
"S. HRa. 101-77, P'. 2

OVERSIGHT OF THE TRADE ACT OF 1988

HEARING
BEFORE THE

COMMITTEE ON FINANCE
UNITED STATES SENATE
ONE HUNDRED FIRST CONGRESS

FIRST SESSION

ON THE

STATUS OF THE URUGUAY ROUND

APRIL 20, 1989

(Part 2 of 3)

21-675 1;

Printed for the use of the Committee on Finance

U.S. GOVERNMENT PRINTING OFFICE

WASHINGTON : 1989

For sale by the Superintendent of Documents, Congressional Sales Office
U.S. Government Printing Office, Washington, DC 20402



COMMITTEE ON FINANCE

LLOYD BENTSEN, Texas, Chairman
SPARK M. MATSUNAGA, Hawaii
DANIEL PATRICK MOYNIHAN, New York
MAX BAUCUS, Montana
DAVID L. BOREN, Oklahoma
BILL BRADLEY, New Jersey
GEORGE J. MITCHELL, Maine
DAVID PRYOR, Arkansas
DONALD W. RIEGLE, JR., Michigan
JOHN D. ROCKEFELLER IV, West Virginia
TOM DASCHLE, South Dakota

BOB PACKWOOD, Oregon
BOB DOLE, Kansas
WILLIAM V. ROTH, JR., Delaware
JOHN C. DANFORTH, Missouri
JOHN H. CHAFEE, Rhode Island
JOHN HEINZ, Pennsylvania
DAVID DURENBERGER, Minnesota
WILLIAM L. ARMSTRONG, Coloradc
STEVE SYMMS, Idaho

VANDA B. MCMURTRY, Staff Director and Chief Counsel
ED MJHALSKI, Minority Chief of Staff

(II)



CONTENTS

OPENING STATEMENTS

Page
Bentsen, Hon. Lloyd, a U.S. Senator from Texas ..................................................... 1
Rockefeller, Hon. John D. IV, a U.S. Senator from West Virginia ....................... 5
Baucus, Hon. Max, a U.S. Senator from Montana .................................................... 6
Pryor, Hon. David, a U.S. Senator from Arkansas .................................................. 7
Danforth, Hon. John C., a U.S. Senator from Missouri ..... ................. 8
Daschle, Hon. Tom, a U.S. Senator from South Dakota .......................................... 17

COMMITTEE PRESS RELEASE

Senator Bentsen Announces Hearings on Oversight of Trade Act of 1988 ......... I

ADMINISTRATION WITNESS

Hills, Hon. Carla A., U.S. Trade Representative ........................................................ 2

PUBLIC WITNESSES

Elkin, Irvin J., president, Associated Milk Producers, Inc., Amery, WI ............... 11
Bennett, Wayne, chairman, American Soybean Association, Lonoke, AR ........... 12
Berman, Jason, president, Recording Industry Association of America, Inc.,

testifying on behalf of the International Intellectual Property Alliance,
W ash in g ton , D C ........................................................................................................ . 18

Clemente, C.L., vice president, and general counsel, Pfizer Inc., testifying on
behalf of the Intellectual Property Committee, New York, N.Y ........................ 20

APPENDIX

ALPHABETICAL LISTING AND MATERIAL SUBMITTED

Baucus, Hon. Max:
O pen in g sta tem en t ................................................................................................... 6

Bentsen, Hon. Lloyd:
O pen ing statem ent ................................................................................................... 1

Bennett, Wayne:
T estim o n y .................................................................................................................. 12
Prepared statement ................................ ......................... 23
Letter to Senator Pryor from John Baize, staff vice president, Trade and

E x p o rt P o licy ......................................................................................................... 26
Berman, Jason:

T estim o n y .................................................................................................................. 18
P repa red sta te m en t ................................................................................................ 3 1

Clemente, C.L.:
T estim o n y .................................................................................................................. 20
P repa red sta tem en t ................................................................................................ . 34

Danforth, Hon. John C.:
O opening state m ent ................................................................................................... 8

Daschle, Hon. Tom:
O pen in g sta tem en t ................................................................................................... 17

(1I1)



IV

Elkin, Irvin J.: Po
T estim on y .................................................................................................................. 11
Prepared statement ................................................................................................. 47

Hills, Hon. Carla A.:
T estim on y .................................................................................................................. 2
Prepared statement ........................................................................................... 50
Responses to questions from Senator Rockefeller ...................... 52
Responses to questions from Senator Daschle .................................................... 53

"Agriculture in the Uruguay Round-Analyses of Government Sup-
port," excerpt from publication of the U.S. Department of Agricul-
tu re .................................................................................................................. 5 5

Pryor, Hon. David:
O pening statem ent ................................................................................................... 7

Rockefeller, Hon. John D. IV:
O pening statem ent ................................................................................................... 5

COMMUNICATIONS

Motion Picture Association of America, Inc ............................................................... 61
Chronar Corp ............................................................................................................. 63



OVERSIGHT OF THE TRADE ACT OF 1988

THURSDAY, APRIL 20, 1989

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m. in

Room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman) presiding.

Also present: Senators Baucus, Pryor, Rockefeller, Daschle, and
Danforth.

[The press release announcing the hearing follows:]
[Press Release No. H-7, February 7, 1989]

SENATOR BENTSEN ANNOUNCES HEARINGS ON OVERSIGHT OF TRADE AcT OF 1988
WASHINGTON, DC-Senator Lloyd Bentsen (D., Texas), Chairman, said today the

Finance Committee will vigorously oversee implementation of the Omnibus Trade
Competitiveness Act of 1988.

Bentsen announced the first two oversight hearings have been scheduled for
Wednesday, March 1, 1989, and Thursday, April 20, 1989, at 10:00 a.m. in room SD-
215 of the Dirksen Senate Office Building.

Senator Bentsen said, "The new Trade Act sets some specific requirements on the
new Administration with regard to trade policy, and we have reason to be con-
cerned these requirements may not be fully implemented on time."

As example, he cited news reports last month that the White House had taken too
long to write rules enforcing a ban on goods from the Toshiba Machine Company of
Japan, during which time Toshiba imported millions of dollars of goods into the
U.S.; reports that Japan will lobby for less than full enforcement of Section 301 of
the Act; concern that the failure of the December review of multilateral trade nego-
tiations in Montreal will slow the Uruguay Round talks past deadlines set in the
new law; and failure of the U.S. Treasury to live up to terms of the new law to
negotiate on an expedited basis with foreign countries that Treasury has already
said are unfairly manipulating their currencies.

OPENING STATEMENT OF THE HON. LLOYD BENTSEN, A U.S.
SENATOR FROM TEXAS

The CHAIRMAN. This hearing will come to order.
I know the Ambassador has several conflicting commitments this

morning. I appreciate very much the priority she has given to this
one.

I understand that there are some meetings where the Secretary
of Commerce is standing in for you at the moment, and that you
will have to leave shortly.

I scheduled this meeting of the committee as an opportunity to
assess the Uruguay Round negotiations in light of the Mid-Term
Agreements that have been hammered out in Geneva, some two
weeks ago.

(1)
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As I understand it, agreement was reached in four negotiating
groups that had failed to reach agreement in the Montreal sessions
in December, and as a result, the talks will go forward with the
aim of completing those talks in 1990.

One thing we have planned to explore today is the nature of the
commitments made by the United States and the other participat-
ing countries in the Mid-Term Agreements.

Most of these agreements, as I understand it, are in framework
texts, couched in terms of an agenda for continuing negotiations.
The committee will want to work through some of the details of
these texts. But, nevertheless, I think that is a major step forward,
from what I have been able to see.

The question of further delays in the negotiations is also of con-
cern.

Another concern arises from the recent trip that members of the
committee made with me to Europe to talk about Europe 1992 and
the negotiations, and that is the question whether there might be
some delay in the negotiations by the Europeans while they put in
place certain rules for Europe 1992 that might be protectionist,
with the thought that those might have to be grandfathered in.

That is why I think it is imperative that we move forward.You
have a very ambitious schedule over the next 20 months, consider-
ing how many issues have to be resolved in the Uruguay Round.

I also recall that in past instances multilateral negotiations
really haven't been brought to an end necessarily by the negotia-
tors; ultimately, Congress had to set a deadline in order to bring
them to a conclusion, and that deadline helped put pressure on the
negotiators. As always, when you get into negotiations, they wait
until the last to bring the tough issues on to the table.

So, we brought about this hearing today in order to see where we
are in the mid-term negotiations, and to discuss those matters with
witnesses that we will have this morning.

We are just delighted to have you here, Madame Ambassador, to
lead off.

STATEMENT OF THE HON. CARLA A. HILLS, U.S. TRADE
- REPRESENTATIVE

Ambassador HILLS. Thank you very much, Mr. Chairman, and
members of the committee.

The CHAIRMAN. I ask you to proceed because of the limitation of
time, and trying to let you make your other commitments.

Ambassador HILLS. Thank you very much.
I have filed with this committee a written testimony. Let me just

summarize very briefly a few points.
As you mentioned, the ministerial meeting broke up in Montreal

last December with liframework agreements put on hold pending
the resolution of framework agreements in four areas: agriculture,
intellectual property, safeguards, and textiles.

What we achieved by our agreement in April in Geneva was a
breakthrough. We achieved framework agreements in all four
areas, which permits us to go ahead and negotiate now in the 15
areas.
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In agriculture, the long-term objective is to provide substantial
progressive reductions in agricultural support and protection,
which will result in correcting and preventing restrictions and dis-
tortions in world agricultural markets.

Prior to the end of this year, participants will advance proposals
to achieve that goal, as well as their proposals to harmonize sani-
tary and phytosanitary regulations and propose methods for im-
proving the multilateral dispute process in agriculture.

The Ministers also agreed to begin implementing the long-term
reform in 1991. For the short term, which is defined as the balance
of time remaining in the Uruguay Round, 1989-1990, there is
agreement to hold overall domestic and export support and protec-
tion at or below the current levels. And by October of this year, the
Ministers have committed to provide specifics on their intended re-
ductions in support and protection that will be in effect for the
year 1990.

In intellectual property, the agreement establishes that the nego-
tiations will cover the establishment of adequate and effective
standards for the protection of intellectual property rights, and
means for enforcing the standards, and effective and expeditious
dispute-settlement procedures.

In textiles, the framework agreement calls for the participants to
begin negotiations later this month on the means that will lead to
the application of GATT rules to the textiles sector, and, in order
to integrate textiles and apparel into GATT, we need to strengthen
the relevant GATT rules.

In safeguards, Article XIX contains procedures to provide tempo-
rary import relief to domestic industries injured by imports, and
that article needs to be clarified. The framework agreement estab-
lishes a June deadline for the preparation of a draft text which will
serve as a basis for our negotiations during the remainder of the
Round.

In my opinion, the tough part lies ahead. We want to work close-
ly with this committee over the next 20 months to assure that we
have a successful Uruguay completion.

[Ambassador Hill's prepared statement appears in the appendix.]
The CHAIRMAN. Ambassador Hills, with just 20 months left in

the Uruguay round and so much to be done, can we finish it in
those 20 months?

Ambassador HILLS. I think so, Mr. Chairman.
The CHAIRMAN. Tell me, what relationship do you see between

Europe 1992 and the Uri .,!ay Round? There is a great deal of con-
cern about the 1992 exerC' e and the extent to which the Europe-
ans are willing to bring their new internal regulations within the
new multilateral rules that are writ ,'n in this Round. What do you
see the interplay to be in that regard

Ambassador HILLS. I see it as being positive. The effort for the 12
nations comprising the European Community to create its single
market requires them to deal with many of the issues that we are
grappling with as the 96 nations in the Uruguay Round. I think
their efforts to harmonize the differences that exist amongst the 12
of them will be positive. So, although the Uruguay Round probably
reinforces their efforts and provides some goals in areas of stand-
ards, for example, similarly, their exercise in actually drafting di-
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rectives probably reinforces some goals of the Uruguay Round. So,
I see EC 1992 as a positive interplay.

The CHAIRMAN. Well, it has been interesting in our visits with
members of the Commission and ministers of trade and prime min-
isters to see some of the internal conflicts as the Europeans try to
resolve these differences, and the forces for protectionism that are
trying to achieve their points of view as they come to agreement. I
must say it reminds me somewhat of the negotiations we had on
our trade bill.

But one of the concerns I have is that we should not try to over-
sell what is going to be accomplished in the Uruguay Round. I note
that four out of six of these television cameras in the hearing room
today are Japanese television cameras. I find that quite interesting.

We have a situation where we have been able to reduce our
trade imbalance with most other countries by about 30 percent, but
the Japanese trade imbalance now is about 45 percent of our total
trade deficit. Yet, I don't see that the Uruguay Round with results,
in really opening up Japanese markets. I note the very strong sup-
port the Japanese are giving to the United States' positions in the
Uruguay Round.

Would you comment on whether or not you see any real opening
up of Japanese markets as a result of the Uruguay Round?

Ambassador HILLS. One market that should benefit from the
Uruguay Round, if we are successful, is the agricultural market.
The Japanese have a number of barriers to processed food and to
wheat, other grains, and of course rice.

If the agricultural plank-
The CHAIRMAN. Yes, I see some of them are here. [Laughter.]
Ambassador HILLS. If the agricultural plank of the Uruguay

Round is adopted, that would be a step forward with the Japanese,
assuming that they carry out their responsibilities in the GATT, as
I certainly would expect them to do.

The CHAIRMAN. Well, that part is encouraging.
On the other hand, do you see in the Uruguay Round any open-

ing up of manufacturing markets with Japan? Will the Round
attack any of those barriers?

Ambassador HILLS. I think so.
The CHAIRMAN. Tell me about it.
Ambassador HILLS. Yes.
You know, we have groups negotiating prohibitions on subsidies

to industry. If we were to have worldwide discipline on the quanti-
ties of subsidies that would tend to provide greater access and
fewer trade distortions. Certainly our ongoing negotiations on tar-
iffs will be helpful; although, it is true that Japan has brought
down its tariffs to a relatively low rate, but still there remain
some. And so, there are some things that come out of the Uruguay
Round which will be helpful with Japan as well as with other na-
tions.

The CHAIRMAN. I have asked for a three-minute limitation on
members because Ambassador Hills has to leave early for other
commitments, and if We have time we will take a second round.

Senators Rockefeller, then Baucus, then Pryor.
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OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER, IV, A U.S.
SENATOR FROM WEST VIRGINIA.

Senator Rockefeller. Thank you, Mr. Chairman.
Ambassador Hills, as you know, I have been concerned for some

time about the Japanese patent process and its effect on American
and other foreign companies with respect to getting patents. The
Japanese tend to take six or seven years to issue patents, and, if
you are talking about high technology, where there may be a life-
span of two or three years, that is devastating. They are able to
obtain our technology through virtually forced cross-licensing. That
is, our company says, "Look, I have got to have a patent; let me get
it, and I will give you the technology." This has been a 40-year
problem with the Japanese.

The Uruguay Round discussions on intellectual property, at least
the way I see it, seem to have more of an industrialized world
versus Third World approach. Rather than being concerned about
problems in Japan, we are looking at the problems we and the Jap-
anese have with respect to the Third World in the area of intellec-
tual property?-

I don't object to that, because every forum has to have a differ-
ent focus and different goals. My question is; what is it that the
Japanese are doing in the Uruguay Round regarding intellectual
property.

Ambassador HILLS. The Japanese have been helpful in the nego-
tiations on intellectual property, and of course we have yet to
really begin the substantive negotiations. We have agreed that we
will negotiate a set of standards, rules of enforcement, and a dis-
pute mechanism.

You are right, we do have complaints with respect to how the
Japanese handle their patent system. Were we to have worldwide
discipline in this area, I think we would have a format within
which to better handle our disputes.

The Chairman's question I thought was directed more at the in-
dustrial sector. I could also mention services as an area where, if
we get discipline and liberalization, that will provide benefits in
Japan There are a number of areas where, if we get trade liberal-
izatio,. disciplines in each of the 15 groups: agriculture, intellectual
property, textiles, safeguards, services, investment-all of these
areas when liberalized and covered with disciplines worldwide I
think will enhance our trade with all of our trading partners.

I don't see the Uruguay Round as Having a bias, a North-South
bias, if you will. It is an intricate negotiation, and there are things
that the northern nations want more in the 15 areas, and there are
things that the southern nations want more in the 15 areas. But all
of them are for some liberalization of trade. All of them benefit
from the world trading system, in my opinion.

Senator ROCKEFELLER. Do you feel, therefore, that the Japanese
are being as aggressive or more aggressive than you expected in
this area of intellectual property rights, so far?

Ambassador HILLS. In the Uruguay Round?
Senator ROCKEFELLER. Yes.
Ambassador HILLS. Well, they have been very helpful. It has

been a difficult area, and we are pleased to have allies where we
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can have them, and the Japanese have been allies on the intellec-
tual property front.

Senator ROCKEFELLER. Thank you.
Ambassador Hiuis. Thank you.
The CHAIRMAN. Senator Baucus?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Ambassador, as you know, the GATT today
covers precious little trade in goods and services some say 5 per-
cent, some say 7 percent. It covers virtually none of the goods and
services that are traded today..

And because each country is in a different economic position,
and each country has a different comparative advantage, some are
more developed than others, each has its own special character of
its economy, realistically isn't -it true that when the Uruguay
Round is concluded, that it will not cover nearly as many goods
and services that are traded in the world today as the United
States would like?

What areas will we have to address, in your judgment, outside of
the GATT? What unilateral action should we be taking, what bilat-
eral action are you thinking of, what areas would not be covered by
the Uruguay Round, that would have to be covered some other
way?

For example, invisible trade barriers in Japan. I can't for the life
of me see how the GATT is going to in any way address invisible
trade barriers. I am asking you, again, what significant areas do
you think will not be covered by the GATT? And, second, how do
you plan to address them?

Ambassador HILLS. Let us be precise about what the GATT
covers today and what we would hope it will cover at the end of
the Round.

The GATT today covers primarily only trade in goods, not serv-
ices. So, of course, as the world economy has moved on to be in-
volved in services, intellectual property, high technology, agricul-
ture, and the like, the GATT does not cover those. And that is
what we are trying to accomplish in the current Uruguay Round
which has 20 more months to run.

When we complete the Uruguay Round and have succeeded in
the 15 areas that we want to add to the one area now covered, I
think that the world trading system will be greatly benefited; for,
not only will we cover those areas I enumerated, but we will also
have greater discipline and a mechanism of dispute resolution
which will tend to avoid unnecessary trade controversy.

But you are right about invisible barriers. Invisible barriers that
we should define as cultural restrictions, a preference of a Japa-
nese to do business with another Japanese, these take time to bring
down. But I think it is important, while the Uruguay Round is on-
going, to have clear discussions with the Japanese as to the need
for the second-largest market in the world to participate in trade
two ways, both by being an exporter but also by being an importer.
In my view, that is in the Japanese' best interests.
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Senator BAUCUS. But you don't see the Uruguay Round covering
invisible barriers, is that correct?

Ambassador HILLS. Well, no. Invisible barriers, by definition, are
not something that--

Senator BAUCUS. That is correct.
Second, do you regard invisible barriers as a significant barrier

to trade?
Ambassador HILLS. In Japan? Invisible barriers do present a

problem.
Senator BAUCUS. So how do you propose we address that signifi-

cant problem with Japan.
Ambassador HILLS. We would have to deal with that in negotia-

tions with the Japanese, and we are doing so.
Senator BAUCUS. Outside of the Uruguay Round? Independent of

it?
Ambassador HILLS. Yes, but the Uruguay Round is helpful, be-

cause it stresses the importance of liberalizing the world trading
system.

Senator BAUCUS. I don't dispute that.
Ambassador HILLS. But we are talking to the Japanese about

that. We have occasions to negotiate with the Japanese about the
Uruguay Round. We are participating together in trying to provide
liberalization in 15 areas that are not covered by GATT.

When you talk about liberalization and the benefits that liberal
trade has to world growth, you necessarily made your partner be
more aware of how important it is to remove all barriers, visible
and invisible.

So, the Uruguay Round is very reinforcing to our efforts across
the board with the Japanese.

Senator BAUCUS. My time is up. Thank you.
The CHAIRMAN. Senator Pryor?

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS

Senator PRYOR. Mr. Chairman, thank you.
Ambassador Hills, I am sorry I did not get here for your state-

ment. I did read your statement, and I must say, in all due respect,
conspicuous by its absence is the lack of reference to the 301 peti-
tion relative to soybeans.

In our trip recently with Chairman Bentsen and Senators
Baucus and Packwood, we discussed this issue at great length, on
every stop, with everyone that we could get to sit still long enough
to listen.

They are laughing, because they heard me make this speech
many times there.

The European Community right now is subsidizing its average
bushel of soybeans $14 per bushel. Our so-called subsidy, which is
only a loan rate, is about $4.77. That petition has been filed, a dis-
pute panel over the last 16 months, I believe, has not been appoint-
ed. I want to know the status of this case and what you are going
to do on July 5 if nothing has been done or no progress has been
made.
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Ambassador HILLS. Senator, we will have to take very strong
action on July 5 that comports with the 301 mandate if the Europe-
an Community continues to refuse to permit a panel to be appoint-
ed. We have been negotiating for some months, as you know, on
this issue. The reason I did not cover the soybean case in my pre-
pared testimony is that it is a bilateral dispute with the European
Community, and I was advised that the Uruguay Round was the
subject of my written testimony.

We are continuing to talk to the European Community about
how important it is to get that panel performing as it must to pro-
vide a resolution of this dispute. We have three very difficult dis-
putes with the European Community, and this is one that causes
us a great deal of consternation.

Senator PRYOR. I don't know if you grew up in an agricultural
State; but what we are really talking about here is approximately
40 percent of the soybean crop in America which is at stake. We
have lost, as you know, about 1.4 billion in sales to the European
Community in the recent years.

In addition to this, to really put it down where we can under-
stand it, we are talking about one out of every five rows of soy-
beans planted in this country that are at issue in this dispute.

Now, I came away from our trip to Europe with the opinion, and
this is my own opinion, that the Europeans don't think we are
going to do anything July 5, and I hope you can give me some reas-
surance in the committee this morning that we in fact are.

Ambassador HILLS. If there is no action by July 5, we will have
to take action, because that is required by the statute. I am hopeful
that the Europeans understand that. I have certainly said it, prob-
ably as many times as you have in the course of your trip.

I want to thank all of the members of the committee that did
take the-time and trouble to go to Geneva. It really is enormously
helpful to have you there so that your resolve is demonstrated to
the ministers on the other side of the table. And from all the com-
ments that I heard, it was a very, very important visit that you
made. So, I thank you very much.

Senator PRYOR. Thank you, Ambassador Hills. My time is up.
The CHAIRMAN. Senator Danforth?

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Ambassador Hills, I want to ask you two re-
lated questions about agriculture.

First, has the Administration abandoned its objectives with re-
spect to the elimination of agricultural subsidies? And, second, has
anything in the arrangement that has been worked out so far force
us to give up the possibility of utilizing the tools that were made
available in the 1988 Trade Act in the form of triggered marketing
loans?

Ambassador HILLS. The answer to the first question of whether
the United States has given up its ultimate goal of ridding the
world of trade-distorting measures in agriculture is an emphatic
no. What we have agreed to negotiate is a substantial progressive
reduction in trade-distorting measures that would correct and pre-
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vent further trade distortions in agriculture. And once you correct
and prevent, and in the course of correcting and preventing you
have a substantial progressive reduction, you will get to elimina-
tion.

As far as your question about 301 and its relationship to the
lruguay Round, they are really quite separate. We have made our

trading partners aware that we have unilateral tools that we will
use when there is a violation of an agreement or an unfair trade
practice. We put that on the table. We would not have to use 301-

Senator DANFORTH. I am talking not so much about 301 but the
specific provisions that were put in the legislation relating to agri-
culture, which allowed the Administration to use the triggered
marketing loan or, in the alternative, a super export enhancement
program, should there not be sufficient progress in removing unfair
agricultural practices.

Ambassador HILLS. As I mentioned in my opening statement, we
have long-term goals to get the substantial progressive reduction.
And in that instance, in the course of the negotiations over the
next 20 months all distortions will be on the table, including the
programs that you mentioned.

Senator DANFORTH. The programs are our remedies. In other
words, we wrote into the legislation what we could do should there
not be sufficient progress. And my question is, have we given up
the ability to use these tools if necessary?

Ambassador HILLS. Not at all. In the short-term measures we
have only agreed to hold our supports constant, constant in the
areas of market access and administered prices. We did not make
any agreement with respect to export subsidies which would cover
the two programs that you mentioned. So, our hands are untied
with respect to the programs that you mentioned during our nego-
tiations of 1989 and 1990.

If we are successful long term, then we would bring down those
trade distortions in an orderly manner and as much as our coun-
terparts do.

The CHAIRMAN. Ambassador Hills, you know that the question of
natural resource subsidies has been one of the concerns that we
have worked on for some time here in the Congress. But we agreed
not to do anything unilaterally on this issue in the Trade Act. In-
stead, we made it an objective for negotiation in the Uruguay
Round. Now, the Mid-Term Review, made it quite clear that little
progress had been made in that area.

So, insofar as your priorities I would like for you to comment on
how aggressively that is being pursued, because it is of concern.

Ambassador HILs. I suspect the reason that it looks like the
Mid-Term Review did not energetically address natural resources is
because that area was put on hold in Montreal, so there were no
negotiations in the first quarter of this year. -.

Now that all 15 framework agreements are going to be negotiat-
ed, and there will be content given to the framework agreement, I
think you will see progress straight across the board.

The CHAIRMAN. One of the other issues that concerns me is the
question of intellectual property rights and what you were striving
for there, particularly the meaning of "adequate standards," as
contained in the negotiated text. As I recall from our meeting in
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Brussels and again in the meeting that we had in Geneva, some of
your people stressed that they felt this question of adequate stand-
ards was highly significant.

So, I would like you to state for the record what you deem that
to cover. Does it mean full coverage of all intellectual property
rights? And do those we negotiate with representing other coun-
tries have the same understanding of it?

Ambassador HILLS. They certainly understand what we mean by
"full coverage." And we do want full coverage of patents, trade-
marks, copyrights, and coverage for software and the like. So, that
is what we think we need, and we think that those with whom we
are negotiating will be better off because they will get greater
amounts of investment and participation in their economic develop-
ment if they do provide protection for a full range of intellectual
property.

The CHAIRMAN. When you are negotiating for effective and ap-
propriate means for the enforcement of intellectual property
rights, what does that mean in the context of border enforcement
and the GATT decision on section 337? Does it mean that we are
going to be able to continue to provide enforcement at the border?

Ambassador HILLS. Absolutely. We will be negotiating internal
and rights at the border. The reason we have the problem with 337
is because the GATT does not cover intellectual property, which
only drives us to want to get that coverage in this round all the
more.

The CHAIRMAN. Well, how much does it complicate your life that
the panel came to the determination that section 337 violates the
GATT?

Ambassador HILLS. The reason that argument is made is because
the GATT now only covers trade in goods and does not cover intel-
lectual property. So that, when we act to protect our intellectual
property, and our means of protection is to raise a tariff, a bound
tariff, we are-it is alleged-violating the GATT, because with re-
spect to goods we have agreed not to raise bound tariffs.

But we have been very clear with our trading partners saying
that in these 15 areas that are not covered by the GATT w, simply
must protect our national interest. And we are using our tools to
protect ourselves but also the world at large. We are simply asking
that standards that we feel are necessary to world trade be ad-
hered to, and we are urging their adoption in the GATT. But there
is a certain philosophic collision.

The CHAIRMAN. Ambassador Hills, you have been generous to
come, with your other conflicts and demands for your time, and we
appreciate very much your attendance.

Ambassador HILLS. Thank you very much.
The CHAIRMAN. Our next witness will be a panel consisting of

Mr. Irvin J. Elkin, President of the Associated Milk Producers, of
Amery, Wisconsin; and Mr. Wayne Bennett, who is the Chairman
of the American Soybean Association, of Arkansas.

Would you gentlemen please come forward and take your seats?
[Pause.]

The CHAIRMAN. Mr. Elkin, if you would, proceed, please.
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STATEMENT OF IRVIN J. ELKIN, PRESIDENT, ASSOCIATED MILK
PRODUCERS, INC., AMERY, WI

Mr. ELKIN. Thank you, Mr. Chairman, members of the Finance
Committee.

I am Irvin Elkin, a dairy farmer from Amery, Wisconsin, and
President of Associated Milk Producers, Incorporated, headquar-
tered in San Antonio, Texas. I am here to express the concerns of
our dairy farmers as it relates to the GATT negotiations now going
on and the possible effects on the U.S. dairy industry. I will present
a very brief statement, and I ask that my prepared statement be
included in the record.

The CHAIRMAN. That will be fine. That will be accepted.
Mr. ELKIN. AMPI recognizes the importance of agricultural ex-

ports. To the extent export growth strengthens agriculture, dairy
farmers will find improved economic conditions. A strong dairy in-
dustry can only exist within the framework of a healthy agricultur-
al economy.

The U.S. dairy industry is oriented toward meeting the needs of
the domestic market. To deal with the inherent instability of the
dairy industry, industry and government have worked together to
craft market and price stabilization mechanisms to provide a
degree of market stability and price assurance.

The price support program, mark-+ order system, and the system
of import restraints applied under ;ection 22 of the Agricultural
Adjustment Act are instruments of domestic food and agricultural
policy, not trade policy. However, as part of the current trade nego-
tiations, the ability of the U.S. to determine domestic policy is
being offered at the international conference table.

AMPI is concerned that U.S. proposals in these trade talks will
sacrifice domestic policy in the hope of an overall agreement.

It has been argued that the negotiations seek to establish a level
playing field on which the U.S. can compete fairly with its competi-
tors. Unfortunately, major factors that have resulted in the U.S.
loss of markets or lack of competitiveness in the past, are not even
under discussion as part of the trade talks. Nothing is being done
to deal with fluctuating currency values or to change the oper-
ations of quasi-state trading companies that determine the nation's
trade policy with respect to dairy products.----

While the recent Geneva agreement falls short of the position
originally advanced by the U.S., it does little to remove our con-
cerns over the direction of the negotiations.

It clearly calls for negotiation of an agreement under which
GATT will have the ability to prescribe the terms and limits of
U.S. food policy. Of course, all of this will operate under a set of
strengthened GATT rules. However, this offers little assurance,
given the fact that we do not know what those rules might be, and
the past application of GATT rules to the disadvantage of the
United States.

The so-called world market for dairy products is small and gener-
ally regarded as a dumping ground. While U.S. producers are cur-
rently making some sales abroad, we have not been a routine par-
ticipant, as U.S. policy has refused to meet the export subsidization
of other countries. A weakening of domestic dairy policy through
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these talks could lead to expanded imports, depressed prices, and
lost markets.

The real issue, as I see it, with respect to agriculture is whether
U.S. producers and consumers will be well-served by negotiating
away the ability of the United States to determine its own domestic
food and agricultural policy. We are very concerned that following
such a course is not a wise choice.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
We will withhold questions until both witnesses have testified.
Mr. Bennett, if you would, proceed.
[Mr. Elkins' prepared statement appears in the appendix.]

STATEMENT OF WAYNE BENNETT, CHAIRMAN, AMERICAN
SOYBEAN ASSOCIATION, LONOKE, AR

Mr. BENNEr. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to testify on behalf of the American Soybean Association.

I am a farmer from Lonoke, Arkansas, and serve as Chairman of
the American Soybean Association Board. I am also Chairman of
the ASA Trade and Export Policy Committee. I will file a longer
report. but I have a few remarks to make.

ASA has historically been a strong advocate of free trade and the
GATT, because exports have historically been the savior of soybean
farmers. We export approximately half of our crop each year.

With collective annual sales of approximately $7 billion, the soy-
bean industry is America's largest agricultural export sector. I
might add that, before, when the soybean industry was healthy, we
were the leading industry in the United States for balance of pay-
ments. We even outperformed the aircraft industry, but we have
been on a descent since the early eighties. The European Commu-
nity and Japan collectively purchased over half of our export sales.

I appreciate the opportunity to express ASA'S comments on the
U.S. trade policy. My remarks will be limited to the progress of the
ASA Section 301 Petition against the European Community and
the Uruguay Round.

ASA supports free trade, but only if it is fair. Since soybeans are
one of the least subsidized crops in the U.S., we cannot afford to
compete with farmers from other nations that receive lucrative
price guarantees, nor can we compete with nations that subsidize
the export of soybean products or competing vegetable oil and pro-
tein products. For this reason, ASA has strongly supported the U.S.
zero-option proposals of the Uruguay Round, to phase out all trade-
distorting agricultural subsidies including domestic price and
income support tied to production requirements.

A good example of the impact of foreign production subsidies has
been trade in the European Community. Since the mid-seventies,
the EC has guaranteed their farmers $14 a bushel for producing
soybeans-that is twice the world price and over three times the
U.S. loan rate of $4.77.

Similar price-guarantee levels exist for other oilseed and protein
crops. The lucrative subsidies has been responsible for the EC's oil-
seed and protein production expanding from only 4 million metric
tons in 1981 to over 15 million metric tons in 1988.
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The European Community guarantees consumption of their local-
ly-produced oilseeds before they allow any U.S.-produced seeds into
the country. The higher production cost has cost U.S. soybean
farmers $1.4 billion in annual sales to the Community. This 40-per-
cent decline in our sales to Europe has been a major cause of the
low soybean prices that have existed in this decade.

In 1977, ASA filed a Section 301 complaint against the European
Community, charging that the EC's subsidies were nullifying and
impairing the duty-free tariff bindings on soybeans and soybean
meal. Thus far, the EC has stalled GATT consideration of the Peti-
tion at every turn. Currently, the EC is preventing the establish-
ment of a GATT dispute-settlement panel to consider our com-
plaint.

On July 5 of this year, the 18-month time limit on the ASA case
expires. If the EC continues to stall in the case, the Omnibus Trade
Act of 1988 requires the U.S. Trade Representative to rule the
practice unfair and take retaliatory action against the Community.
The retaliation equals approximately $1.4 billion, 14 times larger
than the hormone dispute.

We hope it will not be necessary for the U.S. to retaliate against
the EC. All we want is for the EC to eliminate its GATT-illegal
subsidies and live up to the duty-free tariff bindings it gave the
U.S. in 1962 during the Dillon Round. However, if necessary, we
will strongly urge the U.S. Trade Representative to take retaliatory
action as a means of encouraging the EC to live up to its GATT
commitments.

We ask that Congress also urge the Administration to pursue a
hard line in ASA's case. Otherwise, we could end up losing the re-
maining $2.1 billion market we have in Europe.

From ASA's standpoint, the 18-month time limit on Section 301
Petitions included in the Trade Competitiveness Act of 1988 has
been very positive. Were it not for the 18-month limit, the EC
would and could stall action on our petition indefinitely. Now they
must deal with the matter in the face of the certainty of U.S. retal-
iation on July 5 of this year.

I also want to indicate appreciation of the support we received on
the 301 Petition from the Office of the U.S. Trade Representative
and the U.S. Department of Agriculture. B6th have been great.

I particularly want to thank Senator Pryor, my Senator from Ar-
kansas, for his efforts on behalf of ASA's case during his recent
visit to Brussels and Paris. I assure you Senator Pryor s effort will
be helpful in achieving a satisfactory settlement of this complaint.

With respect to the Uruguay Round, I can say ASA is pleased
with the Mid-Term Agreement on agricultural trade reform. We
would like to have seen an agreement that established the goal of
eliminating all trade-distorting subsidies; however, that still may
be possible under the agreement reached in Geneva.

The most significant aspect of the Mid-Term Agreement is the
fact that, for the first time, internal production subsidies are in-
cluded in GATT negotiations.

The CHAIRMAN. Mr. Bennett, if you could, summarize and finish.
Your time has expired.

Mr. BENNErr. Well, in summary, we appreciate the work that
the Congress has done, especially the 18-month limit. We are very

21-675 0 - 89 - 2



14

much in favor of the GATT Round, and we hope that we will be
successful. And we hope the Administration will pursue our case
vigorously.

Thank you.
The CHAIRMAN. Thank you.
[Mr. Bennett's prepared statement appears in the appendix.]
The CHAIRMAN. Let me state that you are quite right, in that

Senator Pryor was a very persuasive and strong advocate of your
position and I think the position of all of us on the committee who
were on the trip recently.

Now, what will be facing us is U.S. negotiators working on the
Uruguay Round, and particularly on the agricultural question, at
the same time that you will have the Congress considering a new
farm bill, with the present one expiring.

Do you think that we should write things into that farm bill to
try to encourage the objectives that we want out of the Uruguay
Round? Or do you think a simple extension of the Farm Bill would
be appropriate? Would you comment on that, either of you?

Mr. BENNETT. Well, if we can't get an agreement, I would like to
see something written into the Bill. Like I say, the 18-month limit
that Congress put on section 301 petitions I think, has been a big
help. And if we write a farm bill, and they have not reacted, I
think we should do something.

The CHAIRMAN. Mr. Elkin, do you have any comment on that?
Mr. ELKIN. We don't favor a continuation of the present Farm

Bill as it relates to dairy, because we understand it would call for
continued price-support cuts. We have had over $2.50 in cuts since
1983, and we feel that our prices have gone down far enough. So
for that reason, we would not like a continuation. We would like a
new dairy section in the Farm Bill.

The CHAIRMAN. I heard Mr. Bennett talk about eliminating sub-
sidies, and the Administration says that is still one of the objec-
tives-the elimination of agricultural supports, and trade restric-
tions. Mr. Elkin, do you agree with that, and does your association?

Mr. ELKIN. No, not entirely. I think, to the extent that trade can
be more fair, as I said, a strong agriculture is in the best interest of
the U.S. dairy industry, even though we look somewhat inwardly
in the case of the dairy industry.

The CHAIRMAN. What if all subsidies were done away with by
our competitors? Would you be for doing away with ours?

Mr. ELKIN. No. The concern I would have, even if you had all the
subsidies removed and this so-called level playing field is achieved,
the field would not be truly level. In my statement I point out
there would be continued concern about monetary policy because
that can greatly distort things. We have seen how the shift from a
strong dollar to a weak dollar can affect export sales and distort
prices.

That would be a very definite concern of mine. Unless we do
something to tie the economics of the world or the monetary policy
to trade policy it is too easy to distort commodity prices.

The CHAIRMAN. What percentage of your industry's production is
exported today?

Mr. ELKIN. I don't know the exact percentage, but very little. We
are enjoying some foreign sales at this time because the European
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Community has cut back quite drastically on their dairy produc-
tion and there is a strong demand in the world for non-fat dried
milk. So, we as an industry are exporting more this year. But in a
normal year, we export virtually nothing commercially.

The CHAIRMAN. We were hearing that kind of a complaint on our
trip, that they were making dramatic reductions, and that we were
not as forthcoming.

Mr. ELKIN. Yes, sir. I was fortunate enough to attend a confer-
ence in Dublin between the U.S. Chamber of Commerce and the
EEC last Fall. They are very definitely watching our agricultural
policy and what we are going to do, because they have made a lot
of cuts and are now looking to see what we are going to do. They
are very concerned about our dairy policies.

The CHAIRMAN. Your field was the one that we received the most
objections on, insofar as what we are doing in the way of supports
here as compared to what they are doing. When we talked about
subsidies, they would hit us on this one time and time again.

Mr. ELKIN. They always do. Section 22 is looked at by them as
being a very strong barrier. On the other hand, our dairy agricul-
ture policy calls for the price support program whereby our govern-
ment buys some surpluses, varying by the year. Unless we have
something to protect our market, when production comes back we
will own all the surplus of the world. That is why we need Section
22, and the government needs it.

The CHAIRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Bennett, you have no greater ambassador and advc gate than

Senator Pryor.
Mr. BENNETT. I appreciate that.
Senator BAUCUS. I, too, was on that trip, and all of us could

recite Senator Pryor's statement verbatim after the fifth or sixth
meeting, I can tell you. He did a terrific job. [Laughter.]

Senator PRYOR. I'11 tell you what, we could all recite each other's
statements verbatim after all of that. [Laughter.]

Senator BAUCUS. I am curious about your reaction, Mr. Bennett,
to the exemption of Argentina and Brazil as developing countries
in the short-term agreement on agriculture, since those countries
produce soybeans.

Mr. BENNETT. Well, we are very much opposed to that. Argentina
and Brazil are our biggest competitors. We mentioned the EEP a
few minutes ago. When we tried to use the EEP against the Argen-
tines and Brazilians, we were told that that was off limits; we could
not do anything to bother the sales from Argentina and Brazil. In
fact, the customers that we were using EEP for had to sign an
agreement that they would continue to buy from Brazil and Argen-
tina the same amount they had been buying, in the future.

So, we think it is hurting U.S. farmers. They are increasing their
production each year, and they use our loan rate to produce. They
know what they can get for it. They produce and sell just under it,
so they take the world market. Within the next two or three years,
maybe next year, they will be the predominant producers of soy-
beans in the world. We will have lost our dominancy in soybeans.

Senator BAUCUS. A second question, to both of you: Do you think
that the Administration has adequately consulted with your indus-
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try as the Administration negotiates in the Uruguay Round? You
may not agree with the final positions the Administration has
taken; but, apart from whether you agree, in your judgment have
you had an adequate opportunity to express your views in a give
and take with the USTR, particularly, so that you feel that at least
they have the full benefit of your industry's views?

Mr. BENNMTr. Well, up until a few days ago I would say no, we
have not; but we were able to get an appointment recently. They
made two or three visits to Europe without ever talking to us, so
we didn't know what they were negotiating-on our behalf, but we
didn't know what they were doing. I think that has been corrected
now.

Senator BAUCUS. All right.
Mr. Elkin?
Mr. ELKIN. In my case, I do not think we have been consulted

and have had input. We recently have had the president of Nation-
al Milk Producers Federation placed on the advisory committee,
and that should be helpful.

I personally tried to get on the committee; but, after a long time,
I was told that, very frankly, I was too inflexible on Section 22.

I think we should have had more input and have not had the op-
portunity.

Senator BAUCUS. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Senator Pryor?
Senator PRYOR. Yes. Thank you, Mr. Chairman.
Mr. Bennett, thank you for your very kind remarks. I would like

to just get right into two or three questions.
I would like to get an idea of how profitable or unprofitable it is

to produce a bushel of soybeans in the European Community as a
result of the very high price guarantees that they have.

Mr. BENNETr. Senator, last year the ASA contracted with a Eu-
ropean firm to study the production costs in Europe. We needed to
know that. They determined that the French produce soybeans at
$7.30 per bushel. It is well above the U.S. cost of production. But
they get $15.74 from the government. So, they made an $8.46 a
bushel profit; that is 116 percent of their cost, and that profit is 60
percent above the world prices. So, we think it is very profitable to
produce soybeans in t ie European Community at this time.

Senator PRYOR. Because of the very high rate of support.
Mr. BENNETT. The high support. I' is not economically feasible;

but, with the govErnment supporting it, it is very profitable.
Senator PRYOR. i would like to know, also, the interchangeability

in the marketplace iv-day fc,i soybean oil, for rapeseed oil, sunflow-
er oil, and is that an issue before the GATT at this time?

Mr. BENNETr. Yes. With a few exceptions, most survasible oils
are interchangeable. And the same thing with feed, with the meal.
The oilseeds, with say sunseed or rapeseed, you can use the same.
Soybean is the most efficient, but all of it can be used interchange-
ably if it becomes necessary.

Senator PRYOR. On July 5-and we mentioned that date to Am-
bassador Hills just a few moments ago-we talk about "retaliation
day" against the EC if there is no action on the 301 Soybean Peti-
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tion. Do you have any indication as to what products are likely to
be on the retaliation list?

Mr. BENNEW1. Well, we are convinced it will have to go to indus-
trial products, because most of the agricultural products have al-
ready been encumbered. There is not enough volume in agricultur-
al products.

So, we think it will hit the heart of the industrial sector of
Europe, and at one point, the $1.4 billion we are talking about, I
think it will get their attention.

Senator PRYOR. Senator Baucus just asked a question about some
concerns that I think the Association has about some negotiations
that you may not be a part of, that are allegedly in your behalf. Up
until this point you have had great cooperation, I think-in your
statement, you reiterated-with the USTR and among the officials
of USDA. Is that correct?

Mr. BENNEr. That is true. Like I say, in the other Administra-
tion we had great cooperation, and I think we will here, but it is
early in the game. We just had a conference recently with the U.S.
Trade Representatives. But we feel confident that we can work
with them, and we look forward to working with them.

Senator PRYOR. Mr. Chairman, I think that is all the questions I
have of Mr. Bennett. I want to thank him for coming up here from
our State. He is a very fine citizen of Arkansas and is a great
spokesman for the American soybean farmer.

Thank you, Mr. Bennett.
Mr. BENNErr. Thank you.
Senator PRYOR. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Daschle?

OPENING STATEMENT OF HON. TOM DASCHLE, A U.S. SENATOR
FROM SOUTH DAKOTA

Senator DASCHLE. Thank you, Mr. Chairman.
I also have some questions that I would like to submit for the

-record for Ms. Hills.
The CHAIRMAN. They will be taken.
[The questions appear in the appendix.]
Senator DASCHLE. I was not here for the bulk of the testimony,

and therefore will limit myself to just one short statement and one
question.

With regard to Mr. Elkin, it is my view that the dairy industry is
probably more affected than anybody else by Section 22. Is that
your assessment?

Mr. ELKIN. Yes, probably along with sugar.
Senator DASCHLE. Along with sugar-that is correct.
I want to emphasize as strongly as I can that, as just one

member of the Finance Committee and one member of the Senate,
I think it is absolutely imperative that we not trade away Section
22. That is the bottom line.

Mr. Bennett, I would like a little clarification on your answer to
the Chairman's question. You had indicated you thought, if we
failed to come to some conclusion with regard to the GATT negotia-
tions, we ought to unilaterally take action as we write the new
Farm Bill.
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-1 may have misunderstood your answer, but were you saying
that, short of some kind of an agreement, you are willing to
remove some of the subsidy and what ever other mechanism we
have in our tools for international trade today?

Mr. BENNETT. No, that is not what I meant.
Senator DASCHLE. I didn't think you did.
Mr. BENNETT. No. We have to have support. If we are not suc-

cessful in getting the subsidies eliminated in the rest of the world,
we can't afford to cut back what we have. Our farmers would go
under.

Senator DASCHLE. So, if we are writing the new farm bill, and we
haven't been able to arrive at any conclusion in our negotiations,
the Soybean Association certainly wouldn't favor any kind of uni-
lateral action?

Mr. BENNETT. Oh,-no. No. I am sorry. I hope I didn't leave that
impression. No.

Senator DASCHLE. All right. Well, as I say, it might have been
only for my clarification, but I am glad to have that answer.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Gentlemen, thank you very much for your attendance.
Our next panel will be Mr. Jason Berman, President of the Re-

cording Industry Association of America, testifying on behalf of the
International Intellectual Property Alliance; and Mr. C. L. Cle-
mente, who is the Vice President and General Counsel of Pfizer,
testifying on behalf of the Intellectual Property Committee.

Gentlemen, if you would, come forward, please.
Mr. Berman, if you would, proceed.

STATEMENT OF JASON BERMAN, PRESIDENT, RECORDING INDUS-
TRY ASSOCIATION OF AMERICA, INC., TESTIFYING ON BEHALF
OF THE INTERNATIONAL INTELLECTUAL PROPERTY ALLI-
ANCE, WASHINGTON, DC
Mr. BERMAN. Thank you, Mr. Chairman.
I am Jason Berman, President of the Recording Industry Associa-

tion of America, and I appear here today on behalf of the Interna-
tional Intellectual Property Alliance. We are an alliance of seven
trade associations cutting across the U.S. copyright community,
representing motion pictures, music, records, books, and computer
software.

Because each of us confronted world markets infected with mas-
sive and growing piracy, we joined together in 1984 to take on a
dual fight-first, to protect our works in foreign markets; and
second, to overcome non-tariff barriers and to open foreign markets
to U.S. products.'

Our message is a simple one: The protection of intellectual prop-
erty is absolutely critical to our livelihood and to the U.S. balance
of trade. Without the help of the United States Congress, however,
we cannot prevent massive piracy worldwide.

In the past five years, I am pleased to report, your help has been
an essential ingredient in our successes. And that goes back, Mr.
Chairman, beginning with the Caribbean Basin Initiative, the re-
newal of GSP in 1984, the 1984 Trade Act Amendments, which es-
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tablished the lack of adequate and effective protection as action-
able under Section 301 for the first time.

I want to point out that the Alliance was quick to test the gov-
ernment's resolve to implement the 1984 Trade Act Amendments.
In 1985 we submitted to USTR a report on the extent of piracy in
the 10 worst offending countries. This list included Singapore,
Taiwan, Indonesia, Korea, Malaysia, Thailand, the Philippines,
Brazil, Egypt, and Nigeria. It is clear from this list that the bulk of
our interest and our problems lie in the Pacific Rim.

Since 1984 we have made enormous progress in the Pacific Rim.
As a result of the Trade Act Amendments in 1984, the government
had a self-initiated Section 301 against Korea, which was the most
intransigent pirate nation. The Alliance subsequently file peti-
tions to de-designate Indonesia and Thailand as beneficiaries under
GSP, and in this four-year period we have entered into bilateral
treaties with most of these nations. Most of them, if not all, have
passed new copyright laws. In fact, the bilateral with Indonesia is
due to go into effect in August of 1989.

In 1988, Congress passed the Omnibus Trade and Competitive-
ness Act, which represents a further commitment and signal of
congressional resolve to protect intellectual property as an impor-
tant element of U.S. trade policy. I won't go into the details of the
Act, except to say that the -"Special 301" is an important weapon in
our arsenal.

In furtherance of the objectives of the new Trade Act, the Alli-
ance yesterday issued a report. In it we provided, first. an update
on how-over the course of the last four years-our bilateral nego-
tiation program has worked. Second, we have targeted a total of 12
countries, nine from the original 1984 list and three new countries,
as problem areas subject to designation as "priority foreign coun-
tries" under Section 182 of the 1988 Act.

The protection of intellectual property as an element of trade
policy has found perhaps its greatest and purest expression in the
U.S. position in the GATT. Beginning with the Declaration at
Punta del Este in 1986, the United States, together with Japan and
the European Community, has pressed for the adoption of an intel-
lectual property code.

The U.S. proposals have outlined the means of achieving this ob-
jective. The parties would undertake specific obligations to enact a
high level of substantive standards. Strong border and internal en-
forcement measures consistent with the terms of the agreement
would also be included. In addition, the parties would adopt and
implement a dispute settlement mechanism, taking into account
existing GATT procedures and negotiations, and adjusting them to
fit the unique elements of intellectual property. And finally, the
parties would adapt to intellectual property the relevant provisions
drawn from existing GATT principles, specifically national treat-
ment and transparency.

The U.S. GATT initiative has been driven by the concern that
,xisting international conventions on intellectual property are in-
adequate to curtail extensive worldwide piracy. The Alliance main-
tains that existing conventions were never intended to be used as
enforcement mechanism. We have fostered the adoption of the
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trade-based approach as a means of effectively encouraging the
adoption of adequate standards and enforcement measures.

Just recently, in the area of intellectual property, the negotiators
reached a framework agreement. I was in Montreal as an observer,
part of the U.S. Delegation. It was interesting, Mr. Chairman, to
learn of the connection between agriculture and intellectual prop-
erty; because we were told that if there had been no progress on
agriculture, there would be no progress on intellectual property. I
would also point out that it was interesting to see first-hand the
extent to which countries like Brazil, India, and Argentina proved
to be recalcitrant, particularly in the period in which we were ne-
gotiating in Montreal.

Having had success now in working out this framework agree-
ment, the Alliance cautions the Congress that it continue to ob-
serve and monitor thik process, so that we not find ourselves in the
position of accepting an agreement for the sake of an agreement.

We have had enormous successes, thanks to the Congress's statu-
tory provisions and the implementation by the Administration on a
bilateral basis, and we would hate to give those up for some ephem-
eral agreement that simply represents the notion that we ought to
reach some conclusion on intellectual property.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Mr. Clemente?
[Mr. Berman's prepared statement appears in the appendix.]

STATEMENT OF C. L. CLEMENTE, VICE PRESIDENT AND GENER-
AL COUNSEL, PFIZER INC., TESTIFYING ON BEHALF OF THE IN-
TELLECTUAL PROPERTY COMMITTEE, NEW YORK, NY
Mr. CLEMENTE. Thank you.
I would like to ask that my full testimony and attachments will

be put in the record.
The CHAIRMAN. That will be done.
Mr. CLEMENTE. I am C. L. Clemente, Vice President and General

Counsel of Pfizer, Inc. I am here today representing the Intellectu-
al Property Committee, the IPC.

The members of the IPC are Bristol-Meters, DuPont, FMC, Gen-
eral Electric, Hewlett-Packard, IBM, Johnson & Johnson, Merck,
Monsanto, Pfizer, Rockwell International, and Warner Communica-
tions.

The IPC welcomes the opportunity afforded by today's hearings
to provide its views on the recently completed Mid-Term Review
and on the course for the remainder of the Uruguay Round negoti-
ations on Trade Related Aspects of Intellectual Property Rights,
known as TRIPS.

The IPC was formed in March 1986 and has undertaken a wide
range of domestic and international activities in support of the
GATT intellectual property negotiations. Last June the IPC
achieved a significant milestone when it reached the tripartite con-
sensus with the Keidanren, representing Japanese business, and
UNICE, representing European business, on how the GATT should
deal with intellectual property in the current multilateral trade
negotiations.
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The trilateral report has achieved wide circulation both here and
overseas. We are submitting a copy of that report, entitled a "Basic
Framework of GATT Provisions on Intellectual Property Protec-
tion," for the record.

By the time of the Montreal Mid-Term Review meeting last De-
cember, intellectual property had come full circle. From an obscure
issue that was not widely recognized as a proper topic for multilat-
eral trade negotiations prior to the September 1986 Punta del Este
Ministerial Meeting, it has become one of the pivotal issues in the
Uruguay Round of trade negotiations. In large part, this has been
due to the consensus that has developed within the U.S. Govern-
ment and the U.S. private sector on the importance of the intellec-
tual property negotiations. The Congress, and particularly this
committee, underscored in the Omnibus Trade and Competitive-
ness Act of 1988 the importance of strengthening the international
protection of intellectual property through both multilateral and
bilateral negotiations. In turn, to date, our negotiators have ap-
proached these negotiations with skill and diligence.

The Intellectual Property Committee welcomes the recently com-
pleted negotiating framework on TRIPS. It will permit the GATT
to get on with the negotiations. The framework provides a basis for
the type of comprehensive agreement that the IPC believes must
be negotiated in the GATT.

The framework clarifies the commitment that the Ministers
made at Punta del Este in September 1986 that a GATT intellectu-
al property agreement should include (1) adequate and effective
standards of intellectual property rights; (2) effective internal and
border enforcement of intellectual property rights; and (3) effective
and expeditious procedures for multilateral consultation and dis-
pute settlement.

The IPC position on the TRIPS negotiations has been developed
and coordinated with our private-sector counterparts in Europe
and Japan. A comprehensive agreement on intellectual property
must contain five elements: the three I have just mentioned from
Punta del Este, plus basic GATT principles such as transparency
and national treatment, and transitional arrangements and techni-
cal assistance provisions.

The IPC will continue to undertake activities that will facilitate
the intellectual property negotiations in the GATT. Domestically,
the IPC will continue to provide advice to our negotiators and to
work with other business groups, to organize and maintain a con-
sensus within the private sector for a comprehensive GATT intel-
lectual property agreement.

Internationally, the IPC will continue to work closely with the
Japanese and European business communities to coordinate our po-
sitions on issues that may arise during the course of the negotia-
tions.

We also plan to undertake a major effort to extend the tripartite
consensus to private-sector groups in other developed countries,
and in key newly-industrialized countries, and in developing coun-
tries in the Far East and Latin America.

We recently prepared a paper on the benefits of strong intellec-
tual property protection for developing countries, entitled "Strong
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Intellectual Property Protection Benefits the Developing Coun-
tries," which we are submitting for the record.

The scope of an intellectual property negotiation will put great
pressure on the ability of our negotiators to complete an agreement
within the remaining two years. To expedite matters, the United
States should put together a detailed draft negotiating document
that could be used to develop a consensus with other like-minded
countries on the structure and scope of a comprehensive agree-
ment.

Once tabled in the TRIPS negotiating gro,.' , the draft negotiat-
ing document, even if it were bracketed, would quickly focus the
negotiators on the five key elements of the comprehensive agree-
ment that we seek.

U.S. policy should be geared to achieving a GATT intellectual
property agreement. The IPC urges that, when Ambassador Hills
designates priority countries under the special 301 intellectual
property procedures contained in the 1988 trade bill, she take into
account how such a designation can move the TRIPS negotiations
forward. Creatively used, the designation process could provide in-
centives to gain the support of key countries in the GATT negotia-
tions while directly improving intellectual property protection in
those countries.

The IPC believes that the negotiation of a TRIPS agreement
could provide a structure to deal with the concerns that our trad-
ing partners have with respect to Section 337 of the 1930 Tariff
Act. Changes in Section 337 should be considered in the context of
a comprehensive GATT agreement on IP.

The CHAIRMAN. If you could finish, Mr. Clemente, I have another
commitment.

Mr. CLEMENTE. All right.
[Mr. Clemente's prepared statement appears in the appendix.]
The CHAIRMAN. Let me speak to some of the comments that have

been made.
I feel very strongly about the protection of intellectual property

rights. I think special Section 301 provision on intellectual property
is being extremely helpful, and that a number of countries are
deeply concerned about being named, and that many of them are
taking action. We will continue to press in that regard, but the tes-
timony you have given me this morning will be quite helpful to us.

Senator Daschle, do you have any questions?
Senator DASCHLE. Mr. Chairman, I don't have any questions.
The CHAIRMAN. All right.
Well, with that in mind, thank you very much for your contribu-

tion.
Mr. CLEMENTE. You are quite welcome.
The CHAIRMAN. That will conclude our hearing.
Thank you.
[Whereupon, at 11:15 a.m., the hearing was concluded.]



APPENDIX

ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF WAYNE BENNETT

I am Wayne Bennett, a farmer from Lonoke, Arkansas. I appear here today as the
Chairman of the Board of the American Soybean Association (ASA). I also serve as
Chairman of ASA's Trade and Export Policy Committee. ASA is a national, non-
profit trade association representing U.S. soybean farmers.

I appreciate the opportunity to offer comment on the implementation of the Trade
and Competitiveness Act of 1988 as well as the impact of the Uruguay GAIT Round
on the U.S. soybean industry. Possibly more than any other agricultural sector, the
soybean industry owes much of its success to the GAT' arid to trade liberalization
that has occurred abroad as a result of the GATT. Soybeans and soybean products
are collectively America's largest export crop, with annual export sales of approxi-
mately $7 billion. Approximately half of the U.S. soybean crop is exported annually.
Around 40 percent of our exports go to the European Community (EC) while Japan
is our largest single-country market.

GATT has served the interests of soybean farmers quite well in the past. Through
the Dillon Round of GAIT negotiations, the U.S. was successful in getting the EC to
grant duty-free tariff bindings on soybeans and soybean meal. As a result of our un-
restricted access to the EC market, the EC's rapid economic growth and ASA's
market development efforts in Europe, the EC by 1981 had become a $3.5 billion
annual market for soybeans and soybean meal. Were it not for the GATT we are
certain the EC would have long ago withdrawn the duty-free bindings and estab-
lished variable levies on soybeans and soybean meal. Therefore, I can clearly say
that ASA does not claim that the GATT has outlived its usefulness. Instead, we seek
a strengthened GAIT better able to resolve trade disputes among member nations.

ASA has been a strong supporter of the current and past Administration's agri-
cultural reform proposal in the Uruguay Round. We have supported the "zero
option" because we feel the elimination of trade-distorting agricultural subsidies
worldwide would greatly benefit U.S. soybean farmers. As a very efficient and large-
ly unsubsidized commodity, the soybean sector is extremely vulnerable to the loss of
markets to subsidized competitors or import barriers. We understand the root
causes of export subsidies and access restrictions in the oilseed sector are high do-
mestic price and income supports that foster uneconomic production beyond that
justified by market forces.

In the EC we have experienced a $1.4 billion decline in annual sales of soybeans
and soybean meal. The sales loss is the result of the EC's extremely lucrative pro-
duction and utilization subsidies for soybeans, rapeseed, sunflower seed, feed peas
and feed beans. The subsidies were established by the EC to reduce its dependence
on imported soybeans and soybean meal and to provide incentives for EC farmers to
shift out of grains. This year the EC is gua-anteeing its farmers over $14 per bushel
for soybeans. The U.S. soybean support rat- is $4.77 per bushel, and the world price
is around $7.25 per bushel. Similar subsidy levels exist for other oilseeds and for
beans and peas.

The EC's subsidies resulted in a 300 percent combined increase in EC oilseed, pea,
and bean production between 1981 and 1987. We have paid the price in the form of
a 40 percent reduction in our sales of soybeans and soybean meal to the EC. The
subsidies have cost the average U.S. soybean farmer abotit $2300 annually in lost
sales to the EC and have been a major cause of the low soybean prices that have
existed this decade.

(23)
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ASA filed a Section 301 Unfair Trade Petition against the EC's oilseed/protein
subsidies in December, 1987. We charged in the Petition that the EC's oilseed/pro-
tein subsidies had nullified and impaired the EC's duty-free tariff bindings to our
detriment. The Petition was accepted by the U.S. Trade Representative on January
5, 1989. To date the EC has stalled GATT consideration of the issue at every turn.
Currently, the EC is preventing the establishment and beginning of work of a GATT
dispute settlement panel to consider ASA's case.

ASA's Section 301 Petition is the first to be subject to the 18-month deadline in-
cluded in the Trade and Competitiveness Act. On July 5, 1989 the 18-month time
limit on ASA's Section 301 Petition expires. Hopefully the EC will have allowed
GATT action on our case or offered an acceptable compromise to settle the dispute
before this deadline. If not, the U.S. Trade Representative is mandated by the Trade
and Competitiveness Act of 1988 to take unilateral retaliatory action against the
EC. The retaliation will approximate $1.4 billion, 14 times the retaliation over the
beef hormone ban and the largest in history under a Section 301 Petition.

It is not ASA's desire to retaliate against the EC. We simply want the EC to live
up to its 1962 GATT agreement. However, we will certainly support retaliation, if
necessary, to achieve that result.

In the case of ASA's Section 301 Petition the 18-month time limit must be seen as
a very positive tool. In the absence of this new time limit, there is no doubt the EC
would stall action on ASA's Petition indefinitely. It certainly can do so under GATT
rules. However, the 18-month time limit forces the EC to allow action on our Peti-
tion or suffer U.S. retaliatory action on July 5. To say that the EC is upset with the
time limit is an understatement. However, the EC certainly has respect for its im-
plications.

The Trade and Competitiveness Act of 1988 also authorized U.S. participation in
the Uruguay Round of Multilateral Trade Negotiations. ASA strongly supported
U.S. participation in the Uruguay Round and is pleased that we are well on the way
to achieving meaningful achievements in the round. Overall, ASA is pleased with
the results of the mid-term agricultural agreement reached in Geneva on April 8,
1989. We would have preferred to see an agreement that called for the ultimate
elimination of all trade-distorting agricultural subsidies. However, as we see it such
elimination is still a possibility under the agreement reached in Geneva; the goal of"substantial progressive reduction in agricultural support and protection sustained
over an agreed period of time" does not preclude ultimate elimination. However, we
are also cognizant that it will be extremely difficult to get the EC, Japan, and the
Nordic nations to agree to the elimination of all subsidies and protection.

We believe the Geneva agreement is important because for the first time internal
price and income supports are included in the negotiations. Such trade-distorting
measures are the root causes of over-production which in turn leads to export subsi-
dies and protectionist import restraints. Until GATT agreements phase out or
reduce internal supports, there is little chance we will ever contain export subsidies
and border protectionism.

Although we support the agreement, there are three areas for future negotiation
that concern us a great deal. These are the EC's "rebalancing" proposal, the use of
aggregate measurement of support to measure subsidies and protection, and the
U.S. proposal for tariffication of import and utilization constraints.

EC REBALANCING PROPOSAL

The European Community has insisted throughout the Uruguay Round that the
final agriculture agreement should allow nations to rebalance levels of support and
protection among different sectors of agriculture. The EC proposal is nothing more
than an effort to get GATT authority to establish import tariffs or variable levies on
imports of soybeans, soybean meal, corn gluten feed, manioc, and other non-grain
feed ingredients and to do away with its duty-free tariff bindings on those commod-
ities. Supposedly, the EC would offset the new protection in those sectors with re-
ductions in other areas, possibly grains. The EC's objective is to reduce imports of
the commodities and to force their farmers to use more EC-origin oilseeds, grains
and protein crops as well as to greatly reduce budgetary expenditures.

If the EC is successful in getting the rebalancing proposal adopted, it would mean
an enormous loss in U.S. agricultural exports to Europe. We would lose a large por-
tion of our soybean and soybean meal sales to the EC but would gain little if any
sales of other crops. Rebalancing would allow the EC to become more of a protec-
tionist island in world agricultural trade and make EC agreement to future con-
straints on agricultural subsidies and protection even less likely. Oilseeds and pro-
tein crops are practically the only "hole in the dike" of the Common Agricultural
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Policy. If the EC can close this hole, it will be able to retrench and become a greater
pariah on world agricultural markets.

We are pleased U.S. negotiators, as well as those of the Cairns Group, steadfastly
opposed any reference to the rebalancing proposal in the Mid-Term Agreement.
However, we note the agreement provides sufficient authority for the EC to advance
the rebalancing proposal in the next 20 mo nths of negotiations. It is extremely im-
portant that the U.S. continue to reject any form of rebalancing during the remain-
der of the negotiations. The objective of the Uruguay Round is to reduce barriers to
trade. It should not allow any nation to increase protection. I cannot envision ASA
supporting a final Uruguay Round agreement that contains authority for the EC to
rebalance its protection in agriculture. We urge the Congress to make this point viv-
idly clear to U.S. negotiators.

AGGREGATE MEASUREMENT OF SUPPORT

Part of the agreement in Geneva was to measure levels of protection and support
and all such future reduction in support and protection with the OECD's "Aggre-
gate Measurement of Support" (AMS). Under AMS the levels of protection in all
agricultural sectors would be averaged together to develop an index. Any required
reductions in support and protection would also be measured by AMS. Our fear is
that the EC could use the AMS to actually increase import protection and internal
supports in oilseeds and protein crops as long as greater-than-average reductions
were effected in other sectors. For example, the EC grows approximately 165 MMT
of grains and 10 MMT of oilseeds. It is conceivable the EC could reduce its grain
supports by 12 percent while increasing oilseed supports or protection by 10 percent
and still claim an average 10 percent reduction in AMS. Just like with rebalancing
we would suffer great loss while gaining practically nothing.

We feel an essential element of the AMS system should be a requirement that a
nation cannot increase protection or support in any area and still claim an overall
reduction in support. In particular, no nation should be able to establish import re-
strictions on any commodity subject to duty-free tariff bindings. Possibly, no com-
modity sector should be able to be adjusted downward by less than half of any re-
quired overall reduction as part of compliance with a required reduction in overall
support and protection.

TARIFFICATION

A major objective of the U.S. in agricultural negotiation has been its tariffication
proposal. Under the proposal all quotas, licensing requirements, and other mecha-
nisms to reduce imports and consumption would be converted to tariffs. In turn, the
tariffs would be reduced in the future by an amount agreed in the negotiations. In
principle, we agree with the U.S. proposal. However, we want to make certain that
the tariffication mechanism is not used by the European Community to convert its
internal oilseed and protein subsidies into tariffs. To do so would mean the sacrifice
of our unrestricted access to the EC market.

We suspect the EC may claim that its internal oilseed and protein production and,
processing subsidies are effective import constraints. If so, they may seek to elimi-
nate the subsidies and convert them to very high tariffs on oilseeds and protein
products. The EC's duty-free tariff bindings would go out the window and with them
much of our sales to the EC. The EC would gain a great budget savings as oilseed
and protein subsidies were converted into consumer transfers from taxpayer trans-
fers.

In no way should the EC be able to use the tariffication proposal in this way. We
believe the EC's oilseed and protein subsidies are GATT-illegal. They are the subject
of ASA's Section 301 Petition. There should be no way the EC can claim credit for
subsidies that are inconsistent with its GATT commitments. Our negotiators must
prevent this from happening.

In conclusion, Mr. Chairman, I want to reiterate ASA's support for the GATT and
the Uruguay Round. We believe in free trade as a goal because we feel it will serve
the interests of America's competitive soybean industry. However, we must be dili-
gent in making sure the GATT is not used by the EC and other nations, including
the U.S., to establish new constraints to trade. The U.S. must stand up for its GATT
rights and use retaliation, if necessary, to achieve those rights. I assure you Ameri-
can soybean farmers intend to fight hard for their rights and expect our govern-
ment to help us. In that regard, we believe the tools authorized in the Trade and
Competitiveness Act of 1988 are very helpful.

Thank you.
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March 21, 1989

Honorable David Pryor
U.S. Senator
c/o Hotel Amigo
Brussels, Belgium

Dear Senator Pryor:

Your office was in contact with the American Soybean
Association's Washington office prior to your departure for
Europe seeking information on the status of ASA's Section
301 unfair trade petition against the European Community.
ASA Chairman Wayne Bennett relayed some information on the
issue to your office while he was in Paris. He has asked
that I provide you with a further written update on the
issue. Wayne Bennett spent last week in Brussels and Paris
meeting with EC and French officials where we discussed the
status of ASA's case.

ASA filed its petition on December 16, 1987 and it was
accepted by Ambassador Yeutter on July 5, 1988. In our
Petition we charged the EC has nullified and impaired its
duty-free tariff bindings on soybeans and soybean meal by
subsidizing the production and consumption of EC-grown
oilseeds (rapeseed, sunseed, and sybeans) and pulses
(beans, peas, and lentils). We changed that the EC
subsidies are responsible for a $1.4 billion annual loss in
soybean and soybean meal sales to the EC. We asked that the
U.S. Government seek the elimination or satisfactory
modification of the EC's oilseed/pulse subsidy regime.

The U.S. Government has been very supportive of ASA's
Petition. However, the EC has stalled action on the case at
every turn. The EC blocked establishment of a GATT dispute
settlement panel on two occasions and now are preventing the
panel from getting to work by insisting on unreasonable
commitments from the U.S. Government. We are convinced,
based on our meetings of last week, that the EC is confident
the GATT dispute settlement panel will rule in favor of the
U.S. on the issue and force the EC to make major changes in
its oilseeds/pulse subsidies. Therefore, the EC's approach
is to stall action by the panel.

The problem the EC now faces is that the USTR is required by
the Omnibus Trade Act of 1988 to issue an unfairness
determination on ASA's case 18 months after accepting the
Petition. That date is July 5, 1989. Concurrently with
making the unfairness determination the

USTR must also identify the amount of injury resulting from
the unfair practices and implement unilateral retaliation
equivalent with the degree of injury. We anticipate Ms.
Hills would determine the level of injury and retaliation
would be $1.4 billion, 14 times the level of retaliation
imposed on the beef hormone issue. The only way that Ms.
Hills can delay implementation of the retaliation is if she
determines such retaliation will undermine a successful
solution to the dispute. The delay could not last longer
than January 5, 1990. It is ASA's view that it would be
advisable to delay implementation of retaliation on July 5
if the GATT dispute settlement panel is actively considering
the issue and the EC is acting in good faith to foster
consideration by the panel. At present the panel is not
meeting and the EC is not acting in good faith.
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In our meetings last week the EC insisted on two things as a
oondition of allowing the GATT dispute settlement panel to
be formally established and to begin work. First, the EC
wants No. Hills to give them a formal commitment that she
will delay retaliation on July 5 if the panel is operating.
Second, the EC wants the U.S. to agree to having the GATT
dispute settlement panel make a determination of the degree
of injury the U.S. has suffered as a result of the EC's
oilseed/protein subsidies as well as to determine whether the
subsidies are GATT-illegal. We told the EC officials that
there is no way that Ms. Hills should give the EC a
commitment, written or verbal, that the U.S. will not
retaliate on July 5. That decision should be made on July 5
based on the situation that exists then. We understand this
is the position of Ms. Hills.

On the issue of having the panel issue an injury
determination we believe the EC request is both unreasonable
and inconsistent with normal GATT procedures. Acquiescence
to the EC request would establish a bad precedent for future
disputes and increase the risk the panel would establish an
unjustifiably low level of injury. Instead ASA believes the
panel should be approved now to determine whether the EC's
oilseed/pulse subsidies are in fact nullifying and impairing
the EC's duty-free tariff bindings. If we win a positive
panel decision then subsequent U.S.-EC negotiations can work
out how the EC system must be modified to make it GATT
consistent. Now is not the time to give in to the EC.

It is important to ASA that you impress upon Commissioners
MacSharry and Andriessen the importance the Congress places
on ASA's case. At stake is 40 percent of our exports of
soybeans and one row in five of U.S. soybean production.
Our case is aimed at making the EC live up to its
commitments during the Dillon Round of negotiations that
concluded in 1962. If the EC will not live up to past
commitments how can we trust it to live up to commitments
made in the Uruguay Round?

We feel it is also important that you and your fellow
senators impress upon Commissioners MacSharry and Andriessen
the fact that the EC should quit stalling action in the GATT
on ASA's Petition. The EC has stalled the case for almost
15 months already. The Congress put the 18-month time limit
on Section 301 Petitions into the L988 trade act primarily
because of past stalling by the :C. If the EC wants to
avoid U.S. retaliation on July 5 the best way is to cease
stalling on ASA's case and let the GATT ranel begin to work.
Otherwise, the EC is certain to see V.i. retaliation on July
5, 1989.

Senator Pryor, I hope thia information is helpful to you. I
suggest you sgeak to Frank Padovano, U.S. Agricultural
Counselor at the U.S. Mission in Brussels, if you need
additional information. Frank accompanied Wayne Bennett and
me to most of the meetings we had last week in Brussels.
Upon your return to Washington I would enjoy an opportunity
to discuss your findings at your convenience.

Thank you for your attention to ASA's Section 301 Petition.

Sincerely,

John Baize
Staff Vice President,
Trade and Export Policy
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WASHINGTON INSIGHT

No. 4 April 14, 1989

REVIEW AND ANALYSIS
GATTM ID-TERM AGREEMENT ON AGRICULTURE

Negotiators from the United States, European Communit-y:.and other
GATT-member nations reached agreement in Geneva on April 8 on the
basis for agricultural reform in the Uruguay Round of Multilateral
Trade Negotiations. The difficult-to-achieve agreement calls for a
short-term freeze on agricultural subsidies and protection during
the remainder of the negotiations. In addition, the agreement
calls for negotiations to be completed by December, 1990 on
long-term reform measures.

Short-Term Measures

The agreement provides for all GATT-member nations, between now and
the end of 1990, to "undertake to ensure that current domestic and
export sup,?ort and protection levels in the agricultural sector are
not exceeded". This essentially means that nations are not to
raise their price supports, income supports, export subsidies or
other agricultural support measures. Likewise nations are not to
reduce access to their markets by raising tariffs (import taxes),
tightening quotas, or in any other way restricting imports above
the level that existed prior to the agreement. In addition, the
nations agreed to reduce support and protection levels by an
unspecified level for the 1990 crop.

Long-Term Measures

The negotiators agreed that during the next 20 months efforts will
be made to re&.ch agreement on reforms to be carried out after 1990.
Any final agreement accepted by U.S. negotiators would have to be
approved in 1991 by the U.S. Congress to become effective.
Specifically, the agreement identifies the objective of the
negotiations to be d, "substantial progressive reduction in
agricultural support and protection sustained over an agreed period
of time, resulting in correcting and preventing restrictions and
distortions in world agricultural markets". Negotiators agreed the
long-term agreement should encompass all measures affecting
directly and indirectly import access and export competition
including tariffs, quotas, internal price supports that distort
trade, all forms of export subsidies and assistance, and export
restrictions. Tho negotiators did not agree to the U.S. proposal
for the ultimate elimination of all trade distorting agricultural
subsidies, but they also did not preclude that from being the
ultimate outcome of the negotiations.

Should negotiators over the next 20 months reach agreement on

long-term reform measures the reforms would begin to take effect in
1991.

ASA Concerns with Future Neotiations

ASA has three principal concerns relative to future negotiations in

the Uruguay Round:

e c Rbalif4in Prcpoal: During the negotiations in Geneva
the European community (EC) aggressively sought inclusion of

language in the agreement allowing the EC the authority to

"rebalance" its import protection among different crops. The

rebalancing proposal is an attempt by the 
EC to gain the right

to offset reductions in its internal support and border

protection in the grains sector with the establishmnt of
import duties on soybeans, soybean meal, and non-grain feed

ingredients. Adoption of the rebalancing proposal would allow
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the ZC to legally withdraw its duty-free tariff bindings on
soybeans and soybean meal and greatly reduce imports of those
commodities. The EC is the market for approximately $2.1
billion of U.S. soybeans and soybean meal, or about half the
total U.S. soy exports.

The EC's rebalanoing proposal was not included in the final
mid-term accord because of strong opposition from the U.S. and
other exporting nations. However. it is certain the EC will
continue its quest during negotiations for a final agreement.
ASA will aggressively work with the U.S. negotiators and otheV
nations to prevent adoption of the rebalanoing proposal.

* Tarifficatloni A major U.S. objective in the negotiations is
to require all nations to convert all non-tariff trade
barriers such as quotas into tariffs. In turn the U.S. wants
the tariffs to be progressively reduced in the future. While
ASA supports the tariffication proposal, the EC must not be
allowed to convert its internal oilseed subsidies (which liiLt
U.S. sales to the EC) into import tariffs. Such a move by the
EC would allow it to nullify its duty-free tariff bindings on
soybeans and soybean meal to the detriment of U.S. soybean
farmers. The U.S. Government supports ASA's position.

Aeecate measures of SuUp ort: The negotiators in Geneva
agreed that levels of subsidy and protection in GATT member
nations will be measured by Aggregate Measures of Support
(AMS). The AMS level for each nation will be an average of
the levels of support and protection provided all traded
commodities. Any future support and protection reductions
required by a final agreement will be based on the AMS. ASA's
concern with AMS is that the EC and other nations will seek to
make larger than average reductions in support and protection
in sectors other than oilseeds and protein crops while not
reducing or actually increasing support and protection in
oilseeds and protein crops. This would effectively allow the
EC to nullify its duty-free tariff bindings. ASA will press
U.S. negotiators to seek an agreement that prevents any nation
from increasing supports in any sector as part of any overall
reductions in aggregate measures of support.

ASA Position And Reaction to Agreemant

ASA resolutions state "ASA strongly supports U.S. participation in
the Uruguay Round of multilateral trade negotiations, provided U.S.
soybean farmers are treated on an equitable basis. ASA favors a
GATT agreement providing for a multilateral phase-out in all
trade-distorting agricultural subsidies, provided that the
agreement is enforceable and applicable to all trading nations".

Given ASA's current policy, it is unfortunate the Geneva accord
does not provide for a goal of ultimately eliminating all
trade-distorting subsidies. However, we view the agreement to be a
major positive step toward reducing, and possibly eliminating, the
foreign trade distortions and subsidies that are negatively
impacting U.S. soybean and product exports. We intend to work
closely with U.S. negotiators to achieve maximum benefits for U.S.
soybean farmers from the upcoming negotiations.

U.S. soybean farmers are relatively unsubsidized,
internationally-competitive suppliers of soybeans. As such, they
stand to gain substantially from a worldwide reduction in the
levels of subsidy and protection afforded less competitive
producers in other nations. The Uruguay Round of GATT negotiations
offers an excellent opportunity to achieve a "more level playing
field" on which U.S. soybean farmers can better compete.

21-675 0 - 89 - 3
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For more information on the Geneva accord and future OATT
negotiations please oontaot Wayne Bennett, Chairman of ASA's Trade
and Export Policy Committee (501-676-2755), or John Baize, ASA's
Staff Vice President for Trade and Export Policy (202-371-5511).

The American Soybean Association filed a Section 301
Petition against the European Community on December 16,
1989. The Petition charged the EC with nullifying and
impairing its duty-free tariff bindings on soybeans and
soybean meal by providing lucrative internal subsidies for
the production and utilization of oilseeds and protein
crops. ASA's Petition charged that the EC subsidies have
been responsible for a 40 percent decline in U.S. soybean
and soybean meal exports to the EC and a $1.4 billion
decline in annual sales to the EC. Thus far the EC has
blocked GATT action on ASA's Petition. However, ASA's case
is the first Section 301 Petition to be subject to the
18-month deadline for action on such Petitions. The
18-month deadline expires on July 5, 1989 at which time the
U.S. is likely to retaliate against $1.4 billion in EC
exports to the U.S. unless the EC allows meaningful progress
on ASA's Petition. ASA expresses support for the 18-month
deadline.

In the testimony ASA expresses general support for the
GATT Mid-Term Agreement on agriculture reached in Geneva on
April 8, 1989. However, ASA expresses concern with the
potential for final any final agreement that includes the
EC's proposal for rebalancing of import protection and
support. Concern is also expressed with respect to the use
of the Aggregate Measurement of Support (AMS) and the U.S.
proposal for tariffication of non-tariff trade barriers.
ASA's concern is that either of three concepts could result
in the EC being able to withdraw its duty-free tariff
bindings on soybeans and soybean meal to the detriment of
U.S. soybean farmers.

ASA asks the Congress to:

" Urge the Administration to continue to agressively
pursue ASA's Section 301 Petition against the European
Community

" Act to prevent U.S. negotiators in the Uruguay Round
from accepting any agreement that would allow the
European Community to withdraw its duty-free tariff
bindings on soybeans and soybean real
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PREPARED STATEMENT OF JASON BERMAN

Mr. Chairman, Members of the Committee, I welcome the opportunity to appear
before you this morning to give the Committee a status report from America's copy-
right industries. Our overriding message is a simple one: the protection of intellectu-
al property is absolutely critical to our livelihood and to the U.S. balance of trade.
Without the help of the United States Congress, however, we cannot prevent people
from stealing the fruits of our labors. In the past five years, I am pleased to report,
that help has been an essential ingredient in our successes.

I am President of the Recording Industry Association of America. I am speaking
to you today on behalf of the International Intellectual Property Alliance. We are
an alliance of seven trade associations cutting across the copyright community:
motion pictures, music and records, books and computer software. Because each of
us confronted markets infected with massive and growing piracy, we joined together
in 1984 to take on a dual fight-a fight to protect our works in foreign markets and
to otherwise open foreign markets to U.S. copyrighted works.

Our members are trade associations representing over 1600 companies. These
companies-companies that rely on copyright protection-generated over $270 bil-
lion in gross revenue in 1988, account for over 5% of the U.S. GNP and contribute a
surplus of over $13 billion annually to the U.S. trade balance. The Alliance is made
up of: The Computer Software and Services Industry Association (ADAPSO), the
American Film Marketing Association (AFMA), the Association of American Pub-
lishers (AAP), the Computer and Business Equipment Manufacturers Association
(CBEMA) the Motion Picture Association (MPAA) the Recording Industry Associa-
tion of America (RIAA) and the National Music Publisher's Association (NMPA).

I am very pleased to be here today to speak on the issue of U.S. trade policy and
the protection of intellectual property. It is a topic that has moved from total obscu-
rity to great prominence over the last five years. Indeed, a presentation on this
issue in early 1984 would have occupied approximately ten seconds and would have
gone something like this . . . "There is no relationship between the protection of
intellectual property which is a judicial issue and U.S. trade policy, which is an eco-
nomic issue. Period. Thank you.

Today, of course, it is a horse of an entirely different color. It is now axiomatic
that inadequacies in the protection of intellectual property are trade distorting and
need to be remedied. Favorable trade treatment for our trading partners is now pre-
mised on adequate protection for U.S. intellectual property and has been embodied
in a fundamental way into U.S. trade law. This transformation has been swift, com-
plete, and as I said "fundamental" and, it is to be hoped very likely to remain that
way.

The birth of trade based intellectual property protection in late 1984 was the
result of various forces, both technological and economic. The intellectual property
industries, including the industries represented in the Alliance, were faced with
losses of increasing magnitude due to piracy and counterfeiting-losses fueled in
part by technological advances that made piratical and counterfeit items both
cheaper to manufacture and of a better quality.

At the same time, the U.S. was faced with a burgeoning trade deficit and a situa-
tion where U.S. manufactured products were no longer dominating the market-
place-even the U.S. market. A lone bright spot on an otherwise bleak trade picture
was the performance of U.S. intellectual property industries. In music, film, books,
software, trademarked and patented goods, etc., the U.S. led the world in the cre-
ation, distribution and export of intellectual properties, yet its trade policies had
done little to protect this precious asset.

Seizing upon an opportunity to capitalize on its trade performance, and concerned
with the level of piracy in many regions of the world, the U.S. copyright-based in-
dustries represented in the Alliance, whose viability depended on adequate and ef-
fective protection for the products they produced, licensed and exported, fought hard
to bring to the attention of Congress and the Administration that the protection of
intellectual property should be included in U.S. trade laws. You, the Congress, in
turn delivered, the result being that trade policy and the protection of intellectual
property have become inextricably entwined, not only for U.S. policy makers and
negotiators, but globally.

The relationship between trade policy and intellectual property found its first ex-
pression in the 1984 Trade Amendments that extended and amended the General-
ized System of Preferences program ("GSP") Consideration had been given to elimi-
nation of the GSP program. The Alliance argued for extension of the program and
for the inclusion of a provision making eligibility under GSP dependent upon the
adequate and effective protection of U.S. copyrighted works. The Congress, in adopt-
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ing the Amendments, gave expression to this approach, and made such protection a
discretionary criteria for renewal of annual GSP privileges.

The 1984 Trade Amendments also amended Section 301 of the U.S. trade laws
under which the President (and now the United States Trade Representative under
the terms of the 1988 Omnibus Trade Act) can retaliate against nations that engage
in unfair trading practices. The Amendments specified the lack of adequate and ef-
fective copyright protection as an "unreasonable" act or practice under Section 301.

These twin measures symbolizing Congress' commitment to the protection of U.S.
copyrighted works abroad effectively established U.S. policy with respect to the
trade implications of the lack of adequate protection. There is to be no looking back,
and the tools contained in Section 301 and the 65P program have proved to be in-
strumental in the U.S. leveraging improved copyright protection in countries whose
practices had not conformed with international standards.

The Alliance wasted no time in testing U.S. resolve to protect intellectual proper-
ty as codified in the 1984 Trade Act Amendments. In 1985, we submitted to the
United States Trade Representative's Office a report highlighting the piracy prob-
lems in ten selected countries which were viewed collectively by the U.S. copyright
based industries as the most egregious infringers of U.S. works. This list included
Singapore, Taiwan, Indonesia, Korea, Malaysia, Thailand, the Philippines, Brazil,
Egypt and Nigeria. As is clear from this list, U.S. interests overwhelmingly identi-
fied the Pacific Rim region as the area of greatest concern.

Pursuant to the submission of the ten country report, and armed with new negoti-
ating powers, the U.S. Trade Representative's Office, the Commerce and State De-
partments, and the external affairs offices of both the Copyright Office and the
Patent and Trademark Office, have made tremendous progress in illustrating the
importance of the adequate protection of intellectual property. This steady march
toward adequate protection witnessed the first self-initiated Section 301 action
which was brought against one of the most intransigent pirate countries, Korea.
The Alliance also filed petitions to de-designate Indonesia and Thailand as benefici-
aries under- the GSP program. It has seen the passage of new laws in Taiwan,
Korea, Singapore, Indonesia and Malaysia and in a series of bilateral treaties by
which we agreed to give protection to each other's copyrighted works.

In 1988, the Congress passed the Omnibus Trade and Competitiveness Act which
represents the crystallization of Congressional resolve to protect intellectual proper-
ty as an important element of trade policy. The Act adopted a new mechanism for
dealing with losses due to piracy and other barriers to market access suffered by the
intellectual property industries. This new "Special 301" mechanism begins with the
identification in USTR's National Trade Estimates Report of countries which
impose these barriers. This report is due by the end of this month, April 30. USTR
is then required to identify "priority foreign countries", those whose practices are
the most egregious and cause demonstrable trade losses, by May 30 of this year. On
June 30, USTR commences Section 301 investigations of these countries. These ne-
gotiations are subject to a "fast-track" deadline of 6 months with a possibility of an
extension to 9 months before the Trade Representative must make a decision on
whether and how to retaliate if a satisfactory agreement is not reached. This new
Section 301 mechanism provides the Trade Representative with authority to take
swift, specific and effective action in those situations where foreign governments fail
to safeguard U.S. intellectual property against piracy, or where foreign markets are
unfairly closed to U.S. goods and services. Most importantly, it represents an un-
equivocal declaration by the U.S. Congress and executive that America is united in
its commitment to lead the global effort to expand world trade and to protect intel-
lectual property.

In furtherance of the objectives of the new Trade Act Amendments, the Alliance
yesterday issued an important report. In it, we provided first an update-four years
later-of how the U.S. bilateral negotiation program has worked and, second, target-
ed a total of twelve countries nine from the original 1984 list and three new coun-
tries as "problem" countries subject to designation as "priority foreign countries"
under Section 182 of the 1988 Omnibus Trade and Competitiveness Act.

The report details the improvements in copyright protection in these original ten
countries, leading to a reduction in trade losses due to piracy by over 50% from $1.3
billion in 1984 to $645 million in 1988. One country, Singapore, went from being the
leading pirate nation, causing over $350 million in losses to U.S. copyright indus-
tries-including over $220 million in losses to the recording industry-to the "best"
country in the region with losses totalling only $10 million in 1988. It also appears
that Indonesia is close to joining Singapore as a success story.

Yet while losses have significantly decreased, the job is not finished; we still have
major problems in the remaining countries. In Korea, and Taiwan, for example, we
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have not been able to get these governments to vigorously enforce their laws. As a
result, despite good new laws, losses are still very high. These two countries as well
as Thailand, Malaysia, Philippines, Brazil, Egypt and Nigeria remain on our "prob-
lem" list. Indonesia remains on the list not for piracy, but for failure to provide fair
market access to the U.S. motion picture industry.

The three new countries added to the list are the People's Republic of China,
Saudi Arabia and India. Together they caused an estimated $730 million in losses to
U.S. copyright industries in 1988, over $400 million in China, about $190 million in
Saudi Arabia and about $120 million in India. The first two of these countries have
no copyright law and consequently do not protect our works at all. Of great concern,
for example, are the massive losses suffered by the U.S. software, and book publish-
ing industries in China, estimated at $300 million and $100 million per year, respec-
tively.

We ask that these 12 countries be delivered a message in the very strongest
terms. No longer will this country tolerate theft of U.S. intellectual property. Our
market is among the freest in the world. These countries can expect to sell their
products here only if we can sell ours there. No more, no less.

The U.S. trade policy in Asia, though still unfinished, has worked. We must re-
solve the remaining problems. We must also look at new regions and countries
where piracy flourishes. We have identified the Middle East as the next focus of
attention and effort. The trade based approach to the protection of intellectual prop-
erty, strengthened in the 1988 Omnibus Trade Act and now a cornerstone of U.S.
trade policy, should be employed in that region. Egypt, Saudi Arabia, and the states
represented by the Gulf Cooperation Council should now be the focus of U.S. govern-
ment attention. The blueprint for successful action has already been established in
the Pacific.

The recently established Congressional resolve to protect intellectual property is
reflected in U.S. adherence to the Berne Convention after only 102 years of being an
onlooker to the world's preeminent multilateral treaty on copyright. U.S. adherence
was possible only as a result of the increased visibility of intellectual property pro-
tection that accompanied the trade based approach. U.S. commitment to the trade
based approach is itself reflected in the Omnibus Trade Act of 1988, in which Con-
gress made significant improvements to Sections 301 and 337 of the U.S. Trade
Laws, and most dramatically by the forceful exposition of the U.S. position in the
Uruguay Round of GATT negotiations that I.P. be included.

This dedication to protect intellectual property as an element of trade policy has
found perhaps its greatest and purest expression in the GATT. Beginning with the
Declaration at Punta del Este in 1986, the U.S., together with the European Com-
munity and others, has pressed for the adoption of an intellectual property code to
reduce what, in the Administration's words, are "distortions of and impediments to
legitimate trade in goods and services caused by inadequate standards of protection
and ineffective enforcement of intellectual property rights."

U.S. proposals have outlined the means of achieving this objective. Parties would
undertake specific obligations to enact a high level of substantive standards in their
national laws for the protection of intellectual property and strong border and inter-
nal enforcement measures consistent with the terms of the agreement. In addition,
parties would adopt and implement a dispute settlement mechanism, taking into ac-
count existing GATT procedures and negotiations and adjusting them to fit the
unique elements of intellectual property. Finally, parties would adapt to intellectual
property the relevant provisions drawn from existing GATT principles, such as na-
tional treatment and transparency.

The U.S. GATT initiative has been driven by the concern that existing interna-
tional conventions on intellectual property are inadequate to curtail the extensive
worldwide trade losses caused by counterfeiting and piracy. The Alliance maintains
that existing international conventions were never intended to be used as enforce-
ment mechanisms, and has fostered the adoption of the trade based approach as a
means of effectively encouraging the adoption of adequate standards and enforce-
ment measures. Just two weeks ago, the GATT contracting parties agreed to a
"framework" pursuant to which the GAIT intellectual property negotiations would
continue. This "framework" document reaffirms the objectives initially tabled by
U.S. negotiators and we believe it is an encouraging sign of progress at this stage.
The negotiation of a strong intellectual property agreement in the GATT will be an
uphill battle but one that can be won through the joint efforts of the legislative and
executive branches, together with the private sector.

We have thus come full circle. Whereas four years ago, I listeners would have
looked askance at the proposition that the protection of intellectual property was
somehow related to trade policy, we now are accustomed to hearing of the trade dis-
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tortions implicit in the failure to adequately protect intellectual property. Last year,
the International Trade Commission estimated that worldwide losses due to piracy
ranged from 23 to 100 billion dollars per annum. As a matter of trade policy, losses
of this magnitude demand attention.

As trade in services has surpassed trade in goods as the world's chief trading com-
modity, the emergence of intellectual property as a trade issue was inevitable. The
inherent power of this approach has pirates running for cover in a world of dwin-
dling refuges. The U.S. and world community appear poised to take no prisoners in
this effort. It is now within the bounds of reason to foretell of a day when wide.
spread commercial piracy will be but a bad and distant memory. The Alliance
thanks you for the role that you have played so far, but cautions you that the most
difficult tasks remain to be accomplished.

We must keep the pressure on foreign governments to provide adequate legal pro-
tection and to vigorously enforce those protections. Bilateral initiatives have so far
been very successful in this endeavor, and we urge the continuation of these initia-
tives. At the same time, we encourage the U.S. to fully participate and to continue
to drive the debate in multi-national fora both in the WIPO and the GATT. In the
GATT, we must fight the temptation to enter into an agreement at any cost. The
Price of an agreement which undercuts existing standards or a services agreement
which exempts the cultural industries is too high-particularly insofar as the quid
pro quo for such an agreement may be a limitation on the ability of the U.S. to
pursue its objectives in a bilateral or regional manner.

The task ahead of us will be tough not only because we must increasingly focus
our attention on the enforcement of adequate standards as well as the articulation
and adoption of such standards where they are lacking, but also because new tech-
nologies are making the protection of intellectual property rights more difficult.
Technologies which permit unauthorized access, collection and storage are expand-
ing more rapidly than the ability of copyright owners to protect their properties,
and quickly outdistance existing legal parameters. Thus, today's adequate standards
are tomorrow's invitations to piracy. Congress' job is to withdraw those invitations.

In conclusion, I want to thank you for your support, and drop a marker that there
is much unfinished business in the fight against worldwide piracy and other unfair
market barriers to trade in copyrighted works. The structure for making progress in
this area has already been established, and the Alliance fully supports continued
U.S. policies with respect to bi-lateral and multi-lateral initiatives, and in particular
hails the achievements embodied in the recent GATT framework agreement. At the
same time, the Alliance cautions the Congress to ensure that the U.S. does not
agree to any GATT agreement that undercuts existing standards. Although a GATT
agreement on TRIPS would be exceedingly helpful, particularly if agreement is
reached with respect to the GATT dispute resolution mechanism, it is not an agree-
ment to be gained at any cost. Any TRIPS agreement must embody the highest
standards provided by international conventions and national legislations. Any serv-
ices agreement must not permit exemptions for the so-called "cultural industries."

We urge the Congress to exercise a strong oversight responsibility with respect to
the ongoing GATT process. The Administration must hear, in no uncertain terms,
that the Congress places the greatest emphasis on the elimination of piracy and
other barriers to market access through negotiation of a strong, multi-lateral agree-
ment in the GATT, but will not, under any terms, accept an agreement which in
any way undercuts existing standards. I th- ik you for providing us with this oppor-
tunity to present our views.

PREPARED STATEMENT OF C.L. CLEMENTE

I am C.L. Clemente, Vice President and General Counsel of Pfizer Inc. I am here
today representing the Intellectual Property Committee (IPC). The members of the
IPC are Bristol-Myers, DuPont, FMC, General Electric, Hewett-Packard, IBM, John-
son & Johnson, Merck, Monsanto, Pfizer, Rockwell International and Warner Com-
munications.

The IPC welcomes the opportunity afforded by today's hearings to provide its
views on the recently completed Midterm Review and on the course for the remain-
der of the Uruguay Round negotiations. The focus of my remarks today will be on
the negotiations on Trade Related Aspects of Intellectual Property Rights (TRIPS).

The IPC was formed in March, 1986 to mobilize domestic and international sup-
port for improving the international protection of intellectual property. The IPC has
undertaken a wide range of domestic and international activities in support of the
GATT intellectual property negotiations. Last June, the IPC achieved a significant
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milestone when it reached a tripartite consensus with the Keidanren, representing
Japanese industry, and UNICE, representing European industry, on how the GATT
should deal with intellectual property in the current multilateral trade negotia-
tions. The trilateral report has achieved wide circulation both here and overseas.
We believe it has become the standard reference for the GATT intellectual property
negotiations. We are submitting a copy of the trilateral report, entitled a Basic
Framework of GA7T Provisions on Intellectual Property Protection, for the record.

By the time of the Montreal Midterm Review meeting last December, intellectual
property had come full circle; from an obscure issue that was not widely recognized
as a proper topic for multilateral trade negotiations prior to the September, 1986
Punta del Este Ministerial Meeting, it has become one of the pivotal issues in the
Uruguay Round of trade negotiations. In large part, this has been due to the consen-
sus that has developed within the U.S. Government and the U.S. private sector on
the importance of the intellectual property negotiations. The Congress, and particu-
larly this Committee, underscored in the Omnibus Trade and Competitiveness Act
of 1988 the importance of strengthening the international protection of intellectual
property through both multilateral and bilateral negotiations. In turn, to date our
negotiators have approached these negotiations with skill and diligence.

MIDTERM REVIEW RESULTS

The IPC welcomes the recently completed negotiating framework Un TRIPS. It
will permit the GATT to get on with the negotiations. The framework provides a
basis for the type of comprehensive agreement that the IPC believes must be negoti-
ated in the GATT.

The framework clarifies the commitment that the Ministers made at Punta del
Este in September 1986 that a GATT intellectual property agreement should in-
clude (1) adequate and effective standards of intellectual property rights, (2) effec-
tive internal and border enforcement of intellectual property rights, and (3) effective
and expeditious procedures for multilateral consultation and dispute settlement.
The IPC, together with representatives of European and Japanese business, has al-
ready provided government negotiators with a detailed blueprint of such an agree-
ment in the tripartite consensus report mentioned earlier.

When the IPC started its quest over three years ago for a GATT agreement on
intellectual property, we knew that the negotiations would not be easy. The TRIPS
Midterm Review process, which began in September, faltered in Montreal and was
finally completed in Geneva earlier this month, proves the point. A small group of
countries tried to use the Midterm Review not only to attack the substance of the
TRIPS negotiations but also to question the very legitimacy of the GATT negotia-
tions on intellectual property. On the other hand, a much larger number of coun-
tries recognized that inadequate intellectual property protection distorts interna-
tional trade and supported the negotiation of a comprehensive agreement in the
current GATT round. The tension that was evident in Montreal and Geneva be-
tween a small group of countries with extreme views and a larger group of countries
that want to get on with the substance of the negotiations is a preview of what we
can expect for the remainder of the negotiations. In effect, the negotiations have
been joined.

The language of the negotiating framework-especially paragraphs (3), (4) and
(5)-is a fair description of how the negotiations will be carried on. In paragraph (3),
the Ministers reiterated the obvious point made at Punta del Este that, at the end
of the round, they will be the ones to determine the institutional aspects of how the
results of the TRIPS and other negotiations will be implemented within the GAff.
Paragraph (4) is a clear enumeration of the specific elements to be covered in the
negotiations. The five issues-basic GATT principles, adequate intellectual property
standards, effective enforcement, multilateral consultation and dispute settlement
procedures and transitional arrangements-form the core of the comprehensive
agreement sought by the governments and private sectors of the industrialized
countries.

We would have preferred not to have paragraph (5) included in the framework. It
represents an attempt by countries opposed to strong protection to introduce into
the negotiations permanent derogations from effective and adequate intellectual
property protection for development, technological and other public policy reasons.

nfortunately, these countries incorrectly believe that the path to economic devel-
opment lies in imitation and piracy rather than in creativity and innovation. The
actual language of paragraph (5), however, is acceptable in that it represents the
reality of the negotiations. In the negotiations on the five substantive elements
listed in paragraph (4), countries will be able to raise, and consideration will be
given to, relevant concerns that are related to the underlying public policy objec-
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tives of intellectual property protection systems. The framework language, however,
clearly does not require that the negotiations take into account these misplaced con-
cerns.

The Midterm Review process provided a six month interlude for the substantive
TRIPS discussions while the negotiators hammered out a procedural text. Our nego-
tiators were able to ensure that the framework itself would not hinder the negotia-
tions.

The Midterm Review represented a hurdle that the United States and other coun-
tries interested in a comprehensive GATT intellectual property agreement success-
fully overcame. Success in Geneva in April 1989, however, does not guarantee suc-
cess in Geneva at the end of the Uruguay Round. The Midterm Review revealed the
fundamental differences between the United States and those countries that do not
want a strong multilateral system of intellectual property protection. Countries,
such as Brazil and India, which opposed a strong framework, can be expected to con-
tinue to obstruct the second half of the TRIPS negotiations. The launching of the
actual negotiations thus represents a major challenge to those countries-develop-
ing as well as developed-that have a real stake in strengthening the international
trading system.

IPC POSITION ON THE NEGOTIATIONS

The Midterm Review and the launching of the actual negotiations provide an op-
portune time for a brief reiteration of the IPC position on the TRIPS negotiations.
Our views have been developed and coordinated with our private sector counter-
parts in Europe and Japan. We believe that this international private sector consen-
sus, in part, has been helpful in reaching this point in the actual negotiations. The
views that are presented below have been elaborated in our trilateral document.

The objective of a GATT agreement on intellectual property should be the elimi-
nation of distortions in the trade of goods caused by the lack of respect for intellec-
tual property by taking two important steps that should not lead to barriers to le-
gitimate trade: (a) the creation of an effective deterrent to international trade in
goods where there is an infringement of intellectual property rights and (b) the
adoption and implementation of adequate and effective rules for the protection of
intellectual property.

The objectives of a GATT agreement would be achieved by requiring signatories
to a GAT agreement on intellectual property to create adequate and effective
trade and intellectual property laws for use by private rights holders; and to use
multilateral consultation and dispute settlement procedures when other signatories
fail to meet their obligations to provide adequate and effective trade and intellectu-
al property laws.

A set of fundamental principles for protection of intellectual property and of es-
sential elements of enforcement procedures incorporated in the GATT agreement on
intellectual property would serve as the necessary reference point for dispute settle-
ment. These fundamental principles and essential elements can be drawn from
those adequate minimum standards of intellectual property protection contained
both in the laws of those countries which engage in most of the trade in products
embodying intellectual property and in international intellectual property conven-
tions that contain adequate standards of protection. In many cases, the internation-
al norms found in current international intellectual property agreements are not
sufficient or through their absence result in severe trade distortions.

Harmonization of the different national systems that already contain adequate
and effective intellectual property protection is not a prerequisite for a GATT agree-
ment on intellectual property. The TRIPS negotiations should not be a fine-tuning
exercise among countries with strong-but different-systems of protection. Rather,
the negotiations should deal with the trade-distorting problems caused by inad-
equate and ineffective national protection of intellectual property.

A GATIT agreement must not permit a reduction in protection from levels already
afforded. The maintenance of adequate and effective levels of protection will, there-
fore, limit the concessions that can be made and the incentives that can be offered
to induce countries with inadequate levels of protection to adhere to a GATT agree-
ment.

However, a number of important incentives should be included in the GAIT
agreement on intellectual property (preferential treatment, transition rules and
technical assistance), which could, when coupled with incentives outside the GATT
framework (consultations, market access and assistance), expedite the process and
encourage adherence by all GAT contracting parties.

It is, however, doubtful that a GATT intellectual property agreement will receive
the initial support of all contracting parties. A code, similar in form to the Stand-
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ards and Subsidies Codes already negotiated in the GATT, would permit like-minded
countries in both the developed and developing worlds to adopt a comprehensive
agreement with high levels of protection without being held hostage by the demands
and stalling tactics of GATT contracting parties that are not interested in providing
adequate protection, reinvigorating the GATT and strengthening the multilateral
trading system.

ROLE OF THE IPC IN THE REMAINDER OF THE ROUND

The IPC will continue to undertake activities that will facilitate the intellectual
property negotiations in the GAIT. Domestically, the IPC will continue to provide
advice to our negotiators on the positions that the United States should take both in
the formal GATT TRIPS working group meetings and in its more informal interna-
tional contacts on the issue. The IPC will continue to work with other business
groups to organize and maintain a consensus within the private sector for a compre-
hensive GATT intellectual property agreement.

:nternationally, the IPC will continue to work closely with the Japanese and Eu-
ropean business communities to monitor the negotiations. Last September, the three
groups briefed the GATT delegations in Geneva and the GATT and WIPO Secretar-
iats on the details of the approach contained in our report on the GAIT intellectual
property negotiations. In addition, we intend to coordinate our positions on issues
that may arise during the course of the negotiations to permit coordinated private
sector interventions with our respective governments.

We also plan to undertake a major effort to extend the tripartite consensus to
pi vate sector groups in other developed countries and key newly industrializing
countries (NICs) and developing countries (LDCs). The IPC has plans for visits to the
Far East and Latin America for later this year. We will encourage these groups to
join the trilateral consensus and to intervene with their respective governments in
support of the GATT intellectual property negotiations. In particular, we will seek
to demonstrate to the NICs and LDCs the linkage between effective intellectual
property protection and economic development and growth. In this regard, the IPC,
Keidanren and UNICE recently prepared a paper on the benefits of strong intellec-
tual property protection for developing countries, which we plan to circulate exten-
sively during our visits. We are submitting a copy of the paper, entitled Strong In-
tellectual Property Protection Benefits the Developing Countries, for the record.

FUTURE COURSE OF THE NEGOTIATIONS

Now that the Midterm framework discussions are over, the IPC urges those coun-
tries that have a stake in a strong international trading system to focus their efforts
on the work at hand: the actual negotiation over the next two years of a comprehen-
sive GATT intellectual property agreement. The scope of an intellectual property
negotiation will put great pressure on the ability of our negotiators to complete an
agreement within the remaining two years. To expedite matters, the United States
should continue, as it has done so far during these TRIPS negotiations, to take the
lead.

The IPC believes that the most efficacious demonstration of that leadership is for
the United States to put together a detailed draft negotiating document. Such a doc-
ument could be used to develop a consensus with other like-minded countries on the
structure and scope of a document that could then be tabled in the TRIPS negotiat-
ing group. Once tabled, the document, even if it were bracketed, would quickly focus
the negotiations on the five key elements of the comprehensive agreement that we
believe will effectively deal with the trade distortions resulting from inadequate and
ineffective intellectual property protection. The Midterm discussions over the nego-
tiating framework revealed support for a comprehensive agreement among coun-
tries that have a stake in the international trading system. The United States
should move quickly to translate that support on procedure to a consensus on sub-
stantive details. While the PC believes that questions of strategy and tactics fall
within the sole purview of our negotiators, it strongly urges them to consider the
benefits of early U.S. development of an actual negotiating document.

BILATERAL-MULTILATERAL LINKAGES

The intellectual property negotiations continue to be a test for the GATT's future.
The successful negotiation of a com prehensive GATT intellectual property agree-
ment will demonstrate the GATT's ability to provide a multilateral response to one
of the most severe trade problems facing the international trading system.

U.S. policy should be geared to achieving that result. The special 301 procedures
on intellectual property contained in the 1988 trade bill provide opportunities in the
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multilateral arena as well as direct leverage for improving intellectual property pro-
tection in priority countries. The IPC urges that when Ambassador Hills designates
priority countries under the special 301 intellectual property procedures, she take
into account how such a designation can move the TRIPS negotiations forward. Cre-
atively used, the designation process could provide incentives to gain the support of
key countries in the GATT negotiations while directly improving intellectual prop-
erty protection in those countries.

The IPC believes that the current TRIPS negotiations can provide the multilater-
al structure for dealing with bilateral issues of concern to our trading partners. The
IPC supported the elimination of the Manufacturing Clause and U.S. adherence to
the Berne Copyright Convention specifically because they improved the internation-
al environment for a comprehensive intellectual property agreement in the Uru-
guay Round. In this regard, the IPC believes that the negotiation of a TRIPS agree-
ment could provide a structure to deal with the concerns that our trading partners
have with respect to Section 337 of the 1930 Tariff Act. Notwithstanding the find-
ings of the recent GATT panel that Secfion 337 is inconsistent with the national
treatment obligations of the United States under GATT, Section 337 provides U.S.
rightsholders with an effective procedure to exclude imports of goods that infringe
valid U.S. patents. Nevertheless, the IPC believes that changes in Section 337
should be considered in the context of a comprehensive GATT agreement on intel-
lectual property that deals effectively with the problems addressed by Section 337.

In addition, the 1PC believes that until a comprehensive GATT agreement on in-
tellectual property is negotiated, the United States should be wary of accepting any
GATT panel report that might undermine the use of Section 301 in intellectual
property cases. As in the case of Section 337, a comprehensive GATT agreement on
intellectual property would provide the proper structure for subjecting intellectual
property cases under Section 301 to GATT discipline.

CONCLUSION

Notwithstanding the energy that was expended on the Midterm Review, one must
recall that the negotiating framework is essentially a procedural text. The tough
part of the negotiations is about to begin. For its part, the IPC will continue its ef-
forts domestically and internationally to provide governments with the support nec-
essary to successfully complete the negotiations. It will work closely with Ambassa-
dor Hills and Secretary Mosbacher and their staffs and will seek to extend the tri-
lateral consensus to private sectors in other countries, including developing coun-
tries.

The success to date in the TRIPS negotiations has been due to the close coopera-
tion between the private sector and the U.S. Government. The IPC believes that a
continued close working relationship with the Executive Branch and the Congress
will similarly ensure a successful outcome of the Uruguay Round negotiations on
intellectual p: )perty.
Enclosure.

U.S. SUBMISSION TO THE NEGOTIATING GROUP ON TRADE-RELATED AS-
PECTS OF INTELLECTUAL PROPERTY RIGHTS, INCLUDING TRADE IN
COUNTERFEIT GOODS

I. INTRODUCTION

In October 1987, the United States submitted a suggestion for achieving the Nego-
tiating objective of this Group (MTN.GNG/NG11/W/14). In that submission, the
United States set forth its objectives for these negotiations. Specifically, it sought an
agreement that would reduce distortions of and impediments to legitimate trade in
goods and services caused by inadequate standards of protection and ineffective en-
forcement of intellectual property rights.

The submission then outlined the means of achieving this objective. Specifically,
parties would undertake obligations to bring national laws and enforcement mecha-
nisms into conformity with the provisions of a GAI T agreement. That agreement
would include obligations to adopt and implement (1) adequate substantive stand-
ards for the protection of intellectual property, drawing sur 'h standards from inter-
national conventions where adequate, and from national laws that provide a suffi-
cient level of protection where the provisions of such conventions are inadequate or
do not exist; (2) both border and internal enforcement measures; (3) a dispute settle-
ment mechanism, taking into account existing GATT procedures and negotiations
and adapting them to intellectual property; and (4) provisions drawn from existing
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GATT principles, such as national treatment and transparency, adapted to intellec-
tual property. Each of these obligations would be undertaken with a view toward
minimizing interference with legitimate trade.

Finally, the U.S. suggestion included preliminary thoughts on the standards that
might be included in an agreement and provisions of general concern, such as provi-
sion of technical assistance and the potential for revision and amendment of the
agreement. In the year since submission of the U.S. proposal, participants in the
negotiating group have made further detailed proposals on how the negotiating
group could achieve its objective. Indeed, the United States has orally and in infor-
mal submissions further developed its thoughts on the details of how we should
achieve that objective. These evolving thoughts are set forth in the following paper.

II. OBJECTIVE

The objective of these negotiations remains unchanged, i.e, a GATT intellectual
property agreement to reduce distortions of and impediments to legitimate trade in
goods and services caused by deficient levels of protection and enforcement of intel-
lectual property rights. Parties would undertake specific obligations to enact ade-
quate substantive standards in their national laws for the protection of intellectual
property and for border and internal enforcement measures consistent with the
terms of the agreement. Thus, Parties would agree to:

-Recognize and implement standards and norms that provide adequate protec-
tion for intellectual property rights and provide a basis for the effective enforce-
ment of such rights;

-Provide an effective means of preventing and deterring infringement of intellec-
tual property rights;

-Create an effective economic deterrent to international trade in goods and serv-
ices which infringe intellectual property rights through implementation of in-
ternal and border measures;

-Ensure that such measures to protect intellectual property or enforce intellectu-
al property rights minimize interference with legitimate trade;

-Extend international notification, consultation, surveillance and dispute settle-
ment procedures to protection of intellectual property and enforcement of intel-
lectual property rights; and

-Encourage non-signatory governments to adopt and enforce the agreed stand-
ards for protection of intellectual property and join the agreement.

Il1. STANDARDS FOR THE PROTECTION OF INTELLECTUAL PROPERTY RIGHTS

During the course of these negot iations, the United States and other participants,
such as the European Community and Japan, have commented in significant detail
on the standards or principles that should be included in a GATT agreement. The
United States takes this opportunity to elaborate its evolving views on adequate
standards for the protection of intellectual property rights.

A. PATENTS

1. Patentable Subject Matter and Conditions for patentability
A patent shall be granted for all products and processes which are new, useful,

and unobvious.
In this regard, the terms "useful" and "unobvious" encompass or are s anonymous

with the terms "capable of industrial application" and "inventive step.' Examples
of items which do not meet these criteria are: materials consisting solely of printed
matter, scientific principles, methods of doing business, and algorithms and mathe-
matical formulas per se, including those incorporated in computer programs. A
patent application or a patent, however, may be withheld from publication if disclo-
sure of t e information contained therein would be detrimental to the national secu-
rity.
2. Term of protection

A patent shall have a term of at least 20 years from filing. Extension of patent
terms to compensate for delays in marketing occasioned by regulatory approval
processes is encouraged.
S. Rights Conferred

A patent shall provide the right to exclude others from the manufacture, use or
sale of the patented invention and, in the case of a patented process, the right to
exclude others from the importation, use or sale of at least the direct product there-
of, during the patent term.
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4. Conditions for Compulsory Licenses and Revocation Provisions
A compulsory license may be given solely to address, only during its existence, a

declared national emergency or to remedy an adjudicated violation of antitrust
laws. Patents may also be used non-exclusively by a government for governmental
purposes. In the case of a license to address a national emergency or in the case of
use by a government for governmental purposes, a patent owner must receive com-
pensation commensurate with the market value a license for the use of the patented
invention. A compulsory license must be non-exclusive. All decisions to grant com-
pulsory licenses as well as the compensation to be paid shall be subject to judicial
review. A patent shall not be revoked because of non-working.

B. TRADEMARKS

1. Definition
A trademark may consist of any sign, word, design, letter, number, color, shapes

of goods or of their packaging, or any combination thereof, capable of distinguishing
the goods of one undertaking from those of other undertakings. The term "trade-
mark" shall include service mark and certification mark.
2. Derivation of Rights and Rights Conferred

Trademark rights may derive from use or registration or a combination thereof.
The owner of a trademark shall have the exclusive right to use that mark and to
prevent others from using the same or a similar mark for the same or similar goods
or services where such use would result in a likelihood of confusion. Rights shall be
subject to exhaustion only in the country or customs union where granted.
3. Registration Systems -

A system for the registration of trademarks shall be provided. Use of the trade-
mark may be a prerequisite to registration. Regulations and procedures shall be
transparent and shall include provisions for written notice of reasons for refusal to
register and access to records of registered trademarks. Each trademark shall be
published within 6 months after it is approved for registration or is registered and
owners of the same or similar trademarks and other interested parties shall be af-
forded a reasonable opportunity to challenge such registration.
4. Protection of Well-Known Marks

A country shall refuse or cancel the registration and prohibit the use of a trade-
mark likely to cause confusion with a trademark of another which is considered to
be well known either in that country or internationally well known. A period of at
least five years from the date of registration shall be allowed for requesting the can-
cellation or prchibition of use of such a trademark. No time limit shall be fixed for
requesting the cancellation or the prohibition of the use of trademarks registered or
used in bad faith.
5. Subject Matter for Registration as a Trademark

The nature of the goods or services to which a trademark is to be applied shall in
no case form an obstacle to the registration of the trademark.
6. Term of Protection and Conditions on Maintenance of Protection

A trademark shall be registered for no less than ten years and shall be renewable
indefinitely for further terms of no less than ten years when conditions for renewal
have been met. where use of a registered trademark is required, the registration
may be cancelled only after five years of continuous non-use, and then only if the
perso-i concerned does not justify the non-use. Justified non-use shall include non-
use due to import prohibitions or other government laws, regulations, policies, or
practices. A country shall not impose any special requirements for the use of a
trademark such as size or use in combination with another trademark. Authorized
use of a trademark by a third party shall be considered use by the trademark owner
for purposes of meeting use requirements.
7. Prohibition of Compulsory Licenses

No compulsory licensing of trademarks shall be imposed and assignment of trade-
marks shall be permitted.

C. COPYRIGHTS

1. Rights Conferred
A. Parties shall extend to copyright owners at a minimum, the exclusive rights to

do or to authorize doing of the following:
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(a) to copy or to reproduce the work by any means or process, in whole or in
part, and whether identically or in substantially similar fashion;
(b) to translate, revise, and otherwise adapt and prepare derivative works based
on the protected work;
(c) to distribute copies of the work by sale, rental, or otherwise, and to import
copies; and,
(d) except in the case of sound recordings, to communicate publicly the work,
directly or indirectly (e.g., perform, display, exhibit broadcast, transmit and re-
transmit) whether "live or from a fixation, by any means or process, (e.g., by
electronic network, by terrestrial links, broadcast signals, satellites, or other-
wise) and regardless of whether the signal emanates from beyond national bor-
ders.

B. Restrictions of exclusive rights to "public" activity (e.g., the right of public per-
formance) shall not apply to the reproduction or adaptation right; and with respect
to the communication right, "public' or "publicly" shall mean:

(a) places open to the public or any place where a substantial number of persons
outside of a normal circle of a family and its social acquaintances is gathered;
and
(b) communications of works in any form or by means of any device or process,
regardless of whether the members of the public capable of receiving such com-
munications receive them in the same or separate places and at the same time
or at different times.

2. Subject Matter of Copyright Protection
Copyright protection shall extend to all forms of original expression regardless of

the medium in which the work is created, expressed, or embodied or the method by
which it is communicated or utilized. Such works include literary works (including
all types of computer programs expressed in any language, whether application pro-
grams or operating systems, and whether in source or object code); musical works
(including accompanying lyrics); dramatic works, cinematographic and audiovisual
works; sound recordings; pictorial, graphic and sculptural works; choreography and
pantomime; compilations (whether of protected or unprotected materials and wheth-
er in print, in a machine-readable data base or other medium); derivative works
(without prejudice to any rights in preexisting material upon which they are based);
and works created with the use of computers, as well as works in forms yet to be
developed.

3. Securing Protection
Copyright protection shall vest automatically upon the creation of a work and

shall subsist whether or not the work is published, communicated, or disseminated.
The enjoyment and exercise of rights under copyright shall not be subject to any
formality. Economic rights under copyright shall be freely and separately exploit-
able and transferable; transferees (assignees and exclusive licensees) shall be enti-
tled to full enforcement of their acquired rights in their own name.
4. Limitations and Exemptions

Any limitations and exemptions to exclusive economic rights shall be permitted
only to the extent allowed and in full conformity with the requirements of the
Berne Convention (1971) and in any event shall be confined to clearly and carefully
defined special cases which do not impair actual or potential markets for, or the
value of, copyrighted works.
5. Conditions For Compulsory Licenses

Compulsory licenses shall not be adopted where legitimate local needs can be
meet by voluntary actions of copyright owners. Implementation, where necessary, of
compulsory licenses shall be strictly limited to those works and those uses permitted
in the Berne Convention (1971); shall be implemented in accordance with relevant
treaty standards; shall preserve all material interests of authors and copyright
owners; and shall be accompanied by detailed laws and regulations that provide
strong safeguards, including notification of the copyright owner and effective oppor-
tunity to be heard, mechanisms to ensure prompt payment and remittance of royal-
ties consistent with those that would be negotiated on a voluntary basis, and work-
able systems to prevent exports.
6. Term of Protection

The minimum term of copyright protection shall be the life of the author plus
fifty years; and for anonymous and pseudonymous works and works of juridical enti-
ties (works made for hire) shall be at least fifty years from publication with the con-
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sent of the author, or, failing such an event within fifty years from the making of a
work, fifty years after the making.

7. Copyright Protection
Parties that have afforded no effective copyright protection to foreign works shall

provide copyright protection for pre-existing works that are not in the public
domain in the country of origin of the work.

D. TRADE SECRETS

1. Scope of Protection
Trade secret protection should be broadly available and cover items such as any

formula, device, compilation of information, computer program, pattern, technique
or process that is used in one's business or that has actual or potential economic
value from not being generally known. Protection should be accorded both to techni-
cal information, such as technical drawings or operational specifications, and com-
mercial information, such as price or customer lists or business methods, regardless
of whether the trade secret is in a tangible form, such as a machine or written
record, or is maintained without tangible means, for example, by memory.
2. Term of Protection

A trade secret should be protected so long as it is not public knowledge, general
knowledge in an industry, or completely disclosed by the results of a use of the
trade secret.
3. Maintenance of Right

To maintain legal protection, the owner of a trade secret may be required to make
efforts reasonable under the circumstances to maintain such secrecy but need not
show that no one else possesses the trade secret. Without losing the requisite secre-
cy, the owner may communicate a trade secret to employees involved in its use,
communicate a trade secret to others pledged to secrecy or make any other commu-
nications required by law or as a condition for marketing.
4. Definition of Misappropriation, i.e., Infringement of a Trade Secret

Misappropriation means the acquisition, disclosure or use of trade secret without
a privilege to acquire, disclose or use it. Misappropriation includes discovery of the
trade secret by improper means; use or disclosure of a trade secret in breach of a
confidence; acquisition of a trade secret from a third person with notice that it was
a secret and that the third person misappropriated it; acquisition, disclosure, or use
of a trade secret with notice that its disclosure was made by mistake; or use or dis-
closure of a trade secret after receiving notice that it was disclosed by mistake or by
one who had misappropriated it.

5. Rights Conferred
Trade secrets must be protected from actual or threatened misappropriation, and

the owner shall be entitled to full compensation for misappropriation. In assessing
liability for misappropriation involving use or disclosure of a trade secret disclosed
by mistake or by one who had misappropriated it, authorities may take into consid-
eration whether the recipient has in good faith paid value for the secret or changed
position to his detriment as a result of its receipt.
6. Conditions on Government Use

Trade secrets submitted to governments shall not be disclosed or used for the ben-
efit of third parties except in compelling circumstances involving major national
emergencies posing an imminent unreasonable risk to health or the environment, or
to facilitate required health and safety registrations. Government use or disclosure
on the basis of a national emergency may only be made where other reasonable
means are not available to satisfy the need for which the government seeks to dis-
close or use the trade secret, and the government may use it only for the duration
of that emergency. Government use or disclosure to facilitate required health and
safety registrations may only be made if the trade secret has not been submitted
within the previous ten years and full compensation is made for the use or disclo-
sure. In any case, a government shall not use or disclose a trade secret to an extent
greater than required to achieve one of the above needs without providing the sub-
mitter with a reasonable opportunity to oppose the proposed use or disclosure, in-
cluding the opportunity to secure judicial review, or without providing for the pay-
ment of full compensation as in the case of personal property.
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E. INTEGRATED CIRCUITS

1. Subject Matter for Protection
Protection shall be granted to any original layout-design incorporated in a semi-

conductor integrated circuit chip however the layout-design may be fixed or en-
coded.
2. Term of Protection

The term of protection shall be at least ten years from the date of first commer-
cial exploitation or the date of registration, if required, whichever is earlier.
3. Conditions of Protection

Protection may be conditioned upon fixation or registration of the layout-designs.
The applicant for a registration shall be given at least two years from first commer-
cial exploitation of the layout-design to apply for registration. Also, ;f deposits of
identifying material or other material related to the layout-design are required, the
applicant for registration shall not be required to disclose sensitive or confidential
information unless it is essential to allow identification of the layout-design.

4. Rights Conferred
Subject to the provisions herein, and without prejudice to other intellectual prop-

erty rights, the owner of a layout-design shall have the exclusive right to:
(a) reproduce the layout-design;
(b) incorporate the layout-design in a semiconductor integrated circuit chip;
(c) import or distribute a semiconductor integrated circuit chip incorporating
the layout-design; and
(d) authorize others to perform any of the above acts.

5. Limitations on Rights Conferred
(a) Protection shall not extend to layout-designs that are commonplace in the inte-

grated circuit industry at the time of their creation or to layout-designs that are
exclusively dictated by the functions of the integrated circuit to which they apply. A
layout-design may be reproduced for the purposes of teaching, analysis or evaluation
in the course of preparation of a layout-design that is itself original.

(b) It shall not be unlawful to import or distribute semiconductor integrated cir-
cuit chips incorporating a protected layout-design in respect of such chips that have
been sold by or with the consent of the owner of tie layout-design. Any Party may
provide that there shall be no liability with respect to the importation or distribu-
tion of a semiconductor integrated circuit chip incorporating a protected layout-
design by a person who establishes that he or she did not know, and had no reasona-
ble grounds to believe, that the layout-design was protected; however, there shall be
a right to a reasonable royalty for such acts after notice is received.
6. Conditions on Compulsory Licenses

A compulsory license may only be given to address, only during its existence, a
declared national emergency or to remedy an adjudicated violation of antitrust
laws. Semiconductor integrated circuit layout-designs may also be used non-exclu-
sively by a government for governmental purposes. In the case of a license to ad-
dress a national emergency or use by a government, a semiconductor integrated cir-
cuit layout-design owner must receive compensation commensurate with the market
value of the license. A compulsory license must be non-exclusive. All decisions to
grant compulsory licenses as well as the compensation to be paid shall be subject to
judicial review.

IV. ENFORCEMENT PROCEDURES

Obligations for the enforcement of intellectual property rights internally and at
the border are an essential part of any agreement on trade-related aspects of intel-
lectual property rights. Standards and enforcement are equal partners in the effort
to reduce distortions of trade in goods and services protected by intellectual proper-
ty.

Enforcement measures and sanctions must effectively deter infringing activity.
Thus, Parties should undertake obligations to provide procedures to enforce rights
against entities engaged in infringing activities and to provide appropriate reme-
dies. In appropriate cases, this must include criminal sanctions. Safeguards against
arbitrary action or abuse of procedures must also be included and Parties must take
action to ensure that enforcement measures minimize interference with legitimate
trade. The U.S. views on the specifics of enforcement obligations follow:
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1. TYPES OF PROCEDURES REQUIRED

Governments must provide procedures and take actions which are effective in pre-
venting and deterring infringement of intellectual property rights and deprive enti-
ties trading in infringing goods and services of the economic benefits of such activi-
ty.

2. STANDING TO INITIATE PROCEDURES

(a) Procedures must be available to owners of intellectual property rights and
other persons authorized by the owner and having legal standing to determine the
validity and enforceability of intellectual property rights for the assertion of such
rights against any legal or juridical person or governmental entity.

(b) Governments should initiate procedures ex officio where effective enforcement
requires such action.

3. COMPETENT BODIES TO HEAR COMPLAINTS

Competent bodies to implement procedures may include administrative or judicial
or both types of bodiE's so long as parties designate a competent body and devote
sufficient resources to ensure the prompt and effective enforcement of intellectual
property rights.

4. ACTIVITIES SUBJECT TO JURISDICTION OF COMPETENT BODIES

Procedures to enforce intellectual property rights should apply at the point of pro-
duction and commercial transactions, e.g., point of sale, offer for sale, lease, distribu-
tion etc. as well as at the border.

5. PROCEDURAL REQUIREMENTS

(a) Procedures for the enforcement of intellectual property rights, whether they be
administrative or judicial, civil or criminal must ensure due process of law includ-
ing:

(i the right to receive written notice prior to commencement of proceedings
which contains information sufficient to determine the basis of the dispute;
(ii) application of the same substantive standards for determining whether an
enforceable intellectual property right exists and whether it has been infringed
with respect to all products whether imported or locally produced;
(iii) prompt, fair, reasonable, and effective means to gain access to and present
to relevant judicial or administrative authorities statements of witnesses and
information, documents, records and other articles of evidence for the enforce-
ment of intellectual property rights;
(iv) determinations in writing relating to the infringement of intellectual prop-
erty rights which must be reasoned and made in a fair and open manner.

(b) Procedures shall not impose overly burdensome requirements concerning per-
sonal appearances by the parties, but shall, to the greatest extent possible, permit
the parties to appear through representatives and provide a fair and reasonable op-
portunity for all parties to present evidence, in writing or orally, or both, for consid-
eration by the authorities. Subject to procedures and conditions to ensure reliability
and fairness, such as cross-examination and disclosure of adverse information, Par-
ties shall facilitate the acceptance of evidence, including expert testimony, and tech-
nical or test data, in order to assist in expediting and reducing costs of participating
in enforcement procedures.

(c) Parties shall provide a means to effectively identify and protect confidential
information. Any information which is by nature confidential (for example, because
its disclosure would be of significant competitive advantage to a competitor or be-
cause its disclosure would have a significantly adverse effect upon a person supply-
ing the information or upon a person from whom he acquired the information or
which is provided on a confidential basis for a procedure relating to an enforcement
action shall, u pon cause shown, be treated as such by the authorities. Such informa-
tion shall not be disclosed without permission of the party submitting it except pur-
suant to a protective order sufficient to safeguard the interest of such party.

(d) Parties shall facilitate the gathering of evidence needed for an enforce rent or
related action in the territory of another Party. Procedures may be car' .. 4 out in
other countries to obtain statements of witnesses and information, documents,
records, and other articles of evidence relating to an enforcement action, including
the assessment of remedies. Parties shall facilitate the taking of such statements
and production of such materials in their territories by establishing adequate,
timely and efficient procedures. Such procedures shall permit such evidence to be
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taken in any manner not prohibited by national law. A Party may require prior no-
tification of a competent authority before a statement is taken or materials pro-
duced.

(e) In cases in which a party to the proceeding or a government refuses access to,
or otherwise does not provide, necessary information within a reasonable period, or
significantly impedes the procedure relating to an enforcement action, preliminary
and final determinations, affirmative or negative, may be made on the basis of evi-
dence presented by the opposing party.

(f) Relevant authorities shall provide opportunities for the intellectual property
right owner, other parties to the proceeding and the governments of the affected
countries, to see relevant, non-confidential information that is used by the authori-
ties in a procedure relating to an enforcement action, and to prepare presentations
based on this information.

(g) Parties shall ake available ex parte proceedings to preserve evidence and
take other actions urgently required provided that the parties shall be provided sub-
sequent notice of the action and the right to participate in an administrative or ju-
dicial procedure providing due process of law.

(h) Parties shall-ensure that procedures to enforce intellectual property rights
minimize interference with legitimate trade.

6. RIGHT OF JUDICIAL REVIEW

Parties shall provide the right of judicial review of initial judicial decisions on the
merits of a case and final administrative decisions on the merits of a case in dis-
putes arising in connection with the obtaining, maintaining or enforcing of intellec-
tual property rights.

7. CIVIL REMEDIES

(a) Remedies for infringement of intellectual property rights shall include seizure
at the border and internally, forfeiture, destruction, and removal from commercial
channels of infringing goods, or other effective action as may be appropriate.

(b) Parties must provide interim relief in the form of preliminary injunctions and
other appropriate and prompt procedures to prevent the sale or other disposition of
allegedly infringing goods pending a final determination on infringement.

(c) Final injunctions, as well as monetary awards adequate to compensate fully
owners of intellectual property rights must also be available. In appropriate cases,
this should include provision of statutory damages.

8. CRIMINAL SANCTIONS

Criminal remedies shall be available for at least trademark counterfeiting and
copyright infringement which are willful and commercial and shall include seizure
of infringing goods, materials and implements used in their creation, and forfeiture
of such articles, imprisonment, and monetary fines.

9. PROCEDURES RELATED TO BORDER MEASURES

(a) Parties shall afford owners of intellectual property rights and other persons
authorized by the owner and having legal standing the judicial or administrative
means necessary to initiate procedures to enforce their rights against imported in-
fringing goods before they are released from the jurisdiction of the customs authori-
ties. Parties shall designate the authorities to which owners of intellectual property
rights may address themselves for this purpose. Procedures shall also apply to goods
in transit provided that they cover goods infringing an intellectual property right of
the country through which the goods were being shipped.

(b) The person initiating such procedures shall be required to present adequate
evidence of the right to protection in accordance with the relevant laws of the coun-
try of importation.

(c) Seizure of goods at the border by competent authorities may be either ex offi-
cio, sua sponte or at the request of the rights holder when the competent authorities
are satisfied that imported goods infringe an intellectual property right.

(d) when the competent authorities have reason to believe imported goods may be
infringing, they shall detain such goods pending a determination whether the goods
are infringing.

10. ENTITIES SUBJECT TO REMEDIES AND SANCTIONS

Sanctions and remedies shall be available against the producer, seller, distributor
and in appropriate cases the user of an infringing good or service. Remedies against
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Parties, however, may be limited to payment of compensation to the owner of the
intellectual property right.

11. INDEMNIFICATION

(a) In order to prevent abuse of interim procedures and border enforcement meas-
ures, Parties may require a rights owner to provide security up to an amount suffi-
cient to hold the authorities and importer harmless from loss or damage resulting
from detention where the goods are subsequently determined not to be infringing.
However, such securities shall not unreasonably deter recourse to such procedures.

(b) Parties shall make remedies available to provide indemnification in appropri-
ate cases of persons wrongfully enjoined or restrained.

V. CONSULTATION AND DISPUTE SETTLEMENT

The GATT's concept and mechanisms for consultation and dispute settlement set
it apart from many international conventions and provide a significant benefit to
contracting Parties. The United States believes that a multilateral mechanism
should be available to settle disputes between governments arising out of the obliga-
tions undertaken in any agreement on trade-related aspects of intellectual property.
We would take this opportunity to reiterate our views on this question. (See
MTN.GNG/NGII/W/14.)

A. The dispute settlement mechanism should follow the model of consultation and
dispute settlement mechanisms in GATT agreements, recognizing that additional
elements may be needed to address unique features of the subject matter.

B. Resort to the consultation and dispute settlement mechanisms would be avail-
able to any Party to the agreement that considers that the obligations of the agree-
ment are not being met or that any benefit accruing to it, directly or indirectly
under the Agreement is being nullified or impaired, or that the attainment of the
objective of the agreement is being impeded.

C. Recourse to technical expert groups and panels should be available.
D. In the event that recommendations are not complied with, the Agreement

should provide for retaliation including the possibility of withdrawal of equivalent
GATT concessions or obligations.

VI. REVISION AND AMENDMENT OF THE AGREEMENT

As noted in our previous submission, any GATT agreement must be sufficiently
flexible to accomodate future consensus on improved protection of intellectual prop-
erty. The agreement should include new forms of technology and creativity as they
appear. parties should agree to a mechanism for amendment and revision of the
agreement and should provide for regular review of its terms.

VII. PROVISIONS DRAWN FROM GATT PRINCIPLES AND OTHER GENERAL CONCENTS

A. NATIONAL TREATMENT AND MOST-FAVORED-NATION TREATMENT

The negotiating group will need to address the complex question of national treat-
ment and most-favored-nation treatment. The task of the negotiating group will be
to reconcile the concept of national treatment of products and national treatment of
persons who are owners of intellectual property. Similar considerations apply with
respect to MFN treatment, particularly if one equates MFN treatment with nation-
al treatment for persons.

B. TRANSPARENCY

Concepts such as those embodied in Article X of the GATT should apply to intel-
lectual property provisions. Specifically, laws, regulations, Judicial decisions and ad-
ministrative rulings of general application pertaining to obtaining and enforcing in-
tellectual property rights should be published promptly in such a manner as to
enable governments and persons to become familiar with them.

C. INTERNATIONAL COOPERATION

(1) Parties would undertake to coordinate the provision of technical assistance,
such as training of appropriate officials, in the implementation of the obligations of
the agreement. Assistance could be made available to parties that request such as-
sistance under mutually agreed terms. Parties with economic assistance programs
would undertake to include in their programs means to provide direct assistance to
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contracting parties interested in improving their intellectual property regimes in
order to become parties to the Agreement.

(2) parties shall cooperate to enhance the protection of intellectual property rights
in countries not a Party to a GATT agreement by:

(a) Monitoring and exchanging information on the adequacy of intellectual prop-
erty protection in such countries; and

(b) Taking joint or coordinated action to encourage such countries to provide ade-
quate intellectual property protection consistent with the agreement.

(3) Consistent with mutual assistance agreements for the production of evidence,
Parties shall cooperate with each other in the production of evidence for use in civil,
criminal and administrative proceedings to enforce intellectual property rights.

PREPARED STATEMENT OF IRVIN ELKIN

AMPI recognizes the importance of agricultural exports. To the extent they
strengthen agriculture, dairy farmers will find improved economic conditions as a
strong dairy industry can only exist within the framework of a healthy agricultural
economy.

The dairy industry is oriented toward the domestic market. AMPS is concerned
that U.S. proposals in these trade talks will sacrifice domestic policy in the hope of
an agreement on agricultural trade. Nothing is being done to deal with fluctuating
currency values or to change the operations of quasi state trading companies that
determine nations' trade policy with respect to dairy products. While the Geneva
agreement falls short of the original position advanced by the U.S., it does little to
remove our concerns over the direction of the negotiations.

The so-called world market for dairy products is generally regarded as a dumping
ground. While U.S. producers are currently making some sales abroad, we have not
been a routine participant as U.S. policy has refused to meet the export subsidiza-
tion of other countries. A weakening of domestic dairy policy through these talks
will lead to expanded imports, depressed prices and lost markets.

The real issue with respect to agriculture is whether U.s. producers and consum-
ers will be well served by negotiating away the ability of the United States to deter-
mine its domestic food and agricultural policy. We feel very strongly that is not a
wise course.

I am Irvin Elkin, a dairy farmer from Amery, Wisconsin and president of Associ-
ated Milk Producers, Inc., a dairy cooperative marketing association with 21,000
dairy farmer members in 21 states throughout the central United States. I appreci-
ate this opportunity to comment on concerns of dairy farmers with respect to the
multilateral trade negotiations now being conducted under the auspices of the Gen-
eral Agreement on Tariffs and Trade.

The U.S. dairy industry relies heavily on the elements of U.S. food and agricultur-
al policy to maintain the stability necessary to allow the remarkable progress the
industry has made over the past forty years. While the U.S. dairy industry has not
been a consistent factor in the small international market for dairy products, condi-
tions in that market have the potential to seriously disrupt the domestic industry.
For this reason, we have followed developments in international markets and trade
negotiations over the years. A few years ago, I served as a member of the National
Commission on Agricultural Trade and Export Policy, a Commission created by Con-
gress for the purpose of examining U.S. agricultural trade policy and developing rec-
ommendations for its future direction.

The U.S. dairy industry is oriented toward meeting the needs of the U.S. market.
In doing so, it has grown to the world's second largest. Efficiency, measured in
terms of production per cow, output per man-hour, or other means is unmatched
around the world and has few, if any, equals when compared with other industries
in this country.

Daily production of a bulky, highly perishable product that must be processed
within hours makes the dairy industry subject to a high degree of instability. To
deal with this the industry and the U.S. government have worked together to craft
market and price stabilization mechanisms to provide a degree of market stability
and price assurance for the dairy farmer.

The Dairy Price Support Program offers stability and assurance by providing a
"market of last resort for basic manufactured dairy products. While the program
deals in manufactured products, the linkage of milk prices across the country to the
basic price for milk used in manufactured dairy products effectively undergirds all
milk prices.
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Since 1953, a comprehensive system of dairy product import restraints have been
established to assure effective operation of the price support program. These limita-
tions have been necessary to prevent the U.S. market from being used as a dumping
ground for world product surpluses.

These restraints have been established under Section 22 of the Agricultural Ad-
justment Act, authority put in place as part of the nation's basic agricultural stabili-
zation policy. Its intent is to assure effective operation of domestic price stabiliza-
tion programs. It is designed to assure that the price stabilizing efforts of these pro-
grams are not diminished by excessive and unneeded imports of commodities which
displace domestic production. As such it is an integral element of domestic food and
agricultural policy rather than a question of trade policy.

As part of the current trade negotiations, the United States advanced an ill-ad-
vised agricultural negotiating concept referred to as "Zero/2000." It called for con-
tracting parties to the General Agreement on Tariffs and Trade to eliminate all
trade distorting and trade disrupting agricultural programs on a phased basis by
the year 2000. It called for removal of import restraints such as Section 22. It called
for elimination of domestic price stabilization operations such as the Dairy Price
Support Program. It would remove market stabilizing elements such as marketing
orders. It would dismantle virtually all of the agricultural policy elements under
which American agriculture has become the most efficient food producing industry
in the world.

At the GATT negotiating sessions completed in Geneva two weeks ago, a frame-
work agreement for agricultural negotiations was reached. While it falls short of
endorsing the "Zero/2000" concept, we still have a good deal of concern with its di-
rection. Parties to the agreement commit themselves to a series of negotiations over
the next 20 months that will "provide for substantial and progressive reductions in
agricultural support and protection sustained over a period of time...". An undefined
set of GATT rules will cover all measures directly or indirectly affecting import
access and export competition. This includes export subsidies, import limitations, do-
mestic price support programs and related items.

Pending completion of the negotiations to implement these goals, the parties have
agreed to freeze, within the framework of existing legislation, domestic price sup-
port and export assistance at existing levels through 1990. While it is not clear how
it will be accomplished, the parties have also agreed to reduce support levels for
1990.

If carried out to the extent possible, the intent of this agreement will result in the
U.S. surrendering its ability to forge food and agricultural policy to an international
agency. The framework of allowed policy would operate within a set of rules which
do not even exist today and over which the U.S. would have a minimum of say in
development and implementation.

This is too high a price to pay for the gains predicted.
We are told that with all nations joining in such an effort, American farmers and

ranchers-including dairymen-will be major gainers as export markets grow and
production is expanded to meet the new demand.

We have grave reservations about such a sweeping policy change. U.S. dairy farm-
ers would be heavily impacted yet there has been no real opportunity for input as
this policy has developed.

World dairy markets are characterized by the extensive use of export subsidies, by
the operation quasi-state trading companies and by other techniques that distort
prices in those markets. The so-called world price for dairy products generally has
little or no relation to prices for the same commodities in the countries of origin.
The relatively small world market for dairy products is too often a dumping ground
with pricing decisions based on what has too be done in terms of export subsidy or
similar measures to move the product.

Gains projected from the trade negotiations are predicated on establishment of a
"level playing field" in world markets for agricultural commodities. While the U.S.
will not outline its posture with respect to the current agreement until later this
year, this "level playing field" envisions removal or relaxation of import restraints,
export assistance and domestic price stabilization programs. Leaving aside the
major cyclical and seasonal instabilities such a policy would force upon the dairy
industry, there are other factors which make this policy questionable at best.

Much of the impetus for the Uruguay Round has come from the United States as
it sought to expand agricultural export markets. A decline in farm exports in the
early 1980's contributed to a major drop in U.S. farm income, decline in farm prop-
erty values and an economic slowdown in rural America that reached depression
proportions in some areas. Action was demanded to address the problem. The agri-
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cultural portion of the current trade negotiations are a partial response to that
demand.

Unfortunately, what most feel was a major-if not the primary-cause of the loss
of export markets is not even under discussion. Foreign exchange rate fluctuation in
the early 1980's raised the value of the dollar relative to other currencies, increas-
ing the cost of U.S. farm commodities to foreign buyers. While this was happening,
the U.S. farm price for many of these same commodities fell.

The value of the dollar has declined substantially in recent months and we are
witnessing an expansion of exports. It will be argued that the current growth is due
to aggressive use of export subsidy programs. While these have had an effect, they
have generally been matched by similar programs of other exporting nations. The
change in the value of the dollar remains the biggest factor in our current export
market expansion. Despite the obvious impact of exchange rate fluctuations on
these markets, nothing is being done as part of the trade talks to deal with this
instability. What will the American farmer, rancher and dairyman do five years
hence if the agreement is implemented and the value of the dollar climbs to the
levels of the early 1980's with the same result? The lost markets will have disas-
trous effects on U.S. farm income while the U.S. government will be unable to deal
with the problem as it will have already surrendered its domestic food and agricul-
ture policy-making authority to the GATT.

Looking more specifically at operational details of the GATT negotiating concept,
one of the negotiating approaches used would employ some undefined measuring
device to determine the degree to which a nation's agriculture benefits from subsidy
or subsidy-like programs. Early this year, it was reported that one of the proposed
measurements resulted in a determination that the subsidy effect in the case of the
U.S. dairy industry was over $1,000 per cow. It is unclear how this was developed.
Some interpreted it to mean the cost of government programs involving the dairy
industry. If that were the case, it overstated the cost by about 1,000 percent. Others
said it was a measure of the dairy farm income reduction necessary to meet the
prices induced by elimination of the price support and related programs. If that
were the case, it would mean a cut of 50 to 60 percent in U.S. dairy farm income
from 1988 levels.

This illustrates the problem of effectively measuring the subsidy effects of govern-
ment programs.

A factor of greater concern, however, is that U.S. programs are highly visible-
price support programs, market order programs, import limitations. What you see is
what you get, so to speak. Other nations' measures are not nearly so clear. Sanita-
tion requirements, inspection demands, product standards and other mechanisms
that have justification as means of assuring consumers a pure and wholesome prod-
uct can easily be manipulated to become a market barrier. General language has
been included in the GATT agreement with respect to negotiation is these areas. It
talks in vague terms of "harmonization" of measures as a long-term goal but sets no
targets or outlines no plan of action as is done with other issues.

Another major consideration is the widespread use of quasi-state trading organiza-
tions in world markets for agricultural commodities. Organizations such as the New
Zealand Dairy Board enjoy the ability to sell products for whatever price can be
achieved in any market in which they operate and then pool total receipts back to
their members-the dairy farmers of New Zealand. In doing so, they effectively de-
termine the trade policy-at least with respect to dairy products-of the country.
The American dairy farmer is denied this ability but would have to compete with
such operations.

U.S. trading partners have made it clear that dairy product import quotas under
Section 22 are an import barrier of the most noxious sort. They have requested ex-
pansion or elimination of Section 22 limits in previous trade negotiations and have
renewed the request in the Uruguay Round. While we are encouraged by Congres-
sional representations with respect to Section 22 at the recent Geneva meetings, our
concern continues.

A little review might put things in perspective. When the first Section 22 dairy
product quotas were established in 1953, they covered a few basic products. The U.S.
Department of Agriculture reports that total dairy product imports in 1953 were 525
million pounds milk equivalent (fat basis) and that products covered by quotas were
about 35 percent of the total. Today, with quota coverage expanded to include virtu-
ally all except milk protein products, USDA reports dairy product imports on the
order of 2.5 billion pounds milk equivalent (fat basis)-almost a 500 percent in-
crease. This does not include the more than six billion pounds of skim milk equiva-
lent that entered the country last year as casein.
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Access to the U.S. market has grown substantially over the years. The charge
that access is denied, that market growth or market share is ignored simply won't
stand inspection.

The members of Associated Milk Producers, Inc. recognize the importance of
export markets to American agriculture. Many AMPI members other agricultural
commodities that rely on these markets. To the extent that agriculture can be
strengthened by export market growth, dairy farmers will find improved economic
conditions as well since we firmly believe that a strong, viable dairy industry can
only exist within the framework of a healthy agricultural economy.

Any agreement which would essentially surrender the American ability to estab-
lish food and agricultural policy would be unwise. The progress of current negotia-
tions provides the basis for a result that will greatly expand imports of dairy prod-
ucts, depress farm income and force producers from business. The strategy to
produce a "level playing field" is flawed in that the field these negotiations will
produce will be permanently tilted against the interests of the American producer.

PREPARED STATEMENT OF CARLA A. Hiu.s
I welcome this opportunity to meet with the Committee to discuss the status of

the Uruguay Round of Multilateral Trade Negotiations. Your hearing today is
timely because of the success achieved recently in Geneva. On April 8, delegates
from over 100 countries ratified 15 negotiating texts which establish the framework
for the final stage of negotiations on the full range of subjects included in the Uru-
guay Round. The approval of these texts concludes the Mid-Term Review begun in
Montreal. I can honestly say, Mr. Chairman, that we are now well positioned to un-
dertake in earnest the final, hard bargaining which will determine whether the
Uruguay Round succeeds.

Having said that, however, I want to make it clear to you that we have a very
long way to go in this process. The tough part lies ahead. And I want our trading
partners to realize that there will be no final concessions from the United States in
this Round unless others are similarly committed to substantial reform. Thus far,
we have not bound ourselves to final agreements on most important issues. Rather,
we have committed ourselves to a realistic negotiating program which can ultimate-
ly bring about reform in world trade rules. If others do not negotiate in good faith,
it is unlikely the negotiations will result in final agreements that the United States
will be able to sign. As a result of the Geneva meetings, however, I am encouraged
that others besides the United States are serious about this process, and I am opti-
mistic about the chances for success.

We now need to quicken the pace of our work in Geneva if we are to keep to our
1990 deadline for concluding the negotiations. We also need to intensify our consul-
tations with the Congress and the private sector, so that U.S. proposals tabled in
Geneva have been developed only after consideration of the views of all interested
parties.

Let me summarize for you the results of the Mid-Term Review and then turn to a
discussion of the upcoming timetable. The Mid-Term Review was originall sched-
uled to conclude with a meeting of trade ministers last December in Montreal.
Agreement was reached in 11 out of 15 negotiating areas. Disagreements arose, how-
ever, in four negotiating areas-agriculture, intellectual property, safeguards 'nd
textiles- leading ministers to put the results agreed from the other 11 negotiating
groups "on hold" until the Trade Negotiations Committee was able to work out dif-
ferences in the four disputed negotiating texts.

The Geneva meetings were intended to break this impasse. From this perspective,
I think we were quite successful. We reached agreements on all four framework
texts. I believe that the language adopted in these areas both protects our basic in-
terests and commits our partners to a meaningful negotiating process. Moreover,
the Trade Negotiations Committee lifted its hold on the other 11 texts, thereby ena-
bling negotiations to proceed on the full agenda of the Uruguay Round.

I believe that we have now achieved the objectives first set forth for the Mid-Term
Review. These objectives were to:

(1) Achieve some "tangible" results that could be implemented prior to the conclu-
sion of the Uruguay Round;

(2) Provide clear guidance on the issues to be negotiated; and
(3) Reaffirm the political will of governments to succeed by 1990 in all the nrgoti-

ating areas.
Lt me discuss in detail how these particular objectives were reached in the four

areas which had been left outstanding from Montreal.
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AGRICULTURE

The agreement on agriculture lays out the scope and the process for the negotia-
tions to take place over the next 20 months. The long term objective of these negoti-
ations will be to provide for substantial progressive reductions in agricultural sup-
port and protection which will result in correcting and preventing restrictions and
distortions in world agricultural markets. All measures which directly or indirectly
affect import access and export competition are to be put on the table for negotia-
tion during the final bargaining sessions. Prior to the end of this year, participants
will advance proposals to achieve a fair and market-oriented agricultural trading
system as well as proposed rules and disciplines to govern the new system. Partici-
pants will also submit by that time their proposals to harmonize sanitary and phy-
tosanitary regulations and proposed methods for improving the multilateral dispute
settlement process in this regard.

Ministers also agreed to begin implementation of the long-term reform in 1991.
For the short term (i.e., until the conclusion of the Round), there is agreement to

hold overall domestic and export support and protection at or below current levels
in 1989 with specific commitments on market access and support prices. By October
of this year Ministers will provide specifics on their intended reductions in support
and protection levels for 1990.

INTELLECTUAL PROPERTY

The agreement is significant because it resolved a key procedural difficulty that
has hindered the negotiating group on Trade-Related Intellectual Property Rights
(TRIPS) since its inception, that is, whether the negotiation is to cover the establish-
ment of adequate and effective standards for the protection of intellectual property
rights. The framework sets out clear guidance to negotiators that it does. In this
regard, the text provides-that negotiations towards a comprehensive agreement on
TRIPS include not only adequate substantive intellectual property standards; but
also effective means for enforcement of such standards; and effective and expedi-
tious dispute settlement procedures.

Negotiations on intellectual property are a key component of the L.. quay Round
for the United States. Our objective has been to address, through such an agree-
ment, the distortions and impediments to international trade caused by the lack of
adequate and effective protection of intellectual property rights around the world.

We can now proceed to negotiate an agreement covering all areas of major con-
cern to the United States. This includes, for example, patent protection for pharma-
ceuticals and chemical products, c pyright protection for sound recordings and com-
puter software, trade secret protection for proprietary manufacturing processes and
data, and effective enforcement to stop the counterfeiting of trademarks and piracy
of copyrighted materials such as books, motion pictures and recordings. Economic
losses due to inadequate protection amounted to an estimated $43-61 billion dollars
in 1986 according to a 1988 study by the U.S. International Trade Commission.

The United States' efforts to advance these negotiations have been strongly sup-
ported by the active interest and participation of the Congress and the private
sector. Due to these combined efforts, the awareness of the importance of adequate
and effective protection of intellectual property rights has been increasing in the
United States and abroad. Our insistence that this topic be addres'-ed in the GATT
is now supported by a significant number of our trading partners.

TEXTILES AND CLOTHING

The agree.-ent, which recognizes the importance of textiles and apparel in the
Uruguay Round, calls for participants to begin negotiations later this month on mo-
dalities (avenues) that could lead to the application of normal GATT rules to this
sector, as agreed in Punta del Este in 1986.

However, in order to integrate textiles and apparel into GATT, we will need to
strengthen the relevant GATT rules and disciplines. Negotiations in this area
should contribute to the expansion of textile and apparel trade. All countries, devel-
oped and developing alike, are to contribute to this process.

SAFEGUARDS

GAT Article XIX contains procedures to provide temporary import relief to do-
mestic industries seriously injured by imports. For many years, GATT Contracting
Parties have recognized that the provisions of Article XIX need to be clarified.

The framework allows the work of this negotiating group to go forward without
prejudging the position of the participants with respect to the major- issues of the
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negotiation. The agreement establishes a June deadline for the preparation of a
draft text which will serve as the basis for negotiations during the remainder of the
Uruguay Round. Governments are encouraged to submit their own proposals as
soon as possible, preferably by the end of April.

The framework stresses the importance of concluding a comprehensive agreement
which establishes multilateral control over safeguard measures, including so-called"grey area measures", which are currently outside of multilateral control. The aim
of the negotiation is either to bring such measures under multilateral discipline or
to eliminate them.

The understandable focus during the past few months on the above four subjects
has obscured the achievements reached at or before Montreal on the 11 other nego-
tiating areas. I won't mention every group, but at Montreal we managed to achieve:

-improvements to the dispute settlement procedures of GATT, an area of vital
importance;

-a framework that allows us to conduct the market access negotiations on tariffs
and NTMs on a request/offer basis;

-a multilateral package on tropical prod,,cts of major concern to less developed
countries;

-a trade policy review mechanism to periodically examine the trade policies of
GATT members;

-guidance on negotiating an agreement on trade in services and development of
a draft agreement by the end of the year;

-guidance on negotiating an agreement on Trade-Related Investment Measures;
and

-a procedure to introduce new discipline in the areas of subsidies and counter-
vailing duties.

We have used the time since Montreal on these subjects to position the United
States for the final 20 months of the negotiating process. For example, the data base
to support the market access negotiations is now being developed and we will hold
public hearings next month to solicit specific advice about items for inclusion in the
initial U.S. request list for the reduction or elimination of foreign tariff and non-
tariff measures. We will be prepared to submit our initial request list to our trading
partners on specific market access issues on schedule, before the summer break.

With your help, we intend to adhere to the deadlines imposed on the negotiating
groups and will push our partners to act accordingly. We have been consulting with
your staff and the private sector advisory committees on all 15 subjects, and we are
now exploring the different types of proposals we want to table in Geneva. We
expect that other participants will also have their negotiatir proposals on the table
by the end of the year. We have an ambitious agenda, and it is important, given
other initiatives underway, that the Uruguay Round be concluded by December
1990, as agreed.

In sum, I am delighted to report to you that the Uruguay Round negotiations are
advancing once again after the successful outcome of the Mid-Term Review. We
have much work to do and little time to waste. I want tihe Committee to know that I
am committed to this effort and that this Administration will spare no effort to
achieve a result that significantly strengthens world trade rules and furthers the
economic interests of the United States. I hope that the Committee will continue to
follow closely developments in the Uruguay Round and provide frequent guidance to
us as we conclude these negotiations.
Enclosure.

RESPONSES TO QuEsTIoNs SUBMIrrED BY SENATOR ROCKEFELLER

Question. If all or most of our goals are met in the Uruguay Round, how would
this improve our bilateral trading relationship with Japan? I would like to know
what would be the direct impact of the negotiations on US/Japan bilateral trade as
well as the indirect impact. I would like each area in the Uruguay Round to be spe-
cifically addressed. My assumption, for example, is that in the intellectual property
area, none of the problems we have in Japan are being addressed. Rather, the Uru-
guay Round's intellectual property focus is on industrialized world/third world
issues.

Answer. The Uruguay Round agenda is broad. Its fifteen negotiating areas encom-
pass issues of importance to the U.S.-Japan bilateral trading relationship as well
our relationship with Japan as an key participant in the multilateral trading
system. It is fair to say that in nearly every area of the negotiation we expect Japan
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to contribute to the results. The contribution will vary from issue to issue. These
issues are under active negotiation and will conclude by the end of 1990.

We are engaged in negotiations to strengthen the trading system to address the
pressing trade problems of the present and the future. In the new areas such as
trade-related intellectual property rights, services and trade-related investment we
are counting on Japan to work with us to establish new rules and disciplines that
protect our mutual interests and foster competition.

The United States is actively pursuing intellectual property issues with Japan in
both a multilateral and a bilateral context with Japan. We are involved in discus-
sions with the Japanese and the European Community on the harmonization of
patent codes. In addition, there is a bilateral working group in which the U.S. and
Japan discuss a broader range of intellectual property issues. In the Uruguay Round
negotiations, we share many of the same objectives with Japan in assuring the effec-
tive protection of intellectual property rights through established norms and stand-
ards and an effective enforcement and dispute settlement procedure. We would
expect that the results will address many of the bilateral problems we face with
Japan as well-trade secret protection is one example.

In the rule-making areas of dispute settlement, safeguards, subsidies and GATT
Articles our expectation is that the results of the negotiation will be such that our
economic operators are competing under the same rules in a transparent and pre-
dictable fashion.

In terms of market access and agriculture, the "results" may be more quantifi-
able. We recently provided Japan with our initial requests for the reduction and
elimination of product-specific tariff and non-tariff barriers. Similarly, our other
trading partners are making requests of Japan and concessions are to be provided
on a most-favored-nation basis. In agriculture, the issues are more difficult but no
less important. The Japanese understand that the multilateral agricultural reform
will require changes in their own agricultural- programs and policies ranging from
domestic support to market access.

In the context of the Uruguay Round negotiation, a successful outcome with
Japan would certainly contribute to improving our bilateral relationship by remov-
ing or reducing problems of concern to U.S. exporters. In the larger multilateral set-
ting, the negotiations provide an additional opportunity to hold the Japanese to
their commitment to take on more responsibility for the world trading system.

RESPONSES TO QUESTIONS SUBMITrED BY SENATOR DASCHLE

Question. Out of the Mid-term Review there was a short-term agreement regard-
ing agriculture. Does this in any way bind you to any long-term positions or agree-
ments? Does the short-term agreement affect or require any legislative action? How
were the record import levels on such commodities as oats, pork and beef in 1987
and the drought-reduced production levels of 1988 considered in the agreed import
levels of the short-term agreement? Finally, does the short-term agreement affect or
influence the flexibility of farm policy determination?

Answer. The short-term part of the framework agreement does not bind us to any
long-term positions and does not require legislative action. There is a specific com-
mitment not to intensify tariff and non tariff market access barriers in force at the
date of the agreement. This, however, can be overridden if existing domestic legisla-
tion so requires. There are no import restrictions on pork or oats, only tariffs. We
would be in compliance if tariffs on these products remained the same as presently.
In addition to tariffs on beef imports, we have had voluntary export restraint agree-
ments with Australia and New Zealand in 1987 and in 1988 under Section 204 of the
Agricultural Act of 1956. Existing legislation (either Section 204 or the Meat Import
Act of 1979) would permit us to restrict imports again should that be necessary. The
short-term part of the framework agreement does not commit us to do anything dif-
ferent from what is required in current legislation.

Question. Section 22 of the Agricultural Adjustment Act was intended to assure
effective operation of domestic price stabilization programs. Would you please dis-
cuss this measure in terms of its effect on U.S. farmers, the benefits/costs to U.S.
consumers, the magnitude of the U.S. trade deficit, and what you are willing to give
up? In your view, does the short-term agreement prevent the implementation of Sec-
tion 22 for any commodities for which it may be authorized but not currently in
use?

Answer. We have said that Section 22 is on the negotiating table so long as other
countries' policies which restrict imports are there too. Indeed, a significant accom-
plishment of the framework agreement is the reaffirmation that all policies which
affect import access are on the negotiating table. Since the outcome of the negotia-
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tions is still 20 months away, it would be impossible to speculate on the effects of
changes in Section 22 at this point in time. The short-term part of the framework
agreement does not prevent the implementation of Section 22 for any commodities
for which it may be authorized but not currently in use.

Question. You have noted that all measures which directly or indirectly affect
import access and export competition are to be put on the table for negotiation.
Does the "all" include 1985 Farm Bill authorities like lower loan rates, export en-
hancement programs, marketing loans, targeted export assistance, etc.? Would you
please discuss each of these measures (and any others that you view as significant)
in terms of their effects on U.S. farmers, the benefits/costs to U.S. consumers, the
magnitude of the U.S. trade deficit, and what you are willing to give up? Does "all"
mean that the EC's "variable levies" and "rebalancing" are on the table? What are
the U.S. trade-distorting agricultural exports? What are the EC trade-distorting ag-
ricultural exports? Finally, do you view the objective of the agriculture negotiations
to be "free" agricultural trade or "fair" agricultural trade?

Answer. The framework agreement provides a listing of the policies which are on
the negotiating table under the headings of import access, subsidies and export com-
petition, and export prohibitions and restrictions. It does not include a listing of
which of those policies are trade distorting. That is a subject for negotiation over
the next 20 months. Variable levies are captured in the words "measures not specif-
ically provided for in the GAI"' which you will find under the import access head-
in ~e" refused to include in the text any reference to "rebalancing" or "adjustment

of protection", language which the EC had wanted. The EC had no support for in-
cluding this concept in the text among members of the Trade Negotiating Commit-
tee. However, we fully expect the EC to submit proposals in this area under the
work program. Indeed, anyone is free to submit proposals for consideration, but we
don't think "rebalancing" will be any more palatable in the future than it was in
these talks.

Since the outcome of the negotiations is still 20 months away, it would be impossi-
ble to speculate on effects at this point in time. In our view, the objective of the
negotiations is to provide a market-oriented environment for trade in agricultural
products where U. S.farmers can compete on a fair and equitable basis.

Question. The Aggregate Measure of Support (AMS) is a prominent element of the
agriculture text; what are your views of the advantages and disadvantages of the
AMS? As compared to the alternative used in the Canada-U.S. Free Trade Agree-
ment, what are the relative advantages and disadvantages that you see in the AMS?
In your view, is there a relationship between the AMS and tariffication? How do
you view the process of defining what are subsidies and forms of support that should

tariffied.
Answer. Aggregate measures of support quantify the level of government inter-

vention in the marketplace resulting from a wide range of government programs.
Economists have developed several types of aggregate measures that differ primari-
ly due to the policies included in the specific measure. A good discussion of these
measures and the advantages and disadvantages of specific measures, such as the
Producer and Consumer Subsidy Equivalents, is found on pages 101-108 of a publi-
cation by the Economic Research Service of the U.S. Department of Agriculture en-
titled Agriculture in the Uruguay Round: Analysis of Government Support published
in December 1988. The measure of support used in the Canada-U. S. Free Trade
Agreement is an example of how the general concept was adapted to a specific situ-
ation. The character and form of an aggregate measure in the Uruguay Round will
be dependent upon the nature and form of the final agreement in the negotiations.

Tariffication is a technique for converting nontariff market access barriers to tar-
iffs, whereas an aggregate measure of support has been used to quantify border and
domestic price policies. Only import access barriers would be converted into tariffs.

Question. The agriculture text calls for basing health and sanitary regulations on
sound scientific evidence. How do you interpret this to affect the current dispute
with the EC over imports of hormone treated beef. Will you continue to insist that
U.S. hormone treated beef be allowed to enter the EC? What is the current status of
the negotiations between the U.S. and EC on this issue?

Answer. The GATT statement that health-related trade measures should be "con-
sistent with sound scientific evidence" conflicts with the present EC hormones ban.
However, it is difficult to say whether the EC will now be any more receptive to a
scientific review of their ban, which is an approach the United States has advocated
many times. We will certainly continue to maintain the principle of the hormones
issue, i.e. that the ban is scientifically unjustified and thus should be revoked. The
United States and EC have been able to reach an understanding which would allow
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the shipment of some untreated beef to the EC based on producer self-certification.
However, this understanding is viewed by the United States as only an interim
measure and by no means a final resolution of the hormones issue.

Question. In the context of the agriculture agreement, how do you interpret the
term "developing countries"? In your view, what are the prospects for degrees of
special and differential treatment, in the long-term agreement on agriculture, re-
garding the level of development within specific developing countries (e.g., strong
agricultural exporters like Argentina and Brazil)?

Answer. Developing countries are not expected to participate in the short-term
commitments and the role that developing countries play in the long-term process is
yet to be negotiated. The issue of graduation will have to be dealt with in the con-
text of the long-term agreement. We will work to ensure that developing countries
adhere to any new rules and disciplines that are negotiated commensurate with
their level of development, as agreed to in the Punta del Este Declaration.

Question. What is your interpretation of the agriculture text's provision that each
country submit a proposed long-term domestic farm bill by the end of 1990? Does
this require and is it preferable, that the Congress develop a new farm bill for 1990,
rather than waiting for the end of the negotiations?

Answer. The Mid-term Review Agreement does not explicitly require countries to
submit proposed domestic legislation before the end of 1990. December, 1990 is the
ending date of the negotiations by which time a final agreement must be reached.
That agreement would then have to be implemented in domestic legislation. Never-
theless, the 1990 Farm Bill has important implications for the negotiations, and its
preparation should take into account the developments in Geneva. As Secretary
Yeutter has recently stated, we should enact a farm bill that serves the fundamen-
tal needs of American agriculture while also enhancing our leverage at the negotiat-
ing table. We want to emphasize that the Administration intends to consult fully
with Congress during the preparation of the new farm bill and throughout the Uru-
guay Round negotiating process.
Attachment.

AGRICULTURE IN THE URUGUAY ROUND-ANALYSES OF GOVERNMENT

SUPPORT

METHODOLOGY: PSEs AS AGGREGATE MEASURES OF SUPPORT

JOHN WAINIO, BARBARA CHATTIN, AND JORN SULLIVAN

While the rapid increases in agricultural trade during the 1970s fostered greater
global interdependence, governments were simultaneously taking actions designed
to protect domestic producers from the effects of the world market. Government
intervention in agricultural trade is today the rule rather than the exception (31,
42) and has obscured global interdependence. Governments have separated domestic
markets from the international market by using a bewildering array of nontariff
barriers instead of traditional tariffs. Commodity markets have become so distorted
and assistance has become so costly that the major agricultural trading nations will
attempt to reduce the level of government intervention in agricultural markets at
the Uruguay Round of the General Agreement on Tariffs and Trade (GAIT) negoti-
ations.

Reducing government intervention in world agricultural markets requires an un-
derstanding of the policy measures used to assist farmers and the effects these poli-
cies have on domestic and international markets. Economists have worked on devel-
oping appropriate aggregate measures designed to quantify, in one parameter, the
level of government support to agricultural producers. This work has helped to
make the nature and prevalence of subsidies to agriculture more transparent. Use
of an aggregate measure of support may help the parties in the GAIT come to an
agreement on reducing government assistance to agriculture as well as provide an
instrument to aid the monitoring of the agreement. Researchers in the Organization
for Economic Cooperation and Development (OECD) and USDA's Economic Re-
search Service (ERS) have devoted considerable effort towards calculating one such
measure, the producer and consumer subsidy equivalent (PSE/CSE).

We examine the PSE/CSE approach in this section. First, we compare the PSE/
CSE method to other aggregate measures of support. Next, we review procedures for
calculating PSE/CSEs. Finally, we discuss uses and interpretations of the PSE/CSE
measure.
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AGGREGATE MEASURES OF SUPPORT

Aggregate measures of Support quantify the level of government intervention in
the marketplace resulting from a wide range of government policies and programs.
Support measures are usually percentages or ratios. The breadth of policy coverage
captured in the numerator as well as the reference point used for the denominator
differ among Support measures. Research has focused primarily on three aggregate
measures: nominal rates of protection (NRP), effective rates of protection (ERP), and
PSE/CSEs. Table 25 shows examples of policies included in each of these measures.

The NRP was the earliest used aggregate measure and, theoretically, the simplest
(S). The NRP is expressed as the difference between domestic and world price, divid-
ed by world price. An NAP equal to 0.5 indicates that domestic price exceeded world
price by 50 percent. (Another way of expressing the same result is with a nominal
protection coefficient, which is domestic price divided by world price, or 1.5 in the
example above.) The NRP measures the effects of border policies including tariffs,
quotas, variable levies, and export subsidies as well as other trade or related domes-
tic policies. Also included are price effects from import/export control operations of
marketing boards and state trading organizations.

TABLE 25.-POLICIES INCLUDED IN VARIOUS AGGREGATE MEASURES OF SUPPORT

Policy measure NAP ERP PSE CSE

Support to output:
Via market price support-Border measures (tariffs, quotas, variable levies, export

subsidies) ......... . . ..................... ... ... ....... x x x x
Export taxes (negative) ........................... ... X x x x
Two-price systems ......... ............ .... ............. ............. x x x x
Price prem ium s . ..... ...... ................ .................. x x x x
Domestic price supports.. . .............................. x..... ..... x x x x
Marketing board activities ................................ x x x x
State trading operations .............. ......... .......... x x x x

Via direct income support-
Deficiency payments ................................. (1) (1) x
Prod uce r levies (negative) ........................................................................ ... .... x x x
Income stabilization funds ............................. . x
Crop insurance ................. ........................... x
Consumer food donations ............................................. . x

Marketing subsidies:
T ransporta tio n subsid ies ........................................... .. ............. .................... x
M arketing program s ................................... ............................ ............... . . .... ... ..... x
Inspection services ....................................... ............ ....................... .... .. . ..... x

Assistance to inputs:
Fe rtilizer su bsid ies .............................. .......... .................................................. .. ....... x x
Fuel tax exem ptions ....................................................... .. ..... ................. . . ...... x x
Concessional credit ......................... ........... ......... X
Irrigation subs idies .................. ................................... .............................. . ....... (1 ) x

Assistance to long-term production:
R esearch and extension .................... . ....... ............. .......................
Conservation program s ................................ ...... ............. .... ... ....... x
Structural program s .................................. ........ ........................ ..... . . . .... . . . ... x

Controlled exchange rates .......... ................................... .................. .......... . . . ..... . .. . . . . x x
Tariffs on purchased inputs ............ ...... ....................................... ....................... x

Notes. (I) These policies are uded d they are assmed to d-ectty affect outcome output or input prices
Source- Adapted from defntions found in (37, 49)

The NRP generally measures policies that affect both consumer and producer
prices. The NRP can also include policies, such as a target price/deficiency payment
program, that change only producer prices, not consumer prices. Such policies
would not be included if they were considered lump-sum income transfers. The NRP
is estimated using producer prices and world prices for bulk commodities. The ex-
amples shown in Table 25 are based on such an interpretation. An NRP for consum-
ers as well as producers can be developed using consumer prices.

In addition to supporting producers gross income through policies directly tied to
agricultural output, governments can support producers' net income through poli-
cies that lower the cost of inputs. Economists have developed the concept of an effec-



57

tive rate of protection (ERP) to measure the combined effects of policies that sepa-
rate both output and input prices from their respective world prices (10, 11,. The
ERP is the difference between the value added per unit of output at domestic prices
versus at world prices, divided by the value added per unit of output at world prices.
Value aaded is the value of the final output less the cost of purchased intermediate
inputs. Calculations of value added require input-output coefficients that are not
readily available across countries. The ERP measures the effects of border measures
and price policies that influence both the price of the output and the price of inter-
mediate inputs. The ERP excludes policies that provide lump-sum income transfers
or lump-sum input subsidies to producers. For example, the ERP would not include
irrigation infrastructure expenditures but would include subsidies for below-market
pricing of water frown those projects. Likewise, the ERI' would include deficiency
payments if they affected output price.

The PSE is the level of producer subsidy necessary to replace current agricultural
programs in order to leave farm income unchanged (1S, 14). The CSE is defined cor-
respondingly. PSEs often are expressed as the total value of subsidies as a percent-
aeof adjusted producer income (cash receipts plus net direct payments), while

are expressed as the total value of subsidies as a percentage of consumer ex-
penditures. The first calculations of PSEs and CSEs included only commodity-specif-
ic policies, such as pricing policies, deficiency payments, input subsidies, storage
subsidies, and transpc rt subsidies (1, 14, 21). Calculations of PSEs and CSEs by the
OECD broadened policy coverage to include indirect income support and govern-
ment programs that are not necessarily commodity specific, such as structural pro-
grams, research, and extension (31). ERS has extended the OECD measure to in-
clude the effects of exchange rate distortions in several developing countries (49, 50).

PSE/CSEs include more government policies than does the NAP, thus satisfying
one objective of the ERS study, which was broad policy coverage. Another objective
was to provide a measure for consumers, which the ERP does not include. The PSE
and ERP measure effects of government policies that reduce the price paid by agri-
cultural producers for purchased inputs. The ERP also measures the implicit tax-
ation of producers when domestic input sectors are protected from international
competition by border measures. A PSE measure could be developed to include the
effects of such policies if the policy coverage of the PSE measure were broadened to
include economywide as well as agriculture-specific policies. Expanding the policy
set would also require reliable data on relevant input policies and input use by com-
modity. The ERS study focused on government programs within the agricultural
sector and, in some cases, effects of controlled exchange rates. The following section
provides a more detailed summary of policies contained in PSEs and CSEs and how
the estimates are derived.

The current interest in agricultural protection has led to the development of addi-
tional support measures, including the nominal rate of assistance, the effective rate
of assistance, and the trade distortion equivalent. The nominal rate of assistance
(also known as the price adjustment gap) is closely related to NRP, differing only in
the set of interventions measured. The nominal rate of assistance includes support
provided by border measures and pricing policies (the NRP) plus other forms of
direct assistance (such as deficiency or disaster payments) affecting producer's unit
gross returns (18, 28).

The effective rate of assistance is similar to the ERP but, in addition to including
assistance as value added per unit of output at domestic price, also includes govern-
ment expenditures on programs that affect the cost of inputs and marketing serv-
ices purchased by the producer as Wll as programs that affect primary factors of
production (land, labor, and capital) (18, 28). The nominal rate of assistance includes
more policies than the NAP but fewer than a PSE, whereas the effective rate of
assistance includes all policies contained in the PSE plus all policies that affect pur-
chased and primary inputs.

All of the aggregate support measures mentioned above are static indicators of
the level of protection provided by government policies (26, 27). The trade-distortion
equivalent, however, attempts to determine what market behavior would have been
in the absence of government programs. Measures of protection (like the PSE and
CSE), supply and demand elasticities, and domestic production and consumption
levels are used to derive the trade-distortion equivalent.

Measures of protection, including the trade-distortion equivalent, are always
based on a partial equilibrium framework, estimating the effects of government
policies given current levels of production, consumption, trade, and prices. These
measures can be used as a policy input into a simulation model of world agricultur-
al trade (86). The simulation model can identify the effects of policies on trade vol-
umes more accurately than a single-commodity trade-distortion equivalent because
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the model incorporates cross-commodity, cross-country effects that are not included
in trade-distortion equivalents.
Estimating .PSEs and CSEs

The PSE and CSE estimates derived by ERS cover a broad range of countries and
commodities. PSEs and CSEs are calculated for each commodity in a country using
local currencies. While each country has a set of policies peculiar to its agricultural
sector, using a standard framework to measure the effects of these policies permits
comparisons among countries and commodities.

ERS subsidy estimates measure six broad policy categories: market price support
(involving border measures and domestic pricing policies), direct income support,
input policies, marketing programs, policies affecting long-term production, and con-
trolled exchange rates. Table 25 gives examples of policies included in each catego-
ry. PSEs and CSEs sum subsidies from these programs by assuming that program
benefits are additive. ERS subsidy estimates apply to individual commodities with-
out including cross-commodity effects, such as the effect of price supports for grains
on livestock producers.

PSE and CSE components are derived in two ways: (1) by calculating the wedge
that a policy instrument drives between domestic and world prices and multiplying
the price wedge times total production (PSE) or total consumption (CSE), and (2) by
using government budget or financial information. Price wedges help derive esti-
mates for government policies that directly affect producer and/or consumer prices.
Government budget or financial data help estimate effects of policies on either the
producer or the consumer, but not both.

In rare cases, a tariff is the only government policy that directly affects market
prices. A tariff rate is treated like a price wedge in the PSE/CSE method. More
often countries use a mixture of administrated prices, border measures (tariffs,
quotas, variable levies, export subsidies, state trading) and, in some cases, stocking
or supply control programs to separate domestic prices from world prices. For exam-
ple, many governments intervene in the dairy sector through minimum price poli-
cies, at times accompanied by direct purchases, stocking, and supply controls. Such
countries must also restrict imports of dairy products by border measures such as
tariffs or quotas. If not restricted, imports will likely flow into that country in
search of the higher domestic price. Where policy instruments are functionally
linked, that is, when one is implemented to support the other, PSEs and CSEs esti-
mate the net effect by measuring the price wedge caused by the set of policies,
rather than attempting to isolate the effect of each policy instrument.

Another type of pricing policy used in some countries is a two-price system where-
by the domestic consumer price is set above or below the export price of the prod-
uct. Exports are sold at prevailing world prices. The price gap used to calculate ben-
efits from such programs is determined by comparing the supported domestic price
with the world price (export price) and applying the difference to the quantity of
domestic consumption. In a two-price system, the price wedge is not applied to all of
production because the policy acts only on a part of production (the quantity con-
sumed domestically).

Comparing domestic to world reference prices is a common technique used to esti-
mate market price support components of the PSE and CSE. Country-specific refer-
ence prices, not a single observed world price, are used in ERS calculations. A spe-
cific rather than a common reference price better represents differences in quality
and grades of the commodity produced in the country. The reference prices used in
the calculations are derived from observed world market prices, which, in turn in-
clude effects of government policy actions in agricultural and financial markets.
Almost all traded commodities are priced in U.S. dollars, no matter who buys or
sells the product. Thus, when the value of the dollar appreciates, the world refer-
ence price observed by countries other than the United States rises, and vice versa.
Countries supporting producer prices above world prices find that the price wedge is
narrower than it would have been under constant U.S. exchange rates unless their
agricultural policies are responsive to world prices. The price wedge would be larger
for countries that tax agricultural producers through price policies and border
measures.

PSE and CSE components for other agricultural programs are derived using gov-
ernment budget or financial data. Generally, producer direct income transfers from
commodity programs and direct consumer subsidies are reported by commodity in
government budget accounta-Yor example, when a country offers a production sub-
sidy by means of deficiency payments, treasury outlays will be increased to cover
the cost of the subsidy and reported in the budget by commodity. Government ac-
counts report some input subsidies on a commodity basis. In other cases, govern-
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ment budget or financial data show the aggregate amount given to a particular
function, such as research, marketing, or infrastructure development. In these cases,
the data are allocated across all commodities that receive support in proportion to
each commodity's share in the value of agricultural output.

Many countries have introduced supply control programs in recent years and it
has been suggested that these countries receive some credit in the PSE calculation
(thereby lowering the PSE) to reflect these programs. At present, PSEs do not in-
clude government outlays related to permanent or long-term resource retirement
programs because such programs presently remove resources from production. An
effective supply control program reduces production from what it would have been
in the absence of the program, therefore total government transfers are lower than
in the absence of the program. If a country's trade share is !arg6 enough to affect
world prices, a supply control program also will raise world prices higher than they
would have been in the absence of the program, thereby reducing price wedges used
in the PSE and CSE calculations. In this case, the observed production, consump-
tion, and price data used to calculate PSEs and CSEs would inclaide these effects of
supply controls; therefore they are not explicitly measured elsewhere in the PSE
calculation.
Uses and Interpretation of Subsidy Equivalents

By aggregating a variety of government policies into one parameter, subsidy
equivalents allow comparisons to be made of government support aci oss countries,
commodity markets, and types of policies that would otherwise be impossible. The
calculation and publication of PSEs and CSEs by ERS and the OECD has made the
extent of subsidies to agriculture more transparent to commodity groups, policymak-
ers, and the public.

PSEs and CSEs show the relative importance of government policy in different
countries and commodity markets in terms of its contribution to farmer revenues
and consumer costs. Subsidy equivalents help identify which forms of government
assistance are most important in individual countries or in specific commodity mar-
kets. When examined over time, subsidy equivalents indicate changing government
involvement in the agricultural sector.

PSE estimates are expressed in three ways: (1) the total value of transfers, derived
by summing the estimated value for each policy or group of policies; (2) the per unit
value of transfers, derived by dividing total transfers by total production; and (3) the
percent PSE, estimated as total transfers divided by adjusted producer income. The
CSE can be similarly expressed.

If information is available to calculate PSE/CSEs for enough countries and the
data are converted to a common currency, comparing total value of transfers across
countries gives a good idea of an individual country's contribution to global assist-
ance. The value of transfers can also be used to examine the effect of specific types
of intervention, such as marketing subsidies, on the total transfers for a country,
group of countries, or a particular commodity. Total policy transfers, however, do
not allow the ranking of intervention levels among different-sized countries. The per
unit estimates, expressed in a common currency, can show relative levels of inter-
vention for a particular commodity but do not provide a means of comparing sup-
port levels across commodities. The percent PSEs and CSEs often help make com-
parisons across countries or commodities.

The percent PSE relates total government support for a commodity to a specific
definition of producer income: production valued at market prices plus commodity-
specific direct income transfers. The denominator does not include all transfers
from government to producers. Noticeably missing are the effects of policies that
provide input support, marketing support, or research and extension services. If a
country provided a significant amount of support to farmer via these latter types of
programs, excluding the programs from the denominator would make that country's
percentage PSE larger, possibly greater than 100 percent. Second, in comparisons of
PSEs over time, a country that changed its policy support profile away from these
programs into price-distorting programs or direct payments could maintain the
same (or higher) support to farmers while still lowering its percentage PSE. Inter-
preting comparisons based on percent PSEs requires considering these issues.

The percent PSE shows the effect of government transfers on an income measure
that is a rough approximation of gross cash income from the commodity. The nu-
merator includes government programs that affect cash income and cash expenses
as well as outlays for programs, such as research, that may not have a one-to-one
relationship with gross cash income. The transfers measured by the PSE include
elements that affect both net and gross cash income but, without additional data,
cannot be used to analyze effects of government programs on farm financial well-
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being. For example, concluding that, if all government programs were removed,
farm incomes would decline by the value of transfers estimated by PSEs would be
erroneous. Farm income in the absence of government programs would depend on
the new levels of production, consumption, trade, and prices. PSEs simply measure
the value of government transfers under current policy and market conditions.

PSEs and CSEs alone do not reveal distributional effects of countries' policies. For
example, PSEs can indicate whether the grain sector receives more or less assist-
ance than the dairy sector. PSEs cannot show whether the transfers for grains are
received equally by all producers or if some grain producers receive proportionately
more of the transfers from a given program. PSEs also do not indicate whether the
grain farmers receiving the transfers are already wealthy or poor. Similar issues
arise in interpreting CSEs.

Subsidy equivalents are static measures based on prices, production, consumption,
and trade under current policy conditions. They do not indicate the effects of cur-
rent government policies on domestic and world markets. Two countries may have
the same PSE level and yet have very different effects on agricultural markets.

The trade effects of a country's policies may differ with the same PSE for three
reasons. First, different policy instruments produce different trade effects. For ex-
ample, deficiency payments stimulate production but do not have a direct effect on
consumption. Quotas, by raising both producer and consumer prices, reduce demand
and increase supply. A second reason is that producers and consumers in different
countries may respond differently to the same type of government intervention due
to technological factors, resource constraints, social and political factors, and
market characteristics. Finally, the impact of a country's policies on world markets
will depend on the country's trade share. The larger a country's share in world
trade, the more impact that country's policies will have on world markets.

PSEs and CSEs also do not show the effects on world markets of removing govern-
ment programs. Estimating effects of liberalizing agricultural trade by removing
government support requires multi-commodity, multi-country trade models. The
OECD, the World Bank, and ERS have developed several such models (31, 47, 36).
The policy structure in these models relies on subsidy equivalents or some other ag-
gregate measure. This measure is then removed, shocking the model from the ob-
served equilibrium situation.
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MOTION PICTURE ASSOCIATION OF AMERICA, INC.

[NEWS RELEASE]

MPEAA DOCUMENTS BETWEEN $886 MILLION AND $987 MILLION IN LOSSES OVERSEAS DUE
TO TRADE CONSTRAINTS

New York, NY, March 23, 1989-The Motion Picture Export Association of Amer-
ica (MPEAA) submitted an 87-page report to the United States Trade Representa-
tive today, which lists a broad array of trade barriers and market restrictions that
confront international distribution of American movies. These market and trade
barriers, along with lack of copyright protection in certain nations, contribute to an
annual loss of as much as $987 million annually to the MPEAA's member compa-
nies-eight major Hollywood studios.

A range of detailed loss estimates are reported for many countries. Of those esti-
mates reported, the losses range between $886-$987 million annually. It is believed
actual losses exceed $1 billion, since loss estimates were not available for every
country.

"Most market barriers are supposedly designed to promote the local film indus-
try," explained MPEAA Chairman Jack Valenti, "but history has proven that to be
an illusion. Market barriers harm the very people they claim to help. Nations that
do not afford adequate intellectual property protection cannot guarantee their own
filmmakers any measure of success in guarding against theft of their own products.
Other types of market barriers, such as screen quotas and service restrictions often
weaken the local business, which in turn shrinks the demand for films and short
changes local tax collectors from revenue. The local film industry is the loser."

The MPEAA's report has detailed entries for 58 countries from Algeria to North
and South Yemen as well as summaries for the European Community (EC) and re-
gions such as the Caribbean and Central America. The MPEAA estimates the
annual contribution of the motion picture industry to the U.S. economy at almost $4
billion. The industry contributes positively to the U.S. balance of trade by bringing
into the country $2.53 billion.

The report discusses a variety of trade barriers in overseas markets, many of
which target only imported product. The most common categories of trade barriers
include:

Import and distribution quotas, which include such market mechanisms as screen
or broadcast quotas that ret limits on the amount of foreign product which can be
shown and exists in countries such as Burma, Colombia, India and Indonesia.

Lack of adequate and effective copyright protection and treaty relations, which
serves to open a market to widespread piracy. Examples include: Gre ze, Korea,
Taiwan, Turkey and many countries in the Caribbean and Latin America.

Service barriers, which refer to controls placed on film distributors in terms of dic-
tating what services they must employ. For example, local enterprises such as film
duplicating or dubbing facilities may be specified with the intent of generating busi-
ness for local enterprises. These barriers often force filmmakers into distributing
their products through third parties, or force them to use over-priced services that
can negate any commercial advantage in doing business in that market. Examples
of where service barriers exist, include: Argentina, Brazil, Korea, Indonesia and
Mexico.

Subsidies, which may include tax rebates, cash awards, government loans or out-
right government grants to local filmmakers. These benefits are often shouldered by
foreign filmmakers, who in some cases are denied access to this very pool of funds
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they supply. Examples of countries with subsidy programs include: Australia, Egypt,
Italy and India.

A recent market mechanism developed as an unfair burden to American film-
makers overseas involves video levies, which are fees put on blank tapes and some-
times VCRs to compensate copyright owners for home taping of their products. Un-
fortunately, in many cases these monies are siphoned off by governments-mostly
in Europe-for special projects and-otherwise redistributed at the expense of Ameri-
can producers who should be entitled to a share of these payments. Austria, France
and West Germany are examples of countries with video levies.

Piracy is the number one problem facing American film distribution overseas. It
is typically the result of weak or ineffective copyright laws and treaties. Last year,
the USTR announced in a major study on foreign protection of intellectual property
rights that U.S. industries suffered losses of between $43-$61 billion annually be-
cause of copyright, patent and trademark infringement. Overseas film, video, cable
and satellite piracy alone account for approximately $740 million in lost revenues.

The next most common trade barrier facing American motion pictures is the
screen quota. Fifteen countries maintain some type of screen quota with some coun-
tries using several types of screen quotas.

Among those countries, which present some of the worst trade barriers to the
American film industry are: Brazil, Colombia, India, Indonesia and Taiwan. Coun-
tries with particularly difficult piracy problems include: Cyprus, Egypt, Korea, the
Philippines, Sri Lanka, and Turkey.

In Indonesia, for example, the government has refused to permit the opening of
distribution offices by foreigners, which prevents MPEAA member companies from
directly entering the theatrical market and developing the home video market. An
array of taxes, duties and fees also impede business development and, an outright
ban on feature films for television further curtails market entry.

In Korea, one of the harshest screen quotas exist and local film distributors have
historically enjoyed a statutory monopoly on the importation and distribution of all
foreign films. The MPEAA has twice filed complaints under Section 301 of the
Trade Act against Korea for these kinds of practices and some changes are under-
way. The law against direct distribution of films by U.S. companies has been re-
scinded, but local distributors have attempted to block foreign access through means
of intimidation and vandalism. A new copyright law was adopted in 1987, but en-
forcement has been lax or nonexistent and the Korean video market is currently
plagued with a 40-60% piracy level. In terms of American movie titles, the home
video market is as much as 90% pirated. MPEAA member company losses due to
piracy in Korea are estimated at between $10-$20 million.

"The American film industry does not want nor seek protectionist legislation in
the U.S. to retaliate against these inequities," said Valenti. "All we ask is to be
treated fairly, to be able to compete in foreign countries free from discriminatory or
burdensome trade restrictions."

This is the fifth year the MPEAA has provided a report to the United States
Trade Representative on international trade restrictions facing its member compa-
nies overseas.

"By describing and pinpointing trade barriers worldwide," said Valenti, "the
MPEAA lets the U.S. government know about these painful restrictions. Policy
makers now have full information about foreign practices harmful to U.S. business,
which helps our government shape American trade policy."

The MPEAA's member companies include: Buena Vista Pictures Distribution,
Inc.; Columbia Pictures Entertainment, Inc.; MGM/UA Communications Co.; Orion
Pictures Corporation; Paramount Pictures Corporation, Twentieth Century Fox
International Corp.; Universal International Films, Inc., and Warner Bros. Interna-
tional, Division of Warner Bros. Inc.
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News Release For furtli Lnlormation contact:
Decor of Communacotons

FOR IMMEDIATE RELEASE (609) 799880

SHEET METAL WORKERS' NATIONAL PENSION FUND
ENTERS AGREEMENT WITH CHRONAR CORP.

FOR A $13 MILLION SEMI-AUTOMATED
AMORPHOUS SILICON PHOTOVOLTAIC MANUFACTURING PLANT

Princeton, N.J., January 7, 1988 -- Chronar Corp. (NASDAQ:CRNR)
today announced that it has entered into definitive agreements with
the Sheet Metal Workers' National Pension Fund to establish a $13
million 10-megawatt semi-automated photovoltaic panel manufacturing
plant. Photovoltaic (PV) panels are solar devices that convert light
energy directly into electricity.

Pursuant to the agreements, the Company has received a down
payment of $3.5 million from the Pension Fund. The balance of $9.5
million will be paid to Chronar in several installments.

The-Pension Fund will lease or acquire a suitable site which
Chronar is responsible for identifying. In addition to the $13
million turnkey package, it is anticipated that the project will
require up to an additional $6 million in financing for general
working capital purposes. Chronar is responsible for obtaining these
funds, which will be secured by the Pension Fund's pledge of the
equipment.

Chronar will manage the fa:ility and market its products pursuant
to a 10-year management and services agreement. This agreement
provides that Chronar will receive an annual $150,000 management fee
payable from positive cash flow and reimbursement of its management
expenses payable from revenues and working capital financing. As owner
of the plant, the Pension Fund will receive a priority amount of the
venture's net income. After this, amount, the venture and Chronar will
evenly divide remaining net income. Chronar will receive its usual
5% technology royalty as part of its share of profits. Chronar has
agreed that the plant will commence operation not later than April
1989, and will run on not less than a one-shift basis throughout the
term of the agreement.

Chronar is now in the final stages of selecting a site for the
plant and is in discussions with various states and municipalities to
determine a suitable location. Further, Chronar, with the Pension
Fund's support, is seeking participation in the project by an electric
utility. Chronar expects to complete site selection and the choice of
a possible utility partner by March 1983.

This is the first of a new generation of semi-automated PV panel
manufacturing plants designated by the Company as "Eureka" plants.

-MORE-
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Pursuant to a separate agreement, the Pension Fund will receive a
payment from Chronar of 6% of the proceeds of each sale to third
parties of subsequent Eureka plants or interest therein and 6% of the
cost allocatable to Chronar's interest in each Chronar-owned or
affiliated Eureka facility. The Pension Fund, or its designees, have
agreed to perform certain consulting services in exchange for these
fees. Further, the Pension Fund will be entitled but not obligated to
purchase each fully automated flow line plant to be located in the
United States or Canada or up to 50% of Chronar's equity in each flow
line plant sold to a third party or constructed for its own use for a
period of five years from the time of the first such sale. In the
event that the Pension Fund does purchase a future flow line plant,
Chronar will accept as part payment the Eureka equipment at its then
depreciated book value.

The first Eureka facility will have a 10-megawatt capacity, sight
times as large as any other of Chronar's existing amorphous silicon PV
plants. The Company believes that direct manufacturing costs of the
Eureka facility will be substantially lower than at its existing batch
plants, which Chronar believes already have the lowest production
costs of any PV manufacturer. The plant will be larger then any other
amorphous silicon PV manufacturing facility existing today.

Upon full operation, the plant is expected to have the capacity
to produce about 2 million square feet of PV panels. It is expected
that most of the output of the facility -- panels 2.5 feet by 5 feet
in size, a larger size than at the other Chronar facilities -- will be
used for power generation by electric utilities, for industrial
applications and for power projects in developing countries. It is
anticipated that members of the Sheet Metal Workers International
Association will be active in installing the panels in some of these
applications.

Chronar also announced that its French affiliate, Chronar France,
has suspended negotiations to acquire an additional 30% interest in
Photowatt S.A. pending a reconsideration of the original acquisition
by Chronar France of a controlling 56% interest in Photowatt in July
1987.

Chronar is the largest U.S. manufacturer of amorphous silicon PV
panels, and together with its subsidiaries and affiliates is currently
operating one-megawatt batch plants in Port Jervis, New York; South
Wales, United Kingdom; and Lens, France. A new batch plant in
Birmingham, Alabama, which Chronar manages has recently commenced
preliminary operations, a batch plant in Harbin, Peoples Republic of
China is nearing completion, and the Company has commenced shipment of
equipment for a new batch plant in Split, Yugoslavia. Another one
megawatt batch plant proposed for Shenzhen, China (near Hong Kong) is
still subject to financing and government approval, both of which have
been delayed. Upon full operation of the five batch plants now
operating or nearing completion, Chronar will have annual PV capacity
of approximately six megawatts.

-END-
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News Release Di-edor ol Cornmunlcaton

FOR IMMEDIATE RELEASE

CHRONAR CORP. SIGNS AGREEMENT IN PRINCIPLE
FOR JOINT VENTURE WITH

UNITS OF PACIFIC G&E AND BECHTEL

Princeton, N.J., June 2, 1988 -- Chronar Corp.
(NASDAQ:CRNR), the largest U.S. manufacturer of amorphous silicon
photovoltaic solar panels, today announced that it has executed
an agreement in principle under which two additional parties
will participate with Chronar and a subsidiary of the Sheet Metal
Workers' International Association's (AFL-CIO) National Pension
Fund in a previously announced plan to build and operate an
advanced photovoltaic manufacturing facility. The proposed
partners are PG&E Enterprises, which is a wholly owned subsidiary
of Pacific Gas and Electric Company, and Bechtel Development
Company.

In the agreement, PG&E Enterprises and Bechtel Development
(Bechtel) propose to form a joint venture company with Chronar
and the pension fund's subsidiary to be known as the Chronar
Photovoltaic Company of California. The purpose will be to
build, own and operate a 10 megawatt-capacity panel production
plant using Chronar's new semi-automated "Eureka" manufacturing
process to produce larger-size photovoltaic panels. Photovoltaic
panels convert light directly into electricity.

The agreement contemplates that the venture would be
capitalized at $22 million, with $11 million in equity. PG&E
Enterprises would invest $3 million, Chronar and Bechtel would
invest approximately $500,000 each, and the union pension fund --
possibly with another party agreeable to all partners -- is
expected to invest the remaining $7 iaillion. The remainder of
the capital is to be in non-recourse debt of the joint venture
that is expected to be arranged for by the partners.

The union pension fund, which had already agreed to buy from
Chronar for $13 million the equipment and technology necessary
for the plant, is expected to transfer its rights in the
equipment and technology to the joint venture for the original
purchase-price of $13 million.

-MORE-

(HROk R(RPiLfTL1 -IH



66

Bechtel National, Inc., under the agreement, is to be the
project manager and prime contractor for the construction of the
new facility, which is to be in Pacific Gas & Electric's service
area in northern California. Bechtel Development Company and
Bechtel National, Inc. are both units of Bechtel Group, Inc.

Chronar will operate the facility and market its output for
resale worldwide under a technology, management and services
agreement. PG&E Enterprises may also buy some of the output.

Chronar as part of the agreement is to grant to PG&E
Enterprises and Bechtel certain rights to participate in the
equity and construction roles of future Chronar manufacturing
ventures and power generation projects, primarily in North
America. Chronar in turn is to enjoy certain rights to supply
manufacturing equipment, products and photovoltaic panels for
future projects of PG&E Enterprises and Bechtel and may grant
licenses to those parties.

The agreement is subject to continuing due diligence by PG&E
Enterprises and Bechtel, to the consent of the union pension
fund, which was not a signatory to the agreement in principle,
and to execution of definitive agreements.

In d separate agreement, Chronar has granted PG&E
Enturpriaes the right to purchase up to 250,000 restricted shares
of Chronar's common stock at $7.30 per share until July 31, 1988.
Each share would carry a 10-year warrant to purchase six-tenths
of a share of Chronar common stock with an exercise price of
$9.50 per share. Should PG&E Enterprises in fact acquire and
continue to hold 250,000 shares or wore of Chronar's common
stock, Chronar has agreed to nominate one PG&E Enterprises
representative to Chronar's Board of Directors.

Dr. Zoltan J. Kiss, chairman and chief executive officer of
Chronar, said: "This proposed joint venture of PG&E Enterprises,
Bechtel, the Sheet Metal Workers' National Pension Fund and
Chronar is a milestone in the evolution of the photovoltaic
industry. Bechtel's worldwide engineering expertise and PG&E
Enterprises' status in the United States electric utility
industry will be a most helpful factor in the introduction of
photovoltaics in the power industry. We at Chronar are gratified
by the endorsement of our technology by these leaders in the
energy industry."

-MORE-
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This is the first joint venture to emerge under a Meiorandum
of Understanding signed between PG&E and Bechtel for cooperation
in the development of solar energy opportunities. The companies
will work with solar equipment manufacturers, developers and
other utilities to develop technology, and to identify and
implement opportunities to construct, manage, own and operate
solar power generation plants.

PG&E and Bechtel are currently designing and conistructing
the PVUSA (Photovoltaics for Utility Scale Applications) project
in Davis, California, and are exploring commercialization
approaches for new solar central receiver toahrtology with other
utilities. The two companies see the agreement with Chronar as a
logical step beyond their cooperation on PVUSA and the Central
Receiver St'idy.

Edward J. Carlough, chairman of the Board of Trustees of the
Sheet Metal Workers' International Association's (AFL-CIO)
National Pension Fund, said, "I am delighted to have PG&E
Enterprises and Bechtel join this venture. Their expertise and
their confidence in Chronar's management and technology will be
most valuable to making this 21st century technology a 20th
century reality."

Mason Willrich, president and chief executive officer of
PG&E Enterprises, said: "We are looking forward to working with
Chronar on this innovative project to manufacture solar
photovoltaic panels in California. We believe that photovoltaics
are competitive now in the growing market for consumer products
and may be competitive in the future for power generation
applications."

Chronar Corp. is a leader in the research, development and
commercial production of amorphous silicon photovoltaic panels
that convert light directly into electricity. The company
develops and sells photovoltaic-panel production equipment and
photovoltaic-powered consumer and industrial products, and
develops and markets electricity-generating power stations using
photovoltaic panels.

-END-
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Nemv eleaseFor further Laf ormation contact:.News Release
(609) 799-8800

FOR IMMEDIATE RELEASE

PG&E ENTERPRISES
PURCHASES STAKE IN CHRONAR CORP.

Princeton, New Jersey, August 3, 1988 -- Chronar Corp.
(NASDAQ:CRNR) today announced that PG&E Enterprises (PG&EE), a
wholly-owned subsidiary of Pacific Gas & Electric Company (PCG),
has purchased 250,000 shares of no par common stock of Chronar
Corp. for $1,825,000. The private placement was made pursuant to
a right to purchase granted to PG&EE as part of a contemplated
Joint venture between Chronar and PG&EE and others to build and
operate an advanced ten megawatt photovoltaic manufacturing
facility in Northern California,. The parties are presently
finalizing site selection and n~gotia ting definitive joint
venture agreements which are expected to be concluded later this
year. The facility is expected to commence operations in late
1989 or early 1990.

The stock purchase includes a ten year common stock purchase
warrant for 150,000 shares at $9.50 per share. PG&EE has a right
to nominate a representative to Chronar's Board of Directors and
has designated Mason Willrich, the Chief Executive Officer of
PG&EE and an Executive vice President of Pacific Gas & El,,ctric
Company to join Chronar's Board of Directors. As a result of the
purchase of shares by PG&EE, Chronar now has approximately
11,000,000 shares outstanding.

Chronar is a leader in the research, development and
commercial production of amorphous silicon photovoltaic panels
that convert light directly into electricity. The company
develops and sells photovoltaic-panel production equipment and
photovoltaic-powered consumer and industrial products, and
develops and markets electricity-generating power stations using
photovoltaic panels.

-End-
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News Release
Duector of Communica4ons
(609) 799-68

FOR IMMEDIATE RELEASE

CHRONAR TO SELL UP TO $22 MILLION PRIVATE PLACEMENT OF STOCK
TO NATIONAL ELECTRICAL CONTRACTORS PENSION FUND

Princeton, N.J.-August 18, 1988-Chronar Corp. (NASDAQ:
CRNR) the largest U.S. manufacturer of amorphous silicon
photovoltaic solar panels, today announced that it has signed a
letter of intent with The National Electrical Contractors
Association Pension Benefit Trust Fund for a private placement of
its common stock.

Chronar has agreed to sell the fund 1,428,572 of its no par
common stock at $7.00 per share on or about September 30, 1988,
but in no event later than October 14, 1988. The transaction is
subject to completion of the fund's due diligence and execution
of definitive agreements, which are expected before the end of
September. Chronar presently has approximately 11 million common
shares outstanding.

The total proceeds to Chronar from this private stock
placement will be $10 million. The fund will not participate in
a proposed 10 percent stock dividend, which has a declared
shareholder record date of September 2, 1988, and is to be paid
on October 3, 1988. The stock dividend is subject to shareholder
approval of an increase in the authorized number of shares of
common stock of the company, at a special meting of shareholders
which has been called for September 30, 1988.

For each share purchased by the fund, the fund will also
receive a warrant entitling it to purchase an additional share of
Chronar's common stock at a price of $10 per share. Such
warrants will be exercisable for a period of 10 years with an
early forced exercise should the market price of Chronar's common
stock reach $30 per share.

The fund will, upon completion of the initial investment,
have the right to purchase, at a price per hare equal to 85
percent of the market price, up to $12 million of additional
common stock. The purchase may be made in up to three
installments on November 30, 1988, January 31, 1989, and March
31, 1989. The market price will be the average price for 20
trading sessions preceding the relevant purchase date. For each
share purchased by the fund at the time, the fund will receive
six-tenths of a warrant, each full warrant entitling it to
purchase an additional share of Chronar's common stock at a price
equal to 130 percent of the relevant purchase prirc. The
warrants will have a term of ten years with an early forced
exercise should Chronar's common stock achieve a market value
equal to three times the exercise price of the warrant.

-More-
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Once the fund has has made its initial investment by
purchasing at least the initial 1,428,572 shares, it may make an
equity or debt investment in any of Chronar's future
manufacturing or power station projects in the United States. To
the extent the investments are made prior to December 31, 1990,
the fund will be entitled to purchase additional shares of
Chronar's common stock. The fund is expected to be granted the
option of investing in the company's Eureka project, presently
planned with PG&E Enterprises, Bechtel Development Corp., and a
subsidiary of the Sheet Metal Workers' National Pension Fund,
on terms as favorable as those presented to other investors in
Eureka.

As long as the fund holds at least one million shares of
Chronar's common Stock, the fund will have the right to nominate
two persons to serve on the company's board of directors, one of
whom will also serve on its executive committee.

Jack Moore, the Secretary of the fund, stated "Our
investment in Chronar goes far beyond being simply a good
financial decision. It is an investment in an Industry segment
which we believe will become a source of future employment for
our members in a dynamic sector of the energy industry."

Zoltan Kiss, chairman of Chronar, said, "The investment in
our company by the Electrical Contractors Association Pension
Fund expands CbIronar's opportunities and brings us a level of
expertise that will help spur our growth and market share as a
truly viable alternate energy producer. This fund now joins the
Sheet Metal Workers National Pension Fund in a commitment by
labor to reindustrialize America by supporting an important new
technology here at home."

Chronar is a leader in the research, development and
commercial production of amorphous silicon photovoltaic panels,
which convert light directly into electricity. The company
develops and sells photovoltaic-powered consumer and industrial
products, and develops and markets electricity-generating
stations using photovoltaic panels.

-End-
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News Release For turthiDirector of Comrmundiore
(609) 799-8800

FOR IKQEDIATF RELEASE

CHRONAR CORP., UNIT OF SEAWEST POWER SYSTEMS, INC.
TO JOINTLY DEVELOP ESTIMATED $125-MILLION,

50-MEGAWATT PHOTOVOLTAIC POWER STATION

Princetoi, N.J., September 8, 1988 -- Chronar Corp.
(NASDAQ:CRNR), the largest U.S. manufacturer of amorphous silicon
photovoltaic (PV) solar panels, today announced the signing of an
agreement with SeaWest Industries, Inc., a wholly owned
subsidiary of SeaWest Power Systems, of San Diego, for the joint
development of a 50-uegawatt photovoltaic power station.

When developed, the PV power station is expected to be seven
times larger than any already existing PV power station, and is
expected to generate competitively pri ced peaking electricity.

The power station, which will be located in the Lancaster-
Palmdale area of California, will sell electricity to Southern
California Edison Company pursuant to existing Standard Offer No.
4 power purchase agreements. Such agreements pay favorable rates
to suppliers of electricity that use specified renewable energy
sources.

The successful development of the project will depend on the
availability of construction and project financing on favorable
terms and the completion of other development steps and
regulatory matters. The project will be constructed after
specific sales transactions are negotiated with and financing
commitments are obtained by third party investors. The project
may be constructed as several units depending upon how the sales
transactions are ultimately structured. Chronar anticipates that
certain of its present investors and partners may participate as
third-party investors in the project. The ability of Chronar and
SeaWest to attract such investors may be dependent on the
continued availability of tax benefits, sole of which are now
scheduled to expire at the end of 1988.

Chronar anticipates selling the completed photovoltaic power
station to third party investors at an estimated installed price
of $2,500 per kilowatt of capacity, or $125 million for the
entire 50-megawatt development. The actual installed price of
any portion of the project will be affected by then-existing tax
laws, interest rites, negotiations with investors and lenders,
and other considerations. Construction of the project is
expected to begin in late '989 and to be completed in 1992.

The project will use V modules to be manufactured at
Chronar's recently announced 10-megawatt-per-year manufacturing
facility to be built in California. To supply additional modules
for this project, Chronar anticipates building additional 10-
megawatt-capacity manufacturing plants.

-More-
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The agreement between Chronar and SoaWest provides for a
sharing of the responsibilities, benefits and risks of developing
the power station. To make development of the project possible,
Chronar has agreed to expend $1.61 million over the next nine
months for site acquisition, preparation and other development
expenses.

Dr. Zoltan Kiss, chairman and chief executive officer of
Chronar, said: "The development of this 50-megawatt PV power
station will be by far the single most important event in the
history of the photovoltaic industry. It will conclusively
demonstrate the viability of photovoltaic as a reliable, cost
effective, safe and clean source of electricity." He noted that
"the broad development of solar energy is necessary to combat the
adverse environmental considerations of burning fossil fuels,
such as the greenhouse effect and acid rain". Dr. Kiss also said
that "the company will continue to aggressively pursue additional
manufacturing capacity and PV power station opportunities in the
United States and abroad."

SeaWest is the third-largest developer of wind farms, with
the highest capacity factor in 1985, 1986 and 1987 among the 10
largest developers of wind turbine generators, according to the
falifornia Energy Commission. To date, it has successfully
developed 22 projects with an installed capacity of 160
megawatts, requiring over $200 million in capital. SeaWest,
which has been in the development business for seven years, has
extensive experience in preparing renewable energy sites for
development. SeaWest and Chronar will work closely together on
the various aspects of the PV power station project.

Charles Davenport, chairman and chief executive officer of
SeaWest, said: "Photovoltaica is a promising new energy source
with widespread domestic and international applications. SeaWest
views this joint development of 50 megawatts as a major event in
the realization of cost-effective photovoltaic grid electricity
production through mass production and installation."

Kr. Davenport also added: "SeaWest's expansion into
photovoltaic is a natural development into a compatible
technology, with similar financial and marketing structure.
SeaWest's expansion into photovoltaic is part of a plan to
develop integrated renewable energy power systems such as wind,
photovoltaic and hydroelectricity for utility grid
Interconnect on."

Chronar is a leader in the research, development and
commercial production of amorphous silicon photovoltaic panels,
which convert light directly into electricity. Chronar develops
and sells photovoltaic powered consumer and industrial products,
and develops and markets electricity-generating stations using
photovolta c panels.

-End-
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News Release For further Lakormatioe coakict

Dtedor of Comukxtoon
(6(K) 799-8800

FOR IMMEDIATE RELEASE

SHAREHOLDERS APPROVE INCREASE IN AUTHORIZED CAPITAL
10% STOCK DIVIDEND TO BE PAID OCTOBER 3, 1988

Princeton, N.J. -- September 30, 1988 -- Chronar Corp.
(NASDAQ:CRNR) the largest U.S. manufacturer of amorphous silicon
hotovoltaic solar panels today announced that its shareholders
ad approved an increase in authorized capital from 20,000 000 to

40,000,000 shares of no par common stock at a special meeting of
shareholders held at the Company's International Headquarters
this afternoon. As a result of the authorization, a 10% stock
dividend previously declared but conditioned on the increase in
share capital will become effective and will be paid to all
holders of record as of September 2, 1988 on October 3, 1988.
Fractional shares will be paid in cash at the rate of $10.44 per
full share.

Chronar is a leader in the research, development and
commercial production of amorphous silicon photovoltaic panels,
which convert light directly into electricity. The company
develops and sells photovoltaic-powered consumer and incustrial
products, and develops and markets olectricity-generating
stations using photovoltaic panels.

-END-
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CHRENRR
GLOSSARY OF TERMS

Photovoltaics

*Soiarphotovoltaic technology - A technology whereby sunlight is converted directly into electricity by
means of solar cells. The conversion of solar energy into electricty distinguishes photovoltaic (PVs) from
other solar technologies, such as solar thermal. biomns, ocean thermal and wind energy.

* Photovotfaic ce# - A device which converts sunlight into electricity by absorbing photons into one or
more layers of semiconducting mateal causing electrically charged particles to flow as an electical
current.

e PV ponel - A number of interconnected PV cells. These cells can be connected in sees or in parallel
depending on the desired current and voltage, The PV panel is the basic building block in designing PV
systems for most applications

* PV array - An arrangement of interconnected solar panels,

" PVsystem -An integrated set of components designed to convert sunlight into electricity and consisting
of photovoltaic arrays (if A.C. is required). Such a PV system has to be *sized' to the particular application/
load (water pumping, microwave relays, refrigeration, etc ),

. Semiconducring thin films- Thin layers, generally on the order of t micron thick (1 micron equals 1 millonth
of a meter) of a semiconducting material such as calcum sulfide, amorphous silicon or germanium. These
films. which actively convert sunlight into electricity, form part of a photovoltaic cell. Use of This material
bypasses the costly steps of growing single crystal ingots (of silicon, for example) and sawing them into
wafers Depending on the material, thin films may be produced in different ways. such as spray coating.
glow discharge deposition, thermal evaporation or chemical vapor deposition.

eS,icon - A chemical element which is semi-metallic in nature, dark gray in color, an excellent semicon-
ductor material and a common constituent of sand and quartz

sMmorphous - The condition of a solid in which the atoms are not arranged in an orderly pattern as
compared to a crystalline condition.

@ Watt hour - The amount of energy utilized to generate 1 watt of electricity for an hour

*Kilowatt hour (kWh) - 1 .000 Watt hours.

*Peak watt (Wp) -The unit used to quantify the electricity produced by a photovoltaic aevice. defined
as the maximum electrical output at peak solar intensity, specifically noontime on a clear day,

*Efficiency- The extent to which a photovoltaic device can convert sunlight in to electricity, defined as
the electncty generated by the device divided by the amount of sunlight falling upon it The number
obtained is expressed as a percentage. Semiconducting materials vary with respect to the amount of solar
radiation and what region of the solar spectrum they can absorb.

CHRONAR CORP, PO BOX 177
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Ry JOHN m$cHAPoSoN
Home News business winter

For many investors, +Chronar
Corp. is involved in a high-risk in-
dustry headed down a blind alley
But the West Wini'oor-based corn-
pan-, which develops technology to
turf sunlight i'ito electricty, is
about to turn the corner, and some
erperts feel Chronar's future is
bniht indeed

Persistence has guided the coin-
pan i through 12 years o1 net losses.
and Chrorsar hopes its patience will
soon pay od

The company is on the verge of
prod cng electricity cheaply
enough to compete with the oil coal
and nudest industries, through a
yet-to-be buIdt automated manufac-
turing plant, officials saidBecom-
ing competitive has been the maor
obstacle for the high-tech, low-pro-
file industry, and the small number
o analysts who follow Chronar feel
the company's name may eventual-
ly become as famiiar as Exxon or
Public Service Electric & Gas.

"This is going to be the world's
largest industry in the nest dec-
ade." said Dr Zoltan J. Kiss, the
founder and cho exeuj-s o(
Chronar But, he said, "the tremn-
dous growth potertil has not yet
been recognized on Wall Stroet

The photovoltaic industry, he
sail, will control a l1 trillion market
at tUe turn o the century, compet-
ing head-to-head with the moet
powerful traditional energy produc-
er There are now five US photo-
vol luc manufacturers with sales to-
tali $3.0000 milion, accordLng to
industry figures.

, By the early 1990s. it will be
clear that photovollaics wil be seen
as a more cost effective method 01
generating electricity than eihr
nuclear, coal or fossil fuels," said
Ks

Industry experts and investment
analysts agree about the approach-
tig crossroads and the long-lrm
potential o photnvolaics a Lech-
noiogy which depends on a source
that will. long outlast other fuel
reserves And, although the compa-
n- has never tined a proft for
nore than one consecutive quarter.
they s"d Chrona is in a strong po-
stion to lead the way,

Chronu now operates five manu-
facturig plants around the world.
turmng out a panels that con-
t the p6 4ta cells, and
three more are in the planning
stage. Kiss said. The company also
operates a generating plant in Ala-
bama. which provides power to the
Alabama Power Co. during peak de-
mand periods.

200 local workers
The company employs more than

0 s orders worldwide and about
2o0 at its headquarters in West
Wmndsor.

And Chronar is recognized as the
leader in developing a cost-effective
technology, even ahead of Japanese
companies which hawe directed
their resoeurr toward smaller
scale uses Ike clculWo experts
said'They stm to be on the leading
edge of the techolo," said Rus-
sell E. Miller, an Urvestmet ara-
lyst with Ale Brown & Son in Bats-
more, But the techology is not yet
ready to compete with other energy
sources for sha e in the utilities
market. he said "rMt's Chrocas's
big challenge - to develop the
mrcrt for the (solaito-eectric)
cells they're manufacturing"

The company began maketing
consumer and industrial poducts
that operated on photovoltaic prin-
ciples in 19586 to create a market
and provide revenues Its most pop-
ular consumer product a 'walk
light" that generates electricity,
storing it dunng the day and light-
ing sidewalks and dirveways at
ught. sells for about 0

The consumer and industrial
product sales .iLl help Chronar
achieve a net income for 1981, Kiss
said Chronar. iloch is traded by
the National Association o Securi-
ties Dealers Quotation system
(NASDQ). has repArted annual net
losses eacr year since going public
in t981 Chrosar reported its larg-
est loss. $6 88 million, in 1956, and
1987 figures have not yet been re-
leased.

The company's fadure to deliver
net earnings - despite several
such predicuom - has been cited
by analysts as one reason its stock
pesforns below the market. Chro-
nar stoct peaked at $25 dollars and
bottomed at $1 in its 7 years on the
market Since the Oct. 19 crash,
Chronar stock has fluctuated
around $6, closing Friday at 1625.

While Chronar is clearly a leader
in terms o technology (or large
scale electricity production, some
investors worry it may never cash

in,
I think that people will look back

and say Chronar did a good jotb and
got the industry off the ground,"
Smith said "But they ought say
that it's another example o the bril-
hant scientists that, even though he
had a good idea, wasn't able to
make a lot 01 money with it"

But Srith also expects a profita-
ble 1988 for Chronair, wich can

its prodicta are marteted correct-
ly, be aid.

The company expects its new
product lines to provide net ear-
ings, but the products are only a
means to an end. Kiss said.

The more important break.
through, for Chronar and for the in-
dustry, is the companies planned
automated manufocturing plam
that will turn out photovoltaic pan-
els at a coat low enough to compete
with traditional energy so-n,

ChOoar announced last month
that the Sheet Metal Workes Na-
tional PeRnsw Rin would help
finance the 20 million plant, which
in scheduled to open by April, 1983
at siteyet t be announced

The plant will help Kiss meet hLs
umate o4ective.

"Ou long term goal remains
what it ws, to reduce the cost o
photovoltaic panels to the poi
when it can compete in a cost e0.
fective nn~ter with fossil fuels -
oil and oal - and nuclear," he

Iss' focus has taken the conm-
ny from his garage to a position as
pehp world lead phitOVDIit&-
c tLechology.

The Hungarian t 'found-
ed Chronar in 197- be "s o
applcation 01 photos "Le technol-
ogy was in the U S ,ace pograns.
Xis, who studied physics in Tocon-
to and Englaud, worked with laser
and early photovoltaic technology
at RCA Laborstories in East Wid-
nor.

Clironar was essential a re-
search operation until it built its
Port Jervis, NY. plant in 1384, and
the company did not market prod-
ucts until 1SM. But Chronar has
suaived - despite cuts in federal
research founding since 1981 nd
dwindling publc support since the
energy crises o the 1970s - by
macteting its technology as wel as
its products.

1The company has sold each o( its
manufacturing plants, wile retain-
ing sme equity, to produce in-
coma Chror also arranged to
manage the facilities for a fe, and
it buys back the panels to sell again
or use for its products.

By creating its own market. Kiss
and Chronac have been able to per-
severe in their quest for large scale
electricity production a go that
soon my be wiL:1in reach. "That
the ultimate area," said Kis.
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Sheet Metal Pension Fund Sets
Example for Innovation

i en th h the ration 4 pensm4 funds
r1 lost a bundle in I he market on OL 19.

mlk Monday. nearly 12 trillion is
S lt in rrwrnei for money managers to
hindlh. and they coni up daily wiah ideas

j/r. investing those vast sums
p.4 heprimary goal moatt be In manipulate

ke money no Ai will increase and thereby
help ensure penots for retire" But little
settenton as 4 to whale should be an
Important aicorrikry goal using the money

:in ways that will beUer serve wmkers who
.we covered by the penswo planss but who

we stilt on 1~W however. a k of Ote nearly A1lW000
IVt an, a pubic" penson programs are

fan by people with rmsigiatve ,ugco t a
C'v n lway to do mort for workers than
sampy liriresaf the hoge mreseur

Am" Ub lmoat innovatve ideas in the
countryt bend eiqed for theSt I-bhl-
ion Sheet iaa Worker, National Penaion

to the penalon faund are creatig ON
for shif mali walaml by de"rop ing
whys to. Waw Other tngs. Incse tim
use of slar enegy and hd safe me d hto
remove life-tlrastentnls aebto from
homes schools and office btaldisw

F'or example. penmon resers hve been
ted to buy abwu 30% of Clbrw Corp.
based near PrInceton, N J. Chronar as
buIlding what Carklogh say. wilt be the
wart.largast 'amorphous s icon photo-
voltak" manufacturing plant

ihe fund will own the plant that Chronar
will mssagne and alao market the photoWv.
taM celia that tirn sunlight Into electricity.
And sheet metal worker, will fabricate and
Insall tha pro

•LAber £ Invastienta,' a newsletter
pu tlihed by the AFL -CIO Indutrsai union
dqpsawo It keep track of umm' ft nan-
ci b l says the sheet meta

p fund i dhe only one

Fund, which as Ocmtly controlled by union
and management trusasee

Most of the Ideas ow from Edward
Carlouigh. president of the relauvely small.
147.ID00 member Sheet Metal Workers UIn-
ion. Not a self-effacing man. Carlough
nevertheless has reason to be pleased with
the success of his propoaaa so far.

They've done so well. In fact. thaL unlike
moat construUon industry uniona, the
Sheet Metal Workers Ualon is increrng
its membership. which is expected to top its
1971 record of 152,000 by the end of the
y t.

The membership increase a palty due. to
cooperative efforts by the union and Indus.
try to keep labor costs down in the face of
nrnn non-uomnicompaution St another
significant factor I the clever use o( some
of the pension furd monrvy.

About ITS million has been minted In
companies that are brinfri i a As rtirn

makIng mar equity investments In cOrpo-
ratis that manufacture product used in
jobe held by pension plan participants.

The sheet metal fund also bought 30% o
Acast Corp. bsed In East Hartford. Coon.
a healtng. ventilatung and aIr-conditon"ng
coMsYasy that recenUy entered the rapidly
groing aabeso-removal busInesi, which
s providing)tin for sheet metal workers.

Sta Acmta like other asbesto.removal
fIrms. s facng increasing trouble btlylI'g
Itability insurance for Its abeata jo. To
help solve that problem, pension flab
wee uled to buy a 3D% site in Unload
CitaIn.ilurnce which offers the man.
ds tled sbetos riruriaric e pol icies

Another Innovauve idea was to devise a
way to help co nrs get performance
bonds that small firms often have trouble
obtaining To achieve that g"l. the penmo
fund-firanced Acmat la week announced

lass m UBiNSTrItN, ragat
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plans to nuy a subsidiary or John
Hancock Holding that wil offer
bonding to qualified asbestos
abatement contractors.

Randy Barber. a financial con-
;ultant to unions. complains that
far too little has been done by
unions to make sure that pension
fund administrators inves fund
reserves not only to protect retir-
ees but also to help active union
members.

But he said Carlough and other
,/rustees of the sheet metal pension

"nd 'are doing some exciting.
pioneenng things that can serve as
enxamptes for other unions around
the country. *

Usually, almost all of the enor-
ruou amounts of money in the
nation's pension funds are put into
"safe" investments such as stocks.
bonds and government securiues
by money managers. who often
make small fortunes for them-
msves in the process.

But relatvely snall amounts of
those vast sums trickle into job-
creating constiucuon loans that
4erectly benefit active workers
covered by pension plans.

kibs are opened for construction
workers when a construcuon in-
dusury pension fund simply makes
a Loan to a developer. The develop-
er then hires a building contractor.
who hires construction workers
The contractor, in turn. makes
pension fund contributions for his
workers, thus putting additional
riney into the fund.

Much more use should be made
of money set aside for workers for
their retirement to create )obs for
them as long as the fund trustees
don't %oiate- their fiduciary re.
sponsibilities by careless, high-
risa. low -return investments.

But much more can be tine. as
the sheet metal fund trustees are
showing. to find other equally
itelligent methods for using the

huge pension fund reserves for the
beneft of workers other than sim-
Dw) investing them in the tradition -
ai fashion

Harbrant Is Honored
for Service to Scouts

Unions nave fallen on hard times
r, recent sears. and they will not
.todcn,. begin to flourish after
lay 20 when Robert Harbrant, a

dedicated labor leader, is presented
In the Silver Buffalo award for

:istmeuished service to youth" by
national officers of the Boy Scouts
-i America

3ut te award does symbolize
,'e first chance tunions have ever
-ao in the 78-year history of
t,,outng in the United States to
,,each mil ions of Scouts the post.
ive story of organized labor's role
o the economic, social and political
Lie of this country.

And to stop the erosion of their
srength. unions need to get their
sos-y across to Amenca's youth.
he source of their future member.
stp. Sadly, the public schools
teach almost nothing about labor
onions.

Harbrant. bead of the AFL-CIO
fcod and allied services trade de-
partment, spearheaded a lengthy
campaign to persuade Boy Scout
.eaders to create a labor merit
badge. and the success of the
campaign wfi be marked in cere-
monies in San Diego where Har-
orant will receive the award. (Oth-
er 1988 recipients of the Silver
Buffalo include First Lady Nancy
Reagan, who received it in Janu-
ary. )

More than 20 years ago. Ameri-
ca a business community won the
chance to present its most favors-
ole side to Boy Scouts when a
business merit badge was created.
But wnen Harbrant and others
sought equal treatment for labor.
.ere %%as strong, often strident
pposition

One draft of the badge require-
-,enLs designed to help Scouts
Lan aout the American labor

movement %as complete in 1985
But that Aas derailed because
critics said it didn t ask ScouLS to
earn about the non-union sector of
the work force. -

The final battle m what has been
tagged "the great oadge war I came
ata meeting of 19 corporate execu-
tives who mace up Scouting's spe-
cial merit badge committee.

The executives mcicated that
T.hey would approve the labor meant
bade4 only if Scouts were required
to learn about allegauons of cor-
rupuon of unions as well as their
achievements, according to profes-
sor Arthur ShoetaK. a Drexel Uni.
veraty sociologist who has fol.
Lowed the badge war closely.

Krnbrant agreed to the idea if. in
tutu, the corporate execuuves
woad add a requirement to the
uusineu merit badge spelhng out

he corporate corruption and
. hite-collar crime "directly linked
to the companies of the very
businessmen trying to decide the
,ate of the labor badge," according
,o Shostak.

That ended the argument. The
corruption that exists in both labor
and management was not included
,n the merit badge program.

A 47-page 'American Labor'
pamphlet has just been issued so
that any of this country's 5 million
Scouts who want a labor merit
badge to help them advance in the
ranks of Scouting can get it by
earning the story of unionism in
the United States

The Silver Buffalo award to
Harbrant is quite appropriate for
such an achievement.
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Solar firm spots
light at the end
of a long tunnel

COONAXI. from .D
John Weserguad. a managing

11rector for the investment
:an o.g flr of Ladenburg That.
man & Co inc. it New York
zity. said Chroar was a prospect
to Watch.

_Th faci is that If it cal make
ola energly 0n economic terms.
is is probably the company

with the mst open-eoded poten-
uLi over tle te several dec.
Ides. It trzly Ls.*' be said.

The osoca bas bounced in a
range at 04 to $.2 a shame for the
IL9 12 month and has been sel.
ing mn recently for about SS a

The cause of Cbroar s recent
sces; is a modest but extreme-
ly popular consumer product - a
solar.powered outdoor light
called (be WalkLte. l 1987. the
company sold 140 00 of the
light Alresdy sbL year it hs
sold mort than W0000 of them.

Compy executives are sir-
prssed at the popounry of the
light. which selLs from about
,o $60

,Vo tuiHng needed
It's advertised as the first-ever

solar-powered outdoor light, and
;r ca be istlaled to gardens and
along waLkways without the has-
sle of wirun. It collects sunlight
during the day. turns it I=5 alec-
iticity that %stored %n a battery.
ond then. at night the light goes

Jon K~. Clemenrs, Cbroner's
pretdeat and chief operating of.
licef, Sid Lbe the company's rev-
eoies from connimer sales had
rocketed They went from only
$1 V. for all of 196 to about S6
"illiot for t this year's second
quarter. evenue tro, consumer

sales will be about S52 mitlion for
1hts rear, according to Kim.

The company has other can-
sumer products Including a so.
:ar-powered bandil4iht. a key.
clasS light and solar-powered
clalgrl lalt c n be used to re-
:bage a car battery when the
,or 1. id4ta

New prod'Icti wtil be intro.
duced soon. icludiag solar-
powered house aumoers 5t.0
light up at ig.ot and a slar,
powered sentinel light that ruras
on whta Someone waits in front
of an infrared wich

The company Pxewt to 901on

from utdus=.* ptsduCt. .3d-
tog billboard 119=4O and SOLAr-
powered pUmpsrJ *'Vtem.-

But the kev . the company
furoze is 3olar . wered general,
i54 Plants& that electric Utilities
could ue %i the Uloiled States to
meet peak summer demand and
that could be asd in remote re-
gos abroad to ntroduce el c-
trociry.

'Wide open'
ce we demonstrate that we

can build a cooelfecnve. Photo-
voltaIlc power siasnon we believe
that tle photovoltaic Industy 5
wide open od this growIll tiat
we talked about LS pmble." sud
KLss.

he company. In my new. W
the be" tecnizology for produc-
Mt slar power.* sad Russel E-
Miler. ez ansivut wnth Alem
Brown & SOnS In =alunort.

,Jn my viw it is gemat ClOs"
to the point where it wt.U be able
to comipetl VAt other 3ource of
power such as nuclear energy
cad coaL" be said.

Criter tbotvoltaics were
mawla out of more expen ive SIlI-
coo crysuui Cbrotar uses lower.
cot amorpt Oi tWiCCa - Ln a 0o-
called tui-fiiM. prcesS iA which
the mslcon Is strayed O glees.
The company betitV that it has
at leas a oni-yeoar lead over com*
peuto t i se Unied States and
Japan in the tecltiOJolY.

Photovoltaic cetL convert run.
ltifl directly iMtO enerKY When
te photons in te stu s raysl
strike the photovoltic ceils. they

actvate electrons in she silicon
that are harness ed into a current
of electiry.

Twenty years ago, solar cells
were used only to power satel-
lites in space. The celLs were ex-
tremely expeo.ive. cost g more
tan Sil for each wan of elec-
trscity produced. according toes1-
alylt MaxwelL

Just live years ago. the cot was
down to about et0 to SO5 a wait
for fully encapsulated sOl paO-
els ready to produce eiect ricity.
said MAxwell But now the cost
has come down to about $4 a watt.
be sail.

At that cost, pbotaVoltAlc are
begolonug to be competitve wilh
the prices paid by utilities to pro-
dae elecwcity for peek de-
itends. putictlarLy to handle
summer air-.condiioolns Jods.
wud Maxwell

Utllitiea pay ebot $140 to 3,70
a wa to install power stations.
(A Large Duclear pleat products
about 1.000 megawarts. or I bil.
lion was.)

Cbronet says its manfartaur.
tng cost for the panels hu
dropped to less tha n $1 a watt.
Next year. ini company plans so
open a menufaclrtngi plant -
the so-called Eurgs project - 4a

Californiia, Whlert ii expects to
lower costs event further.

Also e year. ChronAr plans
to btid a SOmegawan power sta
ion in California. The location
sad partner for the proJeCt have
not been announced, but Kiss pre-
ducts that the plat will demon-
sirete the feastholity of a commer-
cial solar-power Tation.

Chronar alreadY bus a small.
experental stUtion u Blmn4.
haam, Ala- that i producing
about 60 kil warts of power and
has proved to be asn "mquAlh-
fied" sncce. Kiss said

Imprevive partner
For the new, S22 million Ma.

farnictu g plant us norter Call
foria. Cbronar has liced up im-
pressive partners with deep
pockets: PacfIc GAS & Eaecmc
Co. Bectel Development Co. and
tle Nanooal Peion Fund of the
Sheet Metal Workers' Inonal-
13ona Associaton.

Ths s 4ute an endorsement
for our technOlogy. Thes guys
dos do things lightly. They do a
lot of bomeworkt" ad WIliam
M. Beecber, Chrolro Ice press-
deaL

Chronar employs about 380 po.
pie In te United States. including
300 at the eadquar'ter and re-
search tcter us New Jersey, with
the rest at mSInlc t Opea'"
tion. us Port Jernta, N.Y. and BLr.

Is addition. she companY ba
embarked on loins p ptserslips
that built plants to South Wales.
France and Chia. Otber plants
are coder constructUo Is Yugo-
slaa and Hog Kong. Other
will begin soo an Taiwan

CompanY execV¢OV l believe
that minulaclung abroad wli
Pve Chronar penetration Into
the btgges potential market for
pblOVoltac.x: lesser-developed

countries."There ere those ds aad
tbousan" of vllas on either
side of the equator that have no
electricity, th oug South Amer
ica. Centfal America. Asia and
Africa - soMehinl bka two bl-
lion people or more who are not
connected to the 9rd." sa d Bed
cher. "The only way It maes
sense for these People o receive
electricity is through pbolovol-
laic&

Acording tO KiS. bry early inthe nest ceorury. the world will
need to double its Cu-rt elacs-

calgenersssfg capacity to kwp us
seith demand. Thai Means It sailneed 2.=e more uawart Of power
- slo eq uivalent of ZO nuclear

power 98011.If ph3olovoilte Cll J111 just 10
Phoeovot of theane - 1 would

trnslat into S Ud. -&Year
,ndWMrY be ,-q-

A
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Business Day
Chronar Plans Solar Power Plant in West

By MATTHEW L WALD

In a landmark in the development
of solar power, a company that cur-

-entily mates patio lights powered by
the sun Uid Yesterday that it touid
build a 1125 miIlion plant in the desert
near Los Angeles io make large
amounts ot electricity directly Irom
Swsllght -L

The power would be sold at a orat
to the Southern California Edison
Company. under a rate established
several years ago io encourage pro-
duction a( energy from renewable
sources.

The Chronar Corooration of Prince-
ton. 4. 2. said its plant would be seven
times larger than any esissuig power
station of its type. wvxhis is called

pholovolisic The plan t %1lN be built in
partrersniD with a San Diego compa.
nv, Seawest Industries.

SO Megawal(s of Power Planned
The Chronar plant is expected Io

produce 50 megawatts. or 50,000.kilo-
. atis, of power at peak capacity.
T'Lat would provide enough power for
t pical use it 25,000 homes, A large
coal plant produces about 600 mega-
waits. a nuclear plant about ,000
nr.egawatts

The plant will be built in the Lan.
caster.Pslmdaile area. about 60 titles
east of Los Anitelcs.

Other small plants are already in
service that use suni;tL to boil
uater. ,ith the steam used to
produce eleiricilt

'This wuuld be a substantial mde.

stoat." said Edward S Sabisky 01 the
Solar Energy Research In sile.
which is financed by the Department
of Energy.

Mr. Sabisky said that Chronar's an-
nouncemeni was only the latest in a
rapid series of deveolmenle this
year in the Solar field. in which
Chroetar and two other companies
have each announced plans to build
large new manufacutunng plants to
make additional cell.

An Energy Department spokes-
man. Roger Meyer. said new mass
production of the solar cells had ap-
parently permitted an imoortan re-
duCtion in Cost. Which he described ax
a "breakthrough." He added, how-

Continue., on Page 0i
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A $125 Million Solar Plant
Is Planned for California
Continued From First Business Page

ever, that the technology to be used
was not new, nor was It Lne most ad-
vanced available.

Chronar's cels, of a type called
amorphous silicon, can convert oniy 5
to 6 percent of ine sun s energy to
electr:city: a company ca !cd Energy
Conversion Devices of Trov, Mich..
has developed ceils consistin g of sev-
eral layers that has an efficicncy of
13.7 percent and has succeedc1 in
licensing its tecnnojogy (or use
abroad for $15 million.

But its cost per watt of capacity is
higher than the figure estimated by
Chronar for its new oiant.

"Photovoitaics are everybody's
dream answer to energy needs," said
Chronar's founder and chariman. Zol-
tan J. Kiss. in a telephone interview.
"The problem was, it was always too
costly."

Until now, the cost of rhotovoltaic
cells has been consioerem too hign to
compete with conventional energy
sources like coal and oil. Many com-
panies have found a niche by provid-
ing power sources for locations cut
off from the power grid. Chronar. the
only domestic manufacturer now op-
erating proittablv, has found success
in patio and walkway lights, which
use the sun to charge a battery during
the day and then switch on at dusk. In
June, the company shipped 100.000
such lights under its own orand name.
Mr. Sabisky said.

While the Chronar plant would
dwarf other photovoltaic facilities,
another company, Luz International
Ltd.. has four 30-megawatt plants al-
ready on line.

Luz sells power to Southern Califor-
nia Edison unaer the same kind of

'Sola r' GroWth

Worldwide shipments of cells
that make electricity directly
from sunlight. Total capacity.
In thousands of kilowatts..

35 ,.1,,,2y... . . .

30-

25 

20

.5.

'
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Sowce: Solir Enerpy Reseo Insvue

contract that Chronar will use. under
a structure established in the early
1980's to encourage alternative
energy sources. According to R. Dean
Gallagher. senior project devetop-
ment manager for Southern Califor-
nia Edison, the structure set the price
to be paid by the utility. at relatively
generous levels.

With the collapse of oil prices in -
1986 and other developments, he said..
"at this point in time, it's very uneco-
nomical for our ratepayers."

I
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C hronar's Chairman Placing Two Big Bets
On His Vision of a Solar-Powered Future

By Rk insii KvNIo
slaJ/nrpnr T'O .n w., S I,,,-nt 'oc" 'I

PRINCETON. tT -Zuiln 1, i .J
keeps a sketcli gir.en iirn jeto 1i I, -
leagues when lie ieit a jb as a Icsearl
plysicist Entitled ' ijllan s Last Supper. '
it shows robed figures aroula a 1.10 0. nil i
vile mutterilig to oisetf, ' i tleu ali. t
won t have to hear (?,at doeaeu wourd
lreakthrouo' nna,i.0h lord. tl.e caricalurrd ;.:r Kiss

'.rays. "deliver .. 1111 lose m ni'"i I
Mnn Kiss, the Ic iner. c,airmalii .n

cd ief execuive (icer c,t I hrunar C.: i,
has spent mucO o lIt.is t l n~t te tilig ii
persuade a skeptical vord to Leheve i,
technoloical iinova O s., ftoin lscis :u
lie liquid crystal d:spiavs In wiaclies His

current sersion. ti.e pouentiaJ of soar en.
erg'y.
Pael-Al .irig Plant

Mr. Kiss iprounccd Ilst I sees a Iu
ture where pliolovna j0c pa"nes, I.e %l-
dow-siAped cells li,3t taKe up ict and
send out electric current, bedecK ti e roots
of whole neighboorocs a:id stretch across
open iand in vast arr'us Tonard that end.
Chrorar plans to bu,:d one of the world s
largest panel prnodu,:c n plants next year.
What's i1Ore. the company hpes to coil
struct ilue world's arrest pi(ovoitaic gen-
erating station by SOletine In I1t2

"Zoltan iS obou i , trvli g to tus Ili
technology extreineiv last," savs David
Carlson, an execuhie at Atioco Corp, s so
Jarnoenrgy subsidiay. "He's realy stick-
iOg fits reck out"

Though tie fiislory of solar energy is
strewn with great expectations gone bust.
pliotovoltaic lectlinclo y' in recent )ears
has pained more comlilercial uses, Iii de-
vices such as calculators and battery ciar'
gers. But the market for large scale p!0 er
generation-the polentlao Coinstock LAne
for pholov:,;acs ccnipanes-lhas barely
been tar md. Aid that Is where Chronar Is
fieadis,

The significance the company attaches
to Its new panel plant, to be buil in ftie
northern Catifornta town of Fairfield. Is
rellected in iLs name-the Eureka plant.
Chronar bills it as the sort of aulonaled
production line needed to slash costs and
thus help mate photovoltaic technology
more competitive with fossil and nuclear
fuels. Although the plant's panels could be
put to a variety of uses. the company
hopes many will wind up in solar generat.
ing stations.

I lie generating action n fitat Chronar w.'
visions, Aoici weoId sprawl over 5o (!es-
ens acres outside Los AligeJes. Is meant 1o
snow Ihat such points are commercially
leptie It.o copany hopes to sell tie
ele,'.-, ', 4 utility during periods of
peak eiand

Chronar,. which had a loss of it1 mil-
lion for this year'F first nine noiiifls on
revenue of 126 8 rilIon. may seem an un-
likely conipaily o press such audacious
,ntenions Founded in 1975, it is a iidget
: , a field [fiat liciudes Ainoco and AtvIn;c
Iltli0fed Co But the 56 )ear cld Mr. Kiss,
,io At (lie laboralni es of RCA Corp for
tI'e up :id down fortunes of a scientist en.
trepreneor, rejects any notion that
Chioiiar car t deliver. ''.e don't buIld
card castles." ie says,

Ideed, lie has traveled [he world doing
decS In wlilch Chronar provides equip,
meot 2nd knowledge to buJd parel produc.
I oil parts. There Are now six-in Port
Jervis. N.Y. and Birmirgiitin. Ala lind
ll Briltin. France, Yugoslavia aiid Chima-
tlhjllh. Clhi onar holds wiLJy niiioi ity stakes

fil hve of tle plans
Aid Nil Kiss has been raising cash aid

wllli lll llfes firy seillig sh keS Ill the Cul.
Ially., 'fi'o filfi1 lil ii I1i a fulek 11:ii it
le also sharefoldis: a Suibsdlyi ol 1',L-
rii1 Dis & tllciiiL Co id (he pcrslnli
find u tl~e Sheet Metal Voikers li::eiha

:1iiial Associaliot iFor i;e union, panel
installatiori promises jbs ;

Promise liieier been lackiiig snice
scientists began to barnmess the "pio(ovol.
taic effect"' Light celery excites electi 01is
In semticoiiductors. such as the silicon typi
cally used in panels: tie current thus set
In motion is hen clinoieled Into circuitry
Oy "dopill" ' ie silicon with chemicals
that eslablish an electric field.

The drawback of solar energy is cost.
Over the past decade. prices f plotovo'
laic paes. Ill coosiatlt 1987 dolhais,i have
dropped to about $5 a watt from $30 ,lit Io
make a dent I the utility inarket many
energy specialists say. prices would have
to plunge to $1.

Like iliacly oier plants. the Eui eln ta.
clily will use so called aniorphous Silicon
technology. wlich gives up some efficiency
in capturing solar energy for lower produc-
(ion costs. MBlat will set tie Eureka plant
apart rom earlier Chronar projects Is au.
tomsation: Conveyor belts instead of people
will move the panels among cliambers
where silicon and olher substances are de.
posited onto glass backings. Nr. Kiss est-
mstes this will cut production cosis In half.



84

The plant. scheduled for conipletion in
the second tall of iext .ear. would also
represent a huge increase in panel poiduc-
tion capacity Expected to occupV l5,U.O
square feel aid cost 12: ihillro0. It % ould
be capable of annual production 1t panels
with total power of to reea' arts I hat Is.
about oriequarter o panel producltio
world-wide today.

Tbe generalig station, too, %ouid tep-
resent a leap In scale It is to c e riled at
50 ategawaits. or Ihe eQutValent of power
used by a coiaiIiuito ot 15 oVl 10 "r NO
people. Tiat s iione iiir sexeii toinrs tc
get Ioan the trKest ex ihi 'b-ol t
generator, a project ot Atlaotic RldheLd S
Arco Solar Inc

Can Cthrunar puil It n[i?
Not oIty Mr. lis but other rhotovol-

tatcs specialists believe solar tectiiology
eventually will gain iire oppiicahons in
the utility market hellier ptrcgress can
keep pace with Mr Kisss goal of staring
up tte plant by 1992 Is tile question,

Mr. Kiss's projections- o tte panels'
costs are In liiie with some estimates ot
what It will take for plotovoltaics to com-
pete against the price some utiities pay
others ton electricity during periods of
peak demand-and a31ra t tthe cast of adu-
Ing conventional geierating uapaciiy Yet
lose estliiates iilntl asuillLe tll3 tie
panels %I. convert at least IJ-. of solar
eenrgy to electrical energy tIe initial
panels from tie Euteha plant are expected
to iae a conensioii rale ot alout 5..

Cutttig tnstalotlort Costs
Mr. Kiss says teclnologlcal advances

will eventually boost conversion ratios.
More important at tie outset, he so0s. is
sliashtig installation costs, Otte example:
using teleptione poles tlsead of concrete

t)lorts to hold up the panels
Fist. thought, tie has another seeing

job. Ctironar has found cne partner tn the
generating station, Seahllsl Poiler S)s-
lets. until now mostly a developer ct
wlndrtll arms But the venture still ilmua
hne up sortie 512 itilion in funding. P'os
pecfloe tnveso, s aty wait to see shetther
tike station gets to chat ge high rates fon its
elct city wider A state pi grant oeant to
nurture renewable eiierg-p sources

The local utility. Soulhilt CtUlrnij
Edison Co, is balking. slice reglators
itio set tie rates )ears ago assuiried risig
QlL pi INes, It is titose rolei are iiw soy
tntal Ieti higher thnil What it sdltlluilal
cists tVuUld bo it it stm ly ilfed up tts ni
ule geieatig capacity during peik pe.
* urds The two sides are still iegociaire.
.L tie issue could )et end up before re..+

lators or in the courts.
For all I,s ups and do.vns.r. M nKr" is

Lecoloiti a figure Itiat others no Iouger ih
nure The aliait ea gueetung coticerli ot
Beclel Group Inc , tor one. pians to lielp
build the Euineka pane plant partly tokeep
up with solarenergy technology.

As for tihe eneralig station. it "Is still
a dreata in Zoltan Kiss s eye." sa>s Pat De
Laqui. toechtiel s solar enetry specialist
' I iii1 not An imfiiitxssinie orpamii
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Is u'idespread use of solar energy, just a
slender, distant hope? Not if one can be.
lieve Zoltan Kiss. Chronars founder says
solar is getting closer to competing with
fossilfuels for generating electricio.

Solar energy
getting hotter

OLTAN 1. KISS is close to casing
in on i dcde of brethtakiny
hard work. A volatile and volu-

ble man. Lus is chairman ol Law'
rcnceville, N 's Cironar Corp. In
Chrooar, Kiss has put together the
US.' largest and most successful pro-
diacm of amorphous silicon phocovol-
u cells, those I-by-3-loot
panls that spontaneously
tranaform light into electric-
ity, and that Ice Chronar
sem at lst about to pay off.

Mail-orde.r-caulog buffs
are already Ismaha with at
ka one Chrons product.
those Ssir-pow ere gardenm
lights that require no wsrsn
But these are it fils.
Chrorir s Into far more tm-
portat Stuff. Like wirnng a
tfir Share of the world's fu.
rure electricity market.

"To develop the technol-
ogy for amorphous silicon,"
Kists ays, "we had to identify
the manufacturing process.
then build the equipment.
because it didn't eust. Then
raise the money and set up
the factones. You couldn't ,
have a product util you had
the panels to put into prod' - oti
act. One step alter another. It t'
took us a decade of tncubs-
tion to get that far."

Phocovoltuics long ago proved
themselves In spac. but costs were so
hig their commercial development
has been Slow so comsn A. that is
chpifg, thank to the development
of microscopically thin. amorphous
00oncryntallin coaings on glass.
steel. LumMUM or plastics, which
cut production com dramacica l.
With its com cosnam n to declm

solar energy shapes up as the moat
benign answer to the world's growing
energy and envircmental problems.

There are other players ir the pho-
tovoltic busuness-Arcc Solar. Ener.
gY Conversion evges and Amoco's
Solarea division, amog others--but
Chronar has gme h-anker bringIg
photovoluscs to the point o comma.
ciLA developmev thm ay of its a.

r tic anid a aewd~e~pw
alkaivie Ufous, iso INa tafr

peutors. Eth er dLectly or through
oiont vennares abroad. Chrona can

now manufacture MO.000 kilowatts of
generatins capsa ty a ea and should
have tMce that amn yar.

Tee thousand kilowatts may not
teem like muo cosiderng that the
average new coovenstional power su-
ton runs -ar 600,000 kilowatts
theae days, but then Edi o'n onginsl
Pearl Street generating su un started

with only W'O kilowatts ot capacity
toe Chronar, the explosion has 1l.

ready begWn Having diddled around
at Undr S1 million In Annual sales W
nearly a decade. Chroiar booked SI I
mlilon in 1986, II million in 1937.
and should wind up with sme S35
rrillin this year ard 70 million or

m in 1989. "We're at the place
where the Company's 1"s are doub-
lin," Kiss Says, "and I think the dou-
bling will continue at leau for the
neat three Of four years." That'$ a all
order. Keepin that up would make

onr a ha-bilho- dolar-s er
Company Within a very few years.

Pat of Chrnars powt, baa come
from Sales to affiliates of equipment
for manufacuring Saeir rgsels. But
Chorir is manufacturing mre ad
more end products: Besides the walk-
way an garden lights fog 01i Consum-
er market, there are btllbiar lights,
highway lighting and water pumps toe
industral markets, especially In are.
beyond the reach of ccriventcina
powre Sources. Last year Chronar Sold
only 54 million worth of consaer
products. This n it wil sell about
$13 million. Lat yenr it s no s-
dustral products. This yeas it will s

over $1 mtilon. Neoa rt ya,
depiending on the rate of mar-
ket development. it should
Stl $10 mtlion or mo

Seas of ali, at I pilng up
mare than S20 millm In
Iowa in the past hie yuars.
Chrocar will probly break
eme this yea th*o unne-
moth euninp wern suL
S1.1 imlhon In the red. "For
ten yean we wer in the de.
velopment stage.' Kiss says.
"We ar now It the point of
turning into the ;Ilclt. and
fm now on we expect to be
p double."

A physicist by training,
Kiu left his native Hungary
in 1950 at the ige of 17.
picked up a Ph D. t the Uru-
v9ratty of Tortnt, and
woand up I the early 196h
sahad of quaneuri electron-
ics research at RCA Labors-
tones in Princetot. N I. He
quit ACA Labs 11, 1969 to

Star a liquid crystal display outht
called Opel. quit agn in 1974t when
Mitsubishi gained control of the com-
pany. He went out on his own, choos-
ang photovoltuc technology and put-
tang up 540.000 of baa own mom to
found Chron i 1976.

Haf the battle has been hading the
money to finale the loes ievita-
bit in any hih-tech development
business, and it did't help my that a
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Jew years ago the SEC went aiter
ch-naz and its accountants for what
it considered fraudulent accounting
practices That stalled Chronar tor a
time. forcing the cancellation ol a S12
million public stock ollenng Kiss
eased his financial problems bv set-
ting up ioint-venture manufacturing
patnerlps around the world &Ad in
the last year or two has picked up a
handflof well-heeled backers These
include irmtnam constnction ty.
coons fohn and Sill Harben iwho
made a S; million ci luly invi.st-
rrtent. the Sheet ,% etal Workers pk-
sion fund IS S miiion sn equity, 7 5
rnli on i loansi. the National Eec-
tncaJ Contractors' pension fund S10
million in equitvl and most recently
Pacific Gas & Elcctne I$ millhont

Clinar can alriauv comp e Kiss
claims, with small scale diesel gener.
atoen ranging up to 50 kilowatts. pro-
ducing electricity 1or 25 to 35 cents

-ret ten Veers we aver-s tat
Owe development sat"e."
Xjaa as&. -We am now at

OV aysn tin

pen kiloswitt-hour. versus 30 to 50
cents for the dicseL depending on
tin sie and other factors And chat.
says LK opens up a $5 billion mac.
ket. But the r ly bit market us yet to
be conqured--the one served by
Isageascae coali or nuclear-fueled sys-
teams, whach retail power at wa 7
cents a kilowattchouar. If pdnotovol-
taca ca coack that, the potential is
usialialable but surely vast. To i'dge
by the huge shorn interest in Ciro-
nit s stock. rot everyone specs.

As Kisa lkes to pount out. photvol-
tascs is a modulasr technology. To in-
cre se capacity, you don't build larger
plants, yoa tust keep adding panels
an miteronnecting them. You don't
have to hook into the utility pad.
Pthoovoltascs can operate indepen-
dently and effectively on there own.
Chronan itself is puiring a 60-kilowatt
station on the root of its New freeey
headquaners which wtll generate
power tor aecut 20 cents a kiLowatt
comparable to the I cents the local
utility, Public Service Electric a Gas,
chair at its summer peaks.

To crack the big scale utility mar-
ke. Choonu will have to do a lot
biet than that The principal cost in
phoeovoltaic power gcncration is the
cost of the capital needed to produce
and instill the phoiovoltaic panels,
nd thoug Chronir has reduced such

cost by a third in the past 18 monts,
it's far from enough. Chronar has re-

cenriv worked out a $25 million ioint
venture with Bechtel. a Pacific Gas &
Eletnce subsidiary and a She Metal
Workers pension fhnd subsidiary c-s
build an automated manuilctunng
plant, slated to go tnto operation next
year, that is expected to cut the direct
cost of manufacture by 50%. At that
level Chronit can install a power sta-
ion lot S2.SO a kilowatt and make a
decent proest. Says Kiss: -We will
have brought the cost of tranufactur-
In down to the point where we czn
.'ncate electricity in the 10to-12-
cents.a klowatt-hour range." That's
still not enough. The utility industry
&enetares power at a fully lo&ded aver.
age cost of approximately 6 cents per
kilowatt-hour,

Nevertheless, Kiss is so confident
that the economics of the new plant
will prove out that he is working out
another loinn venture with SesWest
Industries a Califomia wind power
company. to build a proposed S25
mrllhon. SO 000-kilowatt photovoltaic
plant that will sell power to Southern
Caldonua Edison dung .peak pen-
oda. Under legslatios designed to en-
courage the use of altemtive energy
sources, the rates will range up to I I
cents a kdowatt-hour in 1989 and up
to 24 cents in the year 000,

At such pnces, Chronar begins to
move tn on ta utility targets, ad Kin
is conidnt that wtuti live years
he'l be able to induce costs another
50% by doubling the efficiency of the
phoenvolraic panel. If he succeteds-
an that may no, he so eaxaly dofne as
he dcaim ,Chtar will be able to
generate powr lo under 7 cents a
kilowatt-hour, and the long-awaited
breakthrough will be achieved.

It may not hap pen. but ne their is it
implausible. S-un Francisco's Pacific
Gas & Elcctn is persuaded enough
that it bought a 21SO,O00-sha're stske in
the company. "If solar panels snake
the economic bri:akthrough necessary
fo them to become marketable," says
Richard Clarke. chairman of the big
utdity, "I want PG&E pecple install-
Ing them foe oul customers -

Clarke says "if," but for Kiss there
are no "ifs," He foresees the day when

hotovoitatcs %I ,I be used in the ccc,
IOlysis ot watci to proucc chcap hy
drogen tor fuel cells and combustion
engines, opening up to piotovoltaics
not tust the ma ket for elecmctty but
also the trans;otation market. Eat
yOw hear out, OPEC

Kiss becomes almost lyrical when
talking or the giture. Says he: 'I be.
[eve photovoltscs will ultimatelv i
the wor l's pr mary energy source,
And it's us a qitea tton o how rapidly
the cost can be brought down.' a
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