPORT CORPORATION
HANNAH MARINE CORPORATION
HIGMAN TOWING COMPANY
INGALLS SHIPBUILDING DIVISION
INLAND BOATMENS UNION OF THE PACIFIC
INTERNATIONAL LONGSHOREMEN AND WAREHOUSEMENS UNION
INTERNATIONAL MARINE CARRIERS INC.
INTEROCEAN MANAGEMENT
ISLAND SHIPPING LINE
JACKSONVILLE SHIPYARDS, INCORPORATED
JOINT MARITIME CONGRESS
KINSMAN LINES, INCORPORATED
KEYSTONE SHIPPING COMPANY
LAKE CARRIERS ASSOCIATION
LITTON GREAT LAKES CORPORATION
LOCKHEED SHIPBUILDING COMPANY
LUEDTKE ENGINEERING COMPANY
LYKES BROS. STEAMSHIP COMPANY, INCORPORATED
MARINE CONTRACTING AND TOWING COMPANY
MARINE CONTRACTING COMPANY
MARINE OIL SERVICE, INCORPORATED
MARINE TRANSPORT LINES
MARINETTA MARINE CORPORATION
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MARINE ENGINEERS BENEFICIAL ASSOCIATION DISTRICT 1
MARINE ENGINEERS BENEFICIAL ASSOCIATION DISTRICT 2
MARINE ENGINEERS BENEFICIAL ASSOCIATION DISTRICT 3
MARITRANS OPERATING PARTNERS L.P.
MATSON NAVIGATION COMPANY
MARITIME INSTITUTE FOR RESEARCH AND INDUSTRIAL DEVELOPMENT
MASTER, MATES AND PILOTS
MCALLISTER BROTHERS, INCORPORATED
MEDUSA CORPORATION
METRO MACHINE CORPORATION
MORAN SERVICES CORPORATION
MORAN TOWING AND TRANSPORTATION COMPANY, INC.
MORAN TOWING OF TEXAS, INCORPORATED
NATIONAL MARITIME UNION
NATIONAL ASSOCIATION OF DREDGING CONTRACTORS
NATIONAL STEEL & SHIPBUILDING COMPANY
NEWPORT NEWS SHIPBUILDING
NORFOLK SHIPBUILDING & DRYDOCK CORPORATION
ORGULF TRANSPORT COMPANY
PETERSON BUILDERS, INCORPORATED
PILOT SERVICES CORPORATION
PRINGLE TRANSIT COMPANY
PUERTO RICO MARINE MANAGEMENT INCORPORATED
RADCLIFF MATERIALS, INC.
RAINBOW NAVIGATION
RED CIRCLE TRANSPORT COMPANY
ROBERT E. DERECKTOR OF RHODE ISLAND, INCORPORATED
SEAFARERS INTERNATIONAL UNION
SEA-LAND SERVICE INCORPORATED
SELF TOWING COMPANY, INCORPORATED
SHERIDAN TRANSPORTATION COMPANY
SHIPBUILDERS COUNCIL OF AMERICA
SOUTHWEST MARINE, INCORPORATED
STC HOLLY S. COMPANY
STEUART TRANSPORTATION COMPANY
TAYLOR MARINE TOWING, INCORPORATED
TEXTRON MARINE SYSTEMS
THE AMERICAN SHIP BUILDING COMPANY
THE BAKER-WHITELEY TOWING COMPANY
THE GREAT LAKES TOWING COMPANY
THE JONATHAN CORPORATION
TODD SHIPYARDS CORPORATION
TOTEM OCEAN TRAILER EXPRESS
TRAILER MARINE TRANSPORT CORPORATION
TRANSPORTATION INSTITUTE
UNITED STATES LINES, INCORPORATED
WATERMAN STEAMSHIP CORPORATION
WESTERN TOWING COMPANY
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U.S.-CANADA FTA SUMMARY

On December 10, 1985, President Reagan formally proposed the negotiation
of a Free Trade Agreement (FTA) between the United States and Canada, our
largest trading partner. The stated goal of the FTA Is to reduce tariff and
non-tariff barriers to the $120 billion in total trade between the two
nations. In 1986, Canada enjoyed a $17 billion surplus in trade with the
United States. Prime Minister Mulroney has been especially vocal in his
support, although both national leaders have been out front in promoting an
FTA. Teams of negotiators from both countries met during the first half of
1986 to establish the framework for negotiations. The results were published
in the Federal Register of July 10$ 1986 and the scope of the negotiations
included virtually all U.S. maritime programs while examining only a small
component of the Canadian fishing industry.

The wide range of U.S. maritime programs were placed on the table at the
demand of the Canadian government, which reflected maritime industry views
espoused by the Canada Shipbuilding and Ship Repair Association, Canada
Steamship Lines, and Pierre MacDonald, Foreign Trade Minister of the Province
of Quebec. Although Canadian proposals have primarily centered on access to
U.S. coastwise trades, at last report, all other maritime programs are still
on the table. No ironclad assurances have been made that those programs will
not be affected by the proposed FTA.

Reportedly, the current U.S. negotiating position involves the
"grandfathering" of all existing maritime laws and regulations, thereby
granting national treatment (access) to Canada for all future U.S. maritime
policies, which are beyond the scope of current policy. The industry has made
known to the USTR its total and unified opposition to that proposal, which
would essentially foreclose on the future of the U.S. merchant marine by
limiting potential benefits from expanded maritime promotional programs.

Although there are no guarantees that an agreement will be reached,
whatever form the FTA takes after final negotiation, it faces an October 5,
1987 deadline imposed by Congress to provide ample time for Congressional
review before the fast track authority expires in January, 1988. Thus,
Congress will have 90 days to review the package and vote up or down on the
total FTA without recourse to addressing specific provisions.

In order to insure that the Congressional role in the formation of U.S.
maritime policy is not circumvented by the proposed FTA, efforts are underway
on the legislative front. In the House, Merchant Marine and Fisheries
Committee Chairman Walter Jones introduced H. Con. Res. 157, cosponsored by
more than 213 members, expressing the view of the House that U.S. domestic
maritime policy, now and in the future, should be exempted from the inclusion
in the FTA. In the Senate, Merchant Marine Subcommittee Chairman, Senator
John Breaux introduced a resolution with 55 cosponsors expressing the view
that all maritime services be removed from the negotiating process in order to
insure the future viability of the U.S. merchant marine. Both resolutions
have broad and deep support within the U.S. maritime industry.

The U.S. maritime industry is united in its efforts to keep any issues
pertaining to maritime services off the bargaining table.
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August 17, 1987

Senator Lloyd Bentsen, Chairman
Senate Committee on Finance
205 Dirksen Senate Office Building
Washington, DC 20510

RE: U.S.-Canada Free Trade
Area Negotiations

Dear Mr. Chairman:

The Maritime Institute for Research and Industrial
Development appreciates the cpportunity to present brief
comments on the current trade negotiations between the United
States and Canada regarding the removal of non-tariff trade
barriers. The Maritime Institute is a non-profit association
of companies operating United States-flag vessels in all
aspects of our nation's foreign and domestic commerce. As
such, we are vitally interested in any trade negotiations which
may affect the present and future health of our industry.

It is our understanding that all areas of U.S. maritime
policy are open for negotiations at the insisi.ence of the
Canadians. Any alteration of U.S. maritime low and policy
through the negotiation of such a trade agreement will have a
significant adverse impact on the viability of our U.S.
merchant marine. Consequently, we respectfully urge the Senate
Finance Committee to support S. Con Res. 69 which recommends
that proposals regarding maritime be removed from the agenda of
the U.S.-Canadian trade negotiations.

It is the stated policy of the United States to have a
private merchant marine (1) sufficient to carry our domestic
waterborne commerce and a substantial portion of our foreign
commerce and (2) capable of serving as a naval auxiliary in
time of war or national emergency. Granting Canadian interests
access to U.S. maritime trade and promotional programs flies in
the face of this longstanding national policy.

The U.S. merchant marine is already in a dangerous state of
decline. Canadian operating and capital costs are considerably
less than those of our operators; consequently Canadian access
to U.S. promotional programs will only serve to accelerate this
decline and seriously undermine our nation's national security
and defense preparedness.

A Non Profit Corloation of Internalonol Organzathon o1 Masters Mates & Pilots (L AFL C0) SIgnrato CompaniS
44101-
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It has been suggested that a possible U.S. negotiating
position may be that of "grandfathering" existing maritime
programs and giving the Canadians equal access to any future
U.S. maritime policies. This proposal is unacceptable. It
would undoubtedly have a chilling effect on Congressional
initiation and consideration of any necessary changes to
existing programs. Our Industry would be condemned to a life
of stagnation at best. In addition, such a grandfathering
scheme would hinder Congressional development of maritime
programs to respond to our nation's future commercial and
national security requirements.

The Maritime Institute believes that changes in maritime
law and policy must be considered carefully by the appropriate
committees of the Congress. Decisions crucial to the fate of
an entire industry should not be left to our trade negotiators
and given to the Congress on a *fast track" authority allowing
only a yes or no vote on the entire agreement.

Once again, we believe that maritime issues should be
removed from the Free Trade Area negotiations. We urge the
Committee to support this position and to take the steps
necessary to ensure that our nation's maritime capability is
preserved and encouraged to grow.

Singovly,-

Pr. James PattiPresident

CJP:Jlg
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August 14, 1987

Hon. Lloyd Bentsen, Chairman
Committee on Finance
United States Senate
SD-205 Dirksen Senate Office Building
Washington, DC 20510

Dear Senator Bentsen:

Maritrans Operating Partners L.P. is responding to the request
for public comment on the U.S.-Canada Free Trade Area Negotia-
tions ("FTA Negotiations"). Maritrans is among the largest
independent marine transporters of petroleum products in the
United States, including strategic cargoes such as jet fuel.
It serves the Gulf and East Coasts with tank barges which carry
up to 260,000 barrels of cargo. We are based in Philadelphia,
Pennsylvania; our stock is listed on the New York Stock Exchange;
all of our vessels were built in the United States; and all our
deck officers and crew members are U.S. citizens. We provide
direct and indirect employment to thousands of individuals. As
a carrier which operates almost exclusively in the domestic
trades, we are alarmed and dismayed by the position taken by the
U.S. Trade Representative (USTR) in the FTA Negotiations with
respect to inclusion of U.S. maritime policy and services.

As the U.S.-Canada negotiations of a Free Trade Agreement (FTA)
progress, it has become increasingly clear that our nation's
maritime policies are at issue. On behalf of the maritime
industry, we urge the withdrawal of all maritime-related issues
from the negotiating agenda. The suggestion of a "North American
Jones Act" is entirely a Canadian initiative, as such an arrange-
ment would benefit only the Canadians. We wish to register our
strong opposition to this concept to the Congress, the Administra-
tion and to the Canadians. Any discussions with the Canadians
of an FTA should not involve U.S. maritime policy.

The protections afforded to the maritime industry by the 1920
Merchant Marine Act should be non-negotiable. Our nation's
cabotage laws reserve the coastwise trade for vessels that are
American-owned, constructed, crewed and documented in order to
ensure our national defense capabilities. The cabotage laws
serve two important, distinct national defense objectives: to
preserve a national ship building capacity and to provide emergency
capability for defense mobilization and carriage of strategic
goods. These prime objections of the Jones Act would be lost
with qualification of foreign flag vessels for U.S. domestic
trade.

The proposal for a "North American Jones Act" comes at a time
that would only serve to further depress art already depressed
industry. (Despite this, we are providing good service at
reasonable prices). The total investment in the Jones Act fleet
is premised on almost 200 years of consistent government cabotage
policy. To alter this position would be a breach of faith with
the U.S. merchant marine of unprecedented proportion. Other
maritime nations use their merchant fleets to generate hard
currency through predatory (non-compensatory) pricing of merchant
marine services. Extension of these practices to the domestic
trade would send shock waves through our fleet, destroying the
viability of this national asset and those companies which
have invested in its future, including the hundreds of thousands
cf U.S. citizens who earn their livelihood from this business.
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Despite assurances by the USTR's office that the FTA would be
limited to Canada, other trading partners will seek similar
considerations. Under treaties of friendship, commerce and
navigation, and under multilateral agreements such as the GATT,
these other countries could make compelling legal and diplomatic
arguments in favor of such a result. In addition, we believe it
maybe possible for vessels of other nations to re-flag in Canada
and gain access to U.S. domestic commerce.

An equally disturbing development has been the proposition advanced
by the USTR that somehow th U.S. could "grandfather" the Jones Act.
This is a "red herring," for there are several pitfalls associated
with this proposal. The Jones Act and cabotage are an integral
part of the overall U.S. merchant marine policy. Such policy
includes more than the Jones Act. There are specialized statutes
relating to: transportation of certain cargoes, salvage, foreign
tugs, dredging, passenger vessels and incinerator ships. There
are decades of judicial and administrative determinations which
define the application of these statutes. Intertwined with these
statutes are government promotional programs that serve the same
end of ensuring the survival of a U.S. merchant marine: Title XI
Mortgage Guarantees and Cargo Preference programs, to name a few.

It would be impossible to separate these decisions, collateral
statutes and programs from the Jones Act itself. Moreover, it
is difficult to envision how one would freeze this entire body
of laws and programs and extend to the Canadians the benefits of
just those changes which occur after the "grandfather" date. It
would become a legal and administrative nightmare. In the mean-
time, U.S. vessel operators would be completely in the dark about
future business planning and investment decisions.

The 'grandfathering" plan has more serious flaws: new policies
supporting the U.S. merchant marine would become stymied. Every
attempt to advance or expand policies for the U.S. merchant marine
would instead benefit the Canadian merchant marine. The benefits
would accrue disproportionately to the Canadians because of
liberalized crewing, citizenship, vessel construction and regula-
tory requirements, making it likely that any future "benefit"
conferred to the U.S. merchant marine becomes a net detriment.

We urge Congress not to paralyze its future consideration and
enactment of U.S. maritime policies by tieing them to the
inevitable promotion of the Canadian fleet (and perhaps other
fleets) at the expense of the U.S. domestic fleet.

To conclude, we recognize that some industries may benefit from
an FTA, but this clearly does not include the U.S. merchant
marine industry. We do not believe that any trade bargain is
worth the future of the U.S. merchant marine. Again, we urge
that our nation's maritime policies be removed from the negotiat-
ing process.

Sincerely,

/oh:: C. Newcomb
/ ice President
Maritrans GP Inc.
Managing General Partner

JCN:PFC
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Comments of

MARITRANS OPERATING PARTNERS L.P.

on

THE U.S.-CANADA FREE TRADE AREA NEGOTIATIONS

Summary of Comments of

MARITRANS OPERATING PARTNERS L.P.

The U.S. maritime policy and services are not a proper subject
for trade negotiations and should be excluded as a discussion
subject in the negotiations between the U.S. and Canada on a
Free Trade Agreement. This subject is the exclusive jurisdic-
tion of the U.S. Congress.

The Jones Act is only one piece in an ever-evolving mosaic of
U.S. laws and regulations that have been developed by Congress
and implemented throughout the history of this nation to promote
the U.S. merchant marine and to protect our national defense
capabilities including defense mobilization and carriage of
strategic goods. In light of the nature of this complex and
inter-related mosaic, grandfatheringg" the existing Jones Act
fleet would be impossible. Any "grandfathering" would undermine
any future efforts to improve the financial stability of the
U.S. domestic fleet, and would result in promotion of the Canadian
fleet at the expense of the U.S. fleet and to the eventual demise
of the U.S. fleet. No industry can be frozen in time and expect
to survive. The maritime industry is currently in a depressed
state and any weakening of present or future Jones Act protections
would further impair the viability of the industry.

Because of diplomatic and trade relations with our other trading
partners, these partners would demand the same concessions if we
allow Canada to participate in our coastwise trade.

Maritrans is strongly opposed to this radical development in the
FTA and urges the removal of our maritime policy and services
from these negotiations.

Hon. Lloyd Bentsen, Chairman
Committee on Finance
United States Senate
SD-205 Dirksen Senate Office Building
Washington, DC 20510

Dear Senator Bentsen:

Maritrans Operating Partners L.P. is responding to the request
for public comment on the U.S.-Canada Free Trade Area Negotia-
tions (OFTA Negotiations"). Maritrans is among the largest
independent marine transporters of petroleum products in the
United States, including strategic cargoes such as Jet fuel.
It serves the Gulf and East Coasts with tank barges which carry
up to 260,000 barrels of cargo. We are based in Philadelphia,
Pennsylvanial our stock is listed on the New York Stock Exchange;
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all of our vessels were built in the United States; and all our
deck officers and crew members are U.S. citizens. We provide
direct and indirect employment to thousands of individuals. As
a carrier which operates almost exclusively in the domestic
trades, we are alarmed and dismayed by the position taken by the
U.S. Trade Representative (USTR) in the FTA Negotiations with
respect to inclusion of U.S. maritime policy and services.

As the U.S.-Canada negotiations of a Free Trade Agreement (FTA)
progress, it has become increasingly clear that our nation's
maritime policies are at issue. On behalf of the maritime
industry, we urge the withdrawal of all maritime-related issues
from the negotiating agenda. The suggestion of a "North American
Jones Act" is entirely a Canadian initiative, as such an arrange-
ment would benefit only the Canadians. We wish to register our
strong opposition to this concept to the Congress, the Administra-
tion and to the Canadians. Any discussions with the Canadians
of an FTA should not involve U.S. maritime policy.

The protections afforded to the maritime industry by the 1920
Merchant Marine Act should be non-negotiable. Our nation's
cabotage laws reserve the coastwise trade for vessels that are
American-owned, constructed, crewed and documented in order to
ensure our national defense capabilities. The cabotage laws
serve two important, distinct national defense objectives: to
preserve a national ship building capacity and to provide emergency
capability for defense mobilization and carriage of strategic
goods. These prime objections of the Jones Act would be lost
with qualification of foreign flag vessels for U.S. domestic
trade.

The proposal for a "North American Jones Act" comes at a time
that would only serve to further depress an already depressed
industry. (Despite this, we are providing good service at
reasonable prices). The total investment in the Jones Act fleet
is premised on almost 200 years of consistent government cabotage
policy. To alter this position would be a breach of faith with
the U.S. merchant marine of unprecedented proportion. Other
maritime nations use their merchant fleets to generate hard
currency through predatory (non-compensatory) pricing of merchant
marine services. Extension of these practices to the domestic
trade would send shock waves through our fleet, destroying the
viability of this national asset and those companies which
have invested in its future, including the hundreds of thousands
of U.S. citizens who earn their livelihood from this business.

Despite assurances by the USTR's office that the PTA would be
limited to Canada, other trading partners will seek similar
considerations. Under treaties of friendship, commerce and
navigation, and under multilateral agreements such as the GATT,
these other countries could make compelling legal and diplomatic
arguments in favor of such a result. In addition, we believe it
maybe possible for vessels of other nations to re-flag in Canada
and gain access to U.S. domestic commerce.

An equally disturbing development has been the proposition advanced
by the USTR that somehow th U.S. could "grandfather" the Jones Act.
This is a "red herring," for there are several pitfalls associated
with this proposal. The Jones Act and cabotage are an integral
part of the overall U.S. merchant marine policy. Such policy
includes more than the Jones Act. There are specialized statutes
relating to: transportation of certain cargoes, salvage, foreign
tugs, dredging, passenger vessels and incinerator ships. There
are decades of judicial and administrative determinations which
define the application of these statutes. Intertwined with these
statutes are government promotional programs that serve the same-
end of ensuring the survival of a U.S. merchant marine: Title XI
Mortgage Guarantees and Cargo Preference programs, to name a few.
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THE U.S.-CANADA FREE TRADE AREA NEGOTIATIONS

Summary of Comments of

NARITRANS OPERATING PARTNERS L.P.

The U.S. maritime policy and services are not a proper subject
for trade negotiations and should be excluded as a discussion
subject in the negotiations between the U.S. and Canada on a
Free Trade Agreement. This subject is the exclusive jurisdic-
tion of the U.S. Congress.

The Jones Act is only one piece in an ever-evolving mosaic of
U.S. laws and regulations that have been developed by Congress
and implemented throughout the history of this nation to promote
the U.S. merchant marine and to protect our national defense
capabilities including defense mobilization and carriage of
strategic goods. In light of the nature of this complex and
inter-related mosaic, "grandfathering" the existing Jones Act
fleet would be impossible. Any *grandfathering" would undermine
any future efforts to improve the financial stability of the
U.S. domestic fleet, and would result in promotion of the Canadian
fleet at the expense of the U.S. fleet and to the eventual demise
of the U.S. fleet. No industry can be frozen in time and expect
to survive. The maritime industry is currently in a depressed
state and any weakening of present or future Jones Act protections
would further impair the viability of the industry.

Because of diplomatic and trade relations with our other trading
partners, these partners would demand the same concessions if we
allow Canada to participate in our coastwise trade.

Maritrans is strongly opposed to this radical development in the
FTA and urges the removal of our maritime policy and services
from these negotiations.
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August 17, 1987

Senator Lloyd Bentsen, Chairman
Committee on Finance
205 Dirkeen Senate Office Building
Washington, DC 20510

Dear Mr. Chairman:

The International Organization of Masters, Mates and
Pilots, ILA, AFL-CIO, believes that U.S. maritime policies
should not be included in the negotiations to remove tariff and
non-tariff trade barriers between the United States and
Canada. The probable negative impact on the U.S. merchant
marine and the nation's economic and defense security weighs
heavily against altering U.S. maritime policies through such
trade negotiations.

Existing U.S. maritime policies and statutes are intended
to foster the development and growth of an American merchant
marine adequate for essential national defense and waterborne
commerce. Negotiating away longstanding maritime programs
could sound the death knell for our beleaguered industry, an
industry already deemed inadequate in terms of sealift
capability.

One proposal which is apparently being considered by our
U.S. negotiators is a grandfatheringg" scheme whereby the
Canadians would be granted national treatment with respect to
any changes to our current maritime laws. Such a proposal, if
implemented, would have consequences just as severe as granting
access to present programs. Due to the promotional, economic,
regulatory and other advantages enjoyed by the Canadian
maritime industry, the American merchant marine could not
possibly compete. We would be an industry without a future.

Additionally, such an arrangement would deny the Congress
the opportunity to develop maritime programs suitable to meet
the future commercial and national security requirements of our
nation.

The Masters, Mates and Pilots respectfully urges the
Finance Committee to support S. Con. Res. 69, which reaffirms
support for the maritime policy of the United States and urges
that any consideration of changes in maritime policy or laws be
removed from the negotiating agenda. Proposals of this
magnitude should be considered by the Congressional committees
which have the expertise and responsibility for our maritime
policy.

Captain Robert J. owen
International President

RJL:mlp
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Comments By

M. S. Wasacz
President

Matson Navigation Company, Inc.

Concerning

U.S.-CANADA FREL TRADE ARFA NEGOTIATIONS

Senate Committee on Finance
August 17, 1987

Section 27 of the Merchant Marine Act of 1920 - generally
referred to as the Jones Act - requires that, with limited
exceptions, ocean transportation for merchandise moving between
two points in the United States must be provided only by
vessels built in and documented under the laws of the United
States and owned by persons who are citizens of the United
States. The U.S. documentation requirement limits crew service
on such vessels to United States citizens.

On the other hand, the Canadian cabotage law, while
requiring documentation under the Canadian flag, permits the
use of foreign-built and foreign-owned vessels which are crewed
by any citizen of the British Commonwealth. The Canadian
vessels have substantially lower capital and operating costs
than U.S-flag Jones Act vessels. Entry of Canadian vessels
into United States Jones Act trades would present substantially
unequal competition with large, new cargo opportunities for the
Canadian vessels and very small new cargo opportunitites for
the U.S.-flag vessels.

The North American Jones Act proposed by Canadian
negotiators has the potential for irreparable damage to the
United States Merchant Marine and the American shipyard base
required for its support.

Mr. Chairman and Members of the Finance Committee:

On behalf of Matson Navigation Company, Inc., I appreciate
the opportunity to submit comments on the United States-Canada
free trade area negotiations. My comments are limited to the
Canadian proposal for a North American Jones Act.

Matson operates a fleet of container and container/trailer
vessels transporting containerized cargo and automobiles
between U.S. Pacific Coast ports and Honolulu in regularly
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scheduled service. Cargo moving between the Neighbor Islands
of Hawaii, Kauai and Maui and U.S. Pacific Coast ports is
transshipped at Honolulu between the line-haul vessels and two
container barges. Section 27 of the Merchant Marine Act, 1920,
commonly known as the Jones Act, requires that all vessels
carrying cargo between two points within the United States be
U.S.-built, U.S.-registered, U.S.-crewed and U.S.-owned. Since
1970, Matson has invested $365 million in new ships and barges
built or rebuilt in United States shipyards.

Matson was very disturbed by reports that during the free
trade agreement negotiations the U.S. negotiating team was
considering allowing Canadian-flag vessels to fully participate
in the U.S. domestic Jones Act trades. In his letter to me of
July 21, 1987, U.S. Trade Representative Clayton Yeutter stated
the U.S. negotiating position that Canadian-flag vessels could
not enter existing Jones Act trades but perhaps would be
afforded national treatment with respect to any future
expansion of the Jones Act or other U.S. maritime promotional
program.

Either course of action would be detrimental to the
substantial investment Matson has made in U.S.-built vessels.
I strongly urge you and all Members of Congress to soundly
reject any agreement which gives Canadian maritime interests
the benefit of equal participation in U.S. maritime promotional
policies.

Canadian vessel participation in U.S. domestic trades would
be unfair to U.S. Jones Act operators. Canadian-flag vessels
(1) may be built anywhere in the world (including heavily
subsidized shipyards such as those found in Japan), (2) may
be crewed by British Commonwealth citizens, and (3) have no
Canadian citizen ownership requirement. By contrast, U.S.-flag
vessels dedicated to service in the domestic trades (1) must be
built in United States shipyards without government subsidy,
(2) must be crewed by American seaman, and (3) must be 75
percent owned by U.S. citizens. If a free trade agreement
created a situation in which U.S.-built Jones Act vessels would
have to compete with Canadian-flag, Japanese-built, Hong Kong
crewed, and Greek owned ships, American participation in future
Jones Act trades may be foreclosed. The grossly disparate
Canadian ground rules could give the Canadians too much of an
advantage for American vessels to overcome.

The United States is not alone in reserving its domestic
waterborne cargo to ships of its own registry. Virtually every
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maritime nation in the world restricts its domestic trades to
ships of its own national flag. A partial listing includes
Argentina, Australia, France, Italy, Japan, Mexico, Spain,
Venezuela and West Germany. Of course, Eastern Bloc countries
practice similar restrictions. These cabotage laws have been
adopted for fundamentally sound nationalistic reasons.

In today's environment of seemingly endless work crisis,
the Jones Act is one of the United States' most important
statutes for economic and military security. Sealift is still
the most cost effective and the only practical method for
moving vast tonnages of equipment and supplies overseas to
support military forces. America must rely on a capable,
strong U.S.-flag merchant fleet to play a vital role in any
future conflict.

Recently there have been several U.S. shipyard closings and
bankruptcies of major U.S.-flag ocean carriers. The United
States now has a sizeable fleet of laid-up, unemployed tankers.
The Jones Act now provides U.S. shipyards with their only
source of commercial ship construction. The nation is in
danger of losing the expertise necessary to build commercial
ocean-going ships. As a ship operator in the U.S. domestic
trades, Matson is vitally concerned that the United States
maintain a commercial shipbuilding base that can build and
service our fleet.

The Administration and Congress are actively studying ways
to revitalize this sorely beleaguered industry. Giving
Canadian vessels equal access to areas of U.S. domestic trade
that would otherwise only be available to U.S-built, registered,
crewed and owned vessels can only accelerate the current
downward spiral of the U.S. Merchant Marine and further
complicate the difficult task of revitalizing this essential
industry.

Determining the characteristics and timing of future vessel
investments already involves very difficult business decisions
as to future needs of the trade, national and local economic
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trends, future vessel technology, and the anticipated level of
competition. The fact that U.S. negotiators are even seriously
conside.orin opening future U.S. Jones Act trades to Canadian-
flag vessel has a negative impact on the industry's willingness
to move forward with vessel construction commitments. The U.S.
negotiators are creating a more uncertain environment at a time
when the United States Government should be doing its utmost to
encouragecommercial investment in the nation's maritime
industry, not make domestic investment more difficult.

I understand that the underlying premise of the proposed
U.S.-Canada Free Trade Agreement is that it be mutually
beneficial to both sides. Granting Canada equal access to
U.S. maritime promotional programs, such as the Jones Act,
will purely benefit the Canadians and will do severe harm to
the U.S. maritime industry. I urge you to reject any Free
Trade Agreement that would accord Canadian-flag ships access
to U.S. maritime promotional policies.

m =
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STATEMENT OF THE

MAYTAG CORPORATION

REGARDING THE U.S. - CANADA FREE TRADE NEGOTIATIONS

The Maytag Corporation is a leading manufacturer and marketer of
a broad line of residential and commercial appliances. These
products include such brand names as Maytag, Jenn-Air, Hardwick,
Magic Chef, Admiral, Norge and Warwick.

Maytag is headquartered in Newton, Iowa and has facilities
located throughout the United States. A leading major appliance
exporter to Canada, Maytag's family of companies sells these
products in Canada: clothes washers, clothes dryers, dishwashers,
refrigerators, kitchen ovens and ranges, and food waste
disposers. These products are sold throughout Canada by more
than 1,000 dealers and distributors.

The Maytag family of companies strongly supports a free trade
agreement between the United States and Canada and is a member of
the American Coalition for Trade Expansion with Canada. A free
trade agreement would greatly stimulate exports of U.S.-
manufactured appliances to Canada. The Canadian market for
appliances has demonstrated that it has substantial potential for
Maytag and other U.S. appliance manufacturers. Since general
economic levels and consumer lifestyle closely parallel those in
the United States, the Canadian market is ideally suited for U.S.
appliance exports. For many years, Maytag appliances have met
the needs of Canadian consumers and have been very well accepted,
despite the high level of duties imposed by Canada on these
products.

The excessively high level of duties on imports of U.S.-
manufactured appliances has been a substantial impediment to the
growth of Maytag's exports. Current 1987 duty rates assessed by
Canada on major appliances range between 12.52 and 14.11
(Attachment A). It should be noted that these duty rates are
three to four times the level of duties assessed on appliances
imported into the United States.

Further, the outmoded nature of this tariff structure is apparent
in particular product areas such as gas ranges, Even though
there is no production of gas ranges within Canada, the Canadian
government imposes a 12.5% duty on imported gas ranges.

Significant non-tariff barrier to exports of U.S.-manufactured
appliances also exist in Canada. These include, but are not
limited to, industry and government-generated product standard!
and testing requirements.

The elimination - or at least the equalization of duties imposed
by each country on appliance imports - would significantly
increase exports of U.S.-manufactured appliances. In the case of
Maytag's products, such action could stimulate total export sales
to Canada by as much as 15%-20% annually. This magnitude of
growth would require increased production at Maytag's principal
manufacturing facilities which would, in turn, have a beneficial
effect upon employment at these locations.

Further, the increased production at our manufacturing facilities
would stimulate outside purchasing requirements for raw materials
such as steel, rubber and plastic parts, and sourced components
such as electric materials. These purchases would also have a
positive impact upon employment.
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In terms of the impact upon U.S. consumers, the additional volume
of export sales to Canada would create certain efficiencies of
scale at Maytag's manufacturing operations, thus permitting lower
costs to be passed on to U.S. purchasers of appliances. It is
also clear that Canadian consumers would benefit as well since
the elimination of high duties would be immediately reflected in
lower prices for Maytag appliances. In fact, Canadian consumers
would gain significantly from the removal of those duties which
are estimated to have cost Canadian consumers (in 1986) an amount
exceeding $47 million.

Three major appliance manufacturers in Canada account for 80% of
Canadian factory appliance shipments. These companies are
controlled by U.S. parent companies, each of which has
substantial production facilities in both countries. Annual
imports of major appliances into Canada have represented only
about 12% of total Canadian appliance sales since 1980.
Elimination of the excessive Canadian duties would permit U.S.-
based appliance manufacturers like Maytag to compete in Canada on
a more equitable basis.

Maytag is hopeful that the current bilateral negotiations will
lead to the dismantling of a counter-productive tariff structure
that has inhibited appliance exports to Canada. For this reason,
Maytag strongly recommends that both U.S. and Canadian duties on
major appliances be phased out over a two-year period and that in
th case of products where there is no domestic production that
these tariffs be removed immediately.

In summation, Maytag strongly supports the proposal to establish
free trade between the U.S. and Canada. Such an agreement, we
believe, would dramatically stimulate exports of U.S.-
manufactured appliances to Canada, increase U.S. employment, and
benefit both U.S. and Canadian consumers.

Attachment A

COMPARISON OF U.S. AND CANADIAN DUTIES ON MAJOR

APPLIANCES

Appliance U.S. Duty Canadian Duty

Gas Ranges 4.2% 12.6%

Electric Ranges 0.0% 12.6%

Microwave Ovens 4.0% 12.6%

Refrigerators and 2.9% 12.6%
Freezers

Dishwashers 3.6Z 14.1%

Clothes Washer 2.8Z 12.52

Clothes Dryer 5.1% 12.5%

Combination Washer/Dryer 12.525.1%
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COMMENTS ON'THE U.S.-CANADA FREE TRADE
AREA NEGOTIATIONS

Submitted to the U.S. Senate Committee on Finance by:

THE METROPOLITAN LIFE INSURANCE COMPANY

SUMMARY OF COIBMENTS OF
METROPOLITAN LIFE INSURANCE COMPANY

The Metropolitan Life Insurance Company, head-
quartered in New York, has been active in Canada a life
insurance market for over a century. The company strong-
ly supports the general goal of a free trade agreement
between the U.S. and Canada so long as it deals effec-
tively with trade in financial services, as well as with
traditional issues concerning trade in goods.

The primary U.S. objective in the financial
services area should be to obtain "national treatment"
for U.S. firms in Canada. In particular the U.S. should
seek elimination of Canada's "10/25 rule", which pre-
cludes foreign, but not Canadian investors from acquir-
ing control of Canadian financial firms. No similar rule
restricts Canadian investors in the United States.
The"10/25 rule" jeopardizes the business prospects of
U.S. life insurers in Canada by limiting their ability to
diversify. This is a crucial and discriminatory restric-
ton at a time when the worldwide trend is toward finan-
.ial conglomeration and diversification.

Any free trade agreement that does not obtain
national treatment for U.S. life insurers should be re-
jected by Congress as incomplete. The U.S. financial
services industry is a vital, competitive sector of in-
creasing importance to the U.S. economy, and its concerns
should be satisfied in any final pact with Canada.

INTRODUCTION

This paper outlines the views of the Metropoli-

tan Life Insurance Company with regard to the free trade

negotiations between the United States and Canada. Met-

ropolitan Life is the world's second largest life insur-

ance company, and together with its subsidiaries has over

$100 billion in assets. The company is headqair-te6rd in

New York, and has operated in Canada since 1872, where it

employs approximately 3,000 people and is the eighth
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largest life insurer in terms of premiums received in

Canada.

Metropolitan Life fully endorses the goal of

achieving a fair and balanced free trade agreement be-

tween the U.S. and Canada, and is a strong supporter of

the negotiations now under way. However, the company

will only support a final agreement between the two coun-

tries that effectively provides U.S. insurance companies

"national treatment" under Canadian law. Simply put, the

agreement should ensure that U.S. insurance firms operat-

ing in Canada are treated for regulatory purposes like

Canadian firms. This will require certain changes in

Canadian regulations that currently discriminate against

U.S. insurers, including particularly the "10/25 rule"

(discussed later in this paper) that imposes special

limits on the ability of U.S. and other foreign insurers

to diversify.

A free trade agreement that provides for na-

tional treatment on both sides of the border would be

beneficial to both countries. However, an agreement that

did pot establish national treatment for U.S. insurers in

Canada would not be fair or in the long term economic

interest of the United States, and should be opposed by

the Congress. In particular, Congress should reject any

agreement that sanctions the continuation of Canada's

discriminatory 10/25 rule, or other unfair restrictions

on diversification by U.S. insurers.

LIFE INSURANCE TRADE STRONGLY FAVORS CANADA

There is extensive "trade" in life insurance

services between the U.S. and Canada. Despite Canada's

relatively small economy, Canada's life insurance indus-

try is strong and has had great success in the U.S. mar-

ket. In 1985, Canadian companies had over $200 billion

of life insurance in force in the United States. The

76-574 0 - 87 - 8
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same year, Canadian life insurers received approximately

32% of their premium income, or $4.5 billion, frcm activ-

ities in this country.

U.S. companies have had less success in pene-

trating the Canadian market. In 1985, U.S. life insurers

had less than half as much insurance in force in Canada

as Canadians had in the U.S., and derived only $1.5 bil-

lion in premium income from these policies. -The strength

of Canada's insurers in their home market is further

evidenced by the fact that the market share of foreign

life insurers in Canada actually declined from 23% to 15%

between 1975 and 1985.

CANADA DENIES U.S. LIFE INSURERS NATIONAL TREATMENT

Canadian insurers enjoy essentially free access

to the U.S. market on the same terms as their U.S. compe-

tition. By contrast, U.S. life insurance firms are de-

nied national treatment in Canada. They are discriminat-

ed against in several ways under current provincial and

federal laws.

The most important discriminatory effect of

Canadian law is that it strictly limits the ability of

U.S. life insurers to diversify into other financial

service activities. This limitation is imposed by the

so-called "10/25 rule", which bars any single U.S. or

other foreign investor from acquiring more than 1OZ of

the shares of stock of most Canadian insurance, bank,

trust and loan companies, and bars such investors collec-

tively from buying more than 25% of the shares of such an

institution. This rule precludes U.S. and other foreign

controlled companies -- including U.S. life insurers --

from buying existing Canadian companies in these sectors.

Its impact on U.S. life insurers is to close off the most

effective method of diversifying into other financial

service businesses.

- - - I -
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Canadian firms do not face the same restric-

tions. Under current law, they are more free to diversi-

fy, and their diversification abilities will be even

greater under new financial services polieie4 announced

last December by the Canadian federal government and

Ontario's provincial government.

CANADIAN DISCRIMINATION SERIOUSLY DISADVANTAGES U.S.

FIRMS 6

Canada's discriminatory diversification rules

place U.S. insurers at a serious disadvantage. Trends in

world financial markets toward conglomeration, the in-

creasing sophistication of investors, and the need to

employ capital as effectively as possible all require

financial companies to offer a wide range of services.

Accordingly, many U.S. insurers believe that to prosper

in Canada over the long run, they must diversify into

other financial services. The only practical way for

foreign insurers to diversify is through acquisition --

precisely the method that is blocked by the 10/25 rule.

The alternative of building a bank or trust business de

novo incurs greater costs, risks and delays.

Canadian financial institutions have already

begun to diversify. Several large Canadian financial

services conglomerates have been created, including the

Power Corporation, Brascan, Trilon Financial Corporation

and Laurentian Group. In addition to controlling several

of the largest Canadian life insurers, these conglomer-

ates have extensive interests in trust and loan compa-

nies, property and casualty insurance companies, and

securities firms. This great variety of activities per-

mits these firms to provide a broad range of services to

customers, accumulate large amounts of capital and bal-

ance risks of one activity with those of others.
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PROPOSED CANADIAN LEGISLATION WILL AGGRAVATE THE PROBLEM

In legislation recently presented to Parlia-

ment, Canada's federal government implicitly recognized

the importance of diversification by proposing to relax

the already generous rules under which Canadian insurance

firms and other financial institutions may diversify.

These proposals would not extend the same powers to di-

versify to United States (and other foreign) controlled

firms. Foreign insurers would still be prevented by the

"10/25 rule" from acquiring control of Canadian firms in

other financial fields (except in the securities area),

and would continue to be cut off from the only effective

means of rapid diversification. Thus, under the new

legislation, U.S. firms will be placed at an even greater

disadvantage relative to their less-constrained Canadian

competitors.

CONCLUSION: AN AGREEMENT MUST PROVIDE NATIONAL TREATMENT

Metropolitan Life believes that a crucial ob-

jective of the free trade negotiations must be to per-

suade Canada to eliminate those aspects of current law

and the proposed financial services reforms that dis-

criminate against and deny national treatment to U.S.

life insurance companies. It is particularly important

to convince Canada to eliminate the 10/25 rule and to

grant national treatment in the area of restrictions on

diversification.

Metropolitan Life would strongly support an

agreement that obtained national treatment for U.S. in-

surers in Canada. Such an agreement would permit one of

the United States' most vital and creative industries --

the financial services sector -- to compete in Canada on

fair terms. There is every reason to believe that under

such conditions, U.S. financial institutions would pros-

per in Canada.
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However, without such changes in Canadian law,

U.S. life insurance companies and other financial ser-

vices firms will be left further behind in the protected

Canadian market, while the Canadian firms will exploit

the powers and flexibility available to them alone under

Canada's newly-relaxed regulatory policies. Indeed,

unless the 10/25 rule is eliminated and the principle of

national treatment implemented, U.S. life insurers' abil-

ity to compete and to survive in Canada's markets will be

cast in doubt.

A "free trade" agreement which permits such a

result would not be in the interest of the United States

or in harmony with the concept of free trade. Such an

agreement would represent a missed opportunity to estab-

lish fair rules of trade for one of this country's most

competitive industries, and should be rejected by Con-

gress.
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Monsanto

s. u.a emM 68167

"Runs.(314)S-OW"

August 17, 1987

Mo. Laura Wilcox
Hearing Administrator
Committee on Finance
Room SD-205
United States Senate
Washington, D.C. 20510

Dear Ms. Wilcox:

This letter is in response to the committee's request for public comment
on the U.S. - Canada free trade area negotiations.

Monsanto Company is a producer of industrial and agricultural chemical
products, pharmaceuticals, low calorie sweeteners, industrial process
controls, man-made fibers, plastics and electronic materials. With 1986
sales amounting to $6.88 billion, Monsanto does business in more than 100
countries and employs 33,700 people in the United States and 52,000
worldwide. Based on 1986 exports of $873 million, Monsanto is one of the
United States' top 25 exporters.

Negotiations between the U.S. and Canada on a free trade area have
Monsanto's support. However, the objective of these negotiations must be
a comprehensive agreement. It cannot result in tariff cuts alone. For
example, an agreement needs to provide for improved intellectual property
rights in Canada, including elimination of compulsory licensing.

In addition, an agreement should not abrogate or undermine existing U. S.
trade laws, especially those having to do with subsidies. Also,
effective rules of origin will be required to ensure that third countries
do not unfairly take advantage of an agreement by transshlpping through
Canada to get around otherwise applicable U.S. tariffs.

These and other observations are set forth with additional detail ti
comments submitted separately by the Chemical Manufacturers Association.
Monsauto endorses those comments and hopes the committee will give then
due consideration.

Sincerely,

Stephen E. Littlejohn .4
Director, Government Affairs &
Public Relations, International
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POSITION PAPER
OF THE

MOTOR AND EQUIPMENT MANUFACTURERS ASSOCIATION
ON THE

AUTO PACT
AND OTHER CANADIAN FREE TRADE NEGOTIATIONS

EXECUTIVE SUMMARY

Canada is the principle source of U.S. motor vehicle parts and
accessories imports, leading Japan by more than $3 billion. More than 85%
of U.S. motor vehicle parts imports from Canada fall under The Automotive
Products Trade Act (APTA) of 1965.

The auto pact stands clearly as the centerpiece of U.S.-Canadian
trade.

Since 1965, however, the composition and operation of the North
American market has changed considerably. The most significant
development has been the success of Japanese car manufacturers in the
North American markets a pace that has accelerated In recent years, and is
likely to reach Its peak by the turn of the decade.

North American manufacturers face Increasing competition from a
growing array of foreign companies, many from countries openly committed
to securing foreign markets for their products. In this regard, It is
MENA's position that the goal of the U.S. government during the
U.S.-Canada free trade negotiations should be the development of a trading
partnership that will enhance the international competitiveness of U.S.
companies.

In order to achieve the general objective, a common rule of preference
should be employed under the U.S.-Canada free trade area. A strong rule
of preference would ensure that only articles actually manufactured,
rather than simply assembled or modified, in North America receive"*duty-free treatment. MENA Is recommending that the FTA rule of preference
require direct shipment of the Imported article from Canada and that the
cost or value of materials plus the cost of direct processing operations
In North America equal or exceed 80% of the appraised value of the
Imported article. In the case of motor vehicle assembly, this rule wouldalso guard against duty-free trade benefits being accorded to companies
that gain *content' primarily through domestic assembly activities while
Importing the engines, drive trains and other major components they
require. The current U.S. rule of preference requiring a "50% North
American content" level based upon MFN definitions is Inadequate.

With respect to the sdfeguardb currently contained In the auto pact,
MEMA recommends that the U.S. suggest the 'North Americanization" of the
safeguards. In effect, this would require meeting a North American
value-added requirement that would Include a specific percentage of
Canadian content, while providing North American auto makers with greater
flexibility In meeting the APTA requirements.

With respect to the Canadian duty remission program, MENA can find no
evidence that any investment or sourcing decisions have been significantly
affected by the remission programs. Given the evidence, the U.S. must not
let their existence preclude the successful negotiation of a FTA.

MENA also takes the position that any duty-free trade agreement In
aftermarket products, or replacement parts, should be negotiated
seperately from a revision of the auto pact.
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4 AND THE

5 MOTOR VEHICLE PRODUCTS INDUSTRY

6 Prepared by

7 Motor & Equipment Manufacturers Association

8

9

10 Introduction

11 Canada ranks by far as the single most important trading

12 partner of the U.S. motor vehicle products industry.

13 Canada is the principal source of U.S. motor vehicle parts

14 and accessories Imports, leading Japan by more than $3

15 billion. 1  In 1986, the United States imported more than

16 $9.4 billion In parts and accessories while exportirng some

17 $8.6 billion to Canada. Until 1985, America nad run a.

18 unbroken string of trade surpluses with Canada. In 1985,

IThis figure assumes motor vehicle products imports from Japan, Including

Into Free Trade Zones, of about $6.1 billion.
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1 the United States posted a $320 million automotive trade

2 deficit and in 1986, the deficit grew to $839 million. 1

3 IThe Au" ft"a

4 Interestingly, more than 85 percent of U.S. motor vehicle

5 parts imports from Canada fall under the Automotive

6 Products Trade Act (APTA) of 1965, also known as the

7 U.S.-Canadian Auto Pact. Given the importance to Canada of

8 its automotive trade, the Auto Pact stands clearly as the

9 centerpiece of U.S.-Canadian trade. Since its

10 establishment, the APTA has overseen the integration and

11 rationalization of North American original equipment

12 manufacturing to an unprecedented degree.

13 During the course of the Pact's existence, however, the

14 composition and operation of the North American market has

15 changed considerably. Clearly, the most significant

16 development has been the success of Japanese car

17 manufacturers in profiting from the North American market,

18 including both a consistent 21-25 percent new car market

19 share and their establishment of North American

IThe Canadians, using a separate basis for assessing U.S.-Canadian parts

trade, arrive at a far different reotlt. The Canadians claim that the United

states posts a multi-billion dollar trade surplus each year. We believe this

results from a broader range of tariff items included as auto parts.
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1 manufacturing subsidiaries. The advances of the car makers

2 have been paralleled toa significant degree by Japanese

3 heavy vehicle makers and parts suppliers. The pace of

4 change hawacoelerat*1 In recent years and will likely

5 reach Its peak by the turn of the decade.

6 In spite of recent developments, the Auto Pact has not

7 undergone a serious review since 1969. Fortunately, the

8 decision by the Governments of Canada and the United States

9 to pursue an Integrated Free Trade Area (FTA)

10 provides an appropriate opportunity to revisit and revise

11 portions of the APTA in light of the new character of North

12 American automotive production. Moreover, the FTA

13 negotiations provides a chance to Ceamine the North

14 American automotive industry as It relates to International

15 competition for automotive markets.

16 Therefore, this paper is presented to contribute the views

17 of American motor vehicle parts, accessories, and service

18 equipment manufacturers to the national debate on free

19 trade with Canada as It concerns motor vehicle products.

20 General Objectives

21 The goal of the U.S. Government during the U.S.-Canada Free

22 Trade Negotiations should be the development of a trading

23 partnership between the United States and Canada that will
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1 enhance the international competitiveness of U.S.

2 companies. North Ameriqan manufacturers face Increasing

3 competition from a growing array of foreign companies, many

4 from countries openly committed to securing foreign markets

5 for their products. In many cases, these foreign

6 competitors benefit from advantages unavailable to American

7 companies that run counter to established trade laws.

8 Therefore, U.S. negotiators must ensure that the benefits

9 of the U.S.-Canada Free Trade Area accrue primarily to

10 companies fully integrated Into the North American economy.

11 The advantages of this North American arrangement should

12 not significantly benefit foreign competitors attempting to

13 increase their penetration of this market.

14 Jule of Preference

15 In order to achieve the general objective, a common rule of

16 preference should be employed under the U.S.-Canada Free

17 Trade Area. This common rule would eliminate current

18 frictions and misunderstandings caused by the use of

19 separate criteria by the U.S. and Canada. In addition, a

20 strong rule of preference would ensure that only articles

21 actually manufactured, rather than simply assembled or

22 modified, in North America receive duty-free treatment.

23 This would serve to enhance the competitiveness of the

24 companies that support the greatest number of North

25 American Ijobs. It is recommended that the FTA rule of
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1 preference require direct shipment of the Imported article

2 from Canada and that the cost or value of materials plus

3 the cost of direct processing operations In North American

4 equal or exceed 80 percent of the appraised value of the

5 imported article.

6 This rule of preference would promote the competitiveness

7 of companies that maximize their use of North American

8 inputs. In the case of motor vehicle assembly, the rule

9 would also guard against duty-free trade benefits being

10 accorded to companies that gain "content" primarily through

11 domestic assembly activities while Importing the engines,

12 drive trains and other major components they require. In

13 this regard, the current U.S. rule of preference requiring

14 a "50 percent North American content" level based upon NFN

15 definitions is inadequate.

16 Safeauards

17 Motor vehicle producers operating under the Auto Pact are

18 currently subject to certain performance requirements

19 proposed by the Canadian government and agreed to by the

20 individual automakers. Incorporated In the Letters of

21 Undertaking (LOU), the automakers agreed to maintain a 60

22 percent Canadian Value-Added (CVA) ratio for passenger cars

23 sold In Canada (50 percent for heavy-duty trucks) and to
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1 assemble one vehicle in Canada for every vehicle sold In

2 Canada.

3 The tremendousgrowth~of U.S.-Canadian trade has revolved

4 around the APTA, including these performance requirements.

5 While the safeguards may have resulted in certain

6 Inefficiencies in the structure and operations of the North

7 American industry, the cost has been far outweighed by the

8 benefits of wa'rket Integration. To totally abandon the

9 safeguards would likely expose many companies to

10 competition from new entrants to the market unburdened by

11 the former requirements. Therefore, It is recommended that

12 the United States suggest the "North Americanization" of

13 the safeguards. Ineffect, this would require meeting a

14 North American Value-Added requirement that would include a

15 specific percentage of Canadian content.1 This revision

16 would provide North American automakers with greater

17 flexibility In meeting the APTA requirements without

18 penalizing companies because of their current operations.

1 The North American Value-Added requirement would be set according to the

definition of value-added used. Using the rule of preference proposed in this

paper, the level would be 80 percent. Under the current CVA definition, the

figure might be 70 percent.

The Canadian portion of this NAVA proposal would be set to maintain Canada's

current share of the North American OE market.
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1 It Is further recommended that a credit and debit system be

2 established for meeting the sales-to-production ratio

3 requiremenba. &Under Xhis system, p vehicle manufacturer

4 could carry credits forward or back two years to offset

5 surges in sales during the current year.

6 The Canadian Duty Remission Program

7 Since as far back as the 1920's Canada has employed various

8 forms of duty remissions to promote specific government

9 objectives. The remissions on japanese automobile imports

10 date back to May 6, 1975 when Nissan, Suburu, and Toyota

11 were granted remission orders. However, the benefits

12 accrued under these orders have never been that extensive

13 for Japanese importers. During Canadian FY 1984, for

14 example, Toyota, Nissan, Honda, and Suburu, combineJ1 ,

15 received only $94,569.00 (Canadian) under the program.

16 In addition, there is no evidence that any investment or

17 sourcing decisions have been significantly affected by the

18 remission programs. Given the relative unimportance of

19 duty remissions, the United States must not let their

20 existence preclude the successful negotiation of an FTA.

21

22 Duty-Free Trade in ReDlacement Parts

I Free trade In aftermarket products should be negotiated

2 separately from a revision of the Auto Pact. The APTA is

3 designed solely for original equipment trade and provides

4 certain benefits to tbke vehicle assemblers that should not

5 be extended under an aftermarket agreement. The rules of

6 preference discussed earlier, however, should apply equally

7 to this aftermarket agreement.
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MOTOR VEHICLE MANUFACTURERS ASSOCIATION
of the United States. Inc.

1820 EYE STREET. N W.. SUITE 1000 0 WASHINGTON. D C 20006 AREA 202862-3
TIX NO 705211 AUTOMAKERS WSH UD

DONALD 9 PrTERSEN. Chaumma
THOMAS H HANNA. Pnodmta&dWChWdZgo faiOmwr August 17, 1987

The Senate Committee on Finance
United States Senate
Washington, D. C. 20510

Subjects Comments on a U.S.-Canada Free Trade Agreement

The governments of the United States and Canada are current-
ly negotiating with the objective of structuring a comprehensive
Free Trade Agreement (FTA) between the two nations. These nego-
tiations have now reached a critical point and one of the most
serious issues under discussion will be the treatment of the mo-
tor vehicle industry in any new agreement. MNA wishes to place
the views of the motor vehicle manufacturing industry clearly on
record and offer our recommendations to the Congress on how U.S.
national interests may be advanced under a new agreement.

Unlike other industry sectors, most North American motor
vehicle manufacturers currently operate within a sectoral free
trade agreement known as the Automotive Products Trade Agreement
(APTA). For more than two decades, this agreement has been the
competitive structure within which the North American vehicle
manufacturing industry has developed, and has provided certain
tariff benefits intended to enhance the competitiveness of compa-
nies which have participated. Trade under the APTA now exceeds
one third of all U.S.-Canada trade, and we believe that the pro-
jected benefits of any new agreemept with Canada must be measured
against the results attained from operating under the existing
agreement.

MJVMA recognizes that criticisms have been raised regarding
the status of automotive trade with Canada, with some arguing
that the trade relationship between the two countries in this in-
dustry is fundamentally flawed or isbalanced. Much of the criti-
cism has been based on faulty statistical data showing a signifi-
cant deficit for the U.S. in auto parts. The adjusted data now
show a significant U.S. surplus with Canada in auto parts trade.
The Association has encouraged the U.S. to seek improvements in
the operation of the AutoPact and has offered spec ific recommend-
ations to Congress and the Administration on how to encourage the
further rationalization of the industry in North America with
fair and consistent rules for all.

However, we wish to suggest that, before responding to calls
for a dismantlement and rejection of the agreement which has com-
pletely integrated the motor vehicle industry on the North Ameri-
can continent, Congress carefully review the unique development
of this $45 billion annual trade, and consider carefully the com-
petitive impact on U.S. companies of any major changes proposed.

AMERIC4N MOTORS CORPORATKWW - CHRYSLER CORMATION -FORD MOTOR COMPANY - GENERAL MOTORS CORPORA UaON
HONDA OM AMERICA MPG INC MAN TRUCK& BIS CORPORATION AV7ST1A iNTERNATIONAL TRASATION CORP

PACCARb w VOLKSWAGEN OF AMERICA. INC tOLVO NORTH AMERICA CORPORATION
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August 17, 1907
Page 2

Motor vehicles and parts exports to Canada are the single
largest U.S. export to any country in the world ($21 billion),
exceeding total U.S. exports to every member of the European
Economic Community, and remain one of the strongest and most
reliable performers of all8U.S. exports. MNYA believes the
significance of this solid success should not be lost in any de-
bate concerning U.S. national interests in the FTA negotiations.

U.S. negotiators are nov considering the establishment of
new rules governing a free trade agreement which would apply to
all products traded across the U.S.-Canada border. Given the
competitive impact that such changes could have on North American
vehicle manufacturers whose business decisions have been shaped
for over two decades by different rules under a separate trade
agreement, we wish to offer the following comments:

1. MNRA believes that in formulating the basis for eligi-
bility for duty free trade in a free trade agreement a
500 standard of preference for this industry, based on a
"cost of national materials and direct cost of proces-
sing* definition is necessary. Such a standard would
ensure that the benefits of a new free trade agreement
would be directed to manufacturers with a substantial
andp roven commitment to North American Investment, pro-
duction and employment. This recommendation, however,
is predicated on agreement that the standards would be
administered on an aggregate basis, in which automotive
products would be certified to meet the standard on a
class" or Ocategory' basis, rather than product by

product.

2. U.S. negotiators are currently considering changes in a
series of trade programs which directly affect opera-
tions in this industry. MNYA believes the United States
government should not, in any case, be a party to the
elimination of existing trade arrangements on which
MYVA's member companies have structured long-term com-
petitive strategies. These include, most importantly,
the multilateral application of the APTA by Canada, but
also the use of duty drawback and the continued opera-
tion of U.S. Foreign Trade Zones. The loss of these
programs would compromise the industry's international
competitiveness and be viewed as a significant step back
from the status quo.

finally, MNAmwishes to emphasize that it is anxious to con-
tinue working with the Administration and the Congress to seek a
successful conclusion to these negotiations, and the establish-
ment of a historic new trade agreement with Canada that enhances
the competitiveness of U.S. industries and benefits the consumers
of both nations.

4 uyyours,

Thomas N. manna
THH/bb



STATEMENT OF THE NATIONAL ASSOCIATION OF HOME BUILDERS

BEFORE THE COMMITTEE ON FINANCE

ON US-CANADA FREE TRADE AREA NEGOTIATIONS

On behalf of the 147,000 members of the National Association of

Home Builders, I am writing to express our views on the U.S. - Canada

free trade negotiations. We are supportive of the broadest possible

trade agreement with Canada aimed at removing trade barriers between the

two countries.

NANB's primary interest is in long-term economic growth for our

domestic economy. More and more, domestic growth is becoming

internationally interdependent. Retaining, as well as increasing,

Nr'_rlcan jobs' will strengthen the construction industry along with other

businesses. We strongly believe that opening trade free zones between

the U.S. and Canada will be mutually beneficial to our two countries. As

home builders, we have long been users of Canadian softwood lumber. As

you are aware, the recent U.S. - Canadian agreement on Canadian softwood

imports removed an early obstacle in the bilateral agreements. The

negotiations were difficult for both sides and, at one point, threatened

to stall further discussions on free trade. Fortunately, an agreement

was reached just before a Commerce Department decision on a

countervailing duty suit.

A bilateral agreement would enable the U.S. and Canada to manage

trade disputes without the risk of increasing trade conflicts in the

future. During the International Trade Commission and Department of

Commerce hearings on countervailing duties, home builders were left with

a great deal of uncertainty o.,L tow to plan their lumber purchases and
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whether or not the disagreements would have an effect on other commerce

avross our Northern border. The very real possibilities of decreasing

lumber supplies and increased costs were quite disruptive to many

business plans that depended on affordable timber products. A similar

situation occurred with the cedar single and shake determination issued

under section 201 of the Trade Act of 1974. A bilateral trade pact

would clarify trade rules in order to avoid the highly politicized and

publicized disputes such as the softwood and the shingle and shake

cases.

Canada is our largest trading partner. Last year the flow of goods

between the two countries was $124.5 billion. The potential for U.S.

industries in the Canadian market is far beyond current investments. In

:F-C, 30% of all U.S. foreign investment was in Canada and Canada was

the fourth largest contributor of capital to the U.S. Because similar

political, economic and cultural values exist in both countries, and

)•&ixuq of our shared border, a natural trade alliance between countries

could be further developed.

,Broader multilateral cooperation in trade and the establishment of

new international rules governing services and investment are needed in

the future. If any two countries can reach agreements in these areas,

there is reason to believe Canada and the U.S. are among the most

compatible. With these same issues being discussed at the GATT

negotiations in Geneva, it would bode well for U.S. interests in those

talks to be able to reach an agreement with Canada on similar issues.

Failure to work out these problems with a friendly neighbor would give

rise to questions oL U.S. credibility within the GATT round of talks.

Thank you for the opportunity to present our views.
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NAHM ational
Association
of Hosiery
Manufacturers

447 S SHARON AMITY RD o CHARLOTTE. NORTH CAROLINA 28211 * TELEPHONE. (704) 3654O913

NAHM Position Statement On
Negotiation Of Free Trade Arrangiments With Individual Countries

The 98th Congress gave the Administration the authority to enter into
negotiations with Israel to establish a free trade array t between our two
countries. It also granted the Administration the authority to negotiate
similar arrangeCi1ts with other countries. The only additional approval that
is needed for such negotiations is that either the Senate Finaince 0muittee or
the House Ways & Means Ommittee has the authority to reject the initiation of
such negotiations. If they do not veto the initiation of such negotiations,
Congress, as a whole, has to approve or disapprove by a majority vote, up or
down with no aintents, the final negotiated agreemeit when negotiations are
co -.etS.

Currently, the United States is a party to the General Agreement on Tariffs
and Trade (GATr), an international trade agreement designed to liberalize
world trade by eliminating tariff and nontariff barriers through multi-lateral
negotiations requiring reciprocity. Additionally, the United States is also a
party to the Malti-Fiber Arrangumit (MFA), an international trade agreement
designed to liberalize world trade in textile and apparel items, while
recognizing the sensitive nature of trade in these products, and designed to
provide relief from market disruption to the domestic industries in the
i•porting countries, while ensuring access to international trade markets by
the exporting countries. And, working within the framewrk of both rights and
obligations under these two international agreeauits, ru .rars bilateral trade
agreaSIIts have been negotiated by the United States with individual foreign
goverrmunts.

It is felt that increasing access to international markets and safeguards have
been addressed in the system of international trade agreements, even with
their inadequacies in many areas. It is also felt that the unilateral
negotiation by the United States of individual free trade arrangements with
selected countries runs the risk of upsetting the delicate balance of
safeguards and transitional periods allowed in our current international
agreements. This is particularly true for sensitive products like textiles
and apparel, including hosiery.
Therefore, the National Association of Hosiery Manufacturers opposes the
negotiation and culmination of free trade arrangeents between the U.S. and
other foreign governments o a bilateral basis, which include hosiery.

Adopted: April 25, 1985
By: NAm* Board of Directors
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NAA~k

, ~ August 11, 1987

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

This is in response to your request for private sector comments
on the proposed free trade agreement now being negotiated between the
United States and Canada.

As you know, I testified before the Finance Committee on
April 11, 1986 on behalf of the National Association of Manufacturers
and favored the negotiation of a comprehensive agreement and the use
of the special "fast track" authority for that purpose. The Finance
Committee subsequently approved negotiations on this basis. It is our
understanding that the draft agreement, still subject to Congressional
review but signed by both governments, will be notified or presented
to Congress by October 5, 1987 if agreement has been reached.
Presumably changes will be possible after October 5 but are to be made
only if absolutely necessary and presumably with some prospect of
agreement by Canada. Since no text is now available, our comments at
this time are necessarily preliminary, general in nature, and subject
to change on the basis of the actual terms of the agreement.

NAM has had a working group on the U.S.-Canada negotiations under
the chairmanship of Mr. Tom Barrett, President of the Goodyear Tire
and Rubber Company. This working group has been guided by an NAM
Board of Directors policy statement, dated February 7, 1986, a copy of
which is attached. This statement calls for support of an agreement
provided it advances U.S. economic interests, and calls for an
assessment by the U.S. Trade Representative in this regard at the time
the agreement is submitted to the Congress.

NAM recognizes that the free-trade negotiations require give and
take on both sides. Therefore, we do not express views at this time
that are to be viewed as "final positions" or "take-it or leave-it" in
nature. We favor the following:

1. Tariff reductions -- elimination of most, if not
all, tariffs to be achieved over a predetermined
period of time. Implementation by the U.S. and
Canada should be step by step and full implementa-
tion should be simultaneous.

1331 Porwgrnonsy Ave. NW
Suite 1500- North LoOWy
Wvshngton XDC 20004-17M
1202)637-3143
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The Hon. Lloyd Bentsen
August Il, 1987
Page two

2. Reduction of subsidies -- elimination of
trade-distorting subsidies at the federal and
provincial levels to the extent practicable and
reduction of subsidies that impact trade.

3. Non-tariff barriers -- reduction or elimination of
federal and provincial non-tariff barriers, including
government procurement restrictions.

4. Enhanced protection for intellectual property rights --
for example, elimination by Canada of compulsory
licensing of pharmaceutical production subject to U.S.
patent protection, either as separate Canadian
legislation (as promised by Canada) or as part of the
agreement. Guidelines for a GATT code on intellectual
property rights should also be sought.

5. Investment controls -- elimination or reduction by
Canada of registration and control of U.S. investments
in Canada.

6. Exchange rate -- agreement to consult, as necessary,
regarding the impact of the exchange rate between the
U.S. and Canadian dollar on trade between the two
countries.

•7. Disputes settlement -- an effective means for more
expeditious settlement of disputes between the two
countries concerning, trade, investment, and other
economic issues covered by the agreement.

We hope and expect that the objectives set out above, all of which
have been endorsed by our Board of Directors, can be achieved, if not
totally at least in major part. If an agreement is negotiated, we will
review it in the light of these objectives and will inform the Congress
of our support for the agreement or if we have any reservations.

We appreciate the opportunity you have provided for us to express
our views at this time.

Sincerely,

Lawrence A. FOX

Vice President, International
Economic Affairs

LAF/yap
Attachment
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ADOPTED BY NAM BO8') OF D!RE,--:'.

N A"N't 
CEUKLARTY T. 1986

NAM STATEMENT ON U.S.-CANADA TRADE

The National Association of Manufacturers appreciates that American
economic relations with Canada are different in several important respects from
our economic relations with other countries. Canada is America's largest
foreign customer, our principal foreign supplier, and the recipient of more
U.S. investment than any other country. Because it is spread across a
continent. U.S.-Canadian trade is as much a series of regional phenomena as it
is a relationship between two separate nations.

The very closeness of our economic cooperation has created a situation in
which government interference with the markets of the two countries can be a
greater cause for concern for both American and Canadian businesses than in
other economic relationships.

For these reasons and because of the potential for building on the
existing high level of business cooperation between our two countries, the
National Association of Manufacturers supports the proposal for U.S.-Canadian
bilateral trade negotiations.

Any agreement resulting from these negotiations should advance the
economic interests of American industry. The opportunities to do so are
numerous. They include tariff reductions, meaningful reductions in Canadian
federal and provincial subsidies, reductions in Canadian federal and provincial
non-tariff barriers, enhanced protection for intellectual property rights, and
agreed limits over the Canadian government's ability to restrict and/or control
U.S. investment in Canada. In addition, an effective and expedited disputes
settlement procedure should be obtained, as well as an agreed pr dure for
consultations regarding the exchange rate between the Canadian and U.S. dollar
so that trade distortions arising from this cause can be resolved. The HAM
believes that success in these areas is likely only if the U.S. Government
accords significant weight to the advice it receives from the ':.S. private
sector in the course of the negotiations. If these gcals are not substantially
achieved, NAM will not be able to support a new trade agreement with Canada.

Because of the importance of securing an agreement that advances U.S.
economic interests, the U.S. Trade Representative should include as pert of the
Administration's explanation of the agreement a clear statement of the
agreement's expected economic Impact on U.S. interests when the time comes for
an agreement to be submitted to the Congress.

NAM believes that the resolution of existing disputes between the United
States and Canada should be given a high priority. The sooner these matters
can be cleared from the U.S.-Canadian agenda of commercial issues, the greater
the likelihood that a trade enhancement agreement benefical to both countries
can be negotiated.

in the hope that such an accord can be achieved, the National Association
of Manufacturers urges the Administration and the Congress to move forward
toward a new framework for the U.S.-Canadian economic relationship.

-NAM-
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COMMENTS OF THE
NATIONAL ASSOCIATION OF PRINTfNG INK MANUFACTURERS

ON THE CURRENT
U.S. - CANADA FREE TRADE-ARCA NEGOTIATIONS

SUMMARY

The National Association of Printing Ink Manufacturers (NAPIM) is
presenting these comments in response to a request of the Senate
Committee on Finance. NAPIM is a national trade association
representing small, medium and large manufacturers of printing
ink in the United States and these comments are submitted on
behalf of the entire printing ink industry.

NAPIM points out that exports of printing ink to Canada have
declined while imports have been growing and that the balance of
trade has substantially shifted towards Canada. Since 1981,_
printing iok imports from Canada have increased by 118% while
exports have decreased 3.4%. There is a wide disparity between
import duties for printing ink products into the U.S. versus
import duties imposed by Canada. At the present time, the U.S.
duty on printing ink products is 1.8% ad valorum while Canada
imposes duty of 12.5% plus 9% manufacturing and sales tax. NAPIM
believes that this disparity in import duties should be cor-
rected. We believe that duties on identical products should be
identical and that the principle of equal access should be
followed with respect to the U.S.- Canada free trade negotia-
tions.

August 11, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, DC 20510

My dear Mr. Chairman:

This letter is written on behalf of the printing ink
industry in response to the request of your Committee for
comments on the U.S.-Canada Free Trade Area Negotiations.
The National Association of Printing Ink Manufacturers, as
spokesman for the printing ink industry, favors conclusion
of a comprehensive free trade arrangement covering trading
goods and services between the U.S. and Canada.

NAPIM

The National Association of Printing Ink Manufacturers,
Inc. (NAPIM) is a national trade association representing
small, medium and large printing ink manufacturers in the
U.S. and accounting for almost 90% of the total industry
shipments of printing ink. The printing ink industry is
composed of 228 companies operating a total of 467
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manufacturing facilities according to the U.S. Census of
Manufactures for the year 1982. Nearly two-thirds of the
total number of printing ink manufacturing facilities in
the U.S. employ fewer than 20 employees.

INDUSTRY CONCERN

The printing ink industry is becoming increasingly
concerned over the rapid increase in the importation of
printing ink into the U.S. because of the potential
adverse effect of such imports on domestic printing ink
manufacturers. Canada is the third largest importing
nation for printing inks into the U.S., closely following
Germany and Japan in that order. Not only are printing
ink imports from Canada growing rapidly, but such imported
printing inks appear to be priced substantially below U.S.
market prices. While NAPIM has no specific current
information, an evaluation made in 1984 indicated that
imported printing inks appeared to be priced at least 20%
and more below average U.S. market prices. The depressed
import prices do not appear to reflect dumping practices
on the part of importing nations, but they do represent a
potential adverse effect on the U.S. printing ink
industry. NAPIM notes the significant disparity of import
duties between the U.S. and Canada and feels that free
trade, hence equal access, would help to alleviate the
problem or at least place trade between the two nations on
a more equal competitive basis.

IMPORT.DUTIES

There is a wide disparity between the import duty for
printing ink products into the U.S. versus import duties
imposed by Canada. Moreover, these disparities are
clearly inequitable to U.S. printing ink manufacturers. At
the present time, the U.S. duty on printing ink products
is 1.8% ad valorum (10% for communist-block countries).
By comparison, the import duties imposed by Canada are
around 12.5% ad valorum plus 9% manufacturing and sales
tax.

In addition to Canada, the other largest importing nations
to the U.S. are Germany, Japan, the Netherlands and the
U.K. While duties to each of these countries are higher
than the U.S. (between 5.8% and 6.6%) none of them have
duties approaching the high duty imposed by Canada. NAPIM
recognizes that there may be some modest reduction in
Canada's duties on printing ink in the short term as a
result of current negotiations, but submits that in the
interest of fair and free trade, duties on printing ink
should be equal for the U.S. and Canada.

GROWTH IN PRINTING INK IMPORTS

Since 1976 imports of printing ink from Canada have been
growing rapidly and are now more than 10 times the level
of ten years ago. The shift in the balance of trade for
printing ink between the U.S. and Canada has been
especially notable during the last five years and imports
of printing ink from Canada have grown 118% since 1981.
Today, 17.5% of all printing ink imports into the U.S. are
accounted for by imports from Canada.
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Exports of printing ink to Canada also account for about
17.5% of total printing ink exports but the balance of
trade is unfavorable. Since 1981, while Canadian imports
increased 118%, exports to Canada declined 3.7%. Thus the
balance of trade which formerly favored the U.S. has
substantially shifted to Canada. In 1981 imports from
Canada were about 70% of exports to that country; in 1986
Canadian imports were 159% of exports.

NAPIM acknowledges that a few Canadian printing ink
manufacturers are owned by or affiliated with U.S.
printing ink companies. On the other hand, most of the
printing ink companies in both countries lack such
affiliation and trade must depend on arms length commer-
cial relationships.

CONCLUSION

NAPIM recognizes that duties on printing ink in general
have been traded away in order to reap concessions in
other product areas, probably mostly agricultural. This
is highly unfair to the printing ink industry. While this
may be considered an economic "fact of life" it does not
resolve the problems now being encountered by the U.S.
printing ink industry.

NAPIM recommends and requests that equal treatment be
given to the U.S printing ink industry with respect to
tariffs imposed by our trading partners, especially
Canada. We believe that duties on identical products
should be identical and that the principle of equal access
should be followed. This has not been done in the past
and the printing ink industry hopes that the equal access
principle will be applied now in the U.S.-Canada free
trade negotiations.

NAPIM appreciates this opportunity provide comments for
consideration by the Senate Committee on Finance.

Respectfully submitted,

Jomes E. Renson
Executive Director

jjr

!
!
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NATIONAL FOREIGN TRADE COUNCIL, INC.
100 EAST 42w STREET, NEW YORK, N.Y. 10017

RICHARD W. RODR"33
P z8,,,.• August 14, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senator Dirksen Office Building
Washington, D.C. 20510

Dear Senator Bentsen:

This letter is in response to the request of the
Senate Finance Committee for comments on the U.S.-Canada

- free trade area negotiations.

The National Foreign Trade Council, an association of
over 500 U.S. companies engaged in international trade and
investment, supports the conclusion of a comprehensive free
trade agreement between the United States and Canada.

At a time when the United States-is engaged in a con-
certed national effort to expand U.S. exports and enhance
the competitiveness of U.S. industry in world markets, the
opportunity to gain greater access to the markets of our
largest trading partner should be aggressively pursued. A
comprehensive agreement covering not only tariffs but also
non-tariff barriers, and establishing rules for services,
investment and intellectual property, will stimulate economic
growth in both countries.

While it is true that Canada is already a relatively
open market and the volume of trade between the two countries
is high (over $120 billion), a broad range of Canadian laws,
policies and practices impede U.S. exports to and investment
in Canada. Examples:

-Although 60% of U.S. exports enter Canada duty-free,
much potential trade is discouraged by high Canadian tariff
rates in a number of key industries.

-Canadian federal and provincial procurement practices
discriminate against non-Canadian suppliers.
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-Differences between Federal and provincial standards
adversely affect the financial services sector and other
sectors as well.

-Canada's screening of foreign investments, failure
to adopt standards for treatment of foreign investment, dis-
crimination against U.S. investment in certain sectors, and
the risk that performance of requirements will be imposed,
all inhibit U.S. investments.

-Restrictions on the establishment and operation of
non-Canadian services companies, including financial and
communications services, unfairly limit U.S. access to the
Canadian market.

-Intellectual property is inadequately protected, and
discriminatory policies are employed against non-Canadian
proprietors.

A new trade agreement which established fair and
equitable rules to address these problems would significant-
ly enhance market opportunities for U.S. industry in Canada.
In addition, a mechanism in the agreement to settle future
trade and investment disputes promptly-and fairly would
improve the environment for industry in both countries.

The members of the National Foreign Trade Council will,
of course, wish to review the proposed agreement before urging
the Congress to approve it. In the meantime, the Council
strongly supports the continuation of the negotiations.

Very truly yours,

RWR/hks
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RECOMMENDATIONS TO US NEGOTIATORS REGARDING
THE US/CANADA FREE TRADE NEGOTIATIONS

July 7, 1987

The following summarizes the recommendations of the National
Forest Products Association regarding the U.S. industry position
on solid wood products during the U.S./Canada Free Trade
Negotiations. This paper deals with:

I. Canadian Tariffs
II. Canadian Customs Procedures
III. U.S. Tariffs
IV. Softwood*Lumber
V. Investment
VI. Other Items

I. CANADIAN TARIFFS

Recommendation:

o Every attempt should be made to eliminate Canada's
tariffs on all wood products as soon as possible, with
the exception of softwood plywood.

We agree that the tariff on softwood plywood should be
eliminated; however, it is imperative that its elimination be
tied to a correction in the prohibitive standards for softwood
plywood used in Canada which virtually preclude the acceptance of
most U.S. plywood. USTR representatives have assured us this
linkage will be made but it does not yet show up in the new
Harmonized System nomenclature. We simply want to reiterate this
point for emphasis.

Otherwise, we understand that all tariffs will be eliminated by
the year 2000.

Several other tariff items are worth mentioning. The U.S.
industry has long called for the elimination of tariffs on both
sides of the border on all moulding and mill work items (50075-
01, 50600-01, 50600-04, 50600-08, 50610-01, 51300-01).

Finally, representatives of the particleboard, medium density
fibreboard, and hardboard industries are concerned that U.S.
tariffs on these items not be reduced any faster than Canadian
duties on similar products. To the degree possible we believe
this should be standard procedure for all wood Drodu~ctsitems.
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II. CUSTOMS PROCEDURES

Recommendations:

o Clauses be included in the final agreement that
preclude Canadian Customs from allowing
misclassification by Canadian softwood lumber exporters
to the United states to avoid the Canadian 15% export
tax.

0 Clauses be included in the final agreement that
precludes Canada from making arbitrary product category
shifts throughout its customs procedures.

Even though the Canadian Parliament has passed the laws necessary
to implement the Softwood Lumber Agreement (see section IV),
statistics indicate that considerable avoidence of the 15% export
tax imposed by Canadian customs at its U.S. Canadian border is
occurring. The U.S. softwood lumber industry would like to be
assured that this will cease.

The moulding and millwork people have been badly hurt by Canadian
Customs shifting products from one category at low tariff to a
higher one just as volume is building, arguing that such change
was made due to a re-evaluation. Help in preventing this would
be most appreciated.

III. U.S. TARIFFS

Recommendations:

0 With the caveats mentioned below, the U.S. government
accept Canadian requests for early reduction to zero
tariff, provided the Candians agree to American
requests.

0 The U.S. government make no tariff concessions on wood
products such as plywood, hardboard, and millwork until
nontariff barriers such as standards and codes that
restrict U.S. trade are resolved.

We assume that, as requested, the particleboard category - which
includes waferboard, a big item from Canada - will be negotiated
in such a way that U.S. and Canadian tariffs come down together,
and that the softwood plywood standards issued will be dealt
with.

In addition we assume - and USTR representatives have confirmed
this - that the 201 case ruling on shakes and shingles (4418.50)
will continue in effect. This would mean that this item cannot
be reduced to zero until it has run its course when the 201 case
five year phasing is completed.
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IV. SOFTWOOD LUMBER

Recommendation:

0 That, in spite of the Free Trade Negotiations, the U.S.
continue to enforce the provisions of the U.S./Canada
Softwood Lumber Agreement of December 30, 1986.

We understand from USTR representatives that the FTN will
consider and keep in force all existing government rulings on
trade (sect. 201, 301) and certain bilateral agreements. We thus
assume the Softwoud Lumber Agreement will remain in effect and
that the 15 percent export tax will not be alleviated in any way
until a stumpage fee program is jointly designed and implemented
by the U.S. and Canada, and receives full acceptance from the
provinces.

V. INVESTMENT

Recommendation:

o The U.S. government negotiate a position of investment
policy equivalence between the two countries.

The U.S. industry wholeheartedly supports the U.S. government's
efforts to minimize Canada controls on U.S. investments. In the
past the 'U.S. industry has made major investments in the Canadian
forest products industry. However, in recent years that trend
has diminished; in actuality the U.S. forest industry has tended
to disinvest in Canada.

In part this disinvestment practice of the U.S. wood products
industry has been influenced by Canada's economic outlook; and
regulations on foreign investments.

We applaud the U.S. government's efforts to negotiate an
equivalefkce in investment practices and controls; that is, our
government's insistance that the Canadians have no more
restrictions or regulations regarding investments than we in the
United States have on their investments in our country.

VI. OTHER ITEMS

Recommendation:

o The U.S. government, as part of its FTN with Canada,
negotiate a means to deal with the disparity between
the volume of the dollars of the two countries.

A major problem, increasingly stimulating trade disparities
between the respective value of their currencies. It would seem
that something must be done to rectify this if any success is to
come to FTN.
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August 10, 1987

The Honorable Lloyd Bentsen, Chairman
Committee of Finance
United State Senate
205 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Bentsen:

On behalf of the members of the National Forest
Products Association (NFPA), I would like to express
our industry's support for the U.S./Canada Free Trade
Agreement.

NFPA is a national industry trade association which
represents the interests and views of owners and
managers of forest lands, manufacturers of forest
products, and affiliated regional and product
associations. Our membership includes over 750
manufacturers and over 80 associations and affiliated
members.

We are pleased to see that the government is making
progress with the Free Trade Negotiations. Although
our industry has taken positions on U.S./Canada trade
in the past, we thought it would be useful to you if we
summarize those issues which are most important to our
industry.

The attached paper presents our views on Canadian
tariff, customs procedures, U.S. tariffs, softwood
lumber, investments, and other items.

Thank you for your continuing support for the interests
of the U.S. wood products industry.

Sincerely,

rry M. Cullen
Presiden
4National Forest Products Association

cc: Mary McAuliffe, Senate Committee on Finance
Laura Wilcox, Senate Committee on Finance

NATIONAL FOREST PRODUCTS ASSOCIATION
11S0 CONNECTICUT AVE NW 0 SUITE M00 WASHINGTON DCM 1S10 M 0- 42700

TiF;m
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NATIONAL LUMBER AND BUILWING MATERIAL DEALERS ASSOCIATION N L 9" j l4

August 18, 1987

"e Honorable Lloyd M. Bentsen
Chairman
Senate Finance Committee
U.S. Senate
Room 205, DSOB
Washington, D.C. 20510

Dear Mr. Chairman:

The National Lumber and Building Material Dealers
Association (NLBMDA) is pleased to provide our thoughts and
observations on the pending United States-Canada Free Trade
Agreement.

SUMMARY:

Overall, NLBMDA supports these significant trade expansion
negotiations. The recent trade frictions which have developed in
our forest products industry over the past several years are
excellent proof of why a comprehensive trade agreement between
the U.S. and Canada is not only desirable, but necessary. Tc
ensure a stable, affordable, and plentiful supply of lumber and
other building materials for our nation's vitally important
housing sector, the Free Trade Agreement is a positive step.

NLBMDA:

Through our twenty-four state and regional Federated
associations, NLBMDA represents over 15,000 retail lumber and
building supply businesses. Our membership primarily consists of
small, family-owned and operated, single-yard establishments.
Based on the most recent business census, the average lumberyard
has only 11 employees and has annual sales of nearly one million
dollars. Taken as a whole, however, in 1986, our industry had a
retail volume of over $74 billion and a full and part-time
workforce of approximately 250,000 employees.

Because our industry serves as the integral commercial link
between the building material manufacturer and the
homebuilder/remodeler/"do-it-yourself" consumer, our membership
represents the cutting-edge in the delicate balance of the lumber
supply and demand marketplace. Our retail-oriented views take
into account the importance of Canadian products availability in
the American consumer economy.

THE U.S.-CANADIAN LUMBER "TRADE WARS" 1985-87:

Allied with other associations, businesses, and consumer
groups, which retail, transport, or consume Canadian lumber,
NLBMDA has been the lead organization in opposition to
Congressional and regulatory efforts to'place tariffs on the
imports of Canadian softwood lumber. NLBMDA was active under the
"Stop Unfair Wood Tariffs" coalition; our industry's experience
during these very difficult legislative and trade complaint
actions has convinced us that a more reasonable and less
political system is needed, at least with regard to U.S.-Canadian
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lumber trade. Furthermore, the softwood lumber "settlement" of
December 1936 is the perfect example of how a trade complaint
should not be resolved by the Federal governments of the United
States and Canada. From our industry's parochial view, the
settlement has contributed to higher lumber prices for both U.S.
and Canadian lumber and restricted the availability for certain
kinds of needed Canadian lumber. Furthermore, no guarantee
exists that future trade complaints by U.S. lumber manufacturers
will be avoided.

The current trade complaint system in the United States is,
quite simply, unacceptable to our membership.

ACTE/CAN:

NLBMDA is one of the original association supporters of the
American Coalition for Trade Expansion with Canada (ACTE/CAN).
While the individual members of this organization reserve the
right to agree or to disagree with the specifics of the pending
Free Trade Agreement, the principles of increased trade, reduced
tariffs, and bilateral trade progress are universally supported
by the
450 firms and trade associations which comprise ACTE/CAN. Most
assuredly, NLBMDA agrees with the mission and purpose of the
ACTE/CAN.

IMPORTANCE OF THE FTA TO THE RETAIL LUMBER AND BUILDING MATERIALS
INDUSTRY:

Approximately one-third of all the softwood lumber sold by
NLBMDA members is of Canadian origin. Our firms also retail many
other products which originate in Canada. However, softwood
lumber is by far our industry's largest Canadian product. While
the percentage of Canadian lumber market penetration varies
greatly from one region of the U.S. to another, the fact that
there is such a large market share serviced by Canadian producers
makes it imperative that any future trade restrictions are
discouraged. As demonstrated during the last two U.S.
countervailing duty investigations on softwood lumber, even the
hint of a U.S. duty has rocketed lumber prices, upset lumber
procurement, and disturbed traditional lumber demand patterns.

Presumably, an effective U.S.-Canadian Free Trade Agreement
would reduce the possibilities of future lumber trade action by
certain U.S. lumber manufacturers. A positive trade enhancement
commitment by the two countries would serve notice that trade
expansion, not protectionism, is in the best interests of the two
nations. Presumably, as part of a comprehensive FTA, a
U.S./Canadian trade remedy tribunal would provide finite trade
definitions and codes of industry conduct, which would remove
political confrontation and shaky trade law "interpretations"
from the vital determinations which need to be made on such
essential trade decisions as production subsidies, product
dumping, and natural resource pricing and access.

The stakes are, indeed, high. Close to three billion
dollars (US) worth of softwood lumber imports from Canada, in
1986, had a major impact on our country's housing economy and on
the continued ability of the nation to provide safe, decent, and
affordable housing opportunities. The American homebuyer,
homebuilder, and lumber retailer should not be held hostage by a
successful, but unfair, trade complaint action filed by certain
U.S. lumber interests against Canadian lumber producers.

76-574 0 - 87 - 9
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CONCLUSION:

NLBMDA supports the ongoing Free Trade Agreement
negotiations. The prospects of a comprehensive, effective, and
popular trade understanding between the two largest trading
partners is a positive trade development that our retail lumber
and building material industry welcomes. The Free Trade
Agreement has the potential to end lumber disputes, increase
building products trade, and set an example for other trading
nations in the free world, proving that free and fair trade is
attainable. This agreement must be given the opportunity to
work. NLBMDA urges the United States Senate Finance Committee to
provide the kind of encouragement and leadership necessary to
ensure not only that these negotiations continue, but also that
they result in a workable and truly comprehensive trade
agreement.

Rompf tfu y submitted,

es H rrooks, 11

Director, Governmental Affairs
National Lumber and Building

Material Dealers Association

cc: Mr. Harlan W. Hummol, Executive Vice President

National Lumber and Building Material Dealers Association

State and Regional Association Executives

Mr. Harry "Rick" Diz, Chairman, Legislative and Government
Agency Affairs Committee, NLBMDA
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National

Ma"rMn eEngineers
Beneficial

"Association
444 Z A-

August 11, 1987

The Honorable Lloyd Bentsen
Chairman
Senate Finance Committee
205 Dirksen Building
Washington, DC 20510

Dear Mr. Chairman

The National Marine Engineers' Beneficial Association (NMEBA) is
responding to your request for comments on the U.S.-Canada Free Trade
Area negotiations.

NMEBA is deeply concerned because the Administration is actively
considering a Canadian proposal which in the future would open up the
Jones Act and other U.S. maritime promotional programs to Canadian
vessels. The implications for our economy and national security are
dire. Canadian vessels and quite probably those of foreign traders
setting up paper companies in Canada could drive the entire U.S.
merchant marine out of business. This could mean the loss of more than
400 sealift vessels as well as the working crews to man them.

The Department of Defense has stated how important these Jones Act
vessels are to U.S. national security. Many of the bottoms are
essential to fulfilling specific sealift needs. The Jones Act also
provides critical support to our crippled shipyard mobilization base.
All of these vital assets could be lost if the Administration continues
to play so recklessly with our maritime policies and laws. The recent
refusal of our close NATO allies to assist us in the Persian Gulf
underscores the peril we place ourselves in when we let our own
maritime resources wither.

NHEBA is disappointed further by the actions of an Administration which
has consistently and unequivocally "reafirmed the sanctity of the Jones
ActO yet so unmindfully tosses it on the bargaining table. We are also
disappointed by an Administration which prides itself on its commitment
to national defense yet will freely trade away sealift mobilization for
a few alleged trade inroads.

Our members trust that you and the Members of the Finance Committee
will be able to redirect the U.S. position with regard to the Canadian
talks in light of the Administration's and Congress's longstanding
commitment to maintain a strong U.S.-flag fleet as enunciated in the
Merchant Marine Act of 1936. we strongly believe that U.S. maritime
policies, programs and laws should be taken off the negotiating table
.at once.

Sincerely,

C.E. DeFries
President

CED/ad
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Testimony

of the

National Pork Producers Council

In Connection With

United States - Canada Free Trade Area Negotiations

Summary of Testimony

The National Pork Producers Council supports the

concept of a free trade area between Canada and the United

States and the elimination of all tariff and non-tariff

barriers between the two countries.

However, the Council is deeply concerned by the

current Canadian hog subsidy program which has resulted in

institutionalized excess production in Canada, most of which is

shipped to U.S. markets. These Canadian pork imports unfairly

depress pork prices in the United States to the detriment of

domestic pork producers, who do not benefit from -- and do not

wish to resort to -- government support programs in this

country. Another issue of primary concern to the Council is

the Canadian requirement of a thirty-day quarantine on U.S.

hogs shipped to Canada, which constitutes a virtual embargo on

hog imports.

The existence of these market-distorting practices

makes it paramount that United States - Canadian trade in pork

not be removed from the purview of our unfair trade practice

statutes, including the countervailing duty and antidumping

laws, as has been proposed in these Canadian negotiations.

The Council hopes that its concerns will be given

full consideration by the Committee in its review of the Free

Trade Area Negotiations.

This testimony is submitted on behalf of the National

Pork Producers Council and its 100,000 commercial hog-producing

members. The Council is the largest commodity dues-paying
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organization in the United States and accounts for more than

90% of the nation's commercial pork production.

The Council appreciates the opportunity to present

"its views and hopes its concerns will be given serious

consideration in the Committee's review of the United States -

Canada Free Trade Area Negotiations. Before raising the issues

of main concern, the Council would like to stress that domestic

producers are efficient, capable, and well-able to compete with

producers of fairly-priced and fairly-traded pork anywhere in

the world. U.S. pork producers benefit from no government

support, and imports of foreign hogs and pork are free to enter

the United States essentially without restriction.

The Council supports the concept of eliminating

tariff- and non-tariff barriers to trade between Canada and the

United States; it strongly feels, however, that a free trade

area requires the elimination of the Canadian restrictions

on U.S. shipments to Canada and the elimination of subsidy

payments to Canadian producers by federal and provincial

governments. These payments encourage pork production well in

excess of Canadian market requirements, and most of this excess

is sold in the United States to the detriment of U.S. producers.

In summary, three issues are of particular concern to

the Council: 1) the continued subsidization of pork producers

by Canadian federal and provincial governments, 2) the

quarantine imposed by Canada on imports of slaughter hogs from

the United States, and 3) the proposal of the Royal Canadian

Government that United States - Canadian trade be removed from

the purview of the U.S. trade statutes.

1. Subsidization

In 1980, the Canadian federal and provincial

governments began making substantial payments to Canadian

producers under so-called price stablization programs. These

programs grant cash payments to Canadian hog producers when

market prices are deemed to be too low to guarantee an
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adequate m income to producers. The Council was successful in

obtaining the imposition of countervailing duties in 1985 on

imports of Canadian hogs to the United States with respect to

these payments. The subsidies were so great that imports from

Canada now face a U.S. countervailing duty of about U.S. $7.25

per head. However, the duties did not stop the Canadian

subsidy programs. Canadian producers simply slaughter the hogs

in Canada and ship the product to the United States in the form

of fresh pork.

For 20 years prior to 1980, Canadian pork production

remained within 100 million pounds of Canadian consumption.

Since 1980-1981, however, pork production has increased

consistently above the level of Canadian consumption, primarily

as a result of the production incentives created by the

Canadian subsidy programs. According to Toronto Minister of

Agriculture, Jack Ridell (statement reported in the Toronto

Star, June 27, 1987), about 30% of Canada's production in 1986

was exported from Canada (a 100% increase since the early

1980s), and of this, 88% was shipped to the U.S. These trends

show no sign of abatement.

This surplus exportation has dramatically depressed

prices of U.S. hog and pork products. American producers

receive no protection from government programs and must fend

for themselves in an artificially-distorted market. An even

more perverse and long-lasting consequence of the Canadian

subsidies is the institutionalization of the excess production

in Canada. After having brought about increased production in

its Eastern provinces during the early 1980s, Canadian

governments have begun subsidizing the producers in their

Western provinces with the express purpose of increasing pork

production there. To serve the increasing hog production, the

number and capacity of packing plants in the West have been

increased. Canada is now faced with an excessive production

base bearing no relation whatsoever to market prices or to

internal Canadian needs. If not terminated, Canadian pork



255

subsidies will. result in an unchecked and permanent flood of

Canadian pork into the United States. Particularly during

periods when markets are depressed, a condition from which

Canadian producers are insulated because of their subsidy

programs, this large supply of Canadian pork will severely

depress U.S. prices and cause serious injury to U.S. pork

producers. As part of any free trade area agreement

negotiations with Canada, that country must be required to

eliminate its pork subsidy programs so that bilateral trade in

pork will be truly free and fair. A unified market cannot

exist where one group of producers of a product is subsidized

and the remaining producers are not.

2. Ouarantine

Currently, Canadian hog producers are free to send

unlimited number of slaughter hogs to the United States,

without any trade-restrictive health regulations. On the other

hand, U.S. pork producers are in fact precluded from shipping

slaughter hogs to Canada. Canada currently imposes a

thirty-day quarantine on imported hogs as a result of its

concern for pseudorabies. This means that American hogs have

to be fed in Canada for thirty days before being sent to a

slaughterhouse. To continue the feeding of hogs in Canada, of

course, costs a tremendous amo'int of money and is commercially

practical only for a very few high-quality breeding hogs sold

at very high prices.

Because pseudorabies is a disease which primarily

affects young pigs and which has no effect on the quality or

safety of pork itself, it would be easy to satisfy Canadian

health concerns through alternative methods, such as shipping

the hogs under seal directly from the border to slaughter

plants. As currently imposed, however, the thirty-day

quarantine makes it virtually impossible for most U.S. pork

producers to export their slaughter hogs to Canada. In

q. ~. . 4
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practice, Canada thus imposes a virtual embargo on U.S. hog

exports to that country.

The Canadian requirement has no equivalent in the

U.S. regulations, despite the high statistical probability of

the existence of that disease among Canadian herds. The

requirement is particularly unfair, as it continues to be

imposed at a time when Canadian imports have flooded the U.S.

market. The Council urges the Finance Committee to insist upon

the elimination of this non-tariff trade barrier as part of the

United States - Canadian Free Trade Area Negotiations.

3. Application of Trade Laws to United States - Canadian Trade

The Council is concerned by the Canadian wish to

remove United States - Canadian trade from the purview of the

U.S. unfair trade statutes, including the countervailing duty

and antidumping laws. The unfair advantage given to Canadian

pork producers has only been partially neutralized by the

imposition of countervailing duties on hog imports from

Canada. As previously indicated, fresh pork imports from

Canada have increased at the same time that hog shipments have

declined as a result of the duties. The adverse effects of the

Canadian subsidies will not be eliminated until countervailing

duties have been imposed on Canadian pork products as well.

Accordingly, the Council wishes to stress especially that

United States - Canadian trade must remain subject to the U.S.

trade statutes and that U.S. pork producers' only protection

against Canadian subsidies not be negotiated away.

The Council fully supports the concept of an

equitable free trade area between Canada and the United States,

but free trade between the United States and Canada is and must

be incompatible with trade-distorting practices such as direct

government subsidies. These unfair injurious practices are not

consistent with the concept of free trade and should remain

subject to effective statutory sanctions. As the Royal

Canadian Government often administers its countervailing duty
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statutes in a much more aggressive manner than does the U.S.

Department of Commerce and the U.S. International Trade

Commission (compare the Canadian countervailing duty case

against subsidized beef from the European Economic Community

with the U.S. countervailing duty case against Canadian pork

subsidies), the Canadians are in no position to complain about

the administration of the U.S. unfair trade laws.

Therefore, the Council strongly opposes any proposal

to substitute an informal bilateral negotiating process for the

existing trade. remedy mechanisms. U.S. producers are subject

to strong U.S. laws that prohibit the erection of restrictive

trade barriers in interstate commerce among the States of the

Union. These laws serve to protect producers and consumers in

this country and provide clear benefits in genuinely free trade

within the United States. There is no reason why trade in

commodities between the United States and Canada should be

removed from the discipline imposed by unfair trade statutes in

the creation of a United States - Canada free trade area.
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STATEMENT OF THE
NATIONAL POTATO COUNCIL

ON THE U.S. - CANADA
FREE TRADE AREA NEGOTIATIONS

The following is a summary of the National Potato
Council's (NPC) concerns regarding the negotiation of a
U.S./Canada Free Trade Area:

1. The Free Trade Area (FTA) should cover all white or Irish
potato products, including seed potatoes, that are fresh,
chilled, frozen, dried, desiccated, dehydrated, or reduced
to flour (in other words, all fresh and processed potatoes
and potato products).

2. The Canadian use of "standard container laws," or
easements, should be prohibited and the adoption of similar
shipment standards should be established by both countries.

3. The Canadian "fast track" import relief system for fruits
and vegetables, including the use of a surtax that can be
imposed if the average monthly FOB price of imported
produce falls below a specified average price for the last
three or five years, should be removed.

4. Canadian direct assistance (subsidy) programs to potato
growers, such as freight, storage, advance payments for
storage crops and the Canadian Agricultural Stabilization
Act, should be eliminated during the negotiations.

5. Imports of Canadian potatoes into the U.S. market have
often been found to be out of grade. Therefore, fewer
ports of entry for Canadian potatoes would help ensure that
proper potato grade standards and inspections are carried
out. Strong enforcement mechanisms should be established
to ensure that table-stock potatoes are not shipped as seed
to avoid grade standards.

6. A scientific panel composed of appropriate Canadian and
U.S. officials should be formed to review all phytosanitary
trade restrictions on a regular basis in order to eliminate
unjustified regulations and to ensure that there is
uniformity on the use of pesticides, insecticides,
herbicides, food additives and ingredients.

7. A system to address unfair trade practices of perishable
commodities should be instituted in order to address trade
problems that may come up in the future and, if not dealt
with in a timely manner, could increase great losses to the
potato industry.

8. The current 35o/cwt. tariff duty should not be eliminated
unless the above-noted concerns are adequately addressed.

The following are the views of the National Potato
Council (NPC), a trade association representing approximately
12,000 potato growers from across the United States in 37
states, on the possible negotiation of a U.S./Canada Free Trade
Area. Similar views have been presented in detail to the
Office of the U.S. Trade Representative, the U.S. International
Trade Commission, and the U.S. Department of Agriculture.
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NPC's comments concern potatoes and potato products with the
following TS. 3 Numbers: 137.29-29; 140.50; 140.70; and
141.86. Thene cover all white or Irish potato products,
including seed potatoes, that are fresh, chilled, frozen,
dried, desiccated, dehydrated, or reduced to flour.

The National Potato Council appreciates the
opportunity to present its views on the possible negotiation of
a Free Trade Agreement with Canada. This Free Trade Agreement
provides an excellent opportunity to resolve the numerous trade
problems that we face with Canada. However, at the same time,
such an agreement could have a devastating impact on the U.S.
potato industry if it permits the elimination of U.S. duties on
potatoes and potato products and does not resolve the Canadian
tariff, subsidies and nontariff barriers that adversely affect
the U.S. potato industry.

To illustrate the current situation as it relates to
the trade in potatoes between the United States and Canada, one
should examine the import and export statistics over the last
several years.

FRESH POTATOES

Canadian Imports U.S. Imports
Crop Year from U.S. from Canada
(July-June) (1,000 hundred wt.) (1,000 hundred wt.)
1975/76 3,830 691
1976/77 5,508 805
1977/78 4,107 1,552
1978/79 3,648 1,320
1979/80 3,225 1,742
1980/81 2,858 3,981
1981/82 3,501 4,751
1982/83 2,464 3,548
1983/84 3,186 2 963
1984/85 3,439 4,745

From these figures, it can be seen that, at one time,
the United States had a competitive advantage in exporting
potatoes to Canada. That advantage no longer exists. The
reasons for this turnaround in trade flow can be traced to
several factors: (1) the effects of the Tokyo Round
negotiation; (2) the myriad of tariff and nontariff barriers
that are maintained by Canada and its provinces; and (3) the
value of the Canadian dollar vis-a-vis the U.S. dollar.

With respect to the problem resulting from the Tokyo
Round, three important changes occurred: (1) over a ten-year
period, the GATT (General Agreement on Tariffs and Trade)
Agreement reduced duties on imported Canadian potatoes 10
percent per year to harmonize at $.35 per hundred weight on
January 1, 1987; (2) tariff-rate quotas on Canadian potatoes
are to be eliminated by 1988; and (3) "proof of injury"
criteria were established under the U.S. countervailing duty
and dumping actions.

As a result of these changes, Canada over the last ten
years has dramatically increased potato exports to the United
States, particularly during the fall and winter marketing
season.

SWhile potato exports from Canada to the United States
are increasing at rapid rates, the Canadians have regulations
that allow the importation of U.S. potatoes only at times when
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the Canadian crop is in short supply. The Canadian Standard
Container Law (SCL) is used as an interprovincial nontariff
barrier. It prevents interprovincial potato shipments when a
particular province has adequate local supplies. When a
province needs additional potatoes, an "easement" to the SCL is
granted. The same SCL is used to limit or prevent U.S. potato
shipments of "bulk potatoes" into Canada. Bag shipments are
allowed, but are not economically practical for the U.S.
exporter. The result has been erratic U.S. potato exports,
usually shipped through easements to the SCL during the summer
period. Very few, if any, U.S. shipments are allowed into
Canada during the periods when Canadian provinces have domestic
potatoes available.

Thus, while the United States allows bulk and bag
potatoes into the United States at any time, regardless of the
availability of domestic supplies, the Canadian SCL prevents
reciprocal access to the Canadian market. This Canadian
practice must be stopped. Equal access to each country's
market should be allowed. This could be accomplished if both
countries adopted the same method of shipment standards. This
should be one primary objective of negotiation in any Free
Trade Agreement.

The Canadian Government has the authority to further
restrict U.S. potato access through its "fast track" import
relief system for fruits and vegetables. Although not often
enforced, a surtax may be imposed if the average monthly FOB
price of imported produce falls below a specified average price
for the last three or five years. The "fast track" procedures
for administering the surcharge system was introduced in 1979.
At that time, potatoes, as well as cherries, strawberries and
peaches, were singled out as named items. We strongly believe
that the tanadian surtax system is inconsistent with GATT
obligations because the safeguard action is not based on
increased quantities of imports, but rather triggered by lower
prices on imports. On several occasions since 1979, the
Canadian Government has begun monitoring U.S. FOB prices on
potatoes, with an eye toward implementation of this surtax.
The mere existence of this surtax system and the monitoring by
the Canadian Government is an impediment to trade to Canada.
The Canadian surtax system must be removed prior to a Free
Trade Agreement with Canada.

In addition to these various nontariff barrier import
restrictions, the Canadian Government and provinces have a
number of direct assistance programs, both federal and
provincial, for potatoes. Included in these assistance
programs are freight, storage, advance payments for storage
crops and the Canadian Agricultural Stabilization Act, under
which growers can receive deficiency payments if returns across
Canada fall below an "average adjusted return" for the past
five years.

These direct assistance programs have been cataloged
in great detail by the Ad Hoc Advisory Group on Potatoes,
formed by the Secretary of Agriculture to identify potato trade
problems between the U.S. and Canada, and have been presented
to the Secretary of Agriculture. Further, the Foreign
Agricultural Service of the U.S. Department of Agriculture
prepared an extensive and exhaustive study of Canadian trade
barriers to potato exports from the United States.

Of particular interest to the Senate Finance
Committee, thirty-two different Canadian subsidy, tariff and
nontariff barriers are in existence to assist Canadian potato
producers according to the Foreign Agricultural Service of the



261

USDA. These programs undoubtedly give the Canadian potato
industry a distinct competitive advantage, since U.S. potato
producers have no direct government assistance programs and few
other comparable indirect assistance programs. Background on
these various programs was compiled by the U.S. Department of
Agriculture and provides the data necessary to see our trade
position as necessarily dependent on the tariff on imported
Canadian potatoes as the only means of counteracting the
effects of Canadian government assistance programs.

U.S. potato growers, who receive no such direct
assistance, strive for a balance of supply and demand.
Canadian potato growers through direct assistance programs do
not suffer the same economic losses from overproduction as U.S.
potato growers. Therefore, we believe that these direct export
assistance programs must be eliminated during the negotiations
with the Canadian Government.

The U.S. potato industry has also experienced problems
regarding potato grade standards and inspections. U.S. and
Canadian standards on the whole are similar. However,
inspections carried out by the USDA on Canadian imports of the
1984/85 crop found approximately 20 percent of the Canadian
shipments to be out of grade.

Canada permits the exportation of off-grade potatoes
to U.S. processors who then must verify that these potatoes do
not enter fresh market trade. Unfortunately, it cannot always
be verified that these potatoes went to processors, and often
times it is believed that this product finds its way into the
fresh market trade, thereby benefiting from a lower duty
level. Fewer ports of entry for Canadian potatoes would help
reduce these problems.

Additionally, often times table-stocked potatoes are
shipped as seed to avoid grade standards and tariffs.
Ultimately, however, these products do end up in the
table-stock trade. This practice is illegal and it is believed
that strong enforcement mechanisms should be instituted that
the end use of seed potatoes is verified to ensure that the end
use is in compliance with the stated grade and tariff rate.
The U.S. potato industry strongly believes that frequent
inspections should be continued to ensure that the proper duty
is being assessed.

Regarding chemicals used in the growing and processing
of potatoes, there is evidence of differences between the U.S.
and Canadian regulations regarding the use of pesticides,
insecticides, herbicides, food additives and ingredients. The
National Potato Council recommends that a method of cooperation
and collaboration be arranged between responsible agencies of
the two governments to assure bilateral uniformity on all such
regulations. This is necessary to facilitate trade and also to
assure ultimate consumer protection. One possible solution
would be the establishment of a scientific panel composed of
appropriate parties from Canada and the United States be formed
to review all phytosanitary trade restrictions. Any such
restriction should be removed within one year if found to be
unjustified. We believe that such a panel should periodically
review these restrictions to assure that they are bona fide
health and safety restrictions and not a nontariff barrier.

Finally, with regard to trade relief laws and their
effectiveness, U.S. potato grower organizations have found the
system of trade laws to be a lengthy and expensive process of
fact-finding, which includes the necessity of proving "material
injury'. To date, this process has proven to be prohibitive
and unworkable. In the negotiation of the Free Trade
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Agreement, the National Potato CoundJ-l bejiltes Strongly that a
system to deal with unfair trade prcaticse O perishable
commodities must be instituted. S'vt,. a eys.Ca must operate in
a time frame that recognizes the hijisly Per~uhable nature of
commodities such as potatoes. If her i 'ten. of the Free Trade
Agreement with Canada is to eliminate tV4de barriers and
tariffs, then there must be a workable Oyst14 in place to deal
with trade problems that may come u in the future, which, if
not dealt with in a timely manner, toM•Jl cavae great losses to
the industry.

In conclusion, U.S. potato qxro0etOs do not benefit from
federal subsidies. Domestic potato qiotJers do not have any
quotas or restrictive trade barrier Ito irmpopts of Canadian
potatoes. Currently, the duty reprqsdnt 8 t tPO only margin of
protection on imported fresh potatoes font Ca rada. The
National Potato Council believes thA ti to oU./Canada Free
Trade Agreement holds forth great opparcunitY to eliminate many
of the tariff and nontariff barriers th6 OaroAianl potato
industry has used to the U.S. potato injuatrY's disadvantage.
However, if such unfair trade practices Of ACrada are allowed
to exist, then the National Potato Co0ncll v01d strongly
oppose the elimination of the current torlff, its only margin
of protection at this time.

The National Potato Council continvft to work closely

with U.S. trade negotiators to assist to the identification of

current unfair trade practices that coanpde aON 1tjs provinces

maintain on potatoes. We thank you to-r the 00portunity to

present the U.S. potato industry's vjtwo on this most vital

issue.
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Save the dates
NRMA's 77th ANNUAL CONVENTION & EXPOSITION

s--day. January 10th-Wednesday January 13th. 1988
The New York Hditon & Sheraton Centre Hostes
Natoal Retail MerchantsAssocation nRm N
TELEX- INTL 220 883 TAUJR 100 WEST 3151 STREET
TWS-OOMESTIC 710 581 5380 TPNYK NEW YORK NY 10001.3401

ATTN NRMA August 17, 198722,244878

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

I am writing on behalf of the National Retail Merchants Association ("NRMA")
in response to your Committee's request for comments on the United States -
Canada free trade arrangement negotiations.

The general merchandise retail industry has for many years generally sup-
ported efforts to reduce tariff and non-tariff barriers to free trade. In the past,
retailers have supported multilateral approaches to achieve open world trade, and we
continue to support such efforts. !n addition, however, we see an important
beneficial role for free trade arrangements such as the one negotiated between the
United States and Israel, and the one now being negotiated with Canada.

As importers, retailers will benefit directly from any reduction in tariffs or
non-tariff barriers that are achieved through a Canada - U.S. free trade arrange-
ment. Those benefits are clear in the form of lower merchandise costs and greater
merchandise selection. In addition, of course, retailers are particularly interested in
services trade issues.

But NRMA's support for the Canada free trade arrangement is not based
purely on parochial concerns. We believe the negotiation of a free trade arrange-
ment with Canada - our largest trading partner - is indeed a "historic opportuni-
ty," which may allow the United States to quickly set important precedents on
issues of. particular concern in the areas of dispute settlement as well as trade in
services and investment. The successful negotiation of an arrangement with Canada
on these key international trading issues will undoubtedly move the United States
closer to achieving a new multilateral framework with respect to these issues as
part of the Uruguay Round. By the same measure, if the United States and Canada
cannot reach agreement on these complex problems, the prospects of achieving
progress on a multilateral basis could be seriously, if not permanently, impaired.

But to make real progress in ending tariff and non-tariff barriers to free
trade, and in seeking new solutions to U.S. trade difficulties, both Canada and the
United States must ensure that the negotiations lead to an agreement that is truly
broad in scope. To that end, NRMA will be carefully reviewing the final negotiated
agreement to see if lives up to its blUing, and that it will ultimately open trade
doors, not shut them.

By way of background, NRMA is composed of 3,700 companies representing
approximately 45,000 leading chain, department and specialty stores in the United
States, and an additional 1,000 retail firms in 50 nations abroad. Member firms
have current annual sales in excess of $150 billion and employ nearly 3 million
workers.

If you have any questions about NRMA or its position on this matter please
contact Ms. Robin Lanier, Senior Legislative Representative, at 202/223-8250.

Sincerely,

Williams

JRW/RWL/pmb
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STATEMENT OF THE
NECKWEAR ASSOCIATION OF AMERICA

IN OPPOSITION TO
PROPOSED U.S.-CANADA FREE TRADE AREA AGREEMENT

The Neckwear Association of America is the trade

association for domestic manufacturers of neckwear. Our

businesses are concentrated in New York City, which accounts

for more than one-third of industry employment, and in New

Jersey, Louisiana, Pennsylvania, Missouri, North Carolina,

Texas, Massachusetts, California, and Michigan.

The Neckwear Association of America opposes the proposed

U.S.-Canada Free Trade Arrangement (FTA) for a number of

reasons. Chief among these reasons is that we oppose any

arrangement that would lower or eliminate duties on necktie

imports. Our industry believes that there is a direct

correlation between lower duties and increased imports as

evidenced by what has happened to our industry since the

beginning of the phase-in of the Toyko Round tariff cuts.

In 1980, before the tariff cuts had begun to be phased in,

imports had just 4 percent of our market. By 1986, this

percentage had jumped to 21 percent. Now fully imple-

mented, these cuts range from a 20 percent reduction in

some necktie categories to more than a 50 percent reduction

of the former duty rate in other categories. And as a

result, every necktie category, from silk to man-made

fiber, has experienced a rise in imports.

While some of the growth in imports is coming from the

Far East, a huge percentage of this growth is from Italy, an

industrialized country. Thus, our import problem is not

limited to imports from low-wage developing countries.

Canada is already the ninth largest supplier of textiles

and apparel to the United States. If duties are eliminated

on U.S. imports of Canadian neckties, it will provide

Canadian necktie producers with sufficient economic reasons

to increase their exports to the United States.

/
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Our industry does not need more imports. Necktie

imports almost tripled between 1982 and 1986, rising from

562,000 to 1.7 million dozen.

The neckwear industry is not a large industry. It is an

industry composed mostly of many small establishments that

generally employ fewer than 20 workers. The industry is a

source of employment for people who have difficulty finding

alternative employment because they lack education, skills

or mobility. The industry provides work for women and

minorities, and it provides entry level jobs for those who

are new to the workforce. If imports continue to rise at

current rates, jobs in our/ndustry for such people will no

longer exist.

Last, but not least,, the neckwear industry is very much

opposed to the proposal being advanced by Canadian FTA nego-

tiators for a dispute settlement procedure to handle trade

complaints. If Canadian products are unfairly traded, U.S.

producers of these products pay the price. Submitting such

grievances to a trade panel will only delay the implemen-

tation of effective relief or, motm likely, result in no

relief or ineffective relief being granted.
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Committee on Finance
United States Senate
205 Dirksen Bldg.
Washington, D.C. 20510

Nestl] Enterprises Supports Free Trade
Between U.S. - Canada

Nestld Enterprises is made up of food companies with brand names familiar to
most U.S. citizens. They include Taster's Choice Coffee, Nestld Crunch
candy bars, Nestld Quik, Stouffer Frozen Foods, Lean Cuisine, J.B. Winberie
Restaurants, Rusty Scupper Restaurants, Stouffer Hotels including The
Mayflower in Washington, D.C., Libby's, Beech-Nut Baby Foods, Hills Bros.
Coffee, MJB Coffee, Beringer Wines and L.J. Minor food service products.
Nestld is in the food business as a processor of agricultural products and
an operator of hospitality facilities.

Our parent company, Nestld S.A., is in the food business worldwide. It is
the policy of Nestld S.A. to operate in each country with nationals of each
country as manager of that country's operation. This policy is very true in
the United States and also in Canada.

The food industry tends to be severely restricted by tariffs which impede
the flow of agricultural products between countries. As processors of
agricultural products, Nestld feels the impact of tariffs which may be
designed to help local agricultural growers but at the same time result in
surpluses in-the U.S. and shortages in Canada, for instance. We see this
particularly In products such as broccoli and cauliflower which are grown in
the U.S. under ideal conditions but have restricted growth potential in
Canada due to weather conditions. Yet the potential for Nestld in Canada to
buy the U.S. grown broccoli is priced higher by tariffs and restricts the
market in Canada to a specialty market. The result is a difference in the
Identical products between the two countries due to a tougher raw product
being used in Canada from Canadian growers.

In fish, we have an example of adequate supplies In Canada but we are
linfited here in the U.S. as to availability of fish filets. The tariff
barriers we have built between our two countries forces our purchases of
fish to come from other countries than our good neighbor to the north. Time
and distance limits the availability of quality fish filets and this results
in U.S. citizens not always having an adequate supply of quality fish.

There are distinct advantages in the processed food business to allow a free
flow of products between Canada and the U.S. Canadian food processors have
to have a high share of market to be profitable to operate. The Canadian
market is not large enough to support strong competition as in the U.S. If
the tariffs are eliminated between Canada and the U.S., the U.S. would
definitely benefit with agricultural products flowing north to Canada and
Canadian food processors would benefit In an enlarged market area to make
their operations profitable. U.S. food processors are used to competition
and U.S. food processors would welcome the opportunity to compete in Canada.

There are a few distinct flavor differences in foods between Canada and the
United States. This has resulted in Canadians and U.S. citizens having
accepted different standards. Two areas are beef and cheese. U.S. beef is
butchered at a higher animal weight and we have a better flavored end
product. In cheese, the milk is different and this results In a sharper
flavor in the Canadian Cheese. There is an opportunity to build trade for
both countries in free exchange of our end products in the high volume
commodity areas of beef and cheese.

The breaking down of tariff barriers between Canada and the U.S. is a must
if both countries are to maximize their full potential. A fair and
equitable agreement will result in more jobs, increased economic growth,
lower prices and more variety of products for the consumer and the U.S. will
benefit in having a larger market for agricultural and meat commodities. We
support the efforts of the U.S. negotiators to use their best efforts to
structure an agreement fair to both the U.S. and Canada. Achievement of".such an agreement should be a major priority of the United States this year.

Sincerely,

(/ Jame M. Biggar
Pre ident & Chief Executive Officer
Me 1 Enterprisee.. Inc.

JMB/jI
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New England Electric System
25 Research Drive

New Enland Eecftec Westborough Massachusetts 01581
Tel (617) 366-9011

August 12, 1987

The Honorable Lloyd E. Bentsen
Chairman
Committee on Finance
U.S. Senate
Washington, D. C. 20510

Dear Mr. Chairman:

Summary: This letter is in response to your July 27, 1987, request
for comments on the U.S.-Canada Free Trade Area negotiations. In
summary, this letter:

".Explains that free trade with Canada is important to the electric
customers of New England Electric System (NEES) companies. In
fact, our customers' monthly bills and the reliability of electric
power in the the region could be affected.

" Urges that the Senate proceed promptly with the approval of a
U.S.-Canada free trade agreement, assuming that the agreement being
negotiated removes trade barriers and encourages free trade.

Free trade affects electric customers' bills and the reliability of
electric service,

He support the concept of a free trade agreement with Canada because
our customers' interests are directly affected -- in terms of the cost
and reliability of electric service.

A description of the advantages of importation and exchange of
electricity with Canadian utilities should help illustrate the point:

In 1972, the New England region was dependent upon imported oil for
the energy needed to produce 72% of its electricity. Since then,
strong efforts have been made by utilities in the region to reduce
this dependence -- with the result that, in 1986, only 37% of the
energy needed to produce electricity came from oil. The reduction
in dependence on imported oil was made possible largely by
increased use of coal, nuclear energy, natural gas -- principally
from domestic sources -- and hydro-electric power imported from
Canada.
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Contracts have already been signed by the New England Power Pool
(NEPOOL) which will result in increased use of Canadian hydro-electric
power in the early 1990's. By then, nearly 10% of the New England
region's electricity will be supplied from Canada and the cost will be
significantly less than electricity being produced in New England. This
means that electric customers' bills will be lower because electricity
is available at low cost from Canada.

"Imported electricity from Canada is also important to the reliability of
-electric service in.the region. Electricity demands iave been growing
at more than 4% per year over the past four years. It is difficult to
site new generating facilities in New England and to build transmission
lines that could bring excess power from the Midwest to New England.

"Lower cost imported electricity provides important economic benefits for
the region and nation. Specifically, lower electric bills will mean
that our customers will be able to devote more of their income to
savings or to the purchase of other goods and services, thus
contributing to a stronger U.S. economy. Also, low electric bills for
commercial and industrial customers mean that the products and services
they provide will be more competitive in international markets -- thus
adding jobs in the U.S.

"Arrangements with Canadian sources for the purchase of electricity also
provide benefits for both countries in that such arrangements permit the
exchange of electricity as well as the importation. Exchanges of
electricity permit more efficient operation of systems on both sides of
the border. Exchanges are practical because systems north of the border
tend to experience highest demand in winter months (i.e., "winter
peaking") whereas systems south of the border experience highest demand
in summer months (i.e., summer peaking). Arrangements for exchanges
mean that systems on each side of the border need less generating
capacity to meet peak demands -- resulting in more efficient use of
available capacity and lower costs.

PromDt ratification of an acceptable Free Trade Agreement would be
beneficial,

We will, of course, want to see the final version of the Free Trade
agreement now being negotiated. However, we are aware that those
negotiating an agreement on behalf of the U.S. are working to reduce trade
barriers and avoid new barriers. At the same tine, opposing interests are
at work attempting to erect new barriers. He believe that prompt action by
the Senate in approving a new agreement will go a long way toward
protecting the interests of our customers.

Thank you for the opportunity to comment.

Sincerely,

Glenn R. Schleede
Vice Peesident
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Comments Concerning the Negotiation of a

U.S.-Canada Free Trade Area Agreement

Submitted By

Non-Ferrous Metals Producers Committee

SUMMARY

The Non-Ferrous Metals Producers Committee (NFMPC)
(previously named the Lead-Zinc Producers Committee), a
trade association of U.S. primary copper, lead, and zinc
producers, believes that its products should be excluded
from any U.S.-Canada Free Trade Area Agreement (FTA). The
exclusion is necessary because the FTA would threaten
extreme competitive harm to the U.S. non-ferrous metals
industries while offering no benefit to them whatsoever and
because Canada's extensive system of federal and provincial
government subsidies for the Canadian non-ferrous metals
industries is fundamentally incompatible with the goals of a
true free trade area. Also of major concern is the proposal
for a U.S.-Canadian dispute settlement mechanism which, if
made mandatory, could prevent U.S. firms from obtaining
effective relief under U.S. trade laws, even when imports
are dumped or subsidized. Similarly of concern would be any
agreement to narrow the statutory definitions of dumping and
subsidies so as to exempt current or future Canadian
practices from the purview of U.S. trade laws.

I. INTRODUCTION

The Non-Ferrous Metals Producers Committee (NFMPC)
(previously named the Lead-Zinc Producers Committee), a
trade association of U.S. primary copper, lead, and zinc
producers, believes that its products should be excluded
from any U.S.-Canada Free Trade Area Agreement (FTA). The
exclusion is necessary because the FTA would threaten
extreme competitive harm to the U.S. non-ferrous metals
industries while offering no benefit to them whatsoever and
because Canada's extensive system of federal and provincial
government subsidies for the Canadian non-ferrous metals
industries is fundamentally incompatible with the goals of a
true free trade area. Also of major concern is the proposal
for a U.S.-Canadian dispute settlement mechanism which, if
made mandatory, could prevent U.S. firms from obtaining
effective relief under U.S. trade laws, even when imports
are dumped or subsidized. Similarly of concern would be any
agreement to narrow the statutory definitions of dumping and
subsidies so as to exempt current or future Canadian
practices from the purview of U.S. trade laws.
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The NFMPC is comprised of five U.S. producers of primary
copper, lead, and zinc who account for most U.S. output of
these products.* These firms also are major producers of
related co-products and by-products Including antimony,
bismuth, cadmium, sulfuric acid, and zinc oxide. The member
firms are:

ASARCO Incorporated
180 Maiden Lane
New York, NY 10038

Doe Run Company
11885 Lackland Road
St. Louis, MO 63146

Homestake Mining Company
650 California Street
San Francisco, CA 94108

Phelps Dodge Corporation
2600 North Central Avenue
Phoenix, AZ 85004

St. Joe Resources Corporation
300 Frankfort Road
Monaca, PA 16061

The U.S. industry competes directly with Canadian non-
ferrous metals producers in the production and sale not only
of copper, lead, and zinc metal, but also of the by-product
metals and by-product sulfuric acid.

II. THE U.S. PRIMARY COPPER, LEAD, AND ZINC INDUSTRIES
HAVE MUCH TO LOSE AND NOTHING TO GAIN FROM FREE
TRADE IN THEIR PRODUCTS

The FTA could inflict severe harm on the U.S. primary
non-ferrous metals industries, which have much to lose and
nothing'to gain from an agreement covering their products.

First, the U.S. industries will receive no
export benefit from an agreement covering their products
because Canada already has zero duties on these products and
is a substantial net exporter of them.

Second, Canada already provides 40 percent, 52 percent,
and 73 percent, respectively of U.S. imports of primary
copper, zinc, and lead and does not need further reductions
in the U.S. tariffs in order to compete successfully. (See
Table 1.)

Third, the U.S. copper, lead, and zinc industries, in
common with other commodity sectors, have suffered the
effects of global overcapacity and depressed world market
prices. The response of the U.S. industries has been to
cut costs and improve productivity considerably at all
stages of production. However, the industries do not have
the resources to survive in the face of heavily-subsidized
Canadian competition which threatens to undermine the
progress made in cutting costs.

SMining, smelting, and refining facilities producing copper,
lead and zinc products and related products are located
in Arizona, Colorado, Connecticut, Idaho, Illinois,
Missouri, Montana, Nebraska, New Mexico, New York,
Oklahoma, Pennsylvania, Tennessee and Texas.
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Fourth, although U.S. tariffs are already relatively
low, they provide a crucial margin of support for the
U.S. industry.* Moreover, tariffs assist U.S. copper,
lead, and zinc custom smelters to compete in world markets
for raw materials in the form of ores and concentrates.
Elimination of tariffs on primary copper, lead, and zinc
metal imports from Canada would place U.S. smelters at a
disadvantage in this worldwide competition.**

III. CANADIAN FEDERAL AND PROVINCIAL GOVERNMENT SUBSIDIES ARE
FUNDAMENTALLY INCOMPATIBLE WITH A FREE TRADE AREA

The Canadian copper, lead and zinc industries are
enjoying federal and provincial government subsidies on a
massive scale. It would be folly to combine in a single
free trade area the U.S. industries, which are forced to
accept the discipline of the free market, and the Canadian
industries, which enjoy the benefit of governmental sub-
sidization to help them avoid the effects of market forces.
"Free trade" involves not merely the absence of tariffs but
also the absence of government intervention into the opera-
tion of market forces. In an FTA, the Canadian industries
would enjoy a subsidy-based competitive advantage over the
U.S. industries.

Although the NFMPC has identified nearly 100 Canadian
governmental programs to assist the Canadian mining
industry, the Canadian government's C$134 million assistance
to the Cominco lead smelter in British Columbia, the C$25
million assistance aid to the Cyprus Anvil Mine in the
Yukon, and C$300 million assistance for non-ferrous smelter

w Unwrought, unalloyed lead (TSUSA 624.0350), 3.0% ad val.
on the value of the lead content, but not less than
1.0625€ per lb. of lead content. Unwrought, unalloyed
zinc (TSUSA 626.0200), 1.5% ad val. Unwrought copper,
1% ad val.

** It is probable that increased quantities of non-Canadian
concentrates would be imported and smelted in Canada and
then exported to the United States.
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modernization and acid-rain pollution control* have been
documented in detail by U.S. Government agencies.

There exists a firm Canadian industrial policy of
supporting and rebuilding the Canadian non-ferrous industry
with the aid of subsidies. Canadian non-ferrous metal
exports have been, and will continue to be, directed at the
United States. For the Canadians, the proposed FTA with its
duty-free access to the U.S. market is the capstone of this
policy.

Even if the Canadian Government agrees to refrain from
future subsidies, the U.S. copper, lead and zinc industries
would continue to be harmed by the effects of subsidies now
beincj received by Canadian producers. These subsidies are
presently being used to finance the modernization of econom-
ically marginal Canadian capacity as well as the creation of
additional capacity, thereby placing further burdens on
unsubsidized U.S. competitors.

IV. A PROPOSED MANDATORY U.S.-CANADIAN DISPUTE SETTLEMENT
MECHANISM WOULD CRIPPLE THE EFFECTIVENESS OF U.S. TRADE
LAWS

Canadian representatives, including the Prime Minister,
have stated that the exemption of Canada from the applica-
tion of U.S. trade statutes is their highest priority in
these negotiations. Such an exemption would be a disaster
for U.S. industry. However, even if a formal exemption was
not provided, the Canadians could well achieve something of
equivalent value to Canada -- a mandatory dispute settlement
mechanism. Such a mandatory mechanism could be extremely
harmful to the copper, lead and zinc industries and, indeed,
to most other U.S. manufacturing industries.

A mandatory system would require U.S. firms injured by
dumped or subsidized products imported from Cahada to pre-
sent their cases to a U.S.-Canada trade dispute mechanism
before they could petition for relief under current U.S.
trade remedy laws. This mandatory interposition of a mecha-
nism between an American petitioner and the International
Trade Commission and Department of Commerce would (1)
require U.S. firms to bear the significant, additional
financial burden of presenting its case twice -- first
before the new mechanism and then again before U.S.
Government agencies, (2) cause a significant delay in the
U.S. firms receiving any relief under U.S. law, and (3)
undoubtedly prejudice the U.S. firm's case before U.S. agen-
cies if the dispute resolution mechanism failed to provide
relief to the U.S. firm. Such a mandatory system could have
a chilling effect on the utilization of U.S. trade laws vis-
a-vis Canada. No mechanism should be established which
diminishes the right of any U.S. firm to seek prompt relief
under current U.S. trade relief statutes.

Although U.S. smelters try to recoup some of the cost of

pollution control by selling the captured sulfur in the
form of sulfuric acid, their efforts will be
increasingly thwarted by lower priced Canadian sulfuric
acid exported to the United States from Canadian pollu-
tion control-related acid plants financed with Canadian
Federal and Provincial Government assistance.
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Equally of concern would be any agreement to narrow the
definitions of unfair trade practices, such as dumping and
subsidies, so as to exempt current and future Canadian prac-
tices from the purview of U.S. trade laws. Such a step
would put U.S. industry in peril and set a dangerous prece-
dent inviting other governments to seek similar exemptions
for their subsidized industries.

V. CONCLUSION

U.S. producers of primary copper, lead, and zinc would
be.harmed by inclusion in a U.S.-Canada Free Trade Area
Agreement because of Canada's already dominant position in
U.S. imports of their products and because of the government
subsidies enjoyed by the Canadian producers. The products
of these industries, therefore, should be excluded from any
such agreement. Furthermore, the U.S. negotiations should
not permit a weakening of the relief provided under U.S.
trade laws which stand as an important recourse for U.S.
industries competing with subsidized Canadian firms.
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THE OFFICE OF THE CHEMICAL INDUSTRY TRADE ADVISOR
COMMENTS ON A BILATERAL FREE

TRADE AGREEMENT BETWEEN THE UNITED STATES
AND CANADA

EXECUTIVE SUMMARY

The following comments of the Office of the Chemical Industry Trade
Advisor (OCITA) on a possible bilateral free trade agreement between the
United States and Canada present issues which OCITA believes must be addressed
by the United States prior to entering into any such agreement.

Fizbt, OCITA believes that any bilateral free trade agreement must confer
balanced benefits to both the United States and Canada. One country must not
benefit to the detriment of the other.

Second, OCITA believes that the long-term objective of such a free trade
agreement is to achieve an open environment for international trade and
investment unencumbered by barriers and governmental intervention in the
marketplace. In this regard, we believe that any free trade agreement must
address non-tariff barriers to trade. For example, we believe that
negotiations on the elimination of preferential Canadian chemical feedstock
and energy policies and foreign investment restrictions must be an integral
part of any U.S. free trade agreement with Canada. Moreover, we believe that
other non-tariff trade barriers, such as inadequate protection of intellectual
property rights, should also be considered in any free trade agreement between
the two countries.

OCITA is opposed to any chemical industry product or subsectoral approach
to a free trade agreement. Instead, we believe that any tariff negotiations
with Canada, coupled as indicated above with negotiations on non-tariff
barriers, must address all chemicals and related products.

To ensure the effectiveness of the tariff elimination component of a free
trade agreement with Canada, any such agreement should contain appropriate
"country of origin" provision to prevent third country pass-through or simple
transformation to circumvent U.S. or Canadian tariffs.

Moreover, OCITA believes that a free trade agreement with Canada should:
provide for the reimposition of duties in the event of non-fulfillment of
agreement conditions; address other issues, such as how temporary trade
distortions caused by currency fluctuations and injury to a domestic industry
by duty-free entry of products will be handled and contain an adequate and
binding dispute settlement mechanism (the dispute settlement provisions
contained in the U.S./Israeli agreement are not adequate in our opinion). The
dispute settlement mechanism should not be used as a means to circumvent
existing national trade remedy laws. These laws should remian in full force
and effect, separate from any free trade agreement.

Finally, OCITA believes that it is absolutely essential that the U.S.
Administration provide adequate and timely opportunities for chemical industry
input during the negotiations with Canada. OCITA urges the utilization of the
industry Sector Advisory Committees (ISAC) for this process. However, we
believe that other industry groups must also be included in this consultative
process.

OCITA believes that, if the issues discussed in our comments are
considered by the Congress and if they are adequately addressed In a free
trade agreement with Canada, then trade benefits mutually advantageous to both
countries are achievable through such an agreement.
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OCITA Statement of Key Principles
Concerning a Bilateral

Free Trade Agreement Between
the United States and Canada

1. Any bilateral free trade agreement must confer balanced benefits to
both the United States and Canada.

2. Negotiations on the elimination of preferential Canadian chemical
feedstock and energy policies and foreign investment restrictions
must be an integral part of any U.S. tariff agreement with Canada.
In this regard, the U.S. Government must not commit itself to any
tariff cuts prior to obtaining Canadian agreement to eliminate these
non-tariff trade and investment barriers.

3. Other non-tariff trade barriers, such as inadequate protection of
intellectual property rights, should also be included in any free
trade agreement between the United States and Canada.

4. The tariff elimination components of a bilateral free trade
agreement between the United States and Canada should include all
chemicals and related products and should not be restricted to
chemical industry subsectors or specific products.

5. The U.S. government should consult with the U.S. chemical industry
and provide adequate opportunities for timely industry input during
U.S. negotiations with Canada.

6. A free trade agreement with Canada should contain an appropriate
"country of origin" provision.

7. A bilateral free trade agreement with Canada should provide for the
mandatory reimposition of duties in the event of non-fulfillment of
the conditions of the agreement.

8. A bilateral free trade agreement with Canada should contain an
adequate and binding dispute settlement mechanism. (Such a mechanism
would address disputes as to interpretation of the agreement. It
should not be used to replace existing national trade remedy laws
e.g., antidumping and countervailing duty laws).

9. To avoid impairment of benefits, a free trade agreement with Canada
should also address other issues, such as how temporary trade
distortions caused by currency fluctuations and injury to a domestic
industry by duty-free entry of products will be handled.
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THE OFFICE OF THE CHEMICAL INDUSTRY TRADE ADVISOR
COMMENTS ON A BILATERAL FREE

TRADE AGREEMENT BETWEEN TiWE UNITED STATES
AND CANADA

I. INTRODUCTION

The Office of the Chemical Industry Trade Advisor wishes to make the
following cormients on a bilateral free trade agreement between the United
States and Canada. OCITA is a coalition of the following trade associations:
the Chemical Manufacturers Association; the National Agricultural Chemicals
Association; the Society of the Plastics Industry, Inc.; and the Synthetic
Organic Chemical Manufacturers Association. OCITA believes that each of the
issues presented in these comments must be integral and essential parts of any
free trade agreement between the United States and Canada.

11. GENERAL COMMENTS

The United States and Canada are each other's largest trading partner.
Chemical trade represents a substantial portion of this figure. In 1986,
Canadian chemical exports to the United States were about $2.8 billion. This
reflects a 1 986 chemical trade balance of about $100 million in favor of
Canada. -

The chemical industry of each country has substantial direct investment
in the other country. In many cases, Canadian subsidiaries of U.S. companies
produce intermediate or finished products, not only for the Canadian market,
but also for the United States and third country markets.

In addition, the strengths of the U.S. and Canadian chemical industries
complement each other. Canada has a rich base in natural resources,
especially in hydrocarbons, with installed capacity for large volumes of
certain basic chemicals and intermediates. The United States has a highly
developed basic chemical and downstream chemical processing industry, as well
as capacity to produce a variety of commodity chemicals. The United
States also has the world's largest market for products of the chemical
industry.

III. SPECIFIC COMMENTS

A. Any Bilateral Free Trade Agreement Must Confer Balanced Benefits to Both
the United States and Canada.

OCITA believes that the benefits of any bilateral agreement must be
even-handed; one country must not benefit to the detriment of the other. The

1/u
- U.S. Dep't. of Commerce, Bureau of Census: Highlights of U.S. Export

and Import Trade (FT990t December, 1986).
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statutory authority for such agreements supports this contention. Section 102
of the Trade Aq of 1974, as amended by Section 401 of the Trade and Tariff
Act of 1984, - indicates that such negotiations should be conducted on the
basis of mutuality. Moreover, the legislative history of the 1984 Act states
the intention of Congress that bilateral agreements of e sort proposed with
Canada must be "reciprocal and mutudilly advantageous.! P
B. Any Free Trade Agreement with Canada Must Address Non-Tariff

Barriers to Trade.

1. Negotiations on the Elimination of Preferential Canadian Chemical
Feedstock and Energy Policies and Foreign Investment Restrictions Must be
an Integral Part of Any Free Trade Agreement with Canada.

OCITA believes that the negotiations between the United States and Canada
on a bilateral free trade agreement should not be limited to the subject of
tariff-cutting. The elimination of trade distortions caused by preferential
Canadian chemical feedstock and energy policies and by Canadian foreign
investment restrictions must also be adequately addressed in such
negotiations. Furthermore, we believe that the U.S. Government must not
commit itself to eliminating or reducing any tariffs prior to obtaining
Canadian agreement to eliminate the trade distorting effects of these
restrictive policies. Ample support for the inclusion of non-tariff barriers
in such negotiations 4ýs found in the Trade Act of 1974 and the Trade and
Tariff Act of 1984. -

a. Canadian Raw Material and Energy Policies

OCITA believes that the internal energy policies implemented under the
Canadian National Energy Policy (CNEP) have had an adverse effect on market
mechanisms in Canada and on Canadian trade with the United States in
energy-related products, such as chemicals. As part of a bilateral free trade
agreement, we urge that the United States Government ensure that present and
future Canadian governments' feedstock supply, price, and access policies do
not serve as a barrier to otherwise fair competition.

This is necessary to avoid the creation, or perpetuation, of an
artificial advantage for the producers of one country over those of the other.
Such an assurance is particularly important to industries, such as the

-/Section 102(b)(4) of the Trade Act of 1974 (19 U.S.C.
52112), as amended by Section 401(a) (2) of the Trade and Tariff
Act of 1984, 98 Stat. 3014.

3/H.R. Rep. No. 383, 98th Cong., 2d Sess. 18 (1984)IH.R. Rep. No. 1092,
98th Cong., 2d Sess. 16 (1984).

4/Sections 102(a), 103 and 105 of the Trade Act of 1974 (19 U.S.C. SS

2112, 2113, and 2115) and Sections 302, et seq. and 401 of the Trade and
Tariff Act of 1984 (19 U.S.C. SS 2102, 2112(b), 2114 and 2411 (a)).
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petrochemical industry, for which feedstock pricing and availability are
critical because the cost of feedstocks represents the largest element of cost
for many petrochemical products. If the trade distorting effects of the
Canadian governments' policies with respect to the supply and price of, and
access to, petrochemical feedstocks are not neutralized, then those Canadian
policies will largely determine the conditions of competition in international
trade in petrochemicals between the United States and Canada, undermining the
workings of an open market system.

b. Canadian Investment Policy

The U.S. Government must address differences in investment policy between
the United States and Canda to ensure that U.S. companies wishing to invest
in the Canadian chemical industry are not subject to different or more
stringent requirements than are Canadian investors in Canada.

In 1983, a General Agreement on Tariffs and Trade (GATT) panel found the
Canadian Foreign Investment Review Act (FIRA) to be in violation of GATT
Article III because FIRA made approval to invest in Canada contingent upon a
foreign investor's acceptance of often onerous perfor "nce requirements to
which domestic Canadian investors were not subject.

FIPA has 6been replaced by the Investment Canada Act (ICA) which is an
improvenent. - While the ICA is supposed to liberalize the requirements
imposed on foreign investors, several restrictions remain, especially on
foreign acquisitions of existing Canadian companies. It remains to be seen
ho% the ICA will continue to be implemented.

p

In any event, OCITA urges the United States Government to seek the
elimination of discriminatory Canadian investment restrictions, other than
these dealing with national security, prior to finalizing a tariff-cutting
agreement with Canada.

2. Other Non-Tariff Trade Barriers, Such as Inadequate Protection of
Intellectual Property Rights, Should Also be Included in Any Free Trade
Agreement Between the United States and Canada.

There is growing recognition in the United States and abroad that the
effective protection of intellectual property rights is essential to increased
innovation and productivity and is a vital part of international trade
decisions. Provisions aimed at encouraging such protection in other countries

/General Agreement on Tariffs and Trade, Report of the Panel,
Canada-Administration of the Foreign Investment Reviewe Act, L/5504 (July 25,
1983).

6/Introduced in the House of Commons on December 7, 1984. H.C. Bill
C-15, 33d Parl., let Sess. (1984). Became law on July 1, 1985.
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are contained in the Trade and Tariff Act of 1984 Y! and in trade
legislation pending in this Congress. The topic is being included in numerous
bilateral trade and investment negotiations, and intellectual property rights
are included in the new round of multilateral trade negotiations.

In this context, OCITA urges the United States Government to address the
issue of protection of intellectual property rights as part of any free trade
agreement with Canada. Canada has traditionally recognized the importance of
providing such protection. However, some problem areas remain, for example,
in the pharmaceutical field, where compulsory licensing requirements must be
elinminated. We believe that a free trade agreement with Canada should include
a resolution of these issues, as well as provisions eliminating any other
non-tariff trade barriers that may exist.

C . The Tariff Elimination Components of a Free Trade Agreement with Canada
Must be Effective.

1. The Tariff Elimination Components of A Bilateral Free Trade Agreement
Between the United States and Canada Should Include All Chemicals and
Related Products and Not be Restricted to Chemical Industry Subsectors or
Specific Products.

A key iusue in the U.S.-Canada negotiations is whether import duties or
tariffs will be eliminated "across the board" or only on specific industry
sectors, subsectors, or products. OCITA is opposed to any chemical industry
product or subsectoral approach. Instead, we believe that tariff negotiations
with Canada must address all chemicals and related products. We believe such
broader negotiations offer greater potential for mutual trade benefits.

Tariff reductions and ultimate elimination, however, must not precede
concurrent elimination of the non-tariff barriers we have identified as
important to the U.S. chemical industry.

- See, e.g., Sections 303, 304, 503 and 505 of the Trade and Tariff Act
of 1984; 98 Stat. 3001, 3005, 3019 and 3021.
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2. Any Free Trade Agreement with Canada Should Contain Appropriate "Country
c6f Origin" Piovisions to Prevent Third Country Pass-through or Simple
Transformation to Circumvent U.S. or Canadian Tariffs.

A minimum level of "Canadian value added" must be a condition for
duty-free entry into the United States under a bilateral free trade agreement
with Canada. This criterion would be fully consistent with the goal of
enhanced U.S./Canadian trade ai.d would help to prevent potential abuses of a
special trade relationship through transshipment practices. The value added
threshold must be high enough to prevent products of third countries being
passed throuqh Canada to the United States after only formulation or minor
finishing operations have been performed in Canada. OCITA wiil shortly -be
submitting specific comments on appropriate definitions for rules of origin.

3. A Free Trade Agreement with Canada Should Provide for the Mandatory
Reimposition of Duties in the Event of Non-Fulfillment of the Conditions
of the Agreement.

Any U.S./Canada bilateral free trade agreement should include a
"snap-back" provision under which United States import duties eliminated under
the agreement automatically return to column 1 rates if the conditions of the
free trade agreement are no longer fulfilled. For example, if investment
restrictions were reimposed by Canada or if Canada imposed a new non-tariff
barrier to U.S. exports, then the duties on imports from Canada should
snap-back.

D. To Avoid Impairment of Benefits, a Free Trade Agreement with Canada
Should Also Address Other Issues, Such as How Temporary Trade Distortions
Caused by Currency Fluctuations and Injury to a Domestic Industry by
Duty-Free Entry of Products Will be Handled.

Two difficult subjects that OCITA believes must also be addressed in the
context of bilateral free trade negotiations with Canada are how to handle
temporary trade distortions caused by currency fluctuations and what to do if
a domestic industry is injured by the duty-free entry of products under an
agreement. Consideration should be given to imposition of a surcharge to
correct the temporary trade distortions in the first instance and to
-Position of temporary safeguard duties to eliminate the injury in the

.econd. In this regard, OCITA urges that the U.S. trade remedy statutes will
continue to apply to imports from Canada.

E. Any Bilateral Free Trade Agreement with Canada Should Contain an Adequate
and Binding Dispute Settlement Mechanism.

OCITA believes that any bilateral free trade agreement with Canada should
contain procedures for the settlement of disputes between Canada and the
United States that arise as to interpretation of the terms of the Agreement or
the fulfillment of its obligations. In addition, the notification and
consultation provisions of the Agreement should be binding.

We do not believe that the procedures contained in the U.S./Israel
agreement are adequate for these purposes. Instead, we recommend that
dispute settlement procedures in any U.S./Canada agreement: provide for a
rapid and effective settlement of disputes; contain mechanisms for a binding
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decision in the event of a stalemates and, most importantly, provide for
significant industry input and consultation in the dispute settlement process.

Finally, OCITA stresses that, by the term "dispute settlement mechanism,"
we do not refer to the establishment of a means to bypass existing U.S. and
Canadian trade remedy laws. We understand that there has been some attempt by
the Canadian negotiators to include, under dispute settlement negotiations,
provisions which would replace existing antidumping and countervailing duty
laws in the United States and Canada. OCITA strongly opposes such efforts.
We believe that these laws should remain in full force and effect, separate
and apart from any free trade agreement.

F. The U.S. Government Should Consult with the U.S. Chemical Industry and
Provide Adequate Opportunities for Timely Industry Input During U.S.
Negotiations With Canada.

As mandated by the •ade Act of 1974, and reaffirmed in the Trade
Agreements Act of 1979, - a structure of formal industry sector advisory
committees (ISACs) representing U.S. companies from all segments of U.S.
business is in place. There is a widespread perception that the ISACs were
not advised or consulted adequately in the course of developing the
U.S./Israel Free Trade Agreement nor in earlier and subsequent U.S. Government
discussions with Mexico which led to the signing of the U.S./Mexican Subsidies
Agreement. OCITA strongly urges the U.S. Government to avail itself fully of
this mechanism for eliciting private sector input on a timely basis if any
consultations on a U.S./Canada bilateral agreement proceed.

Moreover, we believe that appropriate mechanisms must exist to allow for
additional industry input, such as from OCITA and trade associations, into any
such negotiations so that all significant considerations can be addressed
prior to any commitments having been made.

IV. CONCLUSION

OCITA believes that, if the issues raised in this paper are adequately
addressed in any free trade agreement with Canada, then trade benefits
mutually advantageous to both countries would be achievable through such an
agreement.

The U.S. chemical industry is an industry that could be very affected by
such a free trade agreement with Canada. Therefore, we want toube closely
involved with the negotiations and to be consulted by the Government as the
agreement takes final form. A free trade agreement with Canada must not be
only an agreement for the sake of "an agreement." Tariff elimination alone is
not acceptable. An FTA must provide a sound basis for truly "free" trade on
both sides of the U.S. and Canadian border. U.S. chemical industry support of
such an agreement will be conditioned upon each of our concerns being
adequately addressed in any agreement Congress is asked to ratify.

-!/Section 135 of the Trade Act of 1974 (19 U.S.C. 5 2155), as amended by
Section 1103 of the Trade Agreements Act of 1979, 93 Stat. 308-10.

76-574 0 - 87 - 10



282

Comments By

Renold D. Thompsot.
President and Chief Executive Officer

Oglebay Norton Company
Cleveland, Ohio

Concerning

UNITED STATES/CANADA FREE TRADE AREA AGREEMENT NEGOTIATIONS

To

Committee on Finance
United States Senate

August 13, 1987

The current negotiations between the United States and
Canada regarding the establishment of a Free Trade Area Agreement
threaten the long-standing United States maritime policy essential
to the United States Merchant Marine and shipyard industry. We
wish to alert you to the dangers of including the Cabotage Laws of
the United States - the Jones Act - in the Free Trade Area Agree-
ment and ask your support in seeking the complete removal of any
issues pertaining to maritime services from the bargaining table.

Another proposal being considered as the official United
States negotiating position is to "grandfather" existing United
States maritime programs and provide Canadian maritime interests
the benefits of equal participation in any future United States
maritime policies. Considering the advantage Canadian maritime
interests would enjoy in economic, regulatory and fiscal terms
under such an arrangement, no objective analysis could argue for
the survival of a disadvantaged United States flag fleet and vital
shipyard mobilization base in such a hostile, competitive environ-
ment.

If Canada is allowed access to current or future United
States maritime programs, it is quite likely that America's other
trading partners will seek similar privileges, and may be empow-
ered to do so by existing treaties. Thus, Congress would be
reduced to a caretaker role, serving only as a witness to the
dismantling of the United States Merchant Marine.
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The United States flagship companies on the Great Lakes
have substantial investments in vessel assets, employ United
States citizens as seamen, and in 1986 carried 91 million tons of
cargo between United States ports. Many of the mortgages on the
Great Lakes vessels are guaranteed by the United States Maritime
Administration Mortgage Insurance Program, and none have been
built with United States government subsidy. These investments
by Great Lakes maritime interests were made with the understanding
that the United States government would not change the historic
reservation of coastwise trade for United States flag, United
States owned and United States crewed vessels.

Canadian flag vessels have been built with substantial
Canadian government subsidies or built overseas at low cost in
foreign government-subsidized shipyards. Thus, the capital costs
of Canadian vessels are substantially lower than United States
vessels - Canadian crew operating costs are less than United
States crew cost because of th- dollar disparity, Canadian gov-
ernment pension health bene. ts and favorable wage agree-
ments. It is fox these reasons that United States flag vessels
are able to serve only in the United States domestic trade, and
only the Jones Act restrains Canad an fleets from dominating
the entire Great La..es market. A full explanation of the dis-
parities between United States and Canadian Great Lakes fleets
is contained in the United States Government Accounting Office
Report, "Great Lakes Shipping-U.S.-Flag Share of the U.S./Canada
Trade on the Great Lakes" GAO/RCED-86-115, May 1986.

We strongly oppose any change in the United States
maritime law or policy which would allow Canadian or other for-
eign corporations to operate foreign-built or foreign-crewed
ships in the coastwise trade of the United States. Such a move
would deny United States maritime interests a "level playing
field" and force United States shipowners out of business as
we comply with United States laws with their higher costs
while Canadian or foreign competitors come in with their lower
costs.

We respectfully urge you to advise the United States
Trade Representative and the Economic Policy Council that United
States maritime programs are not subject to negotiation. With-
out such a clear statement, the future of United States maritime
industries and United States national security are imperiled.
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OLSON'S, INC.
BOVtINEAU NO 56318
PHONE (704228 2213
NO WATTS O0M0•32361

LEADERSHIP
FLUUNI-U

August 10, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Building
Washington, D.C. 20510

Dear Mr. Chairman:

This letter is in response to the request of your committee for
comments on the U.S.-Canada free trade neqotiations.

To simply state my position, I favor total and complete free trade
between the U.S. and Canada.

BACKGROUND:

I own a small business in Bottineau, ND, with 2 million in gross
sales and 12 employees. Our major product is farm equipment sales and
retail sales. Bottineau is located approximately 12 miles from the
U.S.-Canada border, and historically, 401 of our sales have gone to
customers in Canada.

ISSUE:

Farm equipment and parts have been exempt from all duties and
tariffs for many years; however, a major portion of our sales-support
(Service) is not included. Many other items that are allied to our
business carry duties or tariffs. Some of these items are: oil,
bearinqs (if also used in non-agricultural products), anti-freeze,
farmsted grounds care equipment, and the list goes on.

If we could be rid of the tariffs, duties, etc. on service, we
could expand our sales a significant amount, possibly as much as 20%.
This would come about by being able to perform warranty and other
service on the farm. At the present time we have to transport the
equipment back to our shop, increasing cost and thus limiting sales.

Another cost increasing factor, and therefore a sales limiter, is
the additional paper work caused by customs and immigration. Paper
work is totally sexless, it produces absolutely nothing. The "Service"
fees, brokeraqe fees, incidential charqes, etc. serve no useful purpose
except to inhibit trade between two very similar people in two nations
seperated by an imaginary boundary.

Boundary incidents caused by overzealous customs officials (both
Canadian and American) have caused more hard feelings and misunder-
standings, where there should be none, then the foreign policy blunders
of all administrations put together.

CONCLUSION:

I could go into detail on all of the above mentioned; however, I'm
sure your committee is well aware of tariff rates, duties, service fees,
and the like. Understanding and good will between people anywhere can
best be promoted by ripping down all artifical barriers.

Oscar M. Olson, President
Olsonts Inc.

I . . . I I '. I, - W,%X^AtAff- ý t OPA)i-;4ý f, 04"*,týp rrvrt,.
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Comments of

OUTBOARD MARINE CORPORATION
100 SEA-HORSE DRIVE

WAUKEGAN, ILLINOIS 60085-2195

Concerning the U.S.-Canada
Free Trade Area Negotiations

Summary

Outboard Marine Corporation ("OMC") is the world's
largest producer of outboard motors, and is also a producer of
recreational boats. OMC strongly supports in principle the
establishment of a U.S.-Canada free trade area ("FTA"), and
believes that the inclusion of outboard motors, recreational
boats and parts thereof in an FTA would be t2 the mutual
advantage of producers, workers and consumer in both the
United States and Canada.

OMC considers it vital, however, that a U.S.-Canada
FTA agreement incorporate (1) a provision for strict country-

- of-origin rules applicable to both outboard motors and boats
that myst be rt before an item is accorded zero-duty treat-
rhent d (2) rdles preventing imports through either country
from avoiding remedies imposed under either c':untry's trade
laws.

With regard to rules of origin, OMC strongly supports
the U.S. government's proposal applicable to outboard motors
that would require both a change in tariff classification and,
in the case of a change from a parts heading to a finished
product heading, local content of at last 35 percent. OMC
also urges the extension of these rules of origin to cover
recreational boats.

With regard to trade remedies, OMC would strongly
support a provision in a U.S.-Canada FTA for coordinated
enforcement of the two countries' antidumping laws. The
integration of U.S. and Canadian industry frequently leads to
specialization in the production process, whereby the manu-
facture oi parts and components occurs on one side of the
border and final assembly of the finished product occurs on the
other. However, an undesirable consequence of this common form
of integration can be the loss of dumping protection in the
country where no final assembly occurs. This problem could be
remedied by the inclusion In a U.S.-Canada FTA agreement of a
provision allowing integrated U.S.-Canadian industries to
petition antidumping authorities in either country to initiate
a "North American" antidumping investigation, regardless of
whether the petitioning industry performs final assembly of the
product in the country where the petition is lodged.
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Comments of Outboard Marine Corporation
Concerning the U.S.-Canada Free Trade Area Negotiations

Outboard Marine Corporation ("OMC") has for many

years been the world's largest producer of outboard motors, and

more recently has become a producer of a variety of recrea-

tional boats. OMC manufactures outboard motors and parts under

the Johnson, Evinrude and OMC brand names, OMC has manu-

facturing facilities in 11 states, employing more than 10,000

people, and also has production facilities in Canada, the

European Community, Australia, Hong Kong and Mexico. OMC's

Canadian subsidiary -- Outboard Marine Corporation of Canada

Ltd. -- is located at Peterborough, Ontario, and engages in the

manufacturing, marketing and distribution of outboard motors

'and parts.

OMC strongly supports in principle the establishment

of a U.S.-Canada free trade area ("FTA"), and believes that the

inclusion of outboard motors, outboard motor parts and recrea-

tional boats in an FTA would be to the mutual advantage of

producers, workers and consumers in both the United States and

Canada. OMC considers it vital, however, that a U.S.-Canada

FTA agreement incorporate (1) a provision for strict country-

of-origin rules applicable to both outboard motors and boats

that must be met before an item is accorded zero-duty treat-

ment, and (2) rules preventing imports through either country

from avoiding remedies imposed under either country's trade

laws.

1. Rules of Origin

OMC strongly supports the U.S. government's proposed

rules of origin applicable to outboard motors that would

require both a change in tariff classification and, in the case

of a change from a parts heading to a finished product heading,

local content of at least 35 percent. OMC also urges the
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extension of these rules of origin to cover recreational boats,

for the reasons set forth below.

Under the proposed Harmonized System of tariff

classifications, outboard motors would be classified under

heading 8407, and parts of outboard motors under heading

8409. As we understand the proposed rules of origin for the

U.S.-Canada FTA, the assembly of parts into finished products

would transform the parts from one heading to another, but

would not effect a change in country of origin for duty

assessment purposes unless the value of materials that are the

product of the country of assembly plus the-direct cost of

assembly operations constitutes at least 35 percent of the

export value of the assembled article.

OMC believes that these proposed rules of origin are

essential elements of an FTA agreement that embraces outboard

motors, recreational boats, and parts thereof. Foreign manu-

facturers must not be permitted to take advantage of a free

trade area to manufacture outboard motors in Canada and ship

them duty-free to the United States (or vice versa) unless the

manufacturer undertakes a substantial local investment in

plants, equipment and components. Accordingly, OMC urges

adoption of the proposed rules of origin as they relate to

outboard motors.

The same proposed rules of origin would not, however,

be applied to boats assembled from imported hulls or parts.

Under the Harmonized System, hulls, unfinished or incomplete

vessels, and unassembled or disassembled vessels are all

classified under heading 8906 if the parts "do not have the

essential character of a vessel of a particular kind." Once

assembled, the boats and vessels are classified under a range

of headings from 8901 to 8905. This change of heading would

thus be sufficient to change the country of origin of the

completed vessel, without requiring any threshold percentage of

local content.
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For this reason, OMC urges that in addition to a

change in heading, the same 35 percent local content require-

ment proposed for the assembly of outboard motors should be

applied as well to the assembly of imported hulls or other boat

parts into finished boats. The U.S. marine industry has under-

gone a dramatic change in structure in recent months, in which

the leading U.S. manufacturers of outboard motors and other

marine propulsion equipment -- including OMC -- have acquired

U.S. boat builders. This structural change means that the U.S.

marine industry will be increasingly dependent on the marketing

of boat-motor-trailer "package" combinations. Both of the

existing Canadian outboard motor producers are owned by U.S.-

based producers. However, while the U.S. industry engages in

the production of outboard motors in both Canada and the United

States, their boat-building operations are located entirely in

the United States. The Canadian tariff rates applicable to

both outboard motors and boats are currently higher than the

U.S. rates, and the Canadian rate applicable to most of the

relevant boats -- 15 percent -- is substantially higher than

the 9.2 percent rate applicable to outboard motors.

As a result, the elimination of duties on either

outboard motors or recreational boats, but not on both, would

defeat the purpose of the FTA negotiations by failing to

include both major components of the boat-motor package. In

addition, OMC believes it essential that any tariff reductions

negotiated for outboard motors and boats be done concurrently

and be phased in at the same rate. This is vital if the FTA is

to fully benefit the U.S. marine propulsion and related bodt-

building industries.

2. Trade Remrdies

OMC would strongly support a provision in a U.S.-

Canada FTA for coordinated enforcement of the two countries'

antidumping laws, in order to eliminate the potential for
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avoidance of U.S. and Canadian trade remedies by foreign com-

petitors. The integration of U.S. and Canadian industry

frequently leads to specialization in the production process,

whereby the manufacture of parts and components occurs on one

side of the border and final assembly of the finished product

occurs on the other. However, an undesirable consequence of

this common form of integration can be the loss of dumping

protection in the country where no final assembly takes place.

This is due to the "like product" requirement found in the GATT

Anti-Dumping Code and in U.S. and Canadian dumping laws. This

situation permits foreign competitors of integrated North

American industries to dump freely into a large segment of the

North American market, and unduly discourages efficient

integration across the U.S.-Canadian border.

This problem could be remedied by the inclusion in a

U.S.-Canada FTA agreement of a provision allowing integrated

U.S.-Canadian industries to petition antidumping authorities

in either country to initiate a "North American" antidumping

investigation, regardless of whether the petitioning industry

performs final assembly of the product in the country where the

petition is lodged. The antidumping authorities in that country

would notify the antidumping authorities in the other country,

and each would then begin their own separate less-than-fair-

Vulue calculations and determine their own dumping margins,

sharing information and coordinating efforts as necessary.

Injury would be determined by the proper authorities in the

country where the petition was lodged, but on a North American-

wide basis, that is, taking into account injury data pertaining

to the entire U.S.-Canadian market. Such an arrangement would

be fully consistent with the GATT Anti-Dumping Code.
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Coordinated antidumping enforcement would have several

desirable effects: it would encourage efficient integration by

permitting a U.S.-Canadian industry that performs final assembly

only on one side of the border to obtain needed dumping relief

in the entire U.S.-Canadian market it would foster communi-

cation and cooperation between antidumping-authorities in the

two countries; and it would reduce the harmful effects of

dumping in the U.S.-Canadian market.

Provided that steps such as those outlined above

are taken to ensure that a U.S.-Canada FTA would achieve its

intended objectives, OMC strongly supports an FTA that includes

outboard motors, recreational boats and parts thereof, and

believes that such an FTA would benefit the interests of both

countries.
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PFIZER INC. 235 EAST 42nd STREET. NEW YORK. N Y 10017-5?55

EDMUND T PRATT. JR
Chairman of the Board

August 11, 1987

The Honorable Lloyd Bentsen
Chairman
Finance Committee
United States Senate
Washington. D.C. 20510

Dear Lloyd:

In response to your July 27 request for public comment, I am
pleased to express the strong support of the Emergency
Committee for American Trade (ECAT) for the U.S.-Canada free
trade negotiations provided that they cover the areas of
intellectual property protection, investment, and services.

We look forward to commenting on the prospective agreement
when it is submitted to you by the President for
congressional approval subject to the "fast track" authority.

Sincerely,

Edmund T. Pratt, Jr.
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PHILLIPS PETROLEUM COMPANY

BARTLESVILLE OKLAHOMA 74004

918 "61 1050

August 12, 1987
Goveenmenh R•mamons

ALAN S NEGBUFIG
Aam s, n$atow Internalonal Alliats

Laura Wilcox
Hearing Administrator
Committee on Finance
Room SD-205
United States Senate
Washington, D. C. 20510

Dear Ms. Wilcox:

I am responding to the Senate Finance Committee request for comments on
the U.S.-Canada free trade area negotiations.

In the field of tariff negotiations, it would seem worthwhile for the U.S. and
Canada to review the possibility of each country removing tariffs on those
products being imported into the country for which no comparable domestic
production exists. This approach could be particularly appropriate in the
chemical sector where some exports of U.S. produced chemicals face certain
Canadian tariff barriers even though there is no equivalent Canadian
production.

It is my understanding that the Administration may be considering alternative
negotiating strategies in this sector, although it is unclear exactly the results
that have been achieved to date.

ASH:ejo

cc: Mary McAuliff



STATEMENT OF POLAROID CORPORATION

ON THE U.S.-CANADA

FREE TRADE AREA NEGOTIATIONS

This statement, filed on behalf of Polaroid Corporation

("Polaroid"), is in response to the July 27, 1987 Committee on

Finance request for public comment on the U.S.-Canada Free Trade

Area ("FTA") negotiations.

Polaroid is headquartered in Cambridge, Massachusetts, and

produces its instant print film in Waltham, Massachusetts. The

company is a major U.S. producer of photographic film and related

supplies.

Polaroid strongly endorses the negotiations arrived at

establishing a U.S.-Canada FTA. The company's specific interest

in the negotiations is the immediate reciprocal elimination of

duties between the two countries on instant print photographic

film. Immediate removal of trade barriers on the product will

benefit both nations and contribute toward achieving the goal of

free and fair trade between the United States and Canada.

The Canadian duty on instant print film is nearly three times

higher than the U.S. duty rate, despite the fact that there is no

Canadian production of instant print film. Our research in Ottawa

reveals that the higher Canadian tariff (i.e., 10.2 percent ad

valorem) was originally introduced to protect the Canadian film

manufacturing market. It is also important to note that instant

print cameras enter Canada duty free, making the high duty on

film all that more unjustifiable..

Despite the high tariff, the U.S. exported over $14 million

of instant print film to Canada in 1986. If the Canadian tariff

is removed, U.S. exports would increase which would lead to new



employment in this country and a reduction in the $23 billion U.S.

trade deficit with Canada.

There are additional compelling reasons why the Canadians

themselves should welcome a U.S. Government request to eliminate

its duty immediately.

The Canadian (as well as U.S.) draft Harmonized System only

captures instant print photographic film. Therefore, reciprocal

duty eliminations will only effect trade of this particular

product.

Moreover, Japanese film manufacturers such as Fuji Film are

importing instant print film into Canada; elimination of the duty

on U.S. film would allow Polaroid to be more competitive in

Canada.

In summary, we urge the Committee on Finance to express its

support for an FTA with Canada and to encourage the U.S. and

Canadian negotiators to agree to an immediate reciprocal

elimination of the tariff on instant print photographic film.

EXECUTIVE SUMMARY

0 Polaroid Corporation endorses negotiations leading to a
U.S.-Canada Free Trade Area and requests Committee support
for immediate reciprocal elimination of duties on instant
photographic film.

0 The Canadian duty on instant print film is nearly three
times higher than the U.S. duty rate.

o There is no Canadian production of instant print film.

o The new draft U.S.-Canadian Harmonized System specifically
captures instant print film: therefore, duty elimination
will be confined to this product only.

o Immediate duty elimination on the film will make U.S.
exporters more competitive with Japanese firms in the
Canadian market.



Comments of PPG Industries, Inc.
Concerning the U.S Canada Free Trade Area Negotiations

Summary of PPG's Comments
on the U S.-Canada free trade area negotiations

I. PPG Industries. Inc. fully supports the objectives of the U.S.-Canada Free
Trade Agreement initiative being pursued by the Administration. It encourages
the U.S. negotiators to achieve the mutual elimination of U.S. and Canadian
import duties on manufactured products in the flat glass. chemicals- and
coating and resin product sectors. It does not believe that as between the
United States and Canada any of the tariff categories which it has identified
in its comments are import sensitive.

2. PPG therefore recommends the elimination of duties effective with the rati-
fication of the trade agreement, or over a short period of year's rather than
the 10-year span envisaged for import sensitive products.

3 At the same time. PPG believes that the effectuation of duty-free treatment
of this cross-border commerce should be fully reciprocal, that the U.S should
not unilaterally make its tariff eliminations immediately or in the short term
effective if Canada reserves the right to stage its tariff eliminations over
the full 10-year period.

4. PPG is also concerned that U.S. duty elimination on products that are not
manufactured in Canada could invite transshipment through Canada of goods not
of Canadian origin To illustrate this concern, PPG understands that USTR has
recently tabled for duty elimination Harmonized Tariff Headings 7004.10.20.
7004 90.05, 7004 90.25, and 7004 90.30. These pertain to colored and clear
sheet glass, which is not produced in Canada, or in the United States Sheet
glass is predominantly produced now in developing countries and Eastern Bloc
countries who eagerly export their surplus production to the United States
In many end-use markets, price is the controlling consideration and quality is
not a significant deterrent. Thus, the elimination of U.S. import duties on
sheet glass now on the table would, PPG believes, be an open invitation for
transshipment of developing country and Eastern bloc product to avoid the reg-
ulatory effect of existing U.S. duties as to imports from those countries. To
prevent this result, the U S.-Canada agreement should provide a special defi-
nition for the term "substantial transformation", so that the benefits of the
agreement will be limited to goods that are truly of North American origin.

5. PPG invites attention to the quite substantial disparity in the proposed
U.S. Harmonized Tariff MFN rates for glass and coatings and resins products in
comparison with the rates for Canada. the EEC and Japan. In a large proportion
of instances, the U.S. proposed duty is significantly lower than that proposed
by those major trading partners. The U.S.-Canadian Free Trade Area Trade
Negotiations should eliminate disparities in tariff treatment by mutual elimi-
nation of duties. The existing disparity in tariff treatment in its products
gives emphasis to PPG's request that the elimination of duties be carried out
parn passu.

6. PPG appreciates the support of the Committee of Finance for the successful
conclusion of the negotiations. It requests that the Committee indicate to the
USTR's Director of Trade Negotiations its interest in and support for the
principles and information presented in these comments so far as flat glass.
fiber glass and coatings and resins products identified by the Harmonized Code
Headings specified herein are concerned.



I. PPG Industries, Inc. Is a multinational manufacturer of flat gJtss', chemi-

cals and coating and resin materials. It has manufacturing facilities In the

United States, Canada and other countries. It fully supports the objectives

of the U.S.-Canada Free Trade Agreement initiative being pursued by the Admin-

Istration. It encourages the U.S. negotiators to achieve the mutual elimina-

tion of U.S. and Canadian import duties on manufactured products In the flat

glass, chemicals-! and coating and resin product sectors. It does not be-

lieve that as between the United States and Canada any of the tariff categories

are import sensitive.

2 PPG therefore recommends the elimination of duties effective with the rati-

fication of the trade agreement, or over a short period of years rather than

the 10-year span envisaged for import sensitive products. At the same time, PPG

believes that the effectuation of duty-free treatment of this cross-border com-

merce should be fully reciprocal; that the U.S. should not unilaterally make

its tariff eliminations immediately or in the short term effective If Canada

reserves the right to stage its tariff eliminations over the full 10-year

period.

3. PPG is also concerned that U.S. duty elimination on products that are not

manufactured In Canada could invite transshipment through Canada of goods not

of Canadian origin. PPG is aware of the significant concern over duty-avoid-

ance and quota-avoidance transshipment through Canada which may have occurred

1 PPG's interests in relation to chemicals are being represented by the
Chemical manufacturing Association's Office of the Chemical Industry Trade
Advisor which has submitted written views to the USTR concerning the mutual
elimination of intra Canada-U.S. trade chemical tariffs.
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the U.S. Canada Free Trade Area Negotiations
August 17, 1987

In the steel, electronic product, textile and apparel, certain specialized

chemicals, and fresh cut flower product sectors.

4. To Illustrate this concern, PPG understands that your office has recently

tabled for duty elimination Harmonized Tariff Headings 7004.10.20, 7004.90.05,

7004.90.25, and 7004.90.30. These pertain to colored and clear sheet glass,

which is not produced in Canada, or In the UnIted States. Sheet glass is pre-

dominantly produced now in developing countries and Eastern Bloc countries *ho

eagerly export their surplus production to the United States. While not of the

same quality as domestic or Canadian float glass, Imported sheet glass, colored

and clear, are sold at deep margins of underselling ot domestic float glass.

In many end-use markets, price is the controlling consideration and quality is

not a significant deterrent. Thus, the elimination of U.S. import duties on

sheet glass now on the table would, PPG believes, be an open Invitation for

transshipment of developing country and Eastern bloc product to avoid the regu-

latory effect of existing U.S. duties.

5. In the past, the problem of transshipment has generally been addressed by

requiring that the Imported product have a certain percentage of local

content, normally 35%, before It can qualify for duty-free treatment. This Is

the approach taken In the Caribbean Basin Initiative, for example. While PPG

strongly supports the Imposition of a local content requirement, It has been

the company's experience that this requirement alone may not prevent

transshipment. In the case of bulk Items In particular, the value added by

resizing or packaging may be sufficient to satisfy local content

requirements. With respect to paints or resins imported Into Canada from some
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August 17, 1987

third country In bulk form, for example, simply transferring the product to

one-gallon cans could add enough value to satisfy a 35% local content

requirement. Resizing imports of glass can have the same result. Yet in each

case, it Is plain that no substantial transformation has occured, and that the

potential for avoidance of duties by minor processing or packaging of the

product in Canada or the United States would remain. To prevent this result,

PPG recommends that a special definition of "substantial transformation" be

included in the U.S.-Canada agreement that will not permit duty-free treatment

to accrue to products which are, In fact, not of North American origin. One

possibility would be that the transformation in Canada or the United States

must be sufficient to cause the article to be classified under a different

Harmonized Code four-digit group. Such a standard would be administratively

simple, and would increase the likelihood that any "transformation" was in

fact substantial. PPG would be pleased to work with the Committee to develop

a solution to this problem.

6. PPG Invites attention to the quite substantial disparity in the proposed

U.S. Harmonized Tariff MFN rates for glass products in comparison with the

rates for Canada, the EEC and Japan. In a large proportion of Instances, the

U.S. proposed duty Is significantly lower than that proposed by those major

trading partners. It is the function of the U.S.-Canadian Free Trade Area

Trade Negotiations to eliminate disparities in tariff treatment by mutual elim-

ination of duties. The existing disparity in tariff treatment in the Company's

products gives emphasis to PPG's request that the elimination of duties be car-

ried out parl passu.



299

Page 4.Comments of PPG Industries, Inc. Concerning
the U.S. Canada Free Trade Area Negotiations
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Identification and Comparison of U.S.,
Canadian, EEC, and Japanese MFN duty rates on flat glass and fiber glass

in the proposed Harmonized Schedules of each country.
(Underscored duties of other countries exceed U.S. duties

for the like Harmonized Schedule category).

U.S.

4.9%

Canada

5.5%

16. 1€/m 2

(4.6% equiv.)
6.3%

E.E.C.

3.8%

3.8%

3.8%

20.8€1ma
(8.45% equiv.)
16.19/m 2

6%

7006 1.9%
7006. OOA
7006.00.10
7006.00.40 4.9%

5.5%
5.8%

7007.11 6.2% 6.6%
7007.IIA Free
7007.118 5.8%
7007.11.11 17.5%
7007.11.19 9.2%
7007.11.20 Free
7007.11.30 10.2%
7007.19 6.2% 10.21 5.8% 5.8%

Head i ng

7005.10

7005-.21
7005.21.10

7005.21.20

7005.29
7005.29.010
7005.29.020
7005.29.05

7005.29.15
7005.29.25

Japan

7.9%

7.9%

5.8%
7.9%
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Heading U.S. Canada E.E.C. Japan

7007.21 Free
7007.21A Free
7007.218 5.8%
7007.21.10 5.5%
7007.21.11 17.5%
7007.21.19 9.2%
7007.21.20 Free
7007.21.30 10.2%
7007.21.50 5.5%
7007.29 5.5% 10.2% 5.8% 5.8%

7008.00 4.4% 10.2% 5.3% 1.9%

7019.10 9.5% 4.6%
7019.10.21 12.5%
7019.10.29 15%
7019.10.30 6.2%
7019.10 40 7.2%
7019.10.60 6%

7019.31.00 6.2% 9.5% 4.6%
7019.31.10 15%
7019.31.90 25%

7019.32 6.2% 25% 6.5% 4.6%
7019.39 10.2% 6.5% 4.6%
7019.39.10 6.2%
7019.39.50 6.2%
7019.90 6.2% 9.5% 4.6%
7019.90.10 25%
7019.90.90 10.2%

Page 5.
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7. The volume and value of U.S. Imports In the above listed tariff categories

as well as other categories of flat glass and fiber glass products (to assist

In evaluating the risk of transshipment) from Canada, the EEC, Japan and all

other countries are as shown In the following table:

U.S. Imports of Flat Glass and Fiber Glass Products
from its principal Harmonized Code Trading Partners, 1985

(Quantity in 000's units; Value. FAS origin In $000's)

Countries of Origin Total
Heading Commodity Canada the EEC Japan Others Imports

Grand total of the above headings: $69,466 $108,768 $111,569 $149,299 $439,102

Source: Import data, Bureau of Census, IN 145/146 tapes.

8. PPG requests the concurrent mutual elimination of U.S. and Canadian duties

on the products of PPG's Coatings and Resins Group. As in the case of glass

products, PPG notes that the proposed U.S. Harmonized Schedule In most

Instances indicates an MFN duty rate which is lower than the ad valorem

equivalent of the existing 1987 TSUS MFN rate, Indicating a reduction in the

U.S. duty should the proposed Harmonized Schedule MFN rates be promulgated.

For purposes of mutual, concurrently phased elimination of U.S. and Canadian

Import duties on coatings and resins products like or competitive with its

products, PPG identifies the applicable Harmonized Code Headings in the

following table.

9. As In the case of glass products, PPG invites attention to the quite sub-

stantial disparity in the proposed U.S. Harmonized Tariff MFN rates applicable

to coating and resin products In comparison with the rates for Canada, the iEC
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and Japan. In a large proportion of Instances, the U.S. proposed duty is sig-

nificantly lower than that proposed by those major trading partners. It Is the

objective of the U.S.-Canadian Free Trade Area Trade Negotiations to eliminate

disparities In tariff treatment by mutual elimination of duties. The existing

disparity in tariff treatment in the Company's products gives emphasis to PPG's

request that the elimination of duties be carried out parn passu.

Identification and Comparison of U.S..
Canadian, EEC. and Japanese MFN duty rates on coatings and resins

in the proposed Harmonized Schedules of each country.
(Underscored duties of other countries exceed U.S. duties

for the like Harmonized Schedule category).

Heading U.S. Canada E.E.C. Japan

3208
3208.10.00 3.7% 9.2% 10.0% 4.8%
3208.20.00 3.6% 9.2% 10.0% 4.6%
3208.90.00 3.2% 9.2% 10.0% 4.8%

3209
3209.10.00 5.1% 9.2% 10.0% 6.0%
3209.90.00 5.9% 9.2% 10.0% 6.0%
3210.00.00 1.8% Free 7.1% 5.87

3215
3215.11.00 1.8% 12.5% 6.6% 5.8%
3215.19.00 1.87 12.5% 6.67 5.8%
3215.90.10 3.1% 12.57 6.97 5.87.
3215.90.50 1.87 12.5. 7.17 5 8%

3810
3810.10.00 5% 12.5% 6.6% 5.87

3506.91.00 2.17 12.57 7.17 5.8%
3506.99.00 2.1% 12.5% 7.07 5.8%
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10. The volume and value of U.S. imports In the above listed tariff

categories from Canada, the EEC, Japan and all other countries are as shown in

the follow-

Ing table:
U.S. Imports of Coating and Resin Products

from its principal Harmonized Code Trading Partners, 1985
(Quantity In 000's units; Value, FAS origin In $O00's)

Countries of Origin Total
Heading Commodity Canada the EEC Japan Others Imports

Grand total of the above headings: 120,325 109,972 120,292 2,698,479 2,941,068
$39,321 $129,141 $43,692 $35,001 $563,155

Source: Import data. Bureau of Census, IM 145/146 tapes. T'" grand total is
that of the constituent coatings and resins TSUS Ms listed above, without
duplication.
a..mmamaaaaamaaa a am.ma.ma.mama. ammma smainm mmmmmms mmmmama.aaaaauuaaamama..mama ammwma

11. PPG also requests that your secure the mutual elimination of U.S. and

Canadian Import duties on key raw materials used In the manufacture of finished

coating and resin products. Many of these industrial chemicals are not manu-

factured in Canada, yet Canada subject their Importation to duty. The Harmo-

nized Headings which identify those basic raw materials are identified in the

following table. As In the case of glass and finished coatings and resins

products, PPG invites attention to the quite substantial disparity In the pro-

posed U.S. Harmonized Tariff MFN rates applicable to raw materials for use in

manufacturing coating and resin products in comparison with the rates for

Canada, thl EEC and Japan. In a large proportion of Instances, the U.S. pro-

posed duty is significantly lower than that proposed by those major trading

partners. The U.S.-Canadian Free Trade Area Trade Negotiations should elimi-

nate disparities in tariff treatment by mutual elimination of duties carried

out parn passu.
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Identification dnd Comparison of U.S.,
Canadian, EEC, and Japanese mrN duty rates on raw materials
for use In the manufacture of tinished coatings and resins

In the proposed Harmonized Scheaules of each country.
(Underscored duties of other countries exceed U.S. duties

for the like Harmonized Schedule category).

Heading U.S. Canada E.E.C. Japan

3212.90.00.10 3.1% 9.2% 10% 3.11%
3212.90.00.50 3.17% 9.2._ 107. 6.27.

3907.10.00 2.2€/kg 8.7% 7.6% 4.1%
+7.7%

3907.20.00 2.2€/kg 10_ 7.6% 4.1%
+7.7%

3907.30.00 6.17% 8.7% 7.6% 4.6%
3907.40.00 5.8%7 117. 8-. 4.1%
3907.50.00 3.l¢/kg 107. 8.0% 5.1%

+9%
3907.60.00 3.1%/kg 0_% 8.0% 4.6%

+ 9%
3907.91.10 5.8%7 10 8.0% 4.6%
3907.91.50 0.9¢/kg 107. 8.07 4.6%

+9%
3907.99.00 3.1¢/kg 10% 8.0% 4.6%

+9%

3909.10.00 6.9% 10% 6.9% 5.8%
3909.20.00 6.9'. 10% 6.9% 5.8%
3909.30.00 6.9% 7.1% 6.9% 5.8%
3909.40.00 6.5% 8.77._6 9% 5.8%
3909.50.10 Free 9.3% 8.4% 4.6%
3909.50.20 2.17% 9.37 8.47. 4.67.
3909.50.50 6.3% 6.8% 8.47. 4.6%
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12. Conclusion. PPG supports the commendable and difficult endeavor of the

U.S. Trade Representative to consummate a free trade agreement with Canada by

the existing deadline of October 1. It submits these comments In support of

the mutual elimination of U.S. and Canadian import duties, parl passu, on the

products manufactured by the Company In the United States, many of which are

also manufactured In Canada. PPG appreciates the support of the Committee of

Finance for the successful conclusion of the negotiations. It requests that

the Committee Indicate to the USTR's Director of Trade Negotiations Its Inter-

est in and support for the principles and Information presented herein so far

as flat glass, fiber glass and coatings and resins products Identified by the

Harmonized Code Headings specified in these comments are concerned.

Respectfully submitted,

PPG INDUSTRIES, INC.

Mr. Harold G. Battle
Vice President, licensing & Export Sales
Coatings & Resin. Group

Mr. John C. Relchenbach, Jr.
Director, Marketing, Glass Group

Mr. R. Gary HilsonDirector of Corporate Govenment Affairs

A E6ene L. Stewart
Terence P. Stewart
Stewart and Stewart
PPG's Special Trade Counsel

Of counsel:
Glenn M. Miller, Esq.
Senior Counsel
PPG Industries, Inc.
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Precision Twist Drill Co.

ARTHUR R. BECK
Presienl

Chief Operatang Oftes

July 14, 1987

President of the United States
Ronald E. Reagan
Washington, D.C. 20500

SUBJECT: TRADE BARRIERS WITH CANADA

Dear Mr. President:

I know there has been much discussion with Canada
concerning the trade barriers that currently exist. Our
company would very much favor the abolishment of all of
these current restrictions.

Our company currently does $450,000 worth of business into
Canada, and this could easily be well over a million
dollars' worth if the current restrictions were abolished.
There is a very high cost of doing business added to our
product when a distributor purchases from us, and many
times this makes our product uncompetitive with the common
market countries.

I would hope that a conclusion could be arrived at in the
very near future. We would sincerely appreciate your
support on this very important matter.

Best regards,

ARB:sw

cc: Senator Alan Dixon
Senator Paul Simon
S. London, MCTI

BOX 4002 9 CRYSTAL LAKE, ILLINOIS 60014 * 8151459-2040
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Precision Twist Drill Co.

ARTHUR R. BECK
President

Chif Operating Officer

May 20, 1987

Governor James R. Thompson
Illinois Statehouse
Springfield, IL 62706

Dear Governor Thompson:

I would like to ask your support with regard to the
abolishment of trade barriers that currently exist between
Canada and the United States. I understand that you are
in favor of this.

Our company currently does about $450,000 worth of
business in Canada, and we could greatly increase this
number if the current restrictions were abolished.
Frankly, we feel that we should be doing a minimum of a
million dollars in the Canadian market, but the high cost
of our distributors working with us many times makes us
very uncompetitive with the common market countries.

Any support you can offer would be most appreciated.
Thank you for your help.

Best regards,

ARB:sw

cc: J. Beck
J. DeMond
D. Gulbrandsen
B. Matz
J. Glennon

ONE PRECISION PLAZA * CRYSTAL LAKE, ILLINOIS 60014 o 8151459-2040
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THE PROCTER & GAMBLE COMPANY
I•(UTI (I •ISI

I PRIM fIa &(,%VM4IRPIAlAJ (4IFNAII (*It) 4%10 f11,

The Honorable Lloyd M. Bentsen August 14, 1987
Chairman, Seaate Committee on Finance
205 Senate Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

We appreciate the opportunity to Pomment on negotiations for a U.S.-Canada Free Trade
Area. This letter summarizes our views, which are explained in the attachment.

These negotiations are of historic importance. Both countries face an increased
challenge in remaining globally competitive. Meeting this challenge is not Just
important to maintaining our standards of living. It is also significant to our
national securities and our abilities to be effect-ve leaders in the world. The
improved allocation of resources that should come from an PTA are important to
meeting this challenge. Several previous opportunities have been lost; this time,
we need to succeed.

The negotiations now appear to be reaching the critical stage, with both sides
racing difficult economic and political decisions. We are hopeful the negotiators
will not lose sight of the overall needs of both countries as they struggle with
specific issues. For instance, loss of the overall agreement because a given
problem cannot be resolved will likely result not only in no improvement on that
problem, but also losing the larger purpose, which is the overall benefit of an
FTA to both countries. The political results of failure, in fact, are likely to
exacerbate matters. We do recognize, nevertheless, both the economic and the
political need for a broad, comprehensive agreement:

1. Tariffs must be elimiqated between both countries on all products. A balanced,
ten-year maximum phase out of duties is appropriate for sensitive products.
The eligibility rules for determining duty exemption should focus as much on
maximizing the mutual economic opportunity as on preventing circumvention.

2. It is important to Canada's future growth that foreign investment is encouraged.
It is in that country's interest to provide assurance against a return to the
FIRA-based deterrence environment and to match the opportunities that Canada's
investors are today actively pursuing in the United States.

3. We share Canada's concern about arbitrary and capricious application of U.S.
"unfair trade" laws. While well intended, these laws sometimes obtain absurd
results that are not always in our national interest. We can expect increasing
use of such tools against us. Therefore, it is mutually desirable to develop a
balanced accommodation in this area.

4. An PTA should include a process for harmonizing where desirable, those Federal,
Provincial and State regulations that hamper achievement of its full potential.

Very truly yours,

re n r r beL. Artto
V fce Chai rmanz of- the Board a~nd
President, Procter & Gamble International
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COMMENTS TO THE FINANCE COMMITTEE

ON THE U.S.-CANADA FREE TRADE NEGOTIATIONS

AUGUST 14, 1987

1. Economic Benefits & Costs of Tariff & Non-tariff Barrier Removals

First of all, we believe that over time the larger total market resulting
from an Agreement will provide broad consumer-related economic benefits.
Resources will be used more efficiently, rather than being diverted by
tariffs and other barriers to trade. There will also be net advantages
resulting from improved economies of scale. We note that an economic
study made for the Canadian MacDonald Comission anticipates a 13-152
growth in consumer income in Canada from an Agreement and have no reason
to doubt its conclusions. We also believe that there will be growth in
U.S. consumer income at least proportional to the difference in the sizes
of the two economies.

It is too early for us to know exactly what changes in our business will
result from an Agreement. However, we can estimate probable general
effects. We foresee opportunities for increased sales from a larger
market. We also see opportunities for increased efficiencies and are
developing plans to take advantage of them. We expect to improve the
rationalization of our manufacturing facilities. The result will be
production allocated on a cost and market efficient basis. Further, we
expect to obtain increased efficiency throughout other areas of our
business, such as product development, engineering and purchasing. Today
our efforts tend to be fractionated by the existence of both tariff and
non-tariff barriers between the two countries.

We have found that some products now made on both sides of the border
should only be made on one. The res,,lts of this rationalization would not
be one-sided. We would plan to increase Canadian production of some
products and on others, we will concentrate on U.S. plants.

Today our products sold in the Pacific Northwest have to be transported
from other parts of both countries at considerable expense. This is
because under the current structure, we have been unable to justify
economically the construction of any consumer product plants closer to
this market than central California, Kansas and Nebraska in the United
States, or in Canada, west of Ontario.

Placing Portland, Seattle and Vancouver in the same market will increase
the economic base of that area. In the long term, this change should
encourage us and others to consider building manufacturing facilities
there. Such actions should stimulate our raw material suppliers also to
consider local production. The result would not only build the economy of
that region, but also help stabilize it by reducing its current dependence
on products with cyclical markets, that have periods of excess demand
followed by periods of high unemployment and depression. This would help
alleviate the frictions that develop between the two countries from
competition over limited markets for some of theme cyclical products.

Similar production rationalization could be accomplished by supplying some
of our products from Hamilton or Brockville into the U.S. mid-west, and
vice versa.

Importantly, we do not believe that the benefits will be one-sided;
rather, we believe that both countries will benefit in the long term.
Further, we do not believe that any meaningful long term macroeconomic
costs will be encountered, only interim adjustment problems. Therefore,
low tariffs, and those where there is little likelihood of economic
disruption should be eliminated immediately upon implementation of the
Agreement. To minimize the interim adjustment problems, the remaining
duties should be eliminated in equal stages over a five-year period, with
10 years only being used where there is exceptional sensitivity, including
areas of significant workplace dislocations.
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2. Restrictions on Direct Investment

We support free and open markets for investment, just as we do for trade.
We are basically satisfied with the situation as it is currently
administered in Canada since the revocation of the Foreign Investment
Review Agency, although we understand that other industries continue to
face a closed market. It is important to Canada's ovn economic development
that it both open Its own market further and provide guarantees against a
return to the FIRA approach. An open market exists today in the United
States for Canadians and is being actively exploited by them.

The basic principles of a free investment market include such things as
the right of establishment, national treatment, repatriation of profits
and guarantees against discriminatory expropriation. Any exceptions to
these principles should be very tightly limited to areas clearly essential
to national security or cultural identity. Using hidden means of
protecting domestic investments that are not essential to these areas
should be prevented.

3. Contingency Protectionism

U.S. laws to provide protection against "unfair" trade and other
disruptions caused by imports are well intended. However, we have found
that the results actually achieved are often widely variant from the intent
and are inconsistent with the national interest. We share the views of
Professor John Jackson, the premier academic expert on such issues, that
our anti-dumpLng law is trying to accomplish more than is reasonably
possible to expect. We do not disagree with the conclusions in the
attached article from the Wall Street Journal.

We are also concerned that increasingly, we are likely to be "hoist with
our own petard" through foreign retaliation. We note, for example, the
recent first ever non-U.S. application of the GATT Subsidies Code case in
Canada's countervailing 4uty action against U.S. corn exports. We can
expect more of the same kinds of activity against our exports, and not
only by Canada.

Therefore, we strongly believe it is in the United States' interest, and
not Just Canada's, to include an effective Lrade dispute settlement
process In an agreement.

4. Federal, Provincial &.State Regulation - General

To achieve the full benefits of an Agreement, it appears that there will
have to be considerable harmonization of laws and regulations that do not
Immediately appear to be trade barriers. For Instance, deregulation of
the Canadian transportation industry appears to be essential to achieving
the more efficient, market-based allocation of resources that will bring
the consumer benefits we anticipate.

We also believe that some harmonization of regulations to protect human
health, safety and environment will be necessary if they are not to become
serious non-tarLff barriers to trade. This needs to be done in a way that
does not undermine the protections they properly provide; rather, those
differences that do not really provide benefits should be resolved.

One way to approach this would lie in the establishment of small
project-specLfic commissions comprised of relevant experts to review
problems as they are identified. Their reports should be made within
specified time limits appropriate to the task. Implementation should be
through "fast track" legislation of the type provided under Section 102
with provision for consideration by the Congressional Committees with
relevant jurisdiction of the issues involved.

5. Rules of Origin and Standards of Preference

It is Important that clear, economically realistic and administratively
practicable criteria be used to determine which products are eligible for
the duty exemptions provided by an FTA. They should strike a reasonable
balance between being so loose as to permit circumvention and so stringent
that in reality few complex manufactured products could qualify for the
exemption.

I~I
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We support adoption of the rules of origin proposed for international
harmonization by the Joint Industry Group, the U.S. Council for
International Business and the Industry Functional Advisory Committee on
Customs Hatters.

This proposal is an effective, workable combination of the traditional
U.S. rules and those used by the European Community. We are aware that
the Administration is working on a modification of this proposal. It Is
also proving responsive to private sector needs. However, we have to
reserve first comment until we see more of the details of the proposal.

For the above reasons, we participate In the Steering Committee of the American
Committee for Trade Expansion with Canada (ACTE/CAN), an organization of 450
companies with similar views.

•.,.U.S. Fair Trade Laws Are Anything But
By JAmU BoVARD

")fSl 6fidaq of " r trae I sr
bet &W and more m r a than that of
n1 Ot A nerV's L'ding partners Ande .&.PrlcAIIy different ddflt
of far trade for Aroerca • and foreigners.
As Fred Smith d1 the Competitve Enter-

e liMuW says, "U th same anti-
dumpin laws applied to U.& companies,
every after-Christman sale In the country
would be banned."
U. trade laws require that the Com-

merce Depatmient first determine
whether a foreign product Is being sold in
the U.S. at less than Wr value. or Iftthe
foreign company receives a government
subsi. After that. the International
Trade Commissn must determine
whether imports cause domestic conpa-
Wes any "harm which is not inconsequen-
tial. iMartral, or unmpotMUL"

But this measure is so broad as to be
meaningless. MC Chirwoman Susan Ue-
beler not "Any time a folig producer
expos products to the U.S.. the increase
in supply must result in a lower prce of
the product than would otherwise prevail "
Even If Iports only prevent 1S. pIces
from rising. they can be condemned for a
priceIuppressing effect. Our trade laws
have never been accused of a procon
sumer bias.

What is,,less than fair valu"? TW
Commerce DeparUtmt's creative Inter-
pretation probably h made many medi-
eval scholastics smile in heaven

For Instance. laM year. It cited China
for a dumping margin of 6.65% on Its por-
celain-on-st cookware meanng that It
was spen g about $1.61 to get 1 in U.S.
sale). Since China does not have a market
price system. the department looked else-
wher to deduce the ost of Chinese cook-
war production. decdt that Thaland
was "at level of economic development
compuaalez " to China. IT(7s must be a
surprn to Bangkok. since Thailand's per-
capitaIcme is roughly three ims
hige than Chlna'L) But Thai cookware
makes refused to open their fles to the
Commerce Department-juflably. sUne
at least one foeitg company that volun-
atarl helpeditis the pest has mzbsee
quently been hit with dume" charge
tue. (Sim . often whe hg dump-
ig margin amaaoiunced It k because e
the fo Mmip aMuse? tofe to reveal all

Ie b-hMw Mandal sereF t a c
wee DepartUW MinbaJ)

S T le Cmml Deparntd then de-
cided to judge Chia y• m n s
cookware, pricswth k. Frl e Ol and
West German cookw pri•es.Not w
praa&.Chinm incamp .0011-NOW.
(Odom quaity was & a . bat the
department did nd adjust frthai.M ) Mh
Cmw rce Dpafnment t ns "proved" tht
Cina was unfairly dumpig Its pots and
pans on America. Became of the verdict.
the CtosnS service nw demands a
0.45% caub deposit on all incoming Chi-
-W poreekanw-stnd cookware.

Trade laws are prtmied on the Idea
that every foreign company is trying to
monopolize every sector of the Americm
economy The International Trade Com-
Mission. established In 1,16. determines
harm uas done by a particular country's
Imports to a particular U.S. Industy.

Even though Israel's share of the U S.
oil-drIllIng-equipment market was less
than 1%. for example, the Internatonl
Trade Commission fund that the Ameri-
can industry had somehow suffered. In a
recent flower invesUition, the ITC con-
cluded that f•ll*-se Kenyan carnatos
were hurting American flower growers.
Total Kenyan crnaUon exports to the U.S.
are Ullliaputian-less than OOS-01of total
U S flower constumpt-on-and the alleged
"less than fair value" margin was Only
156% ISusan Uebeler and Vice Chair.
woman Anne Brunsdae dissented but were
outvoted All five M commissioner are
Reagan appointees I

And there is a double standard For-
mer ITC Chairan William Leonard noted
in a recent interview. "The 1TC more or
less takes on faith the price Informauon
and profitability supplied boy domesic n-
dustnes But the price information is usu-
ally meaningless because It does not show
the quantities being sold." Of course. U.S.
producers have an incentive to overstate
their prices to make it easier to prove that
foreigners are unfairly "underseimg"
them No American company has ever
been penalized for lying about its prices in
an ITC investigation

Reading the congressional debate on
the House trade bill. one would think that
most trade cases were about international
conspiracies to take over the U.S market.
But the vast ma)onty of recent trade cases
are simply American bureaucrats qulb-
bling abuut such things as which expenses
of a foreign company to allow, how to cal-
culate foreign cost of production. adjust-
ments for exchange-rate fluctuations, com-
paring prices for arbitrary "adjustments"
for differences in quality. different vol.
umes of sales, and wholesale vs. retail
sales figures

In 1 64. Italy was convicted of a "less.
than-fair-value" *margin of1 161, on its
pads for the keys of woodwind Instru-
ments-even though Commerce admitted
that It did not compare sales of identical
products in Italy and the U.S The whole
Idea of proclaiming 1I- and 21 dumping
margins in a world where exchange rates
routinely fluctuate 2% 4 week is absuird.

Commerce Department analyses of for-
eigners" cost of production are often sense-
less. U.S. trade law requires that the de-
partment alwys assume in Its "cost-of-
production" formula that a foreigntcorn-
pany makes a profit of08% or more Every
trade case that ;roves that foreign comnpa-
nies are selling below cost of productUon
also assumes that foreign companies make

a 8% WOOL Nobody at le deparnent
Can explin howM A OMPOW CMaellbelow
cot anddisill make this same profit.

The recent semlconductor cas, where
the Commerce Depatment claimed that
the Japanese were selling at lessth
"fair value." was typical of the depart-
ment's wizardry. It assumed a static
"cot-of-production" model that was
scorned by the Federal Trade Commirsin
as unrepresentative of how businesses op.
erate and calculate In the real word.
There were disputes on how to allocate
such item as plant overhead. research
and development expenses, start up costs
and pensi coals. And. of course, the
Commerce Deprtment assumed that the
Japanese were making an •% profit on
their money-ing sals.

The whole point of U.S trade laws is to
prevent foreigners from dumping their
products. bankrupting American compa.
nies. andth takiWng over the market and
clbberint consumers Our trade laws per-
petually Inflte domestic prices in order to
protect consumers against the one-.n-a-mil-
ion posibllity that a foreip company
could corner the market-and raise prices.
But the more internaionatlsed markets
have become, the lea ability IndJvidua
compules or counUes have to debate a
market. If Germans try to buskwhack
beer-drinkers. for example. the Dutch. Bel-
gians and even the Mexican will undercut
their scheme.

According to Commerce Secretary Al-
colm Baidrige. "Our fair trade laws are
the bedrock on which free trade stands."
But. rather than bedrock, our trade laws
are a rie trap, certain to snare for-
elemrs wle leaving domestic compares
untouched. For the U.S. Commerce De-
partment. the only fair price seem to be a
price higher than thai charged by Arren-
can competitors.

Mr. Bouawrd i es heqsei on Msde

A al. St. dj.rna-
June 3, i VgP
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RANDY AUSTAD
STATE SEIAMTo

S s SENATE O lAMPR%

RESII*tNk

11fhI1-12401i IL.-I.
kA,%j11 i M e .i... August 10, 19d7

To The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, DC 20510

Dear Mr. Chairman:

There is strong business support in our state for national legislation to
work out a comprehensive agreement with Canada to remove trade barriers.

Many of us believe that we're heading towards a global economy and it's
inevitable that sooner or later we'll have to do this simply to better
protect ourselves with other countries that have worked out similar agree-
ments.

in addition, a number of industries witnin our state could benefit im-
mediately if trade restrictions were edseu. Tjis includes parts of the
agricultural industry, the wholesale distribution industry, and the direct
marketing industry.

As a close neighbor to Canada, and a state highly dedicated to economic
development, this Is one area tnat your help could significantly create
many more advantages for us than disadvantages.

Thank you for your consideration.

"lest personal regards,

Randyt sead
State Senator

RA: kh
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T. A. Campebmiao
Corporate Vice President

International

Rockwel Inremuional Coporaflon
600 Grant Street

Pittsburgh. Pennsylvania 15219
USA

(412) 565-2032
Telex 866213

ROCKWELL PGH A

August 13, 1987

Ms. Laura Wilcox
Hearing Administrator
Committee on Finance, Room SD-205
United States Senate
Washington, 0. C. 20510

Dear Ms. Wilcox:

RE: U. S.-Canada Free Trade Negotiations

Canada's importance as the United States largest trading
partner is well documented, but has not received the
attention of other trade relationships. We believe that
the current negotiations represent a rare opportunity to
significantly enhance the international trade of the
United States and that a balanced agreement is absolutely
in the United States' national interest. We also believe
that reductions in the impediments to trade will
strengthen both countries and make both nations more
competitive in other markets.

The importance to Rockwell of free trade with Canada is
substantial. The Canadian marketplace represents in
excess of one quarter of our sales outside of the United
States. Annual U. S./Canada cross-border flows represent
nearly 60 percent of the sales of our Canadian
subsidiaries and Canada is the destination of 22 percent
of Rockwell's exports from the United States. We believe
that a free trade agreement could significantly enhance
this two-way business flow which would be in our interests
both in Canada and the United States.

76-574 0 - 87 - 11
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STATEMENT OF FRANK DROZAK

PRESIDENT, SEAFARERS INTERNATIONAL UNION

ON THE

U.S.-CANADA FREE TRADE AGREEMENT

On behalf of the Seafarers International Union (SIU),
representing unlicensed seamen employed on U.S.-flag vessels
engaged in America's foreign and domestic trades, I would like
to express our concerns regarding the proposed U.S./Canada Free
Trade Area Agreement (FTA). Hopefully, some very important
objectives will be achieved with the passage of an FTA. The
SIU is not opposed to free and fair trade, however we strongly
believe that the nation's maritime promotional programs should
not be diminished under the guise of free trade.

The SIU believes that the nation's maritime promotional
programs serve national security and domestic transportation
interests and should not be a matter of international
negotiation. America's maritime policies and promotional
programs were implemented to serve national interests and do
not impinge on the rights of other nations to act similarly in
their own interest. Therefore, America's maritime policies and
programs should not be considered as impediments to
international commerce nor subject to treaty negotiations.

The United States' maritime promotional programs were
enacted to foster and maintain a U.S.-flag domestic merchant
marine that is sufficient to carry the nation's commerce and
serve as a naval or military auxiliary in time of war or
national emergency, to be owned and operated privately by
citizens of the United States. Maintenance of a viable U.S.
merchant marine is essential to the nation's defense industrial
base and requires ship building facilities, ship component
manufacturing, ship repair facilities and industrial skilled
employees. In addition, the requirement for U.S. crews on
these vessels insures the quantity and quality of manpower
needed by the Department of Defense during periods of conflict.

Unfortunately, virtually every U.S. maritime policy and
promotional program is included in the list of topics affecting
the trade in goods and services between the United States and
Canada being examined by the Office of the U.S. Trade
Representative (USTR) with regard to the establishment of an
FTA. Specifically, these programs are:

1) the Merchant Marine Act of 1920 (the Jones Act),
which requires that all coastal, intercoastal and
noncontiguous domestic trade be carried out by
U.S. built vessels under U.S. registry employing
U.S. citizens;

2) the Capital Construction Fund (CCF), authorized by
section 607 of the Merchant Marine Act of 1936,
which allows for deferral of Federal income tax on
funds deposited if used to construct vessels in
U.S. shipyards;

3) the Federal Ship Mortgage Insurance Program
(Title XI of the Merchant Marine Act of 1936),
which provides loan guarantees to U.S. shipowners
for the construction of various vessels subject to
Buy American requirements;
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4) a 1965 amendment to the Military Appropriations
Bill, which requires the hull and superstructure
of Navy vessels to be constructed in U.S.
shipyards;

5) the Operating Differential Subsidy (ODS), Title VI
of the Merchant Marine Act of 1936, which requires
ships to be U.S. built to qualify for operating
subsidies;

6) the Cargo Preference Act of 1954, which requires
that at least 50 percent of U.S. government
generated cargo be transported on privately owned
U.S.-flag commercial ships additionally, the 1985
Farm Bill, which requires that a minimum of 70
percent of certain agricultural exports be
transported on U.S.-flag ships, increasing to 75
percent April 1, 1988;

7) Public Resolution 17 of the 73rd Congress, which
requires 100 percent of cargo generated by loans
made by the U.S. government must be shipped on
U.S. flag vessels but includes a waiver of 50
percent of that cargo to vessels of the
recipient's choice;

8) the Military Transportation Act of 1904, which
requires 100 percent of all items procured or
owned by the U.S. Armed Forces to be carried on
U.S.-flag vessels but also includes a waiver for
foreign built vessels;

9) buy American acts, which require Federal and local
governments to purchase goods and services from
American suppliers (ie. Military Sealift Command,
U.S. Coast Guard services, etc.);

10) the Nicholson Act, which prohibits foreign fishing
vessels from landing their catch in U.S. ports; and

11) the Magnuson Act, which authorizes the embargo of
fish imports under certain circumstances.

Each of these policies or programs is essential to the
continued maintenance of a U.S. domestic merchant marine and
fishing fleet, therefore must not be subjected to international
compromise.

The contributions of the Merchant Marine Act of 1920 (Jones
Act) are numerous and of great importance to this nation. The
Jones Act is paramount to the development and maintenance of
the U.S.-flag domestic fleet, on which much of the nation's
security is dependent. The domestic build requirement of the
Act is essential to the continued existence of U.S. shipyards
and the national defense industrial base. This requirement
generates employment for thousands of American workers in the
shipyards and allied steel industries. The Act's requirement
for American crews provides employment for thousands of
seafarers, contributing to the manpower pool available to the
Defense Department in times of national emergency.

Several policies or programs are designed to promote
domestic shipbuilding. The Capital Construction Fund (CCF) and
the Federal Ship Mortgage Insurance Program (Title XI) were
enacted to facilitate and enhance the building of ships in
American yards. The CCF provides American ship owners an
incentive to reinvest in the shipping industry. Title XI aids
investors in securing funds to build ships in American yards.
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These two programs, along with the Jones Act and the
requirement for the hull and superstructure of Navy vessels to
be constructed in U.S. shipyards, provides this nation with a
ready and skilled shipbuilding base that must be available in
times of emergency. Unfortunately, the nation's shipbuilding
base is already inadequate for defense needs. Allowing
Canadian yards to perform construction work intended for U.S.
yards will only exacerbate existing shortfalls.

Several other programs provide cargo for U.S.-flag
carriage. U.S.-flag allocation of government impelled cargo is
the essence of the Military Transportation Act of 1904, which
requires that all items procured or owned by the U.S. Armed
Forces be carried on U.S.-flag vessels. Military cargoes are
vitally important to the U.S. Merchant Marine. In 1985, the
Military Sealift Command (MSC), the agency primarily
responsible for procurement of commercial U.S.-flag shipping
for the Department of Defense (DOD), provided the maritime
industry with over $1 billion in transportation revenues. The
MSC is the largest single employer of U.S. seafarers.

Public Resolution 17 of the 73rd Congress (PR-17) requires
that 100 percent of caigo generated by loans made by the U.S.
Export-Import Bank (Eximbank) be shipped on U.S.-flag vessels.
PR-17 also includes a waiver provision for 50 percent of that
cargo to be carried on vessels of the loan recipient's choice,
which is usually the nation's own fleet. In 1984, U.S.-flag
operators earned $16.7 million representing 70.7 percent of the
total ocean freight revenues generated by Eximbank loans.
Unfortunately, these figures are declining due to the
reluctance of countries to make purchases abroad and the use of
cash transfers that do not require the purchase of U.S. goods
nor U.S.-flag service. Allowing Canadian-flag vessels equal
access to these cargoes would accelerate that decline and
displace U.S.-flag assets.

The Cargo Preference Act of 1954 was enacted in recognition
of the national interest in promoting and preserving a strong
U.S. merchant marine. The 1954 Act generally requires that
when the federal government extends funds or credits in
connection with exports, at least 50 percent of the tonnage of
those exports must be shipped on U.S.-flag commercial vessels.
As part of the 1985 Farm Bill, Congress raised the U.S.-flag
preference share from 50 percent to 75 percent to be phased in
over a three year period. Currently, a minimum of 70 percent
is required. Seventy-five percent will be required to be
transported on U.S.-flag ships April 1, 1988. By reserving a
substantial portion of government generated cargoes for
U.S.-flag ships, the nation is assured of an adequate merchant
marine fleet. Diluting the U.S.-flag share through an FTA
would be in sharp contrast to recent expression of
Congressional intent.

The benefits of a strong merchant marine and shipbuilding
base are invaluable to the nation's transportation and defense
requirements. The continued existence of the nation's maritime
promotional policies and programs are necessary to insure these
benefits into the future. If these programs are negotiated
away or broadened to include foreign-flag competition beyond
the level to which it already exists, the maritime industry and
the nation as a whole are likely to suffer irreparable harm.

The enactment of an FTA, which allows Canadian ship
operators access to overseas or domestic cargoes generally
reserved for U.S.-flag ships, would exacerbate the U.S. trade
deficit with Canada, which amounted to over $23 billion in
1986. The ocean freight trade deficit alone, which includes
ocean and Great Lakes trade, has amounted to over $344 million
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in the last five years, representing an average of over $69
million a year. This figure can be expected to substantially
increase if Canadian vessel operators are granted additional
access to the U.S. market.

Another foreseeable problem with opening America's domestic
trade is that the benefits of access will not be equal.
Canadian operators stand to gain enormous benefits from an FTA,
especially increased market access. The U.S. market for
domestic maritime services includes the Great Lakes, the East,
West and Gulf Coasts, the noncontiguous trades, and 25,000
miles of navigable inland waterways. Howeverl'thb Canadian
market is limited to the Great Lakes/St. Lawrence Seaway and
the Pacific Northwest, which already are both overtonnaged.
Canada offers no equivalent programs or cargoes such as
America's PL-480 Food for Peace shipments, Eximbank cargoes, or
Department of Defense cargoes, etc. Therefore, the SIU
believes that the proposed benefits of equal access to maritime
services would disproportionately accrue to Canadian-flag
operators.

Even though the benefits of maintaining a domestic fleet
are quite apparent, nothing has been done to prevent the U.S.
fleet's decline. In 1965, this nation had 948 vessels
operating, employing more than 48,000 seafaring personnel.
Currently, the U.S.-flag fleet has been reduced to 360
privately owned active vessels with an additional 96 vessels
laid up and employs less than 14,000 persons. The shipbuilding
industry is also suffering from severe decline. In 1965, the
backlog for new construction of ships including Navy and
commercial ships was 101 and 47, respectively. In 1986, the
backlog fell to 79 ships for the Navy and only 4 Jones Act
vessels for commercial interests. Clearly, these trends cannot
be allowed to continue. Every effort must be taken to prevent
further decline of these vital industries.

The need for a strong U.S. merchant marine is documented in
the President's National Security Strategy, issued in January
1987. It states that:

"the continuing decline of the U.S. merchant marine
and U.S.-flag commercial shipping assets is a matter
of concern. This problem is compounded by the decline
of the U.S.-flag fleet which results in a reduction of
the seagoing workforce to man all our U.S.-flag
vessels as well as ships of the Ready Reserve Force,
the National Defense Reserve Fleet and any effective
U.S. controlled ships which might need recrewing. The
lack of merchant mariners in the near term could
impede our ability adequately to project and sustain
forces by strategic sealift."

The President's report coincides with the Navy's manpower
study released in September 1986. If an immediate demand were
made for every merchant-type supply ship needed to fulfill a
defense support role, the Navy estimates that there is a
shortfall o- over 3,000 officers and crewman. If downward
trends continue in the U.S.-flag fleet, that deficiency could
rise to over 8,000 by 1992. Allowing Canadian operators to
compete in America's domestic and reserved trades will decrease
the demand for American seafarers, exacerbating this trend and
damaging U.S. defense capabilities.

Another negative result that must be considered is the
potential for a dramatic increase in the number of Title XI
defaults. Currently, total outstanding Title XI obligations
amount to over $5 billion. On the Great Lakes alone, the sum
is over $328 million. Defaults, since the inception of the
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program in 1955, have totaled nearly $2 billion. Over sixty
percent of these defaults occurred just last year involving
some 1,067 vessels. The U.S. Treasury, which has had to cover
a significant amount of these loans, should not be subjected to
additional defaults caused by increased Canadian competition.
If Canadian operators are allowed to acquire underpriced,
defaulted vessels from the Maritime Administration, which
generally recovers only 30 to 40 percent of the value of the
vessel, and use them in direct competition with U.S.-flag
operators, the amount of defaults may snowball into a total
collapse of the U.S.-flag merchant fleet.

Overall, the inclusion of maritime services in an FTA with
Canada presents a myriad of problems and threatens the
maintenance and perhaps existence of this nation's merchant
marine. Currently, U.S. maritime promotional programs have
been put on hold. Unfortunately, the present administration
has placed Title XI ship financing guarantees, Construction
Differential Subsidies and Operating Differential Subsidies in
a dormant status. If Canada is awarded access to U.S.
promotional programs through the negotiation of an FTA, it is
improbable that these suspended promotional programs will ever
be rejuvenated. It is quite unlikely that Congress or the
Administration will ever broaden eligibility for existing
maritime promotional programs to Canadian carriers.

In addition, the implementation of an FTA with Canada would
set an extremely dangerous precedent. If Canadian-flag vessels
are allowed access to our reserved trades, it is quite likely
that America's other trading partners are going to seek similar
privileges. With the existing depressed state of world
shipping, the U.S. maritime industry is sure to suffer.
Therefore, the SIU hopes that those responsible for negotiating
a free trade agreement with Canada fully understand the
detrimental effects of including maritime services.

The SIU does not believe that Canadian operators deserve
additional access to U.S. maritime promotional programs for
several reasons. Firstly, the Canadians enjoy substantial
economic advantages over American operators, particularly
associated with the currency exchange rate. The Canadian
dollar has depreciated over 20 percent against the U.S. dollar
in the last six years. The Canadian dollar equals
approximately 75 cents in U.S. currency. This allows Canadian
operators to underbid U.S.-flag operators and still garner
profits. Secondly. the Canadians enjoy a substantial trade
surplus with the United States in waterborne transportation, as
stated above. In fact, Canadian-flag operators dominate the
bilateral bulk trade on the Great Lakes by carrying over 90
percent of the cargo between the two countries. Thirdly,
Canadian-flag operators enjoy several government generated
advantages, not available to U.S. operators, which include less
stringent operating requirements and a history of generous tax
advantages.

Specifically, Canadian Coast Guard structural hull
requirements are less stringent than U.S. Coast Guard
requirements therefore, Canadian building costs are lower,
resulting in another cost advantage for Canadian operators. In
addition, the Canadian government began an early program of
ship construction subsidization and continued with substantial
tax depreciation schedules, both of which allowed the Canadian
fleet to capture the bilateral waterborne trade. In contrast,
the U.S. government has, in effect, eliminated the construction
differential subsidy, repealed the investment tax credit,
lengthened amortization schedules, and is attempting to ban
future Title XI loan guarantees. These advantages, if coupled
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with access to American cargoes and maritime programs, would
unfairly tip the playing field in favor of the Canadians. This
will not result in fair trade.

We have been informed that the United States is considering
a negotiating position which would "grandfather" all existing
maritime programs and providing Canada with national treatment
for all future maritime programs which differ in any way from
those currently in effect. Such an approach would in effect
handicap the U.S. merchant marine by limiting it to the
existing marine market. As new technologies, and changing
demands for marine services create the need to modernize
maritime law, Canadian-flag vessels would have insurmountable
advantages for the reasons we have outlined. What motivation
would Congress have to update U.S. maritime policy if a foreign
nation was the sole beneficiary?

The SIU believes that the elimination of U.S. maritime
promotional programs, will not result in free and fair trade.
We believe that the inclusion of U.S. maritime promotional
programs in an FTA will result in unfair competition and
further decline for the U.S.-flag merchant fleet. The U.S.
merchant marine rightfully views the inclusion of maritime
elements in an FTA as a danger to its existence. Therefore,
the concerns raised by our industry should be brought to the
attention of those charged with the treaty's ratification. The

'SIU respectfully urges the Committee to support the view that
maritime services not be negotiated in the context of a
U.S./Canada FTA. The importance of a strong U.S. merchant
marine are much too valuable to negotiate away.



320

E
Sea-Land Corporabon

Peter J fnnerly
Va Fusidgi
Ak AfJn August 17, 1987

The Honorable Lloyd Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Building
Washington, D.C. 20510

Dear Mr. Chairman:

As you know, the United States and Canada are
negotiating a Free Trade Agreement (PTA) to remove tariff
and non-tariff barriers to trade between our two nations.
Ambassador Peter Murphy has indicated that Canada seeks
authority from the United States to allow Canadian-
registered ships, operating solely under Canadian law, to
engage in the waterborne domestic commerce of the United
States. He also indicated that the United States is
prepared to grant that unprecedented right to the
detriment of U.S. shipping.

As the largest U.S.-flag liner shipping company,
Sea-Land strongly objects to the illogic and unfairness of
this proposed trading regime. To create a change in U.S.
law that would require American citizens to comply with
U.S. vessel construction, registry, operation and tax
laws, while competing Canadian vessels would be immune
from these U.S. requirements, would lead to extinction of
the U.S. domestic fleet.

Sea-Land provides domestic common carrier
containership service between the mainland and Alaska,
Hawaii, Guam, Puerto Rico and the Virgin Islands.
Sea-Land also provides foreign commerce services with
Asia, Northern Europe, Central America, the Caribbean, the
Mediterranean, the Arabian Gulf and India.

Just this week, the SEA-LAND ANCHORAGE entered regular
service between Tacoma, Washington and Alaska. This new
containership is the first of three built in Wisconsin in
a $200 million modernization program for our domestic
Alaska service. The USTR inclusion of maritime programs

1331PennsytvaraAvenue.N.W.. Swte560 Washangon.OC20004 T6.0e0.(2)3-1117



321

The Honorable Lloyd Bentsen
United States Senate
August 17, 1987
Page Two

in the Canadian negotiations would place this and other
domestic U.S. shipping in jeopardy. Approaching the
negotiations as the USTR has reported is unnecessary and
harmful to U.S. defense and maritime interests.

During regular consultations earlier this year, it was
reported to we private sector maritime interests that the
U.S. representatives had asked Canada whether they would
accept a "right of establishment" in U.S. domestic
maritime commerce. Such an approach to the negotiations
was eminently more fair than the present one-sided
negotiating position. It was reported that the Canadians
rejected that evenhanded U.S. proposal, pressing instead
for their current goal of exemption from U.S. cabotage and
tax law for Canadian-registered ships engaged in U.S.
domestic commerce.

Allowing Canadians, or any other nation, to enter U.S.
domestic commerce without complying with the U.S.
requirements and obligations with which U.S. carriers must
comply would only accomplish a great benefit to Canadians
and serious harm to the already shrinking U.S. merchant
marine.

We respectfully urge your Committee and the entire
U.S. government to remove maritime matters from the PTA
negotiations.

Sincerely,

Peter J. Pinnert

I I
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COMMENTS OF

SEA-LAND CORPORATION

IN OPPOSITION TO

PROPOSED CONCESSIONS ON MARITIME MATTERS

IN FREE TRADE AREA NEGOTIATIONS

WITH CANADA

Summary Statement

COMMENTS OF SEA-LAND CORPORATION

I. The proposed concessions would be one more of a series of
repudiations by this Administration of candidate Reagan's
1979 commitment to a "New Beginning for America's Maritime
Industry."

2. Sea-Land has recently invested almost 4350 million based
upon the integrity of the Jones Act. This investment
represents the acquisition of several vessels for the
Hawaiian trade and the construction of three new
containerships in American shipyards, the last shipbuilding
contract in the United States, the new vessels are building
on the Great Lakes and will serve in the contiguous U.S.
Jones Act trade to the State of Alaska. The proposed
concessions could totally destroy this investment.

3. Of particular concern is the contemplated access of
Canadian carriers to our Jones Act trades. Because of high
capital costs and operating expenses, U.S.-flag carriers
are at a decided competitive disadvantage on international
trading routes. The recent demise of United States Lines
demonstrates how precarious their position is. The Jones
Act, by reserving the coastwise trade to U.S.-flag, U.S.-
built vessels, has given some assurance to date of at least
a cadre of vessels and trained personnel to serve our
national security sealift requirements.

4. If Canadian carriers using low-cost foreign-built vessels
and possibly even third-nationality crews are permitted to
enter the Jones Act trade, the long-continuing erosion of a
U.S.-flag defense ready capability will be accelerated,
with no obligation on the part of the Canadian carriers to
contribute to that readiness.

5. The high capital costs and operating expenses of U.S.-flag
carriers are not a disadvantage in the coastwise trade so
long as the circumstances are uniformly applicable.
"However, if Canadian carriers that are subject to a more
favorable cost and expense environment are permitted to
enter the Jones Act trade, the competitive scales will tip
heavily in their favor and further jeopardize viability of
the U.S.-flag Merchant Marine.

6. Canadian access to other U.S. maritime programs will place
U.S.-flag carriers at a distinct competitive disadvantage
in international trade as well, because of the relative
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cost differential. Moreover, Canadian vessels are not
subject to the 50 percent U.S. customs duty on foreign
repairs applicable to U.S.-flag vessels, thus compounding
the U.S.-flag cost disadvantage.

7. Even if the proposed concessions are to apply only
prospectively to new maritime program initiatives, that is
still objectionable. There is very little that Canada can
offer in the way of reciprocity to U.S.-flag vessels,
either in meaningful market access or availability of pro-
motional prograns that would enhance their competitiveness.

These comments are submitted by Sea-Land Corporation

("Sea-Land"), a wholly-owned subsidiary of CSX Corporation,

which operates one of the world's largest integrated multi-

modal transportation systems serving both domestic and

international commerce. Sea-Land itself, through subsidiary

companies, operates both port-to-port and through intermodal

services in the foreign and domestic offshore trades, and is a

worldwide market leader in containerized movement of cargoes.

It should be noted at once that Sea-Land, relying on

the integrity of the Jones Act, has recently invested well_over

$350 million. Sea-Land is acquiring several existing vessels

for the Hawaiian trade and almost paradoxically (in light of

these trade negotiations) has entered into contract for the

construction of three brand new containerships by a shipyard on

the Great Lakes. One vessel has already been delivered; the

other two are to be delivered shortly. These vessels will

operate on Sea-Land's route between the State of Washington and

the State of Alaska, improving Sea-Land's already existing

service. If the concessions being considered with Canada

regarding maritime affairs are granted, the value of this

investment could be easily destroyed. Sea-Land, the originator

of the containership, has long devoted itself to the domestic

trade. It has long served Puerto Rico and Alaska and is now
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opening service to Hawaii. All of this, including a major

investment is a matter of public knowledge. It had to be

within the knowledge of the negotiators. Yet their proposal

would destroy this investment. It is inconceivable that an

Administration at least politically committed to a "new

beginning for the maritime industry" could be so calloused.

If the North American Free Trade Agreement is

presented to the Congress with the concessions on maritime

progLams that we understand have been under discussion, it will

be one more of a series of repudiations by this Administration

of the commitment made by candidate Reagan eight years ago to a

"New Beginning for America's Maritime Industry." Since then,

we have seen termination of the construction differential

subsidy program, curtailment of the Title XI ship financing

guarantee program, apathy towards meaningful reform in the

operating-differential subsidy program, and systematic evasion

by agencies of the Defense Department of the military Cargo

Preference Act of 1904. Now, if our understanding is correct,

consideration is being given to granting Canadian-flag vessels

national treatment with respect to the few remaining maritime

promotional programs that stand between a continued precarious

existence and the demise of our once-thriving U.S.-flag

Merchant Marine.

These concessions* are all the more alarming because

the legislation to implement the Agreement will be presented to

the Congress under the so-called "fast track" procedure of the

Trade Act of 1974, as amended, which contains a non-waivable

prohibition against amendment (see 19 U.S.C. S 2191(d)). Thus,

the Congress will be faced with a cruel dilemma -- either to

reject the agreement in toto, or to become party to what could

well prove to be a cynical coup de grace for' our beleaguered

Merchant Marine and shipyard industry, with devastating

consequences to our national security.



325

Of particular concern is the prospect that Canadian

carriers may be extended the privilege of access to the U.S.

coastwise trade. Internationally, the U.S. Merchant Marine is

facing severe competitive pressures due in large measure to its

higher capital costs associated with ship construction and

financing, national tax policies, compliance with stringent

safety standards in construction and operation of vessels and

domestic sourcing requirements for maintenance and repairs,

together with higher operating costs resulting from both

statutorily-mandated and collectively-bargained manning

expenses. This latter disadvantage is exacerbated in

Sea-Land's case because, alone among the major U.S.-flag

carriers engaged in international trade, it receives no

operating differential subsidy. The recent demise of United

States Lines should stand as a stark testimonial to the fragile

competitive position of our merchant fleet. The principal

source of salvation to date from an otherwise bleak prospect

for U.S.-flag shipping has been the Jones Act (46 App. U.S.C.

883), which reserves to U.S.-flag, U.S.-built vessels the

exclusive right to engage in our coastwise trade. What modicum

of assurance we now have of at least a cadre of vessels and

trained personnel to serve the national security sealift

requirements of the United States has been afforded principally

by that cabotage restriction. It is also the only remaining

protection of the mobilization base for commercial shipyard

construction that is required for national security purposes.

If Canadian carriers, particularly those using

low-cost toreign-built vessels and possibly even third-

nationality crews, are permitted to enter the Jones Act trade,

the long-continuing erosion of a U.S.-flag sealift capability

for national defensepurposes will be accelerated. It should

be abundantly clear that when it comes to the national defense

transportation needs of the United States, even our closest
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allies cannot be reliably counted on for voluntary support,

whether the need is for merchant tonnage or naval support.

the maritime services sector operates in a highly

price-sensitive environment. Pricing flexibility to meet

competition is essentially controlled by the cost of providing

the service. Unlike many industries, the ocean shipping

industry does not have and cannot afford the luxury of loss-

leader pricing. So long as all carriers-engaged in our

voastwise trade are subject to the same cost- elements--vessel

construction, complidnce with safety, health and welfare

standards, taxation (including depreciation schedules) and

citizenship requirements for manning, among others--managerial

efficiency and innovation in cost containment is the key to

effective competition. To allow access to that trade by

carriers that enjoy a more favorable cost environment would be

decidedly unfair and severely disruptive. The free-market

philosophy contemplates that a vendor can find a market

wherever the product is unique or can be price-competitive.

Insofar as concerns coastwise trade in shipping services, the

U.S. flag is unique because of our cabotage law. However, if

that were no longer to be the case, where is the alternative

market for a U.S.-flag operator that cannot be price-

competitive because of cost disadvantages dictated by the very

government that has chosen to relax the cabotage law?

Sea-Land's concern is not only with prospective

inroads on the Jones Act trade. Access by Canadian vessels to

other U.S.-flag promotional programs applicable to foreign

commerce would be equally objectionable, for the same reason.

U.S.-flag carriers are already at a significant cost-

disadvantage with virtually all foreign-flag competitors,

including Canaoian operators. This cost disadvantage would

become a government-mandated cost penalty if the United States

were to accord national treatment to Canadian-flag vessels for
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purposes of the military Cargo Preference Act of 1904, the

government-impelled Cargo Preference Act of 1956, the

operating-differential subsidy program and Military Sea-Lift

Command charters. Moreover, Canadian-flag vessels are not

subject to the 50 percent ad valorem U.S. customs duty on the

value of non-emergency repairs and equipments procured in

foreign yards as are their U.S.-flag counterparts.

It has been reported that existing U.S. maritime

programs would be "grandfathered" and Canadian carriers would

be given access only to new initiatives. 1hat is hardly

reassuring, even if true. The guiding principle of statutory

trade agreement negotiations to which the United States has

been a party since the original Trade Agreements Act of 1934

has been reciprocity of concessions. Insofar as concerns

maritime services, Canada has very little reciprocity to offer

in return, either in terms of meaningful market access or the

availability of promotional programs that would enhance the

competitiveness of the U.S. flag, either bilaterally or in

global trades.

In sum, the Administration must be dissuaded from

pursuing this reckless course of further action to jeopardize

both the competitive position of the U.S.-flag Merchant Marine

and its adequacy--indeed, ultimately, perhaps even its

availability--for national security sealift capability as our

"fourth arm of defense."

4



328

sum T~Cho~ sW aWExwhv Olv

August 17, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
205 Senator Dirksen Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

This letter is on behalf of the Merchandise Group of Sears,
Roebuck and Co. (U.S.A.) and is in response to your
Committee's request for comments on the U.S.-Canada free
trade area negotiations.

Sears strongly supports the successful conclusion of a
comprehensive U.S.-Canada FTA agreement which will provide
significant, fair and equitable benefits to each country's
economy, the retail industry, and, particularly, to
consumers.

As a general matter, free trade between the U.S. and Canada
will foster economic growth and create jobs on both sides of
the border. Conservative estimates suggest that a free
trade agreement would raise U.S. gross national product by
$12-17 billion annually, creating somewhere between 500,000
to 75Q,000 new American jobs. Canadian economists forecast
a 9 percent growth in Canadian gross national product, with
a significant increase in real wages. Not only would an
agreement have a positive effect on both countries' manufac-
turing sectors, but it would also be highly beneficial to
growth in their respective retailing industries.

Elimination of artificially high tariff barriers would be a
particularly beneficial result of the agreement, especially
to consumers. Sears and other retailers would be able to
take advantage of expanded sourcing and distributing oppor-
tunities to more efficiently provide a broader assortment of
consumer goods, the prices of which would be determined by
free market competitive forces, rather than by artificially
imposed tariffs. The direct result for consumers from the
elimination of tariffs would undoubtedly be broader choices
at lower prices.

Sears Merchandise Group, together with the other members of
the American Coalition for Trade Expansion with Canada,
encourages the Finance Committee to continue giving top
priority to the advancement of the U.S.-Canada FTA negotia-
tions. Our individual and collective hope is that a
comprehensive, fair and equitable agreement can be reached
by year's end.

Very truly yours,
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f SMADA INCORPORATED. MANAGEMENT CONSULTANT
L H (LARRYP OA~DAS L M (LOISI ADAMS
2634 WEST BERRIDGOE LANqE C I IPHOENIX ARIZONA 65017

60W/240-465i

August 15,1987

Senator Lloyd & BentsenChairman
Finance Committee
United States Senate
703 Senate Hart Office Building
WashingtonsD.C. 20510

Greetings, Senator Lloyd and Staffers All,

As a member of the ACTS/CAN Coalition we have read their position paper on the subject
of a trade agreement with Canadagconcur and depart from the usual format and offer
our brief dialogue as to our thoughts as follows.

I. We support a free and balanced trade agreement with Canada as set forth under GAIT.

2. A bilateral agreement would assist the United States In furthur acquiring its
credibility in the world market place. Canada is known to have greater impact and
in fluence in certain third world countries than that of the United States.

3. A bilateral agreement would enable the two countries to foresee and very possible
prevent any trade conflicts. The trading rules would clearly draw out the lessor
possibility for miss-understanding. It's the old management philosophanswer the
questions before they are asked'.

4. Nonetary levelsexchanges and values should be affixed on all goods and services
to prevent either side from over or under compensation.

5. Research has shown us, a small business management consulting company that there is
need by our neighbors to the North in the areas of cultural exchangesumall business
education thru seminars and workshopepvideo and cassette tapes. Small Business
Institutes simllar to those offered here in the United States thru the cmmnitt
college system or our own arisona Small Business Institute. Small business
consulting such as we do would be most welcome.

6. A favorable trade agreement with Canada wouldpwithout reservation set an example for
agreements with )ther countries that are not as solid as they might be or countries
where no agreeuenu. exists. Giving Is the true giftjitte in the giving that one gets
in return.

7. Our brief dialogue with the small business people in Canada has proven to us that
the time is now~aore than ever before to reach an accordpwe need each other.

As before,we would be pleased to make ourselves to provide more detail if asked.

Be Msohes and Thanks

-0-0y(-rydams
co/fileLaraWilcox.Nar7 Nokuliffesetal
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Prepared Testimony

Carl A. Beck
President

Charles Beck Machine Corporation

Representing

The Small Business Alliance for US/Canada Trade
In Partnership with the American Coalition

for
Trade Expansion with Canada

I want to thank the Committee, and especially Chairman
LaFalce, for seeking out the voice of small business on the
question of future trade between the United States and
Canada. To the members of the Small Business Alliance for
US/Canada Trade, a comprehensive trade treaty with Canada
this year is essential. In our view, it could bring needed
benefits not only to small business but also to the whole
U.S. economy, including the thousands of communities in
which small businesses supply so many jobs.

The Small Business Alliance, which works in partnership
with the American Coalition for Trade Expansion with Canada,
came together just recently. In only a few weeks, it has
garnered close to 300 member companies from all over the
nation.

In addition, our members include the major small
business organizations -- National Small Business United, of
which I am a board member, the National Federation of
Independent Business, the National Association of Women
Business Owners, and others -- organizations which represent
more than half a million small firms.

Small business, as this Committee knows, is Just waking
up to the importance of international trade. As the
National Commission on Jobs and Small B1,siness reported last
year, there are 30,000 small firms in this country that make
exportable goods but do not in fact export. This fact has
startled many people into reassessing the place of small
business on the international scene.

According to a survey of 50,000 small businesses
nationwide conducted last year by tho Arthur Anderson
accounting firm, the small business export potential clearly
exists. The survey found that 76 percent of small
businesses reported no income from exports, and only 3
percent of the companies surveyed derived more than 25
percent of their revenues from exports.

U.S. small business has virtually a blank page on which
to write its international story, and Canada seems a
terrific place to begin. Some firms already do business
there, and Canada's proximity and common values make it a
logical first step for doing international business.

What we need is for government to do its part and
negotiate a solid new trade agreement, one that reduces or
eliminates senseless roadblocks to trade. Small companies
just want to do business. They generally have neither the
time, the money nor the experience to deal with confusing
and expensive trade regulations.

If I may, Mr. Chairman, I would like to take this
opportunity to give you some specifics about small
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businesses and their encounters with Canadian trade. Their
experiences demonstrate better than my words the importance
of a trade agreement. Incidentally, if the Committee wishes
to follow up with any of the people I mention, I will be
happy to supply their phone numbers.

One of the frustrations many of us face -- as Chairman
LaFalce mentioned last year -- is customs procedures. As
Mr. LaFalce accurately put it, "Customs simplification could
stimulate small U.S. firms to consider selling ih the
Canadian market." He was right in concluding that small
firms "often shy away from exporting because of the
complexities and high costs associated with shipping across
the border."

Take, for example, Olson's, Inc., a retail farm
equipment business in Bottineau, North Dakota. Olson's
employs 11 people and brings in between two and three
million dollars in sales each year -- 40 percent of which
are from exports to Canada.

Bud Olson, who is president of Olson's and a member of
the Small Business Alliance for US/Canada Trade, tells us
that he "could write a book on all the small, Mickey-Mouse
harassments that occur on both sides of the border, that
impede and restrict the free flow of Duty Free merchandise.

"Give me the chance," says this small business owner,
"and I would burn all the Tariff-Duty-Regulation manuals
that have ever been printed, and forever prohibit the
printing of any more."

One of Olson's problems is having to pay a fee every
time his service people cross the border to service
equipment in Canada. One of his employees has her own
border problem, too -- every time one of her brothers
travels to work their parents' Canadian land, he has to pay
a fee. It doesn't make much sense to her or to Olson -- or
to me.

My own company has had problems similar to Olson's: We
have had service people cross the border into Canada to work
on machinery and be assessed a duty for their own tools --
which, of course, they always take with them when they
leave.

Pierre Pottier, who is president of Laramy Products
Company of Lyndonville, Vermont, sells welding equipment to
companies in Quebec. Pottier says he has found ways to work
around what he admits are illogical customs procedures. But
frankly, what to him are minor frustrations -- he is a
French-speaking businessman with 20 years experience working
with Canada -- are very likely intimidations for someone who
wants to do business with Canada for the first time.

For example, a manufacturer can send a small shipment
of materials, one that can come by parcel post, to the U.S.
from Canada and pay only the normal duty. But a shipment of
Potter's from the U.S. to Canada of the same size is
required to go through a Canadian customs broker, who
charges $50 for his services. Now, $50 isn't much if the
shipment is worth $5000. But if it's an emergency order of
a $10 machine part, the cost is clearly out of line.

Ronald Coleman, Chief Financial Officer of Competition
Cams, Inc., of Memphis, complains that his'high performance
camshafts are assessed an unreasonable 25 percent duty by
Canadian customs.
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K. Gordon Lawless, formerly head of the international
department of Phifer Wire Products, Inc. of Tuscaloosa,
Alabama, complains that Canada protects certain domestic
industries, which in turn can raise prices and use the
profits to underbid U.S. companies in world markets.

Pearl Lipner, who has a film editing business, Image
Express, in Michigan, says she cannot perform her work in
Canada because of labor restrictions, yet Canadian editors
can both export their services duty-free to the U.S., and
work here if they choose.

Frederick Kneeland, President of Maine Wild Blueberry
Company in Machias, Maine, complains of subsidies that
benefit his Canadian competitors -- both in the U.S. and in
the European markets.

Then there's government procurement. US small business
people would like to tap into the Canadian government
market, but the obstacles presented by the government's "Buy
Canadian" policies are formidable.

Jack Rennie, who is Chairman of our Small Business
Alliance and also President of Pacer Systems, Inc. in
Billerica, Massachusetts, lost an opportunity because of
Ottawa's strong Buy-Canadian policies. His company wanted
to sell its sophisticated electronic equipment to the
Canadian government. But he was prevented from doing so by
Canadian laws.

The reasons for gaining a comprehensive trade agreement
are, of course, wider than just the bottom lines of those
companies I've just mentioned. Our member firms come from
44 states stretching from Florida to Washington State and
from Arizona to Maine. They all look to Canadian trade for
growth.

As this Committee knows, small business growth means
jobs.' Firms with 500 or fewer employees accounted for
nearly 50 percent of the private non-farm employment last
year. Sixty percent of all new jobs in the United States
are generated by firms with 20 or fewer employees. Between
1976 and 1984, small manufacturers created 1.2 million new
jobs. Expanding small business exports clearly means
expanding jobs -- and, in our view, the potential for job
creation is of utmost importance.

But the importance of a Canadian/American agreement
stretches even beyond the jobs generated by new Canadian
trade. Assuming that such an agreement can be used as a
pattern for GATT negotiations, small business participation
in world trade should be enhanced. That can mean still more
jobs. And with the size of the trade deficit of such
concern to this country, the small business community
clearly can contribute in a major way to reducing that
deficit.

As Frank Swain, Chief Counsel for Advocacy of the Small
Business Administration, said before this committee earlier
this year, "Our national ability to increase our
international economic competitiveness depends on continued
growth of the small business sector."

That growth already comes in some degree from trade
with Canada. Canada spends $1,697 per person annually on
U.S.-made goods; more than ten times the level of the
European Community. Canadians purchased $54 billion worth
of U.S. products last year.
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But there is abundant room for more growth. A recent
study by the Institute for International Economics estimated
that an agreement with Canada could expand the total U.S.
export market by nearly seven percent, or more than $14
billion. Given the fact that small business represents 38
percent of this country's GNP, the small business share of
any new Canadian trade could be major.

There is clearly a tremendous market across the border.
And yet Canada still represents frustration and unfulfilled
potential for many small U.S. firms. Some of our members
have even given up on trade with Canada because of what they
believe are unfair trade regulations.

Many of the concerns of small business may seem minor
to larger companies. But magnified thousands of times
across the country, those concerns represent major
roadblocks to expanded US trade.

The problems are not unique to small business, of
course, but they are especially aggravating for us because
they constitute a larger share of the cost of trade. They
are a big part of what discourages so many small firms from
seeking out international trade opportunities.

I am therefore confident that an agreement that
alleviates the seemingly minor frustrations of trade with
Canada will gain broad support in the small business
community.

Such a treaty would give American small business a
tremendous lift, helping to invigorate the whole U.S.
economy, expand our exports, cut our trade deficit, and
increase jobs. I urge this Committee to do everything it
can to make sure an agreement is signed and ratified.

I will be happy to take any questions.
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SMITH ROLLINSON
ATTORNEYS AT LAW

603 KING STREET

ALEXANDRIA, VIRGINIA 22314

MARK ROLWNSON TELEPHONE (701 Y638A000
August 6, 1987 FACSIMILE (7031664 0356

TFLEX W'U 903020

The Hono:able Lloyd M. Bentson
Chairman, Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

This letter is in response to the request of your Committee for

comments on the U.S.-Canada free trade area negotiations.

While I favor the freest of trade relationships with Canada for

most of the reasons set forth by others in observing the mutual short-

term benefits, there also is an unmentioned long term benefit to this

country which in my view would tend to be served by closer ties
'etween the two countries.

My research in Canada several years ago indicated that within a

one hundred mile radius of Calgary there are more proven reserves of

Btu's of pumpable hydrocarbon than the sum of all of the estimated

reserves in Saudi Arabia plus all that has been lifted in Saudi Arabia

in history. While these Canadian reserves are somewhat heavy and only

make economic sensr at roughly $2.30 per gallon at tho gasolene pump,

it is p-'ite like-y that, witiir the next one to two hundred years,

convenient access to these resources could be very important to the

economic well being of our country.

It is difficult to imagine any disadvantage to the closest of

economic and political ties with Canada. It is easy to imagine that

growing apart might create long term inconvenience.

Sincerely,

m |I IIII II IIII E l m
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SPACESAVER
HWh-deounty sto..-g system

Spacesavet Cc ,)ooraton
1450 JanesviIc Avenue
Ft Atkinson " ,consin 53538
Telephone (414:j 563 6362
FAX (414) 563 '702

August 6, 1987

Ms. Laura Wilcox, Hearing Administrator
Committee on Finance
United States Senate, Room SD-205
Washington, DC 20510

Dear Ms. Wilcox:

Spacesaver Corporation of Fort Atkinson, Wisconsin, has been actively
involved in the Canadian market for the past 14 years. Until late in
1986, a manufacturing subsidiary plant was located in the Toronto locale.

Spacesaver manufactures a variety of high density storage devices, sold
through independent distributors in each of the Canadian provinces.

Spacesaver has two principle competitors in the Canadian market and is
of the opinion that the Spacesaver position is hampered by two notable
conditions between Canada and the USA:

1. Montel and Drummex, both located in the Montreal area,
are reported to receive a special provincial subsidy
to maintain or increase labor in the Quebec province.
and

2. Montel and Drummex ship into the USA a finished product
carrying a 4% duty rate, whereas Spacesaver ships into
Canada with a 9Z duty rate on a similar product.

These conditions are determined to be detrimental to expanded business
by Spacesaver, especially in the Canadian marketplace. Remedy of these
matters would be most important to the Spacesaver company.

Sincerely,

SPACESAVER CORPORATION

Treasurer

DWB :ss
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August 13, 1987

The Honorable Lloyd H. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, D.C. 20510

Dear Hr. Chairman:

The Specialized Carriers & Rigging Association (SC&RA) is an international
organization of 600 member companies located in 20 nations, however, the vast
majority of the members are located in the United States. Our members trans-
port heavy and overdimensional loads (trucking) and perform crane and rigging
services (construction).

This letter is in response to the request of your committee for comments
on the U.S.-Canada free trade area negotiations.

In order to solve the adverse impact of Canada's restrictive entry stan-
dards on U.S. motor carriers, SC&RA favors similar entry standards for motor
carriers seeking to conduct single-line operations between points in Canada
and the United States. Reciprocal opportunities are needed in order to compete
on equal footing with Canadian motor carriers.

The competitive imbalance was triggered by the liberalized entry standards
adopted in the Hotor Carrier Act of 1980 which allowed Canadian carriers to
obtain broad operating authority into the U.S. from the Interstate Commerce
Commission. At the same time, Canada has maintained tough restrictive entry
controls at both the provincial level and under its Foreign Investment Review
Act.

Canada's restrictive policy has not only made it difficult for U.S.
carriers to obtain authority into Canada, but it has also effectively discour-
aged many American trucking companies from seeking authority because of the
high costs, the lengthy proceedings and the less-than-complete success that
often results. The combined effect of more open entry in the U.S. and re-
strictive Canadian controls has put Canadian carriers in a superior position
to remove American truckers on all traffic in the direction of or into Canada.

smN M Smd. iWo 61 Ahamii. Vb, lmU c(m}) us
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The Honorable Llqyd H. Bentsen
Page Two
August 13, 1987

Without appropriate remedy, the U.S. trucking industry will unquestionably
experience an unfavorable shift of revenue patterns that vili seriously erode
its international position, as well as its domestic one.

We are informed, however, the Canadian parliament is expected to enact
its Hotor Vehicle Transport Act within the next several weeks. If enacted,
the legislation would basically open motor carrier operating regulations in
Canada similar to U.S. entry standards. If the Hotor Vehicle Transport Act is
enacted, SC&RA believes the needs of the industry will be satisfied.

We appreciate this opportunity to offer SC&RA's views. The U.S.-Canada
trade negotiations now underway are one of the most important opportunities
available today to improve international trade. An agreement must be truly
comprehensive and beneficial to the United States.

Sincerely,

eBrymer

REB/mjw
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Spe'a Quet.i orrpanf 414 748 3121
Shc,-1 Street TWX 910 269 1082
P 0 Cox 9Q0 Telex 269 693
R-pon WI 54971 0990 201316

SJeed zeen
AaheCorpany

Statement of Speed Queen Company

The Speed Queen Company, a wholly owned subsidiary of the Raytheon Company,
is the worlds largest manufacturer and marketer of a broad line of commercial laundry
equipment, and also manufactures and markets a complete line of laundry equipment
for the home. Our brand names include, Speed Queen, Huebsch, Econ-O-Wash,
Ultra Wash and Simplex.

Speed Queen is headquartered in Ripon, Wisconsin, and has factories in Kentucky and
Arkansas as well as Wisconsin. Until November of 1979 our products were also man-
ufactured in Canada under the Speed Queen brand label in the McGraw-Edison factory
in Cambridge, Ontario. This relationship was ended when McGraw-Edison sold the
U.S. Speed Queen factories to Raytheon in November 1979, and the Canadian plant to
Canadian Admiral. At the present time Speed Queen manufactured products are sold
in Canada under the Econ-O-Wash label for commercial products, and the Ultra Wash
label for home laundry products. The Speed Queen brand name cannot be used as it
is now owned in Canada by Inglis, a Canadian major appliance manufacturer which in
turn is 70% owned by the Whirlpool Corporation from the U.S.

The Speed Queen Company and its parent company, Raytheon, strongly support a
free trade agreement between the United States and Canada. The Canadian economic
levels and consumer lifestyles are similar to those in the U.S., and as a result the
Canadian market for laundry equipment is very similar to that of the U.S. Our products
presently enjoy excellent popularity in the Canadian commercial and home markets,
despite the high duties and taxes Imposed by the Canadian government on these products.

The high level of duty and taxes has made our products the most expensive products
available to the Canadian consumers and commercial customers, and as a result has
severly restricted our growth in this market. It is Impossible to compete with duties at
14 to 9t compared to a U.S. duty of 3.0% on products exported from Canada to the
U.S.

Non-tariff barriers to the Canadian market include obtaining approval from regulatory
agencies such as Canadian Standards Association and the Canadian Gas Association.
Approval must be obtained at high cost and with lengthy delays in spite of our products
having U.L. ard American Gas Association approvals.

The three major appliance manufacturers in Canada who account for 80% of Canadian
appliance sales are controlled by U.S. parent companies. There is no question that the
high level of duties has been designed to restrict competing imports into the country,
as imports represent less than 15% of total Canadian appliance sales.

We sincerely hope that the current negotiations on free trade between Canada and
the U.S. are successful, and that both U.S. and Canadian duties on major appliances
be phased out as soon as possible. Such an agreement would benefit consumers in both
countries. The U.S. consumer would benefit by having productivity savings passed
on in lower prices and the Canadian consumer would have access to a wider selection
of appliances at greatly reduced prices.
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STEVE COWPER

STATE OF ALANKA
orrIcc Or T04E OOVERNOP

JV N 1AU

August 17, 1987

The Honorable Lloyd Bentsen
Chairman
Senate Finance Committee
205 Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Chairman:

You have requested comments concerning the current U.S.-
Canada free trade negotiations. One subject that is of
concern to most states with businesses that either try to
market products in Canada, or compete with Canadian products
in the United States and abroad, is the level of subsidies
afforded Canadian businesses by their government, on both a
federal and provincial level. Some examples of this include
transportation subsidies for Canadian products on federally
owned railways, and grants for or direct participation in
resource development projects by provincial governments.

The State of Alaska supports efforts by the U.S. government
to effect a reduction in the high levels of direct assis-
tance by Canadian governments that make it difficult for
American businesses to compete with their Canadian counter-
parts. We are concerned, however, that the approach we
understand that the U.S. Trade Representative (USTR) is
taking goes well beyond what is necessary to remove or
reduce the types of Canadian government subsidies that are
particularly troublesome to American business. Furthermore,
this approach appears to affect the ability of states with
export economies, such as Alaska, to offer marketing or
other development assistance to businesses that will compete
with products from countries other than Canada, that do not
have free trade agreements with the United States.

In recent briefings given to members of the National Gover-
nors' Association (NGA), the USTR indicated that negotia-
tions to reduce the level of Canadian subsidies would have
to involve reciprocal removal of subsidies by the United
States. The USTR related that it was looking at a fairly
broad definition of "subsidy" for these purposes that could
potentially prohibit such state economic development efforts
as loan guarantee and product marketing programs.
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, The Honorable Lloyd Bentsen August 17, 1987

Alaska has suffered a serious economic downturn with the
drop in oil prices. We are currently embarked on a major
effort at economic development and diversification that
involves use of some programs that would be prohibited under
the USTR's approach. Our economic development efforts are
directed to a large extent at export of Alaskan raw mater-
ials and processed products overseas, primarily to Pacific
Rim countries. Alaskan firms compete with businesses from
many countries, not just Canada, for these markets.

We do not object in principal to a reciprocal arrangement
for the removal of subsidies. However, we feel that the
USTR approach should be narrowly focused so that a bilateral
agreement between the U.S. and Canada does not have the
potential to affect states' efforts to assist exporting
industries to compete with businesses from other countries.

Alaska's concerns have been communicated informally to the
USTR during briefings with the NGA. NGA has received assur-
ance from the USTR that the states will be given an oppor-
tunity to review and comment on proposed language before any
agreement is reached with the Canadian government. However,
USTR appears to continue to be intent upon using a broad
definition of "subsidy." As discussed above, we believe
this approach is unnecessarily expansive.

Thank you for your consideration of these comments.

Governor V
cc: Senator Ted Stevens

Senator Frank Murkowski
Congressman Don Young
Ambassador Peter Murphy
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COMMENTS OF
THE STEEL BAR MILLS ASSOCIATION ON THE U.S.-

CANADA FREE TRADE AGREEMENT NEGOTIATIONS IN SUPPORT OF
IMMEDIATE ELIMINATION OF DUTIES ON STEEL BARS

EXECUTIVE SUMMRY

The Steel Bar Mills Association ("SBMA"), which
represents the majority of production of concrete reinforcing
bars ("rebars") and other hot-rolled steel bars in the United
States, urges that a Free Trade Agreemqnt between Canada and
the United States provide for immediate dctty-free trade in
rebar and hot-rolled bars.

U.S. and Canadian negotiators are currently considering
a staged reduction of tariffs on certain import sensitive
products, including steel. A gradual phase-out of tariffs is
an exception to the general principle of broad trade
liberalization in bilateral free trade agreements. Such an
exception should be made only to avoid market disruption and
with the full support of the affected industry.

In this case, the majority of domestic producers support
an immediate elimination of tariffs on rebars and other hot-
rolled bars. The U.S. duty is 4.9 percent on rebars and 4.7
percent on non-alloy hot-rolled bars, which is in marked
contrast to the Canadian duty of 6.8 percent on the same
products. Anticipating substantial benefits from immediate
tariff elimination on rebar and other hot-rolled bars, SBMA
opposes a slower staged reduction of tariffs on these products.

RE: REQUEST FOR PUBLIC COMMENT ON THE U.S.-
CANADA FREE TRADE NEGOTIATIONS (RELEASE NO. G-4)

The ongoing free trade negotiations between the U.S. and

Canada have as a principal objective the elimination of

tariffs on goods traded between the two countries. However,

for certain products, including steel, a phase-in of the duty

elimination for periods up to ten years is under considera-

tion. The Steel Bar Mills Association ("SBMA"), which

anticipates a commercial advantage from the immediate, mutual

elimination of tariffs on structural steels, opposes any

staged reduction for these products.

Specifically, SBMA urges USTR to negotiate an immediate

elimination of tariffs on "deformed concrete reinforcing

bars: other than alloy steel" in TSUS 606.79 and "bars other

than alloy steel: not cold formed: not coated or plated

with metal, [including] flats, pounds, (and] others,"
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classified in TSUS 606.8310 through 606.8350. Given that the

U.S. duty on non-alloy hot-rolled bars is 4.7 percent and the

U.S. duty on rebars is 4.9 percent, as contrasted to the 6.8

percent Canadian tariff on both products, 1 a phase-out would

delay the benefits to domestic producers of duty free entry

of U.S. rebar and hot-rolled bars into the Canadian market.

Over ninety-five percent of U.S. rebar production and

over two-thirds of other U.S. hot-rolled bar production comes

from the market or "mini" mills, 2 most of which are members-

of SBMA. SBMA currently has twenty-five members, 3 all of

which produce rebars and hot-rolled bars for sale within the

United States, as well as Canada. These export opportunities

would be greatly enhanced by the immediate elimination of the

Canadian duty pursuant to the proposed Free Trade Agreement.

Specifically, the cost savings of 1.9 percent on the value of

rebar exports and an average cost savings of 2.1 percent on

the value of other hot-rolled bar exports to Canada would

give SBMA members the opportunity to become more competitive

in the Canadian market, particularly with respect to imports

from other countries.

The primary objective of a free trade agreement is to

achieve comprehensive trade liberalization for the mutual

economic benefit of the negotiating countries. Such

liberalization would ideally include the immediate

elimination of tariffs on goods traded between the countries.

Exceptions should be made only if immediate duty elimination

would cause disruption in a particular market and the

1 The majority of carbon hot-rolled bars are
classified under Canadian number 37900-2, at a 6.8 percent
tariff rate. A small percentage of bars of iron or steel,
which are considered to be "further processed than hot-
rolled, or otherwise processed" are classified as number
37910-2 and face a Canadian tariff of 8 percent. This, for
example, would include bars that are notched.

2 This estimate comes from D. Barnett and R.
Crandall, Up from the Ashes 102 (Brookings Inst. 1986).

3 &See Appendix A for a list of member firms and their
addresses.
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affected industry requests relief. Such exceptions should be

tailored as nearly as possible to those products with respect

to which trade liberalization would have a direct and

substantial negative effect on one country's producers. In

this case, however, the U.S. producers representing the vast

majority of domestic production of rebar and hot-rolled bar

products support immediate duty free trade in these products.

It has been suggested that an exception from the

commitment to complete tariff elimination be made in the case

of steel products. However, SBMA believes that in the case

of carbon hot-rolled bars and rebars, there is no

justification for such an exception. Trade liberalization is

not likely to have any adverse affects on the bar industry,

which is increasingly dominated by efficient and competitive

market mills. In fact, these producers will benefit from the

elimination of the Canadian duty because market opportunities

in Canada will be enhanced.

In summary, SBMA urges USTR to negotiate for immediate

duty free trade in rebars and other hot-rolled bars in the

U.S.-Canada Free Trade Agreement. A phase-in of duty free

status would harm the domestic producers because of reduced

export opportunities while providing negligible impact on

Canadian sales of rebars and other hot-rolled bars to the

United States. There is, therefore, no justification for a

delay in duty free trade in these bars if an agreement with

Canada is reached.

Sincerely,

Charles 0. Verrill,-Jr.
Katherine M. Gorove
Lynn S. West

of

WILEY, REIN & FIELDING
1776 K Street, N.W.
Suite 1000
Washington, D.C. 20006

Counsel for
Steel Bar Mills Association
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Auburn Steel Company, Inc.
Quarry Road, Box 2008
Auburn, New York 13011

Bayou Steel
P.O. Box 5000
La Place, Louisiana 70069

Birmingham Steel
P.O. Box 1208
Birmingham, Alabama 35201

Border Steel
P.O. Box 12843
El Paso, Texas 79912

Calumet Steel Company
317 East 11th Street
Chicago Heights, Illinois 60411

Cascade Steel Rolling Mills, Inc.
3200 North Highway 99 West
P.O. Box 687
McMinneville, Oregon 97128

Chaparral Steel
300 Ward Road
Midlothian, Texas 76065

Chicago Heights Steel
211 E. Main Street
P.O. Box 129
Chicago Heights, Illinois 60411

Courtice Steel
173 Baseline Road East
Bowmanville, Ontario
Canada LIC 3L4

Florida Steel Corporation
P.O. Box 23328
Tampa, Florida 33630

Franklin Steel Company
P.O. Box 671
Franklin, Pennsylvania 16323

Jersey Shore Steel Company
P.O. Box 5055
Jersey Shore, Pennsylvania 17740
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Marion Steel Company
912 Cheney Avenue
Marion, Ohio 43302

Milton Manufacturing Company
P.O. Box 337
Milton, Pennsylvania 17847

North Star Steel
P.O. Box 9300
Minneapolis, MN 55440

Owen Electric Steel Company of South Carolina
P.O. Box 2005
Cayce, South Carolina 29171

Roanoke Electric Steel Corporation
102 Westside Boulevard, N.W.
P.O. Box 13948
Roanoke, Virginia 24038-1831

Sheffield Steel
401 East Broadway, Suite A
Sand Spring, Oklahoma 74063

Sidbec-Dosco
2555 Chemin du Lac
Longueuil, Quebec, Canada J4N lC1

Slater Steel Corporation
Box 943
319 Sherman Avenue, North
Hamilton, Ont., Canada L8N 3P9

Structural Metals, Inc.
Bill Dwyer Road
P.O. Box 911
Seguin, Texas 78155

TAMCO
12459 Arrow Highway
P.O. Box 325
Etiwanda, California 91739

Thomas Steel Corporation
P.O. Box 280
Lemont, Illinois 60439

W. Silver, Inc.
P.O. Box 307
El Paso, Texas 79943

Western Canada Steel Limited
450 S.E. Marine Drive
Vancouver, British Columbia
Canada V5X 2T2

76-574 0 - 87 - 12
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Sun Chemical Corporation Colors Group 45 EEte Avewe
P0 Box 32067

Ohio 45232
(513) 661.950
Telex 214502

August 6, 1987

Laura Wilcox
Hearing Adminstrator, Committee on Finance
Room SD-205 U. S. Senate
Washington, D.C. 20510

Dear Ms. Wilcox:

The subject of this letter is the U.S.-Canada Free Trade Nego-
tiations. I am the Manager of Purchases for Sun Chemical Corpor-
ation, the largest organic pigment manufacturer in the U.S. with
five manufacturing locations located in the states of Ohio,
New York, New Jersey and Michigan. The organic pigment industry
is a highly competitive, import sensitive industry with both
domestic and international competition including Canada.

The raw material cost of an organic pigment generally equals
50% of its selling price. Raw materials for organic pigments
are sourced both domestically and from offshore. Duty on raw
materials for organic pigments in Canada and the U. S. are different.
In the U. S. duties range from 18-20% advalorem and generally
Canada has zero duty on these same raw materials for organic
pigment manufacture. The selling price of raw materials for
organic pigments worldwide tends to be at the same CIF price;
therefore, due to the U. S. duty and no duty into Canada, the
Canadian company can buy at a 18-20% lower price than its U. S.
competitor.

With raw materials equalling 50% of the organic pigment selling
price, this allows the Canadian producer a potential 10% increased
profit margin versus the U. S. company. This 10% plus competitive
edge is too great of an advantage edge to give in what is a
highly competitive market. This competitive advantage granted
the Canadians can only be resolved is one of two ways:

1) Require Canada to charge the same import duties on raw
materials as the U. S. charges.

2) Require the value added in Canada to exceed 70% before
duty-free treatment for organic pigment shipments to the
U. S. can be given.

Thanking you in advance for your support and assistance concerning
this issue.

Sincerely,

S. J. Schmidt
Manager of Purchases

SJS:ks
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TEXAS INDUSTRIES, INC.
EXECUTIVE OrFICES

8100 CARPENTER FREEWAY DALLAS. TEXAS 75247

ROBERT 0 ROGERS
PNESIO[NT

August 10, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Building
Washington, D. C. 20510

Dear Lloyd:

We have talked several times about the importance of expanded
and open trade between the United States and the rest of the
world. In this arena, nothing Is more important than success-
fully completing the U.S.-Canada free trade negotiations.

There is no question that free and fair trade will strengthen
all parties over the long run, and in this case we are dealing
with our largest trading partner and closest ally. Specifically
for Texas Industries, our subsidiary, Chaparral Steel Company,
sells structural steel produced in Texas into Canada. This
product incurs a tariff many times that of the identical product
which Canadian producers ship Into the United States. The con-
tinuation of this blatant discrepancy needs to be eliminated

Time is short and your help is the real key to consumating the
negotiations. I know you can make it happen.

Please let me know if I can be helpful.

Best regards.

Sincerely,

RDR: c
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STATEMENT

OF
JAMES L, HENRY, PRESIDENT

OF THE

TRANSPORTATION INSTITUTE

REGARDING THE

U,S,/CANADA FREE TRADE AREA NEGOTIATIONS
The Transportation Institute, representing over 140 U.S.-flag

shipping companies engaged in the nation's domestic and foreign
waterborne commerce, submits the following comments regarding the
U.S./Canada free trade area (FTA) negotiations. As the Committee
is aware, there is an October 5, 1987 deadline, by which the
Administration must submit a proposal to the Congress for an
up-or-down vote, without modification, under the "fast track"
authority governing these negotiations. Given this limited time
frame, the Institute appreciates the Committee's request for
comments.

We recognize that the establishment of a logical and fair
trading mechanism governing the international commerce between the
United States and Canada, our largest trading partner and closest
neighbor, is a worthwhile goal. The Institute believes, however,
that the search for a more open trade environment should not lead
to the systematic abrogation of sound, longstanding, domestic
maritime policy. In examining the costs and benefits of a FTA
with Canada, the maritime services sector clearly loses.
Therefore, the Institute strongly opposes the inclusion of
maritime services, policy or law within the context of free trade
negotiations with Canada or any other nation.

The Institute has learned that the Merchant Marine Act of
1920, commonly known as the Jones Act, and other important
maritime policies are being threatened by the ongoing U.S./Canada
FTA negotiations. Any dismantling of this nation's time-honored
maritime policies would be extremely detrimental to the entire
U.S. maritime industry, including our shipyards and ship repair
facilities, the inland tug and barge industry, the Great Lakes
fleet, the offshore oil and gas service industry, and both our
international and domestic maritime fleets.

America's historical maritime promotional programs and
policies were enacted to maintain a strong U.S. merchant fleet,necessary for national security and domestic commerce purposes,
not as barriers to trade, therefore they should not be subject to
international trade negotiations. Alterations that may dilute
U.S. maritime policy would exacerbate the President's concern
expressed in the White House report, "National Security Strategy
of the United States," released in January, 1987. The report
stated:

"the continuing decline of the U.S. merchant
marine and U.S.-flag commercial shipping assets
is a matter of concern. This problem is
compounded by the decline of the U.S-flag fleet
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which results in a reduction of the seagoing
workforce to man all our U.S.-flag vessels - as
well as ships of the Ready Reserve Force, the
National Defense Reserve Fleet and any effective
U.S. controlled ships which might need
recrewing. The lack of merchant mariners in the
near term could impede our ability adequately to
project and sustain forces by strategic sealift."

The national security sealift requirements of the United
States necessitate a viable, national, commercial merchant marine
to fulfill them. For these reasons, national security and
domestic commerce, we oppose the inclusion of maritime policy in
the FTA negotiations.

However, we understand, the Canadian negotiating team would
like the United States to grant Canadian vessel operators access
to our nation's domestic maritime trades and promotional programs,
subject only to their own shipping policy restrictions. Under
this scenario, the Canadian Shipping Act would allow Canadian
vessel operators to utilize low-cost, foreign-built and
foreign-crewed vessels in direct competition with U.S. operators
utilizing higher-cost, U.S.-built assets in America's domestic
trades. Canadian operators would also be able to re-flag
foreign-built vessels for use in their domestic trades, upon
payment of a 25 percent duty. American operators do not have this
flexibility. Undoubtedly, U.S.-flag operators would suffer from
lower-priced competition, if these Canadian-flag vessels were
allowed to operate in our Jones Act trades.

In addition to operational flexibility, we believe Canadian
operators enjoy numerous economic, promotional, regulatory, and
fiscal advantages over U.S. operators and should not be granted
unbridled access to our domestic trades. These advantages have
allowed them to dominate the bilateral waterborne trade between
the United States and Canada and will permit them to control any
new trade offered to them. In 1986, Canadian-flag vessels carried
over 95 percent of the waterborne trade between the United States
and Canada.

Lower capital costs are but one of the advantages enjoyed by
Canadian operators. Canadian-built vessels, which in the past
have received substantial government subsidies, are allowed to
operate in both their foreign and coastwise trades. In addition,
Canadian operators may purchase vessels built in foreign
subsidized shipyards and then operate these in their domestic
trades upon payment of a duty, as mentioned above. In contrast,
American operators must build in non-subsidized American shipyards
in order to operate in the U.S. coastwise trades. Furthermore,
Canadian-flag vessels are subject to less stringent and less
costly Coast Guard vessel requirements than U.S.-flag vessels.

Canadian carriers also enjoy lower operating costs than their
American counterparts. In part, this is due to differences in the
currency exchange rate. While the U.S. dollar has depreciated
elsewhere in the world, it has actually appreciated over 20
percent against the Canadian dollar in the last six years.
Currently, the Canadian dollar equals approximately $0.75 in U.S.
currency. This price advantage would allow Canadian operators to
underbid U.S. operators, if given the opportunity, and still
garner a profit.

Canadian ship owners have long enjoyed substantial tax breaks
relative to U.S. ship owners. In 1949, the Canadian Vessel
Construction Assistance Act allowed ship owners to depreciate the
cost of construction at an accelerated rate of only three years.
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In addition, the proceeds from the sale of a ship were not taxed
if the money was used to build another ship in a Canadian yard.
In 1957, amendments to the Act, known as the "Angel Plan,"
broadened the scope, allowing non-shipping corporations to take
advantage of the depreciation provisions. The Act was repealed in
1967, but the accelerated depreciation provisions were retained in
Canada's Income Tax Act. Many of the vessels built under these
advantageous terms are still active in the Great Lakes bilateral
trades where they could compete against non-subsidized U.S.-flag
Jones Act carriers under the proposed FTA. Currently, new vessels
constructed in a Canadian shipyard can be depreciated over four
years.

These Canadian tax advantages are substantial when compared to
U.S. tax policies. The U.S. Tax Reform Act of 1986 eliminated the
use of investment tax credits for ship builders, and amortization
schedules were lengthened from 5 to 10 years at a time when
foreign competitors enjoy much shorter depreciation timetables.
In addition, U.S.-flag operators' tax-deferred capital
construction funds are now subject to the minimum corporate tax of
20 percent. These changes to the U.S. Tax Code further
disadvantage U.S.-flag operators and lessen their ability to
compete effectively with Canadian operators.

The offer of equal access to Canadian domestic trades could
not, in any way, compensate for the loss U.S. operators would
experience under the proposed FTA, especially considering the cost
advantages enjoyed by Canadian operators. Such an arrangement
could not possibly result in free and fair trade for U.S operators
since the Canadian shipping market is less than comparable to the
U.S. market, which encompasses the Great Lakes, the East, West and
Gulf coasts, the non-contiguous trades, and 25,000 miles of
navigable inland waterways. In contrast, the Canadian commercial
market is limited to the Great Lakes, St. Lawren-e Seaway and the
Pacific Northwest, which are already overtonnaged. The Canadian
market offers no equivalent programs such as America's PL-480 Food
for Peace Program, Public Resolution 17, Strategic Petroleum
Reserve shipments, Department of Defense cargoes, or Military
Sealift Command charters. Therefore, the proposed benefits of
equal access would disproportionately accrue to Canadian-flag
operators.

It is our understanding that one proposal being offered by the
U.S. negotiating team is the possible "grandfathering" of existing
U.S. maritime programs, while providing Canadian maritime
interests the benefits of equal participation in any future U.S.
maritime policies. This would allow Canadian operators to compete
with U.S. operators in any and all new Jones Act trades, cargo
preference policies, offshore developments and other trades.
Existing U.S. operations will suffer due to the lack of incentive
to invest in future endeavors. American operators, subject to
higher overhead costs, will not be able to fairly compete with
subsidized Canadian operators, therefore all future U.S. maritime
programs will primarily benefit Canadian maritime interests.

Again, considering the Canadian economic, regulatory,
promotional and fiscal advantages listed above, it is certain that
Canadian operators will dominate all future maritime programs.
The result would be foreclosure on the future of the U.S. merchant
marine and the crippling of Congress' ability to direct future
maritime policy to meet the commercial and national defense
demands of future generations. The Congress has spent decades
formulating our national maritime policy and should not forfeit
its role in developing future maritime initiatives by allowing
Canadian operators to dominate all prospective programs.

I I
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In addition, the possible implementation of a FTA with Canada,
which included maritime provisions, would set an extremely
dangerous precedent. If Canada is allowed access to our domestic
or future new markets, it is quite likely that America's other
large trading partners would seek similar trading privileges, and
may in fact already be empowered to do so by existing treaties.

Once Canadian advantages are made apparent and potential
benefits for U.S. maritime interests are assessed, it is logical
to conclude that the negotiation of maritime policies in a FTA
with Canada will not result in free or fair trade in the maritime
sector. Congress must demand that the Administration abandon the
negotiation of this nation's maritime policies in order to
preserve our national security and commercial interests.

Efforts are under way in the U.S. Senate and the U.S. House -f
Representatives to enact concurrent resolutions that express the
sentiment of the Congress in opposing the inclusion of maritime
services in the U.S./Canada FTA. The House Concurrent Resolution
No. 157 has 213 cosponsors at this time. The Senate Concurrent
Resolution No. 69 had 55 cosponsors at the time of introduction.
We respectfully urge the Committee to reflect the bipartisan view
that maritime issues be removed from the negotiating process.

The Institute appreciates the opportunity to comment and hopes
that our views are taken into consideration when contemplating the
approval of a free trade area with Canada.
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COMMENTS ON

U.S.-CANADA FREE TRADE AREA

Presented By

THE UNITED FRESH FRUIT AND VEGETABLE ASSOCIATION

Alexandria, Virginia

SUMMARY

The following summarizes those issues identified by the United Fresh Fruit
and Vegetable Association to be addressed during U.S./Canadian free trade
negotiations:

1) Uniformity in grades, sizes labeling and food additive regulations;

2) Elimination of Canadian regulations restricting granting of easements
for bulk shipments of produce;

3) Elimination of the Canadian fast track import surtax system and
imposition of emergency fast track provisions similar to the U.S./Israel
Free Trade Agreement and the Caribbean Basin Initiative;

4) Elimination of Canadian prohibition of consignment shipments,

5) Uniformity of pesticide registration and residue tolerance
regulations;

6) Elimination of Canadian indirect subsidies under the Agricuitural
Stabilization Act;

7) Elimination of Canadian indirect subsidies under the Fruit and
Vegetable Cold Storage Program;

8) Imporve effectiveness of Canadian Arbitration Board; and

9) Prohibition of duty free status of transshipments.

The United Fresh Fruit and Vegetable Association is the national trade
association for the fresh fruit and vegetable industry. The 2,500 member
companies, including growers/shippers, brokers, wholesalers, retailers and
related industries, handle 80 percent of the fresh produce marketed in the
United States. Over 50 member companies, primarily wholesale
distributors, are located in Canada.

In February 1987, United's membership reaffirmed a resolution on
international trade stating:

"United encourages international trade as a means to
improve the domestic and free world economies. We
endorse efforts to promote free trade provided there
is fairness and equity between trading nations.

"Ensuring overseas markets for U.S. agricultural
products is a primary goal of the Association. United
is opposed to trade legislation or regulations that
would place U.S. growers at a competitive economic
disadvantage. Foreign and domestic protectionist
trade measures are detrimental to the continued export
of U.S. agricultural products. United urges the
Administration, through the Office of the U.S. Trade
Representative, to pursue policies that will eliminate
foreign trade barriers to U.S. agricultural products."
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In light of the negotiations for a U.S.-Canada free trade area, United
generally supports the concept of free trade provided that trade is
conducted on a fair basis. In calendar year 1986, the United States
exported approximately 1.79 million metric tons of fresh fruits and
vegetables worth $792.8 million to Canada. In that same time period, the
United States imported 99,817 metric tons of fresh produce worth $54,72
million from Canada. Because of Canada's shorter growing season, U.S.
growers have a positive trade balance in fresh produce with Canada.

In the July 10, 1986, announcement by the U.S. Trade Representative on
hearings on possible free trade negotiations with Canada, a number of
items were listed as non-tariff trade barriers both to U.S. and Canadian
goods. These topics would be under consideration during the negotiations.
The following preliminary comments focus on a number of these issues
including the U.S. Food, Drug and Cosmetic Act, U.S. federal marketing
orders, bulk shipments to Canada, Canadian fast track surtax system,
consignment shipments, and pesticides. In addition United will comment on
a U.S. fast track emergency relief system, Canadian Agricultural
Stabilization Act, Canadian cold storage program, and duty free status of
transshipments. United would like to retain the right to add to these
comments as negotiations proceed.

U.S. FOOD, DRUG AND COSMETIC ACT

Provisions of the Food, Drug and Cosmetic Act affecting the fresh produce
industry include labeling requirements for net weight or count; irradiated
foods, and use of post harvest chemicals. The Food and Drug
Administration is responsible for enforcing pesticide residue levels for
domestic and imported foods under the FDCA. In addition, last year FDA
ruled that sulfiting agents are no longer permitted for use as a
preservative on agricultural commodities intended to be served or sold raw
to consumers. These regulations are not a non-tariff trade barrier and
should not be on the agenda for elimination in a U.S.-Canada free trade
agreement. They provide for orderly marketing of produce and ensure the
health and safety of the American consumer.

Although these regulations should remain in place, United urges that the
U.S. and Canada coordinate food safety and labeling regulations to provide
less restrictions on movement of goods. As an example, pesticide residue
standards should be uniform for U.S. and Canadian markets to provide for
orderly marketing of fresh fruits and vegetables and to ensure the health
and safety of consumers.

U.S. FEDERAL MARKETING ORDERS

United strongly objects to any change in quality or grade standards under
U.S. federal marketing orders in a U.S.-Canada free trade agreement.
These regulations are essential for orderly distribution of produce and
insure that the American consumer receives quality produce. U-ited urges,
however, that quality and grade standards be uniform for both the U.S. and
Canadian markets to facilitate commerce.

CANADIAN EASEMENTS FOR BULK SHIPMENTS OF PRODUCE

Despite the large volume of fresh fruits and vegetables shipped to Canada,
there are many non-tariff mechanisms inhibiting free and fair trade. If
U.S. growers are to compete on a level playing field, barriers to free
trade and unfair government subsidies must be eliminated.

The Canadian Agricultural Products Act prohibits imports of bulk items if
supplies exist in the province of destination. Individual province
marketing boards grant easements to allow bulk shipments into the
province. If adequate local supplies exist in the province, easements are
not granted. This regulation-applies to interprovincial trade as well as
international transactions, and affects primarily U.S. apple and potato
shipments.
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Potato growers in the southeast United States, particularly Virginia and
North Carolina, are primarily affected since they normally ship just prior
to Canada's harvest. Because the costs of repacking potatoes are
prohibitive, U.S. potato growers who ship bulk are unable to be cost
competitive. In addition, Canadian potato processors have severely
restricted contracting with U.S. growers, because an easement may not be
granted when the processors are ready to receive the U.S. potatoes. This
provision, affecting potato and apple shipments, is protectionist and
should be eliminated.

FAST TRACK EMERGENCY RELIEF/IMPORT SURTAX SYSTEM

United strongly urges that a fast track emergency relief program for
perishable products be instituted for both U.S. and Canadian growers
This program could be similar to the fast track mechanisms in the
U.S./Israel Free Trade Agreement and the Caribbean Basin Initiative.
Emergency relief would be granted in a shortened time period and would be
based on actual amounts and prices of produce shipped to the foreign
market taking into consideration seasonal fluctuations.

The procedure currently in place in Canada is a fast track import surtax
system for horticultural products. The surtax has been imposed only once
since 1979, when the law was enacted, on yellow onions from October 1982
to March 1983. The very concept of the system is unacceptable, because it
is based on prices at the U S. wholesale market, not on actual U.S.
shipments to the Canadian market. United strongly urges that in support
of fair trade, similar fast track mechanisms be available in both
countries based on actual shipments and in-country market prices.

CONSIGNMENT SHIPMENTS

Canada currently prohibits U.S. produce shipments sold on a consignment
basis. There are no restrictions in the U.S. on how Canadian produce may
be sold. There is interest on the part of U.S. shippers and some Canadian
receivers to conduct business on a consignment basis. In open market
economies, businessmen should be allowed to do so. United urges that the
rules of how trade is conducted between Canada and the U.S. be harmonized
by eliminating Canada's prohibition of consignment transactions.

PESTICIDE REGULATIONS

A major inhibitor to fair trade of fresh produce between Canada and the
U.S. is the lack of coordination and continuity on pesticide registrations
and residue tolerance levels. Many U.S. shipments are rejected at the
Canadian border, because U.S. approved pesticides either have not been
registered in Canada or the tolerance level is lower than that in the
United States. A list of recently rejected shipments is attached. In
addition, in some cases Canadian growers are at a distinct advantage by
having a less expensive pesticide registered in Canada. Although the
pesticide is not registered in the U.S., the FDA establishes action levels
to allow imports treated with an unregistered pesticide.

United has been working actively to communicate and solve problems arising
from different pesticide standards through the U.S./Canada Horticultural
Task Force and annual meetings between Canadian and U.S. growers and
health, agriculture and pesticide regulators. Because of the proximity of
the two countries and the amount of horticultural trade, to facilitate
fair trade, it is imperative that pesticide registrations and residue
tolerance levels be uniform between Canada and the U.S.

AGRICULTURAL STABILIZATION ACT OF 1985

Canadian growers receive direct and indirect subsidies not available to
U.S. growers of horticultural products. Under the Agricultural
Stabilization Act of 1985, the Canadian government provides financial
subsidies to a number of crops when prices are low or costs are high by
historical standards. These subsidies encourage overproduction allowing
marketing in the U.S. at lower prices. The attached table of payments for
horticultural products under the ASA between 1974 and 1980 was prepared by

- I 
I
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the Foreign Agricultural Service, U.S. Department of Agriculture. In a
U.S.-Canada free trade agreement, these direct government subsidies should
be eliminated.

FRUIT AND VEGETABLE COLD STORAGE

An indirect subsidy to Canadian growers is the Fruit and Vegetable Cold
Storage Program. The Canadian government provides financial support to
assist in the construction of fruit and vegetable cold storage facilities
to extend the marketing season. This government subsidy enables growers
to export certain commodities year round. Cold storage facilities are
needed to improve the quality of fruits and vegetables; however, United
objects to assistance from the Canadian government for this purpose. The
government subsidy reduces expenses to Canadian growers providing another
unfair cost advantage over U.S. producers.

CANADIAN ARBITRATION BOARD

Under the U.S. Perishable Agricultural Commodities Act and the Canadian
Agriculture Produce Standards Act, mechanisms are available to redress
grievances on payment or condition problems of horticultural shipments.
Canadian and U.S. growers have redress in both countries provided the
businesses are licensed. A serious problem exists, however, for U.S.
growers to achieve equitable redress from the Canadian Arbitration Board.
The Board is unable to respond to grievances filed by U.S. growers in a
timely and effective manner. United requests that the U.S. Trade
Representative urge the Canadian government to strengthen the Canadian
Licensing and Arbitration Board to meet the needs of the U.S. produce
industry.

TRANSSHIPMENTS

An integral part of free trade negotiations with Canada should be a
provision to prohibit duty free status of transshipments. Transshipments
originate in one country, are shipped through a second country before
arriving at the final destination in the third country. All products to
receive duty free status must originate in either Canada or the U.S. to
prevent other countries from unfairly receiving duty free status for
exported goods.

The United Fresh Fruit and Vegetable Association supports and encourages
the Canadian and U.S. governments to reach an understanding on a free
trade agreement, provided that growers of horticultural products in both
countries can market their product in an open and fair environment.

Thank you for your consideration of these comments. As negotiations
proceed, United looks forward to working with the Committee on Finance on
these issues as well as any other additional issues which may arise. If
you have any questions or concerns, please feel free to contact Sharon E.
Bomer, Director, Government Relations, United Fresh Fruit and Vegetable
Association, 727 N. Washington Street, Alexandria, Virginia, (703)
836-3410.

Enclosures
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HORTICULTURAL PRODUCTS

Agricultural Stabilization for Fruits and Vegetables

Under the Agricultural Stabilization Act various fruits and vegetables have
_been designated for support. While the Programs are specified for a
particular crop year or harvest period, payments are often not made until
after the end of the corresponding fiscal year when market prices, returns
and costs are available. The following table summarizes payments for
horticultural products made under the ASA:

Year Commodity Value Number of Producers
(S -TiT1fon)

1974 Potatoes 13.75 3,456

1975 Apples 12.84 3,037
Sweet Cherries .62 2,418
Summer Pears .25 2,323
Prune Plums .47 1,481
Carrots .46 N/A
B.C. Raspberries .73 N/A
TOTALS M 0

1976 Early Potatoes 3.60 1,361
Summer Pears .93 1,160
B.C. Cherries 1.32 1,324
B.C. Prune Plums .33 750
B.C. Apricots .13 380
Greenhouse Tom. .44 313
Greenhouse Cukes .28 258
Winter Pears .53 588
B.C. Late Pears 3.60 1,361
TOTALS TM.

1977 Apricots .07 381
Sweet Cherries .43 1,369
Onions 4.46 426
Quebec Apples 3.2 614
Eastern Potatoes 20.94 3,754
TOTALS

1978 Eastern Potatoes 6.70 3,388
Onions .88 315
TOTALS TU

1979 Greenhouse Cukes .78 236
Eastern Potatoes 12.50?
TOTALS T372

1980 Greenhouse Cukes .62 281
Sour Cherries .97 629
Apples 17.20 3,526
TOTALS TU7
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Comments By

A.F. Rico
President

Upper Great Lakes Pilots, Inc.

Concerning

U.S./CANADA FREE TRADE AGREEMENT NEGOTIATIONS

Senate Committee on Finance
August 17,, 1987

SUMMARY

Trade negotiations with Canada or any other country must not
include U.S. maritime policy. The Senate must tell the
administration to remove maritime issues from the FTA
negoti ati ons.

Upper Great Lakes Pilots, Inc., a Minnesota corporation,
employs all United States Registered Pilots servicing foreign
vessels transiting Lake Superior, Lake Michigan, Lake Huron
and The St. Mary's River. Upper Great Lakes Pilots, Inc.
supports the comments and positions put forth to the Senate
Committee on Finance by George J. Ryan, President, Lake
Carriers' Association.

Upper Great Lakes Pilots, Inc. requests that the Senate
require the administration to remove maritime issues from
U.S./Canada free trade negotiations.

A.F. Rico
President
Upper Great Lakes Pilots, Inc.
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COMMONS ON THE PROPOSED U.S. /CANADA
FREE TRADE AREA

by the

U.S. COALITION FOR FAIR LUMBER IMPORTS

On December 30, 1986, the United States and Canada

agreed to settle a long-standing dispute over Canadian

shipments of subsidized softwood lumber products into the

United States market. Under the United States-Canada

Softwood Lumber Agreement, the Canadian government agreed to

collect a 15 percent export tax on softwood lumber shipped

to the United States. Canadian collection of the export tax

has helped to offset the subsidy provided to Canadian lumber

producers by the noncompetitive sale of government-owned

timber for a fraction of its fair market price. By helping

to alleviate the trade-distorting effect of the Canadian

governments' natural resource subsidies, the Agreement has

allowed the U.S. softwood lumber industry to compete on a

level playing field with its Canadian counterpart.

The U.S. Coalition for Fair Lumber Imports urges

Congress to insure that nothing in a Free Trade Agreement

impairs the existence or viability of the Softwood Lumber

Agreement. In particular, any provision of a Free Trade

Agreement that (1) nullifies the Softwood Lumber Agreement

or (2) undermines the efficacy of the Agreement by exempting

injurious foreign subsidy practices from redress under the

trade laws of the United States, and thus impairs the U.S.

lumber industry's ability to enforce the Lumber Agreement,

would unfairly injure the U.S. softwood lumber industry and

should be unacceptable to Congress.

I. The Coalition's Concerns

The U.S. Coalition for Fair Lumber Imports urges

Congress to insure that no provision in a Free Trade Agree-

ment with Canada impairs the continued existence and viabil-
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ity of the United States-Canada Softwood Lumber Agreement.

Negotiations between the United States and Canada over a

Free Trade Agreement raise two concerns for the U.S. lumber

industry. First, the industry is concerned over reports

that Canada may seek to nullify the recently negotiated

Softwood Lumber Agreement during Free Trade Area negotia-

tions. Second, the lumber industry is concerned that Canada

may strive to undermine the efficacy of the Agreement by

impeding the rights of U.S. industries to seek redress of

injurious foreign subsidies before U.S. agencies.

II. The United States-Canada Softwood Lumber Agreement

Must Not Be Jeopardized in the Course of Negotiations

Recent reports in the Canadian press state that Canada

may, during negotiations toward a Free Trade Area, seek to

nullify the recently concluded Softwood Lumber Agreement.

The continued vitality of the Softwood Lumber Agreement is

essential. By providing for the Canadian government to

collect a 15 percent export tax on softwood lumber bound for

the United States, the Agreement has helped to alleviate the

effect of the market-distorting subsidies provided to the

Canadian softwood lumber industry.

A. Effect of Canadian Government Subsidies Prior to

the Softwood Lumber Agreement

From 1975 to 1986, more than twenty-five percent of all

U.S. softwood mill employees were driven out of work. Tens

of thousands of workers in logging camps and transportation

industries also lost their jobs. During this period, over

650 U.S. softwood mills closed their doors. U.S. softwood

lumber companies which survived took hundreds of millions of

dollars in losses.

The U.S. softwood lumber industry, one of the most

efficient in the world, was suffering despite record levels

of demand for softwood lumber in the U.S. market. In 1984,
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a strong housing market boosted U.S. lumber consumption to a

record 43 billion board feet. U.S. lumber consumption in

1985 reached a new peak of nearly 44 billion board feet.

Despite these record levels of demand, however, lumber
*

prices remained depressed due to the flood of subsidized

Canadian lumber imports into the U.S. market.

From 1975 to 1985, Canadian production of softwood

lumber more than doubled, reaching 22.4 billion board feet.

By 1984, Canada was shipping approximately two-thirds of its

total production to the U.S. market. Canada's share of the

U.S. softwood lumber market grew from less than 20 percent

in 1975, to more than 33 percent in 1985. Despite its

efficiency and natural comparative advantage, the United

States softwood lumber industry faced economic disaster,

largely because of the flood of subsidized Canadian lumber

into the U.S. market.

In Canada, approximately 95 percent of timber is owned

by the federal and provincial governments. Since the

Canadian governments' policy has been to encourage employ-

ment in and development of the Canadian softwood lumber

industry by subsidizing stumpage, Canadian producers receive

timber comparable to U.S. timber at a fraction of the cost.

Indeed, for the small fraction of timber that is sold

through the competitive Small Business Enterprise Program in

Interior British Columbia, sales yield up to ten times the

government established stumpage price. As a result of the

Canadian timber subsidies, Canadian producers were able to

capture an ever-greater share of the U.S. market. Moreover,

since Canadian stumpage is priced below a fair market value,

Canadian firms overproduced despite depressed lumber prices.

In May 1986, the Coalition for Fair Lumber Imports

filed a countervailing duty petition with the Department of

Commerce and with the United States International Trade

Commission, charging that: (1) Canadian softwood lumber



365

production was subsidized, and (2) subsidized Canadian

softwood lumber imports were causing injury to the U.S.

softwood lumber industry. In July 1986, thaeUnited States

International Trade Commission made a preliminary determina-

tion that the U.S. softwood lumber industry was materially

injured by Canadian softwood lumber imports. In October

1986, the Department of Commerce found that the Canadian

policy of selling timber at far below market value, coupled

with a plethora of other Canadian government programs, gave

Canadian softwood lumber mills a 15 percent subsidy.

On December 30, 1986, the U.S. and Canadian governments

successfully reached an agreement to settle the countervail-

ing duty case and to resolve the long-standing dispute

between the two countries over Canadian softwood lumber

imports. To offset the Canadian subsidy to softwood lumber

production, the Canadian government agreed to collect a 15

percent tax on lumber exported to the United States. The

United States-Canada Softwood Lumber Agreement has helped to

level the playing field for the U.S. lumber industry. As a

result, the industry is working diligently to recapture the

markets and jobs it lost as a result of subsidized Canadian

softwood lumber imports.

B. Importance of Maintaining the Vitality of

the Softwood Lumber Agreement

Since the United States and Canada concluded the

Softwood Lumber Agreement, the U.S. industry has begun to

regain market share. During the first seven months of 1987,

the U.S. industry has increased production, mills have

reopened, and profits have returned. Unless the United

States maintains the vitality of the Agreement during the

Free Trade Area negotiations, however, the U.S. industry

will again suffer serious injury as a result of Canadian

timber subsidies.
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III A Free Trade Agreement Nust Not cCt.rAlnADipgute
Settlement Formula that Immodes e t4 B-so Doestic
Industries to Utilize U.S. Trade aS

During the course of Free Trade Ara fnegotiations,

Canada has repeatedly sought control over the USe of U.S.

trade laws through exemption from those lawa o through a

dispute settlement mechanism that gives C"akd a a veto over

their use. Any provision in a Free Trace Agreihent that

denied the U.S. lumber industry's right to Oo-ia'ter Canadian

unfair trade practices through effective uf of J.S. trade

laws would indirectly undermine the SoftVoO• Ltsber Agree-

ment. A primary motivation for Canada tV abidO by the

Softwood Lumber Agreement arises from th lowtecge that the

U.S. lumber industry is willing and able to ei±Le and win

another countervailing duty case. If a VreQ T0a4e Agreement

were to provide for a bilateral body to keo'lve differences

in the way the U.S. and Canadian goverraftntf vjew subsidy

practices, then U.S. leverage to counter foreign subsidy

practices would be far weaker than it is curterstly. U.S.

industries should not be denied the right to seek redress

from their government from injurious, unaitr foreign subsi-

dies.

IV. Conclusion

There is no more efficient producer of oaftwood lumber

in the world than the United States. We beft a comparative

advantage in the production of softwood L 2rian can
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compete fairly in world markets. The United States-Canada

Softwood Lumber Agreement recently negotiated between the

two countries has allowed the U.S. and Canadian industries

to compete on the merits, by removing the trade-distorting

effect of Canadian government subsidies to softwood lumber

producers that had been injuring the U.S. industry. The

U.S. softwood lumber industry strongly urges the Congress to

uphold the Lumber Agreement and insure the industry's

continued ability to compete fairly. Any provision in a

Free Trade Agreement that nullified the Lumber Agreement, or

that impaired the vitality of the Agreement by impeding U.S.

industries' ability to seek redress from foreign subsidies

through U.S. trade laws, would impair the ability of the

U.S. softwood lumber industry to compete fairly with its

Canadian counterpart.
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United States Council for Serving Aflef CBusinessas S uSAffiliateof

International Business The international ChamberaofCommerce
056~The International Organisation of E mployers

The Business and Industry A• sory Committee to the OECD
RAHAM KAIZ Presael The ATA Camel System

August 7, 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

This letter, submitted on behalf of the U.S. Council for
international Business, is in response to the invitation of
July 27 issued by your Committee for comments on the U.S.-
Canada free trade area negotiations. The U.S. Council sup-
ports a comprehensive agreement which results in the eventual
removal of both tariff and non-tariff barriers to substan-
tially all trade and investment between the two countries.

The U.S. Council for International Business, wiLh a mem-
bership of some 300 companies, other firms and organizations,
represents American business positions in the major interna-
tional economic institutions. Its primary objective is to
promote an open system of world trade, finance and invest-
ment. Through its affiliations with the International Cham-
ber of Commerce (ICC), the Business and Industry Advisory
Committee to the OECD (BIAC), and the International Organiza-
tion of Employers (TOE),, the Council officially consults with
the United Nations system (including the GATT), the OECD and
the International Labor Organization (ILO). The Council is
also a member of the American Coalition for Trade Expansion
with Canada (ACTE/CAN) and has endorsed its Statement of Pur-
pose concerning the free trade area negotiations.

In a statement issued jointly with the National Foreign
Trade Council in Janudry, 1906, the U.S. Council welcomed the
Canadian proposal for negotiations. We emphasized that "all
issues deemed to be a hindrance to open trade should be sub-
ject to negotiations." we laid special stress on the need
for an eventual agreement to cover all aspects of U.S.-Cana-
dian commercial relationships ircluding barriers to trade or
investment imposed by individu-1 states or provinces as well
as the two federal authorities; the need to include measures
assuring effective protection of intellectual property
rights, and movement toward a more open regime for trade in
services.

The Council's committee on Services Trade has subse-
quently communicated its views about specific problems of
trade in services to our negotiators, including Secretary
Baker and Ambassador Yeutter# which it recommends the negoti-
ations address and resolve. We would be happy to share these
recommendations (which are too lengthy to fit the format re-
quired by the Committee for this submission) if you would
like to have them.
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In each of our communications to the U.S. Government on
this matter, we have consistently underlined our hope that
successful agreements on the issues covered in these negotia-
tions could serve as models for regimes that we hoped could
be negotiated on a broader multilateral basis in the context
of the GATT's Uruguay Round. We therefore welcome the em-
phasis which you and members of your Committee placed on con-
sistency with GATT rules in your press conference of August
5.

In that regard, the U.S, Council has also made several
recommendations to the government concerning specific objec-
tives which we believe should be sought in the Uruguay Round.
In view of the importance which the Canadians appear to at-
tach to a bilateral dispute settlement process, and the at-
tention you and others gave to this issue in your press con-
ference, we would like to call the Committee's attention to
the Council's position on a new dispute settlement process
for the GATT, which we have previously recommended both to
the U.S. Trade Representative as a U.S. negotiating objec-
tive, as well as to the International Chamber of Commerce as
a proposal for endorsement by the international business com-
munity. Consistent with our vied that U.S.-Canada agreements
could serve as models for Uruguay Round results, we believe
that a bilateral dispute settlement process along the lines
we have recommended for the GATT as a whole may have conside-
rable merit.

The elements of the new process we have proposed for the
GATT are summarized in the attached paper which we have pro-
posed to the ICC. Those elements which we believe could be
considered for incorporation in a U.S.-Canada agreement in-
clude the following:

1) Both parties would nominate individual, non-govern-
ment experts with recognized experience and proven com-
petence in international trade or investment matters.
These experts would constitute a standing body from
which specific members would be drawn to carry out the
responsibilities described below.

2) As regards issues arising from the implementation of
the free trade area agreement, including disputes aris-
ing from the invocation by either party of the remedies
from either fair or unfair competition provided in each
party's domestic laws, the U.S.-Canada agreement could
establish an arbitration procedure as an alternative to
use of the usual GATT panel procedures. Resort to ar-
bitration would be voluntary, and more specific arrange-
ments might be required in particular cases (as defined
in the agreement), but the result would be final; ap-
proval by the GATT Council would not be required. The
award of the arbitration tribunal would not be binding
and either party would be free to take suc-h action as it
deemed necessary. However, a party failing to implement
the decision would have to make compensation or accept
retaliation, as the other party determined.

For example, if the U.S. were to bring a complaint
against a Canadian practice under the U.S. countervail-
ing duty law, it would, at an appropriate time during
the proceeding, request an arbitral tribunal. If the
tribunal awarded the case to the U.S., Canada would eit-
her have to remove the practice or face U.S. counter-
vailing duties. Alternatively, if the award went
against the U.S., the U.S. could either drop the case or
impose the duties anyway. If the latter, Canada could

76-574 0 - 87 - 13
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either require compensation or retaliate without risking
counter-retaliation. In either case, no reference to
the GATT would be necessary, since the restrictive ac-
tions (whether safeguard, anti-dumping, countervailing
or Section 337-type) only affect trade between the two
countries pursuant to a GATT-consistent free trade
agreement.

3) Expedited and enforceable deadlines should be
established for use of the dispute-settlement process.
There should be provisions u,der which an injured party
would be free to take retaliatory (or defensive) action
if the tribunal does not act on its complaint within a
set time and through no fault of the injured party. The
panel should, however, continue the case to a conclusion
and there should be a provision for curing a default if
it is later determined that the complaint is unjusti-
fied.

As can be seen from comparing the above procedures with
our recommendations for a new GATT process, there is a close
parallelism, with differences dictated only by the fact that
the bilateral process is engaged because there is a GATT-con-
sistent free trade area between the two parties. That, of
course, is our bed-rock assumption. If the eventual U.S.-
Canada Agreement falls significantly short of GATT require-
ments, it would probably not meet the criteria upon which the
U.S. Council's support for the negotiations has been prem-
ised. However, if it does meet those criteria, the proposed
bilateral process could strengthen the prospects for the kind
of GATT reform which we favor.

I hope these comments will be helpful to the Committee
as it moves to examine any agreement which may eventually
emerge from the current U.S.-Canada negotiations.

Sincerely,

Abraham Katz
President
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July 17, 1987

Dispute Settlement 1

The International Chamber of Commerce (ICC) believes that im-
provement of the dispute settlement process is a desirable objec-
tive for early results in the Uruguay Round. A better dispute
settlement procedure would generally enhance the effectiveness of
the GATT benefiting all GATT members.

The GATT dispute settlement process is often perceived to be
ineffective. Generally, three types of problems are cited: a)
politicized panel findings; b) persistent procedural delays and
difficulties; and c) lack of political will among parties to ac-
cept panel reports. These difficulties remain despite the fact
that the process has been generally adequate to manage the major-
ity of cases. The process works well where the issues are narrow-
ly focused or technical. Many cases are settled or withdrawn be-
fore panel reports are issued to avoid undesirable confrontations.
GATT members approve panel findings in the vast majority of cases.

It is clear that the performance of the dispute settlement
machinery has deteriorated over the past ten years in terms of (a)
the lapse of time between initiation of complaints and the adop-
tion of reports (10 months average before 1975 - 16 months past
1975); (b) the failure to adopt reports (none before 1979; five
thereafter) and (c) failure of compliance by the party concerned.

The major problem with controversial cases is the political
will of the Contracting Parties: the dispute settlement process
does not work well in dealing with contentious issues, particular-
ly those between the United States and the European Community.
The U.S. has been the major complainant until recently, and
many of-the disputes have involved agriculture, illustrating that
process cannot make up for vague or limited consensus on rules.
More recently the European Community has become the major plain-
tiff with cases on semiconductors and custom user fees.

The ICC urges GATT Contracting Parties to agree on improve-
ments based on the following 5-point program for reform of the
GATT dispute settlement procedures:

(1) Mediation. The Director-General of GATT would be direc-
ted to offer to mediate disputes before they reach the panel
stage. Either party would have the right to reject or terminate
mediation. Under present practice, the GATT Secretariat rarely
offers mediation.

.' (2) Arbitration. The Contracting Parties would establish an
.- arbitration procedure as an alternative to the panel procedures as

a means of dispute settlement. Resort to arbitration would be
voluntary, more might be required in a particular class of dis-
putes, but the result would be final; approval by the GATT Council
would not be required. The award of the arbitration tribunal
would not be binding, but a party failing to implement the deci-
sion would have to make compensation or accept retaliation.

1. A draft statement submitted by the U.S. Council for In-
ternational Business to the ICC Trade Commission.
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(3) Deadlines. Expedited and enforceable deadlines would be
established for each stage of the traditional GATT dispute settle-
ment procedure (Consultation, Panel, Council, Party implementa-
tion) and for the procedure as a whole. These deadlines would be
enforced by automatic termination of the consultation phase and by
automatic discharge of the panel. There would be a cleai under-
standing that an injured party will be free to take retaliatory
action if no decision is taken on its complaint by the Council, or
if the Council's recommendations are not implemented within the
times specified. The procedure should be designed to force the
panel and the Council to act within firm deadlines, but it should
be sufficiently flexible to accommodate brief delays in filing
papers, and there might be a provision for curing a default if it
is later determined that the complaint is unjustified.

(4) Non-Governmental Experts. The traditional practice of
constituting panels from the Geneva delegations of GATT member
governments would be superseded by the use of neutral non-govern-
mental experts drawn from an expanded, standing panel of distin-
guished experts. Alternatively, the panels might be composed of
an expert designated by each party and one or three additional
experts to be selected by agreement or, presumably, by the Direc-
tor-General. The Contracting Parties took a step in this direc-
tion on November 30, 1984, when they authorized the Director-Gene-
ral, on a trial basis for a period of one year, to establish a
short roster of non-governmental experts and to complete panels,
if the disputing parties cannot agree within thirty days, by ap-
pointments from that list.

(5) Declaration. The Contracting Parties would issue a new
Declaration affirming their commitment to the settlement of trade
disputes by means of these procedures, including specific pledges
to use the process, to abide by the results, and to recognize that
failure to implement the recommendations will give rise to a right
to compensation or retaliation on the part of the injured party.

These improvements would apply both to the general procedures
established under Articles XXII and XXIII of the GATT and to the
specific procedures established under the Codes negotiated in the
Tokyo Round. It would not be necessary to amend the General
Agreement, as such, provided the procedures are adopted by
consensus of the Contracting Parties and by the parties to each
affected Code. Each Government would authorize these measures,
and the other results of the MTN, through its own constitutional
procedures.

The ICC urges early agreement on these improvements as a mat-
ter of priority to strengthen the GATT system and stem the erosion
of its credibility. Clearly such improvements would benefit all
GATT members and therefore should not require concessions or
trade-offs with other proposals or negotiating areas. The propos-
als for voluntary mediation and reaffirmation of political will to
resolve trade disputes are useful elements in a balanced package
and should be relatively non-controversial. The selection of non-
governmental experts builds on steps already underway, and while
the arbitration proposals would be of marginal benefit because of
their voluntary character, there may be long-term advantages in
developing a special arbitration procedure for trade issues that
may be put to wider use in the future. As these provisions are
negotiated, it is important that provision be made to protect
third-party interests in all stages of GATT dispute settlement by
notice and opportunity for comments as appropriate in the particu-
lar case.
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CANADA-U.S. FREE TRADE NEGOTIATIONS

Statement of

United States Section of Canada-U.S. Relations Committee

o Canada-U.S. Committee is a joint arrangement of Canadian and U.S.
Chambers of Commerce. It was organized in 1933 to work for the
closest business relations between the two countries.

o Committee has supported objectives of a new bilateral free trade
arrangement since it was first proposed. Has contributed by
commissioning research into key aspects of the proposal including the
benefits to the United States and the elements of a workable dispute
settlement and avoidance mechanism. -

0 Proposed agreement is a positive trade policy initiative at a time
when negative forces are gaining strength: success would provide
practical model for trade liberalization on multilateral basis.

o No status quo to return to in the event the negotiations fail.
Economic nationalism would gain strength in Canada if the talks
collapse.

o A compromise on dispute settlement can be developed. Host parties to
trade disputes would welcome access to "alternative dispute
resolution," involving proven conciliation and mediation procedures
but that would leave trade laws of both countries intact.

###
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August 17. 1987

The Honorable Lloyd M. Bentsen
Chairman
Committee on Finance
United States Senate
205 Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

As Chairman of the U.S. Section of the Canada-United States Relations
Committee, I am pleased to respond to the Finance Committee's request for
comments on the Canada-U.S. free trade proposal.

The Canada-U.S. Relations Committee is a joint arrangement of the
Canadian and U. S. Chambers of Commerce. It was established in 1933 to
respond to the opportunities presented by the Reciprocal Trade Agreements
Act. Since then, the committee has played a role in most significant issues
in Canada-U.S. economic relations.

The Committee is firmly on record in support of a comprehensive free
trade agreement with Canada. This Initiative provides a rare opportunity to
eliminate a wide range of two-way trade and investment restrictions. If
successful, the United States would enjoy an enhanced and unencumbered
economic relationship with its major trade partner. Wu have no reservations
about the benefits to the United States of a free trade agreement with Canada:
however, it must be truly reciprocal and as comprehensive as possible.

The benefits of a bilateral free trade pact have been detailed
exhaustively elsewhere. I shall not repeat them here. Our committee has
commissioned several studies on this and other aspects of the proposed
agreement and copies have been provided previously to the Comuittee on Finance.

In this letter I wish to highlight certain factors bearing upon the
outcome of the negotiations and the role of Congress that we believe should
receive more attention.

fh. CO-W fto,,d IOMO 13 oSP.es Wa seftM95 ofPlf CWsan G•O'COf 7wce MYN& &V we. Qte,'covoi Coo of Va ~ Stub,



375

-2-

First, the proposed agreement represents a positive trade policy
initiative at a time when more negative forces are gaining strength. In the
trade context, the Canadian and U.S. economies are already intertwined to a
large extent so that the proposed agreement may be viewed as an exercise to
complete the process of integration. Success in the venture would provide a
practical model for trade liberalization on a multilateral basis. Failure, on
the other hand, would raise questions about our ability to negotiate and
secure significant trade concessions with other partners, multilaterally and
bilaterally.

A related consideration here is the perception that, should the
negotiations fail, then both countries could revert to the status quo. In the
event of failure, however, there will be no return to things as they were: it
is much more likely that we will experience a serious deterioration in
bilateral relations. The issue is extensively politicized in Canada with
opponents to the pact organized along economic nationalist lines. Their
influence will surely grow should the negotiations end in failure, bringing
about a reversal of the liberalizing trends of recent years.

A third consideration requiring special attention concerns the
respective Canadian and U.S. views on dispute settlement in the context of a
comprehensive free trade pact. There is a widespread perception that the
Canadian government will insist upon a degree of freedom from U.S. trade law
that would be unacceptable to Congress. The committee has explored this issue
at length in an endeavor to identify the elements of a mechanism that would
preserve the integrity of established trade law while introducing measures for
more efficient ways of handling trade disputes. The issue of subsidies is a
major part of the problem, although we believe that an agreement as to the
types of subsidy that would trigger trade law action would remove much of the
uncertainty that troubles the Canadians.

We have consulted with representatives of government, business and the
legal profession in both countries in the design of an acceptable dispute
mechanism. The system that has emerged would leave the existing trade law
intact but would include procedures to encourage and facilitate the voluntary
resolution of bilateral trade disputes. As also noted in the August 4 report
of the Northeast-Midwest Congressional Coalition, our findings point to a
two-body system, comprising a bilateral conciliation panel and an executive
body, or Joint Trade Commission. The primary purpose of this two-tier system
would be to resolve as many disputes as possible before they reach the trade
law stage. He are convinced that parties to most trade disputes would welcome
access to "alternative dispute resolution", based upon proven conciliation and
mediation procedures well established in both countries.
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The basic elements of this mechanism are set out in the enclosed
resolution adopted at the committee's last meeting In April 1987. We expect
to approve a final version at our next meeting, September 13-15, in New
Brunswick. This version will reflect recent discussions under committee
auspices between members of the American Arbitration Association and the
Arbitration Institute of Canada.

We look forward to providing you with details of our final
recommendations on dispute settlement and avoidance, and would appreciate the
opportunity to discuss them with you in person.

The enclosures include recent committee resolutions on the free trade
proposal in general, and on the issue of trade remedy practices which distort
trade and investment. Also, enclosed is a background brief on the origins of
the committee and Its scope.

In conclusion, let me reiterate that our support for a comprehensive
bilateral trade agreement has evolved through a long process of consultation
with business and government at all levels and In all parts of Canada and the
United States. He are convinced that the long term benefits will far outweigh
the cost of adjustment to new competition that may be necessary on both sides
of the border.

He appreciate the opportunity to share our views with the Committee on
Finance and applaud your commitment to opening the public debate at this early
date.

Sincerely,

Raymond F. Farley

Enclosures
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United States Section

RESOLUTION
ON

CANADA-U.S, FREE TRADE AGREEMENT

Recognizing the strong commitment toward conclusion of a comprehensive trade
agreement between our two countries, as covered by the statements of Prime
Minister Mulroney and President Reagan during their meeting in Ottawa on
April 5-6, we fully support the effort of the U.S. and Canadian governments In
seeking such a free trade agreement. With a view toward increasing the
commerce between Canada and the United States in goods and services, we
recommend that our respective congressional and parliamentary representatives
support and expedite the conclusion of the negotiations toward a comprehensive
trade agreement which will lead to the substantial elimination of all barriers
to cross-border commerce.

We encourage the pursuit of such an agreement which would embody as a minimum
appropriate provisions dealing with the following issues:
- Commercial policy, including customs procedures, tariffs, supply

access, and rules of origin

- Contingency protection/trade remedy practices and subsidies

- Government procurement

- Intellectual property, including trademarks and copyright law

- Trade in services

- Dispute avoidance and settlement mechanism

- Investment

- Agriculture

- Other restrictions to market access, including non-tariff barriers,
such as standards and export/import restrictions

The pursuit of these negotiations is a constructive effort toward trade
liberalization which may serve as an example in strengthening broader
multilateral trade ,negotiations and agreements.

April 3, 1987 Scottsdale, Arizona
108th Semi-Annual Meeting of the Committee on Canada-U.S. States Relations
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RESOLUTION

ON
TRADE AND INVESTMENT DISPUTES

In the context of the free trade agreement being negotiated bstweenjthe United
States and Canada, the private sectors of both countries have a vital interest in
the creation of a mechanism to avoid and settle trade and investment disputes.
There should be a formal private sector role in the avoidance and settlement
mechanism established to deal with bilateral disputes.

The Committee suggests that the two governments consider the following points in
organizing their approach to the treatment of disputes under the terms of a
bilateral agreement:

- There should be a dispute avoidance mechanism established as part of the
free trade agreement to deal specifically with private sector to private
sector disputes;

- Representatives from the private sector should have a formal role to play
in the activity of trade dispute avoidance and settlement;

- The dispute avoidance and settlement process should provide a legal means
under the free trade agreement for an industry or person in either country
to bring a problem for resolution;

- The dispute avoidance mechanism, its organization, management, and
activity, should be part of the free trade agreement, under its aegis, but
free to deal legally with disputes in a non-political manner with the
ability to select public or private persons expert in dealing with
specific problems through the process of consultation, negotiation,
mediation, conciliation and arbitration as, or when, appropriate;

The dispute avoidance and settlement process should involve a permanent
secretariat organized to deal with and review disputes brought to it, to
conduct fact-finding, for the most part through existing government
fact-finding agencies, to access third party experts and ad hoc advisory
committees, and to establish a process for dispute avoidance and
settlement using one or more mechanisms established by the free trade
agreement and under its authority.

The dispute avoidance and settlement mechanism should include a mandatory
first review process.

A working group of the Committee will continue to study mechanisms and procedures
for avoiding and resolving trade and investment disputes and will be available to
the U.S. Trade Representative's Office and the Trade Negotiation Office in Canada.

April 3, 1987 Scottsdale, Arizona
108th Semi-Annual Meeting of the Committee on Canada-U.S. States Relations
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RESOLUTION

ON
TRADE REMEDY PRACTICES

The Joint Canada-United States Relations Commiittee:

Recognizes and strongly endorses the creation of a more predictable
environment for trade and investment decisions as a fundamental
objective/requirenent of a bilateral free trade agreement between Canada
and the Uniteo States;

Calls for a comprehensive free trade agreement under which all tariffs,
quantitative restrictions, regulations, restrictive customs procedures,
and other barriers to trade would be eliminated at the conclusion of a
transition period, and calls for the establishment-of new rules for
investment, intellectual property, trade in services, government
procurement, and the use of trade remedy laws,

- Recommends that the private sector exercise greater restraint in seeking
government support for increased protection against fair cross-border
competition;

- Calls on the national, provincial, state and local governments of the
United States and Canada to exercise tighter discipline on the use of
subsidies which distort trade and investment;

Urges the two national governments to:

a) produce a list of practices and programs which would not give rise
to trade remedy measures;

b) produce an agreed list of prohibited subsidies;

c) define the criteria by which other alleged subsidies would be
judged.

Finally, the Committee believes that the agreement should include appropriate
institutional mechanisms to implement and enforce the agreement, including
private sector access to and involvement in an effective dispute settlement
process which would include advisory opinions to private entities on material
issues.

April 3, 1987 Scottsdale, Arizona
108th Semi-Annual Meeting of the Committee on Canada-U.S. States Relations
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THE COMITTEE AT A GLa CE

CANADA - UNITED STATES RELATIONS C OGITTEE

1615 H Street, NW, Washington, D.C. 20062
Phone: (202) 463-5488 Telex: 248302

BACKGROUND

The Canada-United States Relations Committee is a joint committee
of the United States Chamber of Commerce and the Canadian Chamber of
Commerce. At Its first meeting on Nay 4, 1933, it adopted an operational
mandate stating that:

The Committee proposes in general to work for the close,
friendly relations between Canada and the United States, and,
as a first step, hereby agrees to use its best efforts to
bring about, where necessary, modifications or administrative
regulations affecting commerce, communications, and relations
of every sort between the two countries. The principle
agreed upon by the Committee is that the standard for each
case should at least equal in liberality that of the country
which now provides the more liberal regulations for such case.

The Committee's frame of reference later evolved to include those
subjects pertaining to:

o internal developments in one country which parallel internal
developments In the other country;

o across-the-border developments mutually affecting both
countries directly or indirectly;

o world problems and relationships affecting both Canada and
the United States.

Within these general guidelines, the Committee has produced results
on many significant issues in Canada-U.S. business relations. The
Committee was the catalyst In bringing about the 1935 Trade Agreement
between Canada and the United States. Several years later, the Committee
produced the first set of guidelines for international corporate conduct
and held one of the first discussions on the role of the 'multinational"
corporation. Over the years, the Committee's influence has extended to
most Canadian and U.S. issues of importance. These include problems
associated with economic policy, trade and investment as well as defense
sharing, Great Lakes pollution, and offshore boundaries.
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The mode of operation in addressing an issue is to first develop
agreement between the two national sections as to its disposition.
Subsequently, the sections work closely, often utilizing Joint working
groups, in implementing recommendations adopted by the Committee.

Each national section consists of up to 40 senior executives from,
corporations active in Canada-U.S. business. Meetings are held in Canada
in the fall and in the United States in the spring.

THE COMMITTEE IN 1987

The Committee is expanding its activities in response to the
burgeoning interest in Canada-U.S. issues, stimulated by the joint
commitment to negotiate a bilateral free trade agreement by the end of
1988. This provides the Committee with an opportunity to represent and
reconcile private sector concerns on both sides of the border.

While each country has been the other's main trading partner for
generations, the mutual perception of economic disputes, while not always
amicable, has traditionally been muted. More recently, as demonstrated
in the shakes and shingles case, there has been an increasing tendency to
be more vocal.

Among the outstanding problems to be addressed in a new round of
trade talks, a priority American concern is the relatively high level of
Canadian tariffs, a constant problem to specific U.S. export industries.
Then, Canadians are concerned by the high level of U.S. ownership of key
Canadian industries. This has led to Canadian government restrictions on
foreign investment and other actions which are particularly burdensome to
U.S. companies and which do not necessarily produce any offsetting
benefits to Canadian industry, workers and consumers.

Canadians also are naturally sensitive to the extraterritorial
extension of U.S. laws, which because of the large U.S. economic presence
in Canada has serious implications for Canadian sovereignty.

Reflecting the cultural similarity and geographical proximity of
Canada and the United States, there is a lack of 'foreigness" in mutual
perceptions reflected in the relative lack of private bilateral
institutions. There is no "U.S. Chamber of Commerce" in Canada, nor are
there any "Canadian-American Chambers of Commerce" in the United States,
which would concern themselves with day-to-day trade and investment
issues in the manner of the French-American Chamber in New York, or the
American Chamber of Commerce in Japan, for instance.

Accordingly, the Comittee is in a unique position to influence
events, representing direct access to the two governments for the views
of the respective business sectors.
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The Committee's 1987 program of work is focusing on the proposed
bilateral free trade pact. The Committee is on record firmly in support
of the trade proposal subject to the resolution of outstanding trade
disputes.

Under the Chairmanship of Raymond F. Farley (President and Chief
Operating Officer, S.C. Johnson & Son, Inc.), the United States Section
of the Committee has a three-stage program under way to build public and
Congressional support for the proposed agreement.

One, studies have been commissioned to determine the precise
benefits to both countries of freer trade and investment. These studies
were released at the March 1986 meeting of the Committee and are being
distributed widely in the United States and Canada.

Two, studies have been commissioned to determine the precise form
of a workable disputes settlements mechanism. This would be a key part
of the administrative structure that will have to be established to
monitor and implement the trade agreement. The recent furor over the
shakes and shingles case, underscores the importance of a mechanism that
can help refuse trade and investment disputes before they reach the
explosive stage.

Three, the section is developing a nationwide information network
on Canada-U.S. economic issues, in the context of the proposed trade
agreement. A survey has been conducted to identify those major
corporations, chambers of commerce, business organizations, trade and
professional associations, state and local government agencies and others
with a significant interest in Canada-U.S. trade and investment.

Purpose of the survey Is to identify the United States constituency
for closer economic relations with Canada. Respondents have been placed
on mailing lists and are-being kept updated on key developments so that
their interests are represented in the negotiations.

Just prior to the Comittee's meeting in October 1982, President
Reagan acknowledged the work of the Committee by noting that "thoughtful
Canadians and Americans realize that if our two great nations are to
achieve their full potential, their private business sectors must be
actively involved and in full communication." The President stated that
"for fifty years, the Committee has provided an essential link in
furthering cooperation between Canada and the United States.0

The 109th meeting of the Committee will be in St. Andrews, New
Brunswick, September 13-15, 1987.

Executive Secretary
Fred Stokeld
(202) 463-5488
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ALFRED F CAPONE
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HERB STOTTLER
TOM THOMAS

August 20, 1987

ATTN: Laura Wilcox
Hearing Administrator
Committee on Finance
Room SD-205
United States SenateWashington, D.C. 20510 U.S./CANADA FREE TRAOE AREA AGREEMENT NEGOTIATIONS

Please be advised that we are opposed to any changes to the Jones Act

that would provide for any foreign vessel, be it Canadian or otherwise, to run

from American Port to American Port; for any such provision would most certain-

,y lead to the demise of the American Maritime Fleet, or I should say, that

which remains:

CTA/1 h

cc: Mary McAuliffe, Minority Chief of Staff
United States Senate, Committee on Finance

Respectfully,

Staff Representative
Local Union 5000
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August 14, 1987

U.S. Senator Lloyd Bentsen, Chairman
Senate Finance Committee
Suite 215
Dirkson Office Building
Washington, D.C. 20501

Dear Senator Bentsen:

The United States and Canada are currently negotiating a Free Trade Area Agreement
to remove tariff and non-tariff barriers to trade between our two nations. This will threaten
the long standing United States Maritime Policy essential to our shipyard, Inland tug and

- barge industry, the Great Lakes fleet, the off-shore oil and gas service Industry and both
our international and domestic maritime fleets. Due to the gravity of these potential
consequences we believe strongly that all proposals relating to our Merchant Marine
Promotional Programs should be taken off the negotiating table and not be included in
the final Free Trade Agreement.

The full impact of including U. S. maritime programs in the proposed Free Trade
Agreement on the nations ecconomy has not been fully considered. We find this inattention
to national security especially distressing in view of the recent finding of insuficient sea
lift assets contained in the first ever "Presidential Report on National Security". The critical
situation described in the report will become even more dire in later additions if the United
States Merchant Marine and shipbuildiong capacity are decimated In the haste to reach
a Free Trade Agreement with Canada.

We wish to alert you to the dangers of including basic U. S. Maritime Policies in the
Free Trade Agreement, and ask for your surport in seeking their complete removal from
the negotiating process.

Very tru y/
WA p ORPORATION

.- George. Hearn
Executive Vice President
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August 11, 1987

Senate Finance Committee
c/o Laura Wilcox
Hearing Administrator
Committee on Finance
Room SD-205
United States Senate
Washington, D. C. 20510

Dear Sirs:

I applaud and congratulate each of you on the Senate Finance
Committee on the elimination of duties on products being
imported and exported between Canada and the United States.

Neighbors should assist and help each other in times of turmoil
and economic distress.

Further, I am reminded that a "double braided cord" is stronger
than a single strand of rope.

Senators, I urge you to progressively pursue expeditious
passage of this legislation.

Very truly yours,

aŽvdL.ewis'
President

DLL/sll

'9 .- )

15340 Va•linta Pkwy E
Suite 260
Houston, Texas 77032
Tot 713-449-3800
Telex 197702 WIN UR
Ia" I.71344.93100

Lew *W ftk w~okso.eplay



386

COMMENTS ON THE U.S.-CANADA FREE

TRADE AREA NEGOTIATIONS

ON BEHALF OF

WINE INSTITUTE

AND

ASSOCIATION OF AMERICAN VINTNERS

1. The Wine Institute and the American Association of Vintners
support the negotiation of an agreement that will create a free
trade area between the United States and Canada.

2. For the alcoholic beverage industry in general and the wine
industry in particular, a free trade area that removes the
existing national and provincial tariff and non-tariff barriers
to the sale of wine and other alcoholic beverages will
significantly benefit the industries in both countries.

3. The removal of national tariffs alone will only benefit the
Canadian alcoholic beverage industry. Canadian wines can be
sold openly and freely in over 65% of the U.S. market. Controlled
sales under State Monopoly systems in the remaining market are
non-discriminatory. By comparison, 100% of the Canadian market is
controlled by provincial liquor monopolies that exercise
discriminatory purchasing, pricing and distribution policies that
effectively restrict the sales of U.S. wines in Canada.

4. Removal of the Canadian tariff and promises by the Canadian
government to make "best efforts" to remove the discriminatory
practices will not open the Canadian market for U.S. wines. The
provincial policies and practices that unfairly discriminate and
burden U.S. wines sales must be removed before a free trade area
would prove to be of any benefit to the U.S. industry.

5. The alcoholic beverage issues are on the table and we
commend Ambassador Murphy and his staff for the efforts they are
making to seek the removal of these barriers during these
negotiations. It is now up to the Canadians respond.

The Wine Institute, representing more than 590 California

wineries and the Association of American Vintners, a trade

association representing 128 wineries in 30 states, together

representing virtually 100% of U.S. wine production, submit these

comments to the Committee on Finance in the United States Senate

in response to the Committee's request dated July 27, 1987.
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The Canadian market has traditionally been the largest

export market for U.S. produced wine. Because of the many

discriminatory barriers maintained by the provincial governments,

sales have dropped off in recent years, while other foreign

markets, such as Japan and the United Kingdom are fast becoming

larger export markets for U.S. wine products. A free trade area.

agreement that would remove those barriers would allow U.S. wine

producers access to those Canadian markets equal to the access

the U.S. gives to Canadian wines, beers and distilled spirits.

Such a free trade area would also provide some preference in both

markets for North American alcoholic beverages over third country

products. For these reasons, the wine industry fully supports the

conclusion of a Free Trade Area Agreement with the Canadian

government.

Canadian alcoholic beverages enjoy significant sales in tbe

United States. Canadian whiskey is the largest selling whiskey

import and Canadian beers are the second, forth and fifth largest

selling beer imports. Canadian wines, while still very small in

volume, have increased sales in the U.S. by over 50% in the last

two years. Removal of the U.S. tariffs on these products will

lower their retail price to the consumer and improve their

competitiveness, particularly in relation to other imports. By

comparison, U.S. wines, beers and distilled spirits have little

access to the Canadian market because of the provincial liquor

monopolies that control all sales in 100% of the Canadian market.

Removal of the Canadian tariff on these products would lower the

retail price somewhat on those few items purchased or "listed" by .

the monopolies but would not significantly increase sales

In the past, the Caiadian Federal Government has "promised

to makes its best efforts" to seek reductions in these provincial

barriers. Most of the barriers discriminate unfairly against

imports over Canadian domestic product and should have been*

removed under international standards of fairness many years ago.
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Those promises have not been kept and any free trade agreement

that only removes the national tariff and does not actually

provide for the removal of the unfair and burdensome provincial

barriers will not benefit the U.S. wine industry. Promises would

not be acceptable and we request the U.S. Senate to reject any

agreement that does not include substantial concessions from the

provincial discriminatory practices against U.S. wine imports.

The requests of the U.S. industry have been clearly and

forcefully presented to the Canadian negotiators during the last

year of talks. The issue has received high priority from

Ambassador Murphy and we commend him and his team for their

understanding of this complex and difficult problem. It is now up

to the Canadion government entities, including the provincial

governments, to respond positively to these requests.

The Senate passed the Wine Equity Act as part of the 1984

Tariff and Trade Act. This statute provides for the

Administration to seek the removal of these long-standing

barriers. This issue was made part of the free trade talks by the

Administration with the concurrence of Congress and the wine

industry. It is the desire of the industry that these talks be

successful in removing those barriers so that neither the

Congress nor the Administration will have to resort to more

drastic trade measures to obtain access to the Canadian market

for wines, equal to the access the Canadians enjoy in the United

States.

The Wine Institute and the Association of American Vintners

thank the Committee for this opportunity to present comments on

the progress of the free trade talks. Attached is a copy of the

alcoholic beverage section of a report prepared by the Northeast-

Midwest Congressional Coalition on their "Recommendations for

U.S.-Canada Free Trade Agreement". This section briefly outlines

the discriminatory practices of the Canadian liquor control

boards towards U.S. alcoholic beverages. The industry will be

happy to provide additional material to the Committee.
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In trade with Canada,, the United States has to cotnd with tariff
and nw-tariff barriers at both national and provincial levels.
Provincial barriers are especally difficult to are be e the
United States can negotiate only with the Canadian federal g Semite,
which has the rility of bringing the nine povince into a
bi-ding ReuzIt Provines have the authority to set their on riles
and regulations in certain arms. Many of these rmtrictiau have
effectively shit U.S. copmnies cut of markets worth millions of dollars
in potential sles. The United States cannot afford to in r at. a now
trade agremnt without disssing these unfair pmr ncial barriers to
trade, and ensuring that they are Iemintly rnvved.

A classic exemale of a provincial barrier and ou whici greatly
affects the Northeaxt-Midwast region is the Provincia LiTqxz Cotrol
Boards (MM). h Cnadian beer" ad wivirndeustri are generally not
as devel••ed as the American beer and wine n. pnarticlar,
Canada anwsiders its wine industry to be an infant industry. To pwr•o•t
the alohl Interests of the provirne, the Canadian -o--rruut has
given each province the authority to form and govern am US. E ach
US has developed its own set of regulations to control trade in alcoo
in its respective province.

The LC "list" each brand that they allw to be sold In the
province; they "mark-qW" prices on local and imported products
(irnludling liquor from other provinces) in order to cover the ost of
shining, przation, marketing; and they control d of lIsted
goods to the deaers in the province. 7LBs ue these policies to
severely restrict American breweries and wineries from significantly
participating in the Canadian market. U.S. expoters could gain an
estimated $25-$100 million moie annually in sales in Canda if barriers
were removed. A"Prdig to a WM Iport on Barriers to Free Trade
(1986), the Americen wine wepter have lost $6.7 million annally in
the Canadian malrt since 1981 because of the ds- i o practice
of the LBs. Mass practices affect many of the 56 e and 387
wineries in the region dramatically. It is in the best interest of the
United States to negotiate with Cunda. to red the unfair trading
practices af fecting cur alcohl products.

n1INCIAL LICUOR C0NMIRO BOARD PRAMMTIC

Each domestic or foreign czpaxy that wishes to sell its prukx in
Canmda must file an application with the Ls-. gol applications are
reviewed on an average of twice aazlly. For the most part, U.S.
products are turned down. In Ontario, Canada's largest province, the
United States has only 42 of the 570 Imported wines listed. Between 1982
and 1985, every application from U.S. wine manufacturers was turned down.
Last year in Quebec, France had 400 listings and Italy had 100, while the
United States had only 21. Much of this discrimination cmes frum the
fact that Canada eamars most European wines for the higher end of the
market, which is more accessible to imports, while Amurican wines are
restricted to the middle and lower priced markets. There is still much
discrimination in lower markets, however. After negotiations were
cxhicted between the U.S. wine industry ard administrator of the W•s; in
1985, over 120 applications were filed for review. By may 1986, Ontario
had granted only 20 of these U.S. applications. These restrictions are
even more unreasonable in light of the fact that Canadians are consuming
47 percent more wine than they were five years ago, during which time the
U.S. share of the Canadian wine market actually declined.
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Mark=
Once a product is listed, the LCBs decide how much of a mark-up (or

tax) will be added on to the price of the product. Most provinces have a
lower mark-up for local alcohol products, and usually charge higher mark-
ups on products from other provinces, with even higher mark-ups on non-
Canadian liquor. In Quebec, for example, imported wines are marked up 125
percent, while local wines are increased 94 percent and wines from other
provinces are increased 105 percent. British Columbia marks up imports
110 percent, compared with 50 percent for domestic wines. Last year
Ontario decreased the mark-ups on imported wines from 123 percent to 66
percent. At the same time, Ontario lowered the mark-ups on its local
wines from 58 percent to 1 percent. The reduced mark-ups on imported
wines are still discriminatory since the differential between imported and
domestic wine mark-ups remains the same, making U.S. wines no more cost-
competitive vis-a-vis Canadian -wines than before the reduction.

Provincial distribution also poses a serious restraint for U.S.
alcoholic beverages. Of the 9,000 licensed cutlets in Ontario, only 619
sell imported products. 7he Quebec WB forbids sales of imported wine and
beer in supermarkets and grocery stores where most of the province's wine
and beer is sold. In British Columbia imparts are shut out of as many as
3,000 major outlets. While many stores will feature French or German
wines prominently, American wines are usually placed in bins mixed in with
wines from lesser-known importing countries. These discriminatory
distribution policies primarily affect the middle to lower-priced
varieties.

For each type of alcohol import product there are separate problems.
American wine imports have the hardest time competing in Canada. The
largest market in Canada for U.S. wines is the bulk wihe market.
Currently, many American wineries ship their products in bulk for bottling
in Canada. This is practiced especially in Quebec, where the bottling
inutry is quite strong. The discriminatory practices for these American
wines are mxuc less blatant. Canadians drink two million gallons of bulk
U.S. wine yearly as "Canadian" wine bottled in the provinces.

Most of the LCrs omrer very smIall shipiwnts of U.S. wines, which limits
sales and profits. Low profit levels reduce the aomnt of -rc--tional
spending available to U.S. wineries. Currently, any pramotional efforts
on the part of U.S. wineries deplete their small profits. For example,
average profit margins for a case of wine is $2.25. Assudzng sales in
Quebec for 1987 to be 100,000 cases divided aFyq 15 wineries, each winery
would expsriemn" $14,500 in profit. Agents who handle the shippin
transactions for the U.S. wineries typically take 15 percent of the
profit, or aprxtinately $2,175. Wine tasting, pr atitna,
advertists, and trips to U.S. wineries can easily deplete the
r zinrqprofits and can even i-ncurs dit a costs. In sum, the
prdmina behavior of the I: often force U.S. wineries to needlessly
incur net costs to finance r==al marketing activities.

MbzW U.S. wineries are aered by the dIcrminatin they are
eqariencing. Currently, U.S. wineries have submitted a draft Section 301

(unfair trad practice plaint) against Canada and will proceed with a
Section 301 action if the free trade talks do not eliminate current

disrimnatrypractic.

7h U.S. beer industry faces similar discrimnatory action. immsr,
wile mey American wineries have patiently waited for listixgs, major
br1u su as ktwumer-anish, Coors, and Miller are rnw brwirq their



bows an Canadian soil in order to circumvent Canadian rantricticns. This
shift in production from the United States to Canada has caused a loss of
jobs in many areas of the Northeast-Midwest, where 45 percent of all U.S.
breweries are located. Also, because of current provincial restrictions
that prohibit beer prvoced in n, province fro being sold in anther
province, a balkanization of the beer industry has occurred in Canada.
The restrictions have resulted in the creation of marty mal I br•weries in
each province, thereby c ribting to the Canadian industry's
inefficiency, whidc translates into higher beer prices.

Meanwhile, Canadian beer imports to the United States have gram
drmatically in the past few years. It is quite n, to see Molson and

kiseed beer sold inow mryspmakets and liquor stores throt4xnt
America. Unfortunately, and mainly due to the restrictions of the IC.P,
the American beer industry has not seen nearly the same cpxrrtunity for
growth in Canada.

SOF LICXR 03RML BOARD DISCJSSIONS

During the 1979 Tokyo Rond of Mltilateral Trade Negotiations, the
United States pushed for a reaction in Candian non-tariff barriers,
icldi a reduction of discriminatory practices by the uns. Canadian
officials agreed to prohibit any further discriminatory actions with
regard to mark-ups and listings. Not only have they not fulfilled this
commitment, but the discriminatory practices have worsened.

The United States and Canada have conducted several informal
negotiations since 1979 to lessen trade barriers. In 1985, the USTR
entered into formal bilateral negotiations in accordance with the Wine
Equity Act, which was designed to improve market access in a number of
countries for U.S. wines. During those negotiations, Canada agreed to
reduce barriers to the level as stated in the 1979 talks and to place the
LCB practices on the negotiating table during the present free trade
talks.

e Canada must reduce the unfair provincial trading practices
affecting U.S. alcoholic beverages. The first step to
liberalizing alcohol trade with Canada is to lessen the hold that
the LCs have over imports. Steps towards this end cold include
standardizing the various regulations and practices of the Iess.
Such standardization would allow a U.S. camqwy to operate under
the same rules in each province.

0 U.S. alcohol products deserve the same treatment accorded to
iNported liquor from other coMutries. France holds 38 percent of
the entire Canadian wine market, which is a sizeable portion of
the importing market. The Canadians argue that there is not a
significant market for American wines in Canada. However, given
equal shelf space and promotion, U.S. businesses maintain that
there would be a solid market for U.S. wines in Canada.

0 The United States also should request an increase in the size of
wine orders. The provinces are ordering most U.S. wines in small
lot quantities. Sudh small orders are neither conducive to
developing a clientele nor to maintaining reasonable
transportation costs. If the listings given to American wines are
based on the size of the market (which is the case in most
provinces), U.S. prodcr must be given a genuine oPportunity to
develop that market.



* U.S. wines mist be distributed on a wider scale throughout Canada.
Much of Quebec and British Columbia's beer and wine is sold out of
grocery stores and supermarkets. 7he same stores are not allowed
to carry imported alcool products. By increasing the number of
outlets in which importers can sell their products, the U.S. share
of the market will significantly increase.

The mark-ups in Canada on U.S. imported products must be the same
as provincial domestic mark-ups in order to make it cost efficient
for U.S. producers to do business in the provinces. Mark-ups on
imported products in most provinces are unreasonably high and
should be lowered to give American alcohol products a fair chance
to compete in the Canadian market.
Steps to remove these barriers should be given a timetable in
which to take affect. If, after an agreed amout of tire passes
and the provinces still have not eliminated trade restrictions on
alcohol imports, the United States should seek the dismantling ofthe ICrs. Dismanttlin the ICrs would put the Canadian federal
gove in control of trade in alcohol products. The
abolishment of the ICs would also make future negotiations and
monitoring much easier.



W I N O S P R I A D

1375 Broadway, New York, MY 10018
212-921-4200

August 13, 1987

The Honorable Lloyd N. Bentsen
Chairman
Committee on Finance
United States Senate
205 Senate Dirksen Office Bldg.
Washington, D.C. 20510

Dear Chairman:

I want to strongly support the efforts of your Committee to arrive
at a satisfactory agreement with the Canadian Government to remove
trade barriers between our two countries.

For more than 30 years I have run large wearing apparel manufacturing
companies based in the U.S. and for a number of years operated
apparel manufacturing companies based in Canada. In addition,
I chair the Export Policy Taskforce of the U.S. Chamber of Commerce
and have been a long time Director and Past Chairman of the American
Apparel Manufacturers Association.

I think there would be many advantages to firms in the wearing
apparel and textile industries in the U.S., and in Canada, if
we had a true U.S./Canadian Free Trade Zone. While the American
apparel and textile industries have often been identified as highly
protectionist, it has not been the position of these industries
to seek government protection from the exports of countries that
have comparable wage and living standards to those prevailing
in the U.S. On the contrary, these industries have long sought
to open up the free flow of two-way trade between the developed
countries. This concern has special emphasis with regard to our
neighbor, Canada, since the requirements of the consuming marketplace
in Canada and the U.S. are quite similar. In many ways the creation
of a Free Trade Zone between Canada and the U.S. would parallel
the beneficial effects that were realized during the early development
of the U.S. as a Federal Republic. When trade barriers between
the colonies were eliminated an efficient national market became
a reality.

I am confident that a true free trade agreement with Canada would
benefit not only my own industry, but would have a similar beneficial
effect for most manufacturing and service industries. While I
am aware that there are many sectorial concerns that would have
to be ironed out, I hope you share my belief that the overall
benefits to be gained by this free trade arrangement would far
outweigh any specific objections that might be raised.

Very truly yo

Norman M. Hin rfeld
Chairman & CEO

NMH:rt



STATEMENT OF JOSEPH COOK
EXECUTIVE DIRECTOR

WORK GLOVE MANUFACTURERS ASSOCIATION
WASHINGTON, D.C.

In Opposition to the

PROPOSED U.S.-CANADA FREE TRADE AREA AGREEMENT

The Work Glove Manufacturers Association is made up of

most of the domestic producers of work gloves, some 33 com-

panies and 30 supplier companies. WGMA members make work

gloves of textile fabrics, leather, rubber, and plastic.

The U.S. work glove industry is opposed to the

establishment of a free-trade area (FTA) with Canada. Our

industry has nothing whatsoever to gain from such an

arrangement as it cannot help our already impaired con-

dition; it can only worsen it. Furthermore, our industry

has consistently opposed any Government proposals that would

lower or eliminate tariffs on work glove imports. Like the

Israel free-trade area before it, a Canada-U.S. FTA, if

implemented, would establish a precedent for other such

arrangements that will undoubtedly provide growing oppor-

tunities for importers to saturate our market with low-

priced foreign imports. We do not need any help in this

regard. Even with current tariff protection -- and on the

textile glove side, bilateral restraints under the

Multifiber Arrangement (MFA) -- our market is being swamped

by imports. Our industry can neither sustain nor tolerate

duty-free treatment on work glove imports from any country,

whether it be Israel or Canada.

The Work Glove Industry Is Import Sensitive

The U.S. work glove industry has been characterized by

stagnant or declining domestic shipments coincident with

increasing imports and import penetration. The dramatic

fall-off in production combined with the corresponding

increase in imports over the last several years has meant

the loss of jobs -- jobs which are often held by people who
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have limited skills, and, therefore, limited job alter-

natives. Current import penetration for our industry is in

excess of 45 percent. For some categories, like leather

work gloves, it is even higher -- an estimated 66 percent.

Many of our products are textile products, thus under the

purview of the MFA. Nevertheless, import penetration is

sti'l quite high in these textile categories.

Work gloves are import sensitive, and the U.S.

Government has for the most part acknowledged this con-

dition. Most work gloves are statutorily excluded from the

GSP program because of import sensitivity. Congress also

specifically excluded work gloves along with other leather-

related products and textiles and apparel from duty-free

treatment under the Caribbean Basin Initiative because of

their import-sensitivity. The Department of Commerce has

likewise recognized this import sensitivity by providing

an industry-wide technical assistance grant to assist the

industry in its efforts to remain competitive against

imports.

Current tariff rates on work glove imports are con-

sistent with the industry's sensitivity to imports. Tariff

rates ranqe from 3.7 to 25 percent.

Concerns About Transshipments and Dispute c:ettlement

Mechanism

WGMA has additional concerns that under a free-trade

arrangement Canada could become a "pass through" point for

the Far East. Such an arrangement could not only take

advantage of duty-free access to the U.S. market, but permit

the circumvention of quota arrangements as well. The U.S.

Customs Service already has its hands full with its regular

import monitoring programs. Recent personnel cutbacks will

make it impossible for Customs to guard effectively against

trarsshipments.
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Domestic work glove producers are also deeply concerned

about the possible establishment of a so-called "dispute

settlement mechanism" to handle trade complaints, being

advanced by the Canadian FTA negotiators. This proposal

would undermine our trade laws and set a terrible precedent.

The proposal should be rejected.

Conclusion

We hope that the Finance Committee will consider the

probable economic effect of multiple free trade arrange-

ments on our industry. Clearly, the Agreement with

Israel is a precedent for a Canadian agreement; other such

FTAs will follow. The repercussions of such a policy are

not limited to Israel and Canada. We are concerned that

the program as currently conceived by this Administration

will involve other countries, and other regions. We are

alarmed by the effects that a proliferation of such arrange-

ments would have on our industry. But even when considered

by itself, Canada has the ability and capacity to increase

its exports of work gloves to the United States given suf-

ficient economic justification. Removal of duties as signi-

ficant as ours can and will provide that economic incentive

and thus cause further harm to our industry.
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76-574 (408)


